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^ATES 
PETROLEUM 
CDRFDRHTIDN 

105 S O U T H F O U R T H S T R E E T 

A R T E S I A . N E W M E X I C O 8 8 2 1 0 

T E L E P H O N E ( 5 0 5 ) 748-1471 

s. p. Y A T E S 
O . A I R M A N O F T H E B O A R D 

J O H N A. Y A T E S 
P R E S I D E N T 

P E Y T O N Y A T E S 
EXECUTIVE VICE PRESIDENT 

R A N D Y G. P A T T E R S O N 
S E C R E T A R Y 

DENNIS G. K I N S E Y 
T R E A S U R E R 

March 2, 1995 

Nearburg Exploration Company 
3300 North A Street 
Building 2, Suite 120 
Midland, Texas 79705 

CERTIFIED MAIL 
Return Receipt Requested 

Attention: Bob Shelton 

Re: BertAPB#1 
Township 19 South. Range 25 East 
Section 13: SW/4 
Eddy County, New Mexico 

Gentlemen: 

Yates Petroleum Corporation is proposing to drill the Bert APB #1 at a location of 660' FSL and 
660' FWL of Section 13-T19S-R25E to test the Canyon formation at approximately 8500'. 

Enclosed is an Operating Agreement and two (2) copies of an Authority for Expenditure for this 
well. If you would like to participate in the drilling of this well, please sign and return one (1) 
executed copy of the AFE and one (1) executed signature page to the OA to our office. 

Thank you. 

MM:dke 
enclosure(s) 

Very truly yours, 

YATES PETROLEUM CORPORATION 

Mecca Mauritsen 
Landman 

YATES PETROLEUM CORP. 
BEFORE EXAMINER CATANACH 
NMOCD CASE NOS. 11233/11234 
DATE: 04/06/95 
EXHIBIT NO. 5 
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return this card to you. 
• Attach this form to the front of the mailpiece. or on the back if space 
doe* not permit. 
• Write "Return Receipt Requested" on the mailpiece below the article number. 
• The Return Receipt wiH show to whom the article was delivered and the date 
delivered. 

tee): 

1 . • Addressee's Address 

2. • Restricted Delivery 

Consult postmaster for fee. 

3. Art ic le Addressed t o : 

33** <V ^ . S\ 

4a. Art ic le Number 

Z 153 500 648 
3. Art ic le Addressed t o : 

33** <V ^ . S\ 
4b . Service Type 
• Registered • Insured 

£ ] Certif ied • COD 

• Express Mail • Return Receipt for 
Merchandise 

3. Art ic le Addressed t o : 

33** <V ^ . S\ 

7. Date of Delivery _ 

5. Signature (Addressee) r . , 8. Addressee's Address (Only if requested 
and fee is paid) 

6 . Signature (Agent) ^ 

8. Addressee's Address (Only if requested 
and fee is paid) 
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PS Form 3 8 1 1 , December 1991 <,u.S.GPO: 1993-352-714 D O M E S T I C RETURN RECEIPT 



T E 5 
PETROLEUM 
CDRPDRHTIDN 

AUTHORITY FOR EXPENDITURE 
NEW DRILLING & RECOMPLETION 

105 S O U T H F O U R T H S T R E E T 

ARTESIA, NEWMEXICO88210 

T E L E P H O N E ( 5 0 5 ) 7 4 8 - 1 4 7 1 

AFE Type: 

LEASE NAME 

COUNTY 

LEGAL DESC. 

FIELD 

DIVISION CODE 

DISTRICT CODE 

BRANCH CODE 

BERT APB #1 

EDDY 

660' FSL & 660" FWL 

100 DIVISION NAME 

DISTRICT NAME 

BRANCH NAME 

Well Objective: Woll Typ. 

X New Drilling 

Recompletion 

X Oil 

Gas 

Injector 

X Development 

Exploratory 

PROJ'D DEPTH 

STATE 

LOCATION 

HORIZON . 

A F E NO. 

A F E DATE 

A F E S T A T U S : 
— t 

Original 

Revised 

Final 

8500' 

NM 

Sect ion 13-19S-25E 

Canyon 

Oil & Gas Divis ion 

PROGNOSIS: 

95-069-0 

3/1/95 

NTANGIBLE DRILLING COSTS: DRY HOLE COMP'D WELL 

920-100 Staking, Permit & Legal Fees 2,000 2,000 

920-110 Location, Right-of-Way 15,600 15,600 

920-120 Drilling, Footage 8500' (9 ) $17.50/ft. 149,000 149,000 

920-130 Drilling, Daywork 5 days ( 5) $4500/day 22,500 22,500 

920-140 Drilling Water, Fasline Rental 20,000 20,000 

920-150 Drilling Mud & Additives 15,000 15,000 

920-160 Mud Logging Unit, Sample Bags 77600 7,000 

920-170 Cementing - Surface Casing 20,000 20,000 

920-180 Drill Stem Testing, OHT 5 DST 15,000 15,000 

920-190 Electric Logs & Tape Copies 15,000 15,000 

920-200 Tools & Equip. Rntl., Trkg. & Welding 16,000 16,000 

920-210 Supervision & Overhead 9,700 9,700 

920-220 Contingency 

920-230 

920-240 

920-350 

920-410 

920-420 

920-430 

920-440 

920-450 

920-460 

920-470 

920-480 

920-490 

920-510 

920-500 

Coring, Tools & Service 

Bits, Tool & Supplies Purchase 

Cementing - Production Casing 

Completion Unit - Swabbing 

Water for Completion 

Mud & Additives for Completion 

Cementing - Completion 

Elec. Logs, Testing, Etc. - Completion 

Tools & Equip. Rental, Etc. - Completion 

Stimulation for Completion 

Supervision & O/H - Completion 

Additional LOC Charges - Completion 

Bits, Tools & Supplies - Completion 

Contingency for Completion 

TOTAL INTANGIBLE DRILLING COSTS 

TANGIBLE EQUIPMENT COSTS: 

930-010 

930-020 

930-030 
930-040 

940-010 

940-020 

940-030 

940-040 

TOTAL COSTS 

Christmas Tree & Wellhead 

Casing 9-5/8" @ 1150' 

7 " @ 8 5 0 0 ; 

Tubing 2-7(8" @ 8200' 

Packer & Special Equipment 

Pumping Equipment 

Storage Facilities 

Separation Equip., Flowlines, Misc. 

Trucking & Construction Costs 

TOTAL TANGIBLE EQUIPMENT COSTS 

400 

307,200 

2,200 

16,800 

110,000 

20,000 

60,000 

6,000 

19,000 333,300 

326,200j_ 741,200! 

APPROVAL OF THIS AFE CONSTITUTES APPROVAL OF OPERATOR'S OPTION TO CHARGE THE JOINT ACCOUNT WITH TUBULAR GOODS 
FROM THE OPERATOR'S WAREHOUSE STOCK AT THE RATES STATED ABOVE. 

\ 
Prepared 

BY 
Operations 
Approval 

YATES PETRO^&UM CORJ^l^RATION 3'5% 

^ATES DRILLING CUJXHfANX 1 5% 
BY Z ^ J 0 7 MtZ%%T~ DATE 

W E T ^ S / L W H / COREORATZ'ON 

BY \/UJ\ [A 'U^^zJ^ DATE 

BY DATE 

~3m 
BY DATE form AFEND (rev 4/93) 
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MODEL FORM OPERATING AGREEMENT 

OPERATING AGREEMENT 

DATED 

March 1 q 95 

OPERATOR YATES PETROLEUM CORPORATION 

. A r ,T-A Township 19 South, Range 25 East 
CONTRACT AREA 

Section 13: SW/4 

C O U N T Y OR m m & Z W OF Eddy STATE OF New Mexico 

COPYRIGHT 1977 — ALL RIGHTS RESERVED 

AMERICAN ASSOCIATION OF PETROLEUM LANDMEN 

APPROVED FORM. A.A.P.L. NO. 610 - 1977 REVISED 

MAY BE ORDERED DIRECTLY FROM THE PUBLISHER 

KRAFTBILT PRODUCTS. BOX BOO T i l l 7^10: 
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i OPERATING AGREEMENT 

3 THIS AGREEMENT, entered into by and between Y A T E S PETROLEUM CORPORATION, a 
4 New M e x i c o c o r p o r a t i o n , 105 S. 4 t h S t . , A r t e s i a , N . M . h c r c i n a f t o r designated and 

5 referred to as "Operator", and the signatory party or parties other than Operator, sometimes hereinafter 

6 referred to individually herein as "Non-Operator", and collectively as "Non-Operators", 
7 

8 WITNESSETH: 
9 

10 WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas i n -
11 terests in the land identified in Exhibit " A " , and the parties hereto have reached an agreement to explore 
12 and develop these leases and/or oil and gas interests for the production of oil and gas to the extent and 
13 as hereinafter provided: 
14 

15 NOW, THEREFORE, i t is agreed as follows: 
16 
17 ARTICLE I . 

18 DEFINITIONS 
19 
20 As used in this agreement, the following words and terms shall have the meanings here ascribed 

21 to them: 
22 A. The term "oi l and gas" shall mean oil, gas, casinghead gas, gas condensate, and al l other l iquid 
23 or gaseous hydrocarbons and other marketable substances produced therewith, unless an intent to 
24 l imit the inclusiveness of this term is specifically stated. 

25 B. The terms "oi l and gas lease", "lease" and "leasehold" shall mean the oil and gas leases cov-
26 ering tracts of land lying wi thin the Contract Area which are owned by the parties to this agreement. 
27 C. The term "oil and gas interests" shall mean unleased fee and mineral interests in tracts of 

28 land lying wi thin the Contract Area which are owned by parties to this agreement. 

29 D. The term "Contract Area" shall mean all of the lands, oil and gas leasehold interests and oil 
30 and gas interests intended to be developed and operated for oil and gas purposes under this agreement. 

31 Such lands, oil and gas leasehold interests and oil and gas interests are described in Exhibit " A " . 
32 E. The term "dri l l ing unit" shall mean the area f ixed for the dri l l ing of one well by order or rule 

33 of any state or federal body having authority. I f a dri l l ing unit is not f ixed by any such rule or order, 

34 a dr i l l ing unit shall be the dri l l ing unit as established by the pattern of dr i l l ing in the Contract Area 
35 or as fixed by express agreement of the Dr i l l ing Parties. 

36 F. The term "drillsite" shall mean the oil and gas lease or interest on which a proposed well is to 

37 be located. 
38 G. The terms "Dri l l ing Party" and "Consenting Party" shall mean a party who agrees to join in 
39 and pay its share of the cost of any operation conducted under the provisions of this agreement. 
40 H. The terms "Non-Dril l ing Party" and "Non-Consenting Party" shall mean a party who elects 
41 not to participate in a proposed operation. 
42 

43 Unless the context otherwise clearly indicates, words used in the singular include the plural, the 
44 plural includes the singular, and the neuter gender includes the masculine and the feminine. 
45 
46 ARTICLE I I . 
47 EXHIBITS 
48 
49 The following exhibits, as indicated below and attached hereto, are incorporated in and made a 
50 part hereof: 
51 (3 A. Exhibit "A" , shall include the following information: 
52 (1) Identification of lands subject to agreement, 
53 (2) Restrictions, if any, as to depths or formations, 
54 (3) Percentages or fractional interests of parties to this agreement, 
55 (4) Oil and gas leases and/or oil and gas interests subject to this agreement, 
56 (5) Addresses of parties for notice purposes. 
57 0 B. Exhibit "B" , Form of Lease. 
58 [XJ C. Exhibit "C", Accounting Procedure. 
59 [XJ D. Exhibit "D" , Insurance. 
60 (XJ E. Exhibit "E", Gas Balancing Agreement. 
61 fXj I \ Exhibit "F", Non-Discrimination and Certification of Non-Segregated Facilities, 
62 
63 I f any provision of any exhibit, except Exhibit "E", is inconsistent wi th any provision contained 
64 in the body of this agreement, the provisions in the bodv of this aurppmont cv,^n -•' 
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1 ARTICLE I I I . 

2 INTERESTS OF PARTIES 

3 

4 A. Oil and Gas Interests: 

5 

6 I f any party owns an unleased oil and gas interest in the Contract Area, that interest shall be 
7 treated for the purpose of this agreement and during the term hereof as i f i t were a leased interest 
8 under the form of oil and gas lease attached as Exhibit "B" . As to such interest, the owner shall re-

9 ceive royalty on production as prescribed in the form of oil and gas lease attached hereto as Exhibit 

10 " B " . Such party shall, however, be subject to all of the provisions of this agreement relating to lessees, 
11 to the extent that it owns the lessee interest. 
12 

13 B. Interest of Parties in Costs and Production: 
14 

15 Exhibit " A " lists all of the parties and their respective percentage or fractional interests under this 
16 agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under 
17 this agreement shall be borne and paid, and all equipment and material acquired in operations on the 
18 Contract Area shall be owned by the parties as their interests are shown in Exhibit " A " . A l l produc-
19 tion of oi l and gas f r o m .the Contract Area, subject to the payment of lessor's royalties whieh w i l l be 
20 hovnt hy the Jaimt Aeeount, shall also be owned by the parties in the same manner during the term 
21 hereof; provided, however, this shall not be deemed an assignment or cross-assignment of interests cov-
22 ered hereby. 
23 
24 ARTICLE IV. 

25 TITLES 
26 
27 A. Title Examination: 
28 

29 Title examination shall be made on the drillsite of any proposed well prior to commencement of 

30 dri l l ing operations or, if the Dr i l l ing Parties so request, title examination shall be made on the leases 

31 and/or oil and gas interests included, or planned to be included, in the dri l l ing unit around such well . 
32 The opinion w i l l include the ownership of the working interest, minerals, royalty, overriding royalty 

33 and production payments under the applicable leases. At the time a well is proposed, each party con-
34 tr ibuting leases and/or oil and gas interests to the drillsite, or to be included in such dri l l ing unit, shall 

35 furnish to Operator all abstracts (including Federal Lease Status Reports), title opinions, title papers 

36 and curative material in its possession free of charge. A l l such information not in the possession of or 

37 made available to Operator by the parties, but necessary for the examination of title, shall be obtained 
38 by Operator. Operator shall cause title to be examined by attorneys on its staff or by outside attorneys. 
39 Copies of all title opinions shall be furnished to each party hereto. The cost incurred by Operator in 
40 this title program shall be borne as follows: 
41 

43 Q—Option No. 1;—Coata incurred by Operator-in procuring abstracts and title euamination (including 
43 preliminary, supplemental, shut-in gas royalty npininn<: awj Hi \ ill i—rttle opinions) shall be a 
44 part of theadministratiy^ A-,-,-limnr! i j i l l i I r i n n n r l i i l i i l "C " and shall not be a direct charge, whether 
ID '{Jlll'lormcd by Opcrator'a staff attorncya or by outside, attorneys. 
46 
47 Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys 
48 for title examination (including preliminary, supplemental, shut-in gas royalty opinions and division 
49 order title opinions) shall be borne by the Dr i l l ing Parties in the proportion that the interest of each 
50 Dri l l ing Party bears to the total interest of all Dr i l l ing Parties as such interests appear in Exhibit " A " . 
51 Operator shall make no charge for services rendered by its staff attorneys or other personnel in the 
52 performance of the above functions. 
53 

54 Each party shall be responsible for securing curative matter ar.d pooling amendments or agreements 
55 required in connection wi th leases or oil and gas interests contributed by such party. The Operator shall be 

56 responsible for the preparation and recording of Pooling Designations or Declarations as well as the 
57 conduct of hearings before Governmental Agencies for the securing of spacing or pooling order's;' This 
58 shall not prevent any party from appearing on its own behalf at any such hearing. 
59 >;:'• 

60 No well shall be drilled on the Contract Area unt i l after (1) the title to the drillsite or drilling;.unit 

61 has been examined as above provided, and (2) the tit le has been approved by the examining attorney or 

62 title has been accepted by all of the parties who are to participate in the dri l l ing of the well. 

64 B. Loss of Title: s$teJ£&$'A 

65 ! , . : v "> 

6G 1. Failure of Tit le: Should any oil and gas interest or lease, or interest therein, be lost'through 

67 failure of title, which loss results in a reduction of interest from that shown on Exhibit " A " , this agree-

68 ment, nevertheless, shall continue in force as to all remaining oil and gas leases and-inteT^sts{»'arid'-.. 

G9 (a) The party whose oil and gas lease or interest is affected by the title failure :shalL,bear. alone 

70 the entire loss and il shall not be entitled to recover from Operator or tho other parties any development 

- 2 -
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1 or operating costs which it may have theretofore paid, but there shall be no monetary liability on its 
2 part to the other parties hereto for drilling, development, operating or other similar costs by reason of 
3 such title failure; and 
4 (b) There shall be no retroactive adjustment of expenses incurred or revenues received from the 
5 operation of the interest which has been lost, but the interests of the parties shall be revised on an acre-
6 age basis, as of the time it is determined finally that title failure has occurred, so that the interest of 
7 the party whose lease or interest is affected by the title failure will thereafter be reduced in the Contract 
8 Area by the amount of the interest lost; and 
9 (c) I f the proportionate interest of the other parties hereto in any producing well theretofore drilled 

10 on the Contract Area is increased by reason of the title failure, the party whose title has failed shall 
11 receive the proceeds attributable to the increase in such interests (less costs and burdens attributable 
12 thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such well; 
13 and 
14 (d) Should any person not a party to this agreement, who is determined to be the owner of any in-
15 terest in the title which has failed, pay in any manner any part of the cost of operation, development, 
16 or equipment, such amount shall be paid to the party or parties who bore the costs which are so refund-
17 ed; and 
18 (e) Any liability to account to a third party for prior production of oil and gas which arises by 
19 reason of title failure shall be borne by the party or parties in the same proportions in which they shared 
20 in such prior production; and 
21 ( f ) No charge shall be made to the joint account for legal expenses, fees or salaries, in connection 
22 with the defense of the interest claimed by any party hereto, it being the intention of the parties 
23 hereto that each shall defend title to its interest and bear all expenses in connection therewith. 
24 
25 2. Loss by Non-Payment or Erroneous Payment of Amount Due: If, through mistake or oversight, 
26 any rental, shut-in well payment, minimum royalty or royalty payment, is not paid or is erroneously 
27 paid, and as a result a lease or interest therein terminates, there shall be no monetary liability against 
28 the party who failed to make such payment. Unless the party who failed to make the required payment 
29 secures a new lease covering the same interest within ninety (90) days from the discovery of the fai l-
30 ure to make proper payment, which acquisition wil l not be subject to Article VIII.B., the interests of 
31 the parties shall be revised on an acreage basis, effective as of the date of termination of the lease in-
32 volved, and the party who failed to make proper payment will no longer be credited with an interest in 
33 the Contract Area on account of ownership of the lease or interest which has terminated. In the event 
34 the party who failed to make the required payment shall not have been fully reimbursed, at the time of 
35 the loss, from the proceeds of the sale of oil and gas attributable to the lost interest, calculated on an 
36 acreage basis, for the development and operating costs theretofore paid on account of such interest, it 
37 shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the 
38 cost of any dry hole previously drilled or wells previously abandoned) from so much of the following 
39 as is necessary to effect reimbursement: 
40 (a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost 
41 interest, on an acreage basis, up to the amount of unrecovered costs; 
42 (b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an 
43 acreage basis, of that portion of oil and gas thereafter produced and marketed (excluding production 
44 from any wells thereafter drilled) which, in the absence of such lease termination, would be attributable 
45 to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said 
46 portion of the oil and gas to be contributed by the other parties in proportion to their respective in-
47 terests; and 
48 (c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or 
49 becomes, the owner of the interest lost, for the privilege of participating in the Contract Area or be-
50 coming a party to this agreement. 
51 
52 3. Other Losses: Al l losses incurred, other than those set forth in Articles IV.B.l . and IV.B.2. 
53 above, shall not be considered failure of title but shall be joint losses and shall be borne by all parties 
54 in proportion to their interests. There shall be no readjustment of interests in the remaining portion of 
55 the Contract Area. 
56 
57 ARTICLE V. ^ 
58 , OPERATOR 
59 ^ 
60 A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR: th. , 
61 

63 

'1 
fin 6 2 YATES PETROLEUM CORPORATION, 105 South 4 th S t . , A r t e s i a , N.M. 88210 s h a l . | | e t h e 

Operator of the Contract Area, and shall conduct and direct and have ful l control of all opera ĵiphs on 
64 the Contract Area as permitted and required by, and within the limits of, this agreement^ItTgli^r con-
65 duct all such operations in a good and workmanlike manner, but it shall have no liabilities"pjfj&rator 
66 to the other parties for losses sustained or liabilities incurred, except such as may resting .-from -gross 
67 negligence or wil lful misconduct. 
6 8 , »2feaaa£&l&». 
69 
70 

\t ->: :iui iiii'inifvuif! 

\>IIL-,,., I |,V..MMI,II,.H,|J!'1 

- 3 -
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J B. Resignation or Removal of Operator and Selection of Successor: 
2 

3 1. Resignation or Removal of Operator: Operator may resign at any tunc by giving written notice 

4 thereof to Non-Operators. If Operator terminates its legal existence, no longer owns an interest in the 
5 Contract Area, or is no longer capable of serving as Operator, it shall cease to be Operator without any 
6 action by Non-Operator, except the selection of a successor. Operator may be removed if it fails or 

7 refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, 

8 by the affirmative vote of two (2) or more Non-Operators owning a majority interest based on owner-
9 ship as shown on Exhibit "A" , and not on the number of parties remaining after excluding the voting 

10 interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock A.M. 
11 on the first day of the calendar month following the expiration of ninety (90) days after the giving of 

12 notice of resignation by Operator or action by the Non-Operators to remove Operator, unless a successor 
13 Operator has been selected and assumes the duties of Operator at an earlier date. Operator, after effect-

14 ive date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of 
15 a corporate name or structure of Operator or transfer of Operator's interest to any single subsidiary, 
16 parent or successor corporation shall not be the basis for removal of Operator. 
17 
18 2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Op-
19 erator shall be selected by the Parties. The successor Operator shall be selected f rom the parties owning 
20 an interest in the Contract Area at the time such successor Operator is selected. I f the Operator that 
21 is removed fails to vote or votes only to succeed itself, the successor Operator shall be selected by the 
22 affirmative vote of two (2) or more parties owning a majority interest based or. ownership as shown 
23 on Exhibit "A", and not on the number of parties remaining after excluding the voting interest of the 
24 Operator that was removed. 
25 
26 C. Employees: 
27 
28 The number of employees used by Operator in conducting operations hereunder, their selection. 
29 and the hours of labor and the compensation for services performed, shall be determined by Operator. 
30 and all such employees shall be the employees of Operator. 
31 
32 D. Dri l l ing Contracts: 
U u 

34 A l l wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual 
35 rates prevailing in the area. I f it so desires, Operator may employ its own tools and equipment in the 
36 dri l l ing of wells, but its charges therefor shall not exceed the prevailing rates in the area and the rate 
37 of such charges shall be agreed upon by the parties in wri t ing before drill ing operations are com-

38 menced, and such work shall be performed by Operator under the same terms and conditions as are 
39 customary and usual in the area in contracts of independent contractors who are doing work of a sim-
40 liar nature. 
41 
42 ARTICLE V I . 
43 DRILLING AND DEVELOPMENT 

45 A. Ini t ial Well: 
46 
47 On or before the 1 s t day of J u l y 19Jrlr>, Operator shall commence the d r i i l -
48 ing of a well for oil and gas at the following location: 
4 9 6 6 0 ' FSL and 6 6 0 ' FWL o f S e c t i o n 13 , T-19S-R25E 
°° Eddy C o u n t y , New M e x i c o 
51 
52 

53 and shall thereafter continue the dri l l ing of the wel l wi th due diligence to t e s t t h e Canyon f o r m a t i o n 
54 a t 8 5 0 0 ' . 
55 
56 
57 

53 unless granite or other practically impenetrable substance or condition in the hole, which renders 
59 further dril l ing impractical, is encountered at a lesser depth, or unless all parties agree to complete or 
60 abandon the well at a lesser depth. 
61 
62 Operator shall make reasonable tests of all formations encountered during dri l l ing which .give in-
63 dication of containing oil and gas in quantities sufficient to test, unless this agreement shall be-dimited 
G4 in its application to a specific formation or formations, in which event Operator shall be ̂ required to 
65 test only the formation or formations to which this agreement mav apply. •>' I 

66 " 

67 If , in Operator's judgment, the well w i l l not produce oil or gas in paying quantities^;and4t'. v/ishes 
63 to plug and abandon the well as a dry hole, i t shall first secure the consent of all parlies^ndt(shall 
69 plug and abandon same as provided in Article VI .E . l . hereof. "' 

70 
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1 B. Subsequent Operations: 

2 
3 1. Proposed Operations: Should any party hereto desire to dr i l l any well on the Contract Area 

4 other than the well provided for in Article VI.A., or to rework, deepen or plug back a dry hole drilled 

5 at the joint expense of all parties or a well jo int ly owned by all the parties and not then producing 

6 in paying quantities, the party desiring to dr i l l , rework, deepen or plug back such a well shall give the 
7 other parties written notice of the proposed operation, specifying the work to be performed, the loca-
8 tion, proposed depth, objective formation and the estimated cost of the operation. The parties receiv-
9 ing such a notice shall have thir ty (30) days after receipt of the notice within which to notify the 

10 parties wishing to do the work whether they elect to participate in the cost of the proposed operation. 
11 I f a dri l l ing rig is on location, notice of proposal to rework, plug back or d r i l l deeper may be given 
12 by telephone and the response period shall be limited to forty-eight (48) hours, exclusive of Saturday, 
13 Sunday or legal holidays. Failure of a party receiving such notice to reply within the period above fixed 
14 shall constitute an election by that party not to participate in the cost of the proposed operation. Any 
15 notice or response given by telephone shall be promptly confirmed in wri t ing. 
16 
17 2. Operations by Less than A l l Parties: I f any party receiving such notice as provided in Article 
18 V I . B . l . or VI .E . l . elects not to participate in the proposed operation, then, in order to be entitled to 
19 the benefits of this article, the party or parties giving the notice and such other parties as shall elect 
20 to participate in the operation shall, wi th in sixty (60) days after the expiration of the notice period of 
21 thi r ty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period 
22 where the dri l l ing r ig is on location, as the case may be) actually commence work on the proposed 
23 operation and complete it wi th due diligence. Operator shall perform all work for the account of the 
24 Consenting Parties; provided, however, i f no dr i l l ing r ig or other equipment is on location, and if Op-
25 erator is a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform 

26 the work required by such proposed operation for the account of the Consenting Parties, or (b) desig-

27 nate one (1) of the Consenting Parties as Operator to perform such work. Consenting Parties, when 
28 conducting operations on the Contract Area pursuant to this Article VI.B.2., shall comply wi th all terms 
29 and conditions of this agreement. 
30 

31 I f less than all parties approve any proposed operation, the proposing party, immediately after the 

32 expiration of the applicable notice period, shall advise the Consenting Parties of (a) the total interest 
33. of the parties approving such operation, and (b) its recommendation as to whether the Consenting Par-
34 ties should proceed wi th the operation as proposed. Each Consenting Party, wi th in forty-eight (48) 
35 hours (exclusive of Saturday, Sunday or legal holidays) after receipt of such notice, shall advise the 

36 proposing party of its desire to (a) l imi t participation to such party's interest as shown on Exhibit "A" , 

37 or (b) carry its proportionate part of Non-Consenting Parties' interest. The proposing party, at its 
38 election, may withdraw such proposal i f there is insufficient participation, and shall promptly notify 
39 all parties of such decision. 
40 
41 The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in 
42 the proportions they have elected to bear same under the terms of the preceding paragraph. Consenting 
43 Parties shall keep the leasehold estates involved in such operations free and clear of all liens and 
44 encumbrances of every kind created by or arising f r o m the operations of the Consenting Parties. I f such 
45 an operation results in a dry hole, the Consenting Parties shall plug and abandon the well at their sole 
46 cost, risk and expense. I f any well drilled, reworked, deepened or plugged back under the provisions 

47 of this Article results in a producer of oil and/or gas in paying quantities, the Consenting Parties shall 
48 complete and equip the well to produce at their sole cost and risk, and the well shall then be turned 
49 over to Operator and shall be operated by i t at the expense and for the account of the Consenting Parties. 
50 Upon commencement of operations for the dril l ing, reworking, deepening or plugging back of any such 
51 well by Consenting Parties in accordance wi th the provisions of this Article, each Non-Consenting Party 

52 shall be deemed to have relinquished to Consenting Parties, and the Consenting Parties shall own and 

53 be entitled to receive, in proportion to their respective interests, all of such Non-Consenting Party's 
54 interest in the well and share of production therefrom unt i l the proceeds of the sale of such share, 
55 calculated at the well, or market value thereof i f such share is not sold (after deducting production 

56 taxes, crude oil excise taxes, royalty, overriding royalty and other interests existing on the effective date hereof, 
57 payable out of or measured by the production from such well accruing with respect to such interest until it reverts) 

58 shall equal the total of the following: 

60 (a) 20'0 % o f e a c h s u c h Non-Consenting Party's share of the cost of any newly acquired^surface 

61 equipment beyond the wellhead connections (including, but not limited to, stock tanks, separators, 

62 trcaters, pumping equipment and piping), plus 100% of each such Non-Consenting Party's share'of the 

63 cost of operation of the well commencing wi th f irst production and continuing unti l each such INon-

64 Consenting Party's relinquished interest shall revert to it under other provisions of this Article,', itlbeing 

65 agreed that each Non-Consenting Party's share of such costs and equipment w i l l be tha,t-interest: vvhich 

66 would have been chargeable to each Non-Consenting Party had it participated in the well from' the be-

67 ginning of the operation; and V'N".1 '^/•''i 

69 (h) 500% of that portion of the costs and expenses of dri l l ing reworking, deepening, or .'plugging 

70 back, testing and completing, after deducting any cash contributions received under Article. V I I I . C . t and 
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1 5f)0% of that portion of the cost of newly acquired equipment in the well (to and including the well-
2 head connections), which would have been chargeable to such Non-Consenting Party if it had partici-
3 pated therein. 
4 
5 Gas production attributable to any Non - Consenting Party's relinquished interest upon such Party's 
6 election, shall be sold to its purchaser, if available, under the terms of its existing gas sales con-
7 tract. Such Non - Consenting Party shall direct its purchaser to remit the proceeds receivable from 
8 such sale direct to the Consenting Parties until the amounts provided for in this Article are recov-
9 ered from the Non - Consenting Party's relinquished interest. If such Non - Consenting Party has not 

10 contracted for sale of its gas at the time such gas is available for delivery, or has not made the elec-
11 tion as provided above, the Consenting Parties shall own and be entitled to receive and sell such Non-
12 Consenting Party's share of gas as hereinabove provided during the recoupment period. 
13 
14 During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share 
15 of production, or the proceeds therefrom, Consenting Parties shall be responsible for the payment of 
16 al l production, crude oil excise taxes, severance, gathering and other taxes, and all royalty, overriding royalty 
17 and other burdens applicable to Non-Consenting Party's share of production. 
18 
19 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall 
20 be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of 
21 all such equipment shall remain unchanged; and upon abandonment of a well after such reworking, 
22 plugging back or deeper drilling, the Consenting Parties shall account for all such equipment to the 
23 owners thereof, with each party receiving its proportionate part in kind or in value, less cost of 
24 salvage. 
25 
26 Within sixty (60) days after the completion of any operation under this Article, the party con-
27 ducting the operations for the Consenting Parties shall furnish each Non-Consenting Party with an in-
28 ventory of the equipment in and connected to the well, and an itemized statement of the cost of drilling, 
29 deepening, plugging back, testing, completing, and equipping the well for production; or, at its option, 
30 the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed 
31 statement of monthly billings. Each month thereafter, during the time the Consenting Parties are being 
32 reimbursed as provided above, the Party conducting the operations for the Consenting Parties shall furn-
33. ish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the 
34 operation of the well, together with a statement of the quantity of oil and gas produced from it and the 
35 amount of proceeds realized from the sale of the well's working interest production during the preceding 
36 month. In determining the quantity of oil and gas produced during any month, Consenting Parties 
37 shall use industry accepted methods such as, but not limited to, metering or periodic well tests. Any 
38 amount realized from the sale or other disposition of equipment newly acquired in connection with any 
39 such operation which would have been owned by a Non-Consenting Party had it participated therein 
40 shall be credited against the total unreturned costs of the work done and of the equipment purchased, 
41 in determining when the interest of such Non-Consenting Party shall revert to it as above provided; 
42 and if there is a credit balance, it shall be paid to such Non-Consenting party. 
43 
44 If and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest 
45 the amounts provided for above, the relinquished interests of such Non-Consenting Party shall auto-
46 matically revert to it, and, from and after such reversion, such Non-Consenting Party shall own the same 
47 interest in such well, the material and equipment in or pertaining thereto, and the production there-
48 from as such Non-Consenting Party would have been entitled to had it participated in the drilling, 
49 reworking, deepening or plugging back of said well. Thereafter, such Non-Consenting Party shall be 
50 charged with and shall pay its proportionate part of the further costs of the operation of said well in 
51 accordance with the terms of this agreement and the Accounting Procedure, attached hereto. 
52 
53 Notwithstanding the provisions of this Article VI.B.2., it is agreed that without the mutual consent 
54 of all parties, no wells shall be completed in or produced from a source of supply from which a well 
55 located elsewhere on the Contract Area is producing, unless such well conforms to the then-existing 
56 well spacing pattern for such source of supply. 

58 The provisions of this Article shall have no application whatsoever to the drilling of the&nitial 
59 well described in Article VI.A. except (a) when Option 2, Article VII.D.L, has been selected.jjijor (b) 
60 to the reworking, deepening and plugging back of such initial well, if such well is or thereafteg^shall 
61 prove to be a dry hole or non-commercial well, after having been drilled to the depth specified imArticle 
62 VI.A. 

64 C. Right to Take Production in Kind: A S J ^ 
65 Each party electing to take in kind or separately dispose of its proportionate share of the production from the Contract Area 

shall keep accurate records of the volume, selling price, royalty and taxes relative to its share of production. Non-Operators 
shall, upon request, furnish Operator with true and complete copies of the records required to be kept hereunder whenever, under 

67 the terms of this agreomont or any agreement executed In connection herewith, It is necessary for Oporator to obtain said Information. 
Any Information furnished to Operator hereunder shall be used by Operator only to the extent necessary to carry out its duties 
as Operator and shall otherwise be kept confidential. 68 

69 
70 

Each party shall have the right to take in kind or separately dispose of its proportionate share of all oil and gas produced 
from the Contract Area, exclusive of production which may be used In development nnd producing operations and In preparing and 
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1 treating oil for marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate 
2 disposition by any party of its proportionate share of the production shall be borne by such party. Any party taking its share of 

production in kind shall be required to pay for only its proportionate share of such part of Operator's surface facilities which it uses. 
3 
4 Each party shall execute such division orders and contracts as may be necessary for the sale of its 
5 interest in production f rom the Contract Area, and, except as provided in Article VII .B. , shall be entitled 
6 to receive payment direct f rom the purchaser thereof for its share of all production. 
7 

8 In the event any party shall f a i l to make the arrangements necessary to take in kind or separately 
9 dispose of its proportionate share of the oil and gas produced from the Contract Area, Operator shall have 

10 the right, subject to the revocation at w i l l by the party owning it, but not the obligation, to purchase such 
11 oil and gas or sell i t to others at any time and f rom time to time, for the account of the non-taking 
12 party at the best price obtainable in the area for such production. Any such purchase or sale by Op-
13 erator shall be subject always to the right of the owner of the production to exercise at any time its 

14 right to take in kind, or separately dispose of, its share of all oil and gas not previously delivered to a 
15 purchaser. Any purchase or sale by Operator of any other party's share of oil and gas shall be only for 
16 such reasonable periods of time as are consistent w i th the minimum needs of the industry under the 
17 particular circumstances, but in no event for a period in excess of one (1) year. Notwithstanding the 
18 foregoing, Operator shall not make a sale, including one into interstate commerce, of any other party's 
19 share of gas production without f irst giving such other party thi r ty (30) days notice of such intended 
20 sale. 

21 

22 In the event any party hereto is not at any time taking or marketing its share of gas production and Operator 
23 is either (i) unwilling to purchase or sell or (ii) unable to obtain the prior written consent to purchase or sell such 
2 4 party's share of gas production, or in the event any party has contracted to sell its share of gas produced from 

2 5 the contract Area to a purchaser which does not at any time while this agreement is in effect take the full share 
2 6 of gas attributable to the interest of such party, then in any such event the terms and conditions of the Gas 

Balancing Agreement attached hereto as Exhibit "E" and incorporated herein shall automatically become 
^ ' effective. 
28 

29 D. Access to Contract Area and Information: 

30 

31 Each party shall have access to the Contract Area at all reasonable times, at its sole risk to inspect 

32 or observe operations, and shall have access at reasonable times to information pertaining to the de-
33 velopment or operation thereof, including Operator's books and records relating thereto. Operator, upon 
34 request, shall furnish each of the other parties w i t h copies of all forms or reports f i led wi th govern-

35 mental agencies, daily dri l l ing reports, well logs, tank tables, daily gauge and run tickets and reports 

36 of stock on hand at the f irst of each month, and shall make available samples of any cores or cuttings 

37 taken f rom any well drilled on the Contract Area. The cost of gathering and furnishing information to 
38 Non-Operator, other than that specified above, shall be charged to the Non-Operator that requests the 
39 information. 
40 
41 E. Abandonment of Wells: 
42 
43 1. Abandonment of Dry Holes: Except for any well drilled pursuant to Article VI.B.2., any well 
44 which has been drilled under the terms of this agreement and is proposed to be completed as a dry hole 
45 shall not be plugged and abandoned without the consent of all parties. Should Operator, after diligent 
46 effort, be unable to contact any party, or should any party fa i l to reply wi th in forty-eight (48) hours 
47 (exclusive of Saturday, Sunday or legal holidays) after receipt of notice of the proposal to plug and 
48 abandon such well, such party shall be deemed to have consented to the proposed abandonment. A l l 
49 such wells shall be plugged and abandoned in accordance wi th applicable regulations and at the cost, 
50 risk and expense of the parties who participated in the cost of dril l ing of such well. Any party who ob-
51 jects to the plugging and abandoning such well shall have the right to take over the well and conduct 
52 further operations in search of oil and/or gas subject to the provisions of Article VLB. 
53 
54 2. Abandonment of Wells that have Produced: Except for any well which has been drilled or re-
55 worked pursuant to Article VI.B.2. hereof for which the Consenting Parties have not been fu l ly reim-
56 bursed as therein provided, any well which has been completed as a producer shall not be plugged and 
57 abandoned without the consent of al l parties. I f a l l parties consent to such abandonment, the well 5 shall 
58 be plugged and abandoned in accordance wi th applicable regulations and at the cost, risk and expense 
59 of all the parties hereto. I f , wi th in th i r ty (30) days after receipt of notice of the proposed abandonment 
60 of such well, all parties do not agree to the abandonment of any well, those wishing to continue5ps op-
61 eration shall tender to each of the other parties its proportionate share of the value of the well's Solvable 
62 material and equipment, determined in accordance w i t h the provisions of Exhibit "C", less the estimated 
63 cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning partfelshall 
64 assign to the non-abandoning parties, without warranty, express or implied, as to title o r ^ f i ^ ^ ^ i t i t y , 
65 quality, or fitness for use of the equipment and material, all of its interest in the well anq^J3t^ea^ouip-
66 ment, together wi th its interest in the leasehold estate as to, but only as to, the interval okmte^^ l^p^ the 

67 formation or formations then open to production. I f the interest of the abandoning part\^s^ofe-ih'tludes 

68 an oil and gas interest, such party shall execute and deliver to the non-abandoning parlyifeapsrausSan . 

69 oil and gas lease, limited to the interval or intervals of the formation or formations thep^pn^ili^pr^^uc-., 

70 tion, for a term of one yoar and so long thereafter as oil and/or gas is produced from the-;iptetv|itor'inter— 
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1 vals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit 
2 "B". The assignments or leases so limited shall encompass the "drilling unit" upon which the well is 
3 located. The payments by, and the assignments or leases to, the assignees shall be in a ratio based upon 
4 the relationship of their respective percentages of participation in the Contract Area to the aggregate of 
5 the percentages of participation in the Contract Area of all assignees. There shall be no readjustment 
6 of interest in the remaining portion of the Contract Area. 
7 
8 Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the op-
9 eration of or production from the well in the interval or intervals then open other than the royalties 

10 retained in any lease made under the terms of this Article. Upon request, Operator shall continue to 
11 operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
12 templated by this agreement, plus any additional cost and charges which may arise as the result of 
13 the separate ownership of the assigned well. 
14 
15 ARTICLE VII . 
16 EXPENDITURES AND LIABILITY OF PARTIES 
17 
18 A. Liability of Parties: 
19 
20 The liability of the parties shall be several, not joint or collective. Each party shall be responsible 
21 only for its obligations, and shall be liable only for its proportionate share of the costs of developing 
22 and operating the Contract Area. Accordingly, the liens granted among the parties in Article VII.B. are 
23 given to secure only the debts of each severally. It is not the intention of the parties to create, nor shall 
24 this agreement be construed as creating, a mining or other partnership or association, or to render the 
25 parties liable as partners. I t i s not the i n t e n t i o n of the p a r t i e s t ha t t h i s con t r ac t i s 
26 made or in tended f o r the b e n e f i t o f any t h i r d person. 
27 B. Liens and Payment Defaults: 
28 
29 Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a 
30 security interest in its share, of oil and/or gas when extracted and its interest in all equipment, to secure 
31 payment of its share of expense, together with interest thereon at the rate provided in the Accounting 
32 Procedure attached hereto as Exhibit "C". To the extent that Operator has a security interest under the 
33' Uniform Commercial Code of the State, Operator shall be entitled to exercise the rights and remedies 
34 of a secured party under the Code. The bringing of a suit and the obtaining of judgment by Operator 
35 for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien 
36 rights or security interest as security for the payment thereof. In addition, upon default by any Non-
37 Operator in the payment of its share of expense, Operator shall have the right, without prejudice to 
38 other, rights or remedies, to collect from.the purchaser the proceeds from the sale, of such Non-Operator's 

i n c l u d i n g reasonable a t t o rney f e e s ^ i n t l i e eveiit of s u i t to. c o l l e r i t any delir irmen 
39 share of oirand/or gas until the amount owecTby such Non-Operafor/plus interest has been paid. Each 
40 purchaser shall be entitled to rely upon Operator's written statement concerning the amount of any de-
41 fault. Operator grants a like lien and security interest to the Non-Operators to secure payment of Op-
42 erator's proportionate share of expense. 
43 
44 If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of 
45 a statement therefor by Operator, the non-defaulting parties, including Operator, shall, upon request by 
46 Operator, pay the unpaid amount in the proportion that the interest of each such party bears to the in-
47 terest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain reimburse-
48 ment thereof, be subrogated to the security rights described in the foregoing paragraph. 
49 
50 C. Payments and Accounting: 
51 
52 . Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses 
53 incurred in the development and operation of the Contract Area pursuant to this agreement and shall 
54 charge each of the parties hereto with their respective proportionate shares upon the expense basis pro-
55 vided in the Accounting Procedure attached hereto as Exhibit "C". Operator shall keep an accurate 
56 record of the joint account hereunder, showing expenses incurred and charges and credits made and 
57 received. î s 
58 , h 
5!) Operator, at its election, shall have the right from time to time to demand and receive frftrn the 
60 other parties payment in advance of their respective shares of the estimated amount of the expense to 
61 be incurred in operations hereunder during the next succeeding month, which right may be exerciS'fd only 
62 by submission to each such party of an itemized statement of such estimated expense, togethr|r1 with 
63 an invoice for its share thereof. Each such statement and invoice for the payment in advancetof* esti-

.n^I j 

64 mated expense shall be submitted on or before the 20th day of the next preceding month^F^eJwarty 
65 shall pay to Operator its proportionate share of such estimate within fifteen (15) days^'fiex Sulyi es-
66 timatc and invoice is received. If any party fails to pay its share of said estimate within^saidTllr)iel the 
67 amount due shall bear interest as provided in Exhibit "C" until paid. Proper adjusf^eni?;sn|ll be 
68 made monthly between advances and actual expense to the end that each party shalL.b.ear^nd£psyU.ts 
69 proportionate share of actual expenses incurred, and no more. >•« •.<•»•• ! 

70 ... " ' ',. 
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1 D. Limitation of Expenditures: 
2 
3 1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, ex-
4 cept any well drilled or deepened pursuant to the provisions of Article VI.B.2. of this Agreement, it being 
5 understood that the consent to the drilling or deepening shall include: 
6 
7 f~| Option No. 1; Al l nooocDary oKpondituroc for tho drilling or deepening, testing, • completing and 
S equipping of tho well) including noee.ooo.ry tankage and/or ourfacc facilities, 
9 

10 (ST] Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When 
11 such well has reached its authorized depth, and all tests have been completed, Operator shall give im-
12 mediate notice to the Non-Operators who have the right to participate in the completion costs. The parties 
13 receiving such notice shall have forty-eight (48) hours (exclusive of Saturday, Sunday and legal holi-
14 days) in which to elect to participate in the setting of casing and the completion attempt. Such election, 
15 when made, shall include consent to all necessary expenditures for the completing and equipping of such 
16 well, including necessary tankage and/or surface facilities. Failure of any party receiving such notice 
17 to reply within the period above fixed shall constitute an election by that party not to participate in 
18 the cost of the completion attempt. If one or more, but less than all of the parties, elect to set pipe and 
19 to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase "reworking, deepening or 
20 plugging back" as contained in Article VI.B.2. shall be deemed to include "completing") shall apply to 
21 the operations thereafter conducted by less than all parties. 
22 
23 2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged 
24 back except a well reworked or plugged back pursuant to the provisions of Article VI.B.2. of this agree-
25 ment, it being understood that the consent to the reworking or plugging back of a well shall include 
26 consent to all necessary expenditures in conducting such operations and completing and equipping of 
27 said well, including necessary tankage and/or surface facilities. 
28 
29 3. Other Operations: Operator shall not undertake any single project reasonably estimated to require 
30 an expenditure in excess of TWENTY FIVE THOUSAND D o l 1 a r s ( $ 25,000.00 } 

31 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plug-
32 ging back of which has been previously authorized by or pursuant to this agreement; provided, how-
33. ever, that, in case of explosion, fire, flood or other sudden emergency, whether of the same or different 
34 nature, Operator may take such steps and incur such expenses as in its opinion are required to deal with 
35 the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emer-
36 gency to the other parties. If Operator prepares "Authority for Expenditures" for its own use, 
37 Operator, upon request, shall furnish copies of its "Authority for Expenditures" for any single project 
38 costing in excess nf FIFTEEN THOUSAND n n 1 1 a r . ( $ 15 , OOP. 0T) } 

39 
40 E. Royalties, Overriding Royalties and Other Payments: 
41 
42 Each party shall pay or deliver, or cause to be paid or delivered, all royalties to the extent of 
43 1/8 o f 8/8ths ^ue on its share of production and shall hold the other parties free 
44 from any liability therefor. I f the interest of any party in any oil and gas lease covered by this agree-
45 ment is subject to any royalty, overriding royalty, production payment, or other charge over and above 
46 the aforesaid royalty, such party shall assume and alone bear all such obligations and shall account 
47 for or cause to be accounted for, such interest to the owners thereof. 
. o No party shall ever be responsible, on any price basis higher than the price received by such party, to any other party's lessor 

or royalty owner; and if any such other party's lessor or royalty owner should demand and receive settlements on a higher price basis, 
49 the party contributing such lease shall bear the royalty burden insofar as such higher price is concerned, 
5Q It is recognized by the parties hereto that in addition to each party's share of working interest production as shown in Exhibit "A" , 

such party shall have the right, subject to existing contracts, to market the royalty gas attributable to each lease which it 
51 contributes to the Contract Area and to receive payments due for such royalty gas produced from or allocated to such lease or leases. 
52 It is agreed that, regardless of whether each party markets or contracts for its share of gas, including the royalty gas under the 

leases which it contributed to the Contract Area, such party agrees to pay or cause to be paid to the royalty owners under its lease or 
53 leases the proceeds attributable to their respective royalty interest and to hold all other parties hereto harmless for its failure to do so. 

54 F. Rentals, Shut-in Well Payments and Minimum Royalties: 
55 
56 Rentals, shut-in well payments and minimum royalties which may be required under the terms of 
57 any lease shall be paid by the party or parties who subjected such lease to this agreement at its or their 
58 expense. In the event two or more parties own and have contributed interests in the same leaseliio this 
59 agreement, such parties' may designate one of such parties to make said payments for and on behalf-of all 
60 such parties. Any party may request, and shall be entitled to receive, proper evidence of all sucffjjpay-
61 ments. In the event of failure to make proper payment of any rental, shut-in well payment or rrlmimum 
62 royalty through mistake or oversight where such payment is required to continue the lease ifj'lforce 
63 any loss which results from such non-payment shall be borne in accordance with the provisions dfsArticle 
64 IV.B.2. 
65 rf ] 
66 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well.'.or .t̂ e .'shut-
67 ting in or return to production of a producing gas well, at least five (5) days (excluding^atur.day^Sun-
68 day and holidays), or at the earliest opportunity permitted by circumstances, prior to .takiSgnsueHSMtToji, 
69 but assumes no liability for failure to do so. In the event of failure by Operator ito '^q..notify''^Non-
70 Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments 
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1 of any shut-in well payment shall be borne jointly by the parties hereto under the provisions of Article 

2 IV.B.3. 

3 

4 G. Taxes: 
5 
6 Beginning with the first calendar year after the effective date hereof, Operator shall render for ad 
7 valorem taxation all property subject to this agreement which by law should be rendered for such 

8 taxes, and i t shall pay all such taxes assessed thereon before they become delinquent. Prior to the ren-
9 dition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not be 

10 limited to, royalties, overriding royalties and production payments) on leases and oi l and gas interests con-
11 tributed by such Non-Operator. I f the assessed valuation of any leasehold estate is reduced by reason of its 
12 being subject to outstanding excess royalties, overriding royalties or production payments, the reduction in 
13 ad valorem taxes resulting therefrom shall inure to the benefit of the owner or owners of such leasehold 
14 estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such 
15 reduction. Operator shall b i l l other parties for their proportionate share of all tax payments in the man-
16 ner provided in Exhibit "C". 
17 
18 I f Operator considers any tax assessment improper, Operator may, at its discretion, protest wi thin 

19 the time and manner prescribed by law, and prosecute the protest to a f ina l determination, unless all 
20 parties agree to abandon the protest prior to f ina l determination. During the pendency of administrative 
21 or judicial proceedings, Operator may elect to pay, under protest, all such taxes and any interest and 
22 penalty. When any such protested assessment shall have been f inal ly determined, Operator shall pay 
23 the tax for the joint account, together wi th any interest and penalty accrued, and the total cost shall then 
24 be assessed against the parties, and be paid by them, as provided in Exhibit "C". 
25 

26 Each party shall pay or cause to be paid al l production, severance, gathering and other taxes i m -

27 posed upon or wi th respect to the production or handling of such party's share of oil and/or gas pro-
28 duced under the terms of this agreement. 
29 

30 H. Insurance: 

31 
32 A t all times while operations are conducted hereunder, Operator shall comply wi th the Workmen's 
33 Compensation Law of the State where the operations are being conducted; provided, however, that Op-

34 erator may be a self-insurer for l iabil i ty under said compensation laws in which event the only charge 

35 that shall be made to the joint account shall be an amount equivalent to the premium which would have 
36 been paid had such insurance been obtained. Operator shall also carry or provide insurance for the 
37 benefit of the joint account of the parties as outlined in Exhibit "D" , attached to and made a part hereof. 
38 Operator shall require all contractors engaged in work on or for the Contract Area to comply wi th the 
39 Workmen's Compensation Law of the State where the operations are being conducted and to maintain 
40 such other insurance as Operator may require. 
41 
42 In the event Automobile Public Liabil i ty Insurance is specified in said Exhibit "D" , or subsequently 
43 receives the approval of the parties, no direct charge shall be made by Operator for premiums paid for 
44 such insurance for Operator's f u l l y owned automotive equipment. 
45 
46 ARTICLE V I I I . 
47 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 
48 
49 A. Surrender of Leases: 

50 
51 The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall 
52 not be surrendered in whole or in part unless all parties consent thereto. 
53 
54 However, should any party desire to surrender its interest in any lease or in any portion thereof, and 
55 other parties do not agree or consent thereto, the party desiring to surrender shall assign, without express 
56 or implied warranty of title, all of its interest in such lease, or portion thereof, and any well, material and 
57 equipment which may be located thereon and any rights in production thereafter secured, to the;':parties 
58 not desiring to surrender i t . I f the interest of the assigning party includes an oil and gas interest,."the as-
59 signing party shall execute and deliver to the party or parties not desiring to surrender an oil and gas 
60 lease covering such oil and gas interest for a term of one year and so long thereafter as oil and/or gas 
61 is produced f rom the land covered thereby, such lease to be on the form attached hereto as Exhibit "B" . 
62 Upon such assignment, the assigning party shall be relieved from all obligations thereafter accruing, 
63 but not theretofore accrued, wi th respect to the acreage assigned and the operation of any welU-thereon, 
64 and the assigning party shall have no further interest in the lease assigned and its equipment and pro-

65 duction other than the royalties retained in any lease made under the terms of this Article,' The-.pVirtics 

66 assignee shall pay to the party assignor the reasonable salvage value of the latter's interest ih.^aVj'.'. Wells 

67 and equipment on the assigned acreage. The value of all material shall be determine'ef^m. a"cc'o'̂ dance 

68 with the provisions of Exhibit "C", less the estimated cost of salvaging and the estimateS/c'<(s"ta'6i^3lu£-

69 i;ing nnd abandoning. I f Iho assignment is in favor of more than one parly, the assigned interest shall 

70 
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1 be shared by the parties assignee in the proportions that the interest of each bears to the interest of all 
2 parties assignee. 
3 
4 Any assignment or surrender made under this provision shall not reduce or change the assignor's or 
5 surrendering parties' interest, as it was immediately before the assignment, in the balance of the Contract 
6 Area; and the acreage assigned or surrendered, and subsequent operations thereon, shall not thereafter 
7 be subject to the terms and provisions of this agreement. 
8 
9 B. Renewal or Extension of Leases: 

10 
11 If any party secures a renewal of any oil and gas lease subject to this Agreement, all other parties 
12 shall be notified promptly, and shall have the right for a period of thirty (30) days following receipt 
13 of such notice in which to elect to participate in the ownership of the renewal lease, insofar as such 
14 lease affects lands within the Contract Area, by paying to the party who acquired it their several proper 
15 proportionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, 
16 which shall be in proportion to the interests held at that time by the parties in the Contract Area. 
17 
18 If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it 
19 shall be owned by the parties who elect to participate therein, in a ratio based upon the relationship of 
20 their respective percentage of participation in the Contract Area to the aggregate of the percentages 
21 of participation in the Contract Area of all parties participating in the purchase of such renewal lease. 
22 Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement. 
23 - w i t h o u t warranty 
24 Each party who participates in the purchase of a renewal lease shall be given an assignment/of its 
25 proportionate interest therein by the acquiring party. 
26 
27 The provisions of this Article shall apply to renewal leases whether they are for the entire interest 
28 covered by the expiring lease or cover only a portion of its area or an interest therein. Any renewal lease 
29 taken before the expiration of its predecessor lease, or taken or contracted for within six (6) months after 
30 the expiration of the existing lease shall be subject to this provision; but any lease taken or contracted 
31 for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal 
32 lease and shall not be subject to the provisions of this agreement. 
33 
34 The provisions in this Article shall apply also and in like manner to extensions of oil and gas 
35 leases. The p r o v i s i o n s of t h i s A r t i c l e V I I I - B s h a l l on ly apply to leases , or p o r t i o n s 
3 6 of leases , loca ted w i t h i n the U n i t Area. 

37 C. Acreage or Cash Contributions: 
38 
39 While this agreement is in force, if any party contracts for a contribution of cash toward the drilling 
40 of a well or any other operation on the Contract Area, such contribution shall be paid to the party who 
41 conducted the drilling or other operation and shall be applied by it against the cost of such drilling or 
42 other operation. If the contribution be in the form of acreage, the party to whom the contribution is 
43 made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling 
44 Parties in the proportions said Drilling Parties shared the cost of drilling the well. If all parties hereto 
45 are Drilling Parties and accept such tender, such acreage shall become a part of the Contract Area and 
46 be governed by the provisions of this agreement. I f less than all parties hereto are Drilling Parties and 
47 accept such tender, such acreage shall not become a part of the Contract Area. Each party shall prompt-
48 ly notify all other parties of all acreage or money contributions it may obtain in support of any well or 
49 any other operation on the Contract Area. 
50 
51 If any party contracts for any consideration relating to disposition of such party's share of substances 
52 produced hereunder, such consideration shall not be deemed a contribution as contemplated in this 
53 Article VIII.C. This paragraph sh a l l not be applicable to the contribution of acreage 
54 by the Contributing Parties toward the I n i t i a l , Substitute, or Option Test Well. 
55 D. Subsequently Created Interest: 
56 
57 Notwithstanding the provisions of Article VIII.E. and VIII.G., if any party hereto shall, subsequent 
58 to execution of this agreement, create an overriding royalty, production payment, or net proceeds^.inter-
59 est, which such interests are hereinafter referred to as "subsequently created interest", such subsequently 
60 created interest shall be specifically made subject to all of the terms and provisions of this agreertifent, as 
61 follows: 
62 rf@ 
63 1. If non-consent operations are conducted pursuant to any provision of this agreement, jarid the 
64 party conducting such operations becomes entitled to receive the production a 11 r: b u t a bl e'to-th'e.. j nt e r e s t 
65 out of which the subsequently created interest is derived, such party shall receive sam.eVfreei.and'̂ clear 
66 of such subsequently created interest. The party creating same shall bear and pay all sUch'subseq'uently 
67 created interests and shall indemnify and hold the oilier parties hereto free and harmless from-any. and 
68 all liability resulting therefrom. •^H^^f^^^r*-*1'" 

70 
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1 2. If the owner of the interest f rom which the subsequently created interest is derived (1) fails to 
2 pay, when due, its share of expenses chargeable hereunder, or (2) elects to abandon a well under pro-

3 visions of Article VI.E. hereof, or (3) elects to surrender a lease under provisions of Article VI I I .A . 

4 hereof, the subsequently created interest shall be chargeable with the pro rata portion of all expenses 

5 hereunder in the same manner as if such interest were a working interest. For purposes of collecting 
6 such chargeable expenses, the party or parties who receive assignments as a result of (2) or (3) above 
7 shall have the right to enforce all provisions of Article VII .B. hereof against such subsequently created 
8 interest. 
9 

10 E. Maintenance of Uniform Interest: 
11 
12 For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests 
13 covered by this agreement, and notwithstanding any other provisions to the contrary, no party shall 
14 sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Con-
15 tract Area and in wells, equipment and production unless such disposition covers either: 
16 
17 1. the entire interest of the party in all leases and equipment and production; or 
18 
19 2. an equal undivided interest in all leases and equipment and production in the Contract Area. 
20 
21 Every such sale, encumbrance, transfer or other disposition made by any party shall be made ex-
22 pressly subject to this agreement, and shall be made without prejudice to the right of the other parties. 
23 
24 I f , at any time the interest of any party is divided among and owned by four or more co-owners, 
25 Operator, at its discretion, may require such co-owners to appoint a single trustee or agent with f u l l 
26 authority to receive notices, approve expenditures, receive billings for and approve and pay such party's 
27 share of the joint expenses, and to deal generally wi th , and with power to bind, the co-owners of such 
28 party's interests wi th in the scope of the operations embraced in this agreement; however, all such 
29 co-owners shall have the right to enter into and execute all contracts or agreements for the disposition 
30 of their respective shares of the oil and gas produced f rom the Contract Area and they shall have the 
31 right to receive, separately, payment of the sale proceeds hereof. 
32 
33 F. Waiver of Right to Partition: 
34 
35 I f permitted by the laws of the state or states in which the property covered hereby is located, each 
36 party hereto owning an undivided interest in the Contract Area waives any and all rights it may have 
37 to partition and have set aside to it in severalty its undivided interest therein. 
38 
39 € r . — P i i f m i n l i a l Right tu Puidiasc: 

40 
44 Should any party doeiro to-soll all or any part of itc intoreGtc under thio-Qg-roomont, or i t t rightsa&d 
42 interests in the Contract Area, i t shall promptly give written notice to the other parties,^wjtJ>»#tfITinfor-
43 mation concerning its proposed sale, which shall include the name and addressot-fchtTprospective pur-
44 chaser (who must be ready, wil l ing and able to purchase), the purchase^-frrfceTand all other terms of 
45 the offer. The other parties shall then have an optional pric^w-gnTTfor a period of ten (10) days after 
46 receipt of the notice, to purchase on the same terms i i^«rr""conditions the interest which the other party 
47 proposes to sell; and, if this optional riglvl^-ir^xercised, the purchasing parties shall share the pur-
48 chased interest in the p ropor t i on^ th f f fme interest of each bears to the total interest of all purchasing 
49 parties. However, there^slaefl^be no preferential right to purchase in those cases where any party wishes 
50 to mortgagejt^^trferests, or to dispose of its interests by merger, reorganization, consolidation, or sale 
51 ofaJ3^«r^ubstant ia l ly all of its assets to a subsidiary or parent company or to a subsidiary of a parent 
53r-*^cornpanyi or to any company in which an}r ono party ownc a majority of tho otoelr.. 
53 
54 ARTICLE I X . 
55 INTERNAL REVENUE CODE ELECTION 
56 
57 This agreement is not intended to create, and shall not be construed to create, a relationship of-part-
5!i net-ship or an association for profit between or among the parties hereto. Notwithstanding any pro-
59 visions herein that the rights and liabilities hereunder arc several and not joint or collective, or that this 
60 agreement and operations hereunder shall not constitute a partnership, if , for Federal income taxi.pur-
61 poses, this agreement and the operations hereunder are regarded as a partnership, each party''hereby 

62 affected elects to be excluded from the application of all of the provisions of Subchapter " K " , Chapter 
63 1, Subtitle "A" , of the Internal Revenue Code of 1954,. as permitted and authorized by SectionT?61 of 
64 the Code and the regulations promulgated thereunder. Operator is authorized and directed-^!fe<ejci^te on 

65 behalf of each party hereby affected such evidence of this election as may be required b'yV'the .Secretary 

66 of the Treasury of the United States or the Federal Internal Revenue Service, including ^spedific.^llyj but 
C7 not by way of limitation, all of the returns, statements, and the data required by Federal^Rejgula-

68 tions 1.761. Should there be any requirement that each party hereby affected give furthefeevi'deflcekof 

69 this election, each such party shall execute such documents and furnish such other evidence,.as may be 

70 required by the Federal . Internal Revenue Service or as may be necessary to evidence this election. No 
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1 such party shall give any notices or take any other action inconsistent with the election made hereby. 

2 I f any present or future income tax laws of the state or states in which the Contract Area is located or 

3 any future income tax laws of the United States contain provisions similar to those in Subchapter " K " , 

4 Chapter 1, Subtitle "A" , of the Internal Revenue Code of 1954, under which an election similar to that 

5 provided by Section 761 of the Code is permitted, each party.hereby affected shall make such election as 

6 may be permitted or required by such laws. In making the foregoing election, each such party states that 

7 the income derived by such party from Operations hereunder can be adequately determined without the 

8 computation of partnership taxable income. 

9 

10 ARTICLE X. 

11 CLAIMS AND LAWSUITS 

12 

13 Operator may settle any single damage claim or suit arising f rom operations hereunder i f the ex-
14 penditure does not exceed FIFTEEN THOUSAND Dollars 

15 ($ 1 5 , 0 0 0 . 0 0 ) and i f the payment is in complete settlement of such claim or suit. I f the amount 

16 required for settlement exceeds the above amount, the parties hereto shall assume and take over the 
17 further handling of the claim or suit, unless such authority is delegated to Operator. A l l costs and ex-

18 pense of handling, settling, or otherwise discharging such claim or suit shall be at the joint expense 

19 of the parties. I f a claim is made against any party or i f any party is sued on account of any matter 

20 arising f rom operations hereunder over which such individual has no control because of the rights given 

21 Operator by this agreement, the party shall immediately notify Operator, and the claim or suit shall 

22 be treated as any other claim or suit involving operations hereunder. 
23 

24 ARTICLE X I . 

25 FORCE MAJEURE 
26 

27 I f any party is rendered unable, wholly or in part, by force majeure to carry out its obligations 

28 under this agreement, other than the obligation to make money payments, that party shall give to all 

29 other parties prompt writ ten notice of the force majeure wi th reasonably f u l l particulars concerning i t ; 

30 thereupon, the obligations of the party giving the notice, so far as they are affected by the force majeure, 

31 shall be suspended during, but no longer than, the continuance of the force majeure. The affected party 

32 shall use all reasonable diligence to remove the force majeure situation as quickly as practicable. 
33. 

34 The requirement that any force majeure shall be remedied with all reasonable dispatch shall not 

35 require the settlement of strikes, lockouts, or other labor d i f f icul ty by the party involved, contrary to its 

36 wishes; how all such difficulties shall be handled shall be entirely wi th in the discretion of the party 
37 concerned. 
38 

39 The term "force majeure", as here employed, shall mean an act of God, strike, lockout, or other 

40 industrial disturbance, act of the public enemy, war, blockade, public riot, lightning, f ire, storm, flood, 
41 explosion, governmental action, governmental delay, restraint or inaction, unavailability of equipment, 

42 and any other cause, whether of the kind specifically enumerated above or otherwise, which is not 

43 reasonably within the control of the party claiming suspension. 
44 

45 ARTICLE X I I . 
46 NOTICES 
47 

48 A l l notices authorized or required between the parties, and required by any of the provisions of 

49 this agreement, unless otherwise specifically provided, shall be given in wri t ing by United States mail 

50 or Western Union telegram, postage or charges prepaid, or by teletype, and addressed to the party to 

51 whom the notice is given at the addresses listed on Exhibit "A" . The originating notice given under any 

52 provision hereof shall be deemed given only when received by the party to whom such notice is directed, 

53 and the time for such party to give any notice in response thereto shall run from the date the originat-

54 ing notice is received. The second or any responsive notice shall be deemed given when deposited in 

55 the United States mail or wi th the Western Union Telegraph Company, wi th postage or charges prepaid, 

56 or when sent by teletype. Each party shall have the right to change its address at any time, and f rom 

57 time to time, by giving written notice hereof to all other parties. ^ 

58 

59 ' ARTICLE X I I I . \ v 

60 TERM OF AGREEMENT 

61 V* 
62 This agreement shall remain in f u l l force and effect as to the oil and gas leases and/or oil and'g'as i n -

63 terests subjected hereto for the period of time selected below; provided, however, no party hereto shall 

64 ever be construed as having any right, title or interest in or to any lease, or oil and gas interest;' con-

65 tributed by any other party beyond the term of this agreement. A / 1 , 

68 tinued in force as to any part of the Contract A r r ^ ' v l r t T i ' i jUMJ11 inn, ^ v ^ n ^ n n j ^ r j l ^ ^ 

££L wipe, aml/tn UU long QO oil and/or gao produotion oontinmac f r ^ m uny IO^CQ nil r,nd ::Qnif'i'KyQir'ra '*1 

: ; \<.-; I iVli 'Ji g l i l i i L " ! . ' : ^ : i ttnt. •; 

7 0 !'\it»<";,-4ii< r ,. ,.Mfi l;ii0fr'jf f'-'Hult-i. - ' . \ . 
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1 £X Option No. 2: In the event the well described in Article VI.A., or any subsequent well drilled 

2 under any provision of this agreement, results in production of oil and/or gas in paying quantities, this 
3 agreement shall continue in force so long as any such well or wells produce, or are capable of produc-

4 tion, and for an additional period of 180 days f rom cessation of all production; provided, however, 
5 if , prior to the expiration of such additional period, one or more of the parties hereto are engaged in 
6 dri l l ing or reworking a well or wells hereunder, this agreement shall continue in force until such op-
7 erations have been completed and if production results therefrom, this agreement shall continue in 
8 force as provided herein. In the event the well described in Article VI.A., or any subsequent well 
9 drilled hereunder, results in a dry hole, and no other well is producing, or capable of producing oil 

10 and/or gas f rom the Contract Area, this agreement shall terminate unless dr i l l ing or reworking opera-
11 tions are commenced within ^ 0 ^ays f rom the date of abandonment of said well . 
12 

13 I t is agreed, however, that the termination of this agreement shall not relieve any party hereto from 
14 any l iabi l i ty which has accrued or attached prior to the date of such termination. 
15 

16 ARTICLE X I V . 
17 •„ COMPLIANCE W I T H LAWS AND REGULATIONS 
18 

19 A. Laws, Regulations and Orders: 
20 

21 This agreement shall be subject to the conservation laws of the state in which the committed 
22 acreage is located, to the valid rules, regulations, and orders of any duly constituted regulatory body of 
23 said state; and to all other applicable federal, state, and local laws, ordinances, rules, regulations, and ' 
24 orders. 
25 
26 B. Governing Law: 
27 
28 The essential validity of this agreement and al l matters pertaining thereto, including, but not l i m -
29 ited to, matters of performance, non-performance, breach, remedies, procedures, rights, duties and i n - -. 

30 terpretation or construction, shall be governed and determined by the law of the state in which the 
31 Contract Area is located. I f the Contract Area is in two or more states, the law of the state where most 
32 of the land in the Contract Area is located shall govern. 
33 

34 ARTICLE X V . 
35 •! OTHER PROVISIONS p 
36 
3 7 i A. Not included. 
3 8 B. Not included. 
39 
40 Not included. 

41 D. Notwithstanding any other provisions herein, i f daring the term of this agreement, a well is required 
42 to be drilled, deepened, reworked, plugged back, sidetracked, or reccrnpleted, or any other operation that 

may be required in order to (1) continue a lea.se or leases in force and effect, or (2) maintain a urritized 
area or any portion thereof in force and effect, or (3) earn or preserve an interest in and to o i l and/or 

44 gas and other minerals which may be owned by a third party or which, failing in such operation, may revert 
45 to a third party, or, (4) carply with an order issued by a regulatory body having jurisdiction in the 

premises, failing in which certain rights would terminate, the following shall apply. Should less than a l l 
4 6 of the parties hereto elect to participate and pay their proportionate part of the costs to be iricurred in 
47 such operation, those parties desiring to participate shall have the right to do so at their sole cost, 
4g risk, and expense. Promptly following the conclusion of such operation, each of those parties not 

participating agree to execute and deliver an appropriate assignment to the total interest of each 
49 roi-participating party in and to the lease, leases, or rights which would have terminated or which 
50 otherwise may have been preserved by virtue of such operation, and in and to the lease, leases or rights 

within the balance of the drilling unit upon which the well was drilled, excepting, however, wells 
theretofore completed and capable of producing in paying quantities. Such assignment shall be delivered to 

52 the participating parties in the propcaftion that they bore the expense atrtributable to the 
53 rm-particirating parties1 interest. 

54 E. No production, whether o i l or gas, may be sold from the lease acreage, or lands pooled therewith, to 
55 any party's subsidiaries, affiliates, or associates, without each party's prior written consent. All 
5 6 production sold from the lease acreage, or lands pooled therewith, w i l l be an arm's length trade with a 

third party purchaser. I t is expressly agreed i f prior written consent is given to a party selling to 
themselves, i t s subsidiaries, affiliates, or associates, the other parties to this agreement w i l l have the 

58 cption to also sell to said purchaser, at the same or better price. In the event any party hereto, makes 
an arm's length trade wi,th a third party purchaser, the remaining parties wi l l have the option to also sell 
at the same or higher price. 59 

60 
61 F. Pr io r t o carrrencement o f any w e l l d r i l l e d under t h i s agreerrent, each non-operator must tender to the 
r 9 operator i t s share o f dry hole cost, as set out on Authori ty f o r E>cperditure proposing such w e l l . 
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This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to then-
respective heirs, devisees, legal representatives, successors and assigns. 

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

I N WITNESS WHEREOF, this agreement shall be effective as of 1 s t dav of March 
19_a5_-

OPERATOR 

YATES PETROLEUM CORPORATION 

BY:__ 
TITLE: 

NON-OPERATORS 

NEARBURG EXPLORATION COMPANY 

BY: 
TITLE: 

MYCO INDUSTRIES, INC. 

BY. <^%Z#J.^M^! 
TITLE; / / 

YATES DRI COMPANY 

STATE OF NEW MEXICO 

COUNTY OF EDDY 
:ss 

The foregoing instrument was acknowledged before me this 
1995 by H I W , , 
corporation, on"Tjehalf said corporation 

day of 
Attorney-in-Fact, for Yates Petroleum Corporation, a New Mexico 

My Commission Expires: Notary Public 
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ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT DATED MARCH 1, 1995 BETWEEN YATES 

PETROLEUM CORPORATION, 'OPERATOR" AND NEARBURG EXPLORATION, ET AL, 'NON-OPERATORS". 

STATE OF NEW MEXICO ) 
:ss 

COUNTY OF EDDY ) 

The foregoing instrument was acknowledged before me this ) day of 
C ^ I T O < \ 1995 by Peyton Yates, Attorney-in-Fact, for Yates Drilling Company, John A. 

Yates, Jr., Attorney-in-Fact for Abo Petroleum Corporation Frank Yates, Jr., Attorney-in-Fact for 
Myco Industries, Inc., all New Mexico corporations, on behalf Af said corporations. 

My Commission Expires: Notary Public 

STATE OF ) 
:ss 

COUNTY OF ) 

The foregoing instrument was acknowledged before me this day of , 
1995 by , , for Nearburg Exploration 
Company, a corporation, on behalf of said corporation. 

My Commission Expires: Notary Public 



ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT DATED MARCH 1, 1995, BETWEEN 
YATES PETROLEUM CORPORATION, "OPERATOR" AND NEARBURG EXPLORATION COMPANY, ET AL, 
"NON-OPERATORS", COVERING LANDS LOCATED IN EDDY COUNTY, NEW MEXICO. 

EXHIBIT "A" 

Lands Subject to Agreement: 

Township 19 South, Range 25 East 
Section 13: SW/4 

Restrictions as to depth ot formations: 

From the surface of the earth to the base of the Canyon formation 

III. Percentage Interests of Parties Under the Agreement: 

Yates Petroleum Corporation 
Yates Drilling Company 
Abo Petroleum Corporation 
Myco Industries, Inc. 
Nearburg Exploration Company 

ACRES 

56.000000 
8.000000 
8.000000 
8.000000 

80.000000 
160.000000 

% OF UNIT 
35.000000 % 

5.000000 
5.000000 
5.000000 

50.000000 

INITIAL TEST 
WELL 

BEFORE 
PAYOUT 
35.000000 % 

5.000000 
5.000000 
5.000000 

50.000000 

INITIAL TEST 
WELL AFTER 
PAYOUT & 

SUBSEQUENT 
WELLS 

35.000000 % 
5.000000 
5.000000 
5.000000 

50.000000 
100.000000 % 100.000000 % 100.000000 % 

IV. Oil & Gas Leases subject to Agreement: 

1. Lessor: Gideon M. Boyd and Ruth H. Boyd, Trustees 

Original Lessee: Nearburg Exploration Co. 100.000000 % 

Present Lessee: Nearburg Exploration Co. 100.000000 % 

Expiration Date: November 12, 1994 

Serial No. Fee 

Description: SW/4 

Net Acres: 10.00 

2. Lessor: 

Original Lessee: 

Present Lessee: 

Expiration Date: 

Serial No. 

Description: 

Net Acres: 

Warren Akin, ill, et al 

Nearburg Exploration Co. 

Nearburg Exploration Co. 

November 12, 1995 

Fee 

SW/4 

50.00 

100.000000 % 

100.000000 % 

Page 1 



ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT DATED MARCH 1, 1995, BETWEEN 
YATES PETROLEUM CORPORATION, "OPERATOR" AND NEARBURG EXPLORATION COMPANY, ET AL, 
"NON-OPERATORS", COVERING LANDS LOCATED IN EDDY COUNTY, NEW MEXICO. 

3. Lessor: 

Original Lessee: 

Present Lessee: 

Expiration Date: 

Serial No. 

Description: 

Net Acres: 

Dorothy B. Sinclair 

Nearburg Exploration Co. 

Nearburg Exploration Co. 

November 12, 1995 

Fee 

SW/4 

10.00 

100.000000 % 

100.000000 % 

4. Lessor: 

Original Lessee: 

Present Lessee: 

Expiration Date: 

Serial No. 

Description: 

Net Acres: 

Richard H. Coats, et al 

Nearburg Exploration Co. 

Nearburg Exploration Co. 

November 3, 1996 

Fee 

SW/4 

10.00 

100.000000 % 

100.000000 % 

5. Lessor: 

Original Lessee: 

Present Lessee: 

Expiration Date: 

Serial No. 

Description: 

Net Acres: 

Louise Holmquist 

Yates Petroleum Corp. 
Yates Drilling Company 
Abo Petroleum Corp. 
Myco Industries, Inc. 

Yates Petroleum Corp. 
Yates Drilling Company 
Abo Petroleum Corp. 
Myco Industries, Inc. 

January 31, 1997 

Fee 

SW/4 

26.67 

70.000000 % 
10.000000 
10.000000 
10.000000 

70.000000 % 
10.000000 
10.000000 
10.000000 
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ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT DATED MARCH 1, 1995, BETWEEN 
YATES PETROLEUM CORPORATION, "OPERATOR" AND NEARBURG EXPLORATION COMPANY, ET AL, 
"NON-OPERATORS", COVERING LANDS LOCATED IN EDDY COUNTY, NEW MEXICO. 

6. Lessor: Charles Holmquist 

Original Lessee: 

Present Lessee: 

Expiration Date: 

Serial No. 

Description: 

Net Acres: 

Yates Petroleum Corp. 
Yates Drilling Company 
Abo Petroleum Corp. 
Myco Industries, Inc. 

Yates Petroleum Corp. 
Yates Drilling Company 
Abo Petroleum Corp. 
Myco Industries, Inc. 

January 31, 1997 

Fee 

SW/4 

26.67 

70.000000 % 
10.000000 
10.000000 
10.000000 

70.000000 % 
10.000000 
10.000000 
10.000000 

7. Lessor: Walter Bert Holmquist, et ux 

Original Lessee: 

Present Lessee: 

Expiration Date: 

Serial No. 

Description: 

Net Acres: 

Yates Petroleum Corp. 
Yates Drilling Company 
Abo Petroleum Corp. 
Myco Industries, Inc. 

Yates Petroleum Corp. 
Yates Drilling Company 
Abo Petroleum Corp. 
Myco Industries, Inc. 

January 31, 1997 

Fee 

SW/4 

26.66 

70.000000 % 
10.000000 
10.000000 
10.000000 

70.000000 % 
10.000000 
10.000000 
10.000000 

V. Addresses of Parties to which notices should be sent: 

Yates Petroleum Corporation Nearburg Exploration Company 
Abo Petroleum Corporation 3300 North A Street 
Yates Drilling Company Building 2, Suite 120 
Myco Industries, Inc. Midland, TX 79705 
105 South Fourth Street 
Artesia, NM 88210 

Page 3 



Producers 88 Rev, (5 Year Lease) 10-57 (FIVE YEAR PAID UP LEASE) 

OIL AND GAS LEASE 

Korin 345-8 
Hall-l'.Mirhauyl) I'rev. 

T H I S A G R E E M E N T made* this _ day of. . 

Lessor (whether one or more), whose address i s : . 

and _ .... Lessee, W I T N E S S E T H : 

1. Lessor in consideration of _ _ ____ Dollars 

($ ) in hand paid, of the royalties herein provided and of the agreements of Leasee herein contained, hereby grants, leases and lets ex
clusively unto Lessee fo r the purpose of invest igat ing, explor ing, prospecting, d r i l l i n g and min ing fo r and producing oi l and gas, laying pipe lines, bui ld ing 
roads, tanks, power stations, telephone lines and other structures thereon and on, over and across lands owned or claimed by Lessor adjacent and contiguous 

thereto, to produce, save, take care of , treat, t ransport , and own said products, and housing its employees, the f o l l o w i n g described land in 

_ County, _ _ _ _ , t o - w i t : 

Attached t o and made a p a r t of Operating Agreement date March 1, 1995 between Yates 
Petroleum Corporation, "Operator" and Nearburg E x p l o r a t i o n Company, et a l , "Non-Operator". 

2. Wi thou t reference to the commencement, prosecution or cessation at any t ime of d r i l l i n g or other development operations and/or to the discovery, de
velopment or cessation at any t ime of production of oi l or gas and wi thou t f u r t h e r payments than the royalties herein provided, and notwi ths tanding any
th ing else herein contained to the contrary, this lease shall he for a t e rm of f i v e years f r o m this date (called " p r i m a r y t e rm") und as long thereafter as oi l 
or gas is produced f r o m said land or land w i t h which said land is pooled hereunder. 

• i . The royalties in paid by I,essee are: (a) on oi l , one-eighth of that produced and sawi l f rom said land, the same tti IK- delivered at the wells or Lo the 

credit of Lessor into the pipe line to which the wells may be connected ; Lessee may I rom time tu time purchase any royalty oi l in its possession, paying the 

market price therefor prevai l ing for the f ie ld where produced on the date of purchase: (b i on ga?, including casinghead gas or other gaseous substance, pro

duced f rom said land, and snld, or used o f f the premises or f o r the extract ion of gasoline or other product theref rom, the market value at the well of one-eighth 

of the gas so sold or used, provided that on gas sold at the wells the royalty shal l be one-eighth of the amounL realized f r o m such sale: while there is a gas 
well on this lea.se or on acreage pooled therewith but gas is not being sold ov used. Lessee may pay or tender as royal ty , on or before ninety (90} days af ter 
the date on which said well is shut . in and thereafter at annual intervals the sum of ?1.00 per acre, and i f such payment is made or tendered, this lease shall 
not terminate and it w i l l be considered that gas is being produced f r o m this lease in paying quantities. Payment or tender of said shut- in gas royal ty may 
be made by check or d r a f t of Lessee mailed or delivered to the parties entitled thereto on or before the date said payment is due. Lessee shall have free 
use of o i l , gas, coal and water f r o m said land, except water f r o m Lessor's wells, for al l operations hereunder, and the royal ty on oi l and gas shall be com
puted a f te r deducting any .MI used. 

4. Lessee, at its option, is hereby given the r i g h t and power to pool or combine the acreage covered by this lease, or any port ion thereof as to o i l 
and gas, or either of them, w i t h oilier land, lease or leases in the immediate v ic in i ty thereof to the extent, hereinafter stipulated, when in Lessee's judgment 
i t is necessary or advisable to do so in order properly to explore, or to develop and operate said leased premises in compliance w i t h the spacing rules of 
the New Mexico O i l Conservation Commission, or other l a w f u l author i ty or when to do so would, in the judgment of Lessee, promote the conservation of o i l 
and gas in and under and that may be produced f r o m said premises. Un i t s pooled f o r oi l hereunder shall not substantial ly exceed 40 acres each in area, 
and units pooled for gas hereunder shall not substantial ly exceed in area 640 acres each plus a tolerance of 10% thereof, provided that should government
al author i ty having ju r i sd ic t ion prescribe or permi t the creation o f uni ts larger than those specified, units thereafter created may conform substantially in size 
w i t h those prescribed by governmental regulations. Lessee under the provisions hereof may pool or combine acreage covered by this lease, or any por t ion 
thereof as above provided as to oi l in any one or more s trata and as to gas in any one or more strata. The units formed by pool ing as to any s t r a tum or s trata 
need not conform in size or area w i t h the u n i t or units in to which the lease is pooled or combined as to any other s t ra tum or strata, and oi l units need 
not conform as to area w i t h gas units. The pooling in one or more instances shall not exhaust the r ights of the Lessee hereunder to pool this lease or 
portions thereof in to other units . Lessee shall f i l e f o r record i n the appropriate records of the county in which the leased premises are situated an ins t rument 
describing and designating the pooled acreage as a pooled un i t . Lessee may at its election exercise its pool ing option a f te r commencing operations fo r or 
complet ing an o i l or gas well on the leased premises, and the pooled u n i t may include, but i t is not required to include, land or leases upon which a wel l 
capable of producing oil or gas in paying quantit ies has theretofore been completed or upon which operations fo r the d r i l l i n g of a well f o r o i l or gas have 
theretofore been commenced. Operations f o r d r i l l i n g on or production of o i l or gas f r o m any par t of the pooled uni t which includes a l l or a por t ion of the 
land covered by this lease regardless of whether such operations fo r d r i l l i n g were commenced or such production waa secured before or a f t e r the execution 
of this ins t rument or the ins t rument designating the pooled un i t , shall be considered as operations fo r d r i l l i n g on or production of o i l or gas f r o m land covered by 
this lease whether or not the well or wells he located on the premises covered by this lease, and the entire acreage cons t i tu t ing such un i t or units , as to o i l and gas, 
or either of them, as herein provided, shall be treated f o r a l l purposes, except the payment o f royalties on production f r o m the pooled un i t , as i f the same 
were included in this lease. For the purpose of comput ing the royalties to which owners of royalties and payments out of production and each of them, shall 
be enti t led on production of oi l and gas, or either of them, f r o m the pooled un i t , there shall be allocated to the land covered by this lease and included in 
said u n i t a pro ra ta por t ion of the oil and gas. or either of them, produced f r o m the pooled uni t af ter deducting that used for operations on the pooled units . 
Such allocation shall be on un acreage basis—that is to say, there shall be allocated to the acreage covered by this lease and included in the pooled u n i t 
that pro rata por t ion of the oi i and gas, or either o f them, produced f r o m the pooled uni t which the number of surface acres covered by this lease and 
included in the pooled un i t bears to the to ta l number of surface acres included i n the pooled un i t . Royalties hereunder shall be computed on the port ion of 
such production, whether i t be oi l and gas. or either of them, so allocated to the land covered by this lease and included in the u n i t just as though such 
production were f r o m such land. The production f r o m an oi l well w i l l be considered production f r o m the lease or oi l pooled u n i t f r o m which i t is producing 
and not as production f r o m a gas pooled u n i t ; and production f r o m a gas wel l w i l l be considered as production f r o m the lease or gaa pooled un i t f r o m 
which i t is producing and not f r o m an o i l pooled uni t . I n addit ion to the foregoing. Lessee at its option is hereby given the r i gh t and power f r o m time 
to time to commit said land or any part or fo rma t ion or mineral substance covered hereby to any cooperative or unit agreement or plan of development and 
operation, and to any modifications, thereof, which have been approved by the New Mexico Oi l Conservation Commission or other l a w f u l governmental 
author i ty . I n such event, the royal ty payable to Lessor hereunder shall be computed and paid on the basis of the oi l or gas allocated to such land under 
the terms of any such agreement or plan of operation, which basis shall be the same by which the royal ty due the Uni ted States or the State of New 
Mexico is computed and paid. This lease shall not expire d u r i n g the l i f e o f Buch agreement or plan and shall be subject to the terms thereof and said 
agreement or plan of operation shall be f i l ed w i t h the New Mexico Oi l Conservation Commission, or other l a w f u l author i ty , and Lessee shall record in 
the County i n which the leased premises are situated, an ins t rument describing such agreement or plan of operation and re f l ec t ing the commitment thereto, 
and the same may be recorded either before or a f t e r the completion of wells . 

5. I f at the expi ra t ion of the p r i m a r y t e r m o i l or gas is not being produced on said land, or f r o m land pooled therewi th , but Lessee ia then engaged 
in d r i l l i n g or r ework ing operations thereon, or shall have completed a dry hole thereon w i t h i n 60 days prior to the end of the p r imary terms, the lease shall 
remain in force so long as operations on said wel l or f o r d r i l l i n g or r ework ing of any addit ional wel l are prosecuted w i t h no cessation of more than 60 con
secutive days, and i f they result in the production of oi l or gas so long thereaf ter as oi l or gas is produced f r o m said land, or f r o m land pooled therewi th . I f , 
a f t e r the expi ra t ion of the p r imary t e rm of this lease and a f te r o i l or gas is produced f r o m said land, or f r o m land pooled therewi th , the production thereof 
should cease f r o m any cause, this lease shall not terminate i f Lessee commences operations fo r d r i l l i n g or r ework ing w i t h i n 60 days a f te r the cessation of 
such production, but shall remain in force and e f fec t so long as such operations are prosecuted w i t h no cessation of more than 60 consecutive days, and 
i f they result in the production of o i l or gas, so long thereafter as o i l or gas is produced f r o m said land, or f r o m land pooled therewi th . A n y pooled u n i t 
designated by Lessee in accordance w i t h the terms hereof, may be dissolved by Lessee by ins t rument f i led fo r record in the appropriate records of the county 
in which the leased premises are situated at any t ime af te r the completion of a dry hole or the cessation of production on said un i t . I n the event a well or 
wells producing oi l or gas i n paying quantit ies should be brought i n on adjacent land and w i t h i n 660 feet of and d ra in ing the lease premises, or land pooled 
therewi th . Lessee agrees to d r i l l such o f f se t wel l or wells as a reasonably prudent operator would d r i l l under the same or s imi lar circumstances. Lessee may 
bt any t ime execute and deliver to Lessor or place of record a release or releases covering any port ion or port ions of the above described premises and 
thereby surrender this lease as to such por t ion or portions and be relieved of a l l obligations as to the acreage surrendered. 

6. Lessee shall have the r i gh t a t any t ime du r ing or a f t e r the expira t ion o f this lease to remove al l property and f ix tures placed by Lessee on said land, 
inc luding the r i g h t to draw and remove a l l casing. When required by Lessor, Lessee w i l l bury a l l pipe lines below ordinary plow depth, and no well shall be 
dr i l led w i t h i n two hundred feet of any residence or barn now on said land wi thou t Lessor's consent. 

7. The r ights of either par ty hereunder may be assigned in whole or in par t , and the provisions hereof shall extend to their heirs, successors and assigns 
but no change or division i n ownership of the land or royalties, however accomplished, shall operate to enlarge the obligations or d iminish the r ights of 
Lessee; and no change or division in such ownership shall be b inding on Lessee u n t i l t h i r t y (30) days a f te r Lessee shall have been furnished by registered 
U . S. mail at Lessee's p r inc ipa l place of business w i t h a cer t i f ied copy of recorded ins t rument or instruments evidencing same. I n tho event of assignment 
hereof in whole or in par t l i ab i l i ty fo r breach of any obligat ion hereunder shall rest exclusively upon the owner of this lease or of a por t ion thereof who 
commits such breach. I f six or more parties become ent i t led to royal ty hereunder, Lessee may withhold payment thereof unless and un t i l furnished w i t h a 
recordable ins t rument executed by a l l such parties designating an agent to receive payment for a l l . 

8. The broach by Leasee of any obl igat ion a r i s ing hereunder shall not work a f o r f e i t u r e or te rminat ion of this lease nor cause a te rminat ion or revision 
of the estate created hereby nor be grounds f o r cancellation hereof i n whole or in par t . I n the event Lessor considers that operations are not at any t ime 
being condu-ted in compliance w i t h this lease. Lessor shall n o t i f y Lessee in w r i t i n g of the facts relied upon as const i tu t ing a breach hereof, and Lessee, i f 
in default , shall have s ix ty days a f t e r receipt of such notice in which to commence the compliance w i t h the obligations imposed by v i r tue of this instrument . 
A f t e r the discovery of oi l or gas in paying quantit ies on said premises. Lessee shall develop the acreage retained hereunder as a reasonably piudent operator 
but in discharging thi.s obligation i t .shall in no event be required to d r i l l more than one well per f o r t y (40) acres of the area retained hereunder and enpuble 
of producing o i l in paying quantit ies and one wel l per 640 acres plus an acreage tolerance not to exceed 10',',, of 640 acres of the area retained hereunder 
and capable of producing gas in paying quantit ies. 

9. Lessor hereby warrants and agrees to defend the t ' t l e to said land and agrees that Lessee nt its option may discharge any tax, mortgage or other lien 
upon said hind either in whole or in par t , and in event Lessee does so, i t shall h,- subrogated to such lien w i t h tho r igh t to enforce same and apply royalties 
accruing hereunder toward sa t i s fy ing same. Wi thou t impa i rment of Lessee's r i t :ht under the war ran ty in event of f a i lu re of t i t l e , i t is agreed that i f Lessor 
owns an interest in the oi l or gas on, in or under said land less than the entire fee simple estate, then the royalties to be paid Lessor shall be reduced 
proport ionately. Should any one or more of the parties named as Lessors f a i l to execute this lease, it, shall nevertheless be b ind ing upon the pa r ty or parties 
executing the same. 

10. Should Lessee be prevented f r o m complying w i t h any express or implied covenant of this lease, f r o m conducting d r i l l i n g or r ework ing operations 
thereon or f r o m producing oil or gas there f rom by reason of scarcity of or inah i l i ty to obtnin or to use equipment or mater ia l , or by operation of force 
majeure, any Federal or sLato law or any order, rule or regulation of governmental author i ty , then while so prevented. Lessee's obligation to comply w i t h such 
covenant shall be suspended, and Lessee shall not be liable in damages f o r f a i l u r e to comply t h e r e w i t h ; and this lease shall be extended whi le and so long 
as Lessee is prevented by any such cause f r o m conducting d r i l l i n g or r ework ing operations on or f r o m producing oi l or gas f r o m the leased premises ; and 
the t ime while Lessee ia so prevented shall not be counted against Lessee, any th ing in this lease to the contrary notwi ths tanding . 

I N W I T N E S S W H E R E O F , this ins t rument is executed on the date f i r s t above w r i t t e n . 

Lessor 
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EXHIBIT 
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— a n d . _ M a r b u r g . . E x £ l ^ 

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

JOINT O P E R A T I O N S 

I . GENERAL PROVISIONS 

1. Definitions 

"Joint Property" shall mean the real and personal property subject to the agreement to which this Accounting 
Procedure is attached. 

"Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and 
maintenance of the Joint Property. 

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

"Operator" shall mean the party designated to conduct the Joint Operations. 

"Non-Operators" shall mean the parties to this agreement other than the Operator. 

"Parties" shall mean Operator and Non-Operators. 

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

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

"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 

"Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 

"Controllable Material" shall mean Material which at the time is so classified in the Material Classification Manual 
as most recently recommended by the Council of Petroleum Accountants Societies of North America. 

2. Statement and Billings 

Operator shall b i l l Non-Operators on or before the last day of each month for their proportionate share of the 
Joint Account for the preceding month. Such bills w i l l be accompanied by statements which identify the author
ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications of i n 
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep
arately identified and f u l l y described in detail. 

3. Advances and Payments by Non-Operators 

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance then-
share of estimated cash outlay for the succeeding month's operation. Operator shall adjust each monthly billing 
to reflect advances received f rom the Non-Operators. 

Each Non-Operator shali pay its proportion of all bills wi thin f if teen (15) days after receipt. If payment is not 
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (12%) per 
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint 
Property is located, whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with 
the collection of unpaid amounts. 

4. Adjustments 

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

5. Audits 

A. Non-Operator, upon notice in wri t ing to Operator and all other Non-Operators, shall have the right to audit Ope
rator's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month 
period following the end of such calendar year; provided, however, the making of an audit shall not extend the 
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this 
Section I . Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to 
conduct joint or simultaneous audits in a manner which w i l l result in a minimum of inconvenience to the Opera
tor. Operator shall bear no portion of the Non-Operators' audit cost incurred under this paragraph unless agreed 
to by the Operator. 

G. Approval by Non-Operators 

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains 
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator's proposal, and 
the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera
tors. 



CO 
II. DIRECT CHARGES 

Operator shall charge the Joint Account with the following items: 

1. Rentals and Royalties 

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

2. Labor 
. A. (1) Salaries and wages of Operator's field employees directly employed on the Joint Property in the conduct 

of Joint Operations. 

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

(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges arc 
excluded from the Overhead rates. 

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to 
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section 
I I . Such costs under this Paragraph 2B may be charged on a "when and as paid basis" or by "percentage as
sessment" on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this 
Section I I . If percentage assessment is used, the rate shall be based on the Operator's cost experience. 

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are 
applicable to Operator's costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec
tion I I . 

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under 
Paragraph 2A of this Section I I . 

3. Employee Benefits 

Operator's current costs of established plans for employees' group life insurance, hospitalization, pension, re
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor 
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section I I shall be Operator's actual 
cost not to exceed twenty per cent (20%). 

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

5. Transportation 
Transportation of employees and Material necessary for the Joint Operations but subject to the following limita
tions: 

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

B. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the 
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized barge 
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac
count for moving Material to other properties belonging to Operator, unless agreed to by the Parties. 

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking cost, 
of $200 or less excluding accessorial charges. 

6. Services 
The cost of contract services, equipment and utilities provided by outside sources, except services excluded by 
Paragraph 9 of Section I I and Paragraph 1. i i of Section I I I . The cost of professional consultant services and con
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the 
Overhead rates. The cost of professional consultant services or contract services of technical personnel not di
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by 
the Parties. 

7. Equipment and Facilities Furnished by Operator 
A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com

mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other 
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (8%) 
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area 
of the Joint Property. 

B. . In iieu of charges in Paragraph 7A above, Operator may elect to use average commercial rates prevailing in 
the immediate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates 
published by the Petroleum Motor Transport Association. 

8. Damages and Losses to Joint Property 
All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam
ages or losses incurred by fire, flood, storm, theft, accident, or other'cause, except those resulting from Operator's 
gross negligence or wil lful misconduct. Operator shall furnish Non-Operator written notice of damages or losses 
incurred as soon as practicable after a report thereof has been received by Operator. 

9. Legal Expense 
Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments 
and amounts paid for settlement of claims incurred in or resulting from operations under the agreement or 
necessary to protect or recover the Joint Property, except that no charge for services of Operator's legal staff 
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. All other legal 
expense is considered to be covered by the overhead provisions of Section III unless otherwise agreed to by the 
Parlies, except as provided in Section I, Paragraph '.i. 



Taxes 

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera
tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the 
Parties. 

Insurance 

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

Other Expenditures 

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

I I I . OVERHEAD 

Overhead - Drilling and Producing Operations 

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

( XX ) Fixed Rate Basis, Paragraph IA, or 
( ) Percentage Basis, Paragraph IB. 

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices 
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable 
under Paragraph 2A, Section I I . The cost and expense of services from outside sources in connection with 
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered 
as included in the Overhead rates provided for in the above selected Paragraph of this Section I I I unless such 
cost and expense are agreed to by the Parties as a direct charge to the Joint Account. 

i i . The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant 
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall 
not be covered by the Overhead rates. 

A. Overhead - Fixed Rate Basis 

. (1) Operator shall charge the Joint Account at the following rates per well per month: 

Drilling Well Rate $ 5,4(10.00 ; 
Producing Well Rate $ 540.00 

(2) Application of Overhead - Fixed Rate Basis shall be as follows: 

(a) Drilling Well Rate 

[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on 
the date the drilling or completion rig is released, whichever is later, except that no charge shall 
be made during suspension of drilling operations for fifteen (15) or more consecutive days. 

[2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment 
arrives on location and terminate on the date the drilling or completion equipment moves off loca
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen
sion of drilling operations for fifteen (15) or more consecutive days 

[3] Charges for wells undergoing any type of workover or recompletion for a period of five (5) con
secutive days or more shall be made at the drilling well rate. Such charges shall be applied for 
the period from date workover operations, with rig, commence through date of rig release, except 
that no charge shall be made during suspension of operations for fifteen (15) or more consecutive 
days. 

(b) Producing Well Rates 
[1] An active well either produced or injected into for any portion of the month shall be considered 

as a one-well charge for the entire month. 

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

[3] An inactive gas well shut in because of overproduction or failure of purchaser to take the produc
tion shall be considered as a one-well charge providing the gas well is directly connected to a per
manent sales outlet. 

[4] A one-well charge may be made for the month in which plugging and abandonment operations 
are completed on any well. 

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

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the 
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multi
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of 
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year 
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the 
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be 
the rates currently in use, plus or minus 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 Joint Property exclusive of costs 
provided under Paragraph 9 of Section I I and all salvage credits. 

(b) Operating 

Percent ( %) of the cost of Operating the Joint Property exclusive of costs provided 
under Paragraphs 1 and 9 of Section I I , all salvage credits, the value of injected substances purchased 
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min
eral interest in and to the Joint Property. 

(2) Application of Overhead - Percentage Basis shall be as follows: 
For the purpose of determining charges on a percentage basis under Paragraph IB of this Section I I I , de
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures 
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed 
assets and any other project clearly discernible as a fixed asset, except Major Construction as dei.ned in 
Paragraph 2 of this Section I I I . Al l other costs shall be considered as Operating. 

2. Overhead - Major Construction 

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and 
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall 
charge the Joint Account for Overhead based on the following rates for any Major Construction project in excess 
of $^,PiKLJQQ : 
A. _J %-of total costs if such costs are more than $25,000.00 but less than $ 100,000.00 ; plus 
B. _3 % of total costs in excess of $ 100,000.00 but less than $1,000,000; plus 
C. _? % of total costs in excess of $1,000,000. 

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

3. Amendment of Rates 
The Overhead rates provided for in this Section I I I may be amended from time to time only by mutual agreement 
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive. 

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

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

1. Purchases 
Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case 
of Material found to be defective or returned to vendor for any other reason, credit shall be passed to the Joint 
Account when adjustment has been received by the Operator. 

2. Transfers and Dispositions 
Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the 
Operator, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis
counts: 

A. New Material (Condition A) 

(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a 
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest 
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property 
where such Material is normally available. 

(2) Line Pipe 

(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of 
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor
mally available. 

(b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in Para
graph 2A (1) of this Section IV. 

(3) Other Material shall 6e priced at the current new price, in effect at date of movement, as listed by a reliable 
supply store or I'.o.b. railway receiving point nearest the Joint Property where such Material is normally 
available. 

B. Good Used Material (Condition B) 

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

(1) Material moved to the Joint Property 

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV. 

(2) Material moved from the Joint Property 

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV, 
if Material was originally charged to the Joint Account as new Material, or 
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(b) at sixty-five percent (65%) of current new price, as determined by Paragraph 2A of this Section 
IV, if Material was originally charged to the Joint Account as good used Material at seventy-five per
cent (75%) of current new price. 

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

C. Other Used Material (Condition C and D) 
(1) 'Condition C 

Material which is not in sound and serviceable condition and not suitable for its original function until 
after reconditioning shall be priced at f i f ty percent (50%) of current new price as determined by Para
graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro
vided Condition C value plus cost of reconditioning does not exceed Condition B value. 

(2) Condition D 
All other Material, including junk, shall be priced at a value commensurate with its use or at prevailing 
prices. Material no longer suitable for its original purpose but usable for some other purpose, shall be 
priced on a basis comparable with that of items normally used for such other purpose. Operator may dis
pose of Condition D Material under procedures normally utilized by the Operator without prior approval 
of Non-Operators. 

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

E. Pricing Conditions 
(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15£) per 

hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when 
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section I I . 

(2) Material involving erection costs shall be charged at applicable percentage of the current knocked-down 
price of new Material. 

3. Premium Prices 
Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes 
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the 
required Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use, 
and in moving it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed 
charge prior to billing Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and 
notifying Operator within ten days after receiving notice from Operator, to furnish in kind all or part of his share 
of such Material suitable for use and acceptable to Operator. 

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

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice and Representation 

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

2. Reconciliation and Adjustment of Inventories 
Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages and shortages 
shall be furnished to the Non-Operators within six months following the taking of the inventory. Inventory ad
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall be 
held accountable only for shortages due to lack of reasonable diligence. 

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

4. Expense of Conducting Periodic Inventories 
The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the 
Parties. 

j 
i 
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EXHIBIT "D" 

ATTACHED TO AND MADE A PART OF 
OPERATING AGREEMENT 

ADDITIONAL INSURANCE PROVISIONS 

Operator, during the term of this agreement, shall carry insurance for the benefit and at the 

expense of the parties hereto, as follows: 

(A) Workman's Compensation Insurance as contemplated by the state in 

which operations will be conducted, and Employer's Liability 

Insurance with limits of not less than $100,000.00 per employee. 

(B) Public Liability Insurance: 

Bodily Injury and Property Damage - $500,000.00 single limit each 

occurrence. 

(C) Automobile Public Liability Insurance: 

Bodily Injury $250,000.00 each person. 

$500,000.00 each occurrence. 

Property Damage - $100,000.00 each accident. 

(or) 

Bodily Injury and Property Damage - $500,000.00 combined single 

limit. 

Except as authorized by this Exhibit "D", Operator shall not make any charge to the joint 

account for insurance premiums. Losses not covered by Operator's insurance (or by 

insurance required by this agreement to be carried for the benefit and at the expense of the 

parties hereto) shall be charged to the joint account. 



EXHIBIT "E" 

GAS BALANCING AGREEMENT 

The parties to the Operating Agreement to which t h i s agreement i s a t 
tached own the working in t e r e s t i n the gas ri g h t s underlying the lands covered 
by such agreement (the "Contract Area") i n accordance with the percentages of 
p a r t i c i p a t i o n as set f o r t h i n Exhibit "A" to the Operating Agreement (the "par
t i c i p a t i o n percentage"). 

In accordance with the terms of the Operating Agreement, each party 
thereto has the r i g h t to take i t s share of gas produced from the Contract Area 
and market the same. I n the event any of the parties hereto c o l l e c t i v e l y owning 
p a r t i c i p a t i o n percentages of less than 50% are not at any time taking or market
ing t h e i r share of gas or have contracted to s e l l t h e i r share of gas produced 
from the Contract Area to a purchaser which does not at any time while t h i s 
agreement i s i n effe c t take the f u l l share of gas a t t r i b u t a b l e to the interest 
of such parties, t h i s agreement shall automatically become effective upon the 
terms hereinafter set f o r t h . 

1. During the period or periods when any parties hereto c o l l e c t i v e l y 
owning p a r t i c i p a t i o n percentages of less than 50% have no market f o r t h e i r share 
of gas produced from any proration u n i t w i t h i n the Contract Area, or t h e i r pur
chaser does not take i t s f u l l share of gas produced from such proration u n i t , 
other parties c o l l e c t i v e l y owning p a r t i c i p a t i o n percentages of more than 50% 
sh a l l be e n t i t l e d to produce each month 100% of the lesser of a) allowable gas 
production assigned to such proration u n i t by applicable state regulatory au
t h o r i t y or b) the delivery capacity of gas from such proration u n i t ; provided, 
however, no party who does not have gas i n place shall be e n t i t l e d to take or 
deliver to a purchaser gas production i n excess of 200% of the lesser of c) i t s 
share of the volumes of gas capable of being delivered on a daily basis or d) 
i t s share of allowable gas production. A l l parties hereto shall share i n and 
own the l i q u i d hydrocarbons recovered from such gas by lease equipment i n accor
dance with t h e i r respective interests and subject to the Operating Agreement to 
which t h i s agreement i s attached, but the party or parties taking such gas shall 
own a l l of the gas delivered to i t s or t h e i r purchaser. 

2. On a cumulative basis, each party not taking or marketing i t s 
f u l l share of the gas produced sh a l l be credited with gas i n place equal to i t s 
f u l l share of the gas produced under t h i s agreement, less i t s share of gas used 
i n lease operations, vented or l o s t , and less that portion such party took or 
delivered to i t s purchaser. The Operator w i l l maintain a current account of gas 
balance between the parties and w i l l furnish a l l parties hereto monthly state
ments showing the t o t a l quantity of gas produced, the amount used i n lease opera
tions, vented or l o s t , the t o t a l quantity of l i q u i d hydrocarbons recovered 
therefrom, and the monthly and cumulative over and under account of each party. 

3. At a l l times while gas i s produced from the Contract Area, each 
party hereto w i l l make settlement with the respective royalty owners to whom 
they are each accountable, j u s t as i f each party were taking or delivering to a 
purchaser i t s share, and i t s share only. Each party hereto agrees to hold each 
other party harmless from any and a l l claims for royalty payments asserted by 
royalty owners to whom each party i s accountable. The term "royalty owner" 
shall include owners of royalty, overriding r o y a l t i e s , production payments and 
other similar interests. 

Each party producing and taking or delivering gas to i t s purchaser 
sh a l l pay any and a l l production taxes due on such gas. 

4. After notice to the Operator, any party at any time may begin tak
ing or delivering to i t s purchaser i t s f u l l share of the gas produced from a pro
ra t i o n u n i t under which i t has gas i n place less such party's share of gas used 
i n operations, vented or l o s t . In -addition to such share, each party, including 
the Operator, u n t i l i t has recovered i t s gas i n place and balanced the gas ac
count as to i t s i n t e r e s t , shall be e n t i t l e d to take or deliver to i t s purchaser 
a share of gas determined by multiplying 50% of the interest i n the current gas 
production of the party or parties without gas i n place by a f r a c t i o n , the numer
ator of which i s the interest i n the proration unit of such nartv wii-h nac i n 



place and the denominator of which i s the t o t a l percentage interest i n such pro
rat i o n u n i t of a l l parties with gas i n place currently taking or delivering to a 
purchaser. 

5. Nothing herein s h a l l be construed to deny any party the r i g h t , 
from time to time, to produce and take or deliver to i t s purchaser i t s f u l l 
share of the allowable gas production to meet the d e l i v e r a b i l i t y tests required 
by i t s purchaser, provided that said test should be reasonable i n length, nor
mally not to exceed 72 hours. 

6. I f a proration u n i t ceases to produce gas and/or l i q u i d hydrocar
bons i n paying quantities before the gas account i s balanced, settlement w i l l be 
made between the underproduced and overproduced parties. In making such s e t t l e 
ment, the underproduced party or parties w i l l be paid a sum of money by the over
produced party or parties a t t r i b u t a b l e to the overproduction which said overpro
duced party received, less applicable taxes theretofore paid, at the applicable 
price defined below fo r the delivery of a volume of gas equal to that for which 
settlement i s made. For gas, the price of which i s not regulated by federal, 
state or other governmental agencies, the price basis shall be the price re
ceived for the sale of the gas. For gas, the price of which i s subject to regu
l a t i o n by federal, state or other governmental aut h o r i t i e s , the price basis 
shall be"the rate collected, from time to time, which i s not subject to possible 
refund, as provided by the Federal Energy Regulatory Commission or any other gov
ernmental authority, pursuant to f i n a l order or settlement applicable to the gas 
sold from such w e l l , plus any additional collected amount which i s not u l t i 
mately required to be refunded by such authority, such additional collected 
amount to be accounted fo r at such time as f i n a l determination i s made with 
respect hereto. 

7. Notwithstanding the provisions of «[6, i t i s expressly agreed that 
any underproduced party s h a l l have the optional r i g h t , with respect to each pro
r a t i o n u n i t , to receive a cash settlement bringing such underproduced party's 
gas account in t o balance at any time and from time to time p r i o r to the f i n a l 
settlement, by f i r s t giving each overproduced party 90 days' w r i t t e n notice of 
demand for cash settlement. I f such option i s so exercised, settlement shall be 
made (as of 7:00 o'clock A.M. on the f i r s t day of the calendar month following 
the date of such w r i t t e n demands) wi t h i n 90 days following the actual receipt of 
such w r i t t e n demands by the overproduced parties, i n the same manner provided 
for i n 56. The option provided f o r i n t h i s paragraph may be exercised, from 
time to time, but only one time i n each calendar year. 

8. Nothing herein s h a l l change or affect each party's obligation to 
pay i t s proportionate share of a l l costs and l i a b i l i t i e s incurred, as i t s share 
thereof i s set f o r t h i n the Operating Agreement. 

9. This agreement sh a l l constitute a separate agreement as to each 
proration u n i t approved by the applicable regulatory authority for a pool w i t h i n 
the Contract Area, but such proration u n i t s h a l l not include any producing h o r i 
zon which i s not w i t h i n the v e r t i c a l l i m i t s of said pool. This agreement shall 
remain i n force and effe c t so long as the Operating Agreement to which i t i s 
attached remains i n e f f e c t , and shall inure to the benefit of and be binding 
upon the parties hereto, t h e i r heirs, successors, legal representatives and 
assigns. 



EXHIBIT "F" 

EQUAL EMPLOYMENT OPPORTUNITY PROVISION 

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

(1) The Operator will not discriminate against any employee or applicant for employment 

because of race, color, religion, national origin or sex. The Operator will take 

affirmative action to ensure that applicants are employed, and that employees are 

treated during employment, without regard to their race, color, religion, national 

origin or sex. Such action shall include, but not be limited to the following: 

employment, upgrading, demotion, or transfer, recruitment or recruitment 

advertising; layoff or termination; rates of pay or other forms of compensation; and 

selection for training, including apprenticeship. The Operator agrees to post in 

conspicuous places, available to employees and applicants for employment notices 

to be provided for the contractcing officer setting forth the provisions of this 

non-discrimination clause. 

(2) The Operator will, in all solicitations or advertisements for employees placed by or 

-on behalf of the Operator, state that all qualified applicants will receive consideration 

for employment without regard to race, color, religion, national origin or sex. 

(3) The Operator will send to each labor union or representative of workers with which 

it has a collective bargaining agreement or other contract or understanding, a notice 

to be provided by the agency contracting officer, advising the labor union or 

workers' representative of the Operator's commitments under Section 202 of 

Executive Order 11246 of September 24, 1965, and shall post copies of the notice 

in conspicuous places available to employees and applicants for employment. 

(4) The Operator will comply with all provisions of Executive Order 11246 of September 

24, 1965, and of the rules, regulations, and relevant orders of the Secretary of 

Labor. 

(5) The Operator will furnish all information and reports required by Executive Order 

11246 of September 24, 1965, and by the rules, regulations, and orders of the 

Secretary of Labor, or pursuant thereto, and will permit access to its books, records, 

and accounts by the contracting agency and the Secretary of Labor for purposes of 

investigation to ascertain compliance with such rules, regulations, and orders. 

(6) In the event of the Operator's non-compliance with the non-discrimination clauses of 

this contract or with any of such rules, regulations, or orders, this contract may be 

canceled, terminated or suspended in whole or in part and the Operator may be 

declared ineligible for further Government contracts in accordance with procedures 

authorized in Executive Order 11246 of September 24, 1965, and such other 

sanctions may be imposed and remedies invoked as provided in Executive Order 

11246 of September 24, 1965, or by rule, regulation, or order of the Secretary of 

Labor, or as otherwise provided by law. 

Exhibit "F" 
Paae 1 



(7) The Operator will include the provisions of Paragraphs (1) through (7) in every 

subcontract or purchase order unless exempted by rules, regulations, or orders of 

the Secretary of Labor issued pursuant to Section 204 of Executive Order 11246 of 

September 24, 1965, so that such provisions will be binding upon each 

subcontractor or vendor. The Operator will take such action with respect to any 

subcontract or purchase order as the contracting agency may direct as a means of 

enforcing such provisions including sanctions for non-compliance: Provided, 

however, that in the event the Operator becomes involved in, or is threatened with, 

litigation with a subcontractor or vendor as a result of such direction by the 

contracting agency, the Operator may request the United States to enter into such 

litigation to protect the interests of the United States. 

Operator acknowledges that it may be required to file Standard Form 100 (EEO-I) 

promulgated jointly by the Office of Federal Contract Compliance, the Equal Employment 

Opportunity Commission and Plans for Progress with Joint Reporting Committee, Federal 

Depot, Jeffersonville, Indiana, within thirty (30) days of the date of contract award if such 

report has not been filed for the current year and otherwise comply with or file such other 

compliance reports as may be required under Executive Order 11246, as amended and Rules 

and Regulations adopted thereunder. 

Operator further acknowledges that he may be required to develop a written 

affirmative action compliance program as required by the Rules and Regulations approved by 

the Secretary of Labor under authority of Executive Order 11246 and supply Non-Operators 

with a copy of such program if they so request. 

CERTIFICATION OF NON-SEGREGATED FACILITIES 

Operator assures Non-Operators that it does not and will not maintain or provide for 

its employees any segregated facilities at any of its establishments, and that it does not and 

will not permit its employees to perform their services at any location, under its control, 

where segregated facilities are maintained. For this purpose, it is understood that the phrase 

"segregated facilities" includes facilities which are in fact segregated on a basis of race, 

color, religion, or national origin, because of habit; local custom or otherwise. It is further 

understood and agreed that maintaining or providing segregated facilities for its employees 

or permitting its employees to perform their services at any location under its control where 

segregated facilities are maintained is a violation of the equal opportunity clause required by 

Executive Order J1246 of September 24, I9G5. 

Operator further understands and agrees that a breach of the assurance herein 

contained subjects it to the provisions of the Order at 41 CFR Chapter 60 of the Secretary 

of Labor dated May 2 1 , 1968, and the provisions of the equal opportunity clause 

enumerated in contracts between the United States of America and Non-Operators. 

Whoever knowingly and willfully makes any false, fictitious or fraudulent 

representation may be liable to criminal prosecution under 18 U. S . C. - 1001 . 

Exhibit "F" 



. D ;»rict • 
ptTfloi 19S0. Hobbs. KM 88241-19SO 

District 0 
CO Drawer DD, Arlesia. NM 18211-0719 

District III 

1000 Rio Brazos Rd.. Ante. KM (7410 

District (V 

FO Box 20M. Santa Pe. KM S750*-20*S 

State of New Mexico,) -= u ^ >L== 'Q) Form c-ioi 
Energy. Minerals & Natural Resources Department Revised February 10, 1994 

Instructions on back 
OIL CONSERVATION DIVISION _ 1 liSSttbmit to Appropriate District Office 

PO BOX 2088 State Lease - 6 Copies 

Santa Fe, NM 87504^ Q Q ^ g, y < F- l a . - 5 Cpi«s 
• AMENDED REPORT 

a t o 

APPLICATION FOR PERMIT TO DRILL, RE-ENTER, DEEPEN, PLUGBACK, OR ADD A ZONE 
' Operator Name and AcSdrca*. 

YATES PETROLEUM CORPORATION 
105 South Fourth Street 
Artesia. New Mexico 

1 OGRID Number 

025575 
' API Namber 

30-0tS-"ZS357 

' Property Code 1 Property Name 

Bert APB 
• Wefl No. 

#1 
7 Surface Location 

UL or lot ao. 

M 
Sedloa 

13 
TowBsUp 

19S 
Range 

25E 
Lot Ida Feet from the 

660' 
North/Sooth one 

South 
Feet from Ihe 

660' 
East/West Uae 

West 
Coonry 

Eddy 

* Proposed Bottom Hole Location If Different From Surface 
UL or lot DO. Section Township Range Lot Ida Feet from the North/Sou Lb Use Feet from the 

4 

East/West line Coonty 

• Pro peed Pool 1 1 7 1 . 

North Dagger Draw'Upper Penr^ Mr * T 
" Propoaed Pool 2 

N/A 

" Work Type Code 

N 

1 1 WeU Type Code 

0 

u Cable/Rotary 

Rotary 
" Lease Type Code 

P 

u Ground Level Deration 

3414 
" Multiple 

No . 
" Proposed Depth 

8500' 
" Formalioo 

Canyon 
" CoDtrador 

Not Determined 
" Spud Date 

ASAP 
2 1 Proposed Casing and Cement Program 

Hole Sue Casing Size Casing weight/foot Setting Depth Sacks of Cement Estimated TOC 

Circulated 14 3/4" 9 5/8" 36# J-55 1150' 1100 sx 
8 3/4'1 23#, 26# TD 1350 sx 

J-55. N-80 

Docribe the propoaed program. If this application is to DEEPEN or PLUG BACK lire the data on Ue present prododive zone aad propoaed new pcochittirt 
tone. Describe the blowout prevention protraxa. if any. Use additional sheets if necessary. 

Yates Petroleum Corporation wishes to d r i l l and test the Canyon and intermediate * 
formations. Approximately 1150' of surface casing wil l be set and cement circulated 
to shut off gravel and cavings. I f commercial, production casing wi l l be run and 
cemented, wil l perforate and stimulate as needed for production. 

MUD PROGRAM: FW Gel/IMC to 1150' ; FW to 5200'; Cut brine/KCL to 7200' ; Cut brine/ 
KCL/Starch to TD. 

BOP PROGRAM: Bops and Hydril wi l l be installed at the 9 5/8'1 casing and tested daily 

u l hereby cei 
of my know 

Signature: 

al Ihe information given aboveyŝ lrue snd complete lo the best 
I be; ~ OIL CONSERVATION DIVISION 

Approved by: 
flBtftlNAI g»CMgf> BY T . U W CIIM 

Printed turne: 
Ken Bearripmphl 

Title: DISTRICT II SUPERVISOR 
Title: Landman Approval I D'*: MAR **• 1 1995 I Expi"tK" Dt" 9 • / • 
Date: 

3-1-95 
Phone: 

505-748-1471 
Coodiuoal of Approval : 

Attached O 

YATES PETROLEUM CORP. 
BEFORE EXAMINER CATANACH 
NMOCD CASE NOS. 11233/11234 
DATE: 04/06/95 , 
EXHIBIT NO. H 

tj~'» »n witness cementing 

.casing 



tf 
District I 

FO Box I no . Boobs, NM S2S-I9W 

-'District 0 

"TO Drawer DD. Artesia. NM aBll-0719 

District IH 

1000 Rio Brazos RtC Aztec NMS7410 

' butriet IV 

PO Box 20M, Santa Fe. NM «BM-20«8 

State of New Mexico 
Energy, MLoersis tc Natural Resources Department 

OIL CONSERVATION DIVISION 
PO Box 2088 

Santa Fe, NM 87504-2088 .;„ 

Fonn C-101 
Revised February 10, 199< 

Instructions on back 
Submit to Appropriate District Ofnct 

State Lease - 4 Copie: 
Fee Lease - 3 Copie: 

• AMENDED REPORT 

WELL LOCATION AND ACREAGE DEDICATION PLAT 
' API Number •Pool Code 

1 Pool Name 

1 5*f"7"u North-Dagger Dravr Upper Peni^ IM>ai-lA. 
* Property Code 

1 Ploutuj Name 

BERT APB 

' Wefl Number 

1 
' OCRID No. ' Operator Name ' Elevation 

025575 YATES PETROLEUM CORPORATION 3414. 
1 0 Surface Location 

UL or lot no. Section Township Range Lot Ida Feet from the North/South one Feet from the East/West hue County 

M 13 19S 25E 660 SOUTH 660 WEST EDDY 
1 1 Bottom Hole Location If Different From Surface 

ULor lot no. Section Township Range Lot Ida Feet from the North/South line Feet from the East/West Line County 

1 1 Dedicated Acres "Joint or Infill " Consolidation Code 1 1 Order No. 

NO ALLOWABLE W5LL BE ASSIGNED TO THIS COMPLETION UNTIL ALL INTERESTS HAVE BEEN CONSOLIDATED 
OR A NON-STANDARD UNIT HAS BEEN APPROVED BY THE DIVISION 

16 
1 7 OPERATOR CERTIFICATION 
/ hereby certify thai ate information conjoined herein il 
true and complete lo the best of my aujwiedie and belief 

y J 4 
Signature 

Ken Beardemphl 
Printed Name 

Landman 
Tuie 

3-1-95 
Date 

"SURVEYOR CERTIFICATION 
/ hereby certify that Ae well localion sham OK this plei 
was plotted from field notes of actual surveys made by 
me or under my supervision, and that the same if true 
and correct to the bas of my belief. 



SATED 3000 LBS •EXTJRAlILICMiJf OPERATED p.o p 

adjustable choke 
- — m ^ I T to p t t * n J / o r " " V o * * scporatbt* 

OlSINGHEMJ OR BRADEHHEAO 

2" reminal 

typical choke s w i i f o l d ass^by fo r W rated 
vorking pressure sorvic*-surface I n s t i l l a t i o n 

EXHIBIT B 

THE FOLLOWING CONSTITUTES THE MINIMUM BLOWOOT PREVENTER 
REQUIREMENTS FOR 3000 PSI WP SYSTEMS 

1. A l l preventers t o be h y d r a u l i c a l l y operated w i t h secondary manual 
cont r o l s i n s t a l l e d p r i o r t o d r i l l i n g out from under casing. 

2. Choke o u t l e t t o be a minimum of 3" diameter. 

3. K i l l l i n e t o be of a l l s t e e l construction of 3" minimum diameter. 

4. A l l connections from operating manifolds t o preventers t o be a l l 
s t e e l . Hole or tube t o be a minimum of one inch i n diameter. 

5. The available closing pressure s h a l l be a t l e a s t 15% i n excess of 
t h a t required w i t h s u f f i c i e n t volume t o operate the B.O.P.'s. 

6. A l l connections t o and from preventer t o have a pressure 
r a t i n g equivalent to t h a t of the B.O.P.'s. 

7. Inside blowout preventer to be available on r i g f l o o r . 

8. Operating controls to be located a safe distance from the r i g 
f l o o r . 

9. Hole must be kept f i l l e d on t r i p s below intermediate casing. 



STATE OF NEW MEXICO 
ENERGY, MINERALS, AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE APPLICATION 
OF YATES PETROLEUM CORPORATION FOR 
COMPULSORY POOLING, EDDY COUNTY, 
NEW MEXICO CASE NO. 11234 

CERTIFICATE OF MAILING 
AND 

COMPLIANCE WITH RULE 1207 

I n accordance w i t h D i v i s i o n Rule 1207, I hereby c e r t i f y 
t h a t on March 15, 1995, correspondence t r a n s m i t t i n g copies o f the 
a p p l i c a t i o n f i l e d i n and p r o v i d i n g n o t i c e of the hearing of the 
above-referenced case, were mailed t o Nearburg E x p l o r a t i o n Company, 
A t t e n t i o n Robert Shelton, 3300 N. "AM, Bldg. 2, Suit e 120, Midland, 
TX 79705-5421. 

Attached hereto i s a copy of sa i d correspondence as 
E x h i b i t MA M. 

Respe c t f u l l y submitted, 

LOSEE, CARSON, HAAS & CARROLL, P.A. 

Ernest L. C a r r o l l 
P. 0. Box 1720 
A r t e s i a , New Mexico 88211-1720 
(505)746-3505 

Attorneys f o r Yates Petroleum Corp. 

STATE OF NEW MEXICO ) 
: ss. 

COUNTY OF EDDY ) 

SUBSCRIBED AND SWORN TO before me t h i s - A p r i l 5, 1995. 

My commission e x p i r e s : 

//- /7-<?7 

YATES PETROLEUM CORP. 
BEFORE EXAMINER CATANACH 
NMOCD CASE NOS. 11233/11234 
DATE: 04/06/95 
EXHIBIT NO. 5 



MARY L Y N N B O G L E 

E R N E S T L . C A R R O L L 

J O E L M . C A R S O N 

O E A N B . C R O S S 

J A M E S E. H A A S 

A . J . L O S E E 

B A R R Y O. G C W C K C 

LAW O F F I C E S 

LOSEE, C A R S O N , HAAS & CARROLL, P. A. 
3 0 0 YATES PETROLEUM BUILDING 

P. O . BOX 1720 

A R T E S I A , NEW MEXICO 68211-1720 

TELEPHONE 

(SOS) 7 4 B - 3 S O S 

TELECOPY 

(SOS) 7 4 6 - e S I * 

March 15, 1995 

CERTIFIED MAIL 
RETURN RECEIPT REQUESTED 

Nearburg Produc t ion 
A t t n : Robert She l ton 
3300 N . " A " , B l d g . 2 
S u i t e 120 
M i d l a n d , TX 79705-5421 

Re: A p p l i c a t i o n o f Yates Petroleum Corporat ion 
f o r Compulsory P o o l i n g , Eddy County, New 
Mexico /Ber t "APB" No. 1 Wel l 

Gentlemen: 

This o f f i c e represents Yates Petroleum Corporation. On March 3, 
1995, the above-referenced Application was f i l e d by Yates Pe t r o l 
eum Corporation f o r an pooling a l l of the mineral i n t e r e s t s i n 
the SW/4 of Section 13, Township 19 South, Range 25 East, 
N.M.P.M., Eddy County, New Mexico. A copy of that application i s 
enclosed f o r your information, along with a copy of the Entry of 
Appearance. 

This matter w i l l be set f o r hearing on A p r i l 6, 1995. Be advised 
t h a t any party wishing t o appear must f i l e a prehearing statement 
by the Friday p r i o r t o the date of hearing, and any party wishing 
t o receive other p a r t i e s ' prehearing statements or pleadings must 
f i l e an entry of appearance. I f you do not intend t o protest said 
A p p l i c a t i o n , enclosed you w i l l f i n d a waiver whereby you can make 
t h a t decision known. 

I f you have any questions, do not hesitate to contact me at the 
letterhead address. 

Very t r u l y yours, 

153 LHfi 305 
Receipt for 
Certif ied Mail 
No Insurance Coverage Provided 

<%&°£Kg ° o not use for International Mail 

LOSEE, CARSON, HAAS & CARROLL, P.A. 

s 
es 
CO 

(See Reverse) 

Street and rlo £ 

f 0 Slate ana ZIP Code 

Postage 

Certified Foe 

Special Delivery Fee 

Restricted Delivery Fee 

Fteturn Receipt Showing 
10 Whom ft Date Delivered 

Return Receipt Snowing to Who 
Date ano Aoo,essee s Address 

TOTAL Postage 
" Fees 

Postmark or Date 

SENDER: 
• Complete items 1 and/of 
• Complete items 3, and < 
• Print your name and i 
return thia card to you. 
• At tach this form to tha I 
does not permit. 
• Write "Retum Receipt F 
• The Retum Receipt wi l l 1 
delivered. 

3. Article Addressed to: 

EXHIBIT 

%%u^e, vt >r<?7dr-&l/ 
5. Signature (Addressee) 

I also wish to receive the 
following services (for an extra 
fee): 

1. G Addressee's Address 

2. • Restricted Delivery 

Consult postmaster for fee. 
Article Number 

IS-3 4 ? y 5 ^ - 2 
4b. Service Type 
D Registered 

^ C e r t i f i e d 

• Express Mail 

G Insured 

G COD 
• Return Receipt for 

Merchandise 
7. Date 

essee's Address (Only ifrequ 

3 

% 
tc 
E 
a 

3 

Addressee's Address I 
and fee is paid) 

requested. 
> 

1 1 . December 1991 tvu.s.GPO:i»93-3S2-7u DOMESTIC RETURN RECEIPT 



Nearburg Exploration Company 

Exploration and Production 
3300 North -A"Street 
Building 2, Suite 120 
Midland, Texas 79705 
915/686-8235 
Fax 915/686-7806 

March 7, 1995 

CERTIFIED MAIL - RETURN RECEIPT REQUESTED 

Mr. Randy Patterson 
Yates Petroleum Corporation 
Yates Drilling Company 
Abo Petroleum Corporation 
Myco Industries, Inc. 
105 South Fourth Street 
Artesia, New Mexico 80201 V , , 

Re: Fairchild 13 #2 Well; " a t ^ u - f -<;/;. , . - i>.*j 
1980'FWL and 660'FSL of Section 13, ; ' 
T-19-S. R-25-E. Eddv County. New Mexico 3 ~. 
Fairchild 24 Prospect u\ 

Nearburg proposes the drilling of the Fairchild 13 #2 well, a proposed 8200' Cisco-Canyon test, to be 
located 1980' FWL and 660' FSL of Section 13, T-19-S, R-25-E, Eddy County, New Mexico. Enclosed 
herewith please find an AFE setting forth the anticipated costs of the proposed operation. Nearburg 
anticipates costs to drill the well to casing point at $276,680 and total completed well costs of $627,680. 
We invite you to participate with Nearburg in the drilling of this well. 

Enclosed is an Operating Agreement designating Nearburg as Operator. We believe Nearburg should 
operate this spacing unit because of its operations in the area and because we have the largest working 
interest. 

If you have any questions, please feel free to contact the undersigned. 

Yours very truly, 

Dear Randy: 

YATES PETROLEUM CORP. 
BEFORE EXAMINER CATANACH 
NMOCD CASE NOS. 11233/11234 
DATE: 04/06/95 ,< 
EXHIBIT NO. f„ 



Nearburg Producing Company 
Exploration and Production 

Dallas, Texas 

Page 1 of 2 

AUTHORITY FOR EXPENDITURE 

LEASE: Fairchild 13 WELL NUMBER: 2 PROPOSED TOTAL DEPTH: 8.200" 

LOCATION: 1.980 FWL, 660 FSL. Section 13. T19S, R25E, Eddy County, New Mexico 

FIELD: Dagger Draw Upper Penn. North PROSPECT: EXPLORATORY.DEVELOPMENT.WORKOVER: D 

DESCRIPTION OF WORK: Drill and complete aB a pumping Cisco/Canyon oil producer. 

DATE PREPARED: 3/3/95 

ACCOUNTING WELL NUMBER: 

COMMUNICATIONS ACCOUNT NUMBER: 

EST. SPUD DATE: 3/30/95 EST. COMPLETION DATE: 5/1/95 

INTANGIBLE COSTS: CODE TO CSQ PT CODE COMPLETION 

Drilling Footage 8.200 F t ® 14.50 $/Ft w4.ni 118.900 NA 

Drilling Daywork D/C/Vda 3 2 4400 MM 105 13,200 ISIS.ICS 8,800 

Drilling Turnkey invito ii\s.\w 

Rig Mobilization and Demobilization 1S1B.11S 

Road & Location Expense :«I4MO 15,000 ws.irt 1,000 

Damages amis 2,500 lilt, its 

Directional Drilling - Tools and Service 
i 

1SUW I t (5. (SO 

Drilling Fluids 1S14.I3S 12.000 NA 

Fuel. Power, and Water tsu.w 10.000 1SIS.H0 1.500 

Supplies • Bits HHI43 Hit. t*S 750 

Supplies • Casing Equipment 1S14.1U 2.000 tsiueo 3,500 

Supplies - Liner Equipment 1514. Its IS is. its 

Supplies - Miscellaneous IStiltO 500 uts.teo 500 

Cement and Cmt. Services - Surface Csg 17,000 NA 

Cement and Cmt. Services • Int. Csg tsUm NA 

Cement and Cmt. Services - Prod. Csg NA IJfS.172 3#000 

Cement and Cmt. Services • Other 1114,175 Ills. 175 

Rental - Drilling Tools and Equipment 1114.190 3,000 16,15. IK 1,000 

Rental - Miscellaneous rsu,fM 500 1S1S.1$S 1.000 

Testing - Drill Stem / Production 1514.191 6.000 •.it is: m 

Open Hole Logging isi*.ioo $.000 NA 

Mudlogging Services 1514.210 6,500 NA 

Special Services 1515.190 

Plug and Abandon isu.its 10,000 1515.215 (10,000) 
Pulling and/or Swabbing Unit :: ! NA: * 1515 217 12.000 
Reverse Equipment V W ' liisiii 1.200 
Wireline Services >51*205 1515.205 5.000 
Stimulation NA 1115 221 20.000 
Pump / Vacuum Truck Services 1514.220 500 1515.220 500 
Transportation isujas 1,000 islsijs 1,500 
Tubular Goods • Inspection & Testing 1514.230 500 1S1S.2M 6.000 
Unclassified 1(14,245 1S1524S 

Telephone and Radio Expense 1514,240 500 1515.240 500 
Engineer / Geologist 2,500 wsssa 1,350 
Company Labor - Field Supervision MM.JS5 7,500 IHS.tSS 4,500 
Contract Labor / Roustabout tiHjes 1,000 1515.255 2.500 
Legal and Professional Services IS 14 J70 2.000 1S1S1T0 500 
Insurance isujrs 5.000 
Overhead isiino 4,600 1515.250 2,000 
SUBTOTAL 251,200 95.600 
Contingencies 5.000 1,500 

ESTIMATED TOTAL INTANGIBLES 256,200 97.100 

TOTAL WELL 

118,900 
22,000 

16,000 
2.500 

12.000 
11.500 

750 
5.500 

1,000 
17,000 

30,000 

4.000 

1,500 
6,000 
9.000 
6,500 

12.000 
1.200 
5,000 

20.000 
1.000 
2,500 
6,500 

1.000 
3.850 

12.000 
3.500 
2.500 
5.000 
6.600 

346.800 
6,500 

353,300 



Nearburg Producing Company Paoe2of2 
Exploration and Production 

Dallas, Texas 

AUTHORITY FOR EXPENDITURE 

LEASE: Fairchild 13 WELL NUMBER: 2 PROPOSED TOTAL DEPTH: 8.200* 

LOCATION: 1.980 FWL. 660 FSL. Section 13. T19S. R25E. Eddy County. New Mexico 

FIELD: Dagger Draw Upper Penn. North PROSPECT: EXPLORATORY.DEVELOPMENT.WORKOVER: D 

DESCRIPTION OF WORK: Drill and complete as a pumping Cisco/Canyon oil producer. 

DATE PREPARED: 3/3/95 EST. SPUD DATE: 3/30/95 EST. COMPLETION DATE: 5/1/95 

ACCOUNTING WELL NUMBER: 

COMMUNICATIONS ACCOUNT NUMBER: 

TANGIBLE COSTS: CODE TO CSG PT CODE COMPLETION TOTAL WELL 

Conductor Casing • ..NA • 0 

Surface Csg 1,300 Ft @ 14.60 $/Ft 14*0,1*0 18.980 NA 18.980 

Intermediate Csg Ft @ $/Ft tS!&,31l 0 NA 0 

Protection Csg 1520,320 0 NA : 

Production Csg 8.200 F t ® 10.00 $/Ft '.. HA :• 1427. 325 82,000 82,000 

Protection Liner istosx NA 

Production Liner HA 1*32335 

Tubing 7.800 Ft @ 3.00 $/Fl 1523.340 23,400 23,400 

Rods Ft @ $/Ft HA 1522.345 0 0 

Artificial Lift Equipment NA 1522.350 80,000 80,000 

Tank Battery NA (622355 15,000 15,000 

Separators/Heater Treater/Gas Units/FWKO -'NA? 1522.36* 10,000 10.000 

Well Head Equipment & Christmas Tree tstoixs 1.500 1522.3(5 10.500 12.000 

Subsurface Well Equipment NA fS22jro 0 

Flow Lines NA 1522.378 5,000 5.000 

Saltwater Disposal Pump NA 1522.301 0 

Gas Meter NA 1S22S3S 3,000 3,000 

Lact Unit 

• N\A. . 
(522 357 0 

Vapor Recovery Unit NA (S22.349 0 

Other Well Equipment HA (522.3*3 

ROW and Damages NA (522.5*3 

Surface Equipment Installation Costs 1522.395 10,000 10,000 

Elect. Installation NA .1522.39/ 15,000 15,000 

ESTIMATED TOTAL TANGIBLES 20.480 253,900 274,380 

ESTIMATED TOTAL WELL COSTS 278.680 351.000 627.680 

APPROVAL OF THIS AFE CONSTITUTES APPROVAL OF THE OPERATOR'S OPTION TO CHARGE THE JOINT ACCOUNT WITH 

TUBULAR GOODS FROM OPERATOR S WAREHOUSE STOCK AT THE RATES STATED ABOVE. OR LESS, UNLESS THE NON-

OPERATOR GIVES NOTIFICATION ON THIS FORM OF HIS INTENT TO FURNISH HIS PROPORTIONATE SHARE IN KIND. THIS 

AFE IS ONLY AN ESTIMATE. BY SIGNING YOU AGREE TO PAY YOUR SHARE OF THE ACTUAL COSTS INCURRED. 

NPC APPROVAL. OATE 

PREPARED BY: TRM 3/3/95 

REVIEWED BY: 

APPROVED BY: 

Wl APPROVAL: COMPANY 

BY 

TITLE 

DATE 

FAIRCl.D2.WM 



A.A.P.L 

MODEL FORM Q 

610-1982 

ING AGREEMENT 

1i*:t!!lv!M,'t n;;nl> is |i<iiii>L<'i'J 

L rfif vJ.ei? j i n h m i i c J in ^nl]i-|; tiy lr:c 

.titiiiitl A'.iJHWli if. ti' t ;sli )lru:ii I lulrif!. 

FAIRCHILD 24 PROSPECT 

OPERATING AGREEMENT 

DATED 

March 3 1 9 95 

OPERATOR NEARBURG PRODUCING COMPANY 

CONTRACT ARFA S W / 4 S e c t i ° " 1 3 > T - 1 9 - S > R - 2 5 - E » 
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OPERATING AGREEMENT 

THIS AGREEMENT, entered into by and between Nearburg Produc ing Company 
. — . . . , hereinafter designated and 

referred to as "Operator", and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein 
as "Non-Operator", and collectively as "Non-Operators". 

WITNESSETH: 

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

NOW. THEREFORE, it is agreed as follows: 

ARTICLE I. 

DEFINITIONS 

As used in this agreement, the following words and terms shall have the meanings here ascribed to them: 
A. The term "oil and gas" shall mean oil, gas, casinghead gas, gas condensate, and aU other liquid or gaseous hydrocarbon} 

and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated. 
B. The terms "oil and gas lease", "lease" and "leasehold" shall mean the oil and gas leases covering tracts of land 

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

Contract Area which are owned by parties to this agreement. 
D. The term "Contract Area" shall mean all of the lands, oil and gas leasehold interests and oil and gas interests intended to be 

developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehold interests and oil and gas interests 
are described in Exhibit "A". 

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

F. The term "drillsite" shall mean the oil and gas lease or interest on which a proposed well is to be located. 
G. The terms "Drilling Party" and "Consenting Party" shall mean a party who agrees to join in and pay its share of the cost of 

any operation conducted under the provisions of this agreement. 
H. The terms "Non-Drilling Party" and "Non-Consenting Party" shall mean a party who elects not to participate 

in a proposed operation. 

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

ARTICLE II. 

EXHIBITS 

® 
The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof: 
A. Exhibit "A", shall include the following information: 

(1) Identification of lands subject to this agreement, 
(2) Restrictions, if any, as to depths, formations, or substances, 
(3) Percentages or fractional interests of parties to this agreement, 
(4) Oil and gas leases and/or oil and gas interests subject to this agreement, 
(5) Addresses of parties for notice purposes. 

B. Exhibit "B", Form of Lease. 
C. Exhibit " C " , Accounting Procedure. 
D. Exhibit "D", Insurance. 
E. Exhibit " E " , Gas Balancing Agreement, j Not ice of J o i n t Opera t ing Agreement L i e n , S e c u r i t y 
F. Exhibit " F " , h^-Dtteiimmttkm^d-€ei*'fieatien-ef-4^ a n c ] F i n a n c i a l Statement 

B--G-.-&miWtJK^VT^^rti»ershtpr There i s no E x h i b i t " G " to t h i s agreement. 
If any provision of any exhibit, except Exhibits " E " and " G " , is inconsistent with any provision contained inn 

of this agreement, the provisions in the body of this agreement shall prevail. 

0 
® 
IE 
0 
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1 ARTICLE I I I . 
2 INTERESTS OF PARTIES 
3 
4 A. Oil and Gas Interests: 
5 

6 H any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement 

7 and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit " B " , and the owner thereof 

8 shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee thereunder. 

9 
10 B. Interests of Parties in Costs and Production: 
11 
12 Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and 
13 paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set 
14 forth in Exhibit " A " . In the same manner, the parties shall also own all production of oil and gas from the Contract Area subject to the 
15 payment of myalhw^thairetggtaifc due on each p a r t y ' s sha r e o f whi<-h shall be borne as hereinafter set forth. 
j6 p r o d u c t i o n 

17 Regardless of which party has contributed the lease(s) and/or oil and gas interest(s) hereto on which royalty is due and 
18 payable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or 
19 cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the 
20 other parties free from any liability therefor. No party shall ever be responsible, however, on a price basts higher than the price received 
21 by such party, to any other party's lessor or royalty owner, and if any such other party's lessor or royalty owner should demand and 
22 receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to 
23 such higher price. 
24 

25 Nothing contained in this Article III.B. shall be deemed an assignment or cross-assignment of interests covered hereby. 

26 

27 C. Excess Royalties, Overriding Royalties and Other Payments: 

28 

29 Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty, 

30 overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article III.B., such party so 

31 burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from any 

32 and all claims and demands for payment asserted by owners of such excess burden. 

33 

34 D. Subsequently Created Interests: 

35 

36 If any party should hereafter create an overriding royalty, production payment or other burden payable out of production 
37 attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit " A " , or 
38 was not disclosed in writing to all other parties prior to the execution of this agreement by all parties, or is not a jointly acknowledged and 
39 accepted obligation of all parties (any such interest being hereinafter referred to as "subsequently created interest" irrespective of the 
40 timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred 

41 to as "burdened party"), and: 

42 
43 1. If the burdened party is required under this agreement to assign or relinquish to any other party, or parties, all or a portion 
44 of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assignment and/or 
45 production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party, 

46 or parties, harmless from any and all claims and demands (or payment asserted by owners of the subsequently created interest; 

47 and, 

48 

49 2. lf the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VT1.B. shall be 
50 enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of 
j l the burdened party. 
52 
53 ARTICLE IV. 
54 TITLES 
55 
56 A. Title Examination: 
57 jfc 
58 Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations or, if 
59 the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned to pe includ-
60 ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, overriding 
61 royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases andjjj^t>il and 
62 gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status 
63 reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the possesion of or 
64 made available to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator. OfjeV t̂or shall 
65 cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be furbished to each party 
66 hereto. The cost incurred by Operator in this title program shall be borne as follows: f t i | v I y'\ 

68 H—Option Nu. 1: Costs intuited by Opeiatui in procuring abstracts and title examination (including preliminary^upple^ien.tali-

70 ainl shall nut be a diieit cimgc, whether perfuiined by Operator's staff attorneys or by outaide attorneys. : . i : . p i > V I U > M tr KW 
.MI u l Jt: ttf rvliokt.:' lJ'iil,--rn 
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ARTICLE IV 
continued 

1 12 Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title examination 
2 (including preliminary, supplemental, shut in gas royalty opinions and division order title opinions) shall be borne by the Drilling Parties 
3 in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Ex-
4 hibit " A " . Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above 
5 functions. 
6 
7 Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection 
8 with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooling 
9 designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders. 

10 This shall not prevent any party from appearing on its own behalf at any such hearing. 
11 
12 No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit has been examined as above 
13 provided, and (2) the title has been approved by the examining attorney or title has been accepted by all of the parties who are to par-
14 ticipate in the drilling of the well. 
15 
16 B. Loss of Title: 
17 
18 1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss results in a 
19 reduction of interest from that shown on Exhibit " A " , the party contributing the affected lease or interest shall have ninety (90) days 
20 from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisi-
21 tion will not be subject to Article VIII.B., and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining oil 
22 and gas leases and interests: and, 
23 (a) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it shall not be 
24 entitled to recover from Operator or the other parties any development or operating costs which it may have theretofore paid or incurred, 
25 but there shall be no additional liability on its part to the other parties hereto by reason of such title failure; 
26 (b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest which has 
27 been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finally that title failure has oc-
28 curred, so that the interest of the party whose lease or interest is affected by the title failure will thereafter be reduced in the Contract 
29 Area by the amount of the interest lost; 
30 (c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled on the Contract Area is 
31 increased by reason of the title failure, the party whose title has failed shall receive the proceeds attributable to the increase in such in-
32 terest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such 

33 we»; 
34 (d) Should any person not a party to this agreement, who is determined to be the owner of any interest in the title which has 
35 failed, pay in any manner any part of the cost of operation, development, or equipment, such amount shall be paid to the party or parties 
36 who bore the costs which are so refunded; 

37 (e) Any liability to account to a third party for prior production of oil and gas which arises by reason of title failure shall be 
38 borne by the party or parties whose title failed in the same proportions in which they shared in such prior production; and, 
39 (0 No charge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense of the interest 
40 claimed by any party hereto, it being the intention of the parties hereto that each shall defend title to its interest and bear all expenses in 
41 connection therewith. 
42 
43 2. Loss by Non-Payment or Erroneous Payment of Amount Due: If, through mistake or oversight, any rentat, shut-in well 
44 payment, minimum royalty or royalty payment, is not paid or is erroneously paid, and as a result a lease or interest therein terminates, 
45 there shall be no monetary liability against the party who failed to make such payment. Unless the party who failed to make the required 
46 payment secures a new lease covering the same interest within ninety (90) days from the discovery of the failure to make proper payment, 
47 which acquisition will not be subject to Article VIII.B., the interests of the parties shall be revised on an acreage basis, effective as of the 
48 date of termination of the lease involved, and the party who failed to make proper payment will no longer be credited with an interest in 
49 the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who failed to make the 
50 required payment shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas attributable to 
51 the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest, it 
52 shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilled 
53 or wells previously abandoned) from so much of the following as is necessary to effect reimbursement: 
54 (a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost interest, on an acreage basis, 
55 up to the amount of unrecovered costs; 
56 (b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an acreage basis, of that portion of 
57 oil and gas thereafter produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of such lease 
58 termination, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said 
59 portion of the oil and gas to be contributed by the other parties in proportion to their respective interests; and, jf^. 
60 (c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner of the.interest 
61 lost, for the privilege of participating in the Contract Area or becoming a party to this agreement. 51? 

62 fil 
63 3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.l. and IV.B.2. above, shall be j<fijjtJllo 
64 and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining ff oition of 
65 the Contract Area. 
66 
67 
68 
69 
70 ^ ; ' / ' f i i i i v i ^ ; ^ 
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ARTICLE V. 

OPERATOR 

A. Designation and Responsibilities of Operator: 

N e a r b u r g P r o d u c i n g Company .shall be the 
Operator of the Contract Area, and shall conduct and direct and have full control of all operations on the Contract Area as permitted and 
required by, and within the limits of this agreement. It shall conduct all such operations in a good and workmanlike manner, but it shall 
have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross 
negligence or willful misconduct. 

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

1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators. 
If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as 
Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator 
may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by the 
affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit " A " remaining 
after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock A.M. on the 
first day of the calendar month foUowing the expiration of ninety (90) days after the giving of notice of resignation by Operator or action 
by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier 
date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor
porate name or structure of Operator or transfer of Operator's interest to any single subsidiary, parent or successor corporation shall not 
be the basis for removal of Operator. 

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

C. Employees: 

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

D. Drilling Contracts: 

All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the area. If it so 
desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing 
rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced, and 
such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in
dependent contractors who are doing work of a similar nature. 

ARTICLE V I . 

DRILLING AND DEVELOPMENT 

September 
be authorized to 

., 19 95 , Operator shall'commence the drilling of a well for 

A. Initial Well: 

On or before the 30 t h day of_ 
oil and gas at the following location: 

1980' FWL and 660" FSL of Section 13, T-19-S, R-25-E, 

Eddy County, New Mexico, 

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

a depth of 8200' or s u f f i c i e n t i n Operator's 
opi n i o n to t e s t the Cisco-Canyon formation 

unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling impraofi |al, is en
countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth. ^ s w f c t i 

Operator shall make reasonable tests of all formations encountered during drilling which give indication bf( containing'oil and 
gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or fdrrKatio?^fn which 
event Operator shall be required to test only the formation or formations to which this agreement may apply, a ^ ^ ^ g ^ j ^ ^ 

i i t tti t ins K . c M l f . l K i l W i l l I * F i ' l h ib i t ** 
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A R T I C L E VT 
continued 

1 If, in Operator's judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug and abandon the 
2 well as a dry hole, the provisions of Article VI.E.l. shall thereafter apply. 
3 
4 
5 

6 B. Subsequent Operations: 
7 

8 1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided 
9 for in Article VI.A., or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by aU 

10 the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the 
11 other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
12 tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice 
13 within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation, if a drill-
1̂  ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shall be 
15 limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such notice to reply within 
16 the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or 
17 response given by telephone shall be promptly confirmed in writing. 
18 
19 
20 
21 If all parties elect to participate in such a proposed operation, Operator shall, within ninety (90) days after expiration of the notice 
22 period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on toca-
23 tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
24 ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties, 
25 for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain 
26 permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
27 animation or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article XI, if the 
28 actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and 
29 if any party hereto stilt desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-
30 dance with the provisions hereof as if no prior proposal had been made. 
31 
32 
33 

34 2. Operations by Less than All Parties: If any party receiving such notice as provided in Article VI.B.l. or VII.D.l. (Option 
35 No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties 
36 giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration of 
37 the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is 
38 on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all 
39 work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is 
40 g Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
41 tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
42 senting Parties, when conducting operations on the Contract Area pursuant to this Article VI.B.2., shall comply with all terms and con-
43 ditions of this agreement. 
44 
45 
46 

47 If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable 
48 notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as 
49 to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty <ight (48) hours 
50 (exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a) limit par-
51 ticipation to such party's interest as shown on Exhibit "A" or (b)carry its proportionate part of Non-Consenting Parties' interests, and 
52 failure to advise the proposing party shall be deemed an election under (a), ln the event a drilling rig is on location, the time permitted for 
53 such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party, 
54 at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decision. 
55 
56 
57 
58 The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have 
59 elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such 
60 operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting! Parties. 
61 If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location1 at their 
62 sole cost, risk and expense. If any welt drilled, reworked, deepened or plugged back under the provisions of this Article resultji l̂ i a pro-
63 ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole co risk, 
64 M 

" • l\ 
66 „.—Jj', 
67 fifX—1 

68 
69 
70 

iW «| \U \ mrVilYMN * M I n ft-it.ii>itv4 

;-*ttvt tvfc*« « l k * « U with**j hy *** 

•Vf*-* ! Ai>»t •! rctdtbia |jAdb<wa 

-5-



A.A.P.L. FORM 610 - MOutiL FORM OPERATING AGREEMENT - iy82 

ARTICLE VI 
continued 

1 and «he well shall then be turned over to Operator and shall be operated by it at the expense and tor the account ot the Consenting Par-
2 ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back ot any such well by Consenting Parties 
3 in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties, 
4 and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting 
5 Party's interest in the well and share ot production therefrom until the proceeds ^J.jJj^'Jj.j^ s u c n f f " " ' 6 ' c a l c u ' a t e d a t tbe well, or 
6 market value thereof if such share is not sold, (after deducting production taxes.Excise tf xe?, roya?" overriding royalty and other in-
7 terests not excepted by Article III.D. payable out of or measured by the production from such well accruing with respect to such interest 

8 until it reverts) shall equal the total of the following: 

9 
10 
11 200% 
12 (a) 100% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment beyond the wellhead 
13 connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such 
14 Non-Consenting Party's share ot the cost ot operation ot the well commencing with first production and continuing until each such Non-
15 Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
16 Consenting Party's share ot such costs and equipment will be that interest which would have been chargeable to such Non-Consenting 
17 Party had it participated in the well from the beginning of the operations; and 
18 
19 
20 
21 (h) 500 % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing, 
22 after deducting any cash contributions received under Article Vlll.C, and 500 % of lhat portion of the cost ot newly acquired equip-
23 ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party it it had 
24 participated therein. 
25 
26 
27 
28 An election not to participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-
29 working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is 
30 conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment account. Any such 
31 reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well 
32 and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of 
33 the reworking or plugging back operation which would have been chargeable to such Non Consenting Party had it participated therein. If 
34 such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VLB. shall be ap-
35 plicable as between said Consenting Parties in said well. 
36 
37 
38 
39 During the period of time Consenting Parties are entitled to receive Non Consenting Party's shaje ^o^roduttion, or the 
40 proceeds therefrom. Consenting Parties shall be responsible for the payment of all production, severance,/excise, gathering*and other 
41 taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party's share of production not excepted by Ar-
42 tide III.D. 
43 
44 
45 
46 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use, free 
47 of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon 
48 abandonment of a well after such reworking, plugging hack or deeper drilling, the Consenting Parties shall account for all such equip-
49 ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage. 
50 

51 
52 
53 Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the 
54 Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the well, and an 
55 itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, at its 
56 option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill-
57 ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the 
58 operations for the Consenting Parties shall furnish the Non Consenting Parties with an itemized statement ot all costs and liabilities in-
59 cur red in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amount of proceeds 
60 realized from the sale of the well's working interest production during the preceding month. In determining the quantity ot fjjj and gas 
61 produced during any month. Consenting Parties shall use industry accepted methods such as, but not limited to, metering oir'periodic 
62 well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any sudt̂ >peration 
63 which would have been owned by a Non Consenting Party had it participated therein shall be credited against the total unret^rned costs 
64 ot the work done and of the equipment purchased in determining when the interest ot such Non-Consenting Party shall reverl ' 
65 alxwe provided; and if there is a credit balance, it shall he paid to such Non Consenting Party. I f . 

67 /. ' ' ' 
68 
69 
70 
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ARTICLE VI 
continued 

1 If and when the Consenting Parties recover from a Non Consenting Party's relinquished interest the amounts provided for above, 
2 the relinquished interests of such Non Consenting Party shall automatically revert to it, and, from and after such reversion, such Non-
3 Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production 
4 therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging 
5 back of said well. Thereafter, such Non Consenting Party shall be charged with and shall pay its proportionate part of the further costs of 
6 the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto. 
7 
8 
9 

10 Notwithstanding the provisions of this Article VI.B.2., it is agreed that without the mutual consent of all parties, no wells shall 
11 be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such 
12 well conforms to the then-existing well spacing pattern for such source of supply. 
13 
14 
15 
16 The provisions of this Article shall have no application whatsoever to the drilling ot the initial well described in Article VI.A. 
17 except (a) as to Article VII.D.l. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well 
18 after it has been drilled to the depth specified in Article VI.A. it it shall thereafter prove to be a dry hole or, if initially completed for pro-
19 duction, ceases to produce in paying quantities. 
20 
21 
22 
23 3- Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been 
24 completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party's notice proposing a 
25 reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-
26 ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever 
27 first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms ot the second gram-
28 matical paragraph of Article VI.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequently 
29 withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion 
30 each Consenting Party's interest as shown on Exhibit "A" bears to the total interest as shown on Exhibit "A" of all Consenting Par-
31 ties. 
32 
33 
34 
35 4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a "deepening" operation shall 
36 also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole 
37 location (herein called "sidetracking"), unless done to straighten the hole or to drill around junk in the hole or because of other 
38 mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the 
39 affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share (equal 
40 to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows: 
41 
42 
43 
44 (a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in 
45 the initial drilling of the well down to the depth at which the sidetracking operation is initiated. 
46 
47 
48 , 
49 (b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's 
50 salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the 
51 provisions of Exhibit " C " , less the estimated cost of salvaging and the estimated cost of plugging and abandoning. 
52 
53 
54 
55 In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period 
56 shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and 
57 receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for all stand-by time 
58 incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice, stand-
59 by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each electing par-
60 ty's interest as shown on Exhibit "A" bears to the total interest as shown on Exhibit "A" of all the electing parties. In afl other in-
61 stances the response period to a proposal for sidetracking shall be limited to thirty (30) days. '̂ 
62 
63 
64 

65 C. TAKING PRODUCTION IN KIND: 

66 have the right to " ^ . « ^ 
67 Each party shall'take in kind or separately dispose of its proportionate share of all oil and gas produced from. theTjmtract Area, 
68 exclusive of production which may be used in development and producing operations and in preparing and treatinĝ  bij aria gas for 
69 marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or sep\rj(e disqBsitton by any 
70 party of its proportionate share of the production shall be borne by such party. Any party taking its share of productionhVkJĝ 'jhall be 
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A R T I C L E VI 
continued 

1 required to pay for only its proportionate share of such part ot Operator's surface facilities which it uses. 
2 
3 Each party shall execute such division orders and contracts as may be nccessury for the sale of iu interest in produaion from 
4 the Contract Area, and, except as provided in Article Vll.B., shall be entitled to receive payment directly from the purchaser thereof for 
5 its share ot all production. 
6 

7 In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of 
8 the oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the party owning it, but not 
9 the obligation, to purchase such oil or sell it to others at any time and from time to time, for the account of the non taking party at the 

best price obtainable in the area tor such production. Any such purchase or sale by Operator shall be subject always to the right of the 
11 owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of all oil not previously 
12 delivered to a purchaser. Any purchase or sale by Operator of any other party's share of oil shall be only for such reasonable periods ot 
13 time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess 
14 of one (1) year. 
15 
16 In the event one or more parties' separate disposition of its share of the gas causes split-stream deliveries to separate pipelines and/or 
17 deliveries which on a day-to-day basis for any reason are not exactly equal to a party's respective proportionate share ot total gas sales to 
18 be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing 
19 agreement between the parties hereto, whether such an agreement is attached as Exhibit " E " , or is a separate agreement. 
20 
21 D. Access to Contract Area and Information: 
22 
23 Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations, 
24 and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator's books 
25 and records relating thereto. Operator, upon request, shall furnish each of the other parties with copies of all forms or reports filed with 
26 governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of 
27 each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost of 
28 gathering and furnishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator that re-
29 quests the information. 
30 
31 E . Abandonment of Wells: 
32 
33 1. Abandonment ot Dry Holes: Except for any well drilled or deepened pursuant to Article VI.B.2., any well which has been 
34 drilled or deepened under the terms ot this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned 
35 without the consent of all parties. Should Operator, after diligent effort, be unable to con taa any party, or should any party tail to reply 
36 within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug aad abandon 
37 such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in 
38 accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening 
39 such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further 
40 operations in search of oil and/or gas subject to the provisions of Article VLB. 
41 

42 2. Abandonment of Wells that have Produced: Except (or any well in which a Non-Consent operation has been conducted 
43 hereunder (or which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as a 
44 producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall 
45 be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense ot all the parties hereto. If, within 
46 thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such well, 
47 those wishing to continue its operation from the intervals) of the formationfs) then open to production shall tender to each of the other 
48 parties its proportionate share of the value of the well's salvable material and equipment, determined in accordance with the provisions of 
49 Exhibit " C " . less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shail assign 
50 the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use ot the equipment and 
51 material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to, but only as to, the in-
52 terval or intervals of the formation or formations then open to production. If the interest of the abandoning party is or includes an oil and 
53 gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the interval or in-
54 tervals of the formation or formations then open to production, for a term ot one (1) year and so long thereafter as oil and/or gas is pro-
55 duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
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ARTICLE VT 
continued 

1 " B " - T f " »»ignment$ or leases so limited shall encompass the "drilling unit" upon which the well is located. The payments by. and the 
2 assignments or leases to. the assignees shall be in a ratio based upon the relationship of their respective percentage of participation in the 

3 Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of 
4 interests in the remaining portion ot the Contract Area. 

5 
6 Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production from 
7 the well in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon re-
8 quest, Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
9 templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned 

10 well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to 
11 repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-
12 visions hereof. 
13 
14 3. Abandonment ot Non-Consent Operations: The provisions of Article VI.E.l. or VI.E.2. above shall be applicable as between 
1) Consenting Parties in the event of the proposed abandonment ot any well excepted from said Articles; provided, however, no well shall be 
16 permanently plugged and abandoned unless and until all parties having the right to conduct further operations therein have been notified 
17 of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article 
18 VIE. 
19 
20 ARTICLE VII. 

21 EXPENDITURES AND LIABILITY OF PARTIES 
22 
2 ' A. Liability of Parties: 
24 

2' The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and 
26 shall be liable only for its proportionate share ot the costs ot developing and operating the Contract Area. Accordingly, the liens granted 
27 among the parties in Article VII.B. are given to secure only the debts of each severally. It is not the intention of the parties to create, nor 
28 shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partners. 
29 
30 B. Liens and Payment Defaults: 
31 
32 Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share 
33 ot oil and/or gas when extracted and its interest in all equipment, to secure payment ot its share of expense, together with interest thereon 
34 at the rate provided in Exhibit " C " . To the extent that Operator has a security interest under the Uniform Commercial Code of the 
35 state. Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
36 taining ot judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien 
37 rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share 
38 ot expense. Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from 
39 the sale of such Non-Operator's share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each 
40 purchaser shall be entitled to rely upon Operator's written statement concerning the amount of any default. Operator grants a like lien 
41 and security interest to the Non-Operators to secure payment of Operator's proportionate share of expense. 
42 
43 It any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therefor by 
44 Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that 
45 the interest of each such party bears to the interest of all such parties. Each party so paying its share ot the unpaid amount shall, to obtain 
46 reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph. 
47 
48 C. Payments and Accounting: 
49 
50 Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development 
51 and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respective propor-
52 tionate shares upon the expense basis provided in Exhibit " C " . Operator shall keep an accurate record of the joint account hereunder, 
53 showing expenses incurred and charges and credits made and received. 
54 
55 Operator, at its election, shall have the right from time to time to demand and receive from the other parties payment in advance 
56 of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding 
57 month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together 
58 with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted 
59 on or before the 20th day ot the next preceding month. Each party shall pay to Operator its proportionate share of such estimfte within 
60 fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, tot amount 
61 due shall bear interest as provided in Exhibit " C " until paid. Proper adjustment shall be made monthly between advances and ftual ex-
62 pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more. f | 
63 
64 D. Limitation of Expenditures: 
65 
66 I. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well drjl.IMpJrjjj epened 
67 pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the drilling or deepening shall inclu^"X ' ~ ^ 
68 
69 
70 
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ARTICLE VII 
continued 

1 • Option No. 1: All necessary expenditures tor the drilling or deepening, testing, completing and equipping ot the well, including 

2 necessary tankage and/or surface facilities. 

3 
4 Q Option No. 2: AH necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its 
5 authorized depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shall give immediate notice 
6 to the Non-Operators who have the right to participate in the completion costs. The parties receiving such notice shall have forty-eight 
7 (48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting ot casing and the completion at-
8 tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in-
9 eluding necessary tankage and/or surface facilities. Failure ot any party receiving such notice to reply within the period above fixed shall 

10 constitute an election by that party not to participate in the cost ot the completion attempt. It one or more, but less than alt ot the parties, 
11 elect to set pipe and to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase "reworking, deepening or plugging 
12 back" as contained in Article VI.B.2. shall be deemed to include "completing") shall apply to the operations thereafter conducted by less 
13 than all parties. 
14 
15 2. Rework or Plug Back: Without the consent ot all parties, no well shall be reworked or plugged back except a well reworked or 
16 plugged back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the reworking or plugging back of a well shall 
17 include all necessary expenditures in conducting such operations and completing and equipping ot said well, including necessary tankage 

18 and/or surface facilities. 

19 
20 3. Other Operations: Without the consent of all parties. Operator shall not undertake any single project reasonably estimated 
21 to require an expenditure in excess of T w e n t y - f i v e Thousand Dollars (1 2 5 . 0 0 0 ) 
22 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been 
23 previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, (ire, flood or other sudden 
24 emergency, whether of the same or different nature. Operator may take such steps and incur such expenses as in its opinion are required 
25 to deal with the emergency to safeguard lite and property but Operator, as promptly as possible, shall report the emergency to the other 
26 parties. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operator so requesting 
27 an information copy thereof for any single project costing in excess of F i f t e e n Thousand 
28 Dollars (115 ,000 ) but less than the amount first set forth above in this paragraph. 
29 

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

31 
32 Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the 
33 party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties own and have con-
34 tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments (or and on 
35 behalf of all such parties. Any party may request, and shall be entitled to receive, proper evidence of all such payments. In the event of 
36 failure to make proper payment ot any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-
37 ment is required to continue the lease in force, any loss which results from such non payment shall be borne in accordance with the pro-

38 visions ot Article IV.B.2. 

39 
40 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production 
41 ot a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by 
42 circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify 
43 Non-Operator, the loss of any lease contributed hereto by Non-Operator (or failure to make timely payments of any shut-in well payment 
44 shall be borne jointly by the parties hereto under the provisions of Article IV.B.3. 
45 
46 F. Taxes: 

47 
48 Beginning with the first calendar year after the effective date hereof. Operator shall render for ad valorem taxation all property 
49 subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they 
50 become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not 
51 be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
52 Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over-
53 riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit ot the owner or 
54 owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-
55 tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party's working interest, then notwithstanding 
56 anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax 
57 value generated by each party's working interest. Operator shall bill the other panies for their proportionate shares of all tax payments in 
58 the manner provided in Exhibit "C". 

60 If Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time andflmanner 
61 prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to fi jal deter-
62 mination. During the pendency of administrative or judicial proceedings. Operator may elect to pay, under protest, all such tax< sand any 
63 interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for th ac-
64 count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid byltftem, as 
65 provided in Exhibit "C". f | [ 

67 Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed uporter.ivTth fejoect lo 
68 the production or handling of such party's share of oil and/or gas produced under the terms of this agreement. (7/ i 

69 kikii£ 
70 
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ARTICLE VII 
continued 

G. Insurance: 

At all timet whilt oparatloni ar* conducted hereunder, Operator shall comply with tha workmen', compensation law of 
the state where the operations are being conducted; provided, however, that Operator may be a self-Insurer for liability under said com
pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit " C " . Operator shall 
also carry or provide insurance tor the benefit of the joint account of the parties as outlined in Exhibit "D", attached to and made a part 
hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensation 
law of the state where the operations are being conducted and to maintain such other insurance as Operator may require. 

In the event automobile public liability insurance is specified in said Exhibit "D", or subsequently receives the approval of the 
parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's automotive equipment. 

ARTICLE VIII. 

ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 

A. Surrender of Leases: 

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

However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not 
agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest in 
such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production 
thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in
terest, the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering 
such oil and gas interest for a term of one (1) year and so long thereafter as oil and/or gas is produced from the land covered thereby, such 
lease to be on the form attached hereto as Exhibit "B". Upon such assignment or lease, the assigning party shall be relieved from all 
obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well 
attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro
duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the 
party assignor or lessor the reasonable salvage value of the tatter's interest in any wells and equipment attributable to the assigned or leas
ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit " C " , less the estimated cost of 
salvaging and the estimated cost ot plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest 
shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such parties. 

Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering 
party's interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage 
assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this 
agreement. 

Gwlemion ef Leacosi 

If any party secures a renewal ot ony oil and gas lease subject to this agreement, all other parties shall be notified promptly, and 
shall have the right for a period of thirty (30)days following receipt of such notice in which to elect to participate in the ownersbtp*o( the 
renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it their seyeriTproper pro
portionate shares ot the acquisition cost allocated to that part of such lease within the Contract Area, which shallbe^n proportion to the 
interests held at that time by the parties in the Contract Area. 

It some, but less than all, ot the parties elect to participate in the purchase of a rene$tafTease, it shall be owned by the parties 
who elect to participate therein, in a ratio based upon the relationship of their respectiv̂ percentage of participation in the Contract Area 
to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease. 
Any renewal lease in which less than all parties elect to participate shalLrrot be subject to this agreement. 

Each party who participates in the purchase ot a renej 
by the acquiring party. 

lease shall be given an assignment of its proportionate interest therein 

The provisions of this Article shajLapffly to renewal leases whether they are tor the entire interest covered by the expiring lease 
or cover only a portion ot its area op-an interest therein. Any renewal lease taken before the expiration of its predecessor lease, or taken or 
contracted for within six (61ntfnths after the expiration of the existing lease shall be subject to this provision; but any lease takA-or con
tracted for more thans«f'(6) months after the expiration ot an existing lease shall not be deemed a renewal lease and shall not bef&bject to 
the provisionsppfnis agreement. 

C. Acreage or Cash Contributions: 

While this agreement is in torce, if any party contracts (or a contribution of cash towards the drilling of i(cw?ll ofjany. other 
operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other oWra^oru^disnall be 
applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the par(y to wrjpTT. Ae con

ations tribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Parties'fjV.tfie 

1U'r til 'lu\ lOetitlvnttf, »:r.t iv pittakitl't 
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ARTICLE VIII 
continued 

said Drilling Parties shared the cost ot drilling the well. Such acreage shall become a separate Contract Area and, lo the extent possible, be 
governed by provisions identical to this agreement. Each party shall promptly notify all other parties of any acreage or cash contributions 
it may obtain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable to op
tional rights to earn acreage outside the Contract Area which are in support ot a well drilled inside the Contract Area. 

lf any party contracts for any consideration relating to disposition of such party's share of substances produced hereunder, such 
consideration shall not be deemed a contribution as contemplated in this Article Vlll.C. T h i s p a r a g r a p h s h a l l n o t be 
a p p l i c a b l e to the c o n t r i b u t i o n of "—*• 
I n i t i a l , Substitute,, or C " 
D. Maintenance of Uniform Interest 

duuxicauie uo me c u n n I U U L I U U u i acreage by the C o n t r i b u t i n g P a r t i e s toward the 
I n i t i a l , Substitute,, or Option Test Well. 

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by this agreement, no 
party shall sell, encumber, transfer or make other disposition ot its interest in the leases embraced within the Contract Area and in wells, 
equipment and production unless such disposition covers either: 

1. the entire interest of the party in all 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, transfer or other disposition made by any party shall be made expressly subject to this agreement 
and shall be made without prejudice to the right of the other parties. 

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

E. Waiver of Rights to Partition: 

If permitted by the laws ot the state or states in which the property covered hereby is located, each party hereto owning an 

undivided interest in the Contract Area waives any and all rights it may have to partition and have set aside to it in severalty its undivided 

interest therein. 

F:—Piefaieittial Right tu Puiehasct 

Should any party desire ta sell all or any part of its interests under this agreement, or its rights and interests in the Gontr. 
Area, it shall promptly give written notice to the other parties, with (ull information concerning its proposed sale^wJjidwsfatTlnclude the 
name and address of the prospective purchaser (who must be ready, willing and able to purchase)jjh£^un^laseprice, and all other terms 
ot the otter. The other parties shall then have an optional prior right, for a periodjiLtetr^tOfdays after receipt of the notice, to purchase 
on the same terms and conditions the interest which the otherpaj^froposesto sell; and, if this optional right is exercised, the purchas
ing parties shall share the purchased interestJnjb^-proportions that the interest of each bears to the total interest of all purchasing par
ties. However, there shall bejifl^H^ferfiifial right to purchase in those cases where any party wishes to mortgage its interests, or to 
dispose of ilsinbvMtsH!y~rnerger, reorganization, consolidation, or sale of all or substantially all of its assets to a subsidiary or parent com-
pjny*T5f~"t8g subsidiary of a parent company! or to any company in which any one parly owns a majority of tha stock. 

ARTICLE IX. 

INTERNAL REVENUE CODE ELECTION 

This agreement is not intended to create, and shall not be construed to create, a relationship of partnership or an association 
for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several 
and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal income tax 
purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to be excluded 
from the application ot all of the provisions of Subchapter " K " , Chapter 1, Subtitle " A " , of the Internal Revenue Code of 1954, as per
mitted and authorized by Section 761 ot the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex
ecute on behalf of each party hereby affected such evidence ot this election as may be required by the Secretary ot the Treasury ot the 
United Slates or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements, 
and the data required by Federal Regulations 1.761. Should there be any requirement that each parly hereby affected give further 
evidence ot this election, each such parly shall execute such documents and furnish such other evidence as may be required by the 
Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take a \y olher 
action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which thrfl Contract 
Area is located or any (uture income tax laws of the United States contain provisions similar to those in Subchapter " K " , Ghiirjter 1, 
Subtitle " A " , of the Internal Revenue Code ot 1954, under which an election similar to that provided by Section 761 of the CtMe is per
mitted, each party hereby affected shall make such election as may be permitted or required by such laws. In making the foreg<Jlr g elec
tion, each such party states that the income derived by such party from operations hereunder can be adequately determined Wilhi mt the 
computation of partnership taxable income. 

It-, nl 'r.i\ trir̂ MhiHa m i l if p>*l>iliila4 
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1 ARTICLE X. 

2 CLAIMS AND LAWSUITS 
3 
4 Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure 
5 does not exceed F i f t e e n Thousand Dollars 

6 ($. 15 ,000 ) and if the payment is in complete settlement of such claim or suit. If the amount required for settlement ex-
7 ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority Is 
8 delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be i t the joint ex-
9 pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any party or if any party is 

10 sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given 
11 Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim 

12 or suit involving operations hereunder. 

13 

14 ARTICLE XL 

15 FORCE MAJEURE 

16 
17 It any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other than 
18 the obligation to make money payments, that party shall give to all other parties prompt written notice of the force majeure with 
19 reasonably full particulars concerning it; thereupon, the obligations of the party giving the notice, so far as they are affected by the force 
20 majeure, shall be suspended during, but no longer than, the continuance of the force majeure. The affected party shall use all reasonable 

21 diligence to remove the force majeure situation as quickly as practicable. 

22 
23 The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes, 
24 lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shall be entirely 
25 within the discretion of the party concerned. 

26 
27 The term "force majeure", as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, act of 
28 the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, governmental delay, restraint 
29 or inaction, unavailability ot equipment, and any other cause, whether ot the kind specifically enumerated above or otherwise, which is 

30 not reasonably within the control of the party claiming suspension. 

31 
32 ARTICLE X I I . 
33 NOTICES 
34 
3; All notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise 
36 specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed to 
37 the parties to whom the notice is given at the addresses listed on Exhibit " A " . The originating notice given under any provision hereof 
33 shall be deemed given only when received by the party to whom such notice is directed, and the time for such party to give any notice in 
39 response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given 
40 when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party 

41 shall have the right to change its address at any time, and (rom time to time, by giving written notice thereof to all other parties. 

42 
43 ARTICLE X I I I . 

44 TERM OF AGREEMENT 

45 
46 This agreement shall remain in full force and effect as to the oil and gas leases and/or oil and gas interests subject hereto for the 
47 period of time selected below; provided, however, no party hereto shall ever be construed as having any right, title or interest in or to any 

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

49 
50 H—Option Nu. 1. Su lung as any uf the oil and gas leases subjeet to this agreement remain or are continued in force aa to any part 
51 of die CuuliaU Aiea, whether by production, extension,- renewal or otherwise. 

52 
53 0 Option No. 2: ln the event the well described in Article VI.A., or any subsequent well drilled under any provision of this 
54 agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or 
55 wells produce, or are capable of production, and for an additional period of 180 days from cessation of all production; provided, 
56 however, it, prior to the expiration ot such additional period, one or more ot the parties hereto are engaged in drilling, reworking, deepen-
57 "ig. plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in torce until such opera-
58 tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In the eyent the 
59 well described in Article VI.A., or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, dfcapable 
60 of producing oil and/or gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back ojfjrework-
61 ing operations are commenced within 120 days from the dale of abandonment of said well. 
62 
63 It is agreed, however, that the termination of this agreement shall not relieve any party hereto from any liability 
64 accrued or attached prior to the date of such termination. 
65 
66 
67 
68 

l i f t t l Mm *de:>UI,tH« au:i l l arAbta'a 4 
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ARTICLE XIV. 
COMPLIANCE WITH LAWS AND REGUI.ATIONS 

1 A. Laws, Regulations and Orders: 
2 
3 This agreement shall be subject to Ihe conservation laws of ihe state in which the Contract Area is located, to the valid rulei, 
4 regulations, and orders of any duly conslituled regulatory body of said stale; and lo all olher applicable federal, Hate, and local laws, 
5 ordinances, rules, regulations, and orders. 
6 
7 B. Governing Law: 
8 
9 This agreement and all mailers pertaining hereto, including, but not limited lo, matters of performance, non-performance, breach, 

10 remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of Ihe stale in which 
11 ihe Contract Area is located. If the Contract Area is in two or more states, the law of the state of 
12 shall govern. 
13 
14 C. Regulatory Agencies: 
IS 
16 Nothing herein contained shall grant, or be construed lo grant, Operator ihe right or authority to waive or release any rights, 
17 privileges, or obligations which Non-Operators may have under federal or stale laws or under rules, regulations or orders promulgated under 
18 such laws in reference lo oil, gas and mineral operations, Including Ihe localion, operation, or production of wells, or tracts offsetting or 
19 adjacent to Ihe Contract Area. 
20 
21 With respect to operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, injuries, claims 
22 and causes of action arising out of, Incident to or resulting directly or indirectly from Operator1* interpretation or application of rules, rulings, 
23 regulations or orders of the Department of Energy or predecessor or successor agencies lo Ihe extent such interpretation or application was 
24 made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-Operator's share 
25 of producilon lhat Operator may be required lo refund, rebale or pay as a result of such an incorrect interpretation or application, together 
26 with Interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application. 
27 
28 Non-Operators authorize Operator lo prepare and submit such documents as may be required to be submitted to the purchaser 
29 of any crude oil sold hereunder or to any other person or entity pursuant to Ihe requirements of the "Crude Oil Windfall Profit Tax Act 
30 of 1980", as same may be amended from time to time ("Act"), and any valid regulations or rules which may be issued by the Treasury 
31 Department from lime to time pursuant lo said Act. Each party hereto agrees lo furnish any and all certifications or other information which 
32 is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act. 
33 
34 
35 ARTICLE XV. 
36 OTHER PROVISIONS 
37 
38 Notwithstanding any provisions herein to the contrary, the parties hereto agree as follows: 
39 
40 
41 A. Notwithstanding any other provisions herein, if during the term of this agreement, a well is required lo be drilled, deepened, reworked, 
42 plugged back, sidetracked, or recompleted, or any other operation that may be required in order to (1) continue a lease or leases in force 
43 and effect, or (2) maintain a unitized area or any portion thereof in and io any oil and/or gas and other interest which may be owned by 
44 a third party or which, failing in such operation, may revert to a third party, or (3) comply with an order issued by a regulatory body having 
45 jurisdiction in the premises, failing in which certain rights would terminate, the following shall apply. The party desiring to drill, deepen, 
46 rework, plug back, sidetrack, recomplete, or to perform any other operation that may be required pursuant to this paragraph D, shall give 
47 Ihe other parties written notice of Ihe proposed operation specifying the work to be performed, Ihe location, proposed depth, objective 
48 formation, and Ihe estimated cost of the operation. The parties receiving such notice shall have fifteen (15) days after receipt of the notice 
49 within which to notify Ihe party wishing to do the work whether they elect lo participate in the proposed operation, and any party electing 
50 to participate must pay its share of the cost within the fifteen (IS) day period after receipt of the notice, failing in which the parties interest 
51 who elected to participate bul did not timely pay will be subject to the reassignment provision as set forth below. If a drilling rig is on 
52 location, notice of a proposal to rework, drill, deepen, plug back, sidetrack, recomplete, or any other operation pursuant to this paragraph 
53 D may be given by telephone and the response period shall be limited to forty-eight (48) hours inclusive of Saturdays, Sundays, and legal 
54 holidays. Failure of a party receiving such notice lo reply or pay its share of Ihe cost within the period above fined shall make such parties 
55 interest subject to the reassignment provision provided for below. Any notice or response given by telephone shall be promptly confirmed 
56 in writing. 
57 
58 
59 P. Operator shall comply where applicable with the following clauses contained in 41 CFR: 
60 
61 60-1.4(a) (Equal Employment Opportunity); 
62 1-12.803-10 (Certification of Non-Segregated Facilities); 
63 60-250 (Employment Opportunity for Veterans); 
64 60-741 (Employment Opportunity for Handicapped Individuals); 
65 1-1.710 (Subcontracting With Small Business Concerns); 
66 1-1.805 (Subcontracting With Labor Surplus Area Concerns); 
67 1.1.1310 (Subcontracting With Minority Business Enterprises); 
68 1.1.2302-2 (Environmental Protection). 
69 
70 These clauses are incorporated herein by reference if and to ihe extent applicable to this contract by law, executive order, or regulation. 
71 Operator represents thai he is in compliance with the reporting requirements of 41 CFR 60-1.7 and Ihe Affirmative Action Program 
72 requirements of 41 CFR 60-1.40 and 60-2. 
73 
74 
75 C Non-Operalors authorize Operator to receive, and direct all product purchasers to pay to Operator, all proceeds of production from or 
76 attributable lo Ihe Contract Area. As evidence of this authority all products purchasers may rely solely on a copy of this provision, 
77 authenticated by Operator, in lieu of the need for any additional consents or transfer orders from Ihe Non-Operators. While Operator is 
78 receiving all proceeds of production, Operator obligates itself to make payments of all Working and Royally Interests Revenues attributable 



1 D. Any party creating Ihe necessity for separate measurement facilities shall alone bear all cosls of such facilities. Any party using separate 
2 producilon measurement facilities shall keep accurate records of such production In accordance with applicable stale and federal regulations, 
3 and upon Operator's request, under Ihe tcrmi of this agreement or any agreement executed In conjunction with this agreement, true and 
4 complete copies of said records shall be furnished to Operator. Said production records supplied lo Ihe Operator shall be treated at 
5 confidential information and shall be used by Operator only to ihe extent necessary lo fulfill Its duties at Operator. 
6 
1 B. All costs and expenitt Incurred by Operator In securing attorneys, geologist), englnaart, txhlblli tnd raUttd dooumtntttlon, lor lh* 
I preparation and filing of material relative to the sale of oil and/or gat shall be borne by all panlei In accordance with their respective Intereat 
9 as set forth on Exhibit M A H attached hereto and made a part hereof. 

10 
II P. All costt and expenses Including fees and expenses of attorneys and consultants Incurred by Operator which may arise due lo olber 
12 operators In Ihe area applying for non-standard locations and/or olher regulatory hearings shall be borne by all parties in accordance wild 
13 ihcir respective interests at tcl forth In Exhibit "A" attached hereto and made a part hereof. 
14 
15 Q. The parties hereto agree to execute a Notice of Joint Operating Agreement Men in Ihe form of Exhibit "I™ lo thla agreement In order 
16 to permit perfection of the hereinabove described security interests by placing said NOTICE of record In the county In which the Contract 
17 Area is located and in accordance with the Uniform Commercial Code of the State In which the Contract Area it located. 
18 
19 (I. |f a party lo ihlt agreement elecit noi lo participate in a proposed operation or, If a non-eonsenilng party fails to timely pay lit than 
20 of the coil Involved in f uch operation, and Is determined to be • non-partlclptilng parly, ahall not hive icceii lo or ba entitled lo receive 
21 well Information with regard lo ope ral ions conducted on Ihe Contract Area. 
22 23 
24 
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ARTICLE XVI. 
MISCELLANEOUS 

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

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

IN WITNESS WHEREOF, this agreement shall be effective as of this 3rd day of March, 1995. 

OPERATOR 

ATTEST OR WITNESS NEARBURG PRODUCING COMPANY 

Tax ID 

ATTEST OR WITNESS 

ATTEST OR WITNESS 

NON-OPERATORS 

NEARBURG EXPLORATION COMPANY 

By; 
Robert G. Shelton 
Attorney- J.n-,Fact 
Date 
Tax ID UoTi 462-80-; 5563 

YATES PETROLEUM CORPORATION 

By: 
I t s : 
Date: 
Tax ID#: 

ATTEST OR WITNESS YATES DRILLING COMPANY 

By: 
I t s : 
Date: 
Tax ID/: 

ATTEST OR WITNESS ABO PETROLEUM CORPORATION 

By: 
I t s : 
Date: 
Tax ID#: 

ATTEST OR WITNESS MYCO INDUSTRIES, INC. 

By: 
I t s : 
Date: 
Tax lb~¥~: 



ACKNOWLEDGEMENTS 

THE STATE OF TEXAS 

COUNTY OF MIDLAND 

S 
s 
s 

The foregoing instrument was acknowledged before me on t h i s the 3rd day of March, 1995, 
by Joe E. Fitzgerald, Senior Landman of Nearburg Producing Company, a Texas corporation, on 
behalf of said corporation. 

SftlSN KAYE H. GASSIE 
NOTARY PUBLIC 

State of Texas 
Comm. Exp. 11-06-97 

Notary xc, State of Texas 

THE STATE OF TEXAS 

COUNTY OF MIDLAND 

S 
S 
s 

The foregoing instrument was acknowledged before me on t h i s the 3rd day of March, 1995, 
by Robert G. Shelton, Attorney-in-Fact of Nearburg Exploration Company, a sole 
proprietorship, on behalf of said sole proprietorshii 

KAYE H. GASSIE 
NOTARY PUBLIC 
State of Texas 
Comm. Exp. 11-06-97 

proprietorship. / < 

Notar l i b , State of Texas 

STATE OF NEW MEXICO 

COUNTY OF CHAVES 

S 
s 
s 

The foregoing instrument was acknowledged before me on the 
1995, by as 
CORPORATION, a 

day of , 
"of YATES PETROLEUM 

corporation, on behalf of said corporation. 

Notary Public, State of New Mexico 

STATE OF NEW MEXICO 

COUNTY OF CHAVES 

S 
s 
s 

1995, by 
a 

The foregoing instrument was acknowledged before me on the day of 
as Of YATES DRILLING COMPANY, 

corporation, on behalf of said corporation. 

Notary Public, State of New Mexico 

STATE OF NEW MEXICO 

COUNTY OF CHAVES 

S 
S 

s 
The foregoing instrument was acknowledged before me on the day of , 

1995, by as of ABO PETROLEUM CORPORATION, 
a corporation, on behalf of said corporation. 

Notary Public, State of New Mexico 



STATE OF NEW MEXICO S 
S 

COUNTY OF CHAVES S 
The foregoing instrument was acknowledged before me on the day of , 

1995, by as of MYCO INDUSTRIES, INC., a 
corporation, on behalf of said corporation. 

Notary Public, State of New Mexico 

OPR-2\FAIR13#2.SIG 
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EXHIBIT "A" 

Attached to and made a part of that certain Operating 
Agreement dated the 3rd day of March, 1995, by and 
between Nearburg Producing Company, as Operator, and 
Nearburg Exploration Company, et al as Non-Operators 

Identification of lands subject to agreement: 

Southwest Quarter (SW/4) of Section 13, T-19-S, R-25-E, Eddy County, 
New Mexico. 

I I . Restrictions as to depths or formations: 

This Operating Agreement i s limited to the interval between 
the surface of the earth and the base of the Cisco-Canyon 
formation. 

I I I . Percentage of parties to agreement; 

Nearburg Exploration Company 66.67% 
Yates Petroleum Corporation 23.34% 
Yates Drilling Company 3.33% 
Abo Petroleum Corporation 3.33% 
Myco Industries, Inc. 3.33% 

100.00% 

IV. A. Oil 6 Gas Leases subject to agreement; 

See Exhibit A-l attached hereto. 

V. Addresses of parties to the agreement 

Nearburg Exploration Company 
P. O. Box 823085 
Dallas, Texas 75382-3085 

Nearburg Producing Company 
P. O. Box 823085 
Dallas, Texas 75382-3085 

Yates Petroleum Corporation 
Yates Drilling Company 
Abo Petroleum Corporation 
Myco Industries, Inc. 
105 South Fourth Street 
Artesia, New Mexico 80210 

OPR-2\FAIR13/2.EXA 



EXHIBIT "A-l" 

ATTACHED TO AND MADE A PART OF EXHIBIT "A" TO THAT 
CERTAIN OPERATING AGREEMENT DATED THE 3RD DAY OF MARCH, 
1995, BY AND BETWEEN NEARBURG PRODUCING COMPANY, AS 
OPERATOR, ANDNEARBURG EXPLORATION COMPANY, ET AL, AS 
NON-OPERATORS 

Lessor: 
Lessee: 
Expiration Date: 
Description: 

Lessor: 
Lessee: 
Expiration Date: 
Description: 

Lessor: 
Lessee: 
Expiration Date: 
Description: 

Lessor: 
Lessee: 
Expiration Date: 
Description: 

Lessor: 
Lessee: 

Expiration Date: 
Description: 

Lessor: 
Lessee: 

Expiration Date: 
Description: 

Lessor: 
Lessee: 
Expiration Date: 
Description: 

Gideon M. Boyd and Ruth H. Boyd, Trustees 
Nearburg Exploration Company 
November 12, 1994 
SW/4 Section 13, T-19-S, R-25-E, 
Eddy County, New Mexico 

Warren Akin, I I I , et a l 
Nearburg Exploration Company 
November 12, 1994 
SW/4 Section 13, T-19-S, R-25-E, 
Eddy County, New Mexico 

Dorothy B. S i n c l a i r 
Nearburg Exploration Company 
November 12, 1995 
SW/4 Section 13, T-19-S, R-25-E, 
Eddy County, New Mexico 

Richard H. Coats, et a l 
Nearburg Exploration Company 
November 3, 1996 
SW/4 Section 13, T-19-S, R-25-E, 
Eddy County, New Mexico 

Louise Holmquist 
Yates Petroleum Corporation 
Yates D r i l l i n g Company 
Abo Petroleum Corp. 
Myco Industries, Inc. 
January 31, 1997 
SW/4 Section 13, T-19-S, R-25-E, 
Eddy County, New Mexico 

Charles Holmquist 
Yates Petroleum Corporation 
Yates D r i l l i n g Company 
Abo Petroleum Corp. 
Myco Industries, Inc. 
January 31, 1997 
SW/4 Section 13, T-19-S, R-25-E, 
Eddy County, New Mexico 

Walter Bert Holmquist et ux, Trustees 
Nearburg Exploration Company ~ 
February 7, 1998 
SW/4 Section 13, T-19-S, R-25-E, 
Eddy County, New Mexico 

OPR-2\FAIR13,2.A-l 



EXHIBIT "B" 

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING 
AGREEMENT DATED MARCH 3, 1995, BY AND BETWEEN NEARBURG 
PRODUCING COMPANY, AS OPERATOR, AND NEARBURG EXPLORATION 
COMPANY ET AL, AS NON-OPERATORS 

T E X A S * NEW M E X I C O 

PRODUCERS 88 REV. io 15-73 0 | L ( GAS AND MINERAL LEASE 

T H I S A G R E E M E N T mad* tod a U n d into thia day of , 19. t by between 

hereinafter called "Lessor'*, whether one or mort, end ^ ( hereinafter cailtd 

W I T N E S S E T H ; That, for u d in consideration of the sum ol 

Dollars ( S _ — . receipt of which b hereby acknowledged and of the royalties herein provided and tha agreements of Lease* herein contained 
Lessor does hereby grant, teas* and let exclusive W unto Leswe its successors and assigns, all of the land hereinafter described. together^n* a n y ^ 4 ^ o n a r y 
rights therein, lor th* purpose of exptorwr by geologKal. geophysical and of drilling, producing and operating wella or £ l n m tor t S 
recovery of oil. gas and other hydrocarbons, and .11 other minerals or substances, whether similar or dissimilar, that may b T produced from anvwell or mint-
on the leased premise*, including primary. secondary, tertiary, cycling, pressure maintenance method* of recovery and slf other methods whether now known 
or unknown, with all incidental right* thereto, and to establish and utilize facilities (or surface and subsurface disposal of salt water and to construct mauiLyn^nd 
remove roadways, tanks, pipelines, electric power and telephone lines, power stations, machinery and structures thereon, to produce, store transport * treat ind 
move all substance* described above, and tbe products therefrom, together with the right of ingress and egress to and from said land. The land hereby leased!* sit
uated in th* County of Stat* of ind is described as follows: 

This less* coven all of ths land described above, including sny interests therein that any signatory hereto has the right or power to less*, sod in addition It 
covers, and there ia hereby granted, leased and let. upon toe same terms and conditions as herein set forth, all lands now or hereaitsr owned or claimed by Lessor, 
adjacent, contiguous, or a part ol the tract or nacts described above, whether such additional lands be owned or claimed by deed, limitation, or otherwise or ar* 
fenced or^fenced. sod whether euch lands are inside or outside of the metes and bounds description set forth above, or are in the named survey, or other survey or 
survey*. Tbe bonus money paid for this lees* is in gross, and not by th* acre, and shall be effective to cover all euch land irrespective of tbe number of acres con
tained therein, but the land included within thia lease is estimated to compriae acres, whether actually more or less, and such land is hereinafter 
referred to as the leased premises'' 

T O H A V E A N D T O H O L D the leased premises for a term of years from the date hereof, hereinaiter called "primary term" and as long 
thereafter as oil, gas or other hydrocarbons, or other minerals or leased substances, or either or any of them, are produced from the leased premises or from lands 
with which ths lessed premises are pooled or unitized. _ • . - . 

In consideration of the premises, it is hereby agreed as follows: j / l o t h 
/ . Royalty On Oil. ttswie shall deliver to Lessor, st the well or to the credit of Ivessor in the pipeline to which the well may be connected. ffeHh of all oil and o / 1 £ 

other liquid hydrocarbons produced and saved from the teased premises, or Lessee, at its option, may buy or sell suchXJtttLrovaftv and pay Lessor the market price J / l O 
for oil or liquid hydrocarbons of liks grade snd gravity prevailing io the field on the day such oil is run into pipelines or into storage tanks. Lessor's royalty inter-
est bi either esse shall bear ita proportion of sny expenses for transporting and treating oil to make it marketable as crude. 

1 / 1 6 *• R ° y * * t y On Ccs. Lessee shell pay to Lessor as royalty on gas. including casinghead gas or other gaseous substances produced from ssid land and sold on or 
~ " x " _ o J l i h * i j?cemiacs_>f?Blb of th* net proceeds at the well received from the sale thereof, provided that on gss used oft the premises or by Lessee in the manufacture of n / 1 £ 

gasoline or other products therefrom, the royalty shall be the market value at the well of fy&USof the gas so used: as to all ras sold bv l.essee under a written con• J / i O 
tract, th* price received by Lessee for such gss shall be conclusively presumed to be the net proceeds at the well or the market value at the well for the gas so sold 

3. Royalty On Olher Substance: I sssrs shall pay to Lessor, ss royalty on anv,substances covered by this lease other than oil snd gss and the products thereof 
which Leaeeejnay elect lo produce, save and market from th* leased premises. f P " * 0 * * 0 3 received by Lessee from the ssle thereof after deducting the 

4. 'Shut ' 7n Gas Royalty. If st any; time, or from time to time, either before or after the expiration of the primary term of thia lease, there Is any gas well 00 
the leased premise* or on lands with which the leased premises srs pooled or unitized and which ia capable ot producing in paying quantities, but which is shut in 
before or after production therefrom, such well shall ne considered under all provisions of this lease aa a well producing gas In paying quantities and this lease 
shall remain in force in like manner as though gss therefrom waa actually being sold or used. In such event. Leasee oovenanta and agree* to pay Leaaor, as royalty* 

the sum of Dollars (9 ) per annum for the period commenc
ing on the date euch well b actually shut in, unless this lease ia being maintained in force and effect by some other provision hereof, in which event, such period 
ahall commence 00 the dete this lease cesses to be maintained in full force and effect by some other provision hereof. Payment or tender shall be made to Leaaor. or 
deposited to the credit of Lessor^ in tbe depository bank named in this lease. The first payment shall be due and payable on or before ninety (90) days after the dale 

maintained in force by some other provision hereof. Unless gaa from such well la pro-

gaseous substance, and wella classified ss fas wells by any governmental authority having jurisdiction. 
6. Delay Rental. If operations for drilling or mining on tbe leased premises, or on lands with which the leased premise* ar* pooled or unitized, are not com-

mapped on or before one (1) year from th* date of thia lease, as sat forth above, thia lease shall terminate as to both partiaa unless 00 or before one <l) year from 

th* dale of thia lease, Lrans shall pay or tender to the Lessor a rental of . 

Dollars (S >, which shall cover the privilege of deferring commencement of such drilling or mining operation for a period of twelve (12) months 
from tbe aspiration of said one (1) year period. In like manner and upon like payments or tenders annually, the commencement of such operations may be deferred for 
sin l imin e periods of the aame number of months, during the primary term. Payments or tenders may be made to the Leaaor or to the Leaaoi'e credit in the 

which bank or any successor 
thereof ahall continue to be the agent for the Lessor and the Lessor's successors and assigns. If such bank or any successor thereof ahall fail, liquidate, or be succeed
ed by another bank, or for any reason fail or refuse to accept rental, the rental paying date for any year ahall be extended until tbe expiration of thirty (30) daya after 
Leaaor shall have delivered to 1 mans e recordable instrument making provision for another method of payment or tender and any depository charge ahall be tbe lia
bility of tbe Lessor. The payment or tender of rental may be made by check or draft of Lessee, mailed or delivered to said bank or Lessor, or to any Lessor if more 
than one. on or before the rental paying date. Mailing of rental on or befon* the rental paying date ahall be deemed a timely tender thereof and ahall preclude the 
termination cf thia lease. 

6. Drilling Operations. If T msm should drill and abandon aa a d y bole a well on the leased premises, or if after the discovery of oil. gaa or other minerala, 
the production thereof ahould cease from any cause, and. in either event, titer* are no other producing wells on the leased premises or on lands with which they are 
pooled or unitized, or drilling or reworking operations are not being conducted thereon, this lease shall not terminate if Lessee commence* reworking or additional 
drilling operations on the leased premises within sixty (60) dsys thereafter or, if it be within tha primary term. Lessee commences or resumes the payment or tender 
of centals or cotnmences operations for drilling or reworking on or before the rental paying date next ensuing after the expiration of ninety (90) days from the date 
of such abandonment or cessation of production. If such abandonment or cessation of production occurs at any time during the last fifteen (16) moo the of the primary 
term, no rental payment or drilling operations are necessary to keep ths lease in force during the remainder of the primary term. If, at the expiration of the primary 
term, oil, gaa or other minerals are not being produced from the leased premises or from lands with which the leased premises are pooled or unitized, but Laaaaa ia 
then engaged in operations for drilling or reworking of any well, thia lease shsll remain in force so long as euch drilling or reworking operations are prosecuted, or 
reworking operations 00 sny well or additional drilling operations are conducted on the leased premises, or on landa pooled or unitized therewith, with no cessation of 
more than sixty (60) consecutive dsys, snd if any such operations result in production then as long thereafter as such production continues. 

7. Pooling. j rimes is hereby granted the right, at any time and from time to time, whether before or after production, to pool thia lease for tbe production of 
oil. gas or condensate, or any or either of them, as to the land covered hereby, or any zone or portion thereof, or as to any mineral or royalty interest therein, 
with any other lease covering the above described land, or lands adjacent, contiguous, adjoining, or in the immediate vicinity thereof, or as to any son* or portion of 
said lease or sny mineral or royalty interest therein. Such pooling ahall be into a unit or units not exceeding forty (40) acres phis sn acreage tolerance of ten perceot 
<10%) thereof for oil, and units not exceeding aix hundred forty (640) acres each plus an acreage tolerance of ten percent 110%) thereof for ga*. provided that, ahould 

governmental authority having jurisdiction prescribe or permit the creation of sny drilling, spacing or proration units larger than those specified above, such units may 
a created or enlarged to conform io aix* to th* drilling or spacing units so prescribed or permitted or to the proration units ss may be authorised for obtaining the 

maximum allowable production from one well. Lessee may pool the acreage or interests above described, or any port ion thereof, aa above provided, aa lo oil, 
or gas in any one or more zones, snd units so formed need not cooform in aix* or area with the unit or units into which the lease le pooled, or combined aa to any 
other zone, and oil units need not conform as to area with gas units. Such pooling shall be effected by the tiling by Lease* of a written designation, in ths county, or 
counties, in which the premises ar* located, identifying and describing the pooled unit. The production of oil, gaa or condensate from any zone or portion of the land ao 
pooled and the development and operation on euch land, including the commencement, drilling, completion and operation of a weU thereon, or tbe et^'en"* thereon of a 
shut-in gas well, ahall be considered and construed snd shall have the aame effect, except for the payment of royalty, aa production, development and operation, or the 
existence of a shut-in gaa well on the leased premises, regardless of the location of the well on the unit. Production from any unit well producing oil, gss or conden
sate ahall be allocated to the leased premises tn tbe proportion thet the acreage of tbe leased premise* included within the units beers to the total acreage in the unit, and 
the royalty provided for be re in shall b* calculated on the portion of the production to allocated. Tbe royalty ao payable on allocated production ahall be tn lieu of any 
other royalty that would accrue to Lessor from the production of oil. gas or condensate from any zone or portion of the leased pr em lane included within tbe unit. Shut-
in gaa royalty, with respect to unit shut-in gss we lis, shall be payable in accordance with the provisions and in the amount aal forth in thia leass. In the event any 
mut well ahall fail to produce oil, gaa or condensate in paying quantities, or in the event the production from any such well shall cease, Lease* may terminate the unit 
by filing for record, in th* county, or counties where the land is altuated, a written declaration of such termination. 

S. Use Of Oil. Got And Water For Operation*. Leans a shsll ha"e the tree use of oil. gas and water from the leased premise*, except water from Leaser** 
welts and tanks, for all operations hereunder, and tbe royalty on oil and gas ahall be computed after deducting the amount ao used. 

9. Removal Of Equipment. fusiiii ahall have the right, at any time during or after the expiration of this lesse, to remove all property and fixture* placed 
on the leased premise* by Lasses, including tbe right to withdraw snd remove all casing. 

10. Assignment Or Change Of Ownership. The rights of either party hereunder may be assigned in whole or In part and th* previa lone hereof shall ex
tend to the heirs, executors, administrators, successors, and assigns, but no changs or division in ownership of the land, rentals or royal bee. however accompuehed, 
ahall operate to enlarge the obligations or diminish tbe rights of Lessee. No change or division in the ownership of tbe land, rentals or royal nee, however acoompliab-
ed. shall be binding upon l aaaaa for any purpose and shell not impair the effectiveness of any payment theretofore made by f r u n (irreapectiv* of whether Leasee ha* 
either actual or constructive knowledge thereof) until sixty (60) daya alter euch person acquiring any interest haa furnished Leasee with tbe instrument or imtrnmanta. 
or certified copies thereof, constituting hia chain of title from the original I^assor. In the event of an assignment of thia less* aa to a segregated portion of the Una 
covered by thi* lease, the rentals payable hereunder shall be apportioned aa between the several leasehold owners, ratably, according to the surface area of each, and a 
default la rental payment by one Lessee shall not affect the right* of othar leasehold owners hereunder who make due payments of rentals. An a alignment of this lease. 
In whole or in part, ahall. to tbe extent ot eucb assignment, relieve and discbarge Lessee ot sll obligations hereunder. 

i f . Force Majeure. T WSIM shsll not be liable for any delays in its performance of any covenant or condition hereunder, a• prase or implied, or for total or 
partial nonperformance thereof, due to force majeure. The term force majeure", as used herein, ahall mean any draimetanc* or any condition beyond the control 
of Lessee, including but not Um:'-od to acta of God and actions of the elements; acta ot tha public enemy; atrikaa; lockouts; accidents: laws, acts, rules, regulations 
snd orders of (ederal, stats or .-. -udpal governments, or officers or agents thereof; failure of transportation; or the exhaustion, unavailability, or delays ba delivery, 
of any product, labor, service *terial. If Lessee is required to cease drilling or reworking or producing operation* on the leased prsmisss by form nujeure, than 
until such time aa euch term *ure la terminated and for a period of ninety (90) daya after such termination, each and every provision of thle leas* that might 
operate to terminal* it shall t- -upended and thia leas* shall continue In full force and affect during such suspension period. Lf any period of suepeosiou occurs 
during the primary term, the ; thereof ihetl be added to such term. 
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EXHIBIT " c » 

Attached to and made a part of that certain Operating Agreement dated March 3, 1995, by and 
between Nearburg Producing Company, as Operator, and Nearburg Exploration Company 
et a l , as Non-Operator 

ACCOUNTING PROCEDURE 
JOINT OPERATIONS 

I . GENERAL PROVISIONS 

1. Definitions 

"Joint Property" shall mean the real and personal property subject to the agreement to which this Accounting Procedure 
is attached. 
"Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and mainte
nance of the Joint Property. 
"Joint Account" shall mean the account showing the charges paid and credits received in the conduct of the Joint Opera
tions and which are to be shared by the Parties. 
"Operator" shall mean the party designated to conduct the Joint Operations. 
"Non-Operators" shall mean the Parties to this agreement other than the Operator. 
"Parties" shall mean Operator and Non-Operators. 
"First Level Supervisors" shall mean those employees whose primary function in Joint Operations is the direct supervision 
of other employees and/or contract labor directly employed on the Joint Property in a field operating capacity. 
"Technical Employees" shall mean those employees having special and specific engineering, geological or other profes
sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and problems 
for the benefit of the Joint Property. 
"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 
"Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 
"Controllable Material" shall mean Material which at the time is so classified in the Material Classification Manual as 
most recently recommended by the Council of Petroleum Accountants Societies. 

2. Statement and Billings 

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the Joint Ac
count for the preceding month. Such bills will be accompanied by statements which identify the authority for expenditure, 
lease or facility, and all charges and credits summarized by appropriate classifications of investment and expense except 
that items of Controllable Material and unusual charges and credits shall be separately identified and fully described in 
detail. 

3. Advances and Payments by Non-Operators 

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

B. Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not made 
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at Tftvas Crtirnnftrre 
Rank nf Dal l ag, Tfiyas on the first day of the month in which delinquency occurs plus=13nor the maximum 2 i 
contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, whichever 
is the lesser, plus attorney's fees, court costs, and other costs in connection with the collection of unpaid amounts. 

4. Adjustments 

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

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

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

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

Approval By Non-Operators 

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of this 
Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no contrary provisions 
in regard thereto, Operator shall notify all Non-Operators of the Operator's proposal, and the agreement or approval of 
a majority in interest of the Non-Operators shall be controlling on all Non-Operators. 

I I . DIRECT CHARGES 

Operator shall charge the Joint Account with the following items: 

1. Ecological and Environmental 

Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy environ
mental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archaeological 
nature and pollution control procedures as required by applicable laws and regulations. 

2. Rentals and Royalties 

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

3. Labor 

A. (1) Salaries and wages of Operator's field employees directly employed on the Joint Property in the conduct of Joint 
Operations. 

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

(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are excluded 
from the overhead rates. 

(4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly employed 
in the operation of the Joint Property if such charges are excluded from the overhead rates, w n ich s h a l l 
i n c l u 2 e „ t & 9 § a i a r } e s u a n 3 wages o f p r o f e s s i o n a l employees a s s o c i a t e d . w i t h the sa le 

B. Oper°alor¥c1)sfor¥o?iaa^ avSalaVfcPckffii a l a X a l M y W i t a k f M employees 
whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section I I . Such costs under 
this Paragraph 3B may be charged on a "when and as paid basis" or by "percentage assessment" on the amount of 
salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section I I . If percentage assessment 
is used, the rate shall be based on the Operator's cost experience. 

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable 
to Operator's costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section I I . 

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

4. Employee Benefits 

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

5. Material 

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

6. Transportation 

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

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

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

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

7. Services 

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

8. Equipment and Facilities Furnished By Operator 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate 
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense, 
insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to exceed * 
(see below) |nnnnl (-=====3fo per annum. Such rates shall not exceed average commercial rates currently pre
vailing in the immediate area of the Joint Property. 

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

9. Damages and Losses to Joint Property 

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or losses 
incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's gross negligence or 
willful misconduct Operator shall furnish Non-Operator written notice of damages or losses incurred as soon as practicable 
after a report thereof has been received by Operator. 

10. Legal Expense 

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and 
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to protect 
or recover the Joint Property, except that no charge for services of Operator's legal staff or fees or expense of outside attor
neys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be covered by the 
overhead provisions of Section I I I unless otherwise agreed to by the Parties, except as provided in Section I , Paragraph 
3. 

11. Taxes 

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

12. Insurance 

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

13. Abandonment and Reclamation 

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

14. Communications 

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

15. Other Expenditures 

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

*prime rate of interest i n effect at Texas Commerce Bank of Dallas, Texas, on the f i r s t 
day of the month i n which usage occurs plus two percent (2%). 
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I I I . OVERHEAD 

Overhead - Drilling- and Producing Operations 

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

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

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

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

iii. The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services 
and contract services of technical personnel either temporarily or permanently assigned to and directly employed in 
the operation of the Joint Property, including the costs and expenses of profess ional employees 
associated with and employed for tne sa le of gas and/or casinghead gas from any we l l 
( ) shall be covered by the overhead rates, or located on the Contract Area. 

( x) shall not be covered by the overhead rates. 

A. Overhead - Fixed Rate Basis 

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

Drilling Well Rate $ 5640 

(Prorated for less than a full month) 

Producing Well Rate $ 54°. 

(2) Application of Overhead - Fixed Rate Basis shall be as follows: 

(a) Drilling Well Rate 
(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date the drill

ing rig, completion rig, or other units used in completion of the well is released, whichever is later, except 
that no charge shall be made during suspension of drilling or completion operations for fifteen (15) or 
more consecutive calendar days. 

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

(b) Producing Well Rates 

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

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

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

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

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

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

B. Overhead - Percentage Basis 

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

Percent ( %) of the cost of development of the Joint Property exclusive of costs provided 

under Paragraph 10 of Section I I and all salvage credits. 

(b) Operating 

Percent ( %) of the cost of operating the Joint Property exclusive of costs provided under 
Paragraphs 2 and 10 of Section I I , all salvage credits, the value of injected substances purchased for secondary 
recovery and all taxes and assessments which are levied, assessed and paid upon the mineral interest in and 
to the Joint Property. 

(2) Application of Overhead - Percentage Basis shall be as follows: 

For the purpose of determining charges on a percentage basis under Paragraph IB of this Section I I I , development 
shall include all costs in connection with drilling, redrilling, deepening, or any remedial operations on any or all 
wells involving the use of drilling rig and crew capable of drilling to the producing interval on the Joint Prop
erty; also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning 
when the well is not completed as a producer, and original cost of construction or installation of fixed assets, the 
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction as 
defined in Paragraph 2 of this Section I I I . All other costs shall be considered as operating. 

2. Overhead - Major Construction 

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

A. 7 ' 5 % of first $100,000 or total cost if less, plus 

B. 5.0 % nf costs in excess of $100,000 but less than $1,000,000, plus 

C. 2.5 % of costs in excess of $1,000,000. 

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

3. Catastrophe Overhead 

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

A. 7.5 % of total costs through $100,000; plus 

B. 5.0 % of total costs in excess of $100,000 but less than $1,000,000; plus 

C. 2 , 5 % of total costs in excess of $1,000,000. 

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead provi
sions of this Section I I I shall apply. 

4. Amendment of Rates 

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

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

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

1. Purchases 

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

2. Transfers and Dispositions 

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

-5-



A. New Material (Condition A) 

(1) Tubular Goods Other than Line Pipe 

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

(b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus trans
portation cost from that mill to the railway receiving point nearest the Joint Property as provided above in 
Paragraph 2.A.(lXa). For transportation cost from points other than Eastern mills, the 30,000 pound Oil Field 
Haulers Association interstate truck rate shall be used. 

(c) Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.o.b. Houston, 
Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate, to 
the railway receiving point nearest the Joint Property. 

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

(2) Line Pipe 

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

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

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

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

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable supply 
store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the railway 
receiving point nearest the Joint Property. 

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

B. Good Used Material (Condition B) 

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

(1) Material moved to the Joint Property 

At iw¥§fuffifiitfpuioonH^^S/^f current new price, as determined by Paragraph A. 

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

(a) At SBV&rtŷ vS ptmuilfJ^frj of* current new price, as determined by Paragraph A, if Material was originally 
charged to the Joint Account as new Material or 

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

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

' At sw§»^fr^pM^«rt=(^i^^f current new price as determined by Paragraph A. 

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

Other Used Material 

(1) Condition C 

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

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

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

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

(3) Condition E 

Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under procedures nor
mally utilized by Operator without prior approval of Non-Operators. 

D. Obsolete Material 

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

E. Pricing Conditions 

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

(2) Material involving erection costs shall be charged at applicable percentage of the current knocked-down price of 
new Material. 

3. Premium Prices 

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other 
unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required 
Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use, and in moving 
it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing 
Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and notifying Operator within 
ten days after receiving notice from Operator, to furnish in kind all or part of his share of such Material suitable for use 
and acceptable to Operator. 

4. Warranty of Material Furnished By Operator 

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

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice and Representation 

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

2. Reconciliation and Adjustment of Inventories 

Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made/within six 
months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for 
overages and shortages, but, Operator shall be held accountable only for shortages due to lack of reasonable diligence. 

3. Special Inventories 

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

4. Expense of Conducting Inventories 

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

B. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except in
ventories required due to change of Operator shall be charged to the Joint Account. 

*at the expense of the party(s) causing such inventory to occur 
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EXHIBIT "D" 

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING 
AGREEMENT DATED THE 3RD DAY OF MARCH, 1995, BY AND 
BETWEEN NEARBURG PRODUCING COMPANY, AS OPERATOR, AND 
NEARBURG EXPLORATION COMPANY, ET AL, AS NON-OPERATORS 

INSURANCE 

Operator shall carry insurance for the benefit of the joint account covering 
Operator's operations upon the Unit Area subject to the Operating Agreement to 
which this Exhibit "D" i s attached as follows: 

(a) Workmen's compensation insurance in accordance with the requirements of the 
laws of the State or States where work i s conducted and employers l i a b i l i t y 
insurance of Five Hundred Thousand Dollars ($500,000.00) bodily injury by 
accident and Five Hundred Thousand Dollars ($500,000.00) bodily injury by disease 
per employee, with a policy limit of Five Hundred Thousand Dollars ($500,000.00) 
for bodily injury by disease. 

(b) Public l i a b i l i t y insurance with limits of One Million Dollars ($1,000,000) 
as to any one person, and One Million Dollars ($1,000,000) as to any one 
occurrence. 

(c) Automobile public l i a b i l i t y insurance with a combined single limit of up to 
One Million Dollars ($1,000,000) per accident. 

(d) Umbrella catastrophe l i a b i l i t y of Ten Million Dollars ($10,000,000) each 
occurrence and Ten Million Dollars ($10,000,000) aggregate. 

Each policy of insurance issued pursuant to the provisions of (a), (b), (c) or 
(d) of this section shall provide by endorsement or otherwise that the provisions 
of the policy are extended to cover the interest of the Non-operator for whom the 
assured i s acting as Operator, agent, or contractor under contract, but only with 
respect to operations conducted by named assured, and shall charge the premiums 
for a l l such insurance to the joint account. 

Operator carries Control of Well Insurance covering his proportionate share of 
expenses involved in controlling a blowout, the expense of redrilling and certain 
other related costs. Coverage under this insurance i s available to non-operating 
working interest owners. Such insurance i s optional, however, and i f not 
rejected by the non-operating working interest owners prior to spud date, they 
w i l l be billed accordingly. Any working interest owner rejecting above coverage 
shall be responsible for his proportionate share of such loss, anything in this 
agreement to the contrary notwithstanding. 

Operator shall furnish, upon request, to Non-Operators a certificate covering 
each policy of insurance issued pursuant to this section. 



EXHIBIT "E" 

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING 
AGREEMENT DATED THE 3RD DAY OF MARCH, 1995 BY AND 
BETWEEN NEARBURG PRODUCING COMPANY, AS OPERATOR, AND 
NEARBURG EXPLORATION COMPANY, ET AL, AS NON-OPERATORS 

GAS BALANCING AGREEMENT 

During the period or periods when any party hereto has no market for, or such 
party'8 purchaser i s unable to take, or i f any party f a i l s to take i t s share of 
gas, the other parties shall be entitled to produce, take and deliver each month 
one hundred percent of the allowable gas production assigned to the unit area by 
the appropriate governmental entity having jurisdiction, and each of such parties 
shall be entitled to take i t s pro-rata share of such production. A l l parties 
hereto shall share in and own the condensate recovered at the Burface in 
accordance with their respective interests, but each party taking such gas shall 
own a l l of the gaa delivered to i t s purchaser. 

Each party unable to market i t s f u l l share of the gas produced shall be credited 
with underproduction equal to i t s share of the gas produced, less i t s share of 
gas taken or sold, used in lease operations, vented or lost. Operator shall 
maintain a current account of the gas balance between the parties and shall 
furnish a l l parties hereto annual statements showing the total quantity of gas 
produced, taken or sold, used in lease operations, vented or lost, and the total 
quantity of condensate recovered. After seventy two (72) hours prior notice to 
Operator, any party may begin taking or delivering i t s share of the gas produced. 

In addition to i t s share, each underproduced party, until i t has recovered i t s 
underproduction and balanced i t s gas account, shall be entitled to take or 
deliver a volume of gas equal to twenty-five percent (25%) of each overproduced 
party's share of gas produced. I f more than one party i s entitled to take 
additional gas, they shall divide such additional gas in proportion to their unit 
part icipat ion. 

I t i s recognized that the purpose of this Provision i s to permit any party not 
marketing or taking i t s share of current gas production to defer i t s production 
from the reservoir and permit the other party or parties to pass clear t i t l e to 
a l l gas which i s marketed or taken on a current basis. Therefore, in the event 
production of gas permanently ceases prior to the time that the accounts of the 
parties have been balanced, the complete balancing shall be made based upon the 
price actually received by each overproduced party for gas produced and sold in 
excess of i t s share, such gas being the last volumes produced from such well or 
wells. 

Each party producing and taking gas shall pay any and a l l production taxes due 
on such gas. At a l l times while gas i s produced from the contract area, each 
party hereto, while producing, taking or delivering any gas to a purchaser, shall 
pay or cause to be paid, a l l royalties due on the gas produced, taken or 
delivered to a purchaser. Such royalty payments shall be paid to a l l royalty 
owners in the well spaced unit of the well being produced and shall be for each 
royalty owner's proportionate share of the royalty due on the production. 

I f , after one (1) year from the date of f i r s t sales and on a quarterly basis 
thereafter, an out-of-balance condition exists because of any party's inability 
or failure to take or deliver i t s share of production, then at the election of 
either the over-balanced party or the under-balanced party, either may require 
a cash balancing. The price basis for a cash-balancing pursuant to terms of this 
paragraph shall be the lower of either the over-balanced party's or parties' 
average price received during the period for which the cash balancing covers or 
the under-balanced party's or parties' average gas purchase contract price for 
such period. In the event an under-balanced party does not have a gas purchase 
contract, the price basis shall be the average price received by the 
over-balanced party or parties. This option may be exercised quarterly by either 
party during the thirty day period immediately following the quarterly 
anniversary of the date of f i r s t sales of gas by the f i r s t party selling any gas 
from the well. 



EXHIBIT "F" 

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING AGREEMENT 
DATED THE 3RD DAY OF MARCH, 1995, BETWEEN NEARBURG PRODUCING 
COMPANY, AS OPERATOR, AND NEARBURG EXPLORATION COMPANY, ET AL, AS 
NON-OPERATORS 

NOTICE OF JOINT OPERATING AGREEMENT, LIEN, 
SECURITY INTERESTS AND FINANCING STATEMENT 

STATE OF NEW MEXICO § 

s 
COUNTY OF EDDY S 

WHEREAS, A Joint Operating Agreement dated March 3, 1995, has been entered into between 
Nearburg Producing Company, as Operator,and the undersigned parties, aB Non-Operators, with 
respect to the exploration, development and operation of their Working Interest and Mineral 
Interest, insofar as said interests pertain to the following described land (hereinafter 
called "Contract Area") in Eddy County, New Mexico, to wit: 

The Southwest Quarter of 13, Township-19-South, Range-25-East, 
Eddy County, New Mexico. 

AND, WHEREAS the said Operating Agreement provides in part that the parties hereto have 
granted certain liens and security interests in the above referenced property, fixtures and 
production located thereon or produced therefrom, to wit: 

"Liens and Payment Defaults: 

Each Non-Operator grants to Operator a lien upon i t o i l and gas rights in the 
Contract Area, and a security interest in i t s share of o i l and/or gas when 
extracted and i t s interest in a l l equipment, to secure payment of i t s share of 
expense, together with interest thereon at a rate provided in Exhibit "C" to the 
above referenced Operating Agreement. To the extent that Operator has a security 
interest under the Uniform commercial Code of the state, Operator shall be 
entitled to exercise the rights and remedies of a secured party under the Code. 
The bringing of a suit and the obtaining of judgment by Operator for the secured 
indebtedness shall not be deemed as election of remedies or otherwise affect the 
lien rights or security interest as security for the payment thereof. In 
addition, upon default by any Non-Operator in the payment of i t s share of 
expense, Operator shall have the right, without prejudice to other rights or 
remedies, to collect from the purchaser the proceeds from the sale of such 
Non-Operator's share of o i l and/or gas until the amount owed by such 
Non-Operator, plus interest, has been paid. Each purchaser shall be entitled to 
rely upon Operator's written statement concerning the amount of any default. 
Operator grants a like lien and security interest to the Non-Operators to secure 
payment of Operator's proportionate share of expense." 

I f any party f a i l s or i s unable to pay i t s share of expense within sixty (60) 
days after rendition of a statement therefor by Operator, the non-defaulting 
parties, including Operator, shall, upon request by Operator, pay the unpaid 
amount in the proportion that the interest of each such party bears to the 
interest of a l l such parties. Each party so paying i t s share of the unpaid 
amount shall, to obtain reimbursement thereof, be subrogated to the security 
rights described in the foregoing paragraph;" and 

WHEREAS, i t i s the intent of the parties to give third parties notice of this 
instrument by f i l i n g same in the records of Eddy County, New Mexico. 

NOW, THEREFORE, the undersigned parties do hereby grant to each other those rights 
described in said Agreement regarding liens priority and security interests upon the property 
described above insofar as said parties' property i s covered by the terms of the Joint 
Operating Agreement outlined herein. 

Operator and Non-Operator agree that a carbon, photograph or other reproduction of this 
Notice shall be sufficient as a financing statement. 

ATTENTION OF RECORDING OFFICE: This instrument gives notice of and grants liens and 
security Interests to both Operator and Non-Operators. Operator is both a secured party and 
a debtor. Non-operators are both a secured party and debtor. This Notice, as a financing 
statement, should be indexed accordingly. 
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For the purpose of f i l i n g this Notice of Joint Operating Agreement Lien, Security 
Interests and Financing Statement as a financing statement, the mailing address of secured 
parties and debtor are set forth on the signature page attached hereto. 

The original of the Operating Agreement herein referenced, or a copy thereof, i s 
maintained at Operator's office at P. 0 Box 823085, Dallas, Texas 75382-3085. 

This instrument may be executed in multi-counterparts, no one of which need be executed 
by a l l parties hereto and the same shall be binding upon those parties, as well as their 
successors and assigns, who execute same, whether or not a l l named parties join in execution 
hereof. Counterparts thus executed shall together constitute but one and the same 
instrument. In the interest of facilitating, f i l i n g or recording this instrument thus 
executed in multi-counterparts, each executing party hereby authorizes removal of signature 
and acknowledgement pages and reassembly of the same into a single document composed of one 
copy of the substantive portions of this instrument attached to multiple, separately executed 
signature and acknowledgement pages. 

Executed this day of , 1995, to be effective however, the 3rd 
day of March, 1995. 

OPERATOR 

P. 0. Box 823085 
Dallas, Texas 75382-3085 

Joe E . F l t z g e r a l 
Senior Landman 
Date: ibfoZ 
Tax ID Ni 74-1666262 

P. O. Box 823085 
Dallas, Texas 75382-3085 

NON-OPERATORS 

NEARBURGJ5XPLORATIOH COMPANY, 

By: _ J *4^£jSL: 
Robert G. shelton 
Attorney- i.xy Fact, 
Date: 

• in-Fact 

> / : / 4 f i 5 - f l n - « Tax ID No/: '462-80-55"6"3 

YATES PETROLEUM CORPORATION 

105 South Fourth Street 
Artesia, New Mexico 80210 By: 

I t s : 
Date: 
Tax ID#: 

105 South Fourth Street 
Artesia, New Mexico 80210 

105 South Fourth Street 
Artesia, New Mexico 80210 

105 South Fourth Street 
Artesia, New Mexico 80210 

YATES DRILLING COMPANY 

By: 
I t s : 
Date: 
Tax ID#: 

ABO PETROLEUM CORPORATION 

By: 
I t s : 
Date: 
Tax ID#: 

MYCO INDUSTRIES, INC. 

By: 
I t s : 
Date: 
Tax ID#: 
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ACKNOWLEDGEMENTS 

THE STATE OF TEXAS 

COUNTY OF MIDLAND 

S 
S 
s 

The foregoing instrument was acknowledged before me on t h i s the 3rd day of March, 1995, 
by Joe E. Fitzgerald, Senior Landman of Nearburg Producing Company, a Texas corporation, on 
behalf of said corporation. 

KAYE H. GASSIE 
NOTARY PUBLIC 

State of Texas 
Comm. Exp. 11-06-97 

Notary-^ablic, S State of Texas 

THE STATE OF TEXAS 

COUNTY OF MIDLAND 

S 
S 
s 

The foregoing instrument was acknowledged before me on t h i s the 3rd day of March, 1995, 
by Robert G. Shelton, Attorney-in-Fact of Nearburg Exploration Company, a sole 
proprietorship, on behalf of said sole proprietorship. 

KAYE H. GASSIE 
NOTARY PUBLIC 

State of Texas 
Comm. Exp. 11-06-97 J. 

STATE OF NEW MEXICO S 
S 

COUNTY OF CHAVES § 

The foregoing instrument was acknowledged before me on the day of , 
1995, by as of YATES PETROLEUM 
CORPORATION, a corporation, on behalf of said corporation. 

Notary Public, State of New Mexico 

STATE OF NEW MEXICO § 
S 

COUNTY OF CHAVES S 
The foregoing instrument was acknowledged before me on the day of , 

1995, by as of YATES DRILLING COMPANY, 
a corporation, on behalf of said corporation. 

Notary Public, State of New Mexico 

STATE OF NEW MEXICO S 
S 

COUNTY OF CHAVES S 
The foregoing instrument was acknowledged before me on the day of , 

1995, by as of ABO PETROLEUM CORPORATION, 
a corporation, on behalf of said corporation. 

Notary Public, State of New Mexico 
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STATE OF NEW MEXICO S 
S 

COUNTY OF CHAVES S 
The foregoing instrument was acknowledged before me on the day of 

1995, by as of MYCO INDUSTRIES, INC. 
corporation, on behalf of said corporation. 

Notary Public,State of New Mexico 

OPR-2\FAIR13#2.EXF 
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R25E R26E 

YATES PETROLEUM CORP. 
BEFORE EXAMINER CATANACH 
NMOCD CASE NOS. 11233/11234 
DATE: 04/06/95 rS 
fYUTBTT mn. A 

Yates Petroleum Corporation 

BERT "APES" #1 
STRUCTURE MAP 

TOP OF CANYON DOLOMITE 

GEO.-BRENT MAY 4/4/95 

C.l.=50' Scale 1:24000. 19S (25E-26E) 



R25E R26E 

YATES PETROLEUM CORP. 
BEFORE EXAMINER CATANACH 
NMOCD CASE NOS. 11233/11234 
DATE: 04/06/95 
EXHIBIT NO. 

Yates Petroleum Corporation 

BERT "APB" #1 
NET ISOPACH 

CANYON DOLOMITE 

GEO.-BRENT MAY 4/4/95 

C.l.=50' Scale 1:24000. 19S (25E-26E) 

9 



Compulsory Pooling Application 
SW/4 Section 13, T19S - R25E 

Eddy County, New Mexico 

Drillin2 Cost Comparison between YPC and NPC 

YPC Wells and Actual Expenditures 

ASPDEN AOH FED COM #1 $594,793.19 
BOYD X ST COM #2 $644,634.08 
BOYD X ST COM #3 $543,037.67 
BOYD X ST COM #4 $602,152.91 
HINKLE ALD #1 $686,312.03 
HOOPER AMP #1 QS838, 138.24^ 
HOOPER AMP #2 $6297776-^4 
LORENE ANN #1 $613,538.73 
ROSS EG FED #10 $688,809.78 
STATE K #3 $785_.Jx?j^ 
TACKITT AOT #1 C-S672 975 76 \ 
VOIGHT A J D C O M # l (J907,21L08^.-
VOIGHT AID COM #2 $630,552.78 
VOIGHT AID COM #3 $590,491.75 

Average for Y P C $673,398.45 

Y P C A F E Drilling Cost Estimate $741,200.00 

NPC Wells and Actual Expenditures 

FOSTER FED. 31-L#2 $780,882.59 
FOSTER 31 FEDERAL #3 $698,233.41 
DAGGER DRAW 31 FED #6 $635,117.72 
TACKITT AOT #2 $765,342.88 

Average for NPC $719,894.15 

NPC AFE Drilling Cost Estimate $627.680.00 

YATES PETROLEUM CORP. 
BEFORE EXAMINER CATANACH 
NMOCD CASE NOS. 11233/11234 
DATE: 04/06/95 . 
EXHIBIT NO. / U 



Tackitt AOT #2 (formerly State K #2) 
1980' FSL 1980' FEL Sec. 28, 19S - 25E 

Eddy County, New Mexico 
Spectral Density/Dual Spaced Neutron Log 

Halliburton Logging Services, 7/25/94 

c 

B 

7000. 

Perforated 7737-7785 ® 
Acidized w/ 7750 gallons 15-20% HC1 
flow 432 bopd, 1783 bwpd, 632 mcfpd 

"7 

FT-

I t 

YATES PETROLEUM CORP. 
BEFORE EXAMINER CATANACH 
NMOCD CASE NOS. 11233/11234 
DATE: 04/06/95 . 
EXHIBIT NO. / / 





Nearburg Exploration Company 

Exploration ana Production 
3300 North ~A~ Street 
Building 2. Suite 120 
Midland, Texas 79705 
915/686-8235 
Fax 915/686-7806 

Yates Petroleum Corporation ^ U £7 7TT^ // j 
Yates Drilling Company Liz/ 
Abo Petroleum Corporation 
Myco Industries, Inc. 
105 South Fourth Street 
Artesia, New Mexico 88210 , 

Re: Fairchild 13 #1 Well Proposal; 
1650' FSL and 1980' FWL of Section 13, 
Township-19-South, Range-25-East, 
Eddy County. New Mexico 
Fairchild 24 Prospect 

Dear Mr. Patterson: 

Nearburg Exploration Company ("NEC") proposes the drilling of the captioned well at a location of 1650' 
FSL and 1980' FWL of Section 13, T-19-S, R-25-E, Eddy County, New Mexico. NEC proposes this well 
be drilled to the Morrow formation at an estimated proposed depth of 9700'. 

Enclosed herewith please find Nearburg Producing Company's ("Nearburg") Authority for Expenditure, 
estimating dry hole costs at $403,440 and completed well costs at $706,605. Also enclosed is 
Nearburg's proposed Operating Agreement covering the S/2 of Section 13 which is the proposed 
spacing unit. Nearburg invites the Yates companies to participate in the drilling of the captioned well 
or, in the alternative, we would accept either a farmout providing for a 75% net revenue interest before 
payout, with any overriding royalty interest reserved thereunder convertible to a 25% working interest, 
or we woulu consider acquisition of your leasehold interest under mutually acceptable terms. We would 
like to move to this location after our Lakewood Farms 18 #1 well which is currently drilling. A prompt 
election would be very much appreciated. 

If you elect to participate in the captioned well proposal, please execute the extra set of signature pages 
to the Operating Agreement and one copy of the enclosed AFE, and return to my attention. We 
appreciate your cooperation in this regard. 

Yours very truly, 

Mr. Randy Patterson 

CERTIFIED MAIL - RETURN RECEIPT REQUESTED 

December 27, 1994 

Bob Shelton 
Consulting Landman 

BS:kg 

YATES PETROLEUM CORP. 
BEFORE EXAMINER CATANACH 
NMOCD CASE NOS. 11233/11234 
DATE: 04/06/95 . 
EXHIBIT NO. 16 



Nwrburq Producing Company Pageijo.2 
Exploration and Production \ 

Dallas, Texas 

AUTHORITY FOR EXPENDITURE 

i 

Well: Fairchild 13 WELL NUMBER: 1 PROPOSED TOTAL DEPTH: 9.700' ' 

LOCATION: 1650' FSL & 1980' FWL, Section 13. T19S. R25E. Eddy County. New Mexico 

FIELD: Undesignated Morrow PROSPECT: EXPLORATORY.DEVELOPMENT.WORKOVER: E 

DESCRIPTION OF WORK: Drill and complete as a flowing Morrow gas producer. 

DATE PREPARED: 12/22/94 EST. SPUD DATE: 2/15/94 EST. COMPLETION DATE: 4/1/95 

ACCOUNTING WELL NUMBER: 
COMMUNICATIONS ACCOUNT NUMBER: 

INTANGIBLE COSTS; CODE TO CSG PT CODE COMPLETION TOT/jL WELL 

Drilling Footage 9.700 Ft @ 16.00 $/Fl imtQt 155.200 • «M • 155.200 
Drilling Daywork D/C7$/da 3 2 4soo ttmos 13.500 1316:105 9,000 ' 22.500 
Drilling Turnkey 1614 110 1615 110 ! o 
Rfg Mobilization and Demobilization 1514.116 i 0 
Road & Location Expense w> 15.000 1,500 1 16,500 
Damages 1114.175 5,000 1515. (25 I 5.000 
Directional Drilling - Tools and Service I5U.130 (5ISIJ0 

' 1 

: 0 
Drilling Fluids 1*14,133 20,000 :: NA:.; ! 20,000 
Fuel, Power, and Water 1514,140 10,000 1(15.149 1,500 i 11,500 

Supplies - Bits 1514.US ISIS 143 750 • 750 
Supplies - Casing Equipment 1514.150 3,000 1515 fW 3.500 ! 6.500 
Supplies • Liner Equipment 1S14H5S ( f l |»^ 0 

Supplies - Miscellaneous 1614:160 500 1613160 500 | 1.000 

Cement and Cmt. Services - Surface Csg 1514.163 12,000 : 12,000 

Cement and Cmt. Services - Int. Csg 1514,170 • NA]-1: I ° 
Cement and Cmt. Services - Prod. Csg NA 1615172 25.000 | 25.000 

Cement and Cmt. Services • Other 1314176 1*1* 174 0 
Rental - Drilling Tools and Equipment 1514.150 7,500 15 IS f»0 ' 7.500 

Rental - Miscellaneous 1614.133 1,500 1516.165 2.000 | 3.500 

Testing - Drill Stem / Production 1614:193 9,000 15151*5 3,000 j 12,000 

Open Hole Logging tiuioo. 30,000 .: . j 30.000 

Mudlogglng Services 1(I4,}W 10,000 NA ' j 10.000 

Special Services 1(14.190 1515.190 I o 
Plug and Abandon 1314 215 12,000 I515?)5 (12,000; i 0 
Pulling and/or Swabbing Unit NA 151671/ 7,500 1 7,500 

Reverse Equipment NA: 1515219 * x 1.200 | 1.200 

Wireline Services 1514:205 I6IS20S 15.000 | 15.000 

Stimulation NA 1H6 221 10,000 I 10.000 

Pump / Vacuum Truck Services 15U.JJ0 1.500 isiizto 1.500 3.000 

Transportation 1514.325 2,500 1615225 3.500 6,000 

Tubular Goods - Inspection & Testing 1514.236 1.000 15162^0 7.000 i 8.000 

Unclassified 1SU24S 15162.46 j o 
Telephone and Radio Expense 1114240 450 1616.240 200 I 650 

Engineer/Geologist 1314 250 3.000 IStSiM 1.800 j 4.800 

Company Labor - Field Supervision 1514.265 12,000 (5f5255 5,400 , 17.400 

Contract Labor / Roustabout 1314:263 750 1316263 5,000 I 5.750 

Legal and Professional Services 1514.270 4.000 1515270 1,500 • 5.500 

Insurance 15l42tf 10.000 1313273 j 10,000 

Overhead 1614.260 6.000 1316260 1,500 I 7,500 

SUBTOTAL 345,400 95,850 j 441.250 

Contingencies (10%) 34,540 9.585 ! 44.125 

i 
ESTIMATED TOTAL INTANGIBLES 379.940 105.435 j 485,375 
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Nmburg Producing Company pa£je 2'of 2 
Exploration and Production I 

Dallas, Texas ' 

AUTHORITY FOR EXPENDITURE 

Well: Fairchild 13 WELL NUMBER: 1 PROPOSED TOTAL DEPTH: 9.700' 

LOCATION: 1650" FSL & 1980' FWL. Section 13. T19S. R25E, Eddy County. New Mexico ; 

FIELD: Undesignated Morrow PROSPECT: EXPLORATORY.DEVELOPMENT.WORkoVER: E 

DESCRIPTION OF WORK: Drill and complete as a flowing Morrow gas producer. 

DATE PREPARED: 12/22/94 EST. SPUD DATE: 2/15/94 EST. COMPLETION DATE: 4/1/95 

ACCOUNTING WELL NUMBER: 
COMMUNICATIONS ACCOUNT NUMBER: 

TANGIBLE COSTS: CODE TO CSG PT CODE COMPLETION TOT/jiLWELL 

Conductor Casing 1620.30} NA ! 0 

Surface Csg 1500 Ft @ 14.00 $/Ft 1626.310 21.000 NA ; 21.000 

Intermediate Csg Ft @ $/Ft 0 NA i 0 

Protection Csg 1620.320 0 NA 
i 
i 

Production Csg 9700 Ft@ 12.50 $/Ft N* 1322.326 121.250 | 121,250 
Protection Liner 1620.330 NA ••• I 

Production Liner NA 1322 335 i 

Tubing 9200 F t ® 3.15 $/Ft NA 1521340 28.980 ; 28,980 

Rods Ft @ $/Ft NA 1322.345 0 0 

Artificial Lift Equipment NA 1522 360 0 

Tank Battery NA 1522965 5,000 | 5,000 

Separators/Heater Treater/Gas Units/FWKO NA 1522.36t) 15,000 ! 15,000 

Well Head Equipment & Christmas Tree 1620.366 2.500 1622.366 10,000 j 12,500 

Subsurface Well Equipment NA 15Z23J0 5,500 I 5,500 

Flow Lines *t* )5?2.378 3,000 3,000 

Saltwater Disposal Pump HA 1622.Hl 0 

Gas Meter .My. 1622366 3,000 3,000 

Lact Unit NA 1522.387 i o 
Vapor Recovery Unit NA 1572.W i o 
Other Well Equipment NA 1622:390 I 
ROW and Damages NA 1(22 3$3 1000 ! 

Surface Equipment Installation Costs NA H21.335 5.000 ! 5,000 

Elect. Installation HA 162i:M ! 0 
t 
i 

ESTIMATED TOTAL TANGIBLES 23,500 197,730 ! 221,230 

j 

ESTIMATED TOTAL WELL COSTS 403,440 303,165 ; 706,605 

APPROVAL OF THIS AFE CONSTITUTES APPROVAL OF THE OPERATOR'S OPTION TO CHARGE THE JOINT ACCOUNT WITH 

TUBULAR GOODS FROM OPERATOR'S WAREHOUSE STOCK AT THE RATES STATED ABOVE, OR LESS. UNLESS THE NON-

OPERATOR GIVES NOTIFICATION ON THIS FORM OF HIS INTENT TO FURNISH HIS PROPORTIONATE SHARE IN KIND. THIS 

AFE IS ONLY AN ESTIMATE. BY SIGNING YOU AGREE TO PAY YOUR SHARE OF THE ACTUAL COSTS INCURRED. 

MtiAPPHOVAL 1 i \ DATE 

PREPAREO BY: TRM 12/21/94 

REVIEWED BY: 

APPROVED BY: 

Wl APPROVAL: COMPANY 

BY 

TITLE 

DATE 

FARCOISWK4 



FAIRCHILD 24 PROSPECT 

OPERATING AGREEMENT 

DATED 

December 28 jo, 94 

OPERATOR NEARBURG PRODUCING COMPANY . 

CONTRACT AREA The South Ha l f (S/2) o f Sect ion 13, 

Township 19 South, Range 25 East, 

COUNTY 0R==PA:RISH OF Eddy STATE OF New Mexico 

COPYRIGHT 1982 — ALL RIGHTS RESERVED 

AMERICAN ASSOCIATION OE PETROLEUM 

LANDMEN, 4100 FOSSIL CREEK BLVD. 

FORT WORTH, TEXAS 76137, APPROVED FORM. 

A.A.P.L. NO. 610 - 1982 REVISED 
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A.A.P.L. FORM 610 - M O D E L FORM OPERATING AGREEMENT 1982 

1 OPERATING AGREEMENT 
2 

3 THIS AGREEMENT, entered into by and between Nea rburg P r o d u c i n g Company 

4 , hereinafter designated and 

5 relerred to as "Operator", and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein 

6 as "Non-Operator", and collectively as "Non-Operators". 

7 

8 WITNESSETH: 

9 

10 WHEREAS, die parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in 
11 Exhibit " A " , and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the 
12 production of oil and gas to the extent and as hereinafter provided, 
13 

14 NOW, THEREFORE, it is agreed as follows: 

15 
16 ARTICLE I . 
17 DEFINITIONS 
18 
19 As used in this agreement, the following words and terms shall have the meanings here ascribed to them: , 
20 A. The term "oil and gas" shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons 
21 and other marketable substances produced therewith, unless an intent to limit (he inclusiveness of this term is specifically stated. • 
22 B. The terms "oil and gas lease", "lease" and "leasehold" shall mean the oil and gas leases covering tracts of land 
23 lying within the Contract Area which are owned by the parties to this agreement. 
24 C. The term "oil and gas interests" shall mean unleased fee and mineral interests in tracts of land lying within the 
25 Contract Area which are owned by parties to this agreement. 
26 D. The term "Contract Area" shall mean all of the lands, oil and gas leasehold interests and oil and gas interests intended to be 
27 developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehold interests and oil and gas interests 
28 are described in Exhibit " A " . 
29 E. The term "drilling unit" shall mean the area fixed for the drilling of one well by order or rule of any state or 
30 federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as eslablish-
31 ed by the pattern of drilling in the Contract Area or as fixed by express agreement oi the Drilling Parties. 
32 F. The term "drillsite" shall mean the oil and gas lease or interest on which a proposed well is to be located. 
33 G. The terms "Drilling Party" and "Consenting Party" shall mean a party who agrees to join in and pay its share of the cost of 
34 any operation conducted under the provisions of this agreement. 
35 H. The terms "Non-Drilling Party" and "Non-Consenting Party" shall mean a party who elects not to participate 
36 in a proposed operation. 
37 
38 Unless lh» context otherwise clearly indicates, words used in the singular include the plural, the plural includes the 
39 singular, and the neuter gender includes the masculine and the feminine. 
40 
41 ARTICLE I I . 
42 EXHIBITS 
43 

44 The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof: 
45 G9 A. Exhibit " A " , shall include the following information: . 
46 (1) Identification of lands subject to this agreement, 
47 (2) Restrictions, if any, as to depths, formations, or substances, 
48 (3) Percentages or fractional interests of parties to this agreement, 
49 (4) Oil and gas leases and/or oil and gas interests subject to this agreement, 
50 (5) Addresses of parties for notice purposes. 
51 H B. Exhibit " B " , Form of Lease. 
52 H C. Exhibit "C", Accounting Procedure. 
53 H D. Exhibit " D " , Insurance. 
54 H E. Exhibit "E" , Gas Balancing Agreement. ^ N o t i c e o f J o i n t O p e r a t i n g Agreement L i e n , S e c u r i t y 
55 H F. Exhibit "F" , Ncfl-Diser4mina{ion^erCer^earie^ef-^J<H>^ and F i n a n c i a l S ta tement 
56 E9-Ki-Ex*rbhJ V̂Tt«̂ rtnefsWpr There i s no Exhibit "G" to this agreement. 
57 If any provision of any exhibit, except Exhibits " E " and " G " , is inconsistent with any provision contained indthe body 
58 of this agreemer.J, the provisions in the body of this agreement shall prevail. 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT 1982 

1 ARTICLE I I I . 
2 INTERESTS OF PARTIES 
3 
4 A. OU and Gas Interests! 
5 

6 1/ any party owns an oil and gas interest in the Contract Area, that interest shall be treated lor all purposes ol this agreement 
7 and during thf! term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit " B " , and the owner thereof 
8 shall be deemed to own both the royalty interest reserved in such lease and the interest ol the lessee thereunder. 
9 

10 B. Interests of Parties in Costs and Production: 
11 
12 Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and 
13 paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set 
14 forth in Exhibit " A " . In the same manner, the parties shall also own all production of oil and gas from the Contract Area subject to the 
15 payment of royaltiessto:th«=««ten«»fc due on each p a r t y ' s sha re o f w „ i c | , s | , a | | be borne as hereinafter set forth. 
16 production 
17 Regardless ol which party has contributed the lease(s) and/or oil and gas interests) hereto on which royalty is due and 
18 payable, each party entitled lo receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or 
19 cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the 
20 odier parties free from any liability therefor. No party shall ever be responsible, however, ou a price basis higher than the price received 
21 by such party,,to any other party's lessor or royalty owner, and if any such oilier party's lessor or royalty owner should demand and 
22 receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royally burden attributable to 
23 such higher price. 
24 

2} Nothing contained in this Article III.B. shall be deemed an assignment or cross assignment of interests covered hereby. 

26 

27 C. Excess Royalties, Overriding Royalties and Other Payments: 

28 
29 Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty, 
30 overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article III.B., such party so 
31 burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from any 
32 and all claims and demands for payment asserted by owners of such excess burden. 
33 

34 D. Subsequently Created Interests: 

35 
36 If any party should hereafter create an overriding royalty, production payment or other burden payable out of production 
37 attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit " A " , or 
3g was not disclosed in writing to all other parties prior to the execution of this agreement by all parties, or is not a jointly acknowledged and 
39 accepted obligation of all parties (any such interest being hereinaiter referred to as "subsequently created interest" irrespective of the 
40 timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred 

41 to as "burdened party"), and: 

42 

43 1. If the burdened party is required under this agreement to assign or relinquish to any other party, or parties, all or a portion 
44 of its working interest and/or the production attributable thereto, said olher parly, or partieŝ , shall receive said assignment and/or 
45 production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party, 
45 or parties, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest; 
47 »nd, 
48 
49 2. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions ol Article VII.D. shall be 
50 enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of 
51 the burdened party. 

52 
53 ARTICLE IV. 
54 TITLES 
55 
56 A. Title Examination: 
5 7 # 
58 Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations or, if 
59 the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned to be' inctud-
60 ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, overriding 
61 royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases and/pr &l and 
62 gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal least status 
63 reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the poss&ijt n of or 
64 made available to Operator by the parties, but necessary (or the examination of the title, shall be obtained by Operator- QpfjVt ir shall 
65 cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be furnished to eac i party 
66 hereto. The cost incurred by Operator in this title program shall be borne as follows: / 7 | J'- \ y i 
68 3 Optlun Nu. 1: Gusts intuited by Opeiatui in piucuiing abstracts and title examination (including preliminary ;̂guj>b|gffleB4alr 
69 d l l l f l l l flm lliyally i q i i i l i n i l l . m l •tiviii.-.n nrArr litl> npininnn) rhnll hn n pnrl nf lha ^ m i t i i c t n l i . m »„«.rK»-,4 p ^ l ^ f f ^ f p P g ^ 

70 ntd slull nut be a diiect charge, whether pcilormed by Opciatui'j slaff-attorae 
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ARTICLE IV 
continued 

1 H Option No. 2: Costs incurred by Operator in procuring abstracts and lees paid outside attorneys (or title examination 
2 (including preliminary, supplemental, shut in gas royalty opinions and division order title opinions) shall be borne by die Drilling Parties 
3 in Ihe proportion that the interest of each Drilling Party l>ears to the total interest of all Drilling Parties as such interests appear in Ex-
4 hibit " A " . Operator shall make no charge lor services rendered by its stall attorneys or other personnel in the performance of the above 
5 (unctions. 
6 
7 Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection 
8 with leases or oil and gas interests contributed by such party. Operator shall be responsible lor the preparation and recording of pooling 
9 designations or declarations as well as the conduct ol hearings belore governmental agencies for the securing ol spacing or pooling orders. 

10 This shall not prevent any party from appearing on its own behalf at any such hearing. 
11 
12 No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit has been examined as above 
13 provided, and (2) the title has been approved by the examining attorney or title has been accepted by all of the parties who are to par-
14 ticipale in the drilling of the well. 
15 
16 B. Loss of Title: 
17 
18 1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss results in a 
19 reduction of interest from that shown on Exhibit " A " , the parly contributing the affected lease or interest shall have ninety (90) days 
20 from final determination of title (ailure to acquire a new lease or other instrument curing the entirety of the title (ailure, which acquis!-
21 tion will not be subject to Article VIII.D., and (ailing to do so, this agreement, nevertheless, shall continue in force as to alt remaining oil 
22 and gas leases and interests: and, 
23 (a) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it shall not be 
24 entitled to recover from Operator or the other parties any development or operating costs which it may have theretofore paid or incurred, 
25 but there shall be no additional liability on its part to the other parties hereto by reason oi such title failure; 
26 (b) There shall be no retroactive adjustment ol expenses incurred or revenues received from the operation of the interest which has 
27 been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finally lhat title failure has oc-
28 curred, so that the interest ol the party whose lease or interest is affected by ttie title failure will thereafter be reduced in the Contract 
29 Area by the amount of the interest lost; 
30 (c) II the proportionate interest ol the olher parties hereto in any producing well (heretofore drilled on ihe Contract Area is 
31 increased by reason of the title failure, the party whose title has tailed shall receive the proceeds attributable to the increase in such in-
32 terest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such 
33 well; 
34 (d) ShouU any person not a party to this agreement, who is determined to be the owner of any interest in the title which has 
35 failed, pay in any manner any part of the cost ol operation, development, or equipment, such amount shall be paid to the party or parlies 
36 who bore the costs which are so refunded; 

37 (e) Any liability to account to a third party for prior production of oil and gas which arises by reason of title failure shall be 
38 borne by the party or parties whose title failed in the same proportions in which they shared in such prior production; and, 
39 (0 No charge shall be made lo the joint account for legal expenses, fees or salaries, in connection with the defense of the interest 
40 claimed by any party hereto, it being the intention of the parties hereto that each shall defend title to its interest and bear all expenses in 
41 connection therewith. 
42 
43 2. Loss by Non-Payment or Erroneous Payment of Amount Due: 11, through mistake or oversight, any rental, shut-in well 
44 payment, minimum royalty or royalty payment, is noi paid or is erroneously paid, and as a result a lease or interest therein terminates, 
45 there shall be no monetary liability against the party who (ailed to make such payment. Unless the party who failed to make the required 
46 payment secures a new lease covering the same interest within ninety (90) days from the discovery 6f the failure to make proper payment, 
47 which acquisition will not be subject to Article VIII.B., die interests of the parlies shall be revised on an acreage basis, effective as of the 
48 date of termination of the lease involved, and the party who failed to make proper payment will no longer be credited with an interest in 
49 the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who failed to make the 
50 required payment shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas attributable to 
51 the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest, it 
52 shall be reimbursed for unrecovered actual costs theretofore paid by it (but not (or its share of the cost of any dry hole previously drilled 
53 or wells previously abandoned) from so much of the following as is necessary to effect reimbursement: 
54 (a) Proceeds of oil and gas, less operating expenses, theretofore accrued lo the credit of the lost interest, on an acreage basis, 
55 up to the amount of unrecovered costs; 
56 (b) Proceeds, less operating expenses, thereafter accrued attributable lo the lost interest on an acreage basis, of thai portion of 
57 oil and gas thereafter produced and marketed (excluding production Irom any wells thereafter drilled) which, in the absence of such lease 
58 termination, would be attributable to the lost interest on an acreage basis, up lo the amount of unrecovered costs, the proceeds of said 
59 portion of the oil and gas to be contributed by the other parties in proportion to their respective interests; and, 
60 (c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner of thi interest 
61 lost, for the privilege of participating in the Contract Area or becoming a party to this agreement. Sji' 
62 flji % 

63 3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.l. and IV.B.2. above, shall be jOiru"'losses 
64 and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining'tjpiition of 
65 the Contract Area. [ 
66 1 
67 ,<*•::•: -

: gj'ig 
70

 r..,)^mL 
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ARTICLE V. 

OPERATOR 

A. Designation and Responsibilities of Operator: 

Nearburg Producing Company .shall be the 
Operator of the Contract Area, and shall conduct and direct and have full control of all operations on the Contract Area as permitted and 
required by, and within the limits of this agreement. It shall conduct all such operations in a good and workmanlike manner, but it shall 
have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross 
negligence or willful misconduct. 

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

1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators. 
If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as 
Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator 
may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by the 
affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit " A " remaining 
after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock A.M. on the 
first day of thecalendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator or action 
by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier 
date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor
porate name or structure of Operator or transfer of Operator's interest to any single subsidiary, parent or successor corporation shall not 
be the basis for removal of Operator. 

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

C. Employees: 

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

D. Drilling Contracts: 

All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the area. If it so 
desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing 
rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced, and 
such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in
dependent contractors who are doing work of a similar nature. 

ARTICLE V I . 

DRILLING AND DEVELOPMENT 

A. Initial Well: 

A p r i l , 19 9 S , Operator shall commence the drilling of a well for 

1650' FSL and 1980' FWL of Section 13, T-19-S, R-25-E, 
Eddy County, New Mexico, 

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

an estimated depth of 9500' s u f f i c i e n t i n Operator's 
opinion to penetrate and test the Morrow formation, 

unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling impractical 
countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth. . . : :* v.i 

is en-
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A M I C U S VI 
continued 

1 11, in Operator's judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug and abandon the 
2 well as a dry hole, the provisions of Article Vl.E.l. shall thereafter apply. 
3 
4 
5 

6 B. Subsequent Operations: 
7 

8 1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided 
9 for in Article VI.A., or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by aU 

10 the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the 
11 other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
12 tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice 
13 within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If a drill-
14 ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shall be 
1 ' limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such notice to reply within 
16 the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or 
17 

response given by telephone shall be promptly confirmed in writing. 
18 
19 
20 
21 If all parties elect to participate in such a proposed operation, Operator shall, within ninety (90) days after expiration of the notice 
22 period of thirty (30) days (or as promptly as possible after the expiration of the forty eight (48) hour period when a drilling rig is on loca-
23 tion, as the cas? may be), actually commence the proposed operation and complete it with due diligence at the risk and expense ol all par-
24 

ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parlies, 
23 for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain 
26 permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
27 amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article XI, if die 
28 actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and 
29 if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-
30 dance with the provisions hereof as if no prior proposal had been made. 
31 
32 
33 
34 2. Operations by Less than All Parties: If any party receiving such notice as provided in Article VI.B.l. or VII.D.I. (Option 
33 No. 2) elects not to participate in the proposed operation, then, in order to be entitled to die benefits of this Article, the parly or parties 
36 giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration of 
37 the notice period of thirty (30)days (or as promptly as possible alter the expiration of die forty-eight (48) hour period when a drilling rig is 
38 on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all 
39 work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is 
40 t Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
41 tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
42 senting Parties, when conducting operations on the Contract Area pursuant to this Article VI.B.2., shall comply with all terms and con-
43 ditions of this agreement. 
44 
45 
46 

v 
47 If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable 
48 notice period, shall advise the Consenting Parties of die total interest of the parties approving such operation and its recommendation as 
49 to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Parly, within forty-eight (48) hours 
50 (exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of iu desire to (a) limit par-
51 ticipaUon to such party's interest as shown on Exhibit " A " or (b)carry its proportionate part of Non Consenting Parties' interests, and 
52 failure to advise the proposing party shall be deemed an election under (a). In the event a drilling rig is on location, the time permitted for 
53 such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party, 
54 at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decision. 
55 
56 
57 
58 The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have 
59 elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such 
60 operations free and clear of all liens and encumbrances ol every kind created by or arising from the operations of the Consendrif Parties. 
61 If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their 
62 sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article resultsjn a pro-
63 ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole co tlrid risk 
64 
65 
66 
67 X'IV 68 
69 
70 

. . . js i l i . .„ 
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ARTICLE VI 
continued 

1 and Ihe well shall then be turned over lo Operator and shall be operated by it ut (lie expense and for the account of the Consenting Par-
2 ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back ol any such well by Conseniing Parties 

3 in accordance with the provisions ol this Article, each Non Conseniing Party shall be deemed to have relinquished to Consenting Parties. 
4 and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non Consenting 
5 Party's interest in the well and share of production therefrom until (he proceeds^f Oiê sale pt such share, calculated at the well, or 
6 market value thereof if such share is not sold, (after deducting production taxes,XxascSaxes^royalty^owrlding royalty and other in-
7 terests not excepted by Article III.D. payable out of or measured by ihe production from such well accruing with respect to such interest 

8 until it reverts) shall equal the total of the following: 

9 
10 
11 
12 (a) 100% of each such Non-Consenting Parly's share of the cost of any newly acquired surface equipment beyond the wellhead 
13 connections (including, but not limited to, stock tanks, separators, ireaiers, pumping equipment and piping), plus 100% of each such 
14 Non-Consenting Party's share of the cost of operation of ihe well commencing with first production and continuing until each such Non-
15 Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
16 Conseniing Party's share of such costs and equipment will be thai interest which would have been chargeable to such Non-Consenting 
17 Party had it participated in the well from the beginning of the operations; and 
18 
19 
20 
21 (h) 500 % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing, 
22 after deducting any cash contributions received under Article VIII.C, and 5.0Q_% of that portion of the cost of newly acquired equip-
23 ment in the well (to and including the wellhead connections), which would have been chargeable to such Non Consenting Party if it had 
24 participated therein. 
25 
26 
27 
28 An election not to participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-
29 working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non Consent election applied that is 
30 conducted at any lime prior to full recovery by the Conseniing Parties of ihe Non Conseniing Party's recoupment account. Any such 
31 reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well 
32 gnd there shall be added to the sums to be recouped by the Conseniing Parties one hundred percent (100%) of lhat portion of the costs of 
33 the reworking or plugging back operation which would have been chargeable io such Non-Consenting Party had it participated therein. If 
34 such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VLB. shall be ap-
35 plicable as between said Consenting Parties in said well. 
36 
37 
38 
39 During the period of time Consenting Parlies are entitled to receive Non Conseniing Parly's share o^^nrod^ifjtion, or the 
40 proceeds therefrom, Conseniing Parlies shall be responsible for the payment of all production, severance/excise, gathering1 and other 
41 taxes, and all royalty, overriding royally and other burdens applicable to Non Conseniing Parly's share of production not excepted by Ar-
42 tide III.D. 
43 
44 
45 
46 In the case of any reworking, plugging back or deeper drilling operation, the Consenting* Parlies shall be permitted to use, free 
47 of cost, all casing, tubing and olher equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon 
48 abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip-
49 ment to the owners thereof, with each party receiving iis proportionate part in kind or in value, less cost of salvage. 
50 
51 
52 
53 Within sixty (60) days after the compleiion of any operation under this Arlicle, the party conducting the operations for the 
54 Consenting Parties shall furnish each Non Consenting Party with an inventory of the equipment in and connected to the well, and an 
55 itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, at its 
56 option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bi 11 -
57 ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the 
58 operations for the Consenting Parties shall furnish the Non Consenting Parties with an itemized statement of all costs and liabilities in 
59 currcd in the operation ol ihe well, together with a stalemenl of ihe quantity of oil and gas produced from it and the amount of proceeds 
60 realized from the sale of the well's working interest production during ihe preceding month. In determining the quantity of pj| and gas 
61 produced during any month, Conseniing Parlies shall use industry accepted methods such as, but not limited to, metering or periodic 
62 well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any suclloperation 
63 which would have l>cen owned by a Non Conseniing Parly had it participated therein shall be credited against the total unretufhed costs 
64 ol the work done and ol the equipment purchased in determining when the interest of such Non Consenting Party shall reverljto il as 
65 above provided; and if there is a credit balance, it shall he paid lo such Non Conseniing Parly. 
66 
67 
68 
69 
70 
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A RTICI J3 VI 
continual 

1 1/ and when the Consenting Parties recover from a Non Conseniing Party's relinquished interest the amounts provided for above. 
2 the relinquished interests of such Non Conseniing Party shall automatically revert to it. and. from and after such reversion, such Non-
3 Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the'production 
4 therefrom as such Non-Consenting Party would have been entitled to had ii participated in the drilling, reworking, deepening or plugging 
5 back of said well. Thereafter, such Non Consenting Party shall be charged with and shall pay its proportionate part of the further costs of 
6 the operation of said well in accordance with the terms of this agreement and ihe Accounting Procedure attached hereto 
7 

8 
9 

10 Notwithstanding the provisions of this Article VI.1) 2., it is agreed thai without the mutual consent of all parlies, no wells shall 
11 be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such 
12 well conforms to the then-existing well spacing pattern for such source of supply. 
13 
14 
15 

16 The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VI.A. 
17 except (a) as to Article VII.D.l. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well 
18 after it has been drilled to the depth specified in Article VI.A. if it shall thereafter prove to be a dry hole or, if initially completed for pro-
19 duclion, ceases to produce in paying quantities. 
20 
21 
22 

23 3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been 
24 completed, and the results thereof furnished to the parties, stand by costs incurred pending response lo a parly's notice proposing a 
25 reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-
26 ing operation just completed. Stand by costs subsequent to all parlies responding, or expiration of the response time permitted, whichever 
27 first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-
28 maticat paragraph of Article VI.B.2, shall be charged to and borne as part of ihe proposed operation, but if the proposal is subsequently 
29 withdrawn because of insufficient participation, such stand hy costs shall be allocated between the Conseniing Parties in the proportion 
30 each Consenting Party's interest as shown on Exhibit " A " bears lo the total interest as shown on Exhibit " A " of all Consenting Par-
31 ties. 
32 
33 
34 
35 4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a "deepening" operation shall 
36 also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as lo change the bottom hole 
37 location (herein called "sidetracking"), unless done to straighten the hole or to drill around junk in the hole or because of other 
38 mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the 
39 affected well bore at the time of the notice shall, upon electing lo participate, tender to the well bore owners iis proportionate share (equal 
40 to its interest in Ihe sidetracking operation) of ihe value of lhat portion of the existing well bore to be utilized as follows: 
41 
42 
43 
44 (a) If the proposal is (or sidetracking an existing dry hole, reimbursement shall be on ihe basis of the actual costs incurred in 
45 the initial drilling o( the well down to the depth at which the sidetracking operation is initiated. 
46 
47 
48 
49 (b) 11 the proposal is (or sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's 
50 salvable materials and equipment down to the depth al which the sidetracking operation is initiated, determined in accordance with the 
51 provisions of Exhibit "C", less the estimated cost of salvaging and the estimated cost of plugging and abandoning. 
52 
53 
54 
55 In the event lhat notice for a sidetracking operation is given while ihe drilling rig to be utilized is on location, the response period 
56 shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and 
57 receive up to eight (8) additional days alter expiration ol the forty-eight (Aft) hours within which to respond by paying for all stand-by time 
58 incurred during such extended response period. If more than one party elects lo lake such additional time to respond to the notice, stand-
59 by costs shall be allocated between the parties taking additional time to respond on a day to day basis in the proportion each ejecting par-
60 ty's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all the electing parlies. In all other in-
61 stances the response period to a proposal for sidetracking shall be limited to thirty (30) days. 1 

62 
63 
64 

65 C. TAKING PRODUCTION IN KIND: 
6 6 .have t h e r i g h t t o 
67 Each party shall'take in kind or separately dispose of its proportionate share of all oil and gas produced from the Contract Area, 
68 exclusive of production which may be used in development and producing operations and in preparing and treating' bij apd gas for 
69 marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate disposition by any 
70 party of its proportionate share of the production shall be borne by such parly. Any parly taking its share of production |n kjrjhj sh.aH be 

• 1 ' '«• » . . . . a l .il iliii. il 
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ARTICLE VI 
cotiliiHietl 

1 required to pay for only its proportionate share of such part ol Operator's surface facilities which it uses. 
2 

3 Each party shall execute such division orders and contracts as may he necessary for the sale ol its interest in production from 
4 the Contract Area, and, except as provided in Article VII.B., shall be entitled to receive payment directly from the purchaser thereof for 
5 its share of al! production. 
6 

7 In the e"Wl any party shall fail to make the arrangements necessary to take iu kind or separately dispose ol its proportionate share ol 
8 die oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the party owning it, but not 
9 the obligation, lo purchase such oil or sell it to others at any time and from time to time, (or the account of the non taking party at the 

10 best price obtainable in the area for such production. Any such purchase or sale by Operator shall be subject always to the right of the 
11 owner of the production to exercise at any time its right to lake iu kind, or separately dispose ol, its share of all oil not previously 
12 delivered to a purchaser. Any purchase or sale by Operator of any other party's share of oil shall be only for such reasonable periods ol 
13 time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess 
14 of one (1) year. 
15 
16 In the event one or more parties' separate disposition of its share ol the gas causes split stream deliveries to separate pipelines and/or 
17 deliveries which on a day-to-day basis for any reason are not exactly equal to a party's respective proportionate share of total gas sales to 
18 be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing 
19 agreement between the parties hereto, whether such an agreement is attached as Exhibit "E" , or is a separate agreement. 
20 
21 D. Access to Contract Area and Information: 
22 

, t 

23 Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations, 
24 and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator's books 
23 and records relating thereto. Operator, upon request, shall furnish each of the other parties with copies of all forms or reports filed with 
26 governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of 
27 each month, and shall make available samples ol any cores or cuttings taken from any well drilled on the Contract Area. The cost of 
28 gathering and furnishing information to Non Operator, other than lhat specified above, shall be charged to the Non-Operator that re-
29 quests the information. 
30 
31 E. Abandonment of Wells: 
32 
33 1. Abandonment ol Dry Holes: Except lor any well drilled or deepened pursuant to Article VI.B.2., any well which has been 
34 drilled or deepened under the terms ol this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned 
35 without the consent of all parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply 
36 within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal lo plug and abandon 
37 such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in 
38 accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening 
39 such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further 
40 operations in search of oil and/or gas subject to the provisions of Article VLB. 
41 
42 2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted 
43 hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as a 
44 producer shall n~A be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall 
43 be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto, lf, within 
46 thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agtee to the abandonment of such well, 
47 those wishing to continue its operation from the interval(s) of the formation(s) dien open to production shall tender to each of the other 
48 parties its proportionate share of the value of die well's salvable material and equipment, determined in accordance with the provisions ol 
49 Exhibit "C", less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall assign 
50 the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and 
51 material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to, but only as to, the in-
52 terval or intervals of the formation or formations then open to production. If the interest of the abandoning party is or includes an oil and 
53 gas interest, such party shall execute and deliver to the non-abandoning party or parlies an oil and gas lease, limited lo the interval or in-
54 tervals of the formation or formations then open to production, for a term of one (1) year and so long thereafter as oil and/or gas is pro-
55 duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
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ARTICIJG VI 
continued 

j " B " . The assignments or leases so limited shall encompass the "drilling unit" upon which the well is located. The payments by. and the 

2 assignments or leases to. the assignees shall be in a ratio based upon the relationship ol their reactive percentage ol participation in the 
3 Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of 
4 interests in the remaining portion of the Contract Area. 

5 

6 Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production from 
7 the well in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon re-
8 quest, Operator shall continue to operate the assigned well for the account of the non abandoning parties at the rates and charges con-
9 templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned 

10 well. Upon proposed abandonment oi the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to 
11 repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro 
12 visions hereof. 
13 
14 3. Abandonment of Non-Consent Operations: The provisions of Article Vl.E.l. or VI.E.2. above shall be applicable as between 
15 Consenting Parties in the event of the proposed abandonment of any well excepted Irom said Articles; provided, however, no well shall be 
16 permanently plugged and abandoned unless and until all parties having the right to conduct further operations therein have been notified 
17 of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article 
18 VI.E. »> 
19 
20 ARTICLE VI I . 
2 1 EXPENDITURES AND LIABILITY OF PARTIES 
22 

23 A. Liability ol Parties: 
24 

25 The liability of the parties shall be several, not joint or collective. Each party shall be responsible only (or its obligations, and 
26 shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the liens granted 
27 among the parties in Article VII.B. are given to secure only the debts of each severally. It is not the intention of the parties to create, nor 
28 shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partners. 
29 
30 B. Liens and Payment Defaults: 
31 
32 Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share 
33 of oil and/or gas when extracted and its interest in all equipment, to secure payment ol its share of expense, together with interest thereon 
34 at the rate provided in Exhibit "C". To the extent that Operator has a security interest under the Uniform Commercial Code of the 
35 state. Operator shall be entitled to exercise the rights and remedies ol a secured party under the Code. Hie bringing of a suit and the ob-
36 taming of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien 
37 rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share 
38 of expense, Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from 
39 the sale of such Non-Operator's share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each 
40 purchaser shall be entitled to rely upon Operator's written statement concerning the amount of any default. Operator grants a like lien 
41 and security interest to the Non-Operators to secure payment of Operator's proportionate share of expense. 
42 
43 If any party (ails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therelor by 
44 Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that 
45 the interest of each such party bears to the interest of all such parties. Each party so paying its share of the unpaid amount shall, lo obtain 
46 reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph. 
47 
48 C. Payments and Accounting: 
49 
50 Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses incurred in the development 
51 and operation of die Contract Area pursuant to this agreement and shall charge each of the parlies hereto with their respective propor-
52 tionate shares upon the expense basis provided in Exhibit "C". Operator shall keep an accurate record of the joint account hereunder, 
53 showing expenses incurred and charges and credits made and received. 
54 
55 Operator, &t its election, shall have the right from time to lime to demand and receive from the other parties payment in advance 
56 of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding 
57 month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together 
58 with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted 
59 on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share ol such estimate within 
60 fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, tfjjĵ amount 
61 due shall bear interest as provided in Exhibit "C" until paid. Proper adjustment shall be made monthly between advances andjajaual ex-
62 pense to the end lhat each party shall bear and pay its proportionate share of actual expenses incurred, and no more. } r 
63 (C 
64 D. Limitation of Expenditures: [ ' 

" H 
66 1. Drill or Deepen: Without the consent ol all parties, no well shall be drilled or deepened, except any well drilled prtjili epened 

67 pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the drilling or deepening shall include:,'I fvt.s 

70 

ll •* t l 'Hiv MJrrtittvtifft N- .it it |»i»l>iM*.4 
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ARTICLE Vll 
continued 

1 D Option No. 1: All necessary expenditures (or the drilling or deepening, testing, completing and equipping of the well, including 
2 necessary tankage and/or surlace facilities. 

3 
4 H Option No. 2: All necessary expenditures (or the drilling or deepening and testing ol the well. When such well has reached its 
5 authorized depth, and all tests have been completed, and the results thereof lurnishtd to the parlies. Operator shall give immediate notice 
6 to the Non-Operators who have the right to participate in the completion costs. The parties receiving such notice shall have lorty-eight 
7 (48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect lo participate in ihe selling ol casing and the completion at-
8 tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in-
9 eluding necessary tankage and/or surface facilities. Failure of any parly receiving such notice lo reply within the period above fixed shall 

10 constitute an election by that party not to participate in the cost of the completion attempt. II one or more, but less than all ol the parties, 
11 elect lo set pipe and to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase "reworking, deepening or plugging 
12 back" as contained in Article VI.B.2. shall be deemed to include "completing") shall apply lo the operations thereafter conducted by less 
13 than all parties. 
14 
15 2. Rework or Plug Back: Without the consent of all parties, no well shall he reworked or plugged back except a well reworked or 
16 plugged back pursuant to the provisions of Article VI.B.2. of this agreement. Consent lo the reworking or plugging back of a well shall 
17 include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage 
18 and/or surface facilities. 
19 
20 3. Other Operations: Without the consent of all parties, Operator shall not undertake any single project reasonably estimated 
21 to require an expenditure in excess nf T w e n t v - f i v e Thousand Dollars (* 25 ,000 ) 
22 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been 
23 previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden 
24 emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are required 
25 to deal with lite emergency to safeguard life and properly but Operator, as promptly as possible, shall report the emergency to the olher 
26 parties. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non Operator so requesting 
27 an information copy thereof for any single project costing in excess of F i f t e e n Thousand 
28 Dollars ( | 15 ,000 ) but less than the amount first set (orlh above in this paragraph. 
29 
30 E. Rentals, Shut-in Well Payments and Minimum Royalties: 

31 
32 Rentals, shut in well payments and minimum royalties which may he required under the terms of any lease shall be paid by the 
33 party or parties who subjected such lease to this agreement at its or their expense. In (he event two or more parties own and have con 
34 tributed interests in ihe same lease to this agreement, such parties may designate one of such parlies to make said payments for and on 
35 behalf of all such parties. Any party may request, and shall be entitled to receive, proper evidence of all such payments. In the event of 
36 failure to make proper payment of any rental, shut in well payment or minimum royalty through mistake or oversight where such pay 
37 ment is required to continue the lease in force, any loss which results from such non payment shall be borne in accordance wilh the pro 

38 visions of Article IV.B.2. 

39 
40 Operator shall notify Non-Operator of the anticipated completion of a shut in gas well, or the shutting in or return to production 
41 of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by 
42 circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify 
43 Non-Operator, the loss of any lease contributed hereto hy Non Operator for failure lo make timely payments of any shut-in well payment 
44 shall be borne jointly by the parties hereto under the provisions of Article IV.H 3. 
45 

46 F. Taxes: 

47 
48 Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem taxation all property 
49 subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they 
50 become delinquent. Prior to the rendition date, each Non Operator shall furnish Operator information as to burdens (to include, but not 
51 be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
52 Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over-
53 riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or 
54 owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benelit of such reduc-
55 tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party's working interest, then notwithstanding 
56 anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax 
57 value generated by each party's working interest. Operator shall bill the other parlies for their proportionate shares of all lax payments in 
58 the manner provided in Exhibit "C". 

60 If Operator, considers any tax assessment improper. Operator may, at its discretion, protest within the time and (manner 
61 prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to fihil deter-
62 mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such taxffi and any 
63 interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for disjoint ac-
64 count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid by It I em, as 
65 provided in Exhibit "C". IT 

66 -i;M' 
67 Each parly shall pay or cause to be paid all production, severance, excise, gather ing and other taxes imposed uporj tofi^iln.lfcipect to 
68 *he production or handling of such party's share of oil and/or gas produced under the terms of this agreement, (V t )'• j 

69 
70 
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A R T I C L E V I I 

continued 

| G. Insurance: 

2 

3 At all times while operations are conducted hereunder, Operator shall comply with the workmen's compensation law of 

4 the state where the operations are being conducted; provided, however, lhat Operator may be a self insurer for liability under said com-

5 pensation laws in which event the only charge lhat shall be made to the joint account shall be us provided in Exhibit " C " . Operator shall 

6 also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit " D " , attached to and made a part 

7 hereof. Operator shall require all contractors engaged in work on or (or the Contract Area to comply with ihe workmen's compensation 

8 law of the state where the operations are being conducted and lo maintain such olher insurance as Operator may require. 

9 
10 In the event automobile public liability insurance is specified in said Exhibit " D " , or subsequently receives the approval of the 

11 parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's automotive equipment. 

12 
13 ARTICLE V I I I . 

14 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 

15 

16 A . Surrender of Leases: 

17 

18 The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole 

19 or in part unless all parties consent thereto. 

20 

21 However, should any party desire to surrender its interest in any lease or in any portion thereof, and the olher parties do not 

22 agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest in 

23 such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production 

24 thereafter secured, lo the parties not consenting to such surrender. If ihe interest of the assigning party is or includes an oil and gas in-

25 terest, the assigning party shall execute and deliver tu the party or parlies not consenting to such surrender an oil and gas lease covering 

26 such oil and gas interest for a term ol one (1) year and so long thereafter as oil and/or gas is produced from the land covered thereby, such 

27 lease to be on the form attached hereto as Exhibit "11" . U|x>n such assignment or lease, the assigning party shall be relieved from all 

28 obligations thereafter accruing, but not theretofore accrued, with respect lo the interest assigned or leased and the operation of any well 

29 attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-

30 duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the 

31 party assignor or lessor the reasonable salvage value of the latler's interest in any wells and equipment attributable to the assigned or leas-

32 ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit " C " , less the estimated cost of 

33 salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one parly, the interest 

34 shall be shared by such parlies in the proportions lhat the interest of each bears to the total interest of all such parties. 

35 

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

37 party's interest as it was immediately before ihe assignment, lease or surrender in the balance of the Contract Area; and the acreage 

38 assigned, leased or surrendered, and subsequent operations thereon, shall not (hereafter be subject to the terms and provisions of this 

39 agreement. 

40 

41 BT—Renewal ot Entcnsion of Leaaeai 

42 

44 shall have the right (or a period of thirty (30) days following receipt of such notice in which to elect to participate in the ownersjjipfjf the 

45 renewal lease, insofar as such lease affects lands within the Contract Area, hy paying to ihe parly who acquired it their sevefafproper pro-

46 portionate shares of the acquisition cost allocated lo that part of such lease within the Contract Area, which shallhe-hlproportion to the 

47 interests held at lhat time by the parties in the Contract Area. " 

49 If some, but less than all, of the parties elect to participate in the purchase of a renewal-tease, it shall be owned by the parties 

50 who elect to participate therein, in a ratio based upon the relationship of their respectivepefcentage of participation in the Contract Area 

51 lo the aggregate of the percentages of participation in the Contract Area of all parjies'pariicipating in the purchase of such renewal lease. 

52 Any renewal lease in which less than all parties elect to participate shallIpefne subject lo this agreement. 

34 Each party who participates in the purchase of a renewal-tease shall he given an assignment of its proportionate interest therein 

55 by the acquiring party. 

56 

57 The provisions of this Article shall apptyto renewal leases whether they arc for the entire interest covered by the expiring lease 

58 or cover only a portion of its area orarrlnlerest therein. Any renewal lease taken before ihe expiration of its predecessor lease, or taken or 

59 contracted for within six (6)tupfifns after the expiration of the existing lease shall he subject to this provision; but any lease tak^jj or con-

60 traded for more lhansjx-(6")months alter the expiration of an existing lease shall not he deemed a renewal lease and shall not bej^iibject to 

61 the provisions of^thls agreement. | U 

. . . . . Ii 
63 The provisions in this Article shall also be applicable lo extensions of oil and gas leases. 'M 
6 4 • 
65 C. Acreage or Cash Contributions: I T 
67 While this agreement is in force, if any party contracts for a contribution ol cash towards the drilling of 4 well orja^y other 

68 operation on the Contract Area, such contribution shall l>c paid lo the parly who conducted the drilling or other d^ranoh aj'djsljall be 

69 applied by it against the cost of such drilling or olher operation. If ihe conirihution he in the form of acreage, the parjy to whJJrfY the con-

70 tribution is made shall promptly tender an assignment of ihe acreage, wiihoul warranty of title, to the Drilling Parlies jn'the P^f l f iy f l ( o n l 
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ARTICLE V1H 
continued 

said Drilling Parlies shared the cost ol drilling the well. Such acreage shall become a separate Contract Area and. to the extent possible, be 
governed by provisions identical to this agreement. Each party shall promptly notify all other parties ol any acreage or cash contributions 
it may obtain in support of any well or any olher operation on the Contract Area. The above provisions shall also be applicable to op
tional rights to earn acreage outside the Contract Area which are in support of a well drilled inside the Contract Area. 

lf any party contracts for any consideration relating to disposition of such party's share of substances produced hereunder, such 
consideration shall not be deemed a contribution as contemplated in this Article VI11C. T h i s p a r a g r a p h s h a l l n o t be 
a p p l i c a b l e t o t h e c o n t r i b u t i o n o f ac reage by the C o n t r i b u t i n g P a r t i e s t o w a r d t h e 
I n i t i a l , S u b s t i t u t e , o r O p t i o n T e s t W e l l . 
D. Maintenance of Uniform Interest: 

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by this agreement, no 
party shall sell, encumber, transfer or make olher disposition of its interest in ihe leases embraced within the Contract Area and in wells, 
equipment and production unless such disposition covers either: 

1. the entire interest of the party in all 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, transfer or other dis|>osiiion made by any party shall be made expressly subject to this agreement 
and shall be made without prejudice to the right of ihe other parties. 

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

E. Waiver of Rights to Partition: 

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

ft—Piefeiemial Right tu Pmihasc; 

Area, it shall promptly give written notice lo the other parties, with full information concerning its proposed sale^whjch-shairTnclude the 
name and address of ihe prospective purchaser (who must be ready, willing and able to purchaseJ^hc-purt̂ fiGeprice, and all other terms 
of the offer. The other parties shall then have an optional prior right, for a periodjiIacfrf^TJfclays after receipt of the notice, to purchase 
on the same terms and conditions the interest which the oilierpaxt^Hxjposesto sell; and, if this optional right is exercised, the purchas
ing parties shall share the purchased interest injjjx^roporTions that the interest of each bears to the total interest of all purchasing par
ties. However, there shall beno_^>fefer«Utal right to purchase in those cases where any parly wishes to mortgage its interests, or to 
dispose of iisinjeMstsiJfTrterger, reorganization, consolidation, or sale of all or substantially all of its assets to a subsidiary or parent com-

ARTICI.E IX. 

INTERNAL REVENUE CODE ELECTION 

This agreement is not intended to create, and shall not be construed to create, a relationship of partnership or an association 
for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several 
and not joint cr collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal income tax 
purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to be excluded 
from (he application of all of the provisions of Subchapter " K " , Chapter 1, Subtitle " A " , of the Internal Revenue Code of 1954, as per
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex
ecute on behalf of each parly hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the 
United States or die Federal Internal Revenue Service, including specifically, but not by way ol limitation, all of the returns, statements, 
and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further 
evidence of this election, each such party shall execute such documents and furnish such other evidence as may be require-by the 
Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take any other 
action inconsistent with the election made hereby. II any present or future income tax laws of the state or slates in which thetjGontract 
Area is located or any future income lax laws of the United States contain provisions similar to those in Subchapter " K " , vjh|r>ter 1, 
Subtitle " A " , of the Internal Revenue Code of 1954, under which an election similar to that provided by Section 761 of the Cope is per
mitted, each party hereby affected shall make such election as may be permitted or required by such laws. In making the foregdir g elec
tion, each such party states that the income derived by such party from operations hereunder can be adequately determined with' ut the 

compulation of partnership taxable income. 'iss.}-&,' 
<&> <v>' 

. U tfcii tdtatitunii ii pnil>iiiito4 

. itt-^i ^Ittd 4t-lhun<4 14 «vulit.% by ll>» 

4I*I*- I» Aim Ml *t 1,1 t'cbukiM I-wAilM 
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ARTICLE X. 

CLAIMS AND LAWSUITS 

Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure 
does not exceed F i f t e e n Thousand Dollars 

(> 15,000 ) and if the payment is in complete settlement of such claim or suit. If the amount required for settlement ex
ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is 
delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex
pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any party or if any party is 
sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given 
Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim 
or suit involving operations hereunder. 

ARTICLE XL 

FORCE MAJEURE 

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

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

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

ARTICLE XII . 

NOTICES 

All notices authorized or required between the parties and required by any ol the provisions of this agreement, unless otherwise 
specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed to 
the parlies to whom the notice is given at the addresses listed on Exhibit " A ". The originating notice given under any provision hereof 
shall be deemed given only when received by the party to whom such notice is directed, and the lime (or such party to give any notice in 
response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given 
when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party 
shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all other parties. 

ARTICLE XIII . 

TERM OF AGREEMENT 

This agreement shall remain in (ull lorce and effect as to the oil and gas leases and/or oilvand gas interests subject hereto for the 
period ol time selected below; provided, however, no party hereto shall ever be consirued'as having any right, title or interest in or to any 
tease or oil and gas interest contributed by any other party beyond the term of this agreement. 

ut die Cuiiliail Aiea, whether by production, extension, renewal or otherwise-, 

H Option No. 2: In the event the well described in Article VI.A., or any subsequent well drilled under any provision of this 
agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or 
wells produce, or are capable of production, and for an additional period of _ i §Q days from cessation of all production; provided, 
however, if, prior to the expiration of such additional period, one or more of the parlies hereto are engaged in drilling, reworking, deepen
ing, plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such opera
tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In the event the 
well described in Article VI.A., or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, pit.capable 
of producing oil and/or gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back ojyiework-
ing operations are commenced within 120 d ayS ( r o m tlie dale of abandonment of said well. 

It is agreed, however, lhat the termination of this agreement shall not relieve any party hereto from any liability 
accrued or attached prior to the dale of such termination. 

Hit «l 'lilt MifMitlillll Mut ll fmbiltilli 

t 'Ht l tvlicw Mlhautd ia milu'% k,' lit, 

AlitciKM A»U*.UI-:«I J IVil».jltli<» t J<Mfc>ttl> 
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ARTICLE XIV. 
COMPLIANCE WITH IAWS ANO REGULATIONS 

1 A. Laws, Regulations and Orders: 
2 
3 This agreement shall be subject to Ihe conservation laws of the stale in which the Contract Area is located, to Ihe valid rules, 
4 regulations, and orders of any duly constituted regulatory body of said stale; and to all oilier applicable federal, slate, and local taws, 
5 ordinances, rules, regulations, and orders. 
6 
7 B. Governing Law: 
8 
9 This agreement and all mailers pertaining hereto, including, bul noi limited lo, mailers of performance, non-performance, breach, 

10 remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by Ihe law of Ihe slate In which 
11 the Contract Area Is located. If the Contract Area is in two or more slates, the law of ihe stale of 
12 shall govern. 
13 
14 C. Regulatory Agencies: 
15 
16 Nothing herein contained shall grant, or be construed to gram, Operator the right or authority to waive or release any rights, 
17 privileges, or obligations which Non-Operators may have under federal or stale laws or under rules, regulations or orders promulgated under 
18 such laws in reference to oil, gas and mineral operations, including the localion, operation, or production of wells, or tracts offsetting or 
19 adjacent lo Ihe Contract Area. 
20 
21 With respect to operations hereunder, Non-Operators agree to release Operator front any and all losses, damages, Injuries, claims 
22 and causes of action arising out of, incident to or resulting directly or indirectly from Operator1 s interpretation or application of rules, rulings, 
23 regulations or orders of Ihe Department of Energy or predecessor or successor agencies lo Ihe extent such Interpretation or application was 
24 made in good faith. Each Non-Operator further agrees lo reimburse Operator for any amounts applicable to such Non-Operator's share 
25 of production lhal Operator may be required lo refund, rebate or pay as a result of such an incorrect interpretation or application, together 
26 with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application. 
27 
28 Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted lo Ihe purchaser 
29 of any crude oil sold hereunder or to any olher person or entity pursuant lo the requirements of the "Crude Oil Windfall Profit Tax Act 
30 of 1980", as same may be amended front time lo time ("Act"), and any valid regulations or rules which may be issued by Ihe Treasury 
31 Department from time to lime pursuant to said Act. Each parly hereto agrees lo furnish any and all certifications or olher Information which 
32 is required lo be furnished by said Act in a timely manner and in sufficient detail lo permit compliance with said Acl. 
33 
34 
35 ARTICLE XV. 
36 OTIIER PROVISIONS 
37 
38 Notwithstanding any provisions herein lo the contrary, Ihe parlies hereto agree as follows: 
39 
40 
41 A. Notwithstanding any other provisions herein, if during ihe term of this agreement, a well is required lo be drilled, deepened, reworked, 
42 plugged back, sidetracked, or recompleted, or any other operation (hat may be required in order to (I) continue a lease or leases In force 
43 and effect, or (2) maintain a unitized area or any portion thereof in and lo any oil and/or gas and olher Interest which may be owned by 
44 a third party or which, failing in such operation, may revert lo a third party, or (3) comply with an order Issued by a regulatory body having 
45 jurisdiction in the premises, failing In which certain rights would terminate, Ihe following shall apply. The parly desiring to drill, deepen, 
46 rework, plug back, sidetrack, recomplete, or lo perform any olher operation that may be required pursuant lo this paragraph D, shall give 
47 the other parties written notice of the proposed operation specifying the work to be performed, the location, proposed depth, objective 
48 formation, and Ihe estimated cost of Ihe operation. 'Ihe parties receiving such notice shall have fifteen (15) days after receipt of the notice 
49 within which to nolify the parly wishing to do the work whether they eleel lo participate in the proposed operation, and any party electing 
50 lo participate must pay its share of the cost within the fifteen (15) day period after receipt of Ihe notice, falling In which the parties interest 
51 who elected lo participate but did not timely pay will be subject lo the reassignment provision as set forth below. If a drilling rig is on 
52 location, notice of a proposal to rework, drill, deepen, plug back, sidetrack, recomplete, or any othefc operation pursuant to this paragraph 
53 D may be given by telephone and Ihe response period shall be limited lo forty-eight (48) hours Inclusive of Saturdays, Sundays, and legal 
54 holidays. Failure of a party receiving such notice lo reply or pay its share of ihe cost within Ihe period above fixed shall make such parties 
55 interest subject to the reassignment provision provided for below. Any notice or response given by telephone shall be promptly confirmed 
56 in writing. 
57 
58 
59 0. Operator shall comply where applicable with Ihe following clauses contained in 41 CFR: 
60 
61 60-14(a) (Equal Employment Opportunity); 
62 1-12 803-10 (Certification of Non-Segregated Facilities); 
63 60-250 (Employment Opportunity for Veterans); 
64 60-741 (Employment Opportunity for Handicapped Individuals); 
65 1-1.710 (Subcontracting With Small Business Concerns); 
66 1-1.805 (Subcontracting With l-abor Surplus Area Concerns); 
67 1.1.1310 (Subcontracting Wilh Minority Business Enterprises); 
68 1.1.2302-2 (Environmental Protection). 
69 
70 These clauses are Incorporated herein by reference if and to ihe exlcnl applicable to Ihis contract by law, executive order, or regulation. 
71 Operalor represents lhal he is in compliance wilh ihe reporting requirements of 41 CFR 60-1.7 and the Affirmative Action Program 
72 requirements cf 41 CPR 60-1.40 and 60-2. 
73 
74 
75 C. Non-Operators authorize Operalor to receive, and direct all product purchasers lo pay lo Operalor, all proceeds of production from or 
76 allributable lo the Contract Area. As evidence of Ihis authority all products purchasers may rely solely on a copy of Ihls provision, 
77 authenticated by Operalor, in lieu of the need for any additional consents or transfer orders from the Non-Operators. While Operator is 
78 receiving all proceeds of production, Operator obligates itself lo make payments of all Working and Royalty interests Revenues attributable 
79 lo Ihe Interests covered herehv 



D. Any party creating the necessity for separate measurement facilities shall alone bear all costs of such facilities. Any parly using separate 
production measurement facilities shall keep accurate records of such production in accordance with applicable slale and federal regulations, 
•nd upon Operator's request, under Ihe lerms of this agreement or any agreement executed in conjunction wilh this agreement, true and 
complete copies of said records shall be furnished lo Operator. Said production records supplied to the Operator shall be treated as 
confidential Information and shall be used by Operalor only lo Ihe extent necessary lo fulfill its duties as Operator. 

E. Al l costs and expenses Incurred by Operator In securing attorneys, geologists, engineers, exhibits and related documentation, for Ihe 
preparation and filing of material relative lo Ihe sale of oil and/or gas shall be borne by all parties in accordance wilh their respective interest 
as set forth on Exhibit "A " attached hereto and made a part hereof. 

P. All costs and expenses Including fees and expenses of attorneys and consultants incurred by Operator which may arise due to olher 
operators in the area applying for non-standard locations and/or other regulatory hearings shall be borne by all parties in accordance wilh 
their respective Interests as set forth in Exhibit "A" attached hereto and made a part hereof. 

G. The parties herelo agree to execute a Notice of Joint Operating Agreement Men in Ihe form of Exhibit "P" lo Ihis agreement In order 
to permit perfection ol Ihe hereinabove described security interests by placing said NOTICE of record in the county in which Ihe Contract 
Area Is located and in accordance wilh the Uniform Commercial Code of the Slale in which Ihe Contract Area is localed. 

I I . If a party to Ihis agreement elects not to participate in a proposed operation or, if a non-consenting party falls to timely pay its share 
of Ihe cost Involved in such operation, and is determined lo be a non-participating parly, shall not have access lo or be entitled lo receive 
well information wilh regard to operations conducted on the Contract Area. 

• r a \ * l M i v a * . l l v 
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ARTICLE XVI. 
MISCELLANEOUS 

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

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

IN WITNESS WHEREOF, this agreement shall be effective as of this 28th day of December, 1994. 

OPERATOR 

NEARBURG PRODUCING COMPANY 

By: Bob Shelton 
I t s : Consulting Landman 
Date: 

NON OPERATORS 

NEARBURG EXPLORATION COMPANY 

Shelton 
I t s : A ttorney-in-Fact 
Date: 

YATES PETROLEUM CORPORATION 

By: 
I t s : 
Date: 

YATES DRILLING COMPANY 

By: 
I t s : 
Date: 

ABO PETROLEUM CORPORATION 

By: 
I t s : 
Date: 

MYCO INDUSTRIES, INC. 

By: 
I t s : 
Date: 

M. Craig Clark 
Date: 



ACKNOWLEDGEMENTS 

STATE OF TEXAS 

COUNTY OF MIDLAND 

S 
S 
S 

The foregoing instrument was acknowledged before me on the 28th day of 
December, 1994, by BOB SHELTON, Consulting Landman of NEARBURG PRODUCING COMPANY, 
a Texas corporation, on behalf of said corporation. 

KAYE H. GASSIE 
NOTARY PUBLIC 

State of Texas 
Comm. Exp. 11-06-97 . 

STATE OF TEXAS 

COUNTY OF MIDLAND 

This instrument was acknowledged before me on the 28th day of December, 
1994, by ROBERT G. SHELTON, as Attorney-in-Fact for NEARBURG EXPLORATION COMPANY, 
a sole proprietorship, on behalf of said sole proprietorship. 

KAYE H. GASSIE 
NOTARY PUBLIC 

State of Texas 
Comm. Exp. 11-06-97 

STATE OF NEW MEXICO § 
§ 

COUNTY OF CHAVES § 
The foregoing instrument was acknowledged before me on the day of 

, 199 , by as 
of YATES PETROLEUM CORPORATION, a corporation, on 
behalf of said corporation. 

Notary Public,State of New Mexico 

STATE OF NEW MEXICO S 
S 

COUNTY OF CHAVES § 
The foregoing instrument was acknowledged before me on the day of 

, 199 , by as 
of YATES DRILLING COMPANY, a corporation, on behalf of 
said corporation. 

Notary Public, State of New Mexico 

15(A) 



STATE OF NEW MEXICO § 

S 
COUNTY OF CHAVES § 

The foregoing instrument was acknowledged before me on the day of 
, 199 , by as 

of ABO PETROLEUM CORPORATION, a c o r p o r a t i o n , on behalf 
of s a i d c o r p o r a t i o n . 

Notary Public, State of New Mexico 

STATE OF NEW MEXICO § 
§ 

COUNTY OF CHAVES § 

The foregoing instrument was acknowledged before me on the day of 
, 199 , by as 

of MYCO INDUSTRIES, INC., a c o r p o r a t i o n , on behalf of 
said c o r p o r a t i o n . 

Notary Public, State of New Mexico 

STATE OF TEXAS § 
§ 

COUNTY OF MIDLAND S 

This instrument was acknowledged before me on the day of 
, 199 by M. CRAIG CLARK. 

Notary Public, State of Texas 

15(B) 



EXHIBIT "A" 

Attached t o and made a pa r t of t h a t c e r t a i n Operating 
Agreement dated the 28th day of December, 1994, by and 
between Nearburg Producing Company, as Operator, and 
Nearburg E x p l o r a t i o n Company, et a l as Non-Operators 

I . I d e n t i f i c a t i o n of lands subject t o agreement: 

South Half (S/2) of Section 13, T-19-S, R-25-E, Eddy County, New 
Mexico 

I I . R e s t r i c t i o n s as t o depths or formations: 

This Operating Agreement i s l i m i t e d t o the i n t e r v a l between 
the surface of the ea r t h and the base of the Morrow 
formation. 

I I I . Percentage of p a r t i e s t o agreement: 

Nearburg E x p l o r a t i o n Company 72.265625% 
Yates Petroleum Corporation 17.500000% 
Yates D r i l l i n g Company 2.500000% 
Abo Petroleum Corporation 2.500000% 
Myco I n d u s t r i e s , Inc. 2.500000% 
M. Craig Clark 2.734375% 

100.000000% 

IV. A. O i l & Gas Leases subject t o agreement: 

See E x h i b i t A - l attached hereto. 

V. Addresses of p a r t i e s t o the agreement 

Nearburg E x p l o r a t i o n Company 
P. O. Box 823085 
Dal l a s , Texas 75382-3085 

Nearburg Producing Company 
P. O. Box 823085 
Dal l a s , Texas 75382-3085 

Yates Petroleum Corporation 
Yates D r i l l i n g Company 
Myco I n d u s t r i e s , Inc. 
Abo Petroleum Corporation 
105 South Fourth Street 
A r t e s i a , New Mexico 80210 

M. Craig Clark 
310 West Texas 
Suite 822 
Midland, Texas 79701 
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T K X A S & N K W M E X I O O 
rl tODlJOV.rlS 88 KEV. 10 I.V7:| OIL, GAS AND MINERAL LEASE 

T H I S AGREENfENT mad. and entered into this day ot 19 b y between 

hereinafter catted "Lessor", whether one or mora, and 
hereinaiter called 

W I T N E S S E T H ; That, for and in consideration of the turn ot 

Dollars <*-— —— — — > . receipt of which is hereby acknowledged and of the royalty herein provided and the agreement* of Lease* herein contained 
^ ' . P * * - " « " b y J-"""'. " " f " ? " " c l u 3 , r e l Y f 0 1 0 L j ^ . lU successors and assign*, all of Ihe fand hereinafter described, togamer^itb My^ .v™ra \on . ry 
nghls therein, for the purpose of explonngby g.olog.c.1. geophysical and all other methods, and of dri l l ing, producing and operat ing wells or 1 7 ™ , 
recovery of o i l . gas and other hydrocarbons, and al l other minerab or substances, whether similar or dissimilar. that may bTproduced from a n T w e i l or m b i 
on the leased premises, including primary, secondary, tertiary, cycling, pressure maintenance methods of recovery and . U other methods whether now k n o w 
or unknown with all incidental rights thereto, and to establish and utilize facilities (or surface and suUurface disposal of salt water and to c o n s t r u c t m a ^ U i n a n r l 
remove roadways, tanks, pipelines, electric power and telephone lines, power stations, machinery and slruclurea thereon, to produce' store transport' treat and 
move all substances described above, and the products therefrom, together with the right ol ingress and egress to and from said land. The land hereby leased is eit-

ualed in the County of State of , „ d i s d ^ r . u j „ , „ | | o w , . 

EXHIBIT "B" 

Attached to and made a p a r t of tha t c e r t a i n Operat ing 
Agreement dated the 28th day o f I)ei:e:;.b«.T, 1994, between 
Nearburg Producing Company, as Operator , and Nearburg 
E x p l o r a t i o n Company, et a l , as Non-Operators. 

This lease covers ail of tha land described above, including any interests dierein that any signatory hereto baa the right or power to lease, and in addition It 
covers, and there ia hereby granted, leased and let, upon the same terms and conditions as herein iet lorth, all lands now or hereafter owned or claimed by Leaaor. 
adjacent, contiguous, or a part of tha tract or tracts described above, whether such additional lands r.-a owned or claimed by deed, l imitation, or otherwise, or are 
fenced or unfenced. and whether such landa are inside or outside of the metes and hounds description set forth above, or are in the'named survey, or other survey or 
surveys. Tba bonus money paid for this lees* is in gross, and not by the acre, aud shall be effective to cover all such land irrespective of tba number of acres con
tained therein, but the land included within this lease ia estimated to comprise acrta, whether actually more or leaa, and such land ia hereinafter 
referred tn as the "leased premises'' 

TO H A V E A N D TO H O L D the leased premises for a term of years from the data hereof, hereinafter called "pr imary term", and as long 
thereafter as o i l , gas or other hydrocarbons, or other minerals ur leased substances, or either or any ol them, are produced from the leased premises or from lands 
with which the leased premises are pooled or unitized. T / 1 A *-1 

In consideration of the premises, i t is hereby agreed as follows: J l 1 O t l l 
I . Royalty On Oi l . Lessee shall deliver to Lessor, at tha well or to the credit of i^e^sor in the pipeline to which the well may be connected. jj^Jjfh of all o i l and 

other l iquid hydrocarbons produced and saved from the leased premisas. or Leasee, at its option, mtiy buy or sell such XMH5__rovalty and pay lessor the market price 
tor o i l or l iquid hydrocarbons of like grade and gravity prevailing in the field on the day such oil is run into pipelines or into storage tanks. Lessor's royal ty in ter-
eat in either case shall bear its proportion of any expenses (or transporting and treating oil to make it marketable as crude. 

^ I \ f o 2. Royalty On Gat. Lessee shall pay to Lessor as royalty on gas. including casinghead gas or other gaseous substances produced from said land and sold on or 

3 / 1 6 

off {he premises.HXuxi of the net proceeds at the well received from the sale thereof, provide^ that on gas used off the prernUoj or by Lessee in the manufacture of o / i £ 
gasoline or other product* therefrom, the royalty shall be the market value at the well of ffi&t&of ihe gaa so u ^ d ; aa to all gaa sold by I<*3S3re "fid,BE n written con- ~> I * ^ 
tract, the price received by Lessee for such gaa shall be conclusively presumed to be tha net proceed^ at ihe" well or the market value at the well for the gas so sold. 

3 Royalty On Other Subetancee. Lessee shall pay to Lessor, as royalty oa a rrysub stances covered by this tease other than oi l sad gas and the products thereof 
which Leasee may elect to produce, save and market f rom the leased premises, W^P" fit the proceeds received by Lessee from the sale thereof after deducting the 
processing costs. J / i D t n 

4.'Shut - In Got Royalty. I i at any time, or from time to time, either before or after the expiration of the primary term of this lease, there la any gaa well on 
the leased premises or on lands with which the leased premise* are pooled or unitized and which is capable of producing in paying quantities, but which is abut in 
before or after production therefrom, such well shall be considered under all 'provisions of thia lease aa a well producing gas io paying quantities and thia lease 
shall remain in force in like manner aa though gas therefrom was actually being sold or used. In such event. Leasee covenants and agrees to pay Lessor, aa royalty, 

the sum of — Dolls ry i$ > per annum for the period commenc
ing on the date such well is actually sbut in , unless this lease is being maintained in force and effect by some other provision hereof, in which event, such period 
shall commence on the date this lease ceases to be maintained in fu l l force and effect by t*ome other provision hereof. Payment or tender ahall be made to Leaaor, or 
deposited to the credit of Lessor in the depository bank named in thia lease. Tbe first payment shall be due and payable on or before ninety (90) days after the date 
such well is shut in . or ninety (90) days from the o>te this lease ceases to be maintained in force by some other provision hereof. Unless gaa from such well is pro
duced and sold or used prior thereto, except temporary sales, or use for lease operations, Hub-sequent pay men ta shall be due annually thereafter on the anniversary 
date of the period for which such prior payment was made. No additional payments ahall be required if there is more than one shut-in gas well on the leased premises 
or oo lands with which the leased premises are pooled or unitized. Tbe term "gas wel l " ahull includu wells capable of producing natural gas, condensate, or any 
gaseous substance, and wells classified as gaa wells by any governmental authority having jurisdiction. 

6. Delay Rental. I f operations for dri l l ing or mining on the leased premises, or on landa with which the leaaed prerriaee are pooled or unitized, are not com

menced on or before one (1) year from the date of thia lease, as set forth above, thia lease shud terminate as to both parties unless on or before oa* ( i ' l year from 

the dat* of thia lease, Leasee ahall pay or tender to the Lessor a rental of 
Dollars 19 ) , which shall cover the privilege of deferring commence ment of such drilling or mining operation for a period of twelve (12) months 
from the expiration of said one (1) year period. In like manner and upon like payments or tenders annually, the commencement of such operations may be deferred for 
successive periods of the same number of months, during the primary term. Payments or Under* may be made to the Lessor or to the Leuso.'a credit in th* 

Bank at . - , which bank or any successor 
thereof shall continue to be the agent for tha Lessor and the Lessor's successors and assigns. If such bank or any successor thereof ahall fa i l , liquidate, or be succeed
ed by another bank, or for any reason fa i l or refuse to accept rental, the rental paying date for any year shall be extended unti l the expiration of thir ty (30) days after 
lessor ahall have delivered to f wnrni a recordable instrument making provision tor another method of payment or tender and any depository charge shall be the lia
bi l i ty of the Lessor. The payment or tender of rental may be made by check or draft of Letiaee, mailed or delivered to said bank or Lessor, or to any Lessor i f more 
than one, on or before the rental paying date. Mai l ing of rental on or before the rental paving date &hull be deemed a timely tender thereof and shall preclude the 
termination cf this lease. 

6. Dri l l ing Operations. I f Leasee ahould d r i l l and abandon aa a d<y hole a well oo tha leased premises, or i f after tbe discovery of o i l . gaa or other minerals, 
the production thereof should cease from any cause, and, in either event, there are no other producing wells on the leaaed premises or on landa with which they ar* 
pooled or unitized, or dril l ing or reworking operations are not being conducted there oo, tins lease shall not terminate i f Lessee commences reworking or additional 
dr i l l ing operations on tbe leased premises within sixty (60) days thereafter or, if it be within the primary term, Lessee commences or resumes the payment or tender 
of tenuis or commences operations for dr i l l ing or reworking on or before the rental paying date next ensuing after the expiration of ninety (90) days from the date 
of such abandonment or cessation of production. I t such abandonment or ceesstioa of production occurs at any time during tba last fifteen (15) months of the primary 
term, no rental payment or dr i l l ing operations sre necessary to keep the lease in force during the remainder of the primary term. I f . at tha expiration of th* primary 
term! o i l , gas or other minerals are not being produced from the leased premises or from lands with which the leased premises are pooled or unitized, but Lease* is 
then engaged in operations for dri l l ing or reworking of any well, this lease ahall remain in force so long as such dr i l l ing or reworking operations sre prosecuted, or 
reworking operations on any well or additional dr i l l ing operations are conducted on the leased premised, or on landa pooled or unitized therewith, with no cessation of 
more than sixty (60) consecutive days, and if any such operations result in production then long thereafter as such production continues. 

7. Pooling. Lessee is hereby granted the right, at any time and from Ume to time, whether before or after production, to pool thia leas* for the production of 
o i l . gss or condensate, or sny or either of them, ss to the land covered hereby, or any zone or portion thereof, or aa to any mineral or royalty interest therein, 
with any other lease covering the above described land, or lands adjacent, contiguous, adjoining, or in the immediate vicinity thereof, or as to any zone or portion of 
said lease or any mineral or royalty interest therein. Such pooling ahall be into a unit or units not exceeding forty (-40) acres plus an acreage tolerance of ten percent 
(10%) thereof for o i l , and units not exceeding six hundred forty (640) acres each plus an acreage tolerance of ten percent 110%) thareol for fas, provided thet. ahould 
governmental authority having jurisdiction prescribe or permit the creation of any dri l l ing, spacing or proration units larger than those specified above, auch units mey 
be created or enlarged to conform in aix* to the dr i l l ing or spacmg units ao prescribed or permitted or to the proration u n i u aa may be authorized lor obtaining the 
maximum allowable production from on* well- Leasee may pool the acreage or interests above described, or any portion thereof, as above provided, aa to o i l . 
or gas io any one or more zones, and units so formed need not conform in size or area wilh the unit or unit* into which the lease Is pooled, or combined as to any 
other zone, and o i l units need not conform as to area with gas units. Such pooling jhall be effected by the f i l ing by Leasee of a written designation, in th* county, or 
counties, in which the premises a n located, identifying and describing the pooled unit . The production of o i l , gas or condensate from any zone or portion of the land ao 
pooled and the development and operation on auch land, including the commencement, dri l l ing, completion and operation of a well thereon, or tbe arista nee thereon of a 
shut-in gas well, ahall be considered and construed and ahall have the same effect, except for the payment of royalty, aa production, development and operation, or th* 
existence of a shut in gas well on the leased premises, regardless of the location of the well oc the unit. Production from any unit well producing o i l , gas or conden
sate shall be allocated to the leaaed premises in th* proportion that the acreage of tha leased premises included within the units beers to the total acreage in th* unit , and 
tha royalty provided for herein ahall be calculated on the portion of the production *o allocated. The royalty ao payable on allocated production sbsll be In lieu ofI any 
other royalty that would accrue to Leaaor from the production of o i l , gas or condensate from any zone or portion of the leased premises included within the unit . Shut-
in gas royalty, with respect to unit shut-in gas wells, ahall be payable in accordance with the provisions and in tha amount set forth in thia leaa*. I n the event any 
unit well shall f s i l to produce o i l , gaa or condensate in paying; quantities, or in the event the production from sny such well ahall cease. Leasee may terminal* tbe unit 
by f i l ing for record, in the county, or counties where the land is situated, a written declaration of such termination. . . . . . » _* 

$ Ute Of Oi l , Gas And Water For Operations. I Matte shsll hs«e the free use of o i l . gas and water f rom the leaaed premises, except water f rom Leaaor'a 
wells and tanks, for all operations hereunder, and tbe royalty oo o i l and gas shsll be computed after deducting the amount ao used. , 

9. Removal Of Equipment. I taunt ahall have th* right, at any time during or after the expiration of this lease, to remove all property and fixtures placed 
oo th* leaaed premise* by Lessee, including th* right to withdraw and remov« all casing. 

10. Aesignment Or Change Of Ownership. Tha rights of either party hereunder may be assigned in whole or In pert and th* provision* hereof •bail ex
tend to (he heirs executors, edWniatrators, auoceaaora, and assigns, but no change or division in ownersaip of the land, rentals or royalties^ however aocompuanea, 
ahall operate to enlarge the obligations or diminish the rights of Lessee. No change or division in the ownership of tbe land, rentals or royalties, however eocompaso-
ed ahall be binding upon T iiasn for any purpose and shaJJ not impair tha effectiveness of sny payment theretofore mad* by I reeas (Irreapectiv* of whether Lea*** bee 
either actual or const rue tiv* knowledge thereof) unt i l sixty (60) dsys after such person acquiring any interest haa furnished Lease* with the instrument or u^truments. 
or certified copie* thereof constituting bis chain of title f rom th* original lessor. In the event of an assignment of this lease ss to a segregated portion of th* land 
covered by this lease, tbe rentals payable hereunder ahall be apportioned aa between the several leasehold owners, ratably, according to the suria.ee area of each, and a 
default in rental payment by one I m i n ahall not affect the righta of other leasehold owners hereunder who make due payments of rentals. A n assignment of this wee*, 
in whole or in part, ahall, to the extant of such assignment, relieve snd discharge Lessee of all obligations hereunder. , _ . 

I t . Force Majeure. I ahall not be liable for any delays In ita performance of any covenant or condition hereunder, exp rea* or Implied, or lor total or 
partial nonperformance thereof, due to force majeure. Tbe term fore* majeure", as used herein, shall mean any drcumstance or any coxtdJtion beytnd tbe control 
of Lease*, including but not l imited to acts of God and actions ot the element*; acta of the public enemy; strike*; lockouts; accidents: Uwa. acta, rui**, (regulstioo* 
and order* of federal state or municipal governments, or officers or agents thereof; failure of transportation; or the exhaustion, unavailability, or delays in delivery, 
of any product, labor, service or material. I f Lessee is required to cease dr i l l ing or reworking or producing operations on tbe leased premises b r force majeure, then 
unt i l such tiro* ss such force majeure ia Urmia*Ud and for a period of ninety (90) day* after such termination, each and every provision of thia lease that might 
operate to Unninate i t shell be suspended and this lease shell continue In f u l l force and effect during such suspension period. I f sny period of ssjepension occurs 
during the primary term, the time thereof shall be added to »ueh term. 
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Recommended by the Council 

of Petroleum Accountants 

Societies 

Attached to and made a part of 

EXHIBIT " c " 

that certain Operating Agreement dated the 28th day of December, 
1994, between Nearburg Producing Company, as Operator, and Nearburg Exploration 
Company, et a l , as Non-Operators. 

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

I . GENERAL PROVISIONS 

1. Definitions 

"Joint Property" shall mean the real and personal property subject to the agreement to which this Accounting Procedure 
is attached. 
"Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and mainte
nance of the Joint Property. 
"Joint Account" shall mean the account showing the charges paid and credits received in the conduct of the Joint Opera
tions and which are to be shared by the Parties. 
"Operator" shall mean the party designated to conduct the Joint Operations. 
"Non-Operators" shall mean the Parties to this agreement other than the Operator. 
"Parties" shall mean Operator and Non-Operators. 
"First Level Supervisors" shall mean those employees whose primary function in Joint Operations is the direct supervision 
of other employees and/or contract labor directly employed on the Joint Property in a field operating capacity. 
"Technical Employees" shall mean those employees having special and specific engineering, geological or other profes
sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and problems 
for the benefit of the Joint Property. 
"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 
"Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 
"Controllable Material" shall mean Material which at the time is so classified in the Material Classification Manual as 
most recently recommended by the Council of Petroleum Accountants Societies. 

2. Statement and Billings 

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the Joint Ac
count for the preceding month. Such bills will be accompanied by statements which identify the authority for expenditure, 
lease or facility, and all charges and credits summarized by appropriate classifications of investment and expense except 
that items of Controllable Material and unusual charges and credits shall be separately identified and fully described in 
detail. 

3. Advances and Payments by Non-Operators 

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

B. Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not made 
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at Texas Commerce 
Bank of D a l l a s , Texas o n j - h e f j r s j - 0 f ^ e m o n t h in which delinquency occurs plus ¥te or the maximum 2% 

contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, whichever 
is the lesser, plus attorney's fees, court costs, and other costs in connection with the collection of unpaid amounts. 

4. Adjustments 

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

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

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

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

6. Approval By Non-Operators 

Where an approval or olher agreement of the Parties or Non Operators is expressly required under olher sections of this 
Accounting Procedure and if Ihe agreement to which this Accounting Procedure is attached contains no contrary provisions 
in regard thereto. Operator shall notify all Non-Operators of the Operator's proposal, and the agreement or approval of 
a majority in interest of the Non-Operators shall be controlling on all Non-Operators.. 

I I . DIRECT CHARGES 

Operator shali charge the Joint Account wilh the following items: 

1. Ecological and Environmental 

Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy environ
mental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archaeological 
nature and pollution control procedures as required by applicable laws and regulations. 

2. Rentals and Royalties 

I-ease rentals and royalties paid by Operator for the Joint Operations. 

3. Labor 

A. (1) Salaries and wages of Operator's field employees directly employed on the Joint Property in the conduct of Joint 
Operations. 

(2) Salaries of First Î evel Supervisors in the field. 

(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are excluded 
from the overhead rates. 

(4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly employed 
in the operation of the Joint Property if such charges are excluded from the overhead rates,which s h a l l 
inc lude tha s a l a r i e s , and wages o f p r o f e s s i o p a I employees a s s o c i a t e d . w i t h the sale 

B. O ^ r s l s A 8 ^ a M a W ^ n ^ t t a M employees 
whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section I I . Such costs under 
this Paragraph 3B may be charged on a "when and as paid basis" or by "percentage assessment" on the amount of 
salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section I I . If percentage assessment 
is used, the rate shall be based on the Operator's cost experience. 

C. Expenditures or contributions made pursuant lo assessments imposed by governmental authority which are applicable 
to Operator's costs chargeable lo the Joint Account under Paragraphs 3A and 3B of Ihis Section I I . 

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

4. Employee Benefits 

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

5. Material 

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

6. Transportation 

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

A. If Material is moved lo the Joinl Properly from the Operator's warehouse or other properties, no charge shall be made 
to the Joint Account for a distance greater lhan the distance from the nearest reliable supply store where like material 
is normally available or railway receiving point nearest the Joint Properly unless agreed to by the Parties. 
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B. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the Joint Ac

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

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

7. Services 

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph 
10 of Section I I and Paragraph i , i i , and iii , of Section 111. The cost of professional consultant services and contract ser
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rates. 
The cost of professional consultant services or contract services of technical personnel not directly engaged on the Joint 
Property shall not be charged to the Joint Account unless previously agreed to by the Parties. 

8. Equipment and Facilities Furnished By Operator 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rales commensurate 
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense, 
insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to exceed _* 
(see below) firwniiiir^-=====^ per annum. Such rates shall not exceed average commercial rates currently pre
vailing in the immediate area of the Joint Property. 

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

9. Damages and Losses to Joint Property 

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or losses 
incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's gross negligence or 
willful misconduct Operator shall furnish Non-Operator written notice of damages or losses incurred as soon as practicable 
after a report thereof has been received by Operator. 

10. Legal Expense 

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and 
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to protect 
or recover the Joint Property, except that no charge for services of Operator's legal staff or fees or expense of outside attor
neys shall be made unless previously agreed to by the Parlies. All other legal expense is considered to be covered by the 
overhead provisions of Section I I I unless otherwise agreed to by the Parties, except as provided in Section 1, Paragraph 
3. 

11. Taxes 

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

12. Insurance 

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

13. Abandonment and Reclamation 

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

14. Communications 

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

16. Other Expenditures 

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

*prime rate of Interest l n effect at Texas Commerce Bank of Dallas, Texas, on the f i r s t 
day of the month i n which usage occurs plus two percent (2%). 
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I I I . OVERHEAD 

1. Overhead - Drilling and Producing Operations 

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

( x) Fixed Rate Basts, Paragraph IA, or 
( ) Percentage Basis, Paragraph IB 

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and salaries 
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph 
3A, Section I I . The cost and expense of services from outside sources in connection with matters of taxation, traffic, 
accounting or matters before or involving governmental agencies shall be considered as included in the overhead rates 
provided for in the above selected Paragraph of this Section 111 unless such cost and expense are agreed lo by the 
Parties as a direct charge to the Joint Account. 

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

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

iii . The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services 
and contract services of technical personnel eilher temporarily or permanently assigned to and directly employed in 
the operation of the Joint Property, Inc ] in l ine the costs and expenses o f p r o f e s s i o n a l employees 
associated w i t h and employed f o r the sale of gaa and/or casinghead gas f rom any w e l l 
( ) shall be covered by the overhead rates, or loca ted on the Contract Area. 

( x) shall not be covered by the overhead rates. 

A. Overhead - Fixed Rate Basis 

(1) Operator shall charge the Joint Account al the following rates per well per month: 

Drilling Well Rate $ 

(Prorated for less than a full month) 

Producing Well Rale % 560 

(2) Application of Overhead - Fixed Rale Basis shall be as follows: 

(a) Drilling Well Rate 
(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date the drill

ing rig, completion rig, or other units used in completion of the well is released, whichever is later, except 
that no charge shall be made during suspension of drilling or completion operations for fifteen (16) or 
more consecutive calendar days. 

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

(b) Producing Well Rates 

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

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

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

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

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

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

B. Overhead - Percentage Basis 

(1) Operalor shall charge Ihe Joint Account at the following rates: 
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CK-, 
(a) Development 

Percent ( %) of the cost of development of the Joint Property exclusive of costs provided 

under Paragraph 10 of Section I I and all salvage credits. 

(b) Operating 

Percent ( %) of the cost of operating the Joint Property exclusive of costs provided under 
Paragraphs 2 and 10 of Section I I , all salvage credits, the value of injected substances purchased for secondary 
recovery and all taxes and assessments which are levied, assessed and paid upon the mineral interest in and 
to the Joint Property. 

(2) Application of Overhead - Percentage Basis shall be as follows: 

For the purpose of determining charges on a percentage basis under Paragraph IB of this Section 111, development 
shall include all costs in connection with drilling, redl ining, deepening, or any remedial operations on any or all 
wells involving the use of drilling rig and crew capable of drilling to the producing interval on the Joint Prop
erty; also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning 
when the well is not completed as a producer, and original cost of construction or installation of fixed assets, the 
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction as 
defined in Paragraph 2 of this Section I I I . All other costs shall be considered as operating. 

2. Overhead - Major Construction 

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

A ?_% of first $100,000 or total cost if less, plus 

B L % of costs in excess of $100,000 but less than $1,000,000, plus 

C fL % of costs in excess of $1,000,000. 

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

3. Catastrophe Overhead 

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

A. . 7 • 5 % of total costs through $100,000; plus 

'B 5.0 % 0 f total costs in excess of $100,000 but less than $1,000,000; plus 

C. 2.5 % of total costs in excess of $1,000,000. 

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead provi
sions of this Section HI shall apply. 

4. Amendment of Rates 

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

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

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

1. Purchases 

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

2. Transfers and Dispositions 

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

(1) Tubular Goods Other than Line Pipe 

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

(b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus trans
portation cost from that mill to the railway receiving point nearest the Joint Property as provided above in 
Paragraph 2.A.(lXa). For transportation cost from points other than Eastern mills, the 30,000 pound Oil Field 
Haulers Association interstate truck rate shall be used. 

(c) Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.o.b. Houston, 
Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate, to 
the railway receiving point nearest the Joint Property. 

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

(2) Line Pipe 

(a) Line pipe movements (except size 24 inch OD and larger with walls 3/4 inch and over) 30,000 pounds or more 
shall be priced under provisions of tubular goods pricing in Paragraph A.(l)(a) as provided above. Freight 
charges shall be calculated from Lorain, Ohio. 

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

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

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

(3) Other Material shall be priced at the current new price, in effect at dale of movement, as listed by a reliable supply 
store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the railway 
receiving point nearest the Joint Property. 

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

B. Good Used Material (Condition B) v 

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

(1) Material moved to the Joint Property 

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

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

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

(b) At sixty-five percent (66%) of current new price, as determined by Paragraph A, if Material was originally 
charged to the Joint Account as used Material. 

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

At seventy-five percent (76%) of current new price as determined by Paragraph A. 

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

C. Other Used Material 

(1) Condition C 

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

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

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

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

(3) Condition E 

Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under procedures nor
mally utilized by Operator without prior approval of Non Operators. 

0. Obsolete Material 

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

E. Pricing Conditions 

(1) Loading or unloading costs may be charged lo Ihe Joint Account at the rate of twenty-five cents (259) per hundred 
weight on all tubular goods movements, in lievi of actual loading or unloading costs sustained at the stocking 
point. The above rate shall be adjusted us 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 I I I , Paragraph l.A(3). Each year, the 
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next 
year. Such rate shall be published each year by the Council of I'elroleum Accountants Societies. 

(2) Material involving erection costs shall be charged at applicable percentage of the current knocked-down price of 
new Material. 

3. Premium Prices 

Whenever Material is not readily obtainable al published or listed prices because of national emergencies, strikes or other 
unusual causes over which the Operator has no control, lite Operalor may charge Ihe Joint Account for the required 
Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use, and in moving 
it to the Joint Property; provided notice in writing is furnished lo Non Operators of the proposed charge prior to billing 
Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and notifying Operator within 
ten days after receiving notice from Operator, lo furnish in kind all or pari of his share of such Material suitable for use 
antl acceptable to Operalor. 

4. Warranty of Material Furnished By Operalor 

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

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice and Representation 

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice 
of intention to take inventory shall be given by Operalor at least thirty (3(1) days before any inventory is to begin so that 
Non-Operators may be represented when any inventory is taken. Failure of Non Operators to be represented at an inven
tory shall bind Non-Operators to accept the inventory taken by Operator. 

2. Reconciliation and Adjustment of Inventories 

Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made/within aix 
months following Ihe taking of the inventory. Inventory adjustments shall he made by Operator to the Joint Account for 
overages and shortages, but. Operator shall be held accountable only for shortages due lo lack of reasonable diligence. 

3. Special Inventories 
* 

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

4. Expense of Conducting Inventories 

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

B. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except in
ventories required due to change of Operator shall be charged to the Joint Account. 

*at the expense of the party(s) causing such inventory to occur 
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EXHIBIT "D 

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING 
AGREEMENT DATED THE 28TH DAY OF DECEMBER, 1994, BY AND 
BETWEEN NEARBURG PRODUCING COMPANY, AS OPERATOR, AND 
NEARBURG EXPLORATION COMPANY, ET AL, AS NON-OPERATORS 

INSURANCE 

Operator s h a l l c a r r y insurance f o r the b e n e f i t of the j o i n t account covering 
Operator's operations upon the Unit Area subject t o the Operating Agreement t o 
which t h i s E x h i b i t "D" i s attached as f o l l o w s : 

(a) Workmen's compensation insurance i n accordance w i t h the requirements of the 
laws of the State or States where work i s conducted and employers l i a b i l i t y 
insurance of Five Hundred Thousand D o l l a r s ($500,000.00) b o d i l y i n j u r y by 
accident and Five Hundred Thousand D o l l a r s ($500,000.00) b o d i l y i n j u r y by disease 
per employee, w i t h a p o l i c y l i m i t of Five Hundred Thousand D o l l a r s ($500,000.00) 
f o r b o d i l y i n j u r y by disease. 

(b) P u b l i c l i a b i l i t y insurance w i t h l i m i t s of One M i l l i o n D o l l a r s ($1,000,000) 
as t o any one person, and One M i l l i o n D o l l a r s ($1,000,000) as t o any one 
occurrence. 

(c) Automobile p u b l i c l i a b i l i t y insurance w i t h a combined s i n g l e l i m i t o f up t o 
One M i l l i o n D o l l a r s ($1,000,000) per accident. 

(d) Umbrella catastrophe l i a b i l i t y of Ten M i l l i o n D o l l a r s ($10,000,000) each 
occurrence and Ten M i l l i o n D o l l a r s ($10,000,000) aggregate. 

Each p o l i c y of insurance issued pursuant t o the p r o v i s i o n s of ( a ) , ( b ) , (c) or 
(d) of t h i s s e c t i o n s h a l l provide by endorsement or otherwise t h a t the p r o v i s i o n s 
of the p o l i c y are extended t o cover the i n t e r e s t of the Non-Operator f o r whom the 
assured i s a c t i n g as Operator, agent, or con t r a c t o r under c o n t r a c t , but only w i t h 
respect t o operations conducted by named assured, and s h a l l charge the premiums 
f o r a l l such insurance t o the j o i n t account. 

Operator c a r r i e s C o n t r o l of Well Insurance covering h i s p r o p o r t i o n a t e share of 
expenses involved i n c o n t r o l l i n g a blowout, the expense of r e d r i l l i n g and c e r t a i n 
other r e l a t e d costs. Coverage under t h i s insurance i s a v a i l a b l e t o non-operating 
working i n t e r e s t owners. Such insurance i s o p t i o n a l , however, and i f not 
r e j e c t e d by the non-operating working i n t e r e s t owners p r i o r t o spud date, they 
w i l l be b i l l e d accordingly. Any working i n t e r e s t owner r e j e c t i n g above coverage 
s h a l l be responsible f o r h i s pro p o r t i o n a t e share of such l o s s , anything i n t h i s 
agreement t o the co n t r a r y notwithstanding. 

Operator s h a l l f u r n i s h , upon request, t o Non-Operators a c e r t i f i c a t e covering 
each p o l i c y of insurance issued pursuant t o t h i s s e c t i o n . 



EXHIBIT "E 

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING 
AGREEMENT DATED THE 28TH DAY OF DECEMBER, 1994 BY AND 
BETWEEN NEARBURG PRODUCING COMPANY, AS OPERATOR, AND 
NEARBURG EXPLORATION COMPANY, ET AL, AS NON-OPERATORS 

GAS BALANCING AGREEMENT 

During the p e r i o d or periods when any par t y hereto has no market f o r , or such 
p a r t y ' s purchaser i s unable t o take, or i f any p a r t y f a i l s t o take i t s share of 
gas, the other p a r t i e s s h a l l be e n t i t l e d t o produce, take and d e l i v e r each month 
one hundred percent of the allowable gas production assigned t o the u n i t area by 
the a p p r o p r i a t e governmental e n t i t y having j u r i s d i c t i o n , and each of such p a r t i e s 
s h a l l be e n t i t l e d t o take i t s p r o - r a t a share of such production. A l l p a r t i e s 
hereto s h a l l share i n and own the condensate recovered a t the surface i n 
accordance w i t h t h e i r r e s p e c t i v e i n t e r e s t s , but each p a r t y t a k i n g such gas s h a l l 
own a l l o f the gas d e l i v e r e d t o i t s purchaser. 

Each p a r t y unable t o market i t s f u l l share of the gas produced s h a l l be c r e d i t e d 
w i t h underproduction equal t o i t s share of the gas produced, less i t s share of 
gas taken or s o l d , used i n lease operations, vented or l o s t . Operator s h a l l 
m a intain a c u r r e n t account of the gas balance between the p a r t i e s and s h a l l 
f u r n i s h a l l p a r t i e s hereto annual statements showing the t o t a l q u a n t i t y of gas 
produced, taken or s o l d , used i n lease operations, vented or l o s t , and the t o t a l 
q u a n t i t y of condensate recovered. A f t e r seventy two (72) hours p r i o r n o t i c e t o 
Operator, any p a r t y may begin t a k i n g or d e l i v e r i n g i t s share of the gas produced. 

I n a d d i t i o n t o i t s share, each underproduced p a r t y , u n t i l i t has recovered i t s 
underproduction and balanced i t s gas account, s h a l l be e n t i t l e d t o take or 
d e l i v e r a volume of gas equal t o t w e n t y - f i v e percent (25%) of each overproduced 
p a r t y ' s share of gas produced. I f more than one pa r t y i s e n t i t l e d t o take 
a d d i t i o n a l gas, they s h a l l d i v i d e such a d d i t i o n a l gas i n p r o p o r t i o n t o t h e i r u n i t 
p a r t i c i p a t i o n . 

I t i s recognized t h a t the purpose of t h i s Provision i s t o permit any p a r t y not 
marketing or t a k i n g i t s share of current gas production t o defer i t s production 
from t h e r e s e r v o i r and permit the other p a r t y or p a r t i e s t o pass c l e a r t i t l e t o 
a l l gas which i s marketed or taken on a current basis. Therefore, i n the event 
pr o d u c t i o n of gas permanently ceases p r i o r t o the time t h a t the accounts of the 
p a r t i e s have been balanced, the complete balancing s h a l l be made based upon the 
p r i c e a c t u a l l y received by each overproduced p a r t y f o r gas produced and sold i n 
excess of i t s share, such gas being the l a s t volumes produced from such w e l l or 
w e l l s . 

Each p a r t y producing and t a k i n g gas s h a l l pay any and a l l production taxes due 
on such gas. At a l l times w h i l e gas i s produced from the c o n t r a c t area, each 
p a r t y hereto, w h i l e producing, t a k i n g or d e l i v e r i n g any gas t o a purchaser, s h a l l 
pay or cause t o be paid, a l l r o y a l t i e s due on the gas produced, taken or 
d e l i v e r e d t o a purchaser. Such r o y a l t y payments s h a l l be paid t o a l l r o y a l t y 
owners i n the w e l l spaced u n i t of the w e l l being produced and s h a l l be f o r each 
r o y a l t y owner's p r o p o r t i o n a t e share of the r o y a l t y due on the production. 

I f , a f t e r one (1) year from the date of f i r s t sales and on a q u a r t e r l y basis 
t h e r e a f t e r , an out-of-balance c o n d i t i o n e x i s t s because of any p a r t y ' s i n a b i l i t y 
or f a i l u r e t o take or d e l i v e r i t s share of production, then a t the e l e c t i o n of 
e i t h e r t h e over-balanced p a r t y or the under-balanced p a r t y , e i t h e r may r e q u i r e 
a cash balancing. The p r i c e basis f o r a cash-balancing pursuant t o terms of t h i s 
paragraph s h a l l be the lower of e i t h e r the over-balanced p a r t y ' s or p a r t i e s ' 
average p r i c e received d u r i n g the per i o d f o r which the cash balancing covers or 
the under-balanced p a r t y ' s or p a r t i e s ' average gas purchase c o n t r a c t p r i c e f o r 
such p e r i o d . I n the event an under-balanced p a r t y does not have a gas purchase 
c o n t r a c t , t h e p r i c e basis s h a l l be the average p r i c e received by the 
over-balanced p a r t y or p a r t i e s . This o p t i o n may be exercised q u a r t e r l y by e i t h e r 
p a r t y d u r i n g the t h i r t y day period immediately f o l l o w i n g the q u a r t e r l y 
anniversary of the date of f i r s t sales of gas by the f i r s t p a r t y s e l l i n g any gas 
from t h e w e l l . 



EXHIBIT "F" 

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING AGREEMENT 
DATED THE 28TH DAY OF DECEMBER, 1994, BETWEEN NEARBURG PRODUCING 
COMPANY, AS OPERATOR, AND NEARBURG EXPLORATION COMPANY, ET AL, AS 
NON-OPERATORS 

NOTICE OF JOINT OPERATING AGREEMENT, LIEN, 
SECURITY INTERESTS AND FINANCING STATEMENT 

STATE OF NEW MEXICO S 

S 
COUNTY OF EDDY § 

WHEREAS, A J o i n t Operating Agreement dated December 28, 1994, has been entered i n t o 
between Nearburg Producing Company, as Operator,and the undersigned p a r t i e s , as 
Non-Operators, w i t h respect t o the e x p l o r a t i o n , development and o p e r a t i o n o f t h e i r Working 
I n t e r e s t and Mineral I n t e r e s t , i n s o f a r as said i n t e r e s t s p e r t a i n t o the f o l l o w i n g described 
land ( h e r e i n a f t e r c a l l e d "Contract Area") i n Eddy County, New Mexico, t o w i t : 

The South Half (S/2) of Section 13, Township-19-South, Range-25-East, 
Eddy County, New Mexico. 

AND, WHEREAS the sai d Operating Agreement provides i n p a r t t h a t the p a r t i e s hereto have 
granted c e r t a i n l i e n s and s e c u r i t y i n t e r e s t s i n the above referenced p r o p e r t y , f i x t u r e s and 
production located thereon or produced therefrom, t o w i t : 

"Liens and Payment D e f a u l t s : 

Each Non-Operator grants t o Operator a l i e n upon i t o i l and gas r i g h t s i n the 
Contract Area, and a s e c u r i t y i n t e r e s t i n i t s share of o i l and/or gas when 
ex t r a c t e d and i t s i n t e r e s t i n a l l equipment, t o secure payment of i t s share of 
expense, together w i t h i n t e r e s t thereon at a r a t e provided i n E x h i b i t "C" t o the 
above referenced Operating Agreement. To the extent t h a t Operator has a s e c u r i t y 
i n t e r e s t under the Uniform Commercial Code of the s t a t e , Operator s h a l l be 
e n t i t l e d t o exercise t h e r i g h t s and remedies of a secured p a r t y under t h e Code. 
The b r i n g i n g of a s u i t and the o b t a i n i n g of judgment by Operator f o r t h e secured 
indebtedness s h a l l not be deemed as e l e c t i o n of remedies or otherwise a f f e c t the 
l i e n r i g h t s or s e c u r i t y i n t e r e s t as s e c u r i t y f o r the payment t h e r e o f . I n 
a d d i t i o n , upon d e f a u l t by any Non-Operator i n the payment of i t s share of 
expense, Operator s h a l l have the r i g h t , without p r e j u d i c e t o other r i g h t s or 
remedies, t o c o l l e c t from the purchaser the proceeds from the sale of such 
Non-Operator's share of o i l and/or gas u n t i l the amount owed by such 
Non-Operator, plus i n t e r e s t , has been paid. Each purchaser s h a l l be e n t i t l e d t o 
r e l y upon Operator's w r i t t e n statement concerning the amount of any d e f a u l t . 
Operator grants a l i k e l i e n and s e c u r i t y i n t e r e s t t o the Non-Operators t o secure 
payment of Operator's p r o p o r t i o n a t e share of expense." 

I f any p a r t y f a i l s or i s unable t o pay i t s share of expense w i t h i n s i x t y (60) 
days a f t e r r e n d i t i o n o f a statement t h e r e f o r by Operator, the n o n - d e f a u l t i n g 
p a r t i e s , i n c l u d i n g Operator, s h a l l , upon request by Operator, pay the unpaid 
amount i n the p r o p o r t i o n t h a t the i n t e r e s t of each such p a r t y bears t o the 
i n t e r e s t of a l l such p a r t i e s . Each pa r t y so paying i t s share of the unpaid 
amount s h a l l , t o o b t a i n reimbursement thereof , be subrogated t o the s e c u r i t y 
r i g h t s described i n the foregoing paragraph;" and 

WHEREAS, i t i s t h e i n t e n t of the p a r t i e s t o give t h i r d p a r t i e s n o t i c e of t h i s 
instrument by f i l i n g same i n the records of Eddy County, New Mexico. 

NOW, THEREFORE, the undersigned p a r t i e s do hereby grant t o each other those r i g h t s 
described i n s a i d Agreement regarding l i e n s p r i o r i t y and s e c u r i t y i n t e r e s t s upon the property 
described above i n s o f a r as said p a r t i e s ' property i s covered by the terms of the J o i n t 
Operating Agreement o u t l i n e d herein. 

Operator and Non-Operator agree t h a t a carbon, photograph or other r e p r o d u c t i o n of t h i s 
Notice s h a l l be s u f f i c i e n t as a f i n a n c i n g statement. 

For the purpose of f i l i n g t h i s Notice of J o i n t Operating Agreement L i e n , Security 
I n t e r e s t s and Financing Statement as a fi n a n c i n g statement, the m a i l i n g address of secured 
p a r t i e s and debtor are set f o r t h on the signature page attached hereto. 

ATTENTION OF RECORDING OFFICE: This Instrument gives notice of and grants liens and 
security interests to both Operator and Non-Operators. Operator is both a secured party and 
a debtor. Non-operators are both a secured party and debtor. This Notice, as a financing 
statement, should be indexed accordingly. 
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NOTICE OF JOINT OPERATING AGREEMENT LIEN, 
SECURITY INTERESTS AND FINANCING STATEMENT 
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The o r i g i n a l of the Operating Agreement herein referenced, or a copy t h e r e o f , 
maintained a t Operator's o f f i c e a t P. O Box 823085, Dallas, Texas 75382-3085. 

i s 

This instrument may be executed i n m u l t i - c o u n t e r p a r t s , no one of which need be executed 
by a l l p a r t i e s hereto and the eame s h a l l be binding upon those p a r t i e s , as w e l l as t h e i r 
successors and assigns, who execute same, whether or not a l l named p a r t i e s j o i n i n execution 
hereof. Counterparts thus executed s h a l l together c o n s t i t u t e but one and the same 
instrument. I n the i n t e r e s t of f a c i l i t a t i n g , f i l i n g or recording t h i s instrument thus 
executed i n m u l t i - c o u n t e r p a r t s , each executing p a r t y hereby authorizes removal of signature 
and acknowledgement pages and reassembly of the same i n t o a s i n g l e document composed of one 
copy of the substantive p o r t i o n s of t h i s instrument attached t o m u l t i p l e , separately executed 
signature and acknowledgement pages. 

Executed on the date shown below each party's execution, t o be e f f e c t i v e , however, the 
28th day of December, 1994. 

OPERATOR 

P. O. Box 823085 
Dallas, Texas 75382-3085 

NEARBURG PRODUCING COMPANY 

Bob Shelton 
Consulting Landman 
Date: 
Tax ID No.: 74-1666262 

P. O. Box 823085 
Dallas, Texas 75382-3085 

NON-OPERATORS 

NEARBURG EXPLORATION COMPANY 

By:_ Robert G. Shelton 
Attorney-in-Fact 
Date: 
Tax ID No.: 462-80-5563 

YATES PETROLEUM CORPORATION 

105 South Fourth S t r e e t 
A r t e s i a , New Mexico 80210 By: 

I t s : 
Date: 
Tax ID#: 

YATES DRILLING COMPANY 

105 South Fourth S t r e e t 
A r t e s i a , New Mexico 80210 By: 

I t s : 
Date: j 
Tax ID?! 

ABO PETROLEUM CORPORATION 

105 South Fourth S t r e e t 
A r t e s i a , New Mexico 80210 By: 

I t s : 
Date: 
Tax ID?! 

105 South Fourth S t r e e t 
A r t e s i a , New Mexico 80210 

MYCO INDUSTRIES, INC. 

By: 
I t s : 
Date: 
Tax ID#: 

M. CRAIG CLARK 

310 West Texas, Suite 822 
Midland, Texas 79701 Date: 

Tax ID#: 
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ACKNOWLEDGEMENTS 

STATE OF TEXAS 

COUNTY OF MIDLAND 

S 
s 
s 

The foregoing instrument was acknowledged before me on the 28th day of December, 1994, 
by BOB SHELTON, Consulting Landman of NEARBURG PRODUCING COMPANY,y a Texas c o r p o r a t i o n , on 
behalf of said c o r p o r a t i o n . 

T ^ ^ Z K M E H . GASSIE 
NOTARY PUBLIC . 

f f c f c j t ) State of Texas 
Ccmm. Exp. 11-06-97 

j [ ^ ^ t ^ ^ ^ "" " ' " 

Notar l i e , State o f Texas 

STATE OF TEXAS 

COUNTY OF MIDLAND 

This instrument was acknowledged before me on the 28th day of December, 1994, by ROBERT 
G. SHELTON, as Attorney-in-Fact f o r NEARBURG EXPLORATION COMPANY,ya sole p r o p r i e t o r s h i p , on 
behalf of said sole p r o p r i e t o r s h i p . 

KAYE H. GASSIE 
NOTARY PUBLIC 

State ol Texas j 
Comm. Exp. 11-06-97 • 

STATE OF NEW MEXICO S 

S 
COUNTY OF CHAVES S 

The foregoing instrument was acknowledged before me on the day of December, 1994, 
by as of YATES PETROLEUM CORPORATION, a 

cor p o r a t i o n , on behalf of said c o r p o r a t i o n . 

Notary Public, State of New Mexico 

STATE OF NEW MEXICO S 

S 
COUNTY OF CHAVES S 

The foregoing instrument was acknowledged before me on the day of December, 1994, 
by as of YATES DRILLING COMPANY, a 

cor p o r a t i o n , on behalf of said c o r p o r a t i o n . 

Notary Public, State of New Mexico 

STATE OF NEW MEXICO S 
S 

COUNTY OF CHAVES S 

The foregoing instrument was acknowledged before me on the day of December, 1994, 
by as of ABO PETROLEUM CORPORATION, a 

cor p o r a t i o n , on behalf of said c o r p o r a t i o n . 

Notary Public, State of New Mexico 
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STATE OF NEW MEXICO S 

s 
COUNTY OF CHAVES S 

The foregoing instrument was acknowledged before me on the day of December, 1994 
by as of MYCO INDUSTRIES, INC., 

corporation, on behalf of said corporation. 

Notary Public, State of New Mexico 

STATE OF TEXAS S 
S 

COUNTY OF MIDLAND S 
The foregoing instrument was acknowledged before me on the day of December, 1994 

by M. CRAIG CLARK. 

Notary Public, State of Texas 
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OIL & GAS LEASE 

THIS AGREEMENT made this day nt February i9_87, between Walter Ber t 

Holmquis t . a marr ied man, d e a l i n g i n h i s sole and separate p r o p e r t y , and Fern Holmqiii sr-, 

h i s w i f e , Louise Holmquis t , a widow, d e a l i n g i n her sole and separate p r o p e r t y , and 

—Charles Hnlmqni s t , a s i n g l p man; T.pssnr; and Y a f P g Ppr rn l P.ITTI Hnrpnrat-inn - 70%, Yates 

D r i l l i n g Company - 10%; Aho Pef.rnlp.nm Corpora f inn - 10%; Myrn TridiiHi-riPB , Tnr. - 10% . u ^ . 
1. Leaaor. in consideration of TEN AND OTHER DOLLARS in hand paid, receipt of which is here acknowledged, and of the royalties herein provided and 

of the agreements of the lessee herein contained, hereby grants, leases and lets exclusively unto lessee for the purpose of investigating, exploring, prospecting, 
drilling, and operating for and producing oil and gas, injecting gas, waters, other fluids, and air into subsurface strata, laying pipe lines, storing oil. building 
tanks, roadways, telephone lines, and other structures and things thereon to produce, save, take care of, treat, process, store and transport said minerals, the 

following dfeacribed land in — Eddy County, New Mexico, to-wit: 

Township 19 South, Range 25 East , NMPM 
Sect ion 13: SW4 

For the purpose of calculating the rental payments hereinafter provided for, said land is estimated to " ^ r r ; ° ' ' -LbU . UU acres, whether i t actually 
comprises more or less. 

2. Subject to the other provisions herein contained, this lease shall remain in force for a term of f i v e years from t h - l S (called "primary term"), and 
aa long: thereafter as oil or gas, is produced from said land or land with which said land is pooled. d a t e 

3. The royalties to be paid by lessee are: (a) on oil, and on other liquid hydrocarbons saved at the well, 3 / 1 6 of that produced and saved from said land, 
same to be delivered at the wells or to the credit of lessor in the pipe line to which the wells may be connected; (b) on gas, including* casinghead gas and all gas
eous substances, produced f rom said land and sold or used off the premises or in the manufacture of gasoline or other product therefrom, the market value at 
the mouth of the well of j / I O of the gas so sold or used, provided that on gas sold at the wells the royalty shall be 3 / 1 6 o f the amount realized from 
such sale; (el and at any time when this lease is not validated by other provisions hereof and there is a gas and/or condensate well on said land, or land pooled 
therewith, but gas and/or condensate is not being so sold or used and such well is shut in, either before or after production therefrom, then on or before 90 days 
after said well is shut in, and thereafter at annual intervals, lessee may pay or tender an advance annual shut-in royalty equal to the amount of delay rentals 
provided for in this lease for the acreage then held under this lease by the party making such payment or tender, and so long as said, shut-in royalty is paid or 
tendered this lease shall not terminate and i t wi l l be considered under aU clauses hereof that gas is being produced from the leased premises in paying quantities. 
Each such payment shall be paid or tendered to the party or parties who at the time of such payment would be entitled to receive the royalties which would be 
paid under this lease i f the well were in fact producing, or be paid or tendered to the credit of such party or parties in the depository bank and in the manner 
hereinafter provided for the payment of rentals. 

4. I f operations for drilling are not commenced, on said land or on land pooled therewith on or before one (1) year from this date, this lease shall terminate 

as to both parties, unless on or before one (1) year from this date lessee shall pay or tender to the lessor a ren tal of $ -LOU. UU w h i c h 

shall cover the privilege of deferring commencement of such operations for a period of twelve (12) months. In like manner and upon like payments or tenders, 
annually, the commencement of said operations may be further deferred for successive periods of twelve (1?) months each during the primary term. Payment 

or tender may be made to the lessor or to the credit of the lessor in the C o l o r a d o N a t l o n a l B a n k n f fipnvpr Bank 

at — • — . , which bank, or any successor thereof, shall 
continue to be the agent for the lessor and lessor's heirs and assigns. I f such bank for any successor bank) shall fai l , liquidate, or be succeeded by another bank, 
or for any reason shall fai l or refuse to accept rental, lessee shall not be held in default until thirty (30) days after lessor shall deliver to lessee a recordable 
instrument making provision for another acceptable method of payment or tender, and any depository charge is a liability of the lessor. The payment or tender 
of rental may be made by check or draft of lessee, mailed or delivered to said bank or lessor, or any lessor if more than one, on or before the rental paying 
date. Any timely payment or tender of rental or shut-in royalty which is made in a bona fide attempt to make proper payment, but which is erroneous in 
whole or in part as to parties, amounts, or depositories shall nevertheless be sufficient to prevent termination of this lease in the same manner as though a 
proper payment had been made; provided, however, lessee shall correct such error within thirty (30) days after lessee has received written notice thereof by 
certified mail from lessor together with such instruments as are necessary to enable lessee to make proper payment. 

6. Leasee is hereby granted the right and power, from time to time, to pool or combine this lease, the land covered by it or any part or horizon thereof 
with any other land, lease, leases, mineral estates or parts thereof for the production of oil or gas. Units pooled hereunder shall not exceed the standard pro
ration unit fixed by law or by the New Mexico Oil Conservation Commission or by other lawful authority for the pool or area in which said land is situated, plus 
a tolerance of 10<^. Lessee shall file written unit designations in the county in which the premises are located and such units may be designated from time to 
time and either before or after the completion of wells. Drilling operations on or production from any part of any such unit shall be considered for all pur
poses, except the payment of royalty, as operations conducted upon or production from the land described in this lease. There shall be allocated to the land 
covered 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 number of surface acres in the land covered by this lease included in the unit bears to the total number of surface acres in the 
unit. The production so allocated shall be considered for all purposes, including the payment or delivery of royalty, to be the entire production of pooled minerals 
from the portion of said land covered hereby and included in said unit in the same manner as though produced from said land under the terms of this lease. 
Any pooled unit designated by leasee, as provided herein, may be dissolved by lessee by recording an appropriate instrument in the County where the land is sit
uated at any time after the completion of a dry hole or the cessation of production on said unit. 

6. I f prior to the discovery of oil or gas hereunder, lessee should drill and abandon a dry hole or holes hereunder, or if after discovery of oil or gas the 
production thereof should cease for any cause, this lease shall not terminate i f lessee commences reworking or additional drilling operations within 60 days 
thereafter and diligently prosecutes the same, or ( if i t be within the primary term) commences or resumes the payment or tender of rentals or commences 
operations for drilling or reworking on or before the rental paying date next ensuing after the expiration of three months from date of abandonment of said 
dry hole or holes or the cessation of production. I f at the expiration of the primary term oil or gas is not being produced but lessee IB then engaged in operations 
for drilling or reworking of any well, this lease shail remain in force so long as such operations are diligently prosecuted with no cessation of more than 60 
consecutive days. I f during the drilling or reworking of any well under this paragraph, leasee loses or junks the hole or well and after diligent efforts in good 
faith is unable to complete said operations then within 30 days after the abandonment of said operations lessee may commence another well and drill the same 
with due diligence. I f any drilling, additional drilling, or reworking operations hereunder result in production, then this lease shall remain in fu l l force so long 
thereafter as oil or gas is produced hereunder. 

7. Lessee shall have free use of oil, gas and water from said land, except water from lessor's wells and tanks, for all operations hereunder, and the royalty 
ahall be computed after deducting any so used. Lessee shall have the right at any time during or after the expiration of this lease to remove all property and 
fixtures placed by lessee on said land, including the right to draw and remove al l 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 f t . ) of any residence or bam now on said land without lessor's con
sent. Leaaor shall have the privilege, at his risk and expense, of using gas from any gas well on said land for stoves and inside lights in tbe principal dwelling 
thereon, out of any surplus gas not needed for operations hereunder. 

8. The rights of t t ta t r party hereunder may be assigned in whole or in part and the provisions hereof shall extend to the heirs, executors, administrators, 
successors and assign*, but no change or division in the ownership of the land, or in the ownership of or right to receive rentals, royalties or payments, however 
accomplished shall operate to enlarge the obligations or diminish tbe rights of lessee; and no such change or division shall be binding upon lessee for any pur
pose until SO days after lessee has been furnished by certified mail at lessee's principal place of business with acceptable instruments or certified copies 
thereof constituting the chain of title from the original lessor. I f any such change in ownership occurs through the death of the owner, lessee may pay or 
tender any rentals, royalties or payments to the credit of the deceased or his estate in the depository bank until such time as lessee has been furnished with 
evidence satisfactory to lessee as to the persons entitled to such sums. In the event of an assignment of this lease as to a segregated portion of said land, the 
rentals payable hereunder shall b« apportioned as between the several leasehold owners ratably according to the surface area of each, and default in rental 
payment by one shall not affect the rights of other leasehold owners hereunder. An assignment of this lease, in whole or in part, shall, to the extent of such 
assignment, relieve and discharge lessee of any obligations hereunder, and, i f lessee or assignee of part or parts hereof Bhall fail or make default in the payment 
of the proportionate part af the rentals due from such lessee or assignee or fai l to comply with any other provision of the lease, such default shall not affect this 
lease in so far as i t covers a part of said lands upon which lessee or any assignee thereof shall so comply or make such payments. Rentals as used in this 
paragraph shall also include shut-in royalty. 

0. Should lessee be prevented from complying with any express or implied covenant of this lease, or from conducting drilling or reworking operations here
under, or from producing oil or gas hereunder by reason of scarcity or inability to obtain or use equipment or material, or by operation of force majeure, or 
by any Federal or state law or any order, rule or regulation of governmental authority, then while so prevented, lessee's duty shall be suspended, and lessee 
shall not be liable for failure to comply therewith; and this lease shall be extended while and so long as lessee is prevented by any such cause from conducting 
drilling or reworking operations on or from producing oil or gas hereunder; and the time while lessee is so prevented shall not be counted against lessee, 
anything in this lease to the contrary notwithstanding. 

10. Lessor hereby warrants and agrees to defend the title to said land, and agrees that lessee, at its option, may discharge any tax, mortgage, or other 
Hen upon said land, at id i i i the event lessee does so, it shall be subrogated to such lien with the right to enforce same and apply rentals and royalties accruing 
hereunder toward satisfying same. Without impairment of lessee's rights under the warranty, i f this lease covers a less interest in the oil or gas in all or any 
part of said land than tbe entire and undivided fee simple estate (whether lessor's interest is herein specified or not) then the royalties, shut-in royalty, rental, 
and other payments, i f any, accruing from any part as to which this lease covers less than such fu l l interest, shall be paid only in the proportion which the 
interest therein, i f ajUy,'-i.ti**red by this lease, bears to the whole and undivided fee simple estate therein. Should any one or more of the parties named above as 
lessors fai l to execute <6J« lease, it shaii nevertheless be binding upon the party or parties executing the same. 

11, Leasee, its/his successors, heirs and assigns, shall have the right at any time to surrender this lease, in whole or in part, to lessor or his heirs, succes
sors, and assigns hy delivering or mailing a release thereof to the lessor, or by placing a release thereof of record in the county in which said land is situated; 
thereupon lessee ths 11 be relieved from all obligations, expressed or implied, of this agreement as to acreage so surrendered, and thereafter the rentals and 
shut-in royalty payable hereunder shall be reduced in the proportion that the acreage covered hereby is reduced by said release or releases. 

\ 
Executed/ the day and. year, tirat/ibove written. / 

WALTER BEST HOLMQUIST 0 
jh <U^ 
EkN HOLMQUIST 

LOUISE HOLMQUJ.5'.! / ' 
DECEPTION 

555 

CHARLES HOLMQUIST &- S / V ^ ft_ ^ 0 ~* f 6 

* 6 9 5 ^ 
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l 5 YKAIt l-A 11» IT I.KAsKI ' Ko,m Hi 
I I . H l ' . K . r h « u f l i I ' " * ' 

OM, AND (iAS l.i:.\Sl-; H n. N , « >!#••«• 

T H I S A C K t K M K N T n,«.lc lh.» 2 4 t h _ d u y o f O c t o b e r ... . l j 9 1 b < . t w r r n 

Walter Bert Holmquis t , a mar r ied man, dea l i ng i n h i s sole and separate p r o p e r t y , and 
Fern Holmquist, h i s w i f e , as Lessors 
and YATES PETROLEUM CORPORATLQN-..707,,..XATXsJ.r>RLLLlK(; COMPANY- 10%,. ABO PETROLEUM 
CORPORATION—10% and-.MYCO IMDU.SXRLES.,.....1N.C...- J0%,. a l l New Mexico Corpora t ions WITNKSSETH: 

1. Loso r i n <on« id r rMio« ot T E N A N D . N O / 1 0 0 - - - - - - - - - - - ~ ~ Z Z " " Z Z Z Z Z ~ ~ Z Z Z " Z Z ~ ~ ~ ~ " Z Z Z Z Z ~ ™ DolUr» 

(t 10.00 ) in hand paid . oC the royalties herein provided und of the agreement* of Ix-.mefl herein contained, hereby grants, leases and U*U ex
clusively unto Lessee for the purpose nf invest igat ing, explor ing , pro* pec t i n ft. d r i l l i n g and m i n i n g for und producing o i l ami Iityinir pipe lines, bu i ld ing 
roads. tank*, power stations, telephone itm-s und other structurea thereon and on . over and aero** lands ownvd or claimed hy (*•!»»«« adjacent and conliguoua 

thereto, to produce, save, take rnre of . t reat , t ranspor t , and o w n said producU. and housing ita employees, the f o l l o w i n g described land In ^ 

Eddy... _ -coumy. N£W Mexico _ to.wlt, ^ 

Township 19 South, Range 25 East, NMPM ; ^ • ' • , M 

Sect ion 13: SW/4 
Eddy County, New Mexico \ ' 

''MX' 
2. Wi thou t reference to the commencement, prosecution or cessation at any t ime of d i i n i n * or other development operations rn.no/qh'io the « lucov* r r . de

velopment or cessation at any t ime of production of o i l or gas and w i t h o u t f u - i > e r payment- t imr. the royalties herein provided, and no twi th s t and ing any
t h i n g el»« herein contained to th-; contrary , lease shal l be for a t e rm of c. years f r o m Xh^sXflfclfe (called " p r i m a r y t e r m " ) and aa long thereaf te r aa o i i 
c r gas is produced f r o m said land or land w i t h which said land is pooled hereunder. / F e b r u a r y 1 , 1 9 9 2 

j l . The royalties tr» paid by Lessee a re : (a) on o i l , 

3/16 
of t ha t produced and saved f r o m said land, the same to be delivered a t the wells or to the 

credit o t . L t w i w i n l n the pipe l ine to which the wells may be connected: Lessee may f r o m t ime lo t ime purchase any royal ty o i l in its possession. pay ing the 

market pnee therefor preva i l ing f o r the Held where produced on the date of purchase; 4U> on gas, inc luding casinghead gas or nther gaseous substance, pro

duced f r o m *aid land, and sold, or used o f f the premises or f o r the ext rac t ion of Gasoline or other product t he re f rom, the market value at the wel l of . 3/16 
of the gas so anlrf or uncd. provided that on gas sold a t the wells the roya l ty sha l l be 3 / 1 . 6 0 f the amount realized f r o m such sale; whi l e there is a gas 
well on t h i * lea*o nr on acreage pooled the rewi th but gas is not being sold o r used. Lessee may pay or tender as roya l ty , on or before n ine ty (90) days a f t e r / 
the date on which -mid wel l is .shut, in and thereaf ter at annual intervals the sum of S1.00 per acre, and i f such payment ia made or tendered, this lease shal l 
not terminate and i t w i l l considered tha t ga* is being produced f r o m this l«ase in paying vtuaniities. Payment or tender of said shut - in gas roya l ty may 
be made hy check or d r a f t of Lessee mailed or delivered to the parties ent i t led thereto on or before the date said payment is due. Lessee shall have f r ee 
use o f o i l . c a » . c««l nnd water f r o m said land, except water f r o m Lessor's wells , f o r a l l operations hereunder, and the royal ty on o i l and gas sha l l be com
puted a f te r deducting t iny &o used. 

4 . Lessee, at its op t ion , is hereby given the r i g h t and power t o pool o r combine the acreage covered by this lease, or any por t ion thereof as to o i l 
and gas, or either of them, w i t h other land, lease or leases i n the immediate v i c i n i t y thereof to the extent, here inaf ter s t ipulated, when i n Lessee's j udgmen t 
i t is necessary or advisable to do so i n order proper ly to explore, or to develop and operate said leased premises i n compliance w i t h the spacing rules o f 
the N e w Mexico O i l Conservation Commission, or other l a w t u l au thor i ty or when to do so would , i n the judgment o f Lessee, promote the conservation o f o i l 
and gas in and under and that may be produced f r o m said premises. U n i t s pooled f o r o i l hereunder shall not substant ia l ly exceed 40 acres each in area, 
and units pooled for gas hereunder shall not substant ial ly exceed i n area 640 acres each plus a tolerance of 10% thereof, provided tha t should government
al au thor i ty hav ing ju r i sd ic t ion prescribe or pe rmi t the creation o f uni ts larger than those specified, unit3 thereaf ter created may conform substant ia l ly i n size 
w i t h those prescribed by governmental regulations. Lessee under the provisions hereof may pool or combine acreage covered by this lease, or any p o r t i o n 
thereof as above provided as to o i l i n any cne or more s trata and as to gas i n any one or more s t ra ta . The uni ts fo rmed by pool ing as t o any s t r a t u m o r s t r a t a 
need not confo rm i n size or area w i t h the u n i t or uni ts in to which the lease is pooled or combined as to any other s t r a tum or s t ra ta , and o i l uni ts need 
no t conform as to area w i t h gas un i t s . The pool ing i n one or more instances shall not exhaust the r igh ts of the Lessee hereunder to pool th is lease or 
port ions thereof in to other uni ts . Lessee shal l f i l e f o r record i n the appropr ia te records of the county in which the leased premises are situated an i n s t r u m e n t 
describing and designating the pooled acreage as a pooled un i t . Lessee may at its election exercise ita pool ing opt ion a f t e r commencing operations f o r o r 
complet ing an o i l or gas wel l on the leased premises, and the pooled u n i t may include, but i t is not required to include, land or leases upon wh ich a w e l l 
capable of producing o i l or gas i n paying quantit ies has theretofore been completed or upon which operations f o r the d r i l l i n g o f a we l l f o r o i l or gas h * v 
theretofore been commenced. Operations f o r d r i l l i n g on or product ion of o i l or gas f r o m any par t of the pooled u n i t which includes a l l o r a po r t i on o f th#> 
land covered by this lease regardless of whether such operations f o r d r i l l i n g were commenced or such production was secured before or a f t e r the execution 
of th is ins t rument or the ins t rument designating the pooled un i t , shal l be considered as operations f o r d r i l l i n g on or production of o i l or gaa f r o m land covered bv 
thia lease whether or not the well or welis be located on the premises covered by this lease, and the ent i re acreage cons t i tu t ing such u n i t or uni ts , as to o i l and ga*, 
or either of them, as herein provided, shall be treated fo r a l l purposes, except the payment o f royalties on product ion f r o m the pooled u n i t , as i f the same 
were included i n this lease. For the purpose of comput ing the royalties to which owners of royalties and payments out of product ion and each of them, shaP 
be enti t led on production of o i l and gas. or either of them, f r o m the pooled un i t , there shall be allocated to the land covered by this lease and included i n 
saia un i t a pro rata por t ion ot tne o i l and gas. or either of them, produced f r o m the pooled u n i t a l ter deducting tha t used f o r operations on the pooled uni*s. 
Such allocation shall be on an acreage basis—that is to say, there shall be allocated to the acreage covered by this lease and included i n the pooled u n i t 
t ha t pro rata por t ion of the o i l and gas. or either o f them, produced f r o m the pooled uni t which the number o f surface acres covered by this lease s n d 
included in the pooled u n i t bears to the *otal number c f surface acres included in the pooled u n i t . Royalties hereunder shail be computed on the por t ion o f 
such product ion, whether i t be o i l and gas. or either o f them, so allocated t o the land covered by this lease and included i n the u n i t jus t as though such 
product ion were f r o m such land. The production f r o m an o i l w e l l w i l l be considered product ion f r o m the lease or o i l pooled u n i t f r o m wh ich i t is p roduc ing 
and no t as product ion f r o m a gas pooled u n i t ; and product ion f r o m a gas w e l l w i l l be considered aa product ion f r o m the lease or gaa pooled u n i t f r o m 
which i t is producing and not f r o m an o i l pooled u n i t . I n addi t ion to the fo rego ing . Leasee at its opt ion is hereby given the r i g h t and power f r o m t i m e 
to t i m e to commi t said land or any par t or f o r m a t i o n or minera l substance covered hereby to any cooperative or u n i t agreement or p lan o f development and 
operat ion, and to any modif ica t ions thereof, which have been approved by the N e w Mexico O i l Conservation Commission o r other l a w f u l governmenta l 
au thor i ty . I n such event, the roya l ty payable to Lessor hereunder shal l he computed and pa id on the basis of the o i l or gas allocated t o auch land under 
the terms of any such agreement or plan o f operat ion, which basis shal l be the same by which the roya l ty due the Un i t ed States or the State of N e w 
Mexico is computed and paid . This lease shal l not expire d u r i n g the l i f e of such agreement or p lan and shall be subject to the terms thereof and sa id 
agreement or plan of operation shal l be f i l e d w i t h the New Mexico O i l Conservation Commission, or other l a w f u l au thor i ty , and Lessee shal l record i n 
the County i n which the leased premises are situated, an ins t rument describing such agreement or p lan of operat ion and r e f l ec t i ng the c o m m i t m e n t thereto, 
and the same may be recorded e i ther before or a f t e r the completion o f wel ls . 

5. I f a t the expi ra t ion o f the p r i m a r y t e r m o i l or gas is not being produced on said land, or f r o m land pooled the rewi th , but Lessee is then engaged 
i n d r i l l i n g or r ework ing operations thereon, or shall have completed a d r y hole thereon w i t h i n 60 days p r io r to the end o f the p r i m a r y te rms , . the lease shal l 
remain in force so long as operations on said wel l or f o r d r i l l i n g or r e w o r k i n g of any addi t ional wel l are prosecuted w i t h no cessation o f more than 60 con
secutive days, and i f they result i n the production of o i l or gas so long thereaf ter as o i l or gas is produced f r o m said land, or f r o m land pooled t h e r e w i t h . I f , 
a f t e r the expi ra t ion of the p r i m a r y t e rm of this lease and a f t e r o i l or gas is produced f r o m said land, or f r o m land pooled therewi th , the product ion thereof 
should cease f r o m any cause, this lease shall not te rminate i f Lessee commences operations f o r d r i l l i n g or r e w o r k i n g w i t h i n 60 days a f t e r the cessation o f 
such production, but sha l l remain i n force and e f fec t so long as such operations are prosecuted w i t h no cessation o f more than 60 consecutive daya, and 
i f they result i n the product ion o f o i l or gas, so long thereaf ter as o i l or gas is produced f r o m said land, or f r o m l and pooled t he rewi th . A n y pooled u n i t 
designated by Lessee i n accordance w i t h the terms hereof, may be dissolved by Lessee by ins t rument f i l ed f o r record i n the appropriate records of the county 
in which the leased premises are situated at any t i m e af te r the completion of a d r y hole or the cessation of product ion on said u n i t . I n the event a w e l l or 
wells producing o i l or gas i n pay ing quantit ies should be brought i n on adjacent land and w i t h i n 660 feet of and d r a i n i n g the lease premises, or land pooled 
the rewi th . Lessee agrees to d r i l l such of f se t wel l or wells as a reasonably prudent operator would d r i l l under the same or s imi la r circumstances. Leasee may 
at any time execute and deliver t o Lessor or place of record a release or releases cover ing any por t ion or por t ions of the above described premises and 
thereby surrender this lease as t o such por t ion or por t ions and be relieved o f a l l obligations as to the acreage surrendered. 

fl. Lessee shall have the r i g h t a t any t ime d u r i n g or a f t e r the exp i ra t ion o f th is lease to remove a l l proper ty and f ix tu re s placed by Lessee on said land . 
Inc luding tne r i g h t , t o d r a w and remove a l l casing. When required by Lessor, Lessee w i l l bu ry a l l pipe lines below ord ina ry plow depth, and no we l l shal l be 
d r i l l ed w i t h i n f w o hundred feet o f any residence or ba rn now on said land w i t h o u t Lessor's consent. 

7. Tha r igh ts c f e i ther pa r ty hereunder may be assigned i n whole or in par t , and the provisions hereof shal l extend to the i r heirs, successors and assigns 
but r.o change or divis ion in ownership of the land or royalties, however accomplished, shall operate to enlarge the obligations or d imin i sh the r igh ts o f 
Lessee; and no change or division i n such ownership shall be b ind ing on Lessee u n t i l t h i r t y (30) days a f t e r Lessee shall have been fu rn i shed by registered 
XJ. S. matj at Lessee's p r inc ipa l place of business w i t h a ce r t i f i ed copy of recorded ins t rument or instruments evidencing same. I n the event o f assignment 
hereof ir. whole or in p a r t l i a b i l i t y f o r breach o f any obl igat ion hereunder shall rest exclusively upon the owner o f th is lease or of a por t ion thereof w h o 
commits such breach. H six or more parties become ent i t led to royal ty hereunder. Lessee may wi thho ld payment thereof unlesa and u n t i l f u rn i shed w i t h a 
recordable ins t rument executed by a l l su t l i partre* designating *»n t t e n t to receive pay ine nt f o r 

8. T h - breach by Lessee of any obl igat ion a r i s i ng hereunder shall not work a f o r f e i t u r e or t e rmina t ion o f this lease nor cause a t e rmina t ion or revision 
of the eatat* created hereby nor be grounds fo r cancellation hereof i n whole or i n pa r t . I n the event Lessor considers tha t operations are not a t any t i m e 
L-eing condu* ted in compliance w i t h this lease. Lessor ahall n o t i f y Lessee in w r i t i n g of the facts relied mum ns cons t i tu t ing K l.reacli hereof, and Lessee, i f 
i i rW«.»i.T. yhal! hav^ a ix iy daya a f t e r r«c«ii*i. oC auch notice in whicn to commence the compliance w i t h the obl igat ions imposed by v i r t u e o f th is i n s t rumen t . 
Ai ' .er the direovery of o i l or gas i n paying quantit ies on said premises. Lessee shall develop the acreage retained hereunder as a reasonably prudent operator 
but i n di ichsTging this obl igat ion i t shall i n no event be required to d r i l l more than one wel l per f o r t y (40) acres o f the area retained hereunder and capable 
of producing o i l in pay ing Quantities and one well per 640 acres plus an acreage tolerance not to exceed 10% of 640 acres of the area retained hereunder 
and capable t*f producing gas i n paying quanti t ies. 

9. Lessor hrrehy warrants and agree* to defend the tUfe to *aid land nnd agrees that Leaser nt its opt ion mny t l isrhnrge any tax. mor t cngc or other l i en 
upon said land either in whole or in part , and in event d«.es sn, i t shall ] , , . .H.ibrotratoil to such lien w i t h tho r i g h t to enforce same nnd apply royalt ies 
aeeru.ng hereunder tnwurd sa t i s fy ing same. Without imna i rment of I.e>sce * r i i 'h t under the w a r r a n t y in event of f a i l u r e nf t i t l e , i t is Agreed tha t i f Lessor 
own* an interest in the o i l or gas on, in or under M«MJ land U*s than t h " n i u r p fee simole rotate, thon the royalt ies to be paid Lessor shall be reduced 
proport ionately. Should any one or more of the parties named as Lessors f m l to execute this lease, i t -shall nevertheless be b ind ing upon the pa r ty or part ies 
executing the .name. 

10. Should Lessee Ur prevented f r o m comply ing w i t h any « ' H > r w nr implied rnvennnt of this !en*e. f r o m conducting- d r i l l i n g or r e w o r k i n g operations 
thereon or f r o m p r .»h . e .n , ' o i l or gas there f rom by rea-o.n nf s r n r n l y nf inab i l i t y to oh lnm or to use equipment or mater ia l , or by operat ion of force 
majeure, any l-V.ler.il or Mate law or any order, rule or regulation of rox ernmental au thor i ty , then while v , - ( . v | . , „ , , ' a obl igat ion to comply w i t h such 
covenant shall ».«• suspended, and l.cs-o-e *hall not be liable m or.m.-.ges for f.nibtre to comply t h e r e w i t h : and th.-, ; v .,hn|| be extended whi le nnd *o long 
as l . e , , e 0 M prevented by any , u r h . 1 rum cnnnur i .ng -ir, H >m! nr n ^ r k , , , ^ op.-rnt .on* .... or f r - .m p ro .h i r i n i : oi l or ens f r o m the leaaed premises; and 
the t ime while Lessee is so prevented i h a l l not be counted against Lessee, any th ing in H I M lease to tbe cont ra ry no twi ths tand ing . 

IN WITNKSS WIIKKKOK. ,this instrument is executed^ on the date first above written. , , 

^JAkiti^ (tlmzr^M^L- - - ^UL. J^i^. 
Walter Bert Holmquis t , a /marr ied man, Fern Holmquis t , "hi 
-deal,ing.._ i_n_ h i s _s o 1 e ...a nd. ...s.e.par.ate_..pxajier_ty 
Soc ia l SecurjLty//522-2_4-2192 _ Soc ia l Secur i ty #524-26-9423 

" " ~ 7 j " Lvsaor " • Lc*»or 

RECEPTION ^ t n r ^ ^ 
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Producer's 88— (Producer's Revised 19651 (New F o r m 3 4 2 Printed a n f ^ sale by Hall-Poorbaugh Press, Roswell, N. M. 

OIL & GAS LEASE 
THIS AGREEMENT made this 1 0 t h rfay Q f D e c e m b e r 

0 1 
.19 O X , between . 

Walter Bert Holmquist, a married man, dealing in his sole and separate property, and 
Fern Holmquist, his w i f e , Louise Holmquist, a widow, dealing in her sole and separate 

property, and Charles Holmquist, a single man, Lessor; and Yates Petroleum Corporation-70%, 

YATES DRILLING COMPANY-10%, ABO PETROLEUM CORPORATION-10%, and MYCO INDUSTRIES, INC-10%,, 
— — — • '• , leasee: 

1. Lessor, in consideration of TEN AND OTHER DOLLARS in hand paid, receipt of which is here acknowledged, and of the royalties herein provided and 
of the agreements of the lessee herein contained, hereby grants, leases and lets exclusively unto lessee for the purpose of investigating, exploring, prospecting, 
drilling, and operating for and producing oil and gas, injecting gas, waters, other fluids, and air into subsurface strata, laying pipe lines, storing oil, building 
tanks, roadways, telephone lines, and other structures and things thereon to produce, save, take care of, treat, process, store and transport said minerals, the 

following described land in -
Eddy 

_ County, New Mexico, to-wit: 

Township 19 South, Range 25 East, N.M.P.M. 
Section 13: SW% 

For the purpose of calculating the rental payments hereinafter provided for, said land is estimated to ^n>pri«o 1 6 0 . 0 0 acres, whether i t actually 
comprises more or less. - , 

2. Subject to the other provisions herein contained, this lease shall remain in force for a term of It V6 years from / r„ L ^Aaalled "uriman^taMi''), and 
as long thereafter as oil or gas, is produced from said land or land with which said land is pooled. *2 / 1 C rcDl UcTT^y \ 9 YJOU 

8. The royalties to be paid by lessee are: (a) on oil. and on other liquid hydrocarbons saved at the well, *-V *® of that produced and saved from said land, 
same to be delivered at the wells or to the credit of lessor in the pipe line to which the wells may be connected; (b) on gas, including casinghead gas and all gas
eous substances, produced ffojn said land and sold or used off the premises or in the manufacture of gasoline or other predyci ̂ -therefrom, the market value at 
the mouth of the well of 3 / 1 6 ° t t n e e & a 8 0 o r uaed, provided that on gas sold at the wells the royalty shall be S / i O of the amount realized from 
such sale: (c) and at any time when this lease is not validated by other provisions hereof and there is a gas and/or condensate well on said land, or land pooled 
therewith, but gas and/or condensate is not being so sold or used and such well is shut in, either before or after production therefrom, then on or before 90 days 
after said well is shut in, and thereafter at annual intervals, lessee may pay or tender an advance annual shut-in royalty equal to the amount of delay rentals 
provided for in this lease for the acreage then held under this lease by the party making such payment or tender, and so long as said shut-in royalty is paid or 
tendered this lease shall not terminate and i t will be considered under all clauses hereof that gas is being produced from the leased premises in paying quantities. 
Each such payment shall be paid or tendered to the party or parties who at the time of such payment would be entitled to receive the royalties which would be 
paid under this lease if the well were in fact producing, or be paid or tendered to the credit of such party or parties in the depository bank and in the manner 
hereinafter provided for the payment of rentals. 

A. I f operations for drilling are not commenced on said land or on land pooled therewith on or before one (1) year from this date, this lease shall terminate 

aa to both parties, unless on or before one (1) year from this date lessee shall pay or tender to the lessor a rental of $ 1 6 0 * 0 0 ^ which 
ahall cover the privilege of deferring commencement of such operations for a period of twelve (12) months. In like manner and upon like payments or tenders, 
annually, the commencement of said operations may be further deferred for successive periods of twelve (12* months each during the primary term. Payment 

or tender may be made to the lessor or to the credit of the lessor in the C o l o r a d o N a t i o n a l B a n k O f D e n v e r . Bank 

at - _ ., which bank, or any successor thereof, shall 
continue to be the agent for the lessor and lessor's heirs and assigns. I f such bank (or any successor bank) shall fai l , liquidate, or be succeeded by another hank, 
or for any reason shall fail or refuse to accept rental, lessee Bhall not*be held in default until thirty (30) days after lessor shall deliver to lessee a recordable 
instrument making provision for another acceptable method of payment or tender, and any depository charge is a liability of the lessor. The payment or tender 
of rental may be made by check or draft of lessee, mailed or delivered to said bank or lessor, or any lessor if more than one, on or before the rental paying 
date. Any timely payment or tender of rental or shut-in royalty which is made in a bona fide attempt to make proper payment, but which is erroneous in 
whole or in part as to parties, amounts, or depositories shall nevertheless be sufficient to prevent termination of this lease in the same manner as though a 
proper payment had been made; provided, however, lessee shall correct such error within thirty (30) days after lessee has received written notice thereof by 
certified mail from lessor together with such instruments as are necessary to enable lessee to make proper payment. 

5. Leasee is hereby granted the right and power, from time to time, to pool or combine this lease, the land covered by it or any part or horizon thereof 
with any other land, lease, leases, mineral estates or parts thereof for the production of oil or gas. Units pooled hereunder shall not exceed the standard pro
ration unit fixed by law or by the New Mexico Oil Conservation Commission or by other lawful authority for the pool or area in which said land is situated, plus 
a tolerance of 10 c/ r. Leasee shall file written unit designations in the county in which the premises are located and such units may be designated from time to 
time and either before or after the completion of wells. Drilling operations on or production from any part of any such unit shall be considered for all pur
poses, except the payment of royalty, as operations conducted upon or production from the land described in this lease. There shall be allocated to the land 
covered 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 number of surface acres in the land covered by this lease included in the unit bears to the total number of surface acres in the 
unit. The production so allocated shall be considered for all purposes, including the payment or delivery of royalty, to be the entire production of pooled minerals 
from the portion of said land covered hereby and included in said unit in the same manner as though produced from said land under the terms of this lease. 
Any pooled unit designated by lessee, as provided herein, may be dissolved by lessee by recording an appropriate instrument in the County where the land is sit
uated at any time after the completion of a dry hole or the cessation of production on said unit. 

6. I f prior to the discovery of oil or gas hereunder, lessee should dril l and abandon a dry hole or holes hereunder, or if after discovery of oil or gas the 
production thereof should cease for any cause, this lease shall not terminate i f lessee commences reworking or additional drilling operations within 60 days 
thereafter and diligently prosecutes the same, or (if it be within the primary term) commences or resumes the payment or tender of rentals or commences 
operations for drilling or reworking on or before the rental paying date next ensuing after the expiration of three months from date of abandonment of said 
dry hole or holes or the cessation of production. I f at the expiration of the primary term oil or gas is not being produced but lessee is then engaged in operations 
for drilling or reworking of any well, this lease shall remain in force so long as such operations are diligently prosecuted with no cessation of more than 60 
consecutive days. I f ^during the drilling or reworking of any well under this paragraph, lessee loses or junks the hole or well and after diligent efforts in good 
faith is unable to complete said operations then within 30 days after the abandonment of said operations lessee may commence another well and dril l the same 
with due diligence. If any drilling, additional drilling, or reworking operations hereunder result in production, then this lease shall remain in fu l l force so long 
thereafter as oil or gas is produced hereunder. 

7. Lessee shall hove free use of oil, gas and water from said land, except water from lessor's wells and tanks, for all operations hereunder, and the royalty 
shall be computed after deducting any so used. Lessee shall have the right at any time during or after the expiration of this lease to remove all property and 
fixtures placed by lessee on said land, including the right to draw and remove all casing. When required by lessor, lessee will bury all pipe lines on cultivated 
landa below ordinary plow depth, and no well shall be drilled within two hundred feet (200 f t . ) of any residence or barn now on said land without lessor's con
sent. Leasoxshall have the privilege, at his risk and expense, of using gas from any gas well on said land for stoves and inside lights in the principal dwelling 
thereon, oat of any, surplus gas not needed for operations hereunder. 

T»e tights' of either party hereunder may be assigned in whole or in part and the provisions hereof shall extend to the heirs, executors, administrators, 
successor* and assigns; but no change or division in the ownership of the land, or in the ownership of or right to receive rentals, royalties or payments, however 
accomplished shall operate to enlarge the obligations or diminish the rights of lessee; and no such change or division shall be binding upon lessee for any pur-
pome Vfeptil 30 days after lessee has been furnished by certified mail at lessee's principal place of business with acceptable instruments or certified copies 
thereof constituting- the chain of title from the original lessor. I f any such change in ownership occurs through the death of the owner, leasee may pay or 
ton der any centals, royalties or payments to the credit of the deceased or his estate in the depository bank until such time as lessee has been furnished with 
evidence satisfactory to lessee as to the persons entitled to such Bums. In the event of an assignment of this lease as to a segregated portion of said Ja ad, the 
rentals payable hereunder shall be apportioned as between the several leasehold owners ratably according to the surface area of each, and defaurt Inv cental 
payment by 'one ahall not a/fect the rights of other leasehold owners hereunder. An assignment of this lease, in whole or in part, shall, to the extent o f such , 
assignment,'relieve arid discharge lessee of any obligations hereunder, and, i f lessee or assignee of part or parts hereof shall fai l or make default in the payment 
of th.- proportionate part of the rentals due from such lessee or assignee or fai l to comply with any other provision of the lease, such default shall not affect this 
lease in so far as it covers a part of said lands upon which lessee or any assignee thereof shall so comply or make such payments. Rentals, as used in this < 
paragrcpff shall also incJi.de vhut-in royalty. • • / / f »-\ 

9 .Should leasee be prevented from complying with any express or implied covenant of this lease, or from conducting drilling or reworking ope^sftiolil here* 
under, or f rom p*jdue;ng oil or gas hereunder by reason of scarcity or inability to obtain or use equipment or material, or by operation of force majeure^ 6rV 
by any Federal or rtate law or any order, rule or regulation of governmental authority, then while so prevented, lessee's duty shall be suspended, and,,lessee 
shall not be liable for failure to comply therewith; and this lease shall be extended while and so long as lessee is prevented by any such cause from conducting 
drilling or reworking operations on or from producing oil or gas hereunder; and the time while lessee is so prevented shall not be counted against) lessee, 
anything in this lease to the contrary notwithstanding. . 

10. Lessor hereby warrants and agrees to defend the title to said land, and agrees that lessee, at its option, may discharge any tax, mortgage, or other 
lien upon said land, and in the event lessee does so, i t shall be subrogated to such lien with the right to enforce same and apply rentals and royalties accruing 
hereunder toward satisfying B a me. Without impairment of lessee's rights under the warranty, if this lease covers a less interest in the oil or gas in all or any 
part of said land than the entire and undivided fee simple estate (whether lessor's interest is herein specified or not) then the royalties, shut-in royalty, rental 
and other payments, i f any, accruing from any part as to which this lease covers less than such full interest, shall be paid only in the proportion which the 
interest therein, if any, covered by this lease, bears to the whole and undivided fee simple estate therein. Should any one or more of the parties named above aa 
lessors fai l to execute this lease, it shall nevertheless be binding upon the party or parties executing the same. t , 

11. Leasee, its/his successors, heirs and assigns, shall have the right at any time to surrender thi« •« — •- . . . i.eces-
sors, and assigns by delivering or mailing a release thereof to the lessor, or by placing a release ther TBTTM J"IS\DD ited; 
thereupon lessee shall be relieved from all obligations, expressed or implied, of this agreement as t Y A T E S P E T R O L E U M CORP • a n < j 
shut-in royalty payable hereunder shall be reduced in the proportion that the acreage covered herebj . . . • • T w n n n m n u B P T I 

BEFORE EXAM I NEK I^A-LAWM^O 
NMOCD CASE NOS. 11233/11234 
DATE: 04/06/95 , 
EXHIBIT NO. /V 

1 

Executed the day and year first^above' written. 

WALTER BERT HOLMQUIST ~P 

V 

FERN HOLMQUIST 

CHARLES HOLMQUIST T 
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