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OWNERSHIP MAP
SPACING UNIT
SOUTHWEST QUARTER (SW/4)
SECTION 13, T-19-S, R-25-E,
EDDY COUNTY, NEW MEXICO

FAIRCHILD 13 #2 WELL
1980° FWL & 660’ FSL

&
NEARBURG EXPLORATION COMPANY 66.67% o 1%
YATES PETROLEUM CORPORATION 23.33% = ,
YATES DRILLING COMPANY 3.33% 4 N U
ABO PETROLEUM CORPORATION 3.33% ¢ % }(7/ 7
MYCO INDUSTRIES, INC. 333% o'/ ,Z/C
TOTAL 100.00%

WELL LOCATION — g
FAIRCHILD 13 #2

NMOCD HEARING
APRIL 6, 1995
CASE # 11233

BEFORE THE
OIL CONSERVATION DIVISION
Case No.11232/11233 Exhibit No. L
Submitted By:
Nearburg Exploration Company
Hearing Date: April 7, 1995




Nearburg Exploration Company

Exploration and Production
3300 North “A” Street BEFORE THE
Building 2, Suite 120 oL CONSERVATION DIV
i ISION
g‘:g%*;;;;;s 79705 Case No.11232/11233 Exhibit No 3
Submitted By: '

Fax 915/686-7806 N
earburg Exploration Company

Hearing Date: April 7, 1995
March 29, 1995

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Mr. Douglas W. Hurlbut

S. P. Yates

Estate of Martin Yates Ili
105 South Fourth Street
Artesia, New Mexico 88201

FAX: 505/748-2268

Re: Fairchild 24 #2 Well, NE/4 Section 24;
Falrchild 13 #2 Well, SW/4 Sectlon 13;
Townshlp 19 South, Range 25 East,

Eddy County, New Mexico
Falrchild 24 Prospect

Dear Doug:

Thank you for taking the opportunity to discuss with me a possible settlement and solution to the two
poolings which are currently pending before the NMOCD. As we discussed, on the April 6, 1995 docket
are competing poolings for the SW/4 of Section 13, T-19-S, R-25-E, Eddy County, New Mexico. Yates
has proposed a location of 660° FS&WL, and Nearburg has proposed a location of 1980' FWL and 660’
FSL. Both wells will be drilled to test the Cisco-Canyo ation—As we discussed, Nearburg has 2/3
interest while Yates et al has 1/3 interest In the SW/4 o Sectlon

With regard to the Falrchild 24 #2 well, both parties have proposed the same locatlon bsing 1980° FEL
and 660' FNL of Section 24. S. P. Yates and the Estate of Martin Yates lil own approximately 27%
interest while Nearburg owns 11.25% interest.

We believe that It Is advantageous to both companles to operate properties In which they have the
largest Interest. In the splrit of cooperation as we have done In the past, we would like to eliminate
unnecessary hearings before the NMOCD. We therefore propose the following.

S. P. Yates and the Estate of Martin Yates Ill would designate a Yates entity as Operator of the NE/4
of Section 24, and Nearburg would agree not to oppose the compulsory pooling which would designate
Yates as Operator of the 160-acre spacing unit for the Cisco-Canyon test. Yates agrees to diligently
prosecute a pooling hearing and commence a Cisco-Canyon test at a location of 1980° FEL and 660’
FNL of Section 24. Such well would be commenced as soon as possible under the order issued by the
NMOCD or, in the event of voluntary agreement between the remaining working interest owners, would
be commenced pursuant to the terms of a mutually acceptable joint Operating Agreement.



Mr. Douglas W. Hurlbut
March 29, 1995
Page -2-

Nearburg Producing Company would be designated Operator of the SW/4 of Section 13 with the Yates
companies and Nearburg entering into a mutually acceptable Operating Agreement providing for the
commencement of an 8300° Clsco-Canyon test at a location of 1980° FWL and 660’ FSL of Section 13.
Yates would advise the district NMOCD office in Artesla that it withdraws its existing permit to drill In the
SW/4 SW/4 of sald Section, thereby allowing Nearburg to obtain a permit for the aforesaid location.

Nearburg has ordered disposal lines lald to our recently drilled and completed Falrchild 24 #1 well
located In the NW/4 of Section 24, and Is agreeable to extending these lines to wells drilled by Yates
in the NE/4 of Section 24 for the purpose of disposal of produced fluid.

In the alternative of the above settiement of the two compulsory pooling cases, we request that, at a
minimum, the pooling hearing set for April 6 covering the SW/4 of Section 13 be postponed by both
companles to the April 20 docket so one trip can be made, and the hearing examiner will only have to
see the entire geologic picture one time. We believe this would help the NMOCD and save both
companles a considerable amount of time and money.

Because we are both actlvely preparing for the April 6 hearing, | would appreclate your immediate
response to this offer.

Agalin, thank you for your cooperation, and we look forward to your response.

Yours very truly,

FFCL o i

Consulting Landman :

BS:kg

beec: Mr, William J. LeMay
NMOCD



LARGE FORMAT
EXHIBIT HAS
BEEN REMOVED
AND IS LOCATED

IN THE NEXT FILE



Nearburg Exploration Company

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

Fax 915/686-7806

March 7, 1995

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Mr. Randy Patterson

Yates Petroleum Corporation
Yates Drilling Company

Abo Petroleum Corporation
Myco Industries, Inc.

105 South Fourth Street
Artesia, New Mexico 80201

Re: Fairchild 13 #2 Well;
1980’ FWL and 660’ FSL of Section 13,

T-19-S, R-25-E, Eddy County, New Mexico
Fairchild 24 Prospect

Dear Randy:

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

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

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

Yours very truly,

Bob Shelton
Consulting Landman
BEFORE THE
BS:kg OIL CONSERVATION DIVISION
Case No.11232/11233 Exhibit No. S
Enclosure Submitted By:

Nearburg Exploration Company
Hearing Date: April 7, 1995

bs-2\fair1342.pro



. Nearburg Exploration Company C o ZYREE-D08 . B9
" Exploration and Produclion < ' »Receipt for
3300 North *A™ Streel . . - Certified Mail
Building 2, Suite 120 .. : No Insurancé Coverage Provided
- Midland, Texas 79705 | - mems Donot us?:/for International Mail
915/686-8235 - ) . i {See Reverse)
Fax 915/686-7806 ' ‘ Sent tg,
’ Street and No.

:P.0., Stile and ZIP Code

March 7, 1995 e
. . Postage ! $‘

CERTIFIED MAIL - RETURN RECEIPT REQUESTED -
. Cettified fee

Special Delivery Fee

Mr. Randy Patterson e
* Yates Petroleum Corporation oled Defteny
- Yates Diilling Company

g Return Receipt Showing
Abo Petroleum Corporation , 2o e e
Myco Industrles, Inc. T [ Dote, ond Aderessees Adthess
105 South Fourth Street s TOTAL Fosams s
Artesia, New Mexico 80201 g’ - b
@ 'ostmark or ?ate .
o«
Re: Fairchild 13 #2 Well; 00
1980' FWL and 660’ FSL of Section 13, £ 7W /3 #2
T-19-S, R-25-E, Eddy County, New Mexico s 5
" Fairchild 24 Prospect e L e e e e e Bl

Dear Randy:

Nearburg proposes the drilling of the Fairchild 13 #2 well, a proposed 8200 Clsco-Canyon test, to be
located 1980° FWL and 660’ FSL of Section 13, T-19-S, R-25-E, Eddy County, New Mexico. Enclosed
herewith please find an AFE setiing forth the anlicipated costs of the proposed operation. Nearburg
anticipates costs fo dril tha well to casing point at $276,680 and total completed well costs of $627,680.
W Rivi® Yob to parichate wth Neattirg by the dritieg of this welt,

Enclosad is an Operating Agrasmaent desigeting Nesruug as Opersicr, e halleys Nesitus( shokd
npamie e apading e ise 10" Qs 1rsemlione it tie sroe st tasrmsn wv v He linrgeas sanang
fintaomtt.

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

Yours very truly,

et

Bob Shelton
Consulting Landman

BS:kg

Enclosure

bu-2\fairisiz.pre
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Nearburg Producing Company Page 10f 2
Exploralion and Production :
Dallas, Texas

AUTHORITY FOR EXPENDITURE

LEASE: Falrchild 13 . WELLNUYMBER: 2 PROPOSED TOTAL DEPTH: 8,200'

LOCATION: 1,880 FWL, 660 FSL, Section 13, T19S, R25E, Eddy County, New Mexico.

FIELD: Dagger Draw Upper Penn, North  PROSPECT: EXPLORATORY DEVELOPMENT WORKOVER: D
DESCRIPTION OF WORK: Drill and complete as a pumping Cisco/Canyon oil producer.

DATE PREPARED: 3/3/05 EST. SPUD DATE: 3/30/95 EST. COMPLETION DATE: 5/1/95
ACCOUNTING WELL NUMBER:

COMMUNICATIONS ACCOUNT NUMBER.

INTANGIBLE COSTS: [ TO CSG PT COMPLETION TOTAL WELL

Drilling Footage 8,200 Ft @ 14.50 $/Ft |. 118,800 118,800
Drilling Daywork D/C/$/da 3 2 4400} 13,200 8,800 22,000
Drilling Turnkey 0
Rig Mobilization and Demobilization 0
Road & Localion Expense 15,000 1,000 16,000
Damages 2,500 2,500
Diractional Drilling - Tools and Service 0
Drllling Fluids 12,000 12,000
Fuel, Power, and Water 10,000 1,500 11,500
Supplies - Bils ) 750 750
Supplies - Casing Equipment 2,000 3,500 5,500
Supplies - Liner Equipment 0
Supplies - Miscellaneous 500 500 1,000
Cement and Cmt. Services - Surface Csg 17,000 17,000
Cement and Cmt. Services - Int. Csg 0
Cement and Cmt. Services - Prod. Csg 30,000 30,000
Cement and Cmt. Services - Other 0
Rental - Drilling Tools and Equipment 3,000 1,000 4,000
Rental - Miscellaneous 500 1,000 1,500
Tesling - Drill Stem / Production 6,000 6,000
Open Hole Logging 9,000 9,000
Mudlogging Setvices 6,500 6,600
Special Services 0
Plug and Abandon 10,000 (10,000} 0
Pulling and/or Swabbing Unit 12,000 12,000
Reverse Equipment 1,200 1,200
Wireline Services 5,000 5,000
Stimulation 20,000 20,000
Pump / Vacuum Truck Services 500 500 1,000
Transportation 1,000 1,500 2,500
Tubular Goods - Inspection & Tesling 500 6,000 6,500
Unclassified 0
Telephone and Radlo Expense 500 500 1,000
Engineer / Geologist 2,500 1,350 3,850
Company Labor - Fleld Supervision 7,500 4,500 12,000
Contract Labor / Roustabout 1,000 2,600 3,600
Legal and Professional Services 2,000 500 2,500
Insurance 8,000 5,000
Ovsrhead 4,600 2,000 6,600
SUBTOTAL 251,200 95,600 346,800
Contingencles 5,000 1,600 6,500
ESTIMATED TOTAL INTANGIBLES/ 258,200 97,100 353,300

Y




Nearburg Producing Company

Exploration and Production
Dallas, Texas

Page 2 of 2

AUTHORITY FOR EXPENDITURE

LEASE: Falrchild 13 WELL NUMBER: 2 PROPOSED TOTAL DEPTH: 8,200'

LOCATION: 1,980 FWL, 660 FSL, Sacllon 13, T19S, R25E, Eddy County, New Mexico.

FIELD: Dagger Draw Upper Penn, Noth  PROSPECT: EXPLORATORY,DEVELOPMENT WORKOVER: D
DESCRIPTION OF WORK: Drill and complete as a pumping Cisco/Ganyon oil producer.

DATE PREPARED: 3/3/95

EST. SPUD DATE: 3/30/95 EST. COMPLETION DATE: 5/1/85

ACCOUNTING WELL NUMBER:
COMMUNICATIONS ACCOUNT NUMBER:

TANGIBLE COSTS: TO CSG PT COMPLETION TOTAL WELL
Conductor Casing 0
Surface Csg 1,300 Ft @ 14.60 $/Ft 18,980 18,080
inlermediate Csg Fl@ $/Ft 0 0
Protection Csg _ 0

Production Csg 8.200 Ft @ 10.00 $/Ft |: 82,000 82,000
Protection Liner

Production Liner

Tubing 7,800 Ft@ 3.00 $/Ft 23,400 23,400
Rods Fl@ $IFL | 0 0
Aslificial Lift Equipment 80,000 80,000
Tank Baltery 15,000 15,000
Separators/Healer Treater/Gas Unils/FWKO 10,000 10,000
Waell Head Equipment & Christmas Tree 1.500 10,500 12,000
Subsurface Well Equipment 0
Flow Lines 5,000 5,000
Saltwater Disposal Pump 0
Gas Meter 3,000 3,000
Lact Unit 0
Vapor Recovery Unit 0
Other Waell Equipment

ROW and Damages

Surface Equipment Instalfation Costs 10,000 10,000
Elect. Installation 15,000 15,000
ESTIMATED TOTAL TANGIBLES 20,480 253,900 274,380
ESTIMATED TOTAL WELL COSTS 276,880 351,000 627,680

APPROVAL OF THIS AFE CONSTITUTES APPROVAL OF THE OPERATOR'S OPTION TO CHARGE THE JOINT ACCOUNT WITH
TUBULAR GOODS FROM OPERATOR'S WAREHOUSE STQCK 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.

PREPARED B8Y: TRM

REVIEWED BY:

APPROVED BY:

Wi APPROVAL: 7 COMPANY

BY
TITLE

DATE

FAIRCLD2. WK4
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FATRCHILD 24 PROSPECT

OPERATING AGREEMENT
DATED

March 3 19 95 ,

’

OPERATOR _ NEARBURG PRODUCING COMPANY

CONTRACT AREA SW/4 Section 13, T-19-S, R-25-E,

COUNTY ORPARISH OF __ Eddy STATE OF _New Mexico

COPYRIGHT 1982 — ALL RIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM
LANDMEN, 4100 FOSSIL. CREEK BLVD.
FORT WORTH, TEXAS 76137, APPROVED FORM.
AAPL NO. 610 - 1982 REVISED
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A.APL FORM 610 - Mu _£L FORM OPERATING AGREEMENT - 1;82

OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between___Nearburg Producing Company

hereinafter designated and
refecred to as **Operator””, and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein
as ‘'Non-Operator’’, and collectively as ‘‘Non-Operators*’,

WITNESSETH:

WHEREAS, the parties to this agreement are awners of oil and gas leases and/or oil and gas interests in the land identified in
Exhibit **A’’, and the pasties hercto have reached an agreement to explore and develop these leases and/or oit and gas interests for the
production of oil and gas to the extent and as hereinafier provided,

NOW, THEREFORE, it is agreed as follows:

ARTICLE L.
DEFINITIONS

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

A. The term “‘oit and gas*’ shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbcns
and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated.

B. The terms *‘oil and gas lease’’, ‘‘lease’’ and ‘‘leasehold’’ shall mean the oil and gas leases covering tracts of land
lying within the Contract Area which are owned by the parties to this agreement.

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

D. The term *‘Contract Area"’ shall mean all of the lands, oil and gas leasehold interests and oil and gas interests intended to be
developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehold interests and oil and gas interests
are described in Exhibic *'A’",

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

F. The term *‘drillsite’’ shall mean the oil and gas lease or interest on which a proposed well is to be located.

G. The terms *‘Drilling Party®® and *‘Consenting Party*’ shall mean a party who agrees to join in and pay its share of the cost of
any operation conducted under the provisions of this agreement.

H. The terms ‘‘Non-Drilling Party’’ and ‘'Non-Consenting Party’’ shall mean a party who elects not to participate
in a proposed operation.

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

ARTICLE 1L
EXHIBITS

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

(1) Identification of lands subject ta this agreement,

(2) Restrictions, if any, as to depths, formations, or substances,

(3) Percentages or fractional interests of parties to this agreement,

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

(5) Addresses of parties for notice purposes.
B. Exhibit *‘B’’, Form of Lease.
C. Exhibit *'C"*, Accounting Procedure.
D. Exhibit *D’*, Insurance.
E. Exhibit “‘E’", Gas Balancing Agreement. ;,Notice of Joint Operating Agreement Lien, Security

HEHEER

(3--G:—Exhibit-1:G*%,~Fax-Partnership- There 1s no Exhibit "G" to this agreement,
If any provision of any exhibit, except Exhibits ““E”* and **G", is inconsistent with any provision contained in
of this agreement, the provisions in the body of this agreement shall prevail.
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F. Exhibit *‘F*’, Non-Discriminstion-snd Cestification-ef-Mon-Segregated -FacilitiesInterests and Financlal Stateme:
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ARTICLE III.
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 ail 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 lessee 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 acquired in operations on the Contract Area shall be owned, by the parties as their interests are set
forth in Exhibit **A*", In the same manner, the pacties shall also own all production of il and gas from the Contract Area subject to the

payment of royalues:te:ﬁnamedue on each party's share of gpich shall be borne as hereinafter set forth,
production

Regardless of which party has contributed the lease(s) and/or oil and gas interest(s) hereto on which royalty is due and
payable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or
cause to be paid or delivered, 1o the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the
other parties free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received
by such party, to any other party's lessor or royalty owner, and if any such other party’s lessor or royalty owner should demand and
receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to
such higher price.

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

Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty,
overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article II.B., such party so
burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from any
and all claims and demands for payment asserted by owners 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 agreement and is not set forth in Exhibit **A**, or
was not disclosed in writing to all other parties prior to the execution of this agreement by all parties, or is not a jointly acknowledged and
accepted obligation of all parties (any such interest being hereinafter referred to as **subsequently created interest®” irrespective of the
timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred
10 as “‘burdened party®’), and:

1. If the burdened party is required under this agreement 1o assign or relinquish to any other party, or parties, all or a portion
of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assignment and/or
production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party,
or parties, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest;
and,

2. If the burdened party fails 1o pay, when due, its share of expenses chargeable hereunder, all provisions of Asticle VILB. shall be
enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of

the burdened party.

ARTICLE 1IV.
TITLES

A. Title Examination:

Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operatig
the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned to
ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty,

royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases an il and
gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lepss status
reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the po | n of or
made available to Operator by the pamcs but necessary for the examination of the titlé, shall be obtained by 0pera(or,0 tr shall

ch party

cause title 1o be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be fur ish ‘lb‘-"’éi;
hereto. The cost igicurred by Operator in this title program shall be borne as follows: (

ardshattnot-be-adirect-chargerwhetherperformed-by-Operatoris-staff-attorneys-or-by-outside-attorneys. |t vhow cutbuies w wikioy by u:I
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ARTICLE IV
continued

Option No. 2: Costs incurred by Operator In procuring abstracts and fees pald outside attorneys for title examination
(including preliminary, supplemental, shut-in gas royaly opinions and division order tile opinions) shall be borne by the Drilling Parties
in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Ex-

hibit **A™". Operator shall make no charge for services rendered by its stalf attorneys or other personnel in the performance of the above
functions.

Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection
with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooling
designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders.
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:

1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss results in a
reduction of interest from that shown on Exhibit **A"’, the party contributing the affected lease or interest shall have ninety (90) days
from final determination of title failure 10 acquire a new lease or other instrument curing the entirety of the title failure, which acquisi-
tion will not be subject to Article VIIL.B., and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining oil
and gas leases and interests: and,

(a) The party whase oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it shall not be
entitled to recover {rom Operator or the other parties any development or operating casts which it may have thecetofore paid or incucred,
but there shall be no additional liability on its part to the other parties hereto by reason of such title failure;

(b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest which has
been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finally that title failure has oc-
curred, so that the interest of the party whose lease or interest is affected by the title failure will thereafter be reduced in the Contract
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 Contract 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, development, or equipment, such amount shall be paid to the party or parties
who bore the costs which are so refunded;

(e) Any liability to account to a third party for prior production of oil and gas which arises by reason of title failure shall be
borne by the party or parties whose title failed in the same proportions in which they shared in such prior production; and,

() No charge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense of the interest
claimed by any party hereto, it being the intention of the parties hereto that each shall defend title 1o its interest and bear all expenses in
connection therewith.

2. Loss by Non-Payment or Erroneous Payment of Amount Due: If, through mistake or oversight, any rental, shutin well
payment, minimum soyalty or royalty payment, is not paid or is erroneously paid, and as a result a lease or interest therein terminates,
there shall be no monetary liability against the party who failed to make such payment. Unless the party who failed to make the required
payment secures a new lease covering the same interest within ninety (90) days from the discovery of the failure 1o make proper payment,
which acquisition will not be subject 1o Article VIILB,, the interests of the parties shall be revised on an acreage basis, effective as of the
date of termination of the lease involved, and the party who failed to make proper payment will no longer be credited with an interest in
the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who failed to make the
required payment shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas atiributable to
the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest, it
shall be reimbursed for uncecovered actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilled
or wells previously abandoned) from so much of the following as is necessary to effect reimbursement:

{a) Proceeds of oil and gas, less operating expenses, theretofare 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 attributable 10 the lost interest on an acreage basis, of that portion of
oil and gas thereafter produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of such lease
termination, would be attributable to the lost interest on an acreage basis, up 1o the amount of unrecovered costs, the proceeds of said
portion of the oil and gas to be contributed by the other parties in proportion to their respective interests; and,

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

3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.1. and IV.B.2. above, shall be
and shall be borne by all parties in proportion (o their interests. There shall be no readjustment of interests in the remaining

the Contract Area, v .
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ARTICLE V,
OPERATOR

A. Designation and Responsibilities of Operator:

Nearburg Producing Company shall be the
Operator of the Contract Area, and shall conduct and direct and have full control of all operations on the Contract Area as permitted and
required by, and within the limits of this agreement. It shall conduct all such operations in a good and workmanlike manner, but it shall
have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross
negligence or willful misconduct.

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

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

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

C. Employees:

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

D. Drilling Contracts:

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

ARTICLE VL
DRILLING AND DEVELOPMENT

A. TInitial Well:
_ be authorized to
On or before the_30th day of September ,19.95 Operator shall/‘commence the drilling of a well for

oil and gas at the following location:

1980' FWL and 660 FSL of Section 13, T-19-S, R-25-E,
Eddy County, New Mexico,

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

a depth of 8200' or sufficient in Operator's
opinion to test the Cisco-Canyon formation

Operator shall make reasonable tests of all formations encountered dunng dnllmg whrch glve mdrcatlon f #
an
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ARTICLE V1
continued

If, in Operator’s judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug and abandon the
well as a dry hole, the provisions of Article VLE.1. shall therealter apply.

B. Subsequent Operations:

1. Proposed Operations: Should any party hereto desire to drill 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 hole drilled at the joint expense of all parties or a well jointly owned by all
the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the
other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt 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 1o forty-eight (48) hours, 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.

If all parties elect to participate in such a proposed operation, Operator shall, within ninety (90) days after 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 loca-
tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other pariies,
for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain
permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title 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 commenced within the time provided (including any extension thereof as specifically permitted herein) and
if any party hereto still desires to conduct said operation, written notice proposing same must be resubmiited to the other parties in accor-
dance with the provisions hereof as if no prior proposal had been made.

2. Operations by Less than All Pacties: If any party recciving such notice as provided in Article VI.B.1. or VILD.1, (Option
No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties
giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after 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 equipment is on location, and if Operator is
a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform 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 Area pursuant to this Article VI.B.2,, shall comply with all terms and con-
ditions of this agreement.

If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable
notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as
to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours
(exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a) limit pas-
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-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party,
at its election, may withdraw such proposal if there is insufficient participation and shall promptly 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 10 bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leaschold estates involved in such
operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consentiny Parties.
If such an operation sesults in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface locati j'at their
sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article resuliglin s pro-
ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cojg;
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ARTICLEVI
continued

and the well shull then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Par-
ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties,
and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting
Party’s interest in the well and share of production therefrom until the proceeds of lge sule of such share, calculated at the well, or
market value thereol if such share is not sold, (afier deducting production taxes,/gtgi?e t%xe(s), royaﬂ?. overriding royalty and other in-
terests not excepted by Article 1ILD. payable out of or measured by the production from such well accruing with respect to such interest
until it reverts) shall equal the total of the following:

200%

(a) HO% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment beyond the welthead
connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such
Non-Consenting Party"s share of the cost of operation of the well commencing with ficst production and continuing until each such Non-
Consenting Party’s relinquished interest shall revert 10 it under other provisions of this Article, it being agreed that each Non-
Consenting Parly’s share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting
Party had it participated in the well from the beginning of the operations; and

(b) 300 % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing,
after deducting any cash contributions received under Article VHLC,, and 500 _ 9, of that postion of the cost of newly acquired equip-
ment in the well (1o and including the wellhead connections), which would have been chargeable to such Noa-Consenting Party if it had
participated therein.

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-
working or plugging back opesation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is
conducted at any time prior to fnll recovery by the Consenting Parties of the Non-Consenting Party’s recoupment account. Any such
reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well
and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of
the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it pariicipated therein. If
such a reworking or plugging back aperation is proposed during such reconpment period, the provisions of this Article VLB. shall be ap-
plicable as between said Consenting Parties in said well.

During the period of time Consenting Parties are entitled o receive Non-Consenting Party’s share o grod![ ion, or the
. . . . /cru O
proceeds therefrom, Consenting Parties shall be responsible for the payment of all production, severance,/excise, gathering and other
taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party's share of production not excepted by Ar-
ticle I11.D.

In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitied to use, free
of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon
abandonment of a well after such reworking, plugging back or deeper dJrilling, the Consenting Parties shall account for all such equip-
ment to the owners thereol, with each party receiving its proportionate part in kind or in value, less cost of salvage.

Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the
Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the well, and an
itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, at its
option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill-
ings. Each month thereafter, during the time the Conseating Parties are being reimbursed as provided above, the party conducting the
operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of alt costs and liabilities in-
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
realized from the sale of the well’s working interest production during the preceding month. In determining the quantity of ﬂ {and gas
produced during any month, Consenting Parties shall use industry accepted methods such as, but not limited to, metering ) {periodic
well tests, Any amonnt realized from the sale or ather disposition of equipment newly acquired in connection with any sucl!'. ';'ajmion
which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the 1otal unreub l"ed costs
of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall rey _llto itas
above provided; and if there is acredit balance, it shall be paid to such Non-Consenting Party.
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ARTICLE VI
continued

If and when the Consenting Parties recover from a Non-Consenting Party’s relinquished interest the amounts provided for above,
the relinquished interests of such Non-Consenting Party shall antomatically revert 1o it, and, from and after 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
therefrom as such Non-Consenting Party would have been entitled to had it participated 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, unfess 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 Asticle VLA,
except (a) as to Article VILD.1. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well
after it has been drilled to the depth specified in Article VLA, if it shall thereafter prove to be a dry hole or, if initially completed for pro-
duction, ceases to produce in paying quantities.

3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been
completed, and the results thereof 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 borne 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 Parties pursuant to the terms of the second gram-
matical paragraph of Article VI.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequently
withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion
each Consenting Party’s interest as shown on Exhibit **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 to 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 drill 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 portion of the existing well bore to be utilized as follows:

{a) I the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in
the initial drilting of the well down to the depth at which the sidetracking operation is initiated.

(b) ¥ 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 Exhibit *‘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-eight (48) 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 parties taking additional time to respond on a day-to-day basis in the proportion each q'a;ling par-
ty’s interest as shown on Exhibit **A** bears to the total interest as shown on Exhibit **A’* of all the electing parties. In gll other in-
stances the response period to a proposal for sidetracking shall be limited to thirty (30) days. |

C. TAKING PRODUCTION IN KIND: ) E F
have fhe right to PR :

Fach party shalI/lake in kind or separately dispase of its proportionate share of all oil and gas produced from tk tr ict Area,
exclusive of pedduction which may be used in development and producing operations and in preparing and E ti g!b: apid gas for
marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separgté dlsabs;(!d by any
party of its proportionate share of the production shall be borne by such party. Any party taking its share of proddigim he E!ﬁg pall be
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ARTICLE V1
continued
required to pay for only its proportionate share of such part of Operator’s surface facilities which it uses,

Each party shall execute such division orders and contructs s may be necessury for the sale of lts interest In production from

the Contract Area, and, except as provided in Article VILB., shall be entitled to receive payment direcily from the purchaser thereof for
its share of all production,

In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of
the oil produced from the Cantract Area, Operator shall have the right, subject to the revocation at will by the party owning It, but not
the obligation, to purchase such oil or sell it to others at any time and from time to time, for the account of the non-taking party at the
best price obtainable in the area for such production. Any such purchase or sale by Operator shall be subject always to the right of the
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
delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oil shall be only for such reasonable periods of
time as are consistent with the minimum needs of the industey under the pacticular circumstances, but in no event for a period in excess
of one (1) year.

In the event one or more parties separate disposition of its share of the gas causes split-stream deliveries ta separate pipelines and/or
deliveries which on a day-to-day basis for any reason are not exactly equal t0 a party"s respective proportionate share of total gas sales 10
be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing
agreement between the parties hereto, whether such an agreement is attached as Exhibit **E*’, or is a separate agreement.

D. Access to Contract Area and Information:

Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations,
and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator’s books
and records relating thereto. Operator, upon request, shall furnish each of the other parties with copies of all forms or reports filed with
governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of
each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost of
gathering and lurnishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator that re-
quests the information.

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Arsticle VI.B.2,, any well which has been
drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned
without the consent of all parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply
within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon
such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in
accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening
such well. Any party who obijects to plugging and abandoning such well shall have the right to take aver the well and conduct further
operations in search of oil and/or gas subject to the provisions of Article VLB.

2. Abandonment of Wells that have Produced: Fxcept for any well in which a Non-Consent operation has been conducted
hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as 2
producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, the well shail
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. If, within
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,
those wishing to continue its operation from the interval(s) of the formation(s) then open to production shall tender to each of the other
parties its proportionate share of the value of the well's salvable material and equipment, determined in accordance with the provisions of
Exhibit *'C"’, less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each sbandoning party shall assign
the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and
material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to, but only as to, the in-
terval or intervals of the formation or formations then open to production. If the intesest of the abandoning party is or includes an oil and
gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the interval or in-
tervals of the formation or formations then open to production, for a term of one (1) year and so lang thereafter as oit and/or gas is pro-
duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit
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ARTICLE VI
continued

B_ . The assignments or leases' so limited shall encompass the *drilling unit”* upon which the well is located. The payments by, snd the
assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respective percentage of participation in the

.Contrac( 'Arca to the. aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of
interests in the remaining portion of the Contract Area,

Thereafter, abandoning parties shall have no further responsibility, liability, or interest 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 operate 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 intecval(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. Abandonment of Non-Consent Operations: The provisions of Article VLE.1. or VLE.2. above shall be applicable as between
Consenting Parties in the event of the proposed abandonment 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 1o conduct further operations therein have been notified
of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article
VLE.

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability 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 VIL.B. are given to secure only the debts of each severally. It is not the intention of the parties to create, nor
shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partners.

B. Liens and Payment Defaults:

Bach 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, together with interest thereon
at the rate pravided in Exhibit ‘‘C*’. To the extent that Operatar has a security intecest under the Uniform Commercial Code of the
state, Operator shall be entitled 1o 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 deemed an election of remedies or otheswise aflect the lien
rights or security interest as security 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 andor gas until the amount owed by such Non-Operator, plus interest, has been paid. Bach
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 shalt, to obtain
reimbursement thereof, be subrogated 1o the security rights described in the foregoing paragraph.

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 each of the parties hereto with their respective prapor-
tionate shares upon the expense basis provided in Exhibit **C"". Operator shall keep an accurate record 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 each such party of an itemized statement of such estimated expense, together
with an invoice for its share thereof. Bach such statement and invoice for the payment in advance of estimated expense shall be submitted

due shall bear interest as provided in Exhibit **C'* until paid. Proper adjustment shall be made monthly between advances an
pense to the end that each party shall bear and pay its proportionate share of acival expenses incurred, and no more,

D. Limitation of Expenditures:
e
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ARTICLE VII
continued

{1 Option No. 1: Al necessary expenditures for the drilling or deepening, testing, completing and equipping of the well, including
necessary tankage andfor surface facilities.

@ Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its
authorized depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shall give immediate notice
to the Non-Operators who have the right to participate in the completion costs. The parties receiving such notice shall have forty-eight
(48) hours (exclusive of Saturday, Sunday and legal holidays) in which 1o elect 10 participate in the setting of casing and the completion at-
tempt. Such electlon, when made, shall include consent to all necessary expenditures for the completing and equipplng of such well, in-
cluding necessary tankage andlor surface facilities. Failure of any party receiving such notice to reply withln the perlod above fixad shafl
constitute an election by that party not to participate in the cost of the completion attempt. If one or more, but less than all of the parties,
elect to set pipe and to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase ‘*reworking, deepening or plugging
back’* as contained in Article V1.B.2. shall be deemed to include **completing’*) shall apply to the operations thereafter conducted by less
than all parties.

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except a well reworked or
plugged back pursuant to the provisions of Article VI.B.2. of this agreement. Consent 1o the reworking or plugging back of a well shall
include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage
and/or sucface facilities.

3. Other Operations: Without the consent of all parties, Operator shall not undertake any single project reasonably estimated
to require an expenditure in excess of__Twenty-five Thousand Dollars (825,000 )
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, fire, flood or other sudden
emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are required
to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other
parties. 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
Dollars (315 ,000 ) but less than the amount first set forth above in this paragraph.

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

Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the
party or parties who subjected such lease 1o this agreement at its or their expense. In the event two or more parties own and have con-
tributed interests in the same lease 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 royalty 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 to production
ol a producing gas well, at least five (5) days (excluding Saturday, Sunday and legul 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 failure to make timely payments of any shut-in well payment
shall be borne jointly by the parties hereto under the provisions of Article IV.B.3.

F. Taxes:

Beginning with the ficst calendar year after the effective date hereof, Operator shall render for ad valorem taxation all property
subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before 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, soyalties, overriding royalties and production payments) on leases 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 resuliing therefrom shall inure to the benefit 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 whale or in part upon separate valuations of each party's working interest, then notwithstanding
anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax
value generated by each party's working interest. Operator shall bill the other parties for their proportionate shares of all tax payments in
the manner provided in Exhibit **C*’,

If Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time an r
prescribed by law, and prosecute the protest 10 a final determination, unless all parties agree to abandon the protest prior to fi '
mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such taxg
interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for th i
count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid byltHem, as

provided in Exhibit **C"". P

/-

G,
Fach party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upog’,p‘l\vlih res
the production g}handling of such party’s share of oil andfor gas produced under the terms of this agreement. [T é )‘9,. l s
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ARTICLE VII

continued

G. Insurance:

At all times while operstions are conducted herenader, Operutor shall comply with the workmen's compensatlon law of
the state where the operatlons are being conducted; provided, however, that Operator may be a self-Insurer for Habllity under sald com-

pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit **C**, Operator shall
also carry or provide insurance for the benelfit of the joint account of the parties as outlined in Exhibit *‘D"*, attached to and made a part
hereol. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen"s compensation
law of the state where the operations are being conducted and to maintain such other insurance as Operator may require.

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

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

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

However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not
agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest in
such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production
thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
terest, the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering
such oil and gas interest for a term of one (1) year and so long thereafter as oil and/or gas is produced from the tand covered thereby, such
lease 10 be on the form attached hereto as Exhibit **B’. Upon such assignment or lease, the assigning party shall be relicved from all
obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well
attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-
duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the
party assignor or lessor the reasonable salvage value of the latter's interest in any wells and equipment attributable to the assigned or leas-
ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit *“C*, less the estimated cost of
salvaging and the estimated cost 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 assignment, lease or surrender made under this provision shall not reduce or change the assignor’s, lessor’s or surrendering
party’s interest as il was immediately belore 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.

BrRerewel-or-Butension-oi-Leasesr

interests held at that time by the parties in the Contract Area.

If some, but less than all, of the parties elect to participate in the purchase of a renepatlease, it shall be owned by the parties
who elect to participate therein, in a ratio based upon the relationship of their respectivep€rcentage of participation in the Contract Area
to the aggregate of the percentages of participation in the Contract Area of all parH€s panicipating in the purchase of such renewal lease.
Any renewal lease in which less than all parties elect to participate shall.n6t be subject to this agreement.

Each party who participates in the purchase of a rene ease shall be given an assignment of its proportionate interest therein

by the acquiring party.

The provisions of this Article shall y to renewal leases whether they are for the entire interest covered by the expiring lease
or cover only a portion of its area interest therein. Any renewal lease taken bhefore the expiration of its predecessor lease, or taken or
contracted for within six (6) months after the expiration of the existing lease shall be subject to this provision; but any lease tak¢p-or con-
tracted for more than six{6) months after the expiration of an existing lease shall not be deemed a renewal lease and shall not be "b]ect to
the provisions is agreement. :

! he_provisions-in-this-Asticle-shall-also-ba-applicable-to-extensions-of-oil-and-gas-leases.

C. Acreage or Cash Contributions: .
1 g Dssdn, .(

While this a(iyeemem is in lorce, if any party contracts for a contribution of cash towards the drilling of figll’(m
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operation on the‘Contract Area, such contribution shall be paid to the party who conducted the drilling or other ‘ a 9_‘;" p ; all be
applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the pariy.!\ rhehh,
tribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Paniq\-' the Brg
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ARTICLE VI
continued

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

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 VIII.C. This paragraph shall not be

%gg%%cable to the contribution of acrea§e by the Contributing Parties toward the

1, Sub
D! Mainténance o ntl o%g’ln?elrles(t):ption Test Wel

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by this agreement, no
party shall sell, encumber, transler 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 Contract Area.

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

If, at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion, may
require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings for
and approve and pay such party’s share of the joint expenses, and to deal generally with, and with power to bind, the co-owners of such
party’s interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter
into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contract
Area and they shall have the right 1o receive, separately, payment of the sale proceeds thereof.

E. Waiver of Rights to Partition:

If permitted by the laws of the state or states in which the property covered hereby is located, each party hereto owning an
undivided interest in the Contract Area waives any and all rights it may have to partition and have set aside 1o it in severalty its undivided
interest therein.

0

Should-any-party-des : all-er—any-pact-ol-its and ag —of-its-Fights-and asts-in-the-Gontes
Area, it shall promptly give written notice to the other parties, with full information concerning its proposed sale, which-shattinclude the
name and address of the prospective purchaser (who must be ready, willing and able to purchase), the purciidse price, and all other terms
of the offer. The other parties shall then have an optional prior right, for a period of ten{10) days after receipt of the notice, to purchase
on the same terms and conditions the interest which the other party propGses to sell; and, if this optional right is exercised, the purchas-
ing parties shall share the purchased interest in the propGtions that the interest of each bears to the total interest of all purchasing par-
ties. However, there shall be ng prefergntial right 1o purchase in those cases where any party wishes to mortgage its interests, or to
dispose of its intecests-by merger, reorganization, consolidation, or sale of all or substantially all of its assets to a subsidiary or parent com-

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed 10 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 shail not constitute a partnership, if, for federal income tax
purposes, this agreement and the operations hereunder are regarded as a pastnership, each 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 authorized and directed to ex-
ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the
United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements,
and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further
evidence of this election, each such party shall execute such documents and furnish such other evidence as may be requi
Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take
action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which th
Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter **K"*, G

tion, each such party states that the income derived by such party from operations hereunder can be adequately determined ifh
computation of partnership taxable income. ﬂ/_,._‘i‘s},)" :

J

WP .
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ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure

does not exceed_Fifteen Thougand Dollars
($_15,000 )and if the payment is in complete setlement of such claim or suit. If the amount required for settlement ex-

ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is
delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation frcam which the claim or suit arises. If a claim is made against any party or if any party is
sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given

Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim
or suit involving operations hereunder.

ARTICLE X1.
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majenre to carry out its obligations under this agreement, other than
the obligation to make money payments, that party shall give 1o all other parties prompt written natice of the force majeure with
reasonably full particulars concerning it; thereupon, the obligations of the party giving the notice, so far as they are affected by the force
majeure, shall be suspended during, but no longer than, the continuance of the force majeure. The affected party shall use all reasonable
ditigence to remove the force majeure situation as quickly as practicable.

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes,
lockouts, or other labor difficulty by the party involved, contrary 1o its wishes; how all such difficulties shall be handled shall be entirely
within the discretion of the party concerned.

The term ‘‘force majeure’’, as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, act of
the public enemy, war, blockade, public riot, lightning, lire, storm, Nood, explosion, governmental action, governmental delay, restraint
or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is
not reasonably within the control of the party claiming suspension.

ARTICLE XII.
NOTICES

All notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise
specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed to
the parties to whom the notice is given at the addresses listed on Exhibit **A’*. The originating notice given under any provision hereof
shall be deemed given only when received by the party to whom such notice is directed, and the time for such party to give any notice in
response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given
when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party
shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all other parties.

ARTICLE XIIL
TERM OF AGREEMENT

This agreement shall cemain in full force and effect as to the oil and gas leases andfor oil and gas interests subject hereto for the
period of time selected below; provided, however, no party hereto shall ever be construed as having any right, title or interest in or to any
lease or oil and gas interest contributed by any other party beyond the term of this agreement.

B0 . theoitand . i , enedin

&l Option No. 2: In the event the well described in Article VLA, or any subsequent well drifled under any provision of this
agreement, results in production of oil andfor gas in paying quantities, this agreement shall continue in force so long as any such well or
wells produce, or are capable of production, and for an additional period of 180 ___ days from cessation of all production; provided,
however, if, prior 10 the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, deepen-
ing, plugging back, testing or attempting 10 complete a well or wells hereunder, this agreement shall continue in force until such opera-
tions have been completed and if production resnlis therefrom, this agreement shall continue in force as provided herein. In the gyent the
well described in Article VLA, or any subsequent well drilled hereunder, results in a dry hale, and ao other well is producing, g
of producing oil and/or gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back
ing operations are commenced within 120 days from the date of ubandonment of said well.

It is agreed, however, that the termination of this agreement shall not relieve any party hereto from any liability § ‘
accrued or attached prior to the date of such termination.
7

S
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject to the conscrvation laws of the state in which the Contract Area Is located, to the valid rulcs,
regulations, and orders of any duly constituted regulatory body of said stale; and to all other applicabie fcderal, state, and local laws,
ordinances, rules, regulations, and orders.

B. Governing Law:

This agreement and all matters pertaining hercto, including, but not limited to, matiers of performance, non-performance, breach,
remedics, procedures, righis, dutics and interpretation or construction, shall be governed and determined by the law of the state in which
the Contract Area is located. If the Contract Arca is in two or more states, the law of the state of
shall govern.

C. Regulatory Agencies:

Nothing herein contained shall grant, or be construcd 1o grant, Operator the right or authority to walve or relcasc any rights,
privileges, or obligations which Non-Opcrators may have under federal or siale laws or under rules, regulations or orders promulgated under
such laws in reference to oil, gas and mincral opcrations, including the location, opcration, or production of wells, or tracts offsctiing or
adjacent to the Conlract Area.

With respect to operations hercunder, Non-Operators agree to release Operator from any and all losses, damages, injurics, claims
and causes of action arising out of, incident 10 or resulting directly or indirectly from Operator®s interpretation or application of rules, rulings,
regulations or orders of the Department of Energy or predecessor or successor agencles 1o the extent such interpretation or application was
madc in good faith. Bach Non-Operator further agrees (o reimburse Operator for any amounts applicable to such Non-Operator's share
of production that Opesalor may be required to refund, rebate or pay as a result of such an incorrect Interpretation or spplication, together
with interest and penaltics thereon owing by Opcerator as a result of such incorrect interpretation or apptication.

Non-Operators authorize Operator o prepare and submit such documents as may be required to be submitted to the purchaser
of any crude oil sold hereunder or (o any other person or enlity pursuant to the requirements of the “Crude Oil Windfall Profit Tax Act
of 1980", as same may be amended from time 10 time (*Act"), and any valid regulations or rules which may be issued by the Treasury
Department from time to time pursuant to said Act. Bach party hereto agrees 1o furnish any and all centificatlons or other Information which
is required to be furnished by said Act in a timely manner and in sufficient detail to permit comptiance with sald Act.

ARTICLE XV.
OTHER PROVISIONS

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

A. Notwithstanding any other provisions hercin, if during the term of this agreement, a well is required to be drilled, deepened, reworked,
plugged back, sidetracked, or recompleted, or any other operation that may be required in order to (1) continue a lease or leascs In force
and cffect, or (2) maintain a unitized area or any portion thercof in and 10 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 issucd by a regulatory body having
jurisdiction in the premiscs, failing in which ccrtain rights would terminate, the following shall apply. The party deslring (o drill, decpen,
rework, plug back, sidetrack, recomplete, or to perform any other operalion 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
formation, and the estimaled cost of the operation. The parties receiving such notice shall have fifteen (15) days after receipt of the nolice
within which to notify the panty wishing to do the work whether they elect to panticipate in the proposed operation, and any party electing
to participate must pay its share of the cost within the fificen (15) day period after receipt of the notice, failing in which the partics Interest
who clected to panticipate but did not timely pay will be subject to the reassignment provision as set 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-cight (48) hours inclusive of Saturdays, Sundays, and lcgal
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 parties
inlerest subject to the reassignment provision provided for below. Any notice or response given by telephone shall be promptly confirmed
in wriling.

1. Opcrator shall comply where applicable with the following clauses contained in 41 CFR:

60-1.4(a) {Bqual Employment Qpportunity);

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

60-250 (Employment Opportunily for Veterans);

60-741 (Bmployment Opportunity for Handicapped Individuals);
1-1.710 (Subcontracting With Small Business Concerns);

1-1.805 (Subcontracting With Labor Surplus Area Concerns);
1.1.1310 (Subcontracting With Minority Business Enterprises);
1.1.2302-2 (Bnvirconmental Protection).

These clauses are Incorporated hercin by reference if and to the extent applicable to this contract by law, executive order, or regulation.
Opcrator represents that he is in compliance with the reporting requirements of 41 CFR 60-1.7 and the Affirmative Action Program
requirements of 41 CFR 60-1.40 and 60-2.

C. Non-Opcerators authorize Operator to receive, and dircct all product purchasers to pay to Operalor, all proceeds of production from or
altributable to the Contract Arca. As evidence of this authority all products purchasers may rcly 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 Operalor is
scceiving all procgotis of production, Operator obligaices itsclf to make payments of all Working and Royalty Interests Revenucs attributable
to the Interests covered hereby.

-l4-
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D. Any party ceeating the necesslty for separate measurement facilitles shall wlone bear all costs of such facllltics. Any party using separate
productlon messusesment facitliies shall keep accurste records of such production ln sccosdance with applicabls state and fedorad sogulations,
and upon Operatos!s scquest, undes the teams of this agrecoment of any agreement sxscuied in confuncilon with this sgreemant, trus and
complete coples of sald records shall be furalshed 1o Operator. Sald production records supplicd 10 the Opsrator shall be treated as
confidentiat laformation and shatl be used by Operator only 1o the exicny necessary 1o Julfill its dutlcs as Operator.

B. Al costs and expentes lncurced by Operator In securing sitarneys, goologlits, enginsars, sxhiblis and related dooumentatios, los ihe
prepantion and flling of matesial selatlve 10 the sals of oll and/or gas shall be borne by all paniics in accordance with thelr respective Intcrest
as sci forth on Bxhibit “A¥ attached hercto and made a past hereol.

P. All costs and cxpenses Including fecs and cxpenscs of attorneys and consultants incurrcd by Opemator which may ariss due (o other

aperators ia the arca applylag for non-standard locations andfor other regulatory hearings shall be bame by all pantics in sccordancs with
thelr sespective Interests as set forth In Bxhibit "A¥ attached hercto and made a part hescol.

G. The pariics hercto agree 1o exeenic a Notice of Joint Operating Agreemeat Licn In the form of Buhibit “F* 10 ihis agrecment In order
to permit perfectlon of the herelnabove described security Intercsts by placing sald NOTICE of record In the county la which the Contract
Arca is located and In accordance with the Uniform Commercial Code of the State in which the Coniract Area is located,

t1. 1 a party to this agreement clects nol to participaic In a proposed operation or, If 8 noa-conscatlag pasty falls to Himely pay lis share

of the cost lnvolved In such operatlan, and Is determined 10 ba & non-parilcipating party, thall not have access to or bs eatliled to recolve
well information with regard 10 operations conducicd on the Contract Arca.
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ARTICLE XVI.
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respective heirs, devisees, legal representatives,
successors and assigns.
This instrument may be executed in any number of counterparts, cach of which shall be considered an original for all purposes.

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

ATTEST OR WITNESS NEARBURG PRODUCING COMPANY

By:
Joe E. Fitzgerald
Senior Landman

Date:

Tax ID No.:_74-1666262

NON-OPERATORS
ATTEST OR WITNESS NEARBURG EXPLORATION COMPANY

By:
Robert G. Shelton
Attorney-in-Fact
Date:

Tax ID No.:_462-80-5563
ATTEST OR WITNESS YATES PETROLEUM CORPORATION

By:
Its:
Date:
Tax ID¥F:

ATTEST OR WITNESS YATES DRILLING COMPANY

By:
Its:
Date:
Tax ID#:

ATTEST OR WITNESS ABO PETROLEUM CORPORATION

By:
Its:
Date:
Tax ID#:

ATTEST OR WITNESS MYCO INDUSTRIES, INC.

By:
Its:
Date:
Tax ID#¥:




ACKNOWLEDGEMENTS

THE STATE OF TEXAS S
§
COUNTY OF MIDLAND S

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

Notary Public, State of Texas

THE STATE OF TEXAS s
§
COUNTY OF MIDLAND )

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

Notary Public, State of Texas

STATE OF NEW MEXICO s
§
COUNTY OF CHAVES s
The foregoing instrument was acknowledged before me on the day of ‘
1995, by as of YATES PETROLEUM
CORPORATION, a corporation, on behalf of said corporation.
Notary Public, State of New Mexico
STATE OF NEW MEXICO s
§
COUNTY OF CHAVES s
The foregoing instrument was acknowledged before me on the day of '
1995, by as of YATES DRILLING COMPANY,
a corporation, on behalf of said corporation.
Notary Public, State of New Mexico
STATE OF NEW MEXICO 3
S
COUNTY OF CHAVES s
The foregoing instrument was acknowledged before me on the day of v
1995, by as of ABO PETROLEUM CORPORATION,
a corporation, on behalf of said corporation.
s
i Notary Public, State of New Mexico

-15(A)-



STATE OF NEW MEXICO S

S
COUNTY OF CHAVES s

The foregoing instrument was acknowledged before me on the day of R
1995, by ag of MYCO INDUSTRIES, INC., a
corporation, on behalf of said corporation.

Notary Public, State of New Mexico

J
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-15(B)-



EXHIBIT "A"

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

I. Identification of lands subject to agreement:

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

II. Restrictions as to depths or formations:

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

ITII. Percentage of parties to agreement:

Nearburg Exploration Company 66.67%
Yates Petroleum Corporation 23.34%

Yates Drilling Company 3.33%

Abo Petroleum Corporation 3.33%

Myco Industries, Inc. 3.33%
100.60%

Iv. A, 0il & Gas Leases subject to agreement:

See Exhibit A-1 attached hereto.

V. Addresses of parties to the agreement

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

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

Yates Petroleum Corporation
Yates Drilling Company

Abo Petroleum Corporation
Myco Industries, Inc.

105 South Fourth Street
Artesia, New Mexico 80210

OPR-2\FAIR13#2.EXA
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ATTACHED TO AND MADE A PART OF EXHIBIT

EXHIBIT "A-1"

"A'l

TO THAT

CERTAIN OPERATING AGREEMENT DATED THE 3RD DAY OF MARCH,

1995,
OPERATOR,
NON-OPERATORS

Lessor:

Lessee:
Expiration Date:
Description:

Lessor:

Lessee:
Expiration Date:
Description:

Lessor:

Lesseet
Expiration Date:
Description:

Lessor:

Lessee:
Expiration Date:
Description:

Lesgsor:
Lessee:

Expiration Date:
Description:

Lessor:
Lessee:

Expiration Date:
Description:

Lessor:

Lessee:
Expiration Date:
Description:

BY AND BETWEEN NEARBURG PRODUCING COMPANY,
ANDNEARBURG EXPLORATION COMPANY,

Gideon M. Boyd and Ruth H. Boyd,
Nearburg Exploration Company
November 12, 1994

SW/4 Section 13, T-19-S8, R~25-E,
Eddy County, New Mexico

Warren Akin, III, et al
Nearburg Exploration Company
November 12, 1994

SW/4 section 13, T-19-S, R-25-E,
Eddy County, New Mexico

Dorothy B. Sinclair

Nearburg Exploration Company
November 12, 199§

SW/4 Section 13, T-19-8, R-25-E,
Eddy County, New Mexico

Richard H. Coats, et al
Nearburg Exploration Company
November 3, 1996

SW/4 Section 13, T-19-S, R-25-E,
Eddy County, New Mexico

Louise Holmquist

Yates Petroleum Corporation
Yates Drilling Company

Abo Petroleum Corp.

Myco Industries, Inc.

January 31, 1997

SW/4 Section 13, T-19-S, R-25-E,
Eddy County, New Mexico

Charles Holmquist

Yates Petroleum Corporation
Yates Drilling Company

Abo Petroleum Corp.

Myco Industries, Inc.

January 31, 1997

SW/4 Section 13, T-19-5, R-25-E,
Eddy County, New Mexico

ET AL,

AS
AS

Trustees

Walter Bert Holmquist et ux, Trustees

Nearburg Exploration Company
February 7, 1998

SW/4 Section 13, T-19-S, R-25-E,
Eddy County, New Mexico



EXHIBIT "B"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING

AGREEMENT DATED MARCH 3, 1995, BY AND BETWEEN NEARBURG .
PRODUCING COMPANY, AS. OPERATOR, AND NEARBURG EXPLORATION ;
COMPANY ET AL, AS NON—-OPERATORS '

TEXAS.& NEW MEX1CO
PRODUCERS 88 REV. 101573 OIL, GAS AND MINERAL LEASE

THIS AGREEMENT mads and eatered into this day ol 19 o

by and betw

hereinafter called "l.c-o:". whnhor om or mors, and i !

I3 ’ - B called *‘Lasses™.
WITNESSETH; That, for end In ‘coasideration of the smum of G e
Dollara (8. ). ipt of which is hereb. knowl
rl.luhs:t' ;\ioa hereby grant, laase snd let nclu:wcly unto so ow .d‘med mlg °'d'h.'m':£"'.ﬁ :":h‘: r“’é" :ﬁ:‘:}i“:h 5&'-:?3""0 ‘:LL.:“ bersla contained
[ erein, for the purpose of explorin, polupcnl geophyslcnl md all Mhor mathods, and of dnlhng and gether wilh any reversionary
recovery of oil. gas and other hydrocar Lons other munersls or st whelhu i or dissimilar, that = be m:il.c-:.lh or  Dines for the
on the leased ﬁ:nmua..mcludm‘ prun-ry. seocndnry. urn.ry, cycling, hods o ¥ end odng m‘: fmhlalv. well or mine
or unknown, I 10 et uhu (Acllmu for surheo md subsurface duPonl of ull walar, md lo eona'ln:ct A i
Bod electric powcr and lelcphone lmu. power stati str ) :n"?h‘ndlnd
Tove all ‘substaics described sbove:  and “ihe . ‘together with the rignt of ingress and egres o sad trom seid tead: s lomd Eomby eated®d J
usted in the County of State of and is d ibed as foll

‘This lease covers sil of the land described i ding any intcrests herein that any signatory hereto

has the right or power to lease, d {n eddid
covers, and there is heraby granted, leased and let ‘upon . sunc teans and diti 3 po » “l imed l“ it
sdfaceat, contiguous, or & part of the tract or tracts d d ve, wheth "’né'ﬁ“.aa‘ffin'.’l ‘;:::5: ;eot ‘::rl;?d -:lr ‘:fnd;n:; i ;‘ h.n.‘“" :zni;‘i o:r ouunn:: or A:o'

{enced or unfenced, and whether such lands an inside ot oumd £ th tea snd bo nsmed
murvays. The bonus money paid for this lecas is in gross, and n.otoby :h:n:cn.“:nd s::ﬁubeeic‘?::e? ;‘c?\:‘:? :Bovn. or’ ": . nli:.,' ab othes murvey of

¢ * ir ve of of acres ocon-

:;:::d m';n:. but lﬂ:.l.:‘ni 'l.ncludod within this lesse ia d to comprise. acres, whathsr sctuslly more or lems, snd euch land is hersinafier
TO HAVE AND TO HOLD the lessed premises for a term of sl the dste b, )

thereafler a3 oil, gas or uther hydrocarbons, or other minerals or leased substances, or mr: or T:;( ol. lh:m. :::o ;r;'«;l::ﬁ‘:me‘lé:dlcumm;:‘,mm or.l‘:gmulm

with whlch (h- leued pnmlsu are pooled or unitized.
in onsideratic Ol the p - u“dhl hom'bqurood -: k})‘llows" the credi 3/l6th .
. Royalty On Oil. Lasies shsll deliver to Lassor, sl the well or to the credit of Lessor in the pipeline to

other liquid hydrocarbons produced and iaved from the leased ﬂremlsu or Lessve, at its o;uon n.m‘;r ':h'yn;c u“h::’;hm. m b connoctod #th of all ot and 3/ 1

for oil or liquid hydrocarbons of like grade and gravity prevailing in the field on the day such oil is run into lines or into 'S roys n!

est in either cass shall bear its pmrarlwn of uny expunses for transporting and (relllnf' oil o make u marketable as crudo - : Y

3/ 16 2 Royall{agu Gas. to Lessor as royslty on gas, including casinghead gas or other duced from uld 1and and sold on or
—all jh. prem x;m cl lho net pmcnda st the wall received from (he sale thersol, Vi t used .“..
or other p the my;lly shall be the murket value -t the well m 'W‘ on gss 0" the pnmuﬂ oty e mm‘h‘“m" o 3/ 1

{L]

tract, the price received by Leusoe for such gas shall be conclusively presumed to be tho net proceeds ’ut 'h:ngﬁ Eku mlrkcl Vliuc at t‘u w.il gr the gas 20 20

3. Royalty On Other Substances. Lesses shall pay to Leusor, aa royalty oo ,subslances covered by this lease other than oil and ges and the products therso?
which Lesses may elect to produce, save and murku lrom the leased premises, g { fhu proceeds received by Lessoe from the sals thereol alier deducting the
pme-nn‘ costs. 6

§. Shut - Yn Gas Royalt If at sny time, or fromn lime to time, sither belore or siter the expiration of the p tarm of this lesse, well on
the lewsed premises or on ﬁn ds with which !hc luud %r:muu Ar:“roolcd oc unitized and which ’.'.’ capable of mducln” in paying qumdua‘:‘ but" whlch':: shut ln
before or -lur production therefrom, such well nhnll conside! under all’ provisions of this lease as a wsl pmducm‘ as in paying quantities and this lsase

sll remasin in force in like as gh gas U f was actually being sold or used. ln such avent, lesses covensn md agress to puy Leasor, as royalty,

the sum ol Dollars ($ period commenc-
ing on the date such well is actually shut in, unless this lease is bcinf maintained in force and effect by some other pmvhiou r:ool in lvhich cvont such period
shall commence on the date this leass comses (o be maintained in tull force and effect by some other provision hereof. Payment or Lender shall be nndo to L-nor or
deposited 1o the credit of Lessor in the depository bsnk named in this iease. The first gl yment shall be due and payable on or before nhuty (90) ys after the date
such well is nhut ln or nuuty 190) days (mm lho date this lease cosses o be maintained in force by some other mvulon hereof, Unless gas from such well is pro-
duced and sold hr thereto, sxcept t y salea, or uss for leasa operstions, wubsequent payments shall be due annually thma!hr oa the anaiverssry
dste of the pcrhd for which such prior psymeat waa msde. No lddmorul payments shall bo roqulred it thete is more than one shut-in gas well on the leased premises
or on lands with which the Iulod“rnmuu are Tuolod or unitized. The term *'gas well”’ wella of p luiu al gas, condensals, or any
gaseous subutance, sod wells od a3 gas wells by any governmental authority having unsdu: ton

5. Delay Rental. It operations for drlling or mining on the lessed premises. or on lends with which the lnud prexvises sre pooled or unitized, are not com-

menced on or before one (1) year from the daste of this lease, as set forth shove, this lease shall terminate as to both parties unless on or before oue (1) yesr from
the date of this lease, Lesses shall pay or tender to the Lessor & rentsl ot

Dollars (3. }, which shall cover the privilege of deferring commencement of such drilling or mining opcndon for a porlod of tw-lvo {12) mooths
from the expiration of said one m’ year ponod l.n like manner and upon like paymeats or tenders Annu-l Y. 5. af such deferred for
successive periods of the same bec of g the primary term. Payments or tenders may made (o the Loessor or W lho Ll-ou it in the

Bank st bank SUCCSSOr

thereof shall continue to be the agent lor the Leusor and the Lestor's successors and sssigns. If such bank or sny successor thereol lhln hil liquidllo. ot bo succeed-
ed by scother baok, or for any reason fail or refuse 1o accept rental, the rental r-yml dats for nn} yur shall be extended until the cxpinﬂon of thirty (30) days after
Lessor shall have delivered (0 Lasses a recordsble instrument meking { payment or tender and any deposilory charge shall be the lia-
bility of the Lessor. Tha payment or tender of rental may be made by “check or draft of Leases, mulo.-d or delivered 10 said bank or Lessor, or to sny la-or ll more
&m one, on ?:hb.‘?“ the rental paying date. Mailing of rental on or befon: the rental paying date shall be deemied a timely tender thersof and shall preclude the
rmination c| 18 Jease.
8. Drilling Operations. Tt Lessss should drill and sbandon ss a d'y hole a well on the leased premises, or if after the discovery of oil, gea o: other minsrals,
the production thersol should cease [rom any csuse, snd, in either -van! there are no other rcoducmg welh on the leased premises or on Im& whlch th
pooled or unitized, or drilling or reworking orontmm are not being conducled thereon, this shall not terminate if Lassee commcw- or -ddﬂoud
dnlllng openuons on the | premises wilhin sizty (60) daye thersslter or, it it be within the primary term,
of santals  of commene- npcntmna for dnlliu. or nworkin! on or befors the nuhl paying d.n. next ensuing afier the expiration ol mct{ (90) dn rl lmn tha dnh
B e T vaat v oiiiog, droratione are. Secmesty 10 bosp the lonse 1o lorc Guran the. ematder ot ne paring the last fifles “ihe expitation of the, brimar
m, Do ren N or o, cep the lease rce during the remainder of the primsry term at the ca o
term, oil, gas otpothcr nainerals -r= not being mduood lmm (h. leased premises or from lunds with which the le ugd - d o.xp Lat 5
then cnnpd in operations for drilling or reworking of sny well. this lesse shall remain in furce so long as lun:h drilli
reworking operations on eny well or additional drilling operations are conducied on the leased premises, or on lands poolod or un.luud‘ therewith, with oo o-ntion o(
more thsn sixly (60) consecutive days, snd il any such operations rcsull in production then as long thereuiter as such production contiaues.
7. Pooling. Leagses is hereby granted the rigl !. at m‘g. time and from time to lime. whether before or sller production, to pool thia lesse for ptodue on of
oll, gas or condenssls, or any or sither of them land covered hersby, or any zone oc &oxdon thersof, or ss (o any mineral or mynlty interest therein,
with soy omor lun cnvorlnl above described \aml or hnd.: u:“mnt conﬁcuou!. adjoining, or the immediste vicinity Ihonol or ss lo sny soos u' portion ol
said lease or royalty interest th o a unit or units not exceeding lorty (40) scres plus sn [
10%) lhnool (nr oﬂ -nd unill oot ue-odin; six bundred | lorty (640) acres uch plus an of ten {10%) th '] hlﬂ miaod that, M
3 ribe or permit the crealion of sny drilling, spa “8 or proration units larger than thoss epecilied s, such units masy
be cu.ud o cnlu[od to eonzmn in size lo tho dnllin; ot npncm‘ unils so prescribed or permit or to the pmulion umu 88 may be au for ob!
from ope well. _may the screage or interests sbove described, or an ion (hereol, as sbove pmvidcd as lo oil
or gas in any one or more m.unduniun‘ [t nzoornn-mthlhnumlorumhin whlchtholu.hpoolod.otm as lo any
other zo00s, and oil unita nesd oot conlorm as to srea with gas unm Suda poohnl shall be affectod by the filing by Lesses of a in the '
wunﬁu..n:r l:hic:h the pnmimn‘ loc-lad identi b‘lu and d th' ugit. dTmm' on of oil. dzu or uondc?n llxlon: any wu'g: portion of the luniln
o ch radi H ) of a well t ol »
ml-lu s wall, shall be idered trusd and 'shall have the same slfect, except for the paymml of myalty. [ pmducﬁ dcvolopmcnl and op-nﬂon or _the
sxistence of a shut-in gas well on tho leased gnnmh- regardiess of the location of the wall on the unit. uction from any unit’ well producing oil, gas eondn~
sate -hnllb-;llocludtothluud, the that the acreuge of the leased premises nu:ludod within the units bears to the total mmolnthcunll
the roysity provided for barein shall be calculsted oo the portion of the p. tion 30 allocated. The royalty so paynhla oa nlloahd production shall be in Heu of an
ouur royalty that would accrue 0 Lessor from the ion of oil, lu or mndmuu lmm lny zoae or portion of the leased p hclud.d within the unit. Bhu
. my-ly th respect o unit shut-in gas wells, shall be p«ynhl. in rd. and in the Amunt ut lonh this leass. In the even _{
uru well -htrl tail to produce oil, gss or condensate |.n y\n‘.quuhuu or in the -v-nt thc producﬂon {rom any such well shall cesse, Lesses may umlnu the umit
by liling for record. in the cousty, or eounﬂ- where the I-nd situsted, » wrilten declarstion of mich termination .
8. Use Of Oil, Gas And Water For O all have the lree use of oil, gas and watsr trom the lessed prawaises, exoept water from Lassor’s
mlh and tanks, for all operations hereunder, nd the myallr on oil and gas shall be computed after deduc the amount so used. _
mftawud of Eqm{mnt Lasase lhnl‘L.havo lhdr: myd tima dunl‘ﬂl or sltsr the aplnton of lesss, to sll property and fixt P
on l..d reliises I““ ln:ludln‘ w and rsmove cnan‘ .
10. Auunmrnl Or Cluul OI Oununlup Hﬁc vights of sither pnny [ d y be In whole or in pert snd the s:.vvhlom bereo! shall ex-
il o e tiaieh 5o, righ Lo, T chanse s i ul‘n‘:hc o ot e e atals oo’
uot ts o e or divisi o , ren oF 10! 5
.h.u 031"‘“ ‘odhu u';o:h ‘.u: oot impair the clhcﬁvonau of any paymeat Ilumtoﬁn made by Lesses (irrespective of whelher Lesses hae
onhcr actual or constructive howl-dn Iluml) undl sixty (60) days alter such p any as fumnished Lesses with the instrument or ‘"mu:l
or certified copies thersof, constitul his chain of title from the origins] Lessor. In the event of an unlnmt of this lesss aa to a of the
covared by this lesse, the "rentala hcuunda shall be spportioned sa between the uvcnl leasehold ownasrs, nubly rdln( to the surisce srea of each end a
delault in rental psymeat by ono g‘.u- shall not affect the rights of other lesseh der who mske dus p of of thls
{n whole or in part, shall, to the exstent of such t, relieve and discharge Leases of all obligstions hereunder.
11. Force Majcure. Lasses shall not be lisble for any d-lnp in ita periormance of any covenant or condition Iutmdu -pl- or implied, or for fotal
partial m:ct:omn‘mmh tluuo‘ f, dus lo foroe m&:udu. The term “lorce msjeurs’™, as used herein, shall mean sny circumatance or any conditlon the
¢ Dol
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of Lessse, limited 1o scts of and sctions of the olomanu. acts ol the public ts ts: laws, acts, rules, regulstions
and orders of federal, state or munldpnl pnmmonu o¢ ofticsrs or umu of t rtati ou; or the exh uma ility, or delays in delivery,
of any product, labor, service or It Lossee uiced to cense or reworking o mmndou on the lessed force thes

antil such time ss Aubbm-mi‘unhurmluhd“%!otnponodolnmczwmdnytllurmu hon.udxmdmrﬁpnvhlono this lesse (hat might
opersts (o umuuu it sball be d this lease shall rce and effect d period of oocuns

during the primury term, the time thereof shell be sdded to such ierm.
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keafibtlt 601, 80X 800 of Petroleum Accountants
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Societies E[]p"

EXHIBIT L

Attached to and made a part of that certain Operating Agreement dated March 3, 1995, by and

between Nearburg Producing Company, as Operator, and Nearburg Exploration Company

et al, as Non-Operator

1.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

Definitions

“Joint I;lro(i)erty" shall mean the real and personal property subject to the agreement to which this Accounting Procedure
is attached.

“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and mainte-
nance of the Joint Property.

“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint Opera-
tions and which are to be shared by the Parties.

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

“Non-Operators” shall mean the Parties to this agreement other than the Operator.

“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct supervision
of other employees and/or contract labor directly employed on the Joint Property in a field operating capacity.
“Technical Employees” shall mean those employees having special and specific engineering, geological or other profes-
sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and problems
for the benefit of the Joint Property.

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.

“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual as
most recently recommended by the Council of Petroleum Accountants Societies.

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 deseribed in
detail.

Advances and Payments by Non-Operators

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

B. Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not made
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at Texas Commerce
on the first day of the month in which delinquency occurs plus3%or the maximum
contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, whichever
is the lesser, plus attorney’s fees, court costs, and other costs in connection with the collection of unpaid amounts.

Adjustments

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

e
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5.

i

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

Audits

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

Approval By Non-Operators

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

II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

Ecological and Environmental
Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy environ-

mental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archaeological
nature and pollution control procedures as required by applicable laws and regulations.

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

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

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

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

(4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly emfloyed
iin t}T o(l)eration of the Joint Property if such charges are excluded from the overhead rates,Which shall
clu

e _the salarjes and wages of professjonal employees agsociated with the sale
B. Operc')a?mgsacsos? aazmﬁac,avsafigﬁgﬁ %gzkﬁgsg aiﬁ%?sa%““.y‘ﬁijﬁi%ﬁﬁ %ﬁBer?L%s ﬁﬁré%ﬁ&ﬂﬁ@s%EﬁFm employees
whose salaries and wages are chargeable to the Joint Account under Paragraph 8A of this Section I1. 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 II. 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 II.

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

Employee Benefits

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

Material

Material purchased or furnished by Operator for use on the Joint Property as provided unfier Section 1V, Only such Mateyial
shall be purchased for or transferred to the Joint Property as may be required for immediate use and is reasonably practical
and consistent with efficient and economical operations. The accumulation of surplus stocks shall be avoided.

S .

Transportation
Transportation ofzejmployees and Material necessary for the Joint Operations but subject to the following limitations:
A. If Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall be made

to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like material
is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties.
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10.

11.

12.

18.

14.

16.

iy

B. If surplus Maperial is moved to Operatorfs warehouse or other storage point, no charge shall be made to the Joint Aec-
count for a dlst.ance greater than.the distance to the nearest reliable supply store where like material is normally
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be

glade to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the
arties.

C. In the application of subparagraphs A and B above, the option to equalize or charge actual trucking cost is available
when the actual charge is $400 or less excluding accessorial charges. The $400 will be adjusted to the amount most
recently recommended by the Council of Petroleum Accountants Societies.

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph
10 of Section II and Paragraph i, ii, and iii, of Section III. The cost of professional consultant services and contract ser-
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rates.
The cost of professional consultant services or contract services of technical personnel not directly engaged on the Joint
Property shall not be charged to the Joint Account unless previously agreed to by the Parties.

Equipment and Facilities Furnished By Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense,
insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to exceed

B ======45) per annum. Such rates shall not exceed average commercial rates currently pre-
vailing in the immediate area of the Joint Property.

B. In lieu of charges in paragraph 8A above, Operator may elect to use average commercial rates prevailing in the immedi-
ate area of the Joint Property less 20%. For automative equipment, Operator may elect to use rates published by the
Petroleum Motor Transport Association.

Damages and Losses to Joint Property

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

Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to protect
or recover the Joint Property, except that no charge for services of Operator’s legal staff or fees or expense of outside attor-
neys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be covered by the
overhead provisions of Section III unless otherwise agreed to by the Parties, except as provided in Section I, Paragraph
3.

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof,
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad valo-
rem taxes are based in whole or in part upon separate valuations of each party’s working interest, then notwithstanding
anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parties hereto in accordance
with the tax value generated by each party’s working interest.

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.
Abandonment and Reclamation

Costs incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory
anthority.

Communications

Cost of acquiring, leasing, installing, operating, repairing and maintaining communicatim) systems, includi!_\g radio a_nd
microwave facilities directly serving the Joint Property. In the event communication fapilntnes/systems serving the_ Joint
Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section I1.

Other Expendityres

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section III and whi.ch
is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint
Operations.

*prime rate of interest in effect at Texas Commerce Bank of Dallas, Texas, on the first
day of the month in which usage occurs plus two percent (2%).
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1.

II1. OVERHEAD

Overhead - Drilling and Producing Operations

B.

As compens.ation for a_dministrative. supervision, office services and warehousing costs, Operator shall charge drilling
and producing operations on either:

. ( x) Fixed Rate Basis, Paragraph 14, or

( ) Percentage Basis, Paragraph 1B

Unless otherwise ag_reed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and salaries
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph
3A, Section II. The cost and expense of services from outside sources in connection with matters of taxation, traffic,
accounting or matters before or involving governmental agencies shall be considered as included in the overhead rates
provided for in the above selected Paragraph of this Section III unless such cost and expense are agreed to by the
Parties as a direct charge to the Joint Account.

The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant services
and contract services of technical personnel directly employed on the Joint Property:

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

The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services
and contract services of technical personnel either temporarily or permanently assigned to and directly employed in
the operation of the Joint Property; including the costs and expenses of professional employees
associated with and employed for tﬁe sale of gas and/or casinggead gas from any well
( ) shall be covered by the overhead rates, or located on the Contract Area.

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

Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate § 5640
(Prorated for less than a full month)

Producing Well Rate $ 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 date the drill-
ing rig, completion rig, or other units used in completion of the well is released, whichever is later, except
that no charge shall be made during suspension of drilling or completion operations for fifteen (15) or
more consecutive calendar days.

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) consecutive
work days or more shall be made at the drilling well rate. Such ¢harges shall be applied for the period
from date workover operations, with rig or other units used in workover, commence through date of rig
or other unit release, except that no charge shall be made during suspension of operations for fifteen
(15) or more consecutive calendar days.

(b) Producing Well Rates

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

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

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

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

(5) All other inactive wells (including but not limited to inactive wells covered by unit allowable, lease allow-
able, transferred allowable, ete.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the agreement
to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rate cur-
rently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum and Gas
Production Workers for the last calendar year compared to the calendar year preceding as shown by the index
of average weekly earnings of Crude Petroleum and Gas Production Workers as published by the United States
Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as published by Statistics
Canada, ag.dpplicable. The adjusted rates shall be the rates currently in use, plus or minus the computed ad-
justment.

Overhead - Percentage Basis

(1) Operator shall charge the Joint Account at the following rates:
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Percent ( %) of the cost of development of the Joint Property exclusive of costs provided
under Paragraph 10 of Section II and all salvage credits.

(2) Development

(b) Operating

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

Paragraphs 2 and 10 of Section II, all salvage credits, the value of injected substances purchased for secondary

recovery and all taxes and assessments which are levied, assessed and paid upon the mineral interest in and
to the Joint Property.

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

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section I11, development
shall include all costs in connection with drilling, redrilling, deepening, or any remedial operations on any or all
wells involving the use of drilling rig and crew capable of drilling to the producing interval on the Joint Prop-
erty; also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning
when the well is not completed as a producer, and original cost of construction or installation of fixed assets, the
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction as
defined in Paragraph 2 of this Section Il11. All other costs shall be considered as operating.

Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint,
Account for overhead based on the following rates for any Major Construction project inexcessof §

A 1.5 %ot first $100,000 or total cost if less, plus

B. __ 5.0 % of costs in excess of $100,000 but less than $1,000,000, plus

C. __2.5 % of costs in excess of $1,000,000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single

project shall not be treated separately and the cost of drilling and workover wells and artificia) lift equipment shall be
excluded.

Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are necessary
to restore the Joint Property to the equivalent condition that existed prior to the event causing the expenditures, Operator
shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account for overhead based on
the following rates:

A.__ 1.5 % of total costs through $100,000; plus

B.___5.0 % of total costs in excess of $100,000 but less than $1,000,000; plus

C.__ 2.5 __ %of total costs in excess of $1,000,000.

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead provi-
sions of this Section 11 shall apply.

Amendment of Rates

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

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

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

1.

Purchases

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

Transfers and Dispositions

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator,
unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts:
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A. New Material (Condition A)
(1) Tubular Goods Other than Line Pipe

(2

3)

)

(a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill publishe.d

(b)

()

(d)

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

r(;\}:‘ly be used. Freight charges for tubing will be calculated from Lorain, Ohio and casing from Youngstown,
io.

For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus trans-
portation cost from that mill to the railway receiving point nearest the Joint Property as provided above in
Paragraph 2.A.(1Xa). For transportation cost from points other than Eastern mills, the 80,000 pound Oil Field
Haulers Association interstate truck rate shall be used.

Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.0.b. Houston,
Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate, to
the railway receiving point nearest the Joint Property.

Macaroni tubing (size less than 23 inch OD) shall be priced at the lowest published out-of-stock prices f.0.b.
the supplier plus transportation costs, using the Qil Field Haulers Association interstate truck rate per weight
of tubing transferred, to the railway receiving point nearest the Joint Property.

Line Pipe

(a)

(b)

{0

(d)

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. Freight
charges shall be calculated from Lorain, Ohio.

Line pipe movements (except size 24 inch OD and larger with walls 3 inch and over) less than 30,000 pounds
shall be priced at Eastern mill published carload base prices effective as of date of shipment, plus 20 percent,
plus transportation costs based on freight rates as set forth under provisions of tubular goods pricing in Para-
graph A.(1)a) as provided above. Freight charges shall be caleulated from Lorain, Ohio.

Line pipe 24 inch OD and over and 3 inch wall and larger shall be priced f.o.b. the point of manufacture
at current new published prices plus transportation cost to the railway receiving point nearest the Joint
Property.

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.

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.

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

Good Used Material (Condition B)

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

(1) Material moved to the Joint Property
At s%iv Mgﬁﬁéﬁﬁ}f current new price, as determined by Paragraph A.

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

- (a) -At g%%#&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 (656%) of current new price, as determined by Paragraph A, if Material was originally

charged to the Joint Account as used Material.

(3) Material not used on and moved from the Joint Property
At %%Mﬁ&%%ﬁg‘gf gf 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.




——

il

Mgterial, exclu(.iing junk, no longe:: suitable for its original purpose, but usable for some other purpose shall be
priced on a basis commensurate with its use. Operator may dispose of Condition D Material under procedures
normally used by Operator without prior approval of Non-Operators.

{2) Condition D

(a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe of com-

p?,rable_ size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be priced at used line
pipe prices.

(b) Casing, tub_ing or drill pipe used.ag. higher pressure service lines than standard line pipe, e.g. power oil lines,
shall pe priced under normal pricing procedures for casing, tubing, or drill pipe. Upset tubular goods shall
be priced on a non upset basis.

(3) Condition E

Junk sha:l! be priced at preva.iling prices. Operator may dispose of Condition E Material under procedures nor-
mally utilized by Operator without prior approval of Non-Operators.

D. Obsolete Material

Mat.erial which is ser.viceable apd gsable for its original funetion but condition and/or value of such Material is not
equivalent to that which would Jugtlfy a price as provided above may be specially priced as agreed to by the Parties.
Such price should result in the Joint Account being charged with the value of the service rendered by such Material.

E. Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25¢) per hundred
weight on all tubular goods movements, in lieu of actual loading or unloading costs sustained at the stocking
point. The above rate shall be adjusted as of the first day of April each year following January 1, 1985 by the same
percentage increase or decrease used to adjust overhead rates in Section III, 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 invc;lving erection costs shall be charged at applicable percentage of the current knocked-down price of
new Material.

Premium Prices

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

Warranty of Material Furnished By Operator

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

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

1.

Periodic Inveniories, Nolice and Representation

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

Reconciliation and Adjustment of Inventories

*
Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be m_ade/ within aix
months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for
overages and shortages, but, Operator shall be held accountable only for shortages due to lack of reasonable diligence.

Special Inventories

*
Special inventories may be taken/whenever there is any sale, change of interest, or change of Operator in the Joint Property.
It shall be the duty of the party selling to notify all other Parties as quickly as possible after the transf.er of ipt.erest 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 5overned by such inventory.

Expense of Conducting Inventories

A. The expenselbjf conducting periodic inventories shall not be charged to the Joint Account unless agreed to by the
Parties.

B. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except in-
ventories required due to change of Operator shall be charged to the Joint Account.

*at the expense of the party(s) causing such inventory to occur

-




EXHIBIT "b"

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

NSU CE

Operator shall carry insurance for the benefit of the joint account covering
Operator's operations upon the Unit Area subject to the Operating Agreement to
which this Exhibit "D is attached as follows:

(a) Workmen's compensation insurance in accordance with the requirements of the
laws of the State or States where work is conducted and employers liability
insurance of Five Hundred Thousand Dollars ($500,000.00) bodily injury by
accident and Five Hundred Thousand Dollars ($500,000.00) bodily injury by disease
per employee, with a policy limit of Five Hundred Thousand Dollars ($500,000.00)
for bodily injury by disease.

{(b) Public liability insurance with limits of One Million Dollars ($1,000,000)
as to any one person, and One Million Dollars ($1,000,000) as to any one
occurrence.

(c) BRutomobile public liability insurance with a combined single limit of up to
One Million Dollars ($1,000,000) per accident.

(d) Umbrella catastrophe liability of Ten Million Dollars ($10,000,000) each
occurrence and Ten Million Dollars ($10,000,000) aggregate.

Each policy of insurance issued pursuant to the provisions of (a), (b), (c) or
(d) of this section shall provide by endorsement or otherwise that the provisions
of the policy are extended to cover the interest of the Non-Operator for whom the
assured is acting as Operator, agent, or contractor under contract, but only with
respect to operations conducted by named assured, and shall charge the premiums
for all such insurance to the joint account.

Operator carries Control of Well Insurance covering his proportionate share of
expenses involved in controlling a blowout, the expense of redrilling and certain
other related costes. Coverage under this insurance is available to non-operating
working interest owners. Such insurance is optional, however, and if not
rejected by the non-operating working interest owners prior to spud date, they
will be billed accordingly. Any working interest owner rejecting above coverage
shall be responsible for his proportionate share of such loss, anything in this
agreement to the contrary notwithstanding.

Operator shall furnish, upon request, to Non-Operators a certificate covering
each policy of insurance issued pursuant to this section.



EXHIBIT "E"

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

GAS BALANCING AGREEMENT

During the period or periods when any party hereto has no market for, or such
party'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 itas 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 entitled 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 due
on such gas. At all times while gas is produced from the contract area, each
party hereto, while producing, taking or delivering any gas to a purchaser, shall
pay or cause to be paid, 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. 1In 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 3RD DAY OF MARCH, 1995, BETWEEN NEARBURG PRODUCING
COMPANY, AS OPERATOR, AND NEARBURG EXPLORATION COMPANY, ET AL, AS
NON~OPERATORS

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

STATE OF NEW MEXICO

Ly

COUNTY OF EDDY

WHEREAS, A Joint Operating Agreement dated March 3, 1995, has been 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 Southwest Quarter of 13, Township-19-South, Range-25-East,
Eddy County, New Mexico.

AND, WHEREAS the said Operating Agreement provides in part that the parties hereto have
granted certain liens and security interests in the above referenced property, fixtures and
production located thereon or produced therefrom, to wit:

“Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon it o0il and gas rights in the
Contract Area, and a security interest in its share of oil and/or gas when
extracted and itse 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 security 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 security
rights described in the foregoing paragraph;" and

WHEREAS, it ia 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.

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-operitors are both a secured party and debtor. This Notice, as a financing
atatemeant shotild be indexed accordinalv.



EXHIBIT "F" -

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

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.

The original of the Operating Rgreement 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 execution
hereof. Counterparts thus executed shall together constitute but one and the same
instrument. In the interest of facilitating, filing or recording this instrument thus
executed in multi-counterparts, each executing party hereby authorizes removal of signature
and acknowladgement pages and reassembly of the same into a single document composed of one
copy of the substantive portions of this instrument attached to multiple, separately executed
signature and acknowledgement pages.

Executed this day of , 1995, to be effective however, the 3rd
day of March, 1995.
OPERATOR
P. O. Box 823085 NEARBURG PRODUCING COMPANY
Dallas, Texas 75382~-3085
By:

Joe E. Fitzgerald
Senior Landman

Date:

Tax ID No.:_74-1666262

NON-OPERATORS

P. O. Box 823085 NEARBURG EXPLORATION COMPANY
Dallas, Texas 75382-3085
By:
Robert G. Shelton
Attorney-in-Fact
Date:
Tax ID No.:_462-8B0-5563

YATES PETROLEUM CORPORATION

105 South Fourth Street

Artesia, New Mexico 80210 By:
Its:
Date:
Tax ID¥:

YATES DRILLING COMPANY

105 South Fourth Street

Artesia, New Mexico 80210 By:
Its:
Date:
Tax ID#:

ARBO PETROLEUM CORPORATION

105 South Fourth Street

Artesia, New Mexico 80210 By:
Its:
Date:
Tax ID#:

MYCO INDUSTRIES, INC.

105 South Fourth Street

Artesia, New Mexico 80210 By:
Its:
Date:
Tax ID#:




EXHIBIT “F*
NOTICE OF JOINT OPERATING AGREEMENT LIEN,
SECURITY INTERESTS AND FINANCING STATEMENT

PAGE -3-
ACKNOWLEDGEMENTS
THE STATE OF TEXAS S
§
COUNTY OF MIDLAND §

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

Notary Public, State of Texas

THE STATE OF TEXAS s
§
COUNTY OF MIDLAND §

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

Notary Public, State of Texas

STATE OF NEW MEXICO ]
s
COUNTY OF CHAVES ]
The foregoing instrument was acknowledged before me on the day of .
1995, by as of YATES PETROLEUM
CORPORATION, a corporation, on behalf of said corporation.
Notary Public, State of New Mexico
STATE OF NEW MEXICO s
S
COUNTY OF CHAVES s
The foregoing instrument was acknowledged before me on the day of R
1995, by as of YATES DRILLING COMPANY,
a corporation, on behalf of said corporation.
Notary Public, State of New Mexico
STATE OF NEW MEXICO S
S
COUNTY OF CHAVES S
The foregoing instrument was acknowledged before me on the day of '
1995, by as of ABO PETROLEUM CORPORATION,
a corporation, on behalf of said corporation.
P

Notary Public, State of New Mexico



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

PAGE -4-
STATE OF NEW MEXICO s
§
COUNTY OF CHAVES s
The foregoing instrument was acknowledged before me on the day of ‘
1995, by as of MYCO INDUSTRIES, INC., a

corporation, on behalf of said corporation.

Notary Public, State of New Mexico

OPR-2\FATR1342.EXF



1)

2)

3)

4)

5)

6)
7)
8)
9)

10)

11)

12)

WALTER BERT HOLMQUIST OIL AND GAS LEASE

January 26, 1995

January 26, 1995

January 26 to
February 6, 1995

February 21, 1995

March 1, 1995

March 3, 1995
March 3, 1995
March 7, 1995
March 13, 1995

March 23, 1995

March 30, 1995

March 30, 1995

BS-2\HOLWQUIS . LSE

Received Drilling Title Opinion and recognized Walter Bert
Holmquist interest is unleased.

Contacted Randy Watts to initiate leasing of open interest.

Oll and gas lease negotiated and lease malled to Mr.
Holmquist; lease dated February 7, 1995.

Lease executed by Mr. and Mrs. Holmquist.

Oil and gas lease received by NationsBank. Telephone
conversation with Mr. Holmquist and verification his interest
was unleased.

Qil and gas lease draft paid off and lease recorded.
Received Yates' well proposal for Bert #1 well.
Nearburg proposes Fairchild 13 #1 well to Yates, et al.
Nearburg files application for compulsory pooling.

Received Supplemental Title Opinion showing Holmquist
Interest leased to NEC.

Received notice through Tom Kellahin Yates was protesting
our Holmquist lease.

Conversation with Walter Hoimquist. Mr. Holmquist confirms
conversation of March 3, 1995 and that he has now advised
Yates of my March 3, 1995 conversation and that Nearburg
was advised no lease was in force and effect at date paid off
and recorded.

BEFORE THE
OIL CONSERVATION DIVISION
Case No.11232/11233 Exhibit No /&
Submitted By:
Nearburg Exploration Company
Hearing Date: April 7, 1995

NMOCD Hearing
Aprll 7, 1995
Case #11233



LAW OFFICES

OF
WOERNDLE, PATTERSON, STRAIN & MILLER
ASSOCIATED ATTORNEYS BEFORE THE
1004 N. Big Spring, Suite 121 OIL CONSERVATION DIVISION
Midland, Texas 79701 Case No.11232/11233 Exhibit No.?/
Submitted By:
Nearburg Explorati
Rudolph A. Woerndie, P. C.* Hearing SEalteF: A;rﬁn70<1)r;ggny
*Licensed in Texas, New Mexico and Colorado ! 321
*Board Certified Oil, Gas & Mineral Law March 23, 1995 Fax: (915) 682-3159
Texas Board of Legal Specialization

*New Mexico Board of Legal Specisiization
Recognized Specialist - Oil & Gas Law

SUPPLEMENTAL DRILLING OPINION - covering the SW/4 of Section 13, T-
19-5, R-25-E, NMPM, EDDY COUNTY, NEW MEXICO.

Nearburg Exploration Company
3300 N. "A" Street, Building 2
Suite 120

Midland, Texas 79705

Att: Mr. Robert Shelton
Gentlemen:
Please refer to my Drilling Opinion dated January 26, 1995,

covering the entire S/2 of this Section 13 based upon materials
covering title from inception to December 16, 1994 at 7:00 a.m.

I have now examined the following:
MATERIALS EXAMINED

1. Personal examination of the records of Caprock Title Company
purporting to cover title to the captioned tract from closing
date of the prior opinion to March 3, 1995 at 7:00 a.m.

2, Copy of 0il and Gas Lease from Walter Bert Holmquist, et ux.
dated February 7, 1995, recorded in Book 212, page 1085, Eddy
County Records.

Based upon examination of the foregoing and subject to the
below comments and requirements, I am of the opinion that title is
vested as follows:

FEE TITLE
Surface:
David Caswell ---—---=-==--=-—--—-——-r— e oo - —— o 1/2
Louise L. Holmquist* ----~--=----—----——m— e m e o 1/6
Charles Holmquist* -------—----—--—-mo—m e e — e m oo 1/6

Walter Bert Holmquist
and wife, Fern Holmguist
as joint tenants -~-------r----err———ce e 1/6

Minerals:

Lease
No.:

3 James Richard Boyd* -------—-—— e e e - 1/16



Nearburg Exploration Company
March 23, 1995
Page 2

6 Ruth H. Boyd, Trustee of
the Family Trust Share
under Gideon M. Boyd
and Ruth H. Boyd
Trust Agreement dated

April 18, 1975 -——---—=---— -
3 Warren Akin, III* --=--------—m - e m
3 Jean G. Akin* ~=---------- e e

William Morgan Akin* ---=—--==------m-——e— o m e mm o

4 Dorothy Boyd Sinclair* ---------~----------——-——cm—m oo

5 Charles R. Wiggins, a

singleman ----—-—---—--—- =" - - -— - - s s oo oo

5 Richard H. Coats, whose

wife is Sigrid M. Coats ---------—=---—--—-—-—————————

3 Mary Boyd for life,
remainder to Dorothy
Boyd Sinclair (1/2),
Margaret Ellen Love (1/4),

and John Robert Love (1/4) —----=---=---~=--—-———e—— oo
1 Louise L. Holmquist* ---~--------r--meemm o m e o

2 Charles Holmquist# -----~-----------w--—w——— e m oo

7 Walter Bert Holmquist and
wife, Fern Holmquist as

joint tenantg ----------~-----------------————

* Denotes separate property.

OIL AND GAS LEASEHOLD ESTATE

Net
Working Revenue
Calculation Interest Interest
Yates Petroleum
Corporation 70% x 2/6 x 13/16 23.33334% .18958334

(Leases 1 and 2)

Yates Drilling Company 10% x 2/6 x 13/16 3.33333% .02708333

(Leases 1 and 2)

Abo Petroleum

Corporation 10% x 2/6 x 13/16 3.33333% .02708333

(Leases 1 and 2)

Myco Industries, Inc. 10% x 2/6 x 13/16 3.33333% .02708333

(Leases 1 and 2)

Nearburg Exploration

Company 7/16 x 13/16 — &7
(Leases 3-7) plus 1/16 x 3/4 fDUgCMD ©
plus 1/6 x 13/16 ~66-666671% _.53776042%%

Total: 499792?69% .80859375
ap %Y,

* & The interest of Nearbrug Exploration Company is
subiect to Assiaganment of Overriding Rovaltv in
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favor of Nearburg Producing Company dated January
27, 1995, recorded in Volume 211, page 699 (See
Requirement No. 8 below).

OIL AND GAS LEASES
The same are tabulated on Exhibit "A" attached hereto.
PATENT

This SW/4 of Section 13 was acquired under Patent from the
United States of America to Leoline Q. Taylor dated January 14,
1918, recorded in Book 4, page 457, Patent Records, without
reservation.

ENCUMBRANCES
None affecting the mineral estate.
RIGHTS-OF-WAY
1. El Paso Electric Company and Texas New Mexico Power Company
own a right~of-way for electric transmission line acquired as

follows:

A. From Walter B. Holmquist under instrument dated December
3, 1982, recorded in Book 255, page 594, Deed Records.

B. From Charles E. Holmquist under instrument dated December
3, 1982, recorded in Book 255, page 618, Deed Records.

2. Phillips 66 Natural Gas Company owns a pipeline easement
acquired as follows:

A. From Charles E. Holmquist under instrument dated February
11, 1991, recorded in Book 89, page 890, Deed Records.

B. From John Robert Love dated March 4, 1991, recorded in
Book 89, page 897, Deed Records.

C. From Dorothy Boyd Sinclair dated February 7, 1991,
recorded in Book 89, page 899, Deed Records.

D. From Mary D. Foster Boyd dated February 28, 1991,
recorded in Book 89, page 901, Deed Records.

E. From Margaret Ellen Love dated March 1, 1991, recorded in
Book 89, page 903, Deed Records.

- F. From Walter B. Holmquist dated February 29, 1991,
recorded in Book 89, page 905, Deed Records.

TAXES

No information submitted.

REQUIREMENTS
1.

The records of Eddy County reflect a Mineral Deed dated
December 12, 1994, recorded in Volume 207, page 753, Deed Records
from Ruth H. Boyd, Successor Trustee under Gideon M. Boyd and Ruth
H. Boyd Trust Agreement to Ruth H. Boyd, Trustee of the Family
Trust Share under Gideon M. Boyd and Ruth H. Boyd Trust Agreement.
No evidence has been furnished that Gideon M. Boyd, III is deceased
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or that Ruth H. Boyd is the sole successor trustee under the Trust
Agreement dated April 18, 1975. In this connection, Lease No. 6
was acquired from Ruth H. Boyd, Trustee of the Family Trust Share
under Gideon M. Boyd and Ruth H. Boyd Trust Agreement.

DRILLING REQUIREMENT: Furnish a copy o0f the Trust

Agreement dated April 18, 1975 creating the Gideon M.
Boyd and Ruth H. Boyd Trust and evidence that Gideon M.

Boyd,

III is deceased, or furnish other evidence that

Ruth H. Boyd is the sole successor trustee under such
agreement.

2.

The records reflect the following old oil and gas leases whose
primary terms have expired but which have not been released of

record:

A.

The following leases in favor of Tidewater Oil Company
covering the SW/4 only for a primary term of ten (10)
years:

Lessee Date Book/Page
Bertha Snyder Hunt March 3, 1967 175/189
Robert Boyd, et al. March 2, 1967 175/321

From Kenneth Holmquist, et al. to Leonard T. May dated
February 1977, recorded in Book 143, page 257, Miscella-
neous Records covering the SW/4 of this Section 13 only
for a primary term of five (5) years.

From R. C. Boyd, et al. to Yates Petroleum Corporation,
et al. dated March 15, 1977, recorded in Book 144, page
907, Miscellaneous Records covering the SW/4 only for a
primary term of five (5) years.

From Walter B. Holmguist, et al. to Yates Petroleum
Corporation, et al. dated December 10, 1981, recorded in
Book 208, page 960, Miscellaneous Records covering the
SW/4 only for a primary term of five (5) years.

From R. C. Boyd, et al. to Yates Petroleum Corporation,
et al. dated February 17, 1982, recorded in Book 210,
page 746, Miscellaneous Records covering the SW/4 only
for a primary term of five (5) years from March 15, 1982.

From Walter B. Holmquist, et al. to Yates Petroleum
Corporation, et al. dated February 1, 1987, recorded in
Book 274, page 872, OGL Records covering the SW/4 only
for a primary term of five (5) years.

The following leases in favor of Nearburg Petroleum
covering the SW/4 only for primary term of three (3)
years.

Lessor Date Book/Page
Warren Akin, III,
et al. May 19, 1988 23/209

Gideon M. Boyd,
Trustee, et al. May 18, 1988 23/211

James H. Love, et al. May 18, 1988 25/333
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Lessor Date Book/Page
Dorothy B. Sinclair May 18, 1988 26/324
H. The following leases in favor of Nearburg Exploration

Company covering the SW/4 only for a primary term of
three (3) years:

Lessor Date Book/Page
Gideon M. Boyd,

Trustee, et al. November 13, 1991 110/947
Dorothy B. Sinclair November 13, 1991 111/701
James H. Love November 13, 1991 111/713

Warren Akin, III,
et al. November 13, 1991 111/715

DRILLING REQUIREMENT: Obtain a release of each of these
leases from the record owner or furnish an affidavit or
other evidence that each of these leases has expired on
its own terms due to non-development and non-production.

3.
No New Mexico probate proceedings are reflected with respect

to the following parties affecting the interests set forth opposite
each such party’s name below, whom I assume to be deceased:

Party Interest
Kenneth Holmquist 1/6
Laura L. Holmquist Unknown

DRILLING REQUIREMENT: Furnish the Last Will and all
related New Mexico probate proceedings pertaining to each
decedent, or in the absence thereof, obtain a determina-
tion of heirship with respect to each such decedent by a
court of competent jurisdiction in the State of New
Mexico.

4l

With respect to Requirement 3 above as it pertains to Laura L.
Holmguist, the records reflect a Distribution Deed from Rodney J.
Peebles, Personal Representative u/w/o Laura L. Holmquist (under
proceedings in Muskegon, Michigan) to Nancy J. Peebles, recorded in
Book 147, page 807, covering all interest in this SW/4 of Section
13. My examination does not reveal what interest, if any, was
claimed by Laura L. Holmgquist, or the source of her title.

DRILLING REQUIREMENT: Furnish evidence of the identity
of Laura L. Holmquist and the source of title to any
interest she claimed in this SW/4 of Section 13.

5.

You have obtained an extension of Lease 3 in part from Mary
Boyd, the owner of a life estate in an undivided 1/8 interest. The
remaindermen are Dorothy Boyd Sinclair, Margaret Ellen Love and
John Robert Love. A ratification of such Extension Agreement has
been obtained from Dorothy Boyd Sinclair, but no such ratification
has been furnished from the other two remaindermen. It would
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appear from the Last Will of Robert Boyd (from whence these
interests devolved) that Mary Boyd was intended to have exclusive
powers during her life estate, but her exclusive right to lease
minerals for a period extending beyond her life is not patently
clear.

DRILLING REQUIREMENT: Obtain a ratification from
Margaret Ellen Love and John Robert Love of the Extension
Agreement previously acquired from Mary Boyd on November
8, 1994.

6.

No ad valorem tax information has been submitted with respect
to the SW/4 of Section 13.

DRILLING REQUIREMENT: Furnish evidence or satisfy
yourselves that all ad valorem taxes have been paid for
1994 and all prior years.

7l
I note the rights-of-way reflected above.

DRILLING REQUIREMENT: Locate said rights-of-way on the
ground and avoid same in conducting your operations.

8.

By Assignment of Overriding Royalty Interest dated January 27,
1995, recorded in Book 211, page 699, Charles E. Nearburg d/b/a
Nearburg Exploration Company assigned to Nearburg Producing Company
a 1% of 8/8 overriding royalty interest proportionately reduced to
the interest covered by Leases 3 and 4 and an expired lease from
Ruth H. Boyd, et al., recorded in Book 110, page 947, Deed Records.
Said assignment was not executed by the spouse of Charles E.
Nearburg, and no evidence is reflected that the interest of
Nearburg Exploration Company is owned as his separate property.
Also, I have assumed that said Assignment was intended to cover the
new oil and gas lease acquired from Ruth H. Boyd (Lease No. 6)
although said assignment does not contain "extension and renewal"
language.

PRODUCTION REQUIREMENT: In the event of production, no
distribution should be made to Nearburg Producing Company
until: (a) you have furnished evidence of the separate
property nature of the interest owned by Nearburg
Exploration Company or have obtained ratification of said
assignment of overriding royalty interest from the spouse

- of Charles E. Nearburg; and (b) you have furnished
evidence as to whether said assignment of overriding
royalty was intended to cover the new lease acquired from
Ruth H. Boyd (Lease No. 6). In the alternative, no
distribution should be made until Nearburg Exploration
Company and Nearburg Producing Company have both executed
your division order.

COMMENTS
1.

You should conduct your operations in accordance with the
terms and provisions of the above tabulated leases and the rules
and regulations of the New Mexico 0il Conservation Division. 1In
this connection, vou should note the numerous unusual provisions
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contained in Lease No. 5 from Richard Coats, et al. covering this
tract.

2'

This opinion is limited by the materials examined, and I
cannot be responsible for mistakes in or omissions from the records
of Caprock Title Company which I have been unable to detect.

3.

Thelma S. Boyd conveyed to H. L. Lusk an undivided 1/2
interest in the surface of the SW/4 of Section 13 by Warranty Deed
dated April 30, 1965, recorded in Book 188, page 353, Deed Records.
Lusk conveyed said interest to David Caswell without the joinder of
a spouse on October 15, 1991 by Warranty Deed recorded in Book 108,
page 431. I have no information as to whether H. L. Lusk was
married at the time of acquisition of this interest on April 30,
1965 and therefore cannot opine as to the validity of the Deed to
Caswell. Moreover, the heirs of Thelma Boyd continue to claim said
1/2 interest in the surface subsequent to 1965. This is for your
information regarding payment of surface damages only.

4.

This opinion incorporates all unsatisfied requirements and
comments contained in my prior Drilling Opinion dated January 26,
1995.

5.

I do not cover herein questions of boundary, area, excesses,
conflicts with adjacent tracts or surveys, unrecorded production
purchase contracts, unpaid bills for labor or materials which may
ripen into mechanic’s or materialman’s liens, rights of persons, if
any, in possession, nor any other matters not covered by the
materials examined.

Very truly yours,

Asyhy AV

Rudolph A. Woerndle, P. C.

ibm.0090p.nea



No.

No.

1:
Date:
Recorded:

Lessor:
Lessee:

Primary Term:
Land Covered:
Interest covered:

Royalty:
Delay Rentals:
Shut-In Gas Royalty:

Pooling:

Form:

2:

Date:
Recorded:
Lessor:

Lessee:

EXHIBIT

"All

October 24, 1991.

Book 108, page 922.

Louise Holmquist, a widow.
Yates Petroleum Corporation,
(70%), Yates Drilling Company
(10%), Abo Petroleum Corpora-
tion (10%) and Myco Industries,
Inc. (10%).

Five (5) years from February 1,
1992,

SW/4 only.

Believed to cover an undivided
1/6 interest (See Requirement
No. 3).

3/16.

None; this is a paid-up lease.
While there is a well on this
lease or on acreage pooled
therewith but gas is not being
sold or used, Lessee may pay or
tender as royalty on or before
90 days after the date on which
such well is shut-in and there-
after at annual intervals the
sum of $1.00 per acre and if
such payment is made or ten-
dered, this lease shall not
terminate and it will be con-
sidered that gas is being pro-
duced from this lease in paying
gquantities.

Units pooled for oil shall not
substantially exceed 40 acres
each in area plus a tolerance
of 10% and units pooled for gas
hereunder shall not substan-
tially exceed in area 640 acres
plus a tolerance of 10% there-
of, provided that should gov-
ernmental authority having ju-
risdiction prescribe or permit
the creation of units larger
than those specified, units
thereafter created may conform
substantially in size with
those

prescribed by governmental reg-
ulations.

Producer’s 88 Rev. (10-57)
which is of the "commencement"

type.

October 24, 1991.

Book 109, page 1012, Public
Records.

Charles Holmquist, a single
man.

Yates Petroleum Corporation
(70%), Yates Drilling Company
(10%), Abo Petroleum Corpora-
tion (10%) and Myco Industries,
Inc. (10%).



Land Covered:
Interest Covered:
Royalty:

Delay Rentals:
Shut-In Gas Royalty:
Pooling:

Form:

Date:
Recorded:
Lessors:

Lessee:
Primary Term:

Land Covered:
Interest Covered:
Royalty:

Delay Rentals:
Shut-In Gas Royalty:

Pooling:

Form:

Ratifications:

SW/4 only.
An undivided 1/6 interest.
3/16.

None; this is a
Same as Lease 1.
Same as Lease 1.
Same as Lease 1.

paid-up lease.

November 13, 1991.

Book 111, page 715.

Warren Akin, III and wife, Jean
G. Akin, R. C. Boyd, Mary Boyd,
and William Morgan Akin, each
dealing in his/her separate
property.

Nearburg Exploration Company.
Four (4) years, as amended.
(See Extension below).

SW/4 of this Section 13 only.
Undivided 5/16.

3/16.

None; this is a paid-up lease.
At any time when this lease is
not validated by other provi-
sions hereof and there is a gas
well and/or condensate well on
said land or land pooled there-
with but gas or condensate is
not being so sold or used and
such well is shut-in, either
before or after production
therefrom, then on or before 30
days after said well is shut-in
and thereafter at annual inter-
vals, Lessee may pay or tender
an advance shut-in royalty
equal to $1.00 per net acre of
Lessor’s gas acreage then held
under this lease by the party
making such payment or tender,
and so long as said shut-in
royalty is paid or tendered,
this lease shall not terminate
and it shall be considered un-
der all clauses hereof that gas
is being produced from the
leased premises in paying quan-
tities.

Units pooled hereunder shall
not exceed the standard prora-
tion units fixed by law or by
the 0Oil Conservation Division
of the Energy and Minerals De-
partment of the State of New
Mexico or by other lawful au-
thority for the pool or area in
which said land 1is situated
plus a tolerance of 10%.
Producer’s 88-Producer’s Re-
vised 1981 New Mexico Form 342,
Paid-up (Nearburg); which is of
the "commencement" type.

The following ratifications
have been taken from the re-
maindermen to the life estate
of Mary Boyd:



Extensions and
Amendments:

No. 4:

Date:
Recorded:
Lessor:

Lessee:
Primary Term:

Land Covered:
Interest Covered:
Royalty:

Delay Rentals:
Shut-In Gas Royalty:
Pooling:

Form:

Extension and
Amendment:

No. 5:

- Date:
Recorded:
Lessors:

Lessee:
Primary Term:

Land Covered:
Interest Covered:

(1) From Margaret Ellen Love
dated December 4, 1991, record-
ed in Book 12, page 36;

{(2) From John Robert Love dated
November 29, 1991, recorded in
Book 112, page 37; and

(3) From Dorothy B. Sinclair
dated December 3, 1991, record
in Book 112, page 38.

You have furnished the follow-
ing amendments to this lease -
extending the primary term to
four (4) years:

1. Executed by Warren AKkin,
I11, Jean G. Akin, R. C. Boyd,
Mary Boyd, and William Morgan
Akin dated November 8, 1994,
recorded in Book 206, page 518.
2. Executed by James R. Boyd,
dated December 3, 1994, record
in Book 206, page 520.

3. Ratification executed by
Dorothy B. Sinclair, as
remainderman, dated November
18, 1994, recorded in Book 206,
page 522.

November 13, 1991.

Book 111, page 701.

Dorothy B. Sinclair, dealing in
her sole and separate property.
Nearburg Exploration Company.

Four (4) years, as amended (See
Extension below).

SW/4 of this Section 13 only.

Undivided 1/16.

3/16.

None; this is a
Same as Lease 3.
Same as Lease 3.
Same as Lease 3.

paid-up lease.

The primary tern of this lease
was amended by Amendment and
Extension Agreement executed by
Dorothy B. Sinclair on November
18, 1994, recorded in Book 206,
page 521.

November 4, 1994.

Book 206, page 509.

Richard H. Coats and wife,
Sigrid M. Coats; and Charles A.
Wiggins, a single man.
Nearburg Exploration Company.
Two (2) years, with the option
to extend the primary term for
an additional one (1) year on
or before November 4, 1996, by
paying an additional $50.00 per
acre.

SW/4 of this Section 13 only.
Undivided 1/16.



Royalty:

Delay Rentals:

Shut-In Gas Royalty:

Pooling:

25% calculated and payable pur-
suant to terms of Paragraph 3
of the lease.

$400.00 per annum payable to
Lessors or Lessors’ credit at
Texas Commerce Bank, Midland,
Texas on or before November 4,
1995, in the absence of drill-
ing operations.

At any time either before or
after the expiration of the
primary term where gas from a
well located on said lands and
completed as a commercial pro-
ducer of gas only or gas and
condensate or distillate only
is not sold because of a lack
of a gas pipeline connection
therefor, Lessee may pay or
tender as royalty by a valid
check or draft of Lessee to the
parties entitled to receive
royalties under this lease or
to their credit at the deposi-
tory bank on or before 90 days
after the date on which (i) the
first gas well is shut-in, or
(ii) this lease ceases to be
otherwise maintained as provid-
ed herein whichever 1is the
later date and annually there-
after, a shut-in gas well roy-
alty payment in the amount
hereinafter provided, and if
such payment is properly and
timely made it will be consid-
ered that gas is being produced
from said lands in accordance
with the terms of this lease;
provided, however, this lease
may not be continued in force
by the making of shut-in gas
well royalty payments as herein
provided for a period longer
than two consecutive years af-
ter the end of the primary
term. The annual payment
(shut-in royalty) shall be
equal to the annual rental pro-
vided for herein. This provi-
sion as to the payment of shut-
in gas royalty is a condition
and not a covenant, and the
failure to pay any shut-in gas
royvalty as herein provided
shall effect an automatic
termination of this lease.
Units pooled for oil hereunder
shall not substantially exceed
40 acres each in area and units
pooled for gas shall not sub-
stantially exceed in area 320
acres each, plus a tolerance of
10%, provided that should gov-
ernmental authority having ju-
risdiction prescribe or permit
the creation of units larger
than those specified for the
drilling of a well at a regular
location or for obtaining maxi-



Form:

Special Provisions:

mum allowable for any well to
be drilled, drilling or already
drilled, units thereafter cre-
ated and previously created
units may be modified to con-
form substantially in size with
those prescribed by governmen-
tal regulations.

This lease is on the Lessor'’s
own typewritten form which is
of the "commencement" type.
This lease contains numerous
special provisions pertaining
to calculation and payment of
royalty, operational proce-
dures, indemnities, plugging
liability, and the following
continuous development provi-
sion:

Continuous Development. If
this lease is in full force and
effect at the end of the prima-
ry term hereof, then within 120
days after the expiration of
the primary term, Lessee shall
commence actual drilling of a
well on said lands and shall
thereafter continuously develop
said lands by drilling addi-
tional wells on the lands cov-
ered hereby with not more than
120 days elapsing between the
completion of one well and the
commencement of the next suc-
ceeding well. For the purposes
of interpretation of this pro-
vision, a well shall be deter-
mined to be completed on the
day Lessee releases the drill-
ing rig used to drill such well
or the day such rig is removed
off the location whichever day
occurs first, and a well shall
be determined to be commenced
when such well 1s spudded.
Each well properly commenced
hereunder shall be completed by
Lessee within 90 days of the
date of cessation of drilling
operations of such well.

Upon cessation of such continu-
ous drilling program by Lessee,
or if such continuous drilling
program is not commenced, this
lease and all rights hereunder
shall automatically terminate
as to all lands covered hereby,
save and except as to each well
then capable of producing oil
or gas 1in paying quantities
together with the proration
unit allocated thereto (the
size of said proration unit
being hereby defined as the
number of acres prescribed by
the New Mexico 0il Conservation
Division or other proper gov-
ernmental authority as the min-
imum number of acres required
for the production of the maxi-
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No.

6:

Date:
Recorded:
Lessors:

Lessee:

Primary Term:

Land Covered:
Interest Covered:
Royalty:

Delay Rentals:
Shut-In Gas Royalty:
Pooling:

- Form:

7:

Date:
Recorded:
Lessor:

Lessee:

Primary Term:

Land Covered:
Interest Covered:
Royalty:

Delay Rentals:
Shut-In Gas Royalty:

mum allowable from a well in
the particular field and from
the particular formation in-
volved) as of the date of such
termination, and shall further
terminate as to all depths in
each such proration unit below
the base of the deepest produc-
ing formation in each such well
capable of producing oil or gas
in paying quantities. Within
30 days after a partial termi-
nation of this lease as provid-
ed above, Lessee shall execute
and deliver to Lessor a record-
able release of this lease as
to all 1lands covered hereby,
save and except the lands and
depths to be allocated to each
production proration unit in
accordance with the terms set
forth above.

Upon cessation of said continu-
ous drilling program, any acre-
age so assigned to a producing
proration unit shall be consid-
ered as covered by a separate
lease containing the same terms
and provisions hereof, so that
thereafter each separate lease
can be kept in force and effect
only by actual production from
or operations upon that par-
ticular tract without regard to
production or drilling opera-
tions upon the other tracts
retained by Lessee under the
terms hereof.

January 13, 1995.

Book 212, page 625.

Ruth H. Boyd, Trustee of Family
Trust Share under Gideon M.
Boyd and Ruth H. Boyd Trust
Agreement U/T/A April 18, 1975.
Nearburg Exploration Company.
Ten Months.

This SW/4 of Section 13 only.
Undivided 1/16 interest.

3/16.

None, this is a paid up lease.
Same as Lease 3.

Same as Lease 3.

Same as Lease 3.

February 7, 1995.

Book 212, page 1085.

Walter Bert Holmquist and wife,
Fern Holmquist.

Nearburg Exploration Company.
Three (3) years.

This SW/4 of Section 13 only.
Undivided 1/6.

3/16.

None; this is a paid-up lease.
Same as Lease 3.



Pooling;

Same ag Lease 3.
Form:

Same ag Lease 3,

009exh.nea
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DRILLING OPINION - covering the S/2 of Section 13, T-19-S, R-25-E,
NMPM, EDDY COUNTY, NEW MEXICO.

Nearburg Exploration Company
3300 N. "A" Street

Building 2, Suite 100
Midland, Texas 79705

Att: Mr. Robert Shelton
Gentlemen:
I have examined the following:

MATERIALS EXAMINED

Personal examination of the records of Caprock Title Company
purporting to cover title from inception to December 16, 1994 at

7:00 a.m.

Based upon examination of the foregoing and subject to the
below comments and requirements, I am of the opinion that title is
vested as follows:

FEE TITLE

I. SE/4 OF SECTION 13:

Surface:

4.0 acres described in Warranty Deed from Joe L. Cox, et
ux. dated December 7, 1990, recorded in Volume 82, page

1076, Deed Records.

James T. Ross, whose wife
is Ruth Rogg -=----————==—— oo m e e e e o All

Balance of SE/4:

Joe L. Cox, whose wife
is Janet CoX ———————~-mmmm oo e e e e All

Minerals:

Lease
No.
25 Bonnie H. Morrison* —————————— e 1/8
1 Marshall & Winston, Inc. ——~-~=---—— e 1/8
12 John W. Lackey** whose

wife is Margaret Lackey ——-————=~=-—===——c . 1/20
18 George W. Gushwa* —===---———— 1/40

21 Charles R. Gushwa® ———— == c e e e 1/40
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22 BettyDale* - =--==----o-cm e e 1/40
14 RuthFenton* -==----=mr-—ee 1/40
20 JohnJ. Gushwa* —-—-==---mem e e e e 1/40
11 P. D. Helmig, whose wife

is Marian L. Helmig --—---==--------r-—rm e m e — e 1/20
19 N. Naomi McMinn* -~--—--—---— e e e — 1/20
17 E. W. Bisett, a singleman ---------------eo-——————oo oo 1/20
24 Donald B. Anderson —-----—---m--- - m— e — e — e 1/20
10 H. E. Harrington and

Sarah Louise Harrington,

Trustees of the

H. E. and Sarah L. Harrington

Trust U/T/A September 16, 1992 --------------———-—w—————- 1/20
6 R. R. Hinkle Company, Inc, —-=---==—=—-======——————o——o——- 1/32
7 McQuiddy Communications

and Energy, InC., ——--—==- - - - -m—mm e — e —— e 1/32
3 LillianT. Hinkle* --=---------m e e m e e m e e 1/32
2 James Lisle Hinkle* - --=------r--e—mmm oo e m e 17128
4 John T. Hinkle* —-~===—---eecmm e e e oo 1/128
5 Bettianne Hinkle Bowen* - --=---—-—==-c——mmmuu————m— oo 17128
U Charles E. Hinkle* ~-=---------ommm e e e e 1/256
U Jenna Hinkle* -------—--~-m--mm e e e e e e 1/512
u KristenHinkle* --—=~=-——---mv e e o 1/512
15 Lucy Whitehurst Eastham - ---------------=---——-mm e 1/40
16 Carole Whitehurst Walker

and Julian Walker, as

joint tenantg -----------------mo e e 1/40
8 Brian W. Copple, Trustee

of the Betty Dae Copple

Trust u/w/o C. A. Copple,

- deceased ——--mmmm oo s e e e 1/20

13 Phelps Anderson ——-=—==--=--—-=-co oo e 1/40
23 Robert B. Anderson ——-—--==--———---—-m e m e m e 1/40
9 R. L. Higging* ---——-~------ommm e - 1/20

* Denotes separate property.

U Denotes unleased mineral interest.

RO

PIRS
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0il and Gas Leasehold Estate:

Working Net Revenue
Calculation Interest Interest
M. Craig Clark 5.46875% x 13/16 5.46875% .0444335
(Leases 2-5)
Nearburg Exploration
Company 12.5% x 13/16
(Leases 1, plus 12.5% x 3/4
6-25) plus 68.75% x 4/5 93.75000% .7453125
Unleased:
(Charles E. Hinkle,
Jenna Hinkle and
Kristen Hinkle 0.78125% .0078125
TOTAL: 100.00000% .7975585
II. SW/4 OF SECTION 13:
Surface:
DavidCaswell —=——-——m=-—==——m— e — e ——— e 1/2
Louise L. Holmquist* ------------—--o e 1/6
Charles Holmquist* ~~~=--—-m-—omm e — e e e o o 1/6
Walter Bert Holmquist
and wife, Fern Holmquist,
as joint tenants ----------------m e e 1/6
Minerals:
Lease
No.
28  James Richard Boyd* —=---===o-c-eoe e e 1/16
U Gideon M. Boyd, III
and Ruth H. Boyd, Trustees
U/T/A dated April 18, 1975 —-—--————-~—-—mmm e m e 1/16
28 WarrenAkin, III*------==--=r—m e e 1/32
28 Jean G. AKLN¥ == === === oo oo 1/32
28 William Morgan Akin* -----------ommmm 1/16
29 Dorothy Boyd Sinclair* -------------—-cmm 1/16
30 Charles R. Wiggins, a
singleman - ------=~=---— - - 1/32
30 Richard H. Coats, whose

Wife 1 QIarid M. CoALtE —— oo e e e e e e e e e e e e e 2 e e o o e am e e 1719

Yo 557
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28 Mary Boyd for life,
remainder to Dorothy
Boyd Sinclair (1/2),
Margaret Ellen Love (1/4),

and John Robert Love (1/4) ---------------mmmmmmmme - 1/8
26 Louise L. Holmquist* ----------c--mmomm e 1/6
27 CharlesHolmquist* ----—--------m— e e e 1/6

U Walter Bert Holmquist
and wife, Fern Holmquist

as joint tenants ----------------—"——----me——— o 1/6
* Denotes separate property.
U Denotes unleased mineral interest.

0il and Gas Leasehold Estate:

Calculation

Yates Petroleum
Corporation 70% x 2/6 x 13/16
(Leases 26,27)

Yates Drilling
Company 10% x 2/6 x 13/16
(Leases 26,27)

Abo Petroleum
Corporation 10% x 2/6 x 13/16
(Leases 26,27)

Myco Industries,
Inc.
(Leases 26, 27)

10% x 2/6 x 13/16

Nearburg Exploration

Company

(Leases 28,29,30) 3/8 x 13/16
plus 1/16 x 3/4

1/6 (Holmquist)
plus 1/16 (Ruth Boyd)

Unleased

TOTAL:

Working

Interest

23.33333%

3.33333%

3.33333%

3.33334%

43.75000%

22.91667%

100.00000%

OIL AND GAS LEASES

The same are tabulated on Exhibit
PATENTS

I. SE/4 OF_ SECTION 13

Net Revenue

Interest

.18958334

.02708333

.02708333

.02708333

.35156250

.22916667

.85156250

"A" attached hereto.

The SE/4 of this Section 13 was acquired under Patent from the
United States of America dated January 26,

Edward L. Teddlie,
Records, without reservation.

recorded in Book 3,

1914 in favor of
page 319,

Patent
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II. SW/4 OF SECTION 13:

The SW/4 of this Section 13 was acquired under Patent from the
United States of America to Leoline Q. Taylor dated January

14, 1918,

recorded in Book 4, page 457, Patent Records,

without reservation.

ENCUMBRANCES

None affecting the mineral estate.

RIGHTS-OF-WAY

I. SE/4 OF SECTION 13:

1. El Paso Electric Company and Texas-New Mexico Power
Company own a right-of-way for electric transmission line
acquired from Donald Fanning on November 2, 1982,
recorded in Book 255, page 544, Deed Records.

2, Phillips 66 Natural Gas Company owns pipeline easements
acquired as follows:

A,

From James T. Ross and wife, Ruth A. Ross dated
January 11, 1991, recorded in Book 85, page 1193,
Public Records, crossing 4 acres in the SE/4 of
Section 13.

From Joe L. Cox and wife, Janet Cox dated January
19, 1991, recorded in Book 86, page 558, Public
Records.

II. SW/4 OF SECTION 13:

1. El Paso Electric Company and Texas-New Mexico Power
Company own a right-of-way for electric transmission line
acquired as follows:

A.

From Walter B. Holmquist under instrument dated
December 3, 1982, recorded in Book 255, page 594,
Deed Records.

From Charles E. Holmquist under instrument dated
December 3, 1982, recorded in Book 255, page 618,
Deed Records.

2. Phillips 66 Natural Gas Company owns a pipeline easement
acquired as follows:

A.

From Charles E. Holmquist under instrument dated
February 11, 1991, recorded in Book 89, page 890,
Deed Records.

From John Robert Love dated March 4, 1991, recorded
in Book 89, page 897, Deed Records.

From Dorothy Boyd Sinclair dated February 7, 1991,
recorded in Book 89, page 899, Deed Records.

From Mary D. Foster Boyd dated February 28, 1991,
recorded in Book 89, page 901, Deed Records.

From Margaret Ellen Love dated March 1, 1991,
recorded in Book 89, page 903, Deed Records.
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F. From Walter B. Holmquist dated February 29, 1991,
recorded in Book 89, page 905, Deed Records.

TAXES

I. SE/4 OF SECTION 13:

Not applicable. The State of New Mexico does not separately
assess severed minerals for ad valorem tax purposes.

II. SW/4 OF SECTION 13:

No information furnished.

REQUIREMENTS

I. SE/4 OF SECTION 13:

l.

I note a lease from Bonnie H. Morrison in favor of Nearburg
Exploration Company dated November 4, 1994, for a primary term of
two years covering this SE/4 of Section 13 only (Lease 25). I
assume Bonnie H. Morrison is the same person as Bonnie Matlock, the
widow of Bruce K. Matlock. No evidence in this regard is reflect-
ed.

In addition, the records do not reflect that leases have been
acquired from Charles E. Hinkle, Jenna Hinkle or Kristen Hinkle.
You previously advised that the interest vested of record in
Cynthia Hinkle, Trustee is now actually vested in Jenna Hinkle and
Kristen Hinkle, and I have credited these interests accordingly
although no evidence of this succession is reflected of record.

DRILLING REQUIREMENTS :

A. Furnish evidence that Bonnie H. Morrison and Bonnie
Matlock are the same person, 1f such is the case.

B. Prior to commencing operations, obtain leases
covering the interests of Charles E. Hinkle, Jenna Hinkle
and Kristen Hinkle.

C. Furnish evidence of the succession in title from
Cynthia Hinkle, Trustee, to Jenna Hinkle and Kristen
Hinkle.

2.

Joe W. Lackey acquired an undivided 1/2 interest in the SE/4
from Charles B. Read, et ux. under Mineral Deed dated November 5,
1951, recorded in Book 121, page 422, Deed Records. By Mineral
Deed dated February 25, 1955, recorded in Book 196, page 464, Deed
Records, Joe W. Lackey and wife, Naydeen Lackey conveyed 9/20
mineral interest to Robert O. Anderson, et al. Lease No. 13 was
acquired form John W. Lackey and wife, Margaret Lackey. There is
no evidence of the succession in title between Joe W. Lackey and
wife, Naydeen Lackey and John W. Lackey and wife, Margaret Lackey.

DRILLING REQUIREMENT: Furnish evidence of the succession
in title between said varties.
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3.

E. W. Bisett acquired an undivided 1/20 mineral interest from
Joe W. Lackey under the Deed dated February 25, 1955, discussed in
Requirement No. 2 above. There is no evidence as to whether E. W.
Bisett was married on salid date. Lease No. 18 was acquired from E.
W. Bisett, a single man.

DRILLING REQUIREMENT: Furnish evidence as to whether E.
W. Bisett was married on February 25, 1955. If so,
furnish evidence that E. W. Bisett acquired all interest
of his spouse prior to execution of Lease No. 18.

4.

By Warranty Deed dated March _ , 1991, recorded in Book 90,
page 984, Public Records, Robert 0. Anderson and wife, Barbara
Phelps Anderson conveyed all of their interest in the SE/4 to
Phelps Anderson and Robert B. Anderson, equally. There is no
evidence that Phelps Anderson and Robert B. Anderson acquired such
interests as thelr separate property. Lease 14 (Phelps Anderson)
and Lease 24 (Robert B. Anderson) were executed solely by said
parties reciting separate property.

DRILLING REQUIREMENT: Furnish evidence that Phelps
Anderson and Robert B. Anderson own their interests in
the SE/4 as their separate property, or obtain ratifica-
tion of Leases 14 and 24 from Phelps Anderson and Robert
B. Anderson, respectively, together with their respective
spouses.

5.

Lease No. 24 was acquired from Joseph C. Anderson, as
attorney-in-fact for Donald B. Anderson. No evidence of this
power-of-attorney is reflected in the materials examined.

DRILLING REQUIREMENT: Furnish evidence that Joseph C.
Anderson had the authority to act for Donald B. Anderson
on March 18, 1994 and that Donald B. Anderson was alilve
and competent on said date.

6.

Donald B. Anderson acquired his undivided 1/20 interest under
Mineral Deed from Joe W. Lackey dated February 25, 1955, recorded
in Book 196, page 464, Deed Records. There is no evidence that
such interest was acquired as separate property, although Lease 24

recites separate property and has not been joined by the wife of
Donald B. Anderson.

DRILLING REQUIREMENT: Furnish evidence that Donald B.
Anderson acquired this interest as his separate property,
or obtain a ratification of Lease 24 from Donald B.
Anderson and his spouse.

7.

I have credited to M. Cralg Clark an undivided 1/8 of the
leasehold estate pursuant to Leases 2 through 5. I assume such
interest is to be acquired by Nearburg Exploration Company.

DRILLING REQUIREMENT: Prior to commencing drilling
operations, obtain an assignment of all interest of M.
Craig Clark and file same for record in Eddy County, New
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Mexico after proper execution and acknowledgment by M.
Cralg Clark and his wife.

8‘

The records reflect numerous old oil and gas leases, whose
primary terms have expired but which have not been released of
record, being the following:

A.

From William B. Pistole, et al. to F. B. Van Horn dated
July 16, 1929, recorded in Book 2, page 165, OGL Records,
covering the SE/4 of Section 13 only for a primary term
of five (5) years.

From W. J. Gushwa, et al. to F. B. Van Horn dated July
16, 1929, recorded in Book 2, page 192, OGL Records,
covering the SE/4 of Section 13 only for a primary term
of five (5) years.

From Della E. Gushwa, et vir. to Bruce K. Matlock dated
March 16, 1944, recorded in Book 25, page 469, OGL
Records, covering the SE/4 only for a primary term of ten
(10) years.

From W. J. Gushwa, et ux. to Don H. Ford dated July 1,
1964, recorded in Book 169, page 224, OGL Records
covering the SE/4 of Section 13, and the S8/2 NE/4, S/2
NW/4 North of Seven Rivers and the NW/4 SW/4 North of
Seven Rivers in Section 19, T-19-S, R-26-E, for a primary
term of ten (10) years.

From Bonnie H. Morrison to Yates Petroleum Corporation
dated November 9, 1970, recorded in Book 75, page 769,
OGL Records covering the SE/4 of Section 13 and N/2 NE/4
of Section 7, same township and range for a primary term
of five (5) years.

From Opal Taylor Hinkle, et al. to Roger C. Hanks dated
November 20, 1970, recorded in Book 78, page 539, OGL
Records, covering the SE/4 only for a primary term of
five (5) years.

From Clarence E. Hinkle, et ux. to Roger C. Hanks dated
November 20, 1970, recorded in Book 78, page 542, OGL
Records covering the SE/4 only for a primary term of five
(5) years,

From John J. Gushwa, et al. to Yates Petroleum Corpora-
tion dated September 14, 1978, recorded in Book 164, page
76, OGL Records covering the SE/4 only for a primary term
of five (5) years from October 25, 1978.

The following oil and gas leases in favor of Champlin
Petroleum Company, each dated December 27, 1978, and
covering 210 acres being the SE/4 and Fairchild Farm
Tracts 504, 505, 518, 519, 521, 523, 528, 539, 540 and
543 for a primary term of five (5) years:

Lessor Book/page
Donald B. Anderson 174/239
Robert 0. Anderson 174/243

E. W. Bisett 174/247
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tion Company

Lessor

C

. A. Copple

H. E. Herrington, et ux.

R. L. Higgins, et ux.

John W. Lackey, et ux.

J. R, McMinn, et ux.

Phil D. Helmig, et ux.

Joe F. Whitehurst, et ux.

J. The following leases in favor

Partne

rship:

1. Covering SE/4 Only:

Lessor
Ruth Fenton
George W. G

Charles R.

Bonnie H. Morrison March

John J. Gus
Della Fay R

R. R. Hinkl

Date

March
ushwa March
Gushwa March
hwa March

owland March

e, Co. May 24,

McQuiddy Communications

and Energy,

2. Covering 210 acres,

Inc. May 24,

19,
19,
19,
14,
19,
19,

1988
1988
1988
1988
1988
1988

1988

1988

Book/page
174/251

174/255
174/259
174/263
174/267
175/617
175/625

Book/Page
18/210

18/212
18/217
18/231
18/233
19/1108
23/207

24/40

of Nearburg Petroleum

being the SE/4 and Fairchild
Farm Tracts 504, 505, 518, 519, 521, 523, 528, 539,

540 and 543 for a prmary term of three years:

Lessor

C. A.
H. E.
E. W.
J. R.
R. L.

Joe F.
et ux.

Copple, et ux.

Herrington, et ux.

Bisett
McMinn, et ux.
Higgins, et ux.

Whitehurst,

Phil D. Helmig, et ux.

Robert
et ux.

0. Anderson,

Date
March
March
March
March

March

March

March

March

21,
21,
21,
21,
21,

21,

21,

21,

1988
1988
1998
1988
1988

1988
1988

1988

Book/Page
19/162
19/1110
20/762
20/764
20/769

20/771

20/773

21/131
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Lessor Date Book/Page
John W. Lackey, et ux. March 21, 1988 21/134
Donald B. Anderson March 21, 1988 21/774

3. Covering 305 acres, being the SE/4 of this Section
13 and the following Fairchild Farm Tracts in

Section 12, T-19-S, R-25-E for a primary term of
three years: Nos. 437, 445, 446, 448, 449, 459,
460, 462, 463, 464, 465, 466, 468, 469, 470, 471,
472, 473, 474, 475, 476, 477, 478, 479, 480, 481,
483, 484, and 489:

Lessor Date Book/Page
Bettianne Hinkle Bowen March 23, 1988 21/423
John T. Hinkle March 23, 1988 21/425
Charles E. Hinkle March 23, 1988 20/775
Lillian T. Hinkle March 23, 1988 21/427
James Lisle Hinkle March 23, 1988 21/429
Cynthia Hinkle, Trustee March 23, 1988 22/231

From Marshall and Winston, Inc. to Nearburg Petroleum
Partnership dated May 24, 1988, recorded in Book 24, page
35, Public Records, covering the identical lands de-
scribed in (J.3.) above and in addition thereto the NW/4
of Section 12, T-19-S, R-25-E, for a primary term of one
year.

The following leases in favor of Nearburg Exploration
Company for a primary term of three (3) years:

1. Covering 210 acres, being the SE/4 of this Section
13 and Fairchild Farm Tracts 504, 505, 518, 519

521, 523, 528, 539, 540 and 543:

Lessor Date Book/Page
R. L. Higgins March 6, 1991 937281
Phil D. Helmig, et ux. March 6, 1991 93/286
H. E. Herrington, et ux. March 6, 1991 93/288
Donald B. Anderson March 6, 1991 93/290
Phelps Anderson March 11, 1991 93/292
Lucy Whitehurst Eastham,

et vir. March 11, 1991 93/294
J. R. McMinn, et ux. March 6, 1991 93/296
Brian W. Copple,

Trustee March 6, 1991 93/298
E. W. Bisett March 6, 1991 95/1185
Carole Whitehurst Walker March 11, 1991 95/1191
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Lessor Date Book/Page
John W. Lackey, et ux. March 6, 1991 104/1085
Robert B. Anderson March 11, 1991 95/1193

2. Covering the SE/4 of this Section 13 and the SE/4,
S§/2 NE/4, and all of the S/2 NW/4 and NW/4 SW/4
lying North of North Seven Rivers in Section 19, T-
19-S, R-26-E, for a primary term of three (3)

years effective March 21, 1991: :

Lessor Date Book/Page
John J. Gushwa March 18, 1991 95/1187
Lessorx Date Book/Page
George W. Gushwa March 18, 1991 95/1189
Charles R. Gushwa March 18, 1991 95/1199
Ruth Fenton March 18, 1991 96/5
Betty Dale March 18, 1991 106/727

From Bonnie H. Morrison to Nearburg Exploration Company
dated November 3, 1992, recorded in Book 141, page 1056,
Public Records covering the SE/4 of this Section 13 only
for a primary term of two (2) years.

DRILLING REQUIREMENT: Obtain a release of each of the

above described leases from the record owners thereof, or
furnish an affidavit or other evidence that each of said
leases has expired by its own terms due to non-develop-
ment and non-production.

9.

No New Mexico probate proceedings are reflected with respect
to the following parties, affecting the respective interests in the
SE/4 reflected opposite his/her name below:

Party Interest
William B. Pistole 1/2
Rolla R. Hinkle 1/16

. Clarence E. Hinkle 1/16
C. A. Copple 1/20
John R. McMinn 1/20
Della Fay Rowland 1/40

DRILLING REQUIREMENT: Furnish the Last Will and all
related New Mexico probate proceedings pertaining to each
decedent, or in the absence thereof, obtain a determina-
tion of heirship with respect to each such decedent from
a court of competent jurisdiction in the State of New
Mewico.
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II.

Trust Agreement dated April 18,

SW/4 OF SECTION 13:

10.

My examination reveals that the following interests remain
unleased:

Walter Bert Holmguist and
wife, Fern Holmquist 1/6

Gideon M. Boyd, III and
Ruth H. Boyd, Trustees
U/T/A April 18, 1975 1/16

You advise that Gideon M. Boyd, III may be deceased.

been furnished for my examination.

DRILLING REQUIREMENTS:

A. Prior to commencing operations, obtain a lease on the
interest of each unleased owner, obtain their execution
of a joint operating agreement or obtain compulsory
pooling of such parties’ interests pursuant to the rules
and regulations of the New Mexico Oil Conservation Com-
mission.

B. If Gideon M. Boyd, III is deceased, furnish a copy of
the Trust Agreement dated April 18, 1975 prior to

The

1975 is not of record and has not

acquiring a lease of said interest.

11.

The records reflect the following old oil and gas leases whose
primary terms have expired but which have not been released of

record:

A.

The following leases in favor of Tidewater 0il Company
covering the SW/4 only for a primary term of ten (10)
years:

Lessee Date Book/Page

Bertha Snyder Hunt March 3, 1967 1757189
Robert Boyd, et al. March 2, 1967 175/321

From Kenneth Holmquist, et al. to Leonard T. May dated
February 1977, recorded in Book 143, page 257, Miscella-
neous Records covering the SW/4 of this Section 13 only
for a primary term of five (5) years.

From R. C. Boyd, et al. to Yates Petroleum Corporation,
et al. dated March 15, 1977, recorded in Book 144, page
907, Miscellaneous Records covering the SW/4 only for a
primary term of five (5) years.

From Walter B. Holmquist, et al. to Yates Petroleum
Corporation, et al. dated December 10, 1981, recorded in
Book 208, page 960, Miscellaneous Records covering the
SW/4 only for a primary term of five (5) years.

From R. C. Boyd, et al. to Yates Petroleum Corporation,
et al. dated February 17, 1982, recorded in Book 210,
page 746, Miscellaneous Records covering the SW/4 only
for a primary term of five (5) years from March 15, 1982,
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F. From Walter B. Holmgquist, et al. to Yates Petroleum
Corporation, et al. dated February 1, 1987, recorded in
Book 274, page 872, OGL Records covering the SW/4 only
for a primary term of five (5) years.
G. The following leases in favor of Nearburg Petroleum

Partnership covering the SW/4 only for a primary term of
three (3) years:

Lessor Date Book/Page
Warren Akin, III, et al. May 19, 1988 23/209
Gideon M. Boyd,

Trustee, et al. May 18, 1988 23/211
James H. Love, et al. May 18, 1988 25/333
Dorothy B. Sinclair May 18, 1988 26/324

H. The following leases in favor of Nearburg Exploration
Company covering the SW/4 only for a primary term of
three (3) years:

Lessor Date Book/Page
Gideon M. Boyd,

Trustee, et al. November 13, 1991 110/947
Dorothy B. Sinclair November 13, 1991 111/701
James H. Love November 13, 1991 111/713

Warren Akin, III, et al. November 13, 1991 111/715

DRILLING REQUIREMENT: Obtain a release of each of these
leases from the record owner or furnish an affidavit or
other evidence that each of these leases has expired on
its own terms due to non-development and non-production.

12.

No New Mexico probate proceedings are reflected with respect
to the following parties affecting the interests set forth opposite
each such party’s name below, whom I assume to be deceased:

Party Interest
Kenneth Holmquist 1/16
| Laura L. Holmquist Unknown
DRILLING REQUIREMENT: Furnish the Last Will and all

related New Mexico probate proceedings pertaining to each
decedent, or in the absence thereof, obtain a determina-
tion of heirship with respect to each such decedent by a
court of competent jurisdiction in the State of New
Mexico.

13.

With respect to Requirement 12 above, as it pertains to Laura
Holmquist, the records reflect a Distribution Deed from Rodney J.
Peebles, Personal Representative u/w/o Laura L. Holmquist (under
proceedings in Muskegon, Michigan) to Nancy J. Peebles, recorded in
Book 147, page 807, covering all interest in this SW/4 of Section
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13. My examination does not reveal what interest, if any, was
claimed by Laura L. Holmquist, or the source of her title.

DRILLING REQUIREMENT: Furnish evidence of the identity
of Laura L. Holmquist and the source of title to any
interest she claimed in this SW/4 of Section 13.

14.

You have obtained an extension of Lease 28 in part from Mary
Boyd, the owner of a 1life estate in an undivided 1/8 interest. The
remaindermen are Dorothy Boyd Sinclair, Margaret Ellen Love and
John Robert Love. A ratification of such extension agreement has
been obtained from Dorothy Boyd Sinclair, but no such ratification
has been furnished from the other two remaindermen. It would
appear from the Last Will of Robert Boyd (from whence these
interests devolved) that Mary Boyd was intended to have exclusive
powers during her life estate, but her exclusive right to lease
minerals for a period extending beyond her life is not patently
clear.

DRILLING REQUIREMENT: Obtain a ratification from
Margaret Ellen Love and John Robert love of the Extension
Agreement previously acquired from Mary Boyd on November
8, 1994.

15.

No ad valorem tax information has been submitted with respect
to the SW/4 of Section 13.

DRILLING REQUIREMENT: Furnish evidence or satisfy
yourselves that all ad valorem taxes have been paid for
1994 and all prior years.

III. GENERAL REQUIREMENT:
16.

I note the rights-of-way reflected above.

DRILLING REQUIREMENT: Locate said rights-of-way on the
ground and avoid same in conducting your operations.

COMMENTS
1.

- You should conduct your operations in accordance with the
terms and provisions of the above tabulated leases and the rules
and regulations of the New Mexico 0il Conservation Division. 1In
this connection, you should note the numerous unusual provisions
contained in Lease No. 30 from Richard Coats, et al. covering the
SW/4 of this Section 13.

2,

This opinion is limited by the materials examined and I cannot
be responsible for mistakes in or omissions from the records of
Caprock Title Company which I have been unable to detect.

3.

Thelma S. Boyd conveyed to H. L. Lusk an undivided 1/2
interest in the surface of the SW/4 of Section 13 by Warranty Deed
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dated April 30, 1965, recorded in Book 188, page 353, Deed Records.
Lusk conveyed said interest to David Caswell without the joinder of
a spouse on October 15, 1991 by Warranty Deed recorded in Book 108,
page 431. I have no information as to whether H. L. Lusk was
married at the time of acquisition of this interest on April 30,
1965 and therefore cannot opine as to the validity of the Deed to
Caswell. Moreover, the heirs of Thelma Boyd continued to claim
said 1/2 interest in the surface subsequent to 1965. This is for
your information regarding payment of surface damages.

4.

I do not cover herein questions of boundary, area, excesses,
conflicts with adjacent tracts or surveys, unrecorded production
purchase contracts, unpaid bills for labor or materials which may
ripen into mechanic’s or materialman’s liens, rights of persons, if
any, in possession, nor any other matters not covered by the
materials examined.

Very truly yours,

- SN

Rudolph A. Woerndle, P. C.

RAW/ejj
4400p.nea



EXHIBIT

"A ”

OIL AND GAS LEASES

SE/4 OF SECTION 13:

No. 1:

Date:
Recorded:
Lessor:
Lessee:

Land Covered:

Interest Covered:

Primary Term:
Royalty:

Delay Rentals:
Shut-In Gas Royalty:

Pooling:

October 14, 1993.
Book 172, page 40.
Marshall & Winston, Inc.
Nearburg Exploration Company.
T-19-S, R-25-E, Section 12:
Fairchild Farm Tracts 437, 445,
446, 448, 449, 459, 460, 462
through 466, 468 through 481,
483, 484 and 489; .
Section 13: SE/4
Section 23: N/2 NW/4 and N/2
NE/4
Section 24: W/2 NW/4 and S/2,
less and except NE/4 NE/4 SE/A4.
Undivided 1/8 interest in the
captioned land and an unknown
interest in the remainder of
said lands.
Two (2) years.
1/4.
None; this is a paid-up lease.
While there is a gas well on
this lease (classified as such
by appropriate governmental
authority) gas 1is not being
sold or used, and this lease is
not then otherwise being held
in force, Lessee may pay or
tender as royalty to the owner
of such royalty on or before 60
days after the date on which
such well is shut-in and annu-
ally thereafter the sum of
$855.00 per well for each shut-
in gas well and if such payment
i1s made it will be considered
that gas 1s being produced
within the meaning of paragraph
2 hereof provided that this
lease may not be extended by
payment of such annual shut-in
gas well payment in excess of
two annual periods.
Units consolidated for oil
hereunder shall not exceed 40
acres plus a tolerance of 40%
thereof and units consolidated
for gas hereunder shall not
exceed 640 acres plus a toler-
ance of 10% thereof provided
that if any federal or state
law, executive order, rule or
regulation shall prescribe a
spacing pattern for the devel-
opment of the field or allocate
a producing allowable in whole
or in part on acreage per well,
then any such units may embrace
as much additional acreage as
may be so prescribed or as may
be used in such allocation or
allowable.




Form:

Special Provisions:

Producer’s 88 Revised CcCa,
which is of the "commencement"
type.

Paragraph 13. At the end of
the primary term, if Lessee is
engaged in drilling operations
or if Lessee has completed a
well on the leased premises
either as a dry hole or a com-
mercial producer within 180
days prior to the expiration of
the primary term, this lease
shall remain in effect so long
as operations are commenced and
prosecuted with a cessation of
no more than 180 days between
the completion of one well on
said land as a well capable of
producing oil and/or gas in
paying quantities or a dry hole
and commencement of drilling of
the next well on said 1land.
Completion shall be considered
the date the well reaches total
depth. Commencement shall be
considered the date a rig capa-
ble of reaching total depth is
placed on location.

As used herein, the term "pro-
ration" unit means a tract as
nearly in the form of a square
as possible allocated by the
appropriate governmental regu-
latory body to a well which
tract is of such size as to
entitle the well to a full al-
lowable. Anything herein to
the contrary notwithstanding
this lease will terminate at
the end of the primary term or
at the end of any continuous
development program as herein
provided as to the following:
(a) each proration unit on
which a dry hole has been
drilled and each undrilled pro-
ration unit; and (b) all hori-
zons below 100 feet below the
deepest depth drilled on each
proration unit.

Leases 2 through 25 have the following provisions in common:

Recorded:

Covers:

Delay Rentals:

Each lease is recorded at the
book and page of the Public
Records of Eddy County, New
Mexico shown in each tabulation
below.

Each lease purports to cover a
full interest in the captioned
land and the other lands, if
any, reflected in each tabula-
tion below; each lease actually
covers the undivided interest
in this tract shown in each
tabulation below and an unknown
interest in the remainder of
any of said lands.

None; each is a paid-up lease.



Shut~In Gas Royalty:

Pooling:

Form:

No. 2:

Date:
Recorded:
Lessor:

Lessee:
Primary Term:
Land Covered:

Interest Covered:
Royalty:
Special Provisions:

No. 3:

Date:

Recorded:

Lessor:

Lessee:

Primary Term:
Land Covered:
Interest Covered:
Royalty:

At any time when this lease is
not validated by other provi-
sions hereof and there is a gas
and/or condensate well on said
land or land pooled therewith
but gas or condensate is not
being so sold or used and such
well is shut-in, either before
or after production therefrom,
then on or before 30 days after
said well is shut-in and there-
after at annual intervals, Les-
see may pay or tender an ad-
vance shut-in royalty equal to
$1.00 per net acre of Lessor’'s
gas acreage then held under
this lease by the party making
such payment or tender, and so
long as said shut-in royalty is
paid or tendered, this lease
shall not terminate and it
shall be considered under all
clauses hereof that gas is be-
ing produced from the leased
premises in paying quantities.
Units pooled hereunder shall
not exceed the standard prora-
tion units fixed by law or by
the 0il Conservation Division
of the Energy and Minerals De-
partment of the State of New
Mexico or by any other lawful
authority for the pool or area
in which said land is situated
plus a tolerance of 10%.

Producer's 88-Producer’s
Revised 1981 New Mexico Form
342, Paid-up (Nearburg); which
is of the "commencement" type.

May 18, 1993.

Book 164, page 257.

James Lisle Hinkle, dealing in
his sole and separate property.
M. Craig clark.

Three (3) years.

T-19-S, R-25-E, Section 12:
Fairchild Farm Tracts Nos. 437,
445, 446, 448, 449, 459, 460,
462, 463, 464, 465, 466, 468,
469, 470, 471, 472, 473, 474,
475, 476, 477, 478, 479, 480,
481, 483, 484, and 489.
Section 13: SE/4

Undivided 1/128.

3/16.

None.

May 18, 1993.

Book 164, page 259.

Lillian T. Hinkle, a widow.
M. Craig Clark.

Three (3) years.

Same as Lease 2.

Undivided 1/32.

3/16.



Special Provisions:
No. 4:

Date:
Recorded:
Lessor:

Lessee:

Primary Term:

Land Covered:
Interest Covered:
Royalty:

Special Provisions:

No. 5:
Date:
Recorded:
Lessor:

Lessee:

Primary Term:

Land Covered:
Interest Covered:
Royalty:

Special Provisions:

No. 6:

Date:

Recorded:

Lessor:

Lessee:

Primary Term:

Land Covered:
Interest Covered:
Royalty:

Special Provisions:

No. 7:

Date:

Recorded:

l.essor:

Lessee:

Primary Term:
Land Covered:
Interest Covered:

Royalty:
Special Provisions:

No. 8:
Date:
Recorded:
Lessor:
Lessee:

Primary Term:

Land Covered:

Interest Covered:

None.

May 27, 1993.

Book 164, page 261.

John T. Hinkle, dealing in his
sole and separate property.

M. Craig Clark.

Three (3) years.

Same as Lease 2.

Undivided 1/128.

3/16.

None.

May 27, 1993.

Book 164, page 263.

Bettianne Hinkle Bowen, dealing
in her sole and separate prop-
erty.

M. Craig Clark.

Three (3) years.

Same as Lease 2.

Undivided 1/128.

3/16.

None.

August 20, 1993.

Book 168, page 789.

R. R. Hinkle Company, Inc.
Nearburg Exploration Company.
Three (3) years.

SE/4 of Section 13 only.
Undivided 1/32.

1/5.

None.

August 20, 1993.

Book 168, page 793.

McQuiddy Communications and
Energy, Inc.

Nearburg Exploration Company.
Three (3) years.

SE/4 of Section 13 only.
Undivided 1/32.

1/5.

None.

March 18, 1994, but effective
March 23, 1994.

Book 185, page 638.

Brian W. Copple, Trustee of the
Becky Dae Copple Trust u/w/o C.
A. Copple, deceased.

Nearburg Exploration Company.
Three (3) years from effective
date.

SE/4 of Section 13 and Fair-
child Farm Tracts 504, 505,
518, 519, 521, 523, 528, 539,
540 and 543.

Undivided 1/20.



Royalty:
Special Provisions:

No. 9:
Date:

Recorded:
Lessor:
Lessee:
Primary Term:

Land Covered:
Interest Covered:
Royalty:

Special Provisions:

No. 10:

Date:

Recorded:
Lessor:

Lessee:
Primary Term:

Land Covered:
Interest Covered:
Royalty:

Special Provisions:
No. 11:

Date:

Recorded:
Lessor:

. Lessee:

Primary Term:

Land Covered:
Interest Covered:
Royalty:

Special Provisions:

No. 12:
Date:

Recorded:
Lessor:

1/5.

Paragraph 12. In connection
with shut-in gas well payments
provided for under this lease,
it is agreed that this lease
shall not be maintained in
force and effect solely by rea-
son of shut-in gas well royalty
payments for more than three
consecutive years past the end
of the primary term of the
lease, unless Lessee is then
engaged in an attempt to nego-
tiate with a gas purchaser for
the sale of such gas.

March 18, 1994, but effective
March 23, 1994.

Book 185, page 640.

R. L. Higgins, a single man.
Nearburg Exploration Company.
Three (3) years from effective
date.

Same as Lease No. 8.

Undivided 1/20.

1/5.

None.

March 18, 1994, but effective
March 23, 1994.

Book 185, page 642.

H. E. Harrington and Sarah L.
Harrington, Trustees of the H.
E. Harrington and Sarah L. Har-
rington Trust U/T/A September
16, 1992.

Nearburg Exploration Company.
Three (3) years from effective
date.

Same as Lease No. 8.

Undivided 1/20.

1/5.

None.

March 18, 1994, but effective
March 23, 1994,

Book 185, page 644.

Phil D. Helmig and wife, Marian
L. Helmig.

Nearburg Exploration Company.
Three (3) years from effective
date.

Same as Lease No. 8.

Undivided 1/20.

1/5.

None.

March 18, 1994, but effective
March 23, 1994.

Book 185, page 648.

John W. Lackey and wife, Marga-
ret W. Lackey.



Lessee:
Primary Term:

Land Covered:
Interest Covered:
Royalty:

Special Provisions:

No. 13:
Date:

Recorded:
Lessor:

Lessee:
Primary Term:

Land Covered:
Interest Covered:
Royalty:

Special Provisions:

No. 14:

Date:
Recorded:
Lessor:

Lessee:

Primary Term:
Land Covered:

Interest Covered:
Royalty:

Special Provisions:
No. 15:

Date:

Recorded:

. Lessor:

Lessee:
Primary Term:

Land Covered:
Interest Covered:
Royalty:

Special Provisions:

Nearburg Exploration Company.
Three (3) years from effective
date.

Same as Lease No. 8.

Undivided 1/20.

1/5.

Paragraph 12. Notwithstanding
the provisions above relative
to a shut-in gas well, it is
understood and agreed that Les-
see will not be entitled to
hold this lease under a shut-in
gas clause provision herein set
out for a period longer than
two years beyond the termina-
tion of the primary term.

March 18, 1994, but effective
March 23, 1994.

Book 185, page 652.

Phelps Anderson, dealing in his
sole and separate property.
Nearburg Exploration Company.
Three (3) years from effective
date.

Same as Lease No. 8.

Undivided 1/40.

1/5.

None.

March 24, 1994.

Book 185, page 654.

Ruth Fenton, dealing in her
sole and separate property.
Nearburg Exploration Company.
Three (3) years.

SE/4 of Section 13 and the fol-
lowing lands in T-19-S, R-26-E:
Section 19: SE/4, S/2 NE/4 and
all that part of the S/2 NW/4
and NW/4 SW/4 lying North of
North Seven Rivers.

Undivided 1/40.

3/16.

None.

March 18, 1994, but effective
March 23, 1994.

Book 185, page 656.

Lucy Whitehurst Eastham a/k/a
Lucy Jo Eastham and husband,
Carmel J. Eastham.

Nearburg Exploration Company.
Three (3) years from effective
date.

Same as Lease No. 8.

Undivided 1/40.

1/5.

None.



No. 16:
Date:

Recorded:
Lessor:

Lessee:
Primary Term:

Land Covered:
Interest Covered:
Royalty:

Special Provisions:

No. 17:
Date:

Recorded:
Lessor:
Lessee:
Primary Term:

Land Covered:
Interest Covered:
Royalty:

Special Provisions:

No. 18:
Date:
Recorded:
Lessor:

Lessee:

Primary Term:

Land Covered:
Interest Covered:
Royalty:

Special Provisions:

No. 19:

Date:

Recorded:
Lessor:

Lessee:
Primary Term:

. Land Covered:
Interest Covered:
Royalty:

Special Provisions:

No. 20:

Date:
Recorded:
Lessor:

Lessee:

Primary Term:
Land Covered:
Interest Covered:

March 18, 1994, but effective
March 23, 1994.

Book 186, page 803.

Carole Whitehurst Walker a/k/a
Carole June Walker and husband,
Julian Walker.

Nearburg Exploration Company.
Three (3) years from effective
date.

Same as Lease No. 8.

Undivided 1/40.

1/5.

None.

March 18, 1994, but effective
March 23, 1994.

Book 186, page 805.

E. W. Bisett, a single man.
Nearburg Exploration Company.
Three (3) years from effective
date.

Same as Lease No. 8.

Undivided 1/20.

1/5.

None.

March 24, 1994.

Book 186, page 807.

George W. Gushwa, dealing in
his sole and separate property.
Nearburg Exploration Company.
Three (3) years.

Same as Lease No. 14.
Undivided 1/40.

3/16.

None.

March 18, 1994, effective March
23, 1994.

Book 186, page 8089.

N. Naomi McMinn, Individually
and Personal Representative of
the Estate of John R. McMinn,
deceased.

Nearburg Exploration Company.
Three (3) years from effective
date.

Same as Lease No. 8.

Undivided 1/20.

1/5.

None.

March 24, 1994.

Book 186, page 813.

John J. Gushwa, dealing in his
sole and separate property.
Nearburg Exploration Company.
Three (3) years.

Same as Lease No. 14.
Undivided 1/40.



Royalty:
Special Provisions:

No. 21:

Date:
Recorded:
Lessor:

Lessee:

Primary Term:

Land Covered:
Interest Covered:
Royalty:

Special Provisions:

No. 22:
Date:
Recorded:
Lessor:

Lessee:

Primary Term:

Land Covered:
Interest Covered:
Royalty:

Special Provisions:

No. 23:

e e

Date:

Recorded:
Lessor:

Lessee:
Primary Term:

Land Covered:
Interest Covered:
Royalty:

Special Provisions:

No. 24:
Date:

Recorded:
Lessor:

Lessee:
Primary Term:

Land Covered:

. Interest Covered:
Royalty:

Special Provisions:

No. 25:

Date:
Recorded:
Lessor:

Lessee:

Primary Term:
Land Covered:
Interest Covered:
Royalty:

3/16.
None.

March 24, 1994.

Book 186, page 815.

Charles R. Gushwa, dealing in
his sole and separate property.
Nearburg Exploration Company.
Three (3) years.

Same as Lease No. 14.
Undivided 1/40.

3/16.

None.

April 11, 1994.

Book 188, page 51.

Betty Dale, dealing in her sole
and separate property.
Nearburg Exploration Company.
Three (3) years.

Same as Lease No. 14.
Undivided 1/40.

3/16.

None.

March 18, 1994, but effective
March 23, 1994.

Book 189, page 257.

Robert B. Anderson, dealing in
his sole and separate property.
Nearburg Exploration Company.
Three (3) years from effective
date.

Same as Lease No. 8.

Undivided 1/40.

1/5.

None.

March 18, 1994, but effective
March 23, 1994.

Book 189, page 259.

Donald B. Anderson, dealing in
his sole and separate property.
Nearburg Exploration Company.
Three (3) years from effective
date.

Same as Lease No. 8.

Undivided 1/20.

1/5.

None.

November 7, 1994.

Book 207, page 554.

Bonnie H. Morrison, dealing in
her sole and separate property.
Nearburg Exploration Company.
Two (2) years.

SE/4 of this Section 13 only.
Undivided 1/8.

1/5.



Special Provisions:

IT. SW/4 OF SECTION 13:

No. 26:
Date:
Recorded:

Lessor:
Lessee:

Primary Term:

Land Covered:
Interest Covered:

Royalty:

Delay Rentals:
Shut-In Gas Royalty:

Pooling:

Form:

No. 27:

Date:
Recorded:

Lessor:

Lessee:

This lease is executed without
warranty of title, either ex-
press or implied.

October 24, 1991.

Book 108, page 922.

Louise Holmquist, a widow.
Yates Petroleum Corporation
{70%), Yates Drilling Company
(10%), Abo Petroleum Corpora-
tion (10%) and Myco Industries,
Inc. (10%).

Five (5) years from February 1,
1992.

SW/4 only.

Believed to cover an undivided
1/6 interest.

3/16.

None; this is a paid-up lease.
While there is a well on this
lease or on acreage pooled
therewith but gas 1s not being
sold or used, Lessee may pay or
tender as royalty on or before
90 days after the date on which
such well is shut-in and there-
after at annual intervals the
sum of $1.00 per acre and if
such payment is made or ten-
dered, this 1lease shall not
terminate and it will be con-
sidered that gas is being pro-
duced from this lease in paying
quantities.

Units pooled for o0il shall not
substantially exceed 40 acres
each in area plus a tolerance
of 10% and units pooled for gas
hereunder shall not substan-
tially in area 640 acres plus a
tolerance of 10% thereof, pro-
vided that should governmental
authority having jurisdiction
prescribe or permit the cre-
ation of wunits 1larger than
those specified, units there-
after created may conform sub-
stantially in size with those
prescribed by governmental reg-
ulations.

Producer’s 88 Rev. (10-57)
which is of the "commencement"

type.

October 24, 1991.

Book 109, page 1012, Public
Records.

Charles Holmgquist, a single
man.,

Yates Petroleum Corporation
(70%), Yates Drilling Company
(10%), Abo Petroleum Corpora-
tion (10%) and Myco Industries,
Inc. (10%).



Primary Term:

Land Covered:
Interest Covered:
Royalty:

Delay Rentals:
Shut-In Gas Royalty:
Pooling:

Form:

No. 28:

Date:
Recorded:
Lessors:

Lessee:
Primary Term:

Land Covered:
Interest Covered:
Royalty:

Delay Rentals:
Shut-In Gas Royalty:
Pooling: :
Form:

Ratifications:

Extensions and
Amendments:

No. 29:

e S s

Date:
Recorded:
Lessor:

Lessee:

Five (5) years from February 1,
1992.

SW/4 only.

An undivided 1/6 interest.
3/16.

None; this is a paid-up lease.
Same as Lease 26.

Same as Lease 26.

Same as Lease 26.

November 13, 1991.

Book 111, page 715.

Warren Akin, III and wife, Jean
G. Akin, R. C. Boyd, Mary Boyd,
and William Morgan Akin, each
dealing in his/her separate
property.

Nearburg Exploration Company.
Four (4) years, as amended.
(See Extension below).

SW/4 of this Section 13 only.
Undivided 5/16.

3/16.

None; this 1s a paid-up lease.
Same as Leases 2 through 25.
Same as Leases 2 through 25.
Same as Leases 2 through 25.
The following ratifications
have been taken from the re-
maindermen to the life estate
of Mary Boyd:

1. From Margaret Ellen Love
dated December 4, 1991, record-
ed in Book 112, page 36;

2. From John Robert Love dated
November 29, 1991, recorded in
Book 112, page 37; and

3. From Dorothy B. Sinclair
dated December 3, 1991, record-
ed in Book 112, page 38.

You have furnished the follow-
ing amendments to this lease
extending the primary term to
four (4) years:

1, Executed by Warren Akin,
ITI, Jean G. Akin, R. C. Boyd,
Mary Boyd, and William Morgan
Akin dated November 8, 1994,
recorded in Book 206, page 518.
2, Executed by James R. Boyd,
dated December 3, 1994, record-
ed in Book 206, page 520.

3. Ratification executed by
Dorothy B. Sinclair, as remain-
derman, dated November 18,
1994, recorded 1in Book 206,
page 522.

November 13, 1991.

Book 111, page 701.

Dorothy B. Sinclair, dealing in
her sole and separate property.
Nearburg Exploration Company.



Primary Term:

Land Covered:

Interest Covered:

Royalty:

Delay Rentals:

Shut-In Gas Royalty:

Pooling:

Form:

Extension and
Amendment :

No. 30:

Date:
Recorded:
Lessors:

Lessee:
Primary Term:

Land Covered:
Interest Covered:
Royalty:

Delay Rentals:

Shut-In Gas Royalty:

11

Four (4) years, as amended (See
Extension below).

SW/4 of this Section 13 only.
Undivided 1/16.

3/16.

None; this is a paid-up lease.
Same as Leases 2 through 25.
Same as Leases 2 through 25.
Same as Leases 2 through 25,

The primary term of this lease
was amended by Amendment and
Extension Agreement executed by
Dorothy B. Sinclair on November
18, 1994, recorded in Book 206,
page 521.

November 4, 1994,

Book 206, page 509.

Richard H. Coats and wife,
Sigrid M. Coats; and Charles R.
Wiggins, a single man.
Nearburg Exploration Company.
Two (2) years, with the option
to extend the primary term for
an additional one (1) year on
or before November 4, 1996, by
paying an additional $50.00 per
acre.

SW/4 of this Section 13 only.
Undivided 1/16.

25% calculated and payable pur-
suant to terms of Paragraph 3
of the lease.

$400.00 per annum payable to
Lessors or Lessors’ credit at
Texas Commerce Bank, Midland,
Texas on or before November 4,
1995, in the absence of drill-
ing operations.

At any time either before or
after the expiration of the
primary term where gas from a
well located on said lands and
completed as a commercial pro-
ducer of gas only or gas and
condensate or distillate only
is not sold because of a lack
of a gas pipeline connection
therefor, Lessee may pay or
tender as royalty by a valid
check or draft of Lessee to the
parties entitled to receive
royalties under this lease or
to their credit at the deposi-
tory bank on or before 90 days
after the date on which (i) the
first gas well is shut-in, or
(ii) this lease ceases to be
otherwise maintained as provid-
ed herein whichever is the lat-
er date and annually thereaf-
ter, a shut-in gas well royalty
payment in the amount hereinaf-
ter provided, and if such pay-
ment is properly and timely
made it will be considered that
gas is being produced from said



Pooling:

Form:

Special Provisions:

12

lands in accordance with the
terms of this lease; provided,
however, this lease may not be
continued in force by the mak-
ing of shut-in gas well royalty
payments as herein provided for
a period longer than two con-
secutive years after the end of
the primary term. The annual
payment (shut-in royalty) shall
be equal to the annual rental
provided for herein. This
provision as to the payment of
shut-in gas royalty is a condi-
tion and not a covenant, and
the failure to pay any shut-in
gas royalty as herein provided
shall effect an automatic ter-
mination of this lease.

Units pooled for oil hereunder
shall not substantially exceed
40 acres each in area and units
pooled for gas shall not sub-
stantially exceed in area 320
acres each, plus a tolerance of
10%, provided that should gov-
ernmental authority having ju-
risdiction prescribe the cre-
ation of wunits larger than
those specified for the drill-
ing of a well at a regular lo-
cation or for obtaining maximum
allowable for any well to be
drilled, drilling or already
drilled, units thereafter cre-
ated and previously created
units may be modified to con-
form substantially in size with
those prescribed by governmen-
tal regulations.

This lease is on the Lessor’s
own typewritten form which is
of the "commencement" type.
This lease contains numerous
special provisions pertaining
to calculation and payment of
royalty, operational pro-
cedures, indemnities, plugging
liability, and the following
continuous development provi-
sion:

Continuous Development: If
this lease is in full force and
effect at the end of the prima-
ry term hereof, then within 120
days after the expiration of
the primary term, Lessee shall
commence actual drilling of a
well on said lands and shall
thereafter continuously develop
said lands by drilling ad-
ditional wells on the lands
covered hereby with not more
than 120 days elapsing between
the completion of one well and
the commencement of the next
succeeding well. For the pur-
poses of interpretation of this
provision, a well shall be de-
termined to be completed on the



day Lessee releases the drill-
ing rig used to drill such well
or the day such rig is removed
off the location whichever day
occurs first, and a well shall
be determined to be commenced
when such well 1is spudded.
Each well properly commenced
hereunder shall be completed by
Lessee within 90 days of the
date of cessation of drilling
operations of such well.

Upon cessation of such continu-
ous drilling program by Lessee,
or if such continuous drilling
program is not commenced, this
lease and all rights hereunder
shall automatically terminate
as to all lands covered hereby,
save and except as to each well
then capable of producing oil
or gas in paying quantities
together with the proration
unit allocated thereto (the
size of said proration unit
being hereby defined as the
number of acres prescribed by
the New Mexico 0il Conservation
Division or other proper gov-
ernmental authority as the min-
imum number of acres required
for the production of the maxi-
mum allowable from a well in
the particular field and from
the particular formation in-
volved) as of the date of such
termination, and shall further
terminate as to all depths in
each such proration unit below
the base of the deepest produc-
ing formation in each such well
capable of producing oil or gas
in paying quantities. Within
30 days after a partial termi-
nation of this lease as provid-
ed above, Lessee shall execute
and deliver to Lessor a record-
able release of this lease as
to all lands covered hereby,
save and except the lands and
depths to be allocated to each
production proration unit in
accordance with the terms set
forth above.

Upon cessation of said continu-
ous drilling program, any acre-
age so assigned to a producing
proration unit shall be consid-
ered as covered by a separate
lease containing the same terms
and provisions hereof, so that
thereafter each separate lease
can be kept in force and effect
only by actual production from
or operations upon that partic-
ular tract without regard to
production or drilling opera-
tions upon the other tracts
retained by Lessee under the
terms hereof.
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Nearburg Producing C : o

Explarstion snd Production
Dallas, Texas , ‘
AUTHORITY FOR EXPENDITURE COMPARISON
LEASE: Fairchiid 13 WELL NUMBER: 2 ; PROPOSED TOTAL DEPTH: 8,200°

LOCATION: 1,980 FWL, 660 FSL, Section 13, T193, R25E, Eddy C@unty. New Mexico
DESCRIPTION OF WORK: Drit and complste as a pumping Cisco/Canyon ofl producer.

%

1012

NPC NPC | YATES :
INTANGIBLE COSTS: BCP TOTAL | TOTAL i DIFF
Drilling Foolage 8,200 FL@ 14.50 $/Ft 118,900 118,900{ 148,000 :{30.100)
Drilling Daywork D/C/$ida 3 2 4400 13,200 22,000} 22,500 (500)
Dridling Turnkey ' 0 0
Rig Mobllization and Demobilization 0 0
Road & Location Expenze 15,000 ) . 16.000 {4.900)
Damages 2,500 2,500 2,500
Dieclional Drilling - Tools and Service ' 2 0 0
Drilling Fluids 12,000 ) : 12,000 (8,000
Fus}, Power, and Waler 16,000 11,500 (10,700,
Supplies - Bits ) ’ 750 350
Supplies - Casing Equipment 2,000 5,500 3,200
Supplies - Liner Equipment : 0 0
Suppliss - Miscellansous 500 1,000 1.000
Cement and Cmt Services - Surface Csg 17,000 ! 17,000 [3,000)
Cement and Cmt. Services - Int. Csg 5 [ 0
Cement and Cmt. Services - Prod. Csg 30,000 (8.000)
Cement and Cmt. Services - Other : 0 0
Rental - Drillng Tools and Equipment 3,000 4,000 {23,500)
Rental - Miscelaneous 500 1,500 1,500
Testing - Orill Stem / Production 6,000 6,000 (9,000]
Open Hole Logging 9,000 9,000 (6,000
Mudiogging Services 6,500 6,500 (500!
|Special Services 0 0
Plug and Abandon 10,000 0 0
Pulling and/or Swabbing Unit 12.000 {3,000
Reverss Equipment 1,200 1,200
Wireline Services 5,000 (100
Stimulation 20,000 8,000
Pump / Vacuum Truck Services 5§00 4,000 1,000
Transportation 1,000 2.500 2,500
Tubular Goods - nspection & Testing 500 6,500 6,500
Unclassified 0 0
Telephone and Radio Expense 500 1.000 1,000
Engineer / Geologist 2,500 3,850 3,850
Company Labor - Fleld Supervision 7.500 12,000 i (2,500}
GContract Labor / Roustabout 1,000 3,500 I 3,500
Lepal and Professional Services 2.000 500/ 2,500 {2,500
Insurance 5,000 5,000 ! 5,000
Overhead 4,600 ) 2.000 6,600 | 8,600
SUBTOTAL 251,200 307,200 95,600 $6.200 34B,800| 403,400 | (56,600)
Contingencles 5,000 0 1500 4500 8500 4s00) || 2000

i

ESTIMATED TOTAL INTANGIBLES 256,200 307,200 97,100 100,700 353,300 407,900 1 (54,600

BEFORE THE
OIL CONSERVATION DIVISION
Case No.11232/11233 Exhibit No./3
Submitted By:
Nearburg Exploration Company
Hearing Date: Aprit 7, 1995



Explorstion and Production
Dallss, Taxas

LEASE: Fairchild 13

WELL NUMBER: 2

AUTHORITY FOR EXPENDITURE COMPARISON

LOCATION; 1,980 FWL, 660 FSL, Section 13, T19S, R25E, Eddy County, New Mexico
DESCRIPTION OF WORK: Drill and complele as a pumping Cisco/Canyon ol producer.

: PROPOSED TOTAL DEPTH: 8,200'

'
Paqlez of2
]

YATES: [

NPC NPC | YATES NPC
TANGIBLE COBTS! BCP BCP - ACP | ACP TOTAL
Conduclor Casing i: 4 0
Surfacs Gsg 1,300 Ft @ 14.60 $/Ft 18,980} 16,800 18,980
Intermediate Csg Ft@ S/Ft 0 [+]
Protection Csg [}
Production Csg 8,200 Ft @ 10.00 $/Ft Faz,ooo 83,000 ];az,ooo
Prolection Liner {_.
Produclion Liner
Tubing 7,800 Ft@ 3.00 SFt { 23.400] 22,000 23.400
Rods Ft@ $IFt 0 [
Astificial Lift Equipment 80,000] 110,000 80,000
Tank Battery 15,000] 20,000 15,000
Separalors/Heater Treater/Gas Units/FWKO . 10,000| 60,000 10,000
Well Head Equipment & Christmas Tree 1,500 2,200 10,500 11,800 12,000
Subsurface Well Equipment 1,500 0
Fiow Lines A 5,000 5.000
Saltwatsr Disposal Pump 0
Gas Meter 3,000 3,000
Lact Unit ‘{ 0
Vapor Recovery Unil i ) 0
Other Well Equipment 4
ROW and Damages l
Surface Equipment Installation Costs j 10,000 6,000 10,000
Elect. Instaliation 15,000 15,000
ESTIMATED TOTAL TANGIBLES 20,480|° 19.000 253,900) 314,300 274,380
ESTIMATED TOTAL WELL COSTS 276,680 | : 326,200 351,000{ 415,000 627,680

FRIRIIEX Witd
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STATE OF NEW MEXICO Z Xﬁ//w HSIoyy,

ENERGY, MINERALS AND NATURAL RESOURCE Q&E‘S‘MMENT
OIL CONSERVATION DIVISION K\\
- /
IN THE MATTER OF THE HEARING CALLED
BY THE OIL CONSERVATION DIVISION -~/
FOR THE PURPOSE OF CONSIDERING:

CASE NO. 11233
Application of Nearburg Exploration
Company for compulsory pooling,
Eddy County, New Mexico.

CERTIFICATE OF MAILING
AND
COMPLIANCE WITH ORDER R-8054

W. THOMAS KELLAHIN, attorney in fact and authorized
representative of Nearburg Exploration Company, states that the
notice provisions of Division Rule 1207 {Order R-8054) have been
complied with, that Applicant has caused to be conducted a good
faith diligent effort to find the correct addresses of all interested
parties entitled to receive notice, that on the 13th day of March,
1995 | caused to be sent, by certified mail return receipt requested,
notice of this hearing and a copy of the application for the referenced
case along with the cover letter, at least twenty days prior to the
hearing set for April 6, 1995, to the parties shown in the application
as evidenced by the attached copies of receipt cards, and that
pursuant to Division Rule 1207, notice has been given at the correct
addresses provided by such rule. -

W. Thomas Kellahin

SUBSCRIBED AND SWORN to before me on tzi zth day of ipril, 1995.

Notary Public

My Commission Expires: June 15th, 1998 ‘



st n mes 1 and:or 2 for additional services,
‘.omplete items 3, and 4a & b,

return t

Nearburg Fa1r13(04/06/95
doesnt March 13 1995

s Writ
® The!
detivered.

* Print vnnr name and address on the QMfurm s0 that we can

IERYat J w .u:‘

fwllowmg services (for an _8xtia..

) ff'e) e e e T
race D Addressee s Address
aumbery o (7 Ractricted Delivery
the date

Consult postmaster for fee.

3. Article Addressed to:

Myco Industries Inc.
105 South Fourth Street

.complated on the reverse ..

4a./Ar3tii:|§N%e!/ 3 Z_é

. Service Type
egistered
M1 A artifian

7 tnsured
~ M eon

g ~-
s SENDER: . .
"?, + Complete items 1 and/or 2 for additional services. I al§o W'Sh to receive the
' @ °* Complete items 3, and 4a & b. following services {for an extra
< Print your name and address on the reverse of this form so that we can fee):
. @ returr ,
: § ; Ar Nearburg Fair 3(04/06/95) space 1. 0 Addressee’s Address
!.2 . W' March 1 3, 1995 lenumber| 5[] Restricted Delivery
© % e The Heturn NECceIpL win dIUwW LU wWIUIn LUIY dr ULIy Wis ueliverea and the date
! § delivered. ) Consult pastmaster for fee.
< 3. Article Addressed to: 4a. Articlg Number
3 /55 ¥STI1 32
‘2  Abo Petroleum Corporatxon b Service Type
E ANE el isba P st ™~ —™ - . . —_
SENDIER 1 and/or 2 for additional services | also wish to receive the
. ete items 1 and/or . - X
. cgmglete items 3, and 4a & b. following services (for an extra
o Print your name and address on the reverse of this form so that we can | faa):
w I;m this card 1o you. * if space 1. [J Addressee’s Address
«we Nearburg Fair 13(04/06/95) dciorumber] 5 [ Restricted Delivery
. : . ! Restric
! MaTCh 1 3: 1 995 e wtsiwrw cvmm - .. 3nd the date
3 % Consult postmaster for fee.
delivered.

3. Article Addressed to:

Yates Petroleum Corporatron
105 South Fourth Street

Artesia, New Mexico 88210

Aa Amcle N\gw%@[ 32-3

4 Servnce Type
S Registered

O certified
{1 Express Mail

O Insured

] cop
Return Receipt for
Merchandise

‘*i'\

VU“

7. Date of Deluvery

MAR 2 0

5. Signature (Addressee}

8. Addressee’s Address (Only if requested
and fee is paid)

Thank you for using Return Receipt Service.

Is your RETURN ADDRESS completed on the reverse side?

5
6. Sign {Agent) o

S 5> J e 02D
BF Fofm 3811 BecemBer 1991  #US.GPO: 1983—352714  DOMESTIC RETURN RECEIPT

> SENDER:
» Complete items 1 and/or 2 for additional services.
e Complete items 3, and 48 & b.

retu
.

earburg Fair13(04/06/95)

doe March 13, 1995
;el-ir\;ered.

s Print v N:ur name and address on the reverse of this form so that we can

| also wish to receive the
following services {for an extra
fee):

f space 1. [J Addressee’s Address
cle number. : f
Slemumber 2. ] Restricted Delivery

Consuit postmaster for fee.

3. Articie Addressed to:
Yates Drilling Company
105 South Fourth Street
Artesia, New Mexico 88210

4iZA§:fe Num ?g_/ 52&'

~~4b. Service Type
B\Registered  tnsured

O Certified O cop
[ Express Man\S\RAeturn Receipt for
erchandise

7. Date of D;I‘iv&:ﬁy 2 0 19%

5. Signature (Addressee)

8. Addressee’s Address (Only if requested
and fee is paid)

PSFdrm 3817, December 1881

1S your e L URN_ADUKESS compieted on the reverse side?

#U.S. GPO: 1993—352-714

DOMESTIC RETURN RECEIPT

ing Return Receipt Service.

. e

Thank you for using Return Receipt Service.

Return Receipt Service.

e A o S T s P g A o T O e e e e i

o e ey "

P

JMTED STATES
SDSTAL SERVICE

' Sont o

Myco Industries Inc.

D s Zw oJod
Recelpt for
Certified Mail

No insurance Coverage Provige:
Do not use for International Ma:
{See Reverse)

P 135 851 221
Receipt for
- Certified Mail

-« No Insurance Coverage Provia-
Do not use for International .
iSee Reverse)

JIMITED STATES
SOSTAL SERVICE

I Sert

Abo Petroleum Corporation

P L35 451 3213
Receipt for
- Certified Maii

= - No insurance Coverage Prov.
awrose=s Do not use for ‘nternational -
See Reverse!

Yates Petroleum Corporatior
105 South Fourth Street

Artesia, New Mexico 88210

, June 1891

i . Tilu i

' &

P 135 851 322
Receipt for

- Certified Mail

No ‘nsurance Coverace Prov.: -
Zo ~ot use ‘or 'nternaronar Y-
Sea Reverse:

Yates Drilling Company
105 South Fourth Street
Artesia, New Mexico 88210

$

300, June 1991

HOSUTAr, or dale

Nearburg Fair13(04/06/95)
March 13, 1995

9|



