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Nearburg Producing Company

Exploration and Production
3300 North "A" Street
Suitn 100

Midtand, Texas 79705
915/686 8235

Fax 915/686-7806

July 26, 1993

Ms. Janet Richardson

Yates Petroleum Corporation

Abo Petroleum Corporation

Myco Industries, Inc.

Yates Drilling Company CERTIFIED MAIL

105 South Fourth Street RETURN RECEIPT REQUESTED
Artesia, New Mexico 88210

Re: Red Walt 10 Federal #1
990° FWL and 800’ FNL of
Section 10, T-22-S, R-24-E
Eddy County, New Mexico
M-H Area

Dear Janet:

Nearburg Producing Company proposes the drilling of the Red Walt 10
Federal #1 well, an 8100° Cisco Canyon test to be drilled at the captioned
location. Yates Petroleum Corporation, Yates Drilling Company, Myco
Industries, Inc. and Abo Petroleum Corporation own a 50 percent interest
in the W/2 Section 10 spacing unit. Nearburg Exploration Company owns the
remaining 50 percent.

Enclosed herewith please find Nearburg’s AFE estimating the cost of
the proposed well along with our proposed operating agreement. We invite
the Yates companies to participate in our proposed well.

We would appreciate your response to our well proposal. Thank you
for your cooperation.

Yours very truly,

Bob Shelton /
Consulting Landman

BS:kg

Enclosures

bob-2\yatesopr.ltr



U Uis Jou 1. v

'~

Nearburg Producing Company

Exploration and Produc!lon
Hobbs, New Mexico

LEASE: Red Walt 10 Federal

[ RWANIV SRS VL RV RN R

WELL NUMBER: # 1

AUTHORITY FOR EXPENDITURE

LOCATION: 800'FNL & 990'FWL, Sectlon 10, T22S, R24E, Eddy County, New Mexico

FIELD: Cisco Wildcat

DATE PREPARED: 7/23/83
ACCOUNTING WELL NUMBER:
COMMUNICATIONS ACCOUNT NUMBER:

TOTAL DEPTH: TD - 8000

EXPLORATORY, DEVELOPMENT, WORKOVER: E
DESCRIPTION OF WORK: Drill and complete as a pumping Clsco/Canyon oil producer

EST. START DATE: 8/20/93 EST. COMPLETION DATE: 10/04/93

Page 10of 2

INTANGIBLE COSTS:

Drliling Footage — 8000° @ $17.50/Ft
Drilling Daywork — 2/2 Days @ $4300/Day
Drilling Turnkey

Rig Mobllization and Demobillization
Road & Locatlon Expense

Damages

Directional Drilling — Tools and Service
Drilling Fluids

Fuel, Power & Water

Supplies — Bits

Supplies — Casing Equipment
Supplies — Liner Equipment

Supplies — Miscellaneous

Cement and Cmt. Services — Surface Csg
Cement and Cmt. Services — Int. Csg
Cement and Cmt. Services ~ Prod. Csg
Cement and Cmt, Services — Other
Rental — Drilling Tools and Equipment
Rental — Misc.

Testing — Drlll Stem / Production
Open Hole Logging

Mudlogging Services

Special Services

Plug and Abandon

Pulling and/or Swabbing Unit

Reverse Equipment

Wireline Services

Stimulation

Pump / Vacuum Truck Services
Transportation

Tubular Goods - Inspection & Testing
Unclasslfled

Telephone and Radio Expense
Engineer / Geologlst

Company Labor — Fleld Supervision
Contract Labor / Roustabout

Legal and Protessional Services
Insurance

Overhead

SUBTOTAL

Contingencles (10%)

ESTIMATED TOTAL INTANGIBLES

TOTAL WELL

140,000

17,200

0

0

31,000

5,000

0

16,000

11,500

750

5,500

0

1,000

17,000

0

25,000

0

4,000

1,500

3,000

25,000

7,500

0

0

15,000

1,200

5,000

20,000

1,000

2,500

6,500

0

1,000

4,050

15,750

8,000

1,000

10,000

CODE|  TOCSGPT

1514.101 140,000

154,168 8,600

iayd;rio,

rsy{.‘iy_g

1514.120 30,000

1914.125 5,000

151419

1814,138. 15,000

1614,140 10,000

1814,145

i514.120 2,000

1614, 180 500

1814 fés 17,000

1814170

4

(LR3I

1514, 180 3,000

1514.185 500

1514165 3,000

1514.200 25,000

1614210 7,500

1:5:14‘.1;:1

1514 215 10,000

o

»NA .

Ipll.gﬂ

o

1514.220 500

1a14.225 1,000

1314.220 500

151430

rgr:fgg_o 500

1514.2% 3,150

1614 259 11,260

1314 268 1,000

1514.270 500

181 278 10,000

m}c,aw 4,200
309,700
30,970
340,670

6,200

408,150

40,815

CODE|{ COMPLETION
"
1515, 105 8,600
1815.110
1318 115
1515123 1,000
151_3, 126
1518130
NA.
1515 140 1,500
1515, 145 750
1515, 150 3,500
1615155
1515.160 500
NA
NA
1518.172 25,000
1815175
1515, réo 1,000
1515185 1,000
1515.188
NA
NA-
1815, 180
1518.213 (10,000)
1518.217 15,000
1;13.219 1,200
151_5.505 5,000
1815.221 20,000
1518.220 500
1615225 1,500
1518.230 6,000
1515245
1518.240 500
1515.200 900
1515258 4,500
1815.266 8,000
1815270 500
1818.278
1315.000 2,000
¢ 98,450
9,845
108,295

448,965




Nearburg Producing Company Page 2 of 2
Exploration and Production
Hobbs, New Mexico

AUTHORITY FOR EXPENDITURE

LEASE: Red Walt 10 Federal WELL NUMBER: # 1 TOTAL DEPTH: TD ~ 8000
LOCATION: 800'FNL & 990'FWL, Section 10, 7228, R24E, Eddy County, New Mexlco

FIELD: Clsco Wildcat EXPLORATORY, DEVELOPMENT, WORKOVER: E

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

DATE PREPARED: 7/23/93 EST. STARY DATE: 8/20/93 EST. COMPLETION DATE: 10/04/93

ACCOUNTING WELL NUMBER;
COMMUNICATIONS ACCOUNT NUMBER:

TANGIBLE COSTS: 'CODE| _ 10CsG PT CODE|{ _COMPLETION TOTAL WELL
Conductor Casing ymacn S NA . 0
Surface Casing- 1,300 Ft @ 15.50 $/Ft  |i&.3i0 20,150 o 20,150
intermediate Casing wzé‘qié CNA 0
Protection Casing r&oaa: NA

Production Casing—8,000 Ft @ 12,50 $/Ft | wa' 100,000 100,000
Protection Liner 1820330 DN

Production Liner ONA 152,39

Tubing~7,700 Ft @ 3.10 $/Ft RS 1322 540 23,870 23,870
Rods 5;_5/«4}5 xw.m 0
Artiticlal Litt Equipment o NA :maso 80,000 80,000
Tank Battery SN 18,354 15,000 15,000
Separators/Heater Treater/Qas Units/FWKO oM 1422.360 10,000 10,000
Well Head Equipment & Christmas Tree  |rso.as 1,500 15&3&5 10,500 12,000
Subsurface Well Equipment A » sz20% 0
Flow Lines _NA RIS 2,500 2,500
Saltwater Disposal Pump M mzam Q
Gas Meter NA wsaxa 3,000 3,000
Lact Unlt s (522,297 10,000 10,000
Vapor Recovery Unit f‘ N 1822260 0
Other Well Equipment - 182,360

ROW and Damages NA 1822,560

Surface Equipment Inslallation Costs NA - 1552.306 10,000 10,000
Elect. Instaliation o B 122,397 15,000 15,000
ESTIMATED TOTAL TANGIBLES 21,650 279,870 301,520
ESTIMATED TOTAL WELL COSTS 362,320 388,165 750,485

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 7 " biml i oo o U ipaTE
PREPARED BY: ‘Ké/ é‘> ?é 3 /g 3
REVIEWED BY: T
APPROVED BY: |

W APPROVAL: COMPANY

BY

TITLE

DATE




2

A.A.P.L./EQRE

A
Lot A
S

1610-1982

RED WALT 10 FEDERAL #1

OPERATING AGREEMENT
DATED

July 23, 1993

OPERATOR NEARBURG PRODUCING COMPANY - o

CONTRACT AREA _ _Township 22 South, Range 24 [ast
Section 10: West lalf (W/2)

STATE OF _New Mexico

COUNTY O6R=$P#RISH OF Eddy

COPYRIGHT 1982 — ALL RIGHTS RESERVED
AMERICAN  ASSOCIATION  OF PETROLEUM
LANDMEN, 4100 FOSSHL  CREEGK BLVD.
FORT WORTH, TEXAS 76137, APPROVED TFORM.

AADPL NO. 610 - 1982 REVISED
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AAPL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between_Nearhurg Producing Company

, hereinafter designated and

referred to as *'Operator’”, and the signatory party or parties other than Operator, sometimes hercinalter relerred to individually herein

as "'Non-Operator’’, and collectively as *'Non-Operators'”.
WITNESSETH:

WIHEREAS, the parties to this agreement are owners of oil and gas leases andfor 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 andfor 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 L.
DEFINITIONS

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

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

lying within the Contract Area which are owried by the parties to this agreement.

‘oil and gas lease’’, ‘‘lease’” and '‘leasehold’’ shall mean the oil and gas leases covering tracts of land

C. The term '‘oil and gas interests” shall mcan 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 leaschold 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 leaschold 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 Partics.

F. The term *‘drillsite’” shall mean the oil and gas lease or interest on whigh 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 eclects not to participate
in a proposed operation. ’

.

Unless the context otherwise clearly indicates, words used in the singulir include the plural, the plural includes the

singular, and the neuter gender includes the masculine and the feminine.

ARTICLE 11
EXHIBITS

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

Kl 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,

(1) Oil and gas leases and/or oil and gas interests subject to this agreement,

(5) Addresses of parties for notice purposes. ,
&k Bi=Exhibi=2B 4 Formmotkms= There 1s no [xhibit "B'" to this agrecement.
C. Exhibit *'C"’, Accounting Procedure.
6 D. Exhibit D", Insurance.
& E. Exhibit "'E'*, Gas Balancing Agrcement.

GJ F. Exhibit “F", NenDigerimirmton=und Certifiertior of MarSegreguns fueliies. Notice of Joint Operating Agree-
Bk =G =Extnbt=2@ 2 Zhm-Tarnerstiyps There is no Exhibit G. ment Lien, Security Interests

If any provision of any exhibit, except Exhibits "'E”" and "G"| is inconsistent “f'hﬂqu}iﬁ’&ﬂﬁs?{“&%nx%&tﬁ%" ptbody

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

et

S
=
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AAPL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE I11.
INTERESTS OF PARTIES

A. Oil and Gas Interests:

If any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement
and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit **B**, and the owner thereof

shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessce thereunder.
B. Interests of Parties in Costs and Production:

Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and
paid, and all equipment and materials acquited in operations on the Contract Area shall be owned, by the parties as their interests are set
forth in Exhibit "*A”". In the same manner, the parties shall also own all production of oil and gas from the Contract Arca subject to the
payment of royalties=ts ﬂw:&&&emuunw_cach_p&]:ty*,S‘S_hzlLO_Qf,_ which shall be barne as hereinafter set forth.

production

Regardless of which party has contributed the lease(s) andfor oil and gas interest{s) hercto on which royalty is due and
payable, each party entitled to receive a share of production of il and gas from the Contract Area shall bear and shall pay or deliver, or
cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the
other parties free [rom any liability therefor. No party shall ever be responsible, however, an a price basis highee than the price received
by such party, to any other party’s lessor or royalty owaer, and if any such other party’s lessor or royalty owner should demand and
receive settlement on a-higher price basis, the party contributing the affected lease shall bear the additionat rayalty burden attributable to
such higher price.

Nothing contained in this Article IILB. shall be deemed an assignment or cross-assignmient of interests covered hereby.
C. Excess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions, #l the interest of any party in any lease covered hereby is subject to any royalty,
overriding royally, production payment or other burden on production in excess of the amount stipulated in Article 1., such party so
burdencd shall assume and alone bear alt such excess obligations and shall indemnify and hold the other parties hereto harmless fcom any

and all claims and demands for payment assected by awners of such excess burden.
D. Subsequently Created Interests:

If any party should hereafter create an overriding royalty, production payment or other burden payable out of production
attributable to its working interest hereunder, or if such a burden existed prior to this agieement and is not set forth in Exhibit A" or
was not disclosed in wiiting to all other parties prior to the execution of this agreement by all pasties, or is not a jointly acknowledged and
accepted obligation of all parties (any such interest heing hereinafter referred ta as *“subsequently created interest’” irrespective of the
timing of its creation and the party out of whose working interest the subsequently ereated intecest is derived being hereinatter relerred

to as ‘‘burdened party’’), and:

1. If the burdened party is required under this agrecment to assign or relinquish ta any ather party, or parties, all or a portion
of its working interest andfor the production attributable thereto, said other pacty, or partics, shall receive said assignment and/for
production tree and clear of said subsequently created interest and the burdened party shall indemnify and save said other party,

or parties, harmless from any and all claims and demands for payment asseited by owners of the subsequently created interest;

and,

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

the burdened party.

ARTICLE TV.
TITLES

A. Tide Examination:

Title examination shall be made on the drillsite of any praposed well prior to commencement of drilling O[)cr’lll&)i or, if
the Drilling Parties so request, title examination shall be made on the leases andfor ail and gas interests included, or planned to; i includ-
ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, Mlérrulmg

N
royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases andJg Qr Bil and

gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal le s status

reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the possel i
made available to Operator by the parties, but necessary for the examination of the title, shall be abtained by Operuor Q

MoAL )/
cause title to be examined by attorneys on its stalf or by outside attorneys. Copies of all title opinions shall be furn[qhsd tol('uCI party
hereto. The cost incurred by Operator in this title program shall be borne as follows: < Ty )
i N
i Ty
l e ® S

Al
= . . .
B—OptiomrNor—+—Costs—mcurred-by-Operator—in—proeuringabstracts and title examination {inchiling prelimi ér? ANRR Erﬁrnml

bt Ul e
shut-in gas royalty op\mom and division order title opinions) sha pact of theadmintstrative ovEricad as prqujcg!m Ethf i‘. T
and_shall-net-b rgewhether-perlormed-by-Operatar’s-stallattarneys-ar-by-outride attaraeys. | o vho s o iy e

At Are it gt Fabeboe Laodssea
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Ki Option No. 2: Costs incurred by Operator in procuring abstracts and fees

ARTICLE 1V

continued

1982

paid outside attorneys for title examination

(including preliminary, supplemental, shut in gas royalty opinions and division order title opinions) shall be borne by the Drilling Partics

in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Pasties as such interests appear in Fx-

hibit “'A”. Operator shall make no chacge for services rendered by its stafl attorneys or other personnel in the pedlormance of the above

functions.

Each party shall be responsible for securing curative matter and pooling amendments or agrecments required in connection

with leases or oil and gas interests contributed by such party. Operator shall be 1esponsible for the preparation and recording of pooling

designations or declarations as well as the conduct of hearings belore governmental agencies for the securing

This shall not prevent any party from appearing on its own behalf at any such hearing.

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

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-

ticipate in the drilling of the well.

B. Loss of Title:

ol spacing or pooling orders.

1. Failure of Title: Should any oil and gas interest or lease, or interest therein, bie lost through failure of title, which loss results in a

reduction of interest from that shown on Exlibit

from final detecmination of title (ailure to acquire a new lease or ather instrument curing the entirety of the tide {ailure, which acquisi-

tion will not be subject to Article VIILB,,

and gas leases and interests: and,

(3) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss angdeit shall not be

entitled to recover from Operator or the other parties any developiment or operating costs which it may have theretofore paid or incurred,

»

but there shall be no additional kability on its part to the other parties hereto by reason of such title failure;

() There shall be no retroactive adjustment of expenses incurred or revenaes received from the operation of the interest which has
been lost, but the interests of the partics shall be revised on an acreage basis, as of the time it is determined finallysthat titte failure has oc-

curred, so that the interest of the party whose lease or interest is affected by the title failure will therealter be reduced in the Contract

Area by the amount of the interest lost,

(c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled on the Contiact Area is
increased by reason of the title failure, the party whose title has failed shall receive the proceeds attributable to the increase in such in-

terest {less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such

well;

{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

failed, pay in any manner any part of the cost of operation, developient, or equipment, such amount shall be paid to the party or parties

who bore the costs which arce so relunded;

(e) Any liability to account to a third party for prior production of ail and gas which arises by reason of title failuce shall be

»

AT the party contributing the aflected lease o interest shall have ninety (90) days

and failing 1o do so, this agreement, nevertheless, shall continue in force as to all remaining oil

borne by the patty or parties whose title failed in the same proportions in shich they shared in such prior production; and,

() No charge shall be made to the joint account for legal expenses, fees or salacics, in connection with the defense of the interest

claimed by any party hereto, it being the intention of the parties hereto that cach shall defend title wo its interest and bear all expenses in

connection therewith.

2. Loss by Non-Payment or Lrroneous Payment of Amount Due:

payment, minimum royalty or royalty payment, is not paid ar is etroneously paid, and as a result a lease or interest therein terminates,

If, through mistake ov oversight, any rental, shutin well

there shall be no monetary liability against the party who failed to make such payment Unless the party who failed to make the required

payment sccures a new lease covering the same interest within ninety (90) days from thie discovery of the failure to make proper payment,

which acquisition will not be subject to Article VIILB., the interests of the parties shall be cevised on an acreage basis, cHfective as of the

date of termination of the lease invalved, and the party who failed to make proper payment will no langer he credited with an interest in

the Contract Area on account of ownership of the lease or interest which has terminated. i the event the party who failed to make the

required payment shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas attributable to

the lost interest, calculated on an acreage basis, for the development and operating costs theretolore paid on account of such interest, it

shall be reimbursed for unrecovered actual costs theretofore paid by it (hut not for its share of the cost of any dry hole previously dritled

ot wells previously abandoned) from so much of the following as is necessary to clfect reimbursement:

(a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost interest, on an acreage basis,

up to the amount of unrecovered costs;

(b) Proceeds, less operating expenses, thereafter accrued atributable to the lost interest on an acreage basis, of that partion of
oil and gas thereafter produced and marketed {excluding praduction from any wells thereafter deilled) which

, i1 the absence of such fease

termination, would be attributable to the lost interest on an acreage basis, up to the amount of vorecavered costs, the pronmds of said

portion of the oil and gas to be contributed by the other parties in proportion to their respective interests; and,

(¢) Any monics, up to the amount of unrccovcred costs, that may be paid by any party who is, or becomes, the owner of (Hl,(mtcrmt

lost, for the privilege of participating in the Contract Area or becoming a party to this agreement.

3. Other Losses: All losses incurred,

and shall be borne by all parties in proportion to their interests. There shall be no readjustiment of interests in the rcrmmmghymruon of

the Contract Area.

other

than those set forth

in

Articles TV.B.1.

and 1V.B.2
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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 hercunder, or becomes insolvent, bankrupt or is placed in receivership, by the
affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit **A’’ remaining
after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o’clock A.M. on the
first day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator or action
by the Non-Operators to remove Operator, unless a successor Operator has been sclected 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 Opecator’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 1o vote or votes oaly to
succeed itself, the successor Operator shall be selected by the afficmative vote of two (2) or more partics owning a majority interest based
on ownership as shown on Exhibit **A"’ remaining alter 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
ploy y Vp g op
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 VL
DRILLING AND DEVELOPMENT

A. Initial Well:

be authorized to
On or before the__15t___day of__December , 1993 Operator shall/commence the drilling of a well for

oil and gas at the following location:

Township 22 South, Range 24 East

Section 10: NW/4

Eddy County, New Mexico Fe
and shall thereafter continue the drilling of the well with due diligence to a depth of 8100' or 5uff1cen}ij
depth to test the Cisco Canyon formation

e

k

»
unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling lmprneﬁﬁq‘ﬂl, is en-

v

countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth. ,'\'“‘.‘

‘-(
Operator shall make reasonable tests of all formations encountered during drilling which give indication of com.um > ;il and
gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or fdrrﬁanons m which
o
event Operator shall be required to test only the formation or formations to which this agreement may apply. - i ""’\' SR
L ikt - " et
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AAPL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982
ARTICLE VI

conlinued

[f, in Operator’s judgment, the well will not produce oil or pas in paying quantities, and it wishes to plug and abandon the

well as a dry hole, the provisions of Article VIE 1. shall thereafter apply.

B. Subsequent Operations:

1. Proposed Operations: Should any party hereto desire to diill any well on the Contract Area other than the well provided

for in Article VI.A., or to rework, deepen or plug back a dry hele drilled at the jnint expense of all parties or a well jointly owned by all
the parties and not then producing in paying quantities, the party desiring to drili, rewaork, deepen or plug back such a well shall give the
other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective {orma-
tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days aftefreceipt of the notice
within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If a drill-
ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shall be
limited to forty cight (48) howss, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such notice to reply within
the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or

response given by telephone shall be promptly confirmed in writing.

H all parties elect to participate in such a proposed operation, Operator shall, within ninety () days after expiration ol the notice
period of thirty (30) days (or as promptly as possible after the expiration of the forty eight (48) hour period when a drilling rig is on loca-
tion, as the case inay be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties,
for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional timie is reasonably necessary to obtain
permits fram governmental authorities, surface rights (including rights-of-way) or appropriate deilling equipment, or ta complete tidle ex-
amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article X1, if the
actual operation has not been conunenced within the time provided (including any extension thercof as specifically permitted herein) and
if any party hereto still desires to conduct said operation, written notice proposing sume must be resubmitted to the other parties in accor-

dance with the provisions hereol as if no prior proposal had been made.

2. Operations by Less than All Partics: If any party receiving such notice as provided in Article VIB.1. oc VILD.1. (Option

No. 2) elects not to participate in the proposed operation, then, in order ta be entitled to the benelits of this Article, the party or parties
giving the notice and such other parties as shall clect to participate in the operation shall, within ninety (90) days alter the expiration of
the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty eight (48) hour period when a drilling rig is
on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all
work for the account of the Consenting Parties; provided, however, if no drilling rig or other equiptent is on Jocation, and if Operator is
a Non Consenting Party, the Consenting Parties shall either: (a) request Operator to performi the work required by such proposed opera-
tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
senting Parties, when conducting operations on the Contract Arca pursuant to this Article VLB 2., shall comply with all terms and con-
ditions of this agreement.

If less than all parties approve any proposed operation, the propmsing party, immediately alter the expiration of the applicable
notice period, shall advise the Consenting Parties of the total intcrest of the parties approving such operation and its recommendation as
to whether the Consenting Parties should proceed with the operation as propased. Fach Consenting Party, within {orty-eight (48) hours
(exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a) limit par-
ticipation to such party’s interest as shown on Exhibit ““A"" or (b) carry its proportionate part of Non Consenting Parties” interests, and
failure to advise the proposing party shall be deemed an election under (a). In the event a drilling rig is on location, the time permitted for
such a response shall not exceed a total of forty-cight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party,

at its election, may withdraw such propasal if there is insufficient participation and shall pramptly notify all parties of such decision.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have
elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leaschold estates involvefj in such

opesations {ree and clear of all liens and encumbrances of every kind created by or arising {rom the operations of the Consentingl Parties.
If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface locaticn at their
sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article resulﬂé,}m a pro-

. . . s . . . . B TR
ducer of oil andlor gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole costiad risk,
1A
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ARTICLIS VI
continued
! and the well shall then be tuined over to Operator and shall be operated by it at the expense and {or the account of the Consenting Par-
2 ties. Upon commencement ol operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties
3 in accordance with the provisions of this Article, ecach Non Consenting Party shall be deemed to have relinquished to Consenting Pacties,
4 and the Consenting Parties shall own and be entitled to receive, in propartion o their cespective intecests, all of such Nou-Consenting,
b} Party’s interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated at the well, or
6 market value thereof if such share is not sold, (after deducting production taxes, exeme-tnnes—royaliy—averriding royalty-and-other-in-
7 tecests nat excepted by Arcticle HL1 payahble out of ac measured by the production. {rem sich-well-aeeruing-with-respeet-to-sueh-intereat
8 wuatil it reverts) shallequal the totalefthe-following: cyrnde 0il excise taxes, royalty, o_verriding TOY -
9 alty and other interests existing on the effective date hereof, payable out of or
10 peasurcd by the production from such well accruing with yespect to such interest
11 until it reverts) shall equal the total of the following:
12 {a) 200% 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 cquipment and piping), plus 100% of each such
14 Naon Consenting Party’s share of the cost of operation of 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 I’ar(y"_s share of 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 ) 500 % of that portion of the costs and expenses of drilling, reworking, deepening, plugping back, testing and completing,
22 alter deducting any cash contributions received under Article VIILC. and 500___% 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 charfeable to such Non-Consenting Party if it had
24 participated therein.
25
20
7 °
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 warking or plugging back aperation proposed in such a well, or portion thereof, to which the initial Noa-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 shalt 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 Pasties 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 It 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 Pacties in said well. .
36
37
38
39 During “the period of time Consenting Parties are entitled to receive Non Consenting Party’s shate of production, or the
40 proceeds therelsom, Consenting Parties shall be responsible for the payment of ail production, severaneesencise-gathering-and-other
41 taxesand-allrayaltyoverriding royaliy and atherburdens applicable-to Non-Gansenting-Partysshare-of preduetion not-exeepted-by-Ar-
42 oD, crude 0il excise taxes, severance, gathering and other taxes
43 and all royalty, overriding royalty and othcr burdens applicable to Non-Consenting
4 party's share of production.
45
A6 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 alter such reworking, plugging back or decper deilling, the Consenting Parties shall account for all such equip-
49 ment to the owners thereof, with cach party receiving its proportionate part in kind oc 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-Counsenting Party with an inventory of the equipmient in and connected to the well, and an
59 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 licu of an itemized statement of such costs of aperation, may sulunit a detailed statement of monthly bill-
57 ings. Each montl thereafter, during the time the Consenting Partics are being reimbursed as provided above, the party conduacting the
58 operations for the Consenting Pacties shall furnish the Non Consenting Parties with an itemized statement of all costs and Habilities in-
59 curred 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 of é'h and gas
61 produced during any month, Consenting Parties shall use industry accepted methods such as, but not limited to, metering & “aenmhc
62 well tests. Any amount realived {rom the sale or other disposition of equipment newly acquired in connection with any sn(lgvl}xgrnlmn
63 which would have been owned by a Non Consenting Party had it participated therein shall be credited against the total unrcttlxjk:%n d costs
6A of the wark done and of the equipment purchased in determining when the interest of such Non Consenting Party shall revs Heo it as
65 above provided; and if there is a credit balance, it shall be paid to such Non Consenting Party. ' ;
66
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AAPL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE VI
continued

I and when the Consenting Parties recover [rom a Non Counsenting Party’s relinquished interest the amounts provided for above,
the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, {rom and alter such reversion, such Non-
Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production
thecefrom as such Non Consenting Party would have been entitled 1o had it pacticipated in the drilling, reworking, deepening or plugging
back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of

the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto.

Notwithstanding the provisions of this Article VI.B.2., it is agreed that without the mutual consent of all parties, no wells shall
be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such

well conforms to the then existing well spacing pattern for such source of supply.

The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VILAL
except (a) as to Article VII.D.1. (Option No. 2), if sclected, or (b) as to the rewarking, decpening and plugging back of such initial well

after it has been drilled to the depth specified in Article VILAL il it shall thereafter prove to hie a dry haole or, if initially completed {or pro-

duction, ceases to produce in paying quantitics. .

3. Stand-By Time: When a well which has been drilled or deepned has reached its authorized depth and all tests have been
completeﬁ,—;‘.d the fesults thereo! furnished to the parties, stand by costs incurred pending response to a party’s notice proposing a
reworking, deepening, plugging back or completing operation in such a well shall be charged and horne as part of the drilling or deepen-
ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever
first occurs, and prior to agreement as to the participating interests of all Consenting Partics pursuant to the terms of the second gram-
matical paragraph of Article VI.B.2, shall be charged to and borne as pact of the proposed operation, but if the proposal is subsequently
withdrawn because of insufficient participation, such stand-by costs shall be allocated betwecn the Consenting Parties in the proportion
each Consenting Party’s interest as shown on Iixhibit **A’" bears to the total interest as shown on Exhibit **A’" of all Consenting Par-

ties.

4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable 1o a *“deepening’” operation shall
also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole
location (herein called *‘sidetracking’’), unless done to straighten the hole or to deill around junk in the hole or because of other
mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the
affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share (equal

to its interest in the sidetracking operation) of the value of that pottion of the existing well bore to be utilized as follows:

(a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in

the initial drilling of the well down to the depth at which the sidetracking operation is initiated

(b) I the proposal is for sidetracking a well which has previously produced. reimbursement shall be on the basis of the well’s
salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the

provisions of Iixhibit “'C"", less the estimated cost of salvaging and the estimated cost of plugging and abandoning.

In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period
shall be limited to forty eight {(48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and
receive up to eight (8) additional days after expiration of the forty-cight (18) hours within which to respond by paying for all stand by time
incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice, stand-
by costs shall be allocated between the partics taking additional time to respond on a day to-day basis in the propaortion each t;} cting par-
ty's interest as shown on Exhibit “"A’" bears to the total interest as shown on Exhibit A" of all the clecting parties. In L‘mhcr in-

stances the response peried to a proposal for sidetracking shall be limited to thirty (30) days. AN

C. TAKING PRODUCTION IN KIND:

R\ n
SR AGSH A,

Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced fr ﬁi‘,fhe C ﬁ\t?act Area,
exclusive of production which may be used in development and producing operations and in preparing and {rt ciégx bi\~ afid gas for
marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or sep '?;Ke’{'diéﬁ.ﬁ!»‘i_uﬁl by any
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party of its proportionate share of the production shall be borne by such party. Any party taking its share of prodhj
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ARTICLIES VI

contintied

1 required to pay for only its proportionate share of such part of Operator’s surface faciliies which it uses.

2

3 Fach party shall execute such division orders and contracts as may be necessary for the sale of its interest in production from

4 the Couteact Area, and, except as pravided in Article VILB. shall be entitled ta receive paymeat directly from the purchaser theceof (or

5 its share of 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 ih,_e 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 ®e non-taking party nl.lhc
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 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 ofl shall be only for such feasonable periods of
13 time as are consistent with the minimum needs of the industry under the pacticalar circumstances, but in no event for a petiod in excess
14 of one (1) year.
15
16 In the event one o more parties' sepatate 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 10 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 Fxhibit "“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 reasanable 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 ather 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 inake 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 abave, shall be charged to the Non-Operator that re-
29 quests the information.
30
31 E. Abandoament of Wells:
32
33 1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Ardcle VIB.2., any well which has been
34 drilled or deepened under the terins of 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) alter receipt of notice of the proposal to 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 decpening
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 andfor gas subject to the provisions of Article V1D
41
12 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 Patties have not been fully reimbursed as lierein provided, any well which has been completed as a
a4 producer shall not be plugged and abandoned without the consent of all parties. 1 all parties consent to such abandenment, the well shall
3 pe plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the pacties 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 tram the interval(s) of the formation(s) then open to production shall tender to each of the other
18 parties its proportionate share of the valuc of the well's salvable material and equipment, detesrmined in accordance with the provisions of
49 Exhibit *'C", less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Fach abandoning party shall assign
50 the non-abandoning parties, without warranty, express or implicd, 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 anly 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
33 gas interest, such party shall execute and deliver to the non-abandaning party or partics an oil and gas lease, limited to the interval ar 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 andfor 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
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ARTICLE VI «

conlinued

"B The assignments or leases so limited shall encompass the “drilling unit’" upon which the well is located. The payments by, and the
assignments or leases to, the assignees shall be in a ratio based upon the relationship f their respective percentage of participation in the
Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of

interests inthe remaining portion of the Contract Area,

Thereafter, abandoning parties shall have no further responsibility, liability, or tnterest in the operation of or production from
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-
quest, Operator shall continue to aperate the assigned well for the account of the non abandoning parties at the rates and charges con-
templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned
well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to
repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-

visions hereof.

3. Abandenment of Non-Consent Operatious: The provisions of Article VIE.1. or VLE.2. above shall be applicable as between

Consenting Parties in the event of the proposed abandontment of any well excepted from said Articles; provided, however, no well shall be
permanently plugged and abandoned unless and until all parties having the right to conduct further operations therein have been notified
of the proposed abandonment and afforded the opportunity to clect to take over the well in accordance with the provisions of this Acticle
VIE.

ARTICLE VIIL
EXPENDITURES AND LIADILITY OF PARTIES

A. Liabtlity of Parties:

The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and
shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the liens granted
among the parties in Article VILB. are given to secure anly the debts of each severally. It is not the intention of the partics to create, nor

shall this agrecment be construed as creating, a mining or other pactnership or association, oc to render the pacties liable as partners.
B. Liens and Payment Defaults:

Each Non Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share
of oil and/or gas when extracted and its interest in all equipment, to secure payment of its share of expense, togethier with interest thercon
at the rate provided in Exhibit *'C™". To the extent that Operator has a security interest under the Uniform Commercial Code of the
state, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
taining of judgment by Operator for the secured indebtedness shall not be decmed an election of remedies or otherwise affect the lien
rights or securily interest as sccutity for the payment thereof. In addition, upon default by any Non Operator in the payment of its share
of expense, Operator shall have the right, without prejudice to other rights or remedies, to collect fiom the purchaser the proceeds from
the sale of such Non'Operator's share of oil andfor gas until the amount owed by such Non-Operator, plus interest, has been paid. Fach
purchaser shall be entitled to rely upon Operator’s written statement concerning the amaunt of any default. Operator grants a like lien

and security interest ta the Non Operators to secure payweat of Operatar’s propactionate shate of expense.

I any party fails or is unable to pay s share of expense within sixty (60) days after readition of a statement therefor by
Operator, the non defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that
the interest of each such party bears to the interest of all such parties. Fach party so paying its share of the unpaid amount shall, to obtain

retibucsement thereol, be subrogated to the security rights described in the (oregoing pacagraph.
C. Payments and Accounting:

Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development
and operation of the Contract Area pursuant to this agreement and shall charge cach of the parties hereto with their respective piapor-
tionate shares upon the expense basis provided in Exhibit **C"". Operator shall keep an accurate 1ecord of the joint account hereunder,

showing expenses incurred and charges and credits made and received.

Operator, at its election, shall have the right from time to time to demand and receive from the other parties payment in advance
of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding
month, which right may be exercised only by submission to cach such party of an itemized statement of such estimated expense, together
with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted
on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimte withyg
fifteen (13) days alter such estimate and invoice is reccived. If any party fails to pay its share of said estimate within said time, (fj“&,nmoum
due shall bear interest as provided in Exhibit *"C*" until paid. Proper adjustment shall be made monthly between advances anc :gx‘%lual ex-

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

D. Limitation of Expenditures:

1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well drillediz pened

. . . - e . . N
pursuant to the provisions of Article VLB.2. of this agreement. Consent to the drilling or deepening shall inclugdeh”
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AAPL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLIS VI
continued

[J Option No. I: All necessary expenditures for the drilling or deepening, testing, completing and equipping of the well, including

necessacy tankage andfor sutface facilities.

k) Option No. 20 All necessary expenditures for the diilling or deepening and testing of the well. When such well has reached its
authorized depth, and all tests liave been completed, and the results thereof furnished to the parties, Operator shall give immediale notice
to the Non Operators who have the right to participate in the completion costs. The paities receiving such notice shall have {orty eight
(48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the completion at-
tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in-
cluding necessary tankage and/or surface facilitics. Failure of any party receiving such notice to reply within the period above fixed shall
constitute an election by that patty not to participate in the cost of the completion attempt. If one or more, tut less than all of the parties,
clect to set pipe and to attempt a comipletion, the provisions of Article VI.B.2. hercof {the phrase ‘reworking, deepening or plugging

back’" as contained in Article VI B.2. shall be deemed to include ““completing ™) shail apply 1o the operations thereafter conducted by less

than all parties.

2. Rework or Plug Back: Without the consent of all partics, no well shall be reworked or plugged back except a well reworked or
plugged back pursuant to the provisions of Article VIB.2. of this agreement Cousent to the reworking or plugging back of a well shall
include all necessary expendituies in conducting such operations and completing and equipping of said well, including necessary tankage

and/or surface facilities.

3. Other Operations: Without the consent of all partics, Operator shall not undertake any single project reasonably estimated
to require an expenditure in excess of_ _Twenty-five Thousand---- - — == Dollars (325, 000.00-2-~~-)
except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been
previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, lire, flood or other sudden
emergency, whether of the same or dilferent nature, Operator may take such steps and incur such expenses as in its opinion are required
to deal with the emergency to saleguard life and property but Operator, as promptly as possible, shall report the emergency to the other
patties. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non Operator so requesting
an information copy thereof for any single project costing in excess of _Fifteen Thousand----=------c---~--_
Dollars (3.15,000.00==-=--) but less than the amount first set forth abave in this parageaph.

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

Rentals, shutin well payments and minimum royaltics which may be required under the terms of any lease shall be paid by the
party or parties who subjected such lease to this agreement at its or their expense. In the event two or mare partics own and have con-
tributed interests in the same leasc to this agreement, such parties may designate one of such parties to make said payments for and on
behalf of all such parties. Any party may request, and shall be entitled to receive, proper evidence of all such payments. In the event of
failure to make proper payment of any rental, shut-in well payment or minimum rayalty through mistake or oversight where such pay-

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-
visions of Article IV.B.2.

Operator shall notify Non Operator of the anticipated completion of a shut-in gas well, or the shutting in or return ta production
of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by
circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify
Non-Operator, the loss of any lease contributed hereto by Non-Operator for failire to make timely payments of any shut-in well payment

shall be borne jointly by the parties hereto under the provisions of Acticle 1V.B3.3
F. Taxes:

Beginning with the first calendar year alter the cffective date hereof, Operator shall render for ad valorem taxation all property
subject to this agreement which by taw should be rendered for such taxes, and it shall pay all such taxes assessed thercon helore they
become delinquent. Prior to the rendition date, each Non Operator shall furnish Operator information as to burdens (to include, but not
be limited to, royalties, ovetriding royalties and production payments) on Jeases and oil and gas interests contributed by such Non-
Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over-
riding royalties or production payments, the reduction in ad valorem taxes resulting therefram shall inure to the benelit of the owner or
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-
tion. If the ad valorem taxes are based in whole or in part upon separate valuations of cach 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. Operator shall bill the other parties {or their proportionate shares of all tax payments in
the manoer provided in Exhibit ©'C"".

o

If Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time anc {E}mnncr
prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to fi :;A deter-
mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay. under protest, all such [nx(r‘[:ind any
interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for lhé.{’_bfnt ac-

. . . . . Y
count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid b them, as

provided in Exhibit “'C"". ! ‘

.- AL (R |
. . . : . Se N ASSAR G,
Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed uporf'dt:with 1‘e§ cct to

the production or handling of such party’s shace of oil and/ot gas produced under the terms of this agreement. " i‘, iy
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ARTICLE VII

continued

G. Insurance:

At all tiines while aperations are conducted herevnder, Operator shall comply with the workmen’s compensation law of
the state where the operations ate being conducted; provided, however, that Operator may be a self insurer for lability 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 catry or provide insurance {or the benefit of the joint accaunt of the parties as outlined in Fxhibit D™, attached to and made a pact
hereof. Operator shall require all contractors engaged in work on or for the Contract Avea to comply with the workmen's compensation

law of the state where the operations are being conducted and to maintain snch other insurance as Operator may require.

In the event automobile public liability insurance is specilied in said Exhibit ‘D", or subsequently receives the approval of the

parties, no direct charge shall be made by Operator for premiums paid f{or such insurance for Operator’s automotive equipment.

ARTICLE VHIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement, insofar as they embrace acreage in the Contract Arca, shall not be surrendered in whole

ot 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 counsent 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 lacated thercon 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 ol one (1) year and so lang therealter as oil and/or gas is produced from the land covered thereby, such
lease to be on the form attached hereto as Exhibit “'B"". Upen 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 royaltics retained in any lease made under the terms of this Acticle. The party assignee or lessee shall pay to the
party assignor or lessor the reasonable salvage value of the latter s interest in any wells and equipment atteibutable to the assigned or leas-
ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit **C'", less the estimated cost of
salvaging and the estimated cost of plugging and abandoning. If the assignment or 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 assignmeny, lease or surrender made under this provision shall not reduce or change the assignor’s, lessoc'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.

B. Renewal or Extension of Leases:

If any party secures a renewal of any 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 ownership of the
renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party wha acquired it their several proper pro-
portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shall be in proportion (o the
interests held at that time by the parties in the Contract Arca.

If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it shall be owned by the pacties
who elect to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area
to the aggregate of the percentages of pacticipation ire the Contract Area of all parties participating in the purchase of such renewal lease.

Any rencwal lease in which fess than all parties elect to participate shall not be subject to this agreement.

Each party who pacticipates in the purchase of a renewal lcase shall be given an assignment of its proportionate interest therein

by the acquiring pasty.

The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease
or cover only a portion of its area or an interest therein. Any renewal lease taken before the expiration of its predecessor lease, or taken or
contracted for within six (6) months alter the expiration of the existing lease shall be subject to this provision; but any lease takéh-or con-
tracted for more than six (0) months after the expiration of an existing lease shall not be deemied a renewal lease and shall nat l)cbél\};xll)j('c( to

the pravisions of this agreement. i |

The provisions in this Article shiall also be applicable to extensions of oil and gas leases.  The pl‘OViSiOIl.’} (o}
Article shall only apply to leases, or portions of leases, located within

C. Acreage or Cash Contributions: :

AR

While this agreement is in force, il any party contracts for a contribution of cash towards the diilling of £wveil oryar "other
operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other « ];lc/m(?t)k 1&1(!)5! all be
applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the pa Ey\'(gwilm _;ﬁe con-
tribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Par(ic?j@ﬁﬁ@%{lons
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ARTICLE VHI

continued

said Diilling Parties shared the cost of drilling the well. Such acreage shall beconie a separate Contract Acea and, to the extent passible, be
governed by provisions ideatical to this agicement. Each party shall promptly notify all other parties of any acreage ar 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 ap-

tional ¢ights to earn acreage outside the Contract Area which are in support of a well drilled tnside the Contract Arca.

If any party contracts for any consideration relating to disposition of such party’s share of substances produced hereunder, such

consideration shall not be deemed a contribution as contemplated in this Article VIILC. '!‘hi,s . paragraph shall not be
applicable to the contribution of acrea%e by the Contributing Parties towavrd the
BitialaSebstitute, 19 Qption Test Well.

nce of Usitforny Interes
For the purpose of maintaining uniformity of ownership in the oil and gas leaschold interests covered by this agreement, no
party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Contract Area and in wells,

equipment and production unless such disposition covers either:
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 Contiact Area.

Every such sale, encumbrance, transfer or other disposition made hy any party shall be made expressly subject to this agreement
and shall be made without prejudice to the ripht of the other pacties.

.

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 of their respective shares of the oil and gas produced from the Contract

Area and they shall hive 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 focated, 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

.

Should any party desire to seil all or any part of its interests under this agreement, or its rights a «m
Area, it shall promptly give written notice to the other parties, with full information concerning 'mrmp{cd):/‘k*, which shall include the
name and address of the prospective purchaser (who must be ready, willing and al le»tﬂm:;, the purchase price, and all other terms
of the offer. The other parties shall then have an optional prior ri

interest therein.

Fr—Preferentint-Right-te-FPurehase:

a period of ten {10) days after receipt of the notice, to purchase

on the same terms and conditions the interest which the-dthier party proposes (o sell; and, if this optional right is exercised, the purchas-
ing parties shall share the purchased interestTn the proportions that the interest of each bears to the total interest of all purchasing par-

ties. However, there sh o preferential right to purchase in those cases where any party wishes to mortgage its interests, or to

ests by merger, reorganization, conselidation, or sale of all or substantially all of its assets to a subsidiary or parent com-

dispose of ilsin
F-or-ta-t-subsidiney—ef-n-parent—company—er—te-amy-eampany-in-which-any-ene-party-owns -major ity-ef—the-steelk

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agrecment is not intended to create, and shall not be construed o 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 nat constitute a partaership, if, for federal income tax
purposes, this agreement and the aperations hereunder are regarded as a parinership, cach party hereby affected elects to be excluded
from the application of all of the provisions of Subchapter “*K**, Chapter 1, Subtitle A", of the Internal Revenue Code of 1954, as per-
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is anthorized and directed to ex-
ecute on behall of each party hereby allected such evidence of this clection as may be required by the Secretary ol the Treasury of the
United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements,

and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further

Federal Internal Revenue Scrvice or as may be necessary to evidence this election. No such party shall give any notices or take

evidence of this election, each such party shall exccute such documents and furnish such other evidence as may be lcquirqiby the
{
It
!'\

3 |

}'y other
action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which thqiGontract
&)Ilcr I,

Subtitle “*A™ of the Internal Revenue Code of 1954, under which an election similar to that provided by Section 761 of the CE\ e
qirlg elec-

':{

h
¢

15 per-

. . . . - . . cgeer il
Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter K", hq
|

mitted, each party hereby affected shall make such election as may be permitted or required by such laws. In making the fore

tion, each such party states that the income derived by such party from operations hereunder can be adequately determined ut the

computation of partnership taxable income.
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ARTICLE X.

1
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_Fifteen Thousand---=-------~=-2--c---r--wmrmommmmmm oo o Dollars
6 ($.15,000.00-----~ Yand if the payment is in complete settlement of sugh claim or suit. If the amount required for settlement ex-
7 ceeds the abote amount, the pacties hereto shall assume and take aver the furthee handling of the claim or suit, unless such authority is
8  delegated to Operator. All costs and expenses of handling, settling, oc otherwise discharging such claim oc suit shall be at the joint ex-
9 pense of the parties participating in the operation from which the claim or suit arises. I 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 XI.
15 FORCE MAJLURE
16
17 If 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 alfected by the force
20  majeure, shall be suspended during, but no longer than, the continuance of the force majeure. The aflected party shall usc all reasonable
21 diligence to remove the force majeure situation as quickly as practicable.
22
23 The requiremnent that any lorce majcure shall be remedied with all reasonable dispatch shall not require the settfement of strikes,
24 lockouts, or other labor dilficulty by the party involved, conteary to its wishes; how all such difliculties shall be handled shall be enticely
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, fise, storm, flood, explosion, governmental action, governmental delay, restraint
29 or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is
30  not reasonably within the controt of the party claiming suspension.
31
32 ARTICLE XII.
33 NOTICES
34
35 All natices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise
36 specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed to
37  the parties to whom the notice is given at the addresses listed on Exhibit "*A’". The originating notice given under any provision hereof
38  shall be deemed given only when received by the party to whom such notice is dirccted, and the time for such party to give any notice in
39  response thereto shall run from the date the originating notice is reccived. 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
4] shall have the right to change its address at any time, and from time 1o time, by giving written notice thereof to all ather parties,
42
43 ARTICLE X1II.
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 10 any
48 lease or oil and pas interest contributed by any other party beyond the term of this agreement.
49
so I Opton NotSotong wsmany ottt oj-and-gatemessubjectto-thivagrecment-remain-ee-are-continuad in force as ta any pact
51 olthe-Genteact—Area—whether-by-productioncxtenstomy renewal-or—otherwise.
52
53 k] Option No. 2: In the event the well described in Article VIA, or any subsequent well drilled under any provision of this
54  agreement, results in production of oil andfor 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, if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, deepen-
57 ing, plugging back, testing or attempting to complete a well or wells hereunder, this agicement shall continue in force until such opera-
58 tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In the gyent the
59 well described in Article VILA_, or any subsequent well drilled hercunder, results in a dry liole, and no other well is producing, J)@cnpable
60 of producing oil and/or gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back ]?cwork'
6l ing operations are commenced .wi(hin _ 120 days from the date of abandonmeat of said well. é ‘
62 !
63 It is agreed, however, that the termination of this agreement shall not relieve any party hereto from any liability ,'ti'ch has
A accrued or attached prior to the date of such termination. 'E
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ARTICLE X1V.
COMPLIANCE WITTH LAWS AND REGULATIONS

A Laws, Regulations and Orders:

This agreement shall be subject to the conservation laws of the state in which the Contract Area is located, to the valid rules,
regulations, and orders of any duly constituted regulatory body of said state; and to ali other applicable federal, staie, and local laws,
ordinances, rules, regulations, and orders.

B. Governing Law:

This agreement and all matters pertaining hereto, including, but not linvited to, matters of performance, non-performance, breach,
remedics, procedures, rights, dutics and inferpretation or construction, shall be governed and determined by the law of the state in which
the Contract Area is focated. If the Contract Areais in two or more states, the law of the state of _ New Mexico
shall govern.

C. Regulatory Agencies:

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or relcase any rights,
privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated under
such laws in reference to oil, gas and mineral operations, including the focation, operation, or production of wells, or tracts of(sctting or
adjacent to the Contract Arca.

With respect lo operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, injurics, claims
and causcs of action arising out of, incident to or resulting directly or indirectly from Operator's interpretation or application of rules, rulings,
regulations or orderss of the Department of Linergy or predecessor or successor agencics 1o the exlent such interpretation or application was
made in good faith, Each Non-Operator (urther agrees to reimburse Operator for any amounts applicable to such Noa-Operator's share
of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or application, together
with interest and penalties thercon owing by Operator as a result of such incorrect interpretation or application.

Non-Operators authorize Operator 10 prepare and submit such documents as may be required to be submitted to the purchaser
of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the "Crude Qil Windlall Profit Tax Act
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
Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and alf certifications or other information which
is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act.

ARTICLE XV.
OTIHER PROVISIONS

Notwithstanding any provisions herein to the contrary, the parties hereto agree as follows:

A. Notwithstanding any other provisions herein, if during the term of this agreement, a well is required to be drilled, decpened, reworked,
plugged back, sidetracked, or recompleted, or any ather operation that may be required in order to (1) continuc a lease or leases in {orce
and effcct, or (2) maintain a unitized arca or any portion thereof in and to any oil and/or gas and other interest which may be owned by
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
Jurisdiction in the premises, failing in which certain rights would terminate, the following shall apply. The party desiring to drill, deepen,
rework, plug back, sidetrack, recomplete, or to perform any other operation that may be required pursuant to this paragraph D, shall give
the other partics written notice of the proposed operation specifying the work to be performed, the location, proposed depth, objective
formatioa, and the estimated cost of the dperation. The parties receiving such notice shall have {iftcen (15) days alter receipt of the notice
within which to notify the party wishing to do the work whether they elect to participate in the proposed operation, and any party clecting
to participate must pay its share of the cost within the fifteen (15) day period after receipt of the notice, failing in which the parties interest
who elected to participate but did not timely pay will be subject to the reassignment provision as sct forth below. If a drilling rig is on
location, notice of a proposal to rework, drill, deepen, plug back, sidetrack, recomplete, or any other operation pursuant to this paragraph
D may be given by telephone and the response period shall be limited to forty-eight (48) hours inclusive of Saturdays, Sundays, and legal
holidays. Pailure of a party receiving such notice to reply or pay its share of the cost within the period above fixed shall make such pacties
interest subject to the reassignment provision provided for below. Any notice ar response given by telephone shall be promptly confirmed
In writing.

B. Operator shall comply where applicable with the following clauses contained in 41 CIFR

60-1.4(a) (Equal Employment Opportunity);

1-12.803-10 (Certification of Non-Segregated Facilities);

60-250 (Employment Opportunity for Veterans);

60-741 (Employment Opportugity for Iandicapped Individuals);
1-1.710 (Subcontracting With Small Business Concerns);

1-1.805 (Subconlractihg With Labpr Surplus Arca Concerns);
1.1.1310 (Subcontracting With Minority Business Lnterprises);
1.1.2302-2 (Environmental Protection).

These clauses are incorporated herein by reference if and to the extent applicable to this contract by law, execulive order, or regulation.
Operator represents that he is in compliance with the reporting requirements of 41 CFR 60-1.7 and the Affirmative Action Program
requircments of 41 CI'R 60-1.40 and 60-2.

C. Non-Opcrators authorize Operator to receive, and direct all product purchascers 1o pay to Operator, all proceeds of production from or
attributable to the Contract Area. As cvidence of this authority all products purchasers may rely solcly on a copy of this provision,
authenticated by Operator, in licu of the need for any additional consents or transfer orders from the Non-Operators. While Operator is

receiving all proceeds of production, Operator obligates itsell to make payments of all Working and Royalty Interests Revenues attributable
ty the Interecte rovered herelu -
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ARTICLE XVL
MISCELLANEOUS

‘This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respective heirs, devisces,

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.

W~ SN D W N -

o

IN WITNESS WHEREOF, this agreement shall be effective as of day of July , 1993

—
—_

OPERATOR

[ e
(W N e L

NEARBURG PRODUCING COMPANY

17 By: %

18 Joe Fitzgerald
19 Senior Landman
20
21
22
23
24
25
26

YATES DRILLING COMPANY NEARBU?’:XP LORA'I? gyNY
27 . /
28 By: By.: /;5/4_'/ ‘ . S

2 Attorney-in-fact Robert G. Shelton
30 Attorney-in-fact

31

32

33 By:

34 Attorney-in-fact Its

35

36 ABO PETROLEUM CORPORATION

37

38 By:

39 Attorney-in-fact

40

41

42

43

44 .

45 .

46

47

48

49

50

51

52

53

54

55

56

57

58

59

60
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63 L
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NON-OPERATORS

MYCO INDUSTRIES, INC. YATES PETROLEUM CORPORATION

65 R
66 o
67 (T T

68 o
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ACKNOWLEDGEMENTS

THE STATE OF TEXAS
COUNTY OF MIDLAND e
The foregoing instrument was acknow]edgea before me on this 26th day of

July, 1993, by Joe Fitzgerald, Senior Landman of Nearburg Producing Company, a
Texas corporat1on, on behalf of said

KAYE H. GASSIE

:: Wi MY CoMM
THE STATE OF TEXAS FARe Novemés:rlo;,eir;ggs

COUNTY OF MIDLAND R

The foregoing instrument was acknowledged before me on this 26th day of
July, 1993, by Robert G. Shelton, Attorney-in-fact of Nearburg Exploration

Company, a sole proprietorship, on behalf of said sole proprietorship.
«

Nota bTic, State of Texas

KAYE H. GASSIE
MY COMMISSION EXPIRES
November 6, 1993

o

THE STATE OF NEW MEXICO

COUNTY OF EDDY

The foregoing instrument was acknowledged before me on this of

1993, by of

Yates PetroTeum Corporation, a corporatlon on behalf of said
corporation.

Notary PubTic, State of New Mexico

THE STATE OF NEW MEXICO
COUNTY OF EDDY

The foregoing instrument was acknowledged before me on this of

1993, by , Attorney-in-fact of
Myco Industries, Inc., a corporation, on behalf of said
corporation.

Notary PubTic, State of New Mexico

THE STATE OF NEW MEXICO
COUNTY OF EDDY

The foregoing instrument was acknowledged before me on this of

1993, by , Attorney-in-fact of

Yates Drilling Company, a corporation, on behalf of said
cdbrporation.

Notary Public, State of New Mexico



THE STATE OF NEW MEXICO
COUNTY OF EDDY

The foregoing instrument was acknowledged before me on this of

1993, by , Attorney-in-fact of Abo

PetroTeum Corporation, a corporation, on behalf of said
corporation.

Notary Public, State of New Mexico



IL.

III.

Iv.

EXHIBIT "A"

Attached to and made a part of that certain Operating Agreement dated the
23th day of July, 1993, by and between Nearburg Producing Company, as
Operator, and Nearburg Exploration Company, et al as Non-Operator.

Identification of lands subject to agreement;

The West Half (W/2) Section 10, Township-22-South, Range-24-East, Eddy County, New
Mexico

Restrictions as to depths or formations:

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

Percentage of parties to agreement:

Nearburg Exploration Company 50%
Yates Petroleum Company 2%
Yates Drilling Corporation 16%
Abo Petroleum Corporation 16%
Myco Industries, Inc. 16%

A. Oil & Gas Leases subject to agreement;

1) Lease No. NM 90505
Lessor: United States of America
Date of Lease: March 1, 1993
Description: NW/4 NW/4 of Section 10,
T-22-S, R-24-E
Eddy County, New Mexico

2) Lease No. NM 78213
Lessor; United States of America
Date of Lease: December 1, 1988
Description: Insofar and only insofar as said lease

covers the NE/4 NW/4 and §/2 NW/4 of
Section 10, T-22-S, R-24-E, Eddy County,
New Mexico

3) Lease No. NM 53219
Lessor: United States of America
Date of Lease: July 1, 1987
Description: Insofar and only insofar as said leasc

covers the SW/4 of Section 10,
T-22-S, R-24-E, Eddy County, New Mexico

Addresses of parties to the agreement

Nearburg Exploration Company
3300 North "A" Street

Suite 8100

Midland, Texas 79705

Nearburg Producing Company
P.O. Box 823085

5447 Glen Lakes Drive
Dallas, TX 75382-3085

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

105 South Fourth Street
Artesia, New Mexico 88210



f : R COPAS - 1984 - ONSHORE

Recommended by the Council
}E}IE{B 601 BOX 800 of Petroleum Accountants
’

TULSA OK 74101 Societies I]
|.IHPHS1

EXHIBIT o

Attached to and made a part of _that certain Operating Agreement dated the 23rd day of July, 1993,
by and between Nearburg Producing Company, as Operator, and Nearburg Exploration Company,
et al, 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.

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

“Non-QOperators” 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 paj\:ment is not made
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at _le
Bank of Dallas, Texas on the first day of the month in which delinquency occurs plus #% 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 Fight of any Non-Operator to protest or question the correctness thereof;

S 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.




- s

5. Audits

A. A Non-Operator, upon nolice 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 wrillen exception to and the adjustnients of accounts as provided for in Paragraph 4 of this Section
1. Where there are two or more Non-Operators, the Non-Operators shall malke every reasonable effort to conduct a
joint audit in a manner which will result in a minimum of inconvenience lo the Operalor. Operator shafl 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, excepl upon the resignation or
removal of the Operator, and shall be made at the expense of those Non-Operators approving such audit.

B.  The Operator shall reply in writing to an audit report within 180 days after receipt of such report.
6. Approval By Non-Operators

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

I DIRECT CHARGES
Operalor 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 Operalor 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 Employces either temporarily or permanently assigned to and directly employed
in the operation of the Joint Property if such charges are excluded from the overhead rates, *

B. Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid Lo employees
whose salaries and wages are chargeable 1o the Joint Account under Paragraph 3A of this Section Il 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 IL 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 11

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

4.  Employee Benefits

Operator's current costs of established plans for employecs’ 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 11 shall be Operator's actual cost not lo exceed the percent most recent-
ly recommended by the Council of Petroleum Accountants Socicties.

5. Material
Material purchased or furnished by Operator for use on the Joinl 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 he 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 olher properties, no charge shall be made
to the Joint Account for a distance greater than the distance from the nearest refiable supply store where like material
is normally available or railway receiving point nearest the Joint Property unless agreed {o by the Parties.

*which shall include the salaries and wages of professional employees associated with
the sale of gas and/or casinghead gas fgom any well located in the Contract Area.
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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 grealer 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 Malerial to other properties belonging to Operator, unless agreed to by the
Parties.

- C. In the application of subparagraphs A and B above, the option 1o 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 Seclion II and Paragraph i, ii, 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 lo the Jainl 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 [acilities at rates commensurale
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operaling expense,
insurance, taxes, depreciation, and interest on gross investment less accumulaled depreciation not to exceed ****
see_below  percente=z====45 per annum. Such rates shall not exceed average commercial rates currently pre-
vailing in the immediate area of the Joint Properly.

B. In lieu of charges in paragraph 8A above, Operator may elect to use average commercial rates prevailing in the immedi-
ale area of the Joint Property less 20%. For automolive equipment, Operator may elect Lo 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 'roperty made necessary because of damages or losses
incurred by fire, [lood, storm, theft, accident, or olher 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 praclicable
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 atior-
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 11T 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,
ar 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 notwithslanding
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 olher 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 [acilities/systems serving the Joint
Property are Operalor owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section I1.

15. Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section 11, or in Section 111 and which
is of direct benelit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint
Operations.

* % 3 s - 2 - -~
prime rate of interest in effect at Texas Commerce Bank of Dallas, Texas on the first day
of the month in which usage occurs plus 2%.
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[I1. OVERHEAD

1. Overhead - Drilling and Producing Operations

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

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

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and salaries
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph
3A, Section I1. The cost and expense of services {rom 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 rales
provided for in the above selected Paragraph of this Section 111 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 emnployed on the Joint Property:

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

iil. The salaries, wages and Personal Expenses of Technical Employees and/or cosls 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 of expenses of professional employees
associated with and employed for tﬁe sale of gas and/or casinghead gas from any well
() shall be covered by the overhead rates, or located on the Contract /\reg.

(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 $ 5,400

(Prorated for less than a full mEih)

Producing Well Rate $ 540 -

(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 dale Lthe 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 complelion operations for {ifteen (15) or
more conseculive 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 inade 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 shal] be considered as a one-
well charge for the entire month.

{2) Isach active completion in a multi-completed well in which production is not commingled down hole shall
be considered as a one-well charge providing cach complelion 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. 4

(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 Aceounting 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 weckly 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 Petroleun 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 developnmn(. of the Joint Property exclusive of costs provided

under Paragraph 10 of Section Il and all salvage tredits.
(b) Operating

Percent (") of the cost of operating the Joint Property exclusive of costs provided under

Paragraphs 2 and 10 of Section I1, all salvage credils, the value of injected substances purchased for secondary
recovery and all taxes and assessments which are ]evm] assessed and paid upon the mineral interest in and
to the Joint Property.

(2) Application of Overhead - Percentage Basis shall be as [ollows:

For the purpoese of delermining charges on a percentage basis under Paragraph 1B of this Section I11, development
shall include all costs in connection with drilling, redrilling, deepening, or any remedial operalions 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 compleled as a producer, and original cosl of construction or installation of fixed assets, the
expansion of fixed assels and any other project clearly discernible as a fixed asset, except Major Construction as
defined in Paragraph 2 of this Section 111. 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 assels, 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 Jomt
Account for overhead based on the following rates {or any Major Construction projeet inexcessof § .

A 7.5 % of first $100,000 or total cost if less, plus
B. _5'_()*#,-& % of costs in excess of $100,000 bul tess than $1,000,000, plus
C. 2.5  %ofcosls 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 1ift 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 rale 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._2.0 % 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.

Expendilures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead provi-
sionsg of this Section Il shall apply.

4. Amendment of Rates

The overhead rates provided for in this Section 11l may be amended from time to time only by mutual agreement hetween
the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

1V. 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 Disposilions

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 Parlies, 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
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 calculaled from Lorain, Ohio and casing from Youngstown,
Ohio.

(b) For grades which are special 1o 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.(1)(a). For transportalion cost from points other than Fastern mills, the 30,000 pound Oil Field
Haulers Association interstale truck rate shall be used.

(c) Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.0.L. Houston,
Texas, plus transportation cost, using Qil 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 translerred, 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% inch and over) 30,000 pounds or more
shall be priced under provisions of tubular goods pricing in Paragraph A (1)a) as provided above. I'reight
charges shall be calculaled 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 pecrcent,
plus transportation costs based on {reight rates as set forth under provisions of tubular goods pricing in Para-
graph A.(1)a) 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.0.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 Lhe 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
ej g . .
At %e%g%mgwg(égﬁ) of current new price, as determined by Paragraph A.

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

ht ercent
(a) At sevgmiéng t}%@(g 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
eighty percent (80%) . .
t severtyrrepereari~(956%) 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 seme 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.

(2) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B secamless 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 I§

Junk shall be priced at prevailing prices. Operator may dispose of Condition I Material under procedures nor-
mally utilized by Operator without prior approval of Non-Operators.

D. Obscolete Material

Material which is serviceable and usable [or its original function but condition and/er 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 Joinl Account at the rale of twenly-five cents (25¢) per hundred
weight on all tubular goods movements, in lieu of actual loading or unloading cosls sustained at the stocking
point. The above 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 Seclion 111, Paragraph 1.A(3). Each year, the
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next
year. Such rate shall be published each year by the 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 Operatlor 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 elecling and notifying QOperator 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 do~_3s not warrant the Material furnished. In case of defective Material, credit shall not be passed to the Joint
Account until adjustinent has been received by Operator from the manufacturers or their agents.

V. INVENTORIES
The Operator shall maintain detailed records of Contrgllable Material.
1. Periodic Inventories, Notice and Representation

At reasonable intervals, inventories shall be taken by Qperator of the Joint Account Controllable Material. Wrilten 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
at the expense of the party(s) causing such inventory to occur
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 adjustiments 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
at the expense of the party(s) requiring same causing such inventory to occuf
Special inventories may be talen 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 inveutories shall not be charged to the Joint Account unless agreed to by the
Parties. A

B. The expense of conducling special invenlories 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.
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EXHIBIT "E"

ATTACHED TO AND MADE A PART OF THAT CERTAIN
OPERATING AGREEMENT DATED THE 23RD DAY OF _JULY ,
1993 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's purchaser is unable to
take, or if any party fails to take its 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 its pro-rata share of
such production. All parties hereto shall share in and own the condensate recovered at the surface in accordance
with their respective interests, but each party taking such gas shall own all of the gas delivered to its purchaser.

Each party unable to market its full share of the gas produced shall be credited with underproduction equal to
its share of the gas produced, less its 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 all 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 its share of the gas produced.

In addition to its share, each underproduced party, until it has recovered its underproduction and balanced its
gas account, shall be entitied to take or deliver a volume of gas equal to twenty-five percent (25%) of each
overproduced party's share of gas produced. If more than one party is entitled to take additional gas, they shall
divide such additional gas in proportion to their unit participation.

It is recognized that the purpose of this Provision is to permit any party not marketing or taking its share of
current gas production to defer its production from the reservoir and permit the other party or parties to pass
clear title to all gas which is 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 its share, such gas being the last volumes produced from such well or wells.

Each party producing and taking gas shall pay any and all production taxes duc on such gas. At all times while
gas is produced from the contract arca, each party hereto, while producing, taking or delivering any gas to a
purchaser, shall pay or cause to be paid, all royalties due on the gas produced, taken or delivered to a purchaser.
Such royalty payments shall be paid to all 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.

If, after one (1) year from the date of first 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 its 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 first sales of gas by the first party
selling any gas from the well.



. EXHIBIT "F™

ATTACHED TO AND MADE A PART OF THAT CERTAIN
OPERATING AGREEMENT DATED THE 23RD DAY OF JULY, 1993,
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 §

W

COUNTY OF EDDY §

WHEREAS, A Joint Operating Agreement dated July 23, 1993, has becn entered into between Nearburg
Producing Company, as Operator, and the undersigned parties, as 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 West Half (W/2) of Section 10, Township-22-South, Range 24-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 1o Operator a licn upon it oil and gas rights in the Contract Area, and a
security interest in its share of oil and/or gas when extracted and its interest in all equipment, to secure
payment of its 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 sccurity for the payment thereof. In addition, upon default by any
Non-Operator in the payment of its 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 oil 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.”

If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a
statement therefor by Operator, the non-defaulting parties, including Operator, shall upon request by
Operator, pay the unpaid amount in the proportion that the interest of each such party bears to the
interest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain
reimbursement thereof, be subrogated to the sccurity rights described in the foregoing paragraph.

WHEREAS, it is the intent of the parties to give third parties notice of this instrument by filing 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 is 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.

For the purpose of filing 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.

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.




EXHIBIT "F~

NOTICE OF JOINT OPERATING AGREEMENT, LIEN,
SECURITY INTERESTS AND FINANCING STATEMENT
PAGE 2

The original of the Operating Agrcement herein referenced, or a copy thereof, is maintained at
Operator's office at P. O Box 823085, Dallas, Texas 75382-3085.

This instrument may be executed in multi-counterparts, no one of which need be executed by all parties
hereto and the same shall be binding upon those parties, as well as their successors and assigns, who execute
same, whether or not all named parties join in exccution hereof. Counterparts thus executed shall together
constitute but one and the same instrument. In the interest of facilitating, {iling or recording this instrument thus
executed in multi-counterparts, each exccuting 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, separatcly executed signature and acknowledgement

pages.

Executed this __ day of , 1993, to be effective however, the 23rd day of July, 1993.
OPERATOR
ATTEST OR WITNESS: NEARBURG PRODUCING COMPANY

p —
By: (// L
z I Vd

Joe Fitzgerald
Type or Print Name

Thtle: Senior Landman

Date: 7325“?‘3

Tax ID or SS No.__ 74-1666262

NON-OPLURATORS

ATTEST OR WITNESS: NEARBURG y)RATION COMPANY
By: / %/ ( W

Robert G. Shelton
Type or Print Name

Title: Attorneyin-fact
Date: 7~ Z O/’f_))

Tax ID or SS No.__462-80-5563

ATTEST OR WITNESS: YATES PETROLIZUM CORPORATION

By

Type or Print Name

Title:

Date:

Tax ID or §S No.

ATTEST OR WITNESS: YATES DRILLING CORPORATION

By:

Type or Print Name

Title:

Date:

Tax ID or SS No.




.~ EXHIBIT "F"

NOTICE OF JOINT OPERATING AGREEMENT, LIEN,
SECURITY INTERESTS AND FINANCING STATEMENT

PAGE 3

ATTEST OR WITNESS:

ATTIST OR WITNESS:

STATE OF TEXAS

COUNTY OF MIDLAND

§
§
§

The foregoing instrument was acknowledged before me this 2 K —/%day of D‘U/éw

ABO PETROLEUM CORPORATION

By:

Type or Print Name

Title:

Date:

Tax ID or SS No.

MYCO INDUSTRILS, INC.

By.

Type or Print Name

Title:

Date:

Tax ID or SS No.

ACKNOWILEDGEMENTS

, 1993, by Joe Fitzgerald,

Senior L.andman of NEARBURG PRODUCING COMPANY, a Texas corporation, on behéff of said/{orporation.

.
My Commission Expires:

STATE OF TEXAS

COUNTY OF MIDI.AND

The foregoing instrument was acknowledged before me this # é —__ dayof Qf/),@,

§
§
§

7?7«- b

Notary Public in and for the Statc of Texas

Wity
O ‘e,
SoarRY 2,

KAYE H. GASSIE
; MY COMMISSION EXPIRES

,ff,',fﬁ',':;ik«“ November 6, 1993

, 1993, by Robert G.

Shelton, Attorne-in-fact of NEARBURG EXPLORATION COMPANY, a sole propriclomh‘ﬂon behalf of said sole proprietorship.

My Commission Expires:

STATE OF NEW MEXICO

COUNTY OF EDDY

The foregoing instrument was acknowledged before me this
for YATES PETROLEUM COMPANY, a corporation,

wn Won

Vfézx y I ST

Notary Public ff'and for the State of Texas

KAYE H. GASSIE
MY COMMISSION EXPIRES
November 6, 1993

day of , 1993, by

on behalf of said corporation.

My Commission Expires:

Notary Public in and for the State of Texas
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NOTICE OF JOINT OPERATING AGREEMENT, LIEN,
SECURITY INTERESTS AND FINANCING STATEMENT
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STATE OF NEW MEXICO $
§
COUNTY OF EDDY $§
The foregoing instrument was acknowledged before me this day of , 1993, by
s for YATES DRILLING COMPANY, a corporation,
on behalf of said corporation.
Notary Public in and for the State of Texas
My Commission Expires:
STATE OF NEW MEXICO §
§
COUNTY OF EDDY §
The foregoing instrument was acknowledged before me this day of , 1993, by

for ABO PETROLEUM CORPORATION, a

corporation, on behalf of said corporation.

Notary Public in and for the State of Texas
My Commission Expires:

SEATE OF NEW MEXICO §

§

COUNTY OF EDDY §
The foregoing instrument was acknowledged before me this day of , 1993, by

R for MYCO INDUSTRIES INC,, a corporation, on behalf

of said corporation.

Notary Public in and for the State of Texas
My Commission Expires:




