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1s your RETURN ADDRESS completed on the rever

N T s S. P. YATES
A E 5 CHAIRMAN OF THE BOARD

3 JOHN A. YATES

; PETRULEUM PRESIDENT

MARTIN YATES, IlI

191, - 198y
FRANK W. YATES PEYTON YATES
1936 - 1966 E D R Pu R H T | D N EXECUTIVE VICE PRESIDENT
RANDY G. PATTERSON
105 SOUTH FOURTH STREET DEN:IE;RGET:(T;SEY
ARTESIA, NEW MEXICO88210 TREASURER

TELEPHONE (505) 748-1471

March 2, 1995

Nearburg Exploration Company
3300 North A Street CERTIFIED MAIL

Building 2, Suite 120 Return Receipt Requested
Midland, Texas 79705

Attention: Bob Shelton

Re: Bert APB #1

Township 19 South, Range 25 East
Section 13: SW/4
Eddy County, New Mexico

Gentlemen:

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

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

Thank you.
Very truly yours,
YATES PETROLEUM CORPORATION
} 71 la ﬂ'ﬁdaﬁa&y
Mecca Mauritsen
Landman
MM:dke
enclosure(s)

YATES PETROLEUM CORP.
BEFORE EXAMINER CATANACH
NMOCD CASE NOS. 11233711234
DATE: 04/06/95
EXHIBIT NO. 3

T L T N B T
return this card to you. .

e Attach this form to the front of the mailplece, or on the back if space 1. [0 Addressee’s Address
does not permit.

e Write ‘‘Return Receipt Requested’’ on the mailpiece below the article number 2. D Restricted Delivery

® The Return Receipt will show to whom the article was delivered and the date

>
@
«\
a
3
delivered. Consult postmaster for fee. é’,
3. Article Addressed to: 4a. Article Number
'°:° SN % 55° 560 648 :
“‘-‘“ we “S ‘}‘Q . 4b. Service Type E
3’3% \ “ 5\ [J Registered (J insured o
. < K Certified O cop £
%“«\\\ Q\ 3\-&. \a0 O Express Mail 0 f\tnew’rr: Rgpeipt for 3
. erchandise =
* \(\\\& ‘T‘ '\K '\'“% 7. Date of Delivery 2
Ve S
2 -3 <95 3
i 4 8. Addressee’s Address {Only if requested
5. Signature (Addres:j()/\%;) and fee is paid) -:é
c
6. Signature (Agent) e %Uxt \\Qﬁ %’\ .

PS Form 3811, December 1991  aus.GPO: 19s3—352714  DOMESTIC RETURN RECE!IPT



AFENO. | 950690
Y F.'E'EI'EDLEIJM AUTHORITY FOR EXPENDITURE AFE DATE 371195
7 NEW DRILLING & RECOMPLETION /7
 CORPORATION
AFE Type: Well Objeclive: Wall Type: AFE STATUS:
105 SOUTH FOURTH STREET X {New Drilling X {Oil X |Development I'x | Original
ARTESIA, NEWMEXICO88210 Recompletion Gas Exploratory Revised
TELEPHONE (505) 748-1471 Injector Final
LEASE NAME BERT APB #1 PRCJD DEPTH 8500'
COUNTY EDDY STATE NM
LEGAL DESC. 660' FSL & 660' FWL LOCATION Section 13-19S-25E 1
FIELD HORIZGN - Canyon ,
DIVISION CODE 100 DIVISION NAME Oil & Gas Division |
DISTRICT CODE DISTRICT NAME ~
BRANCH CODE BRANCH NAME
PROGNOSIS: |
INTANGIBLE DRILLING COSTS: DRY HOLE COMP'D WELL
920-100 Staking, Permit & Legal Fees e 2,000 2,000
920-110 Location, RIG-OFWAY ettt 15,600 15,600
920-120 Drilling, Footage 8500' @ $17.50/ft. 149,000 149,000
920-130 Drilling, Daywork Sdays @ $4500/day e 22,500 22,500
920-140 Drilling Water, Fasline Rental e, 20,000 20,000
920-150 Drilling Mud & Additives 15,000 15,000
920-160 Mud Logging Unit, Sample Bags e, 7,000 7,000
920-170 Cementing - SUMace CaSINg et 20,000 20,000
920-180 Drill Stem Testing, OHT R 15,000 15,000
920-190 Electric Logs & Tape CopIes e s 15,000 15,000
920-200 Tools & Equip. Rntl, Trkg. & Welding e 16,000 16,000
920-210 SUPEIVISION & OVeINEad et 9,700 9,700
920-220 CONGNGENCY oottt oottt oo
920-230 COMINgG, 10018 & S OIVICe oot et
920-240 Bits, Tool & Supplies Purchase et 400 400
920-350 Cementing - Production Casing 38,000
920-410 Completion Unit - SWabbiNg ettt 15,000
920-420 Vaer fOr GOt ON ettt e 2,200
920-430 Mud & Additives for COMPIELION e
920-440 Cementing - COMPIBLION ettt
920-450 Elec. Logs, Testing, Etc. - Completion 5,100
920-460 Tools & Equip. Rental, Etc. - Completion 11,500
920-470 Stimulation for Completion et 14,000
920-480 Supervision & O/H - Completion e 4,800
920-490 Additional LOC Charges - Completon 3,300
920-510 Bits, Tools & Supplies - Completion "~~~ 2,300
920-500 Contingency for Completion 4,500
TOTAL INTANGIBLE DRILLING COSTS [ 307,200 407,900
TANGIBLE EQUIPMENT COSTS:
930-010 Christmas Tree & Wellnegd 2,200 14,000
930-020 Casing 958" @1150° 16,800 16,800
T B0 ettt 83,000
930-030 Tubing 27/8" @82000 22,000
930-040 Packer & Special Equipment 1,500
940-010 Pumping Equipment 110,000
940-020 Storage Facilities 20,000
940-030 Separation Equip., Flowlines, Misc. 60,000
940-040 Trucking & Construction Costs 6,000
TOTAL TANGIBLE EQUIPMENT COSTS [ 19,000] 333,300
TOTALCOSTS e a7t
APPROVAL OF THIS AFE CONSTITUTES APPROVAL OF OPERATOR'S OPTION TO CHARGE THE JOINT ACCOUNT WITH TUBULAR GOODS
FROM THE OPERfTOR'S WAREHOUSE STOCK AT THE RATES STATED ABOVE.
Prepared ﬂ Operations
By 2.1 Approval
YATES PETRO%UM CP? RATIVON 35%
YATES DRILLING CONFANY [ £3 B
BY —EH77 (/‘7 27 DATE
'\-"'[f N
Tﬁ@i Mj CORBORAJFON { 5% l
BY DATE
BY %{ A / M DATE
- NEARBUéG P LORK e ION CONDANY [ 508 l
BY DATE form AFEND  (rev 4/93)




OPERATING AGREEMENT

DATED

March 1 19 95,

OPERATOR YATES PETROLEUM CORPORATION

CONTRACT AREA Township 19 South, Range 25 East

Section 13: SW/4

COUNTY OR FXRIZEK OF Eddy STATE OF_ New Mexico

COPYRIGHT 1977 — ALL RIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM LANDMEN
APPROVED FORM. AAPL NO. 610 - 1977 REVISEC
MAY BE ORDERED DIRECTLY FROM THE PUBLISHER
KRAFTBILT PRODUCTS. BOX BOO TILIISA 74310
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A.APL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977
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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between L~TES PETROLEUM CORPORATION, a

New Mexico corporation, 105 5. 4th St., Artesia, N.M. , hereinafter designated and

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

WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas in-
terests in the land identified in Exhibit “A”, and the parties hereto have reached an agreement to explore
and develop these leases and/or oil and gas interests for the production of oil and gas to the extent and

as hereinafter provided:
NOW, THEREFORE, it is agreed as follows:

ARTICLE L
DEFINITIONS

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

A. The term “oil and gas” shall mean oil, gas, casinghead gas, gas condensate, and all other liguid
or gaseous -hydrocarbons 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 cov-
ering 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, o0il and gas leasehold interests and oil and gas interests are described in Exhibit “A".

E. The term “drilling unit” shall mean the area fixed for the drilling of one well by order or rule

" of any state or federal body having authority. If a drilling unit is not fixed by any such rule or order,

a drilling unit shall be the drilling unit as established by the pattern of drilling in the Contract Area
or as fixed by express agreement of the Drilling Parties. : '

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

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

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

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

ARTICLE II.
EXHIBITS

The following exhibits, as indicated below and attached here:o, are incorporated in and made a
part hereof:
X A. Exhibit “A”, shall include the following information:
(1) Identification of lands subject to agreement,
{2) Restrictions, if any, as to depths or formations,
(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,
. Exhibit “B”, Form of Lease.
. Exhibit “C”, Accounting Procedure.
. Exhibit “D”, Insurance.
. Exhibit “E”, Gas Balancing Agreement,
. Exhibit “F” Non-Discrimination and Certification of Non-Segregated Facilities.

HEEEE
ME g QW

If any provision of any exhibit, except Exhibit “E", is inconsistent with any provision contained
in the bodv of this agreement. the nrovisions in the bodv of this agresmant chall wwnend
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ARTICLE III.
INTERESTS OF PARTIES

A. Oil and Gas Intcrests:

If any party owns an unleased oil and gas interest in the Contract Area, that interest shall be
treated for the purpose of this agreement and during the term hereof as if it were a leased interest
under the form of oil and gas lease attached as Exhibit “B”. As to such interest, the owner shall re-
ceive royalty on production as prescribed in the form of oil and gas lease attached hereto as Exhibit
“B”. Such party shall, however, be subject to all of the provisions of this agreement relating to lessees,
to the extent that it owns the lessee interest.

B. Interest of Parties in Costs and Production:

Exhibit “A” lists all of the parties and their respective percentage or fractional interests under this
agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under
this agreement shall be borne and paid, and all equipment and material acquired in operations on the
Contract Area shall be owned by the parties as their interests are shown in Exhibit “A”, All produc-
tion of oil and gas from the Contract Area, subject to the payment of lessor’s royalties whiekh—will—be
Porme—by—the—deimt—reeount, shall also be owned by the parties in the same manner during the term
hereof; provided, however, this shall not be deemed an assignment or cross-assignment of interests cov-
ered hereby.

ARTICLE 1IV.
TITLES

A. Title Examination:

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

- and production payments under the applicable leases. At the time a well is proposed, each party con-

tributing leases and/or oil and gas interests to the drillsite, or to be included in such drilling unit, shall
furnish to Operator all abstracts (including Federal Lease Status Reports), title opinions, title papers
and curative material in its possession free of charge. All such information not in the possession of or
made available to Operator by the parties, but necessary for the examination of title, shall be obtained
by Operator. Operator shall cause title to be examined by attorneys on its staff or by outside attorneys.
Copies of all title opinions shall be furnished to each party hereto. The cost incurred by Operator in
this title program shall be borne as follows:

51

61

preliminary, supplemental, shut-in gas royalty opinions and diuisicp—esder—TtItIS opinilons) shall be a
part of the administrative averheed—s—provided in Exh1b1t “C,” and shall not be a direct charge, whether

(X Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys
for title examination (including preliminary, supplemental, shut-in gas royalty opinions and division
order title opinions) shall be borne by the Drilling 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 Exhibit “A”.
Operator shall make no charge for services rendered by its staff 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. The 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 drilli?}g;;unit

has been examined as above provided, and (2) the title has been approved by the examining attoi&iney or
title has been accepted by all of the parties who are to participate in the drilling of the well. ‘

B. Loss of Title:

1. TFailure of Title: Should any oil and gas interest or leasc. or interest therein, be lost through
failure” of title, which loss results in a reduction of interest from that shown on Exhibit "A’," thns gree-
ment, nevertheless, shall continue in force as to all remaining oil and gas leases and mtf st :

(a) The party whose oil and gas lease or interest is affected by the title fallure shall béar alone
the cntlrc loss and it shall not be entitled to recover from Opcrator or the other parties any development

.

-2
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or operating costs which it may have theretofore paid, but there shall be no monetary liability on its
part to the other parties hereto for drilling, development, operating or other similar costs by reason of
such title failure; and

(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 acre-
age basis, as of the time it is determined finally that title failure has occurred, 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; and _

(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 interests (less costs and burdens attributable
thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such well:
and

(d) Should any person not a party to this agreement, who is determined to be the owner of any in-
terest 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 refund-
ed; and

(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 in the same proportions in which they shared
in such prior production; and

(f) 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 to 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, shut-in well payment, minimum royalty 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 (80) days from the discovery of the fail-
ure to make proper payment, which acquisition will not be subject to Article VIIL.B., the interests of
the parties shall be revised on an acreage basis, effective as of the date of termination of the lease in-
volved, 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 attributable o 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 unrecovered 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, theretofore accrued to the credit of the lost
interest, on an acreage basis, up to the amount of unrecovered costs;

(b) Proceeds, less operating expenses, thereafter accrued attributable to 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 to 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 in-
terests; and

(¢) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or
becomes, the owner of the interest lost, for the privilege of participating in the Contract Area or be-
coming 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 not be considered failure of title but shall be joint losses and shall be borne by all parties
in proportion to their interests. There shall be no readjustment of interests in the remaining portion of

the Contract Area.

ARTICLE V.,
. OPERATOR

A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR:

YATES PETROLEUM CORPORATION, 105 South 4th St., Artesia, N.M. 88210

Operator of the Contract Area, and shall conduct and direct and have full control of all operdiﬁ'fi}m on

the Contract Area as permitted and required by, and wlithin the limits of, this agreemen%@lléllf con-
s;b';i_érator

duct all such operations in a good and workmanlike manner, but it shall have no lizibilj.-}\)y"éaA
to the other parties for losses sustained or liabilities incurred, except such as may rgg\x_lt%{iz;i?c}m :

. . . Lo N
negligence or willful misconduct. \‘e;‘?.?'
Yorent
o P

L3t when authats
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B. Resignation or Removal of Operator and Selection of Successor:

1. Resignation or Rcmoval of Operator: Operator may resign at any time by giving written notice
thereof to Non-Opcrators. If Operator terminates its legal existence, no longer owns an intercst in the
Contract Arca, or is no longer capable of serving as Operator, it shall cease to be Operator without anyv
action by Non-Operator, except the selection of a successor. Operator may be removed if it fails or

refuses to carry out its duties hereunder, or becomes ihsolven‘, banl 'Vupt or is placed in receiversh~'p

ship as shown on Exhibit “A”, and not on the number of parties remaining aiter excludmg 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 effect-
lve date of resignation or removal, shall be bound by the terms nhereof as a Non-Operator. A change of
a corporate 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 Op-
erator 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. If the Operator that
is 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”, and not on the number of parties remaining after excluding the wvoting 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 employv 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 com-
menced, and such work shall be performed by Operator under the same terms ard conditions as are
customary and usual in the area in contracts of independent contractors who are deing work of a sim-

ilar nature.

ARTICLE VI
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the 1st day of dJuly L 19 = /5 Operator shall ccmmence the driil-
ing of a well for oil and gas at the following location:

660' FSL and 660' FWL of Section 13, T-19S-R25E
Eddy County, New Mexico

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

at 8500'.

unless granite or other practically impenetrable substance or condition in the hole, which renders
further drilling impractical, is encountered at a lesser depth, or uniess all parties agree to complete or
abandon the well at a lesser depth. -

Operator shall make reasonable tests of all formations encountered during driliing which gii’e in-
dication of containing oil and gas in quantities sufficient to test, unless this agreemen: shall be hrmtea
in its application to u specific formation or formations, in which cevent Operator snzll be \recuxred to
test only the formation or formations to which this agreement mayv apply. ; :

If, in Operator’s judgment, the well will not produce oil or gas in paying quantmes
to plug and abandon the well as a dry hole, it shall first secure the consent of aH )
plug and abandon same as provided in Article VI.E.1. hereof.

-4 -
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B. Subscquent 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 partics and not then producing
in paying quantitics, 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 loca-
tion, proposed depth, objective formation and the estimated cost of the operation. The parties receiv-
ing such a notice shall have thirty (30) days after receipt of the notice within which to notify the
parties wishing to do the work whether they elect to participatc in the cost of the proposed operation.
If a drilling rig is on location, notice of proposal to rework, plug back or drill deeper may be given
by telephone and the response period shall be limited to forty-eight (48) hours, exclusive of Saturday,
Sunday or 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.

2. Operations by Less than All Parties: If any party receiving such notice as provided in Article
VI.B.1. or VLE.1. 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 sixty (60) 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
where the drilling rig is on location, as the case may be) actually commence work on 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 Op-
erator is a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform
the work required by such proposed operation for the account of the Consenting Parties, or (b) desig-
nate one (1) of the Consenting Parties as Operator to perform such work. Consenting Parties, when
conducting operations on the Contract  Area pursuant to this Article VI.B.2., shall comply with all terms
and conditions of this agreement.

If less than all parties approve any proposed operation, the proposing party, immediately after the
expiration of the applicable notice period, shall advise the Consenting Parties of (a) the total interest
of the parties approving such operation, and (b) its recommendation as to whether the Consenting Par-
ties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48)
hours (exclusive of Saturday, Sunday or legal holidays) after receipt of such notice, shall advise the
proposing party of its desire to (a) limit participation to such party’s interest as shown on Exhibit “A”,
or (b) carry its proportionate part of Non-Consenting Parties’ interest. 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 to bear same under the terms of the preceding paragraph. Consenting
Parties shall keep the leasehold estates involved in such operations free and clear of all liens and
encumbrances of every kind created by or arising from the operations of the Consenting Parties. If such
an operation results in a dry hole, the Consenting Parties shall plug and abandon the well at their sole
cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions
of this Article results in a producer of oil and/or gas in paying quantities, the Consenting Parties shall
complete and equip the well to produce at their sole cost and risk, and the well shall then be turned
over to Operator and shall be operated by it at the expense and for the account of the Consenting Parties.
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 the sale of such share,
calculated at the well, or market value thereof if such share is not sold (after deducting production
taxes, crude oil excise taxes, royalty, overriding royalty and other interests existing on the effective date hereof,
payable out of or measured by the production from such well accruing with respect to such interest until lt reverts)
shall equal the total of the following: i

(a) ogg % of each such Non-Consenting Party’s share of the cost of any newly acquu‘ed'i urface
equipment beyond the wellhead connections (including, but not limited to, stock tanks, sepérators
treaters, pumping cquipment and piping), plus 100% of cach such Non-Consenting Party’s share bf the
cost of operation of the well commencing with first pyoduction and continuing until each such Non-
Consenting Party’s relinquished interest shall revert to it under other provisions of this A(txcle 1t being
agreed that cach Non-Conscnting Party’s share of such costs and equipment will be thaf mterest hich
would have been chargeable to each Non-Consenting Party had it participated in the well from the be-
ginning of the operation; and ST

(b) _500% of that portion of the costs and expenses of drilling rewarking, deepening, ‘or plugging
back, testing and completing, after deducting any cash contributions received under Article VIII.C..and

. _5-
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500% of that portion of the cost of newly acquired equipment in the well (to and including the well-
head connections), which would have been chargeable to such Non-Consenting Party if it had partici-
pated therein.

Gas production attributable to any Non - Consenting Party’s relinquished interest upon such Party’s
election, shall be sold to its purchaser, if available, under the terms of its existing gas sales con-
tract. Such Non - Consenting Party shall direct its purchaser to remit the proceeds receivable from
such sale direct to the Consenting Parties until the amounts provided for in this Article are recov-
ered from the Non - Consenting Party’s relinquished interest. If such Non - Consenting Party has not
contracted for sale of its gas at the time such gas is available for delivery, or has not made the elec-
tion as provided above, the Consenting Pariies shall own and be entitled to receive and sell such Non-
Consenting Party’s share of gas as hereinabove provided during the recoupment period.

During the period of time Consenting Parties are entitled to receive Non-Consenting Party’s share
of production, or the proceeds therefrom, Consenting Parties shall be responsible for the payment of
all production, crude oil excise taxes, severance, gathering and other taxes, and all royalty, overriding royalty
and other burdens applicable to Non-Consenting Party's share of production.

,

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

Within sixty (60) days after the completion of any operation under this Article, the party con-
ducting the operations for the Consenting Parties shall furnish each Non-Consenting Party with an in-
ventory 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 billings. Each month thereafter, during the time the Consenting Parties are being
reimbursed as provided above, the Party conducting the operations for the Consenting Parties shall furn-
ish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the
operation of the well, together with a statement of the quantity of 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 oil and gas produced during any month, Consenting Parties
shall use industry accepted methods such as, but not limited to, metering or periodic well tests. Any
amount realized from the sale or other disposition of equipment newly acquired in connection with any
such operation which would have been owned by a Non-Consenting Party had it participated therein
shall be credited against the total unreturned costs of the work done and of the equipment purchased,
in determining when the interest of such Non-Consenting Party shall revert to it as above provided;
and if there is a credit balance, it shall be paid to such Non-Consenting party.

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 auto-
matically revert to 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 there-
from 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 scurce of supply from which a well
located elsewhere on the Contract Area is producing, unless such well conforms to the then-existing
well spacing pattern for such source of supply.

The provisions of this Article shall have no application whatsoever to the drilling of thegfj;ﬁnitial
well described in Article VI.A. except (a) when Option 2, Article VIL.D.1., has been selected,f;f*;-rt‘.)fr (b)
to the reworking, deepening and plugging back of such initial well, if such well is or thereaf Txgishall
prove to be a dry hole or non-commercial well, after having been drilled to the depth specified iri Article

VIA. 4
I

C. Right to Take Production in Kind: LTSN

Each party electing to take in kind or separately dispose of its proportionate share of the production from the Contract Area
shall keep accurate records of the volume, selling price, royalty and taxes relative to its share of production. Non-Operators
shall, upon request, furnish Operator with true and complste copies of the records required to be kept hareunder whanever, undar
the terms of this agreamont or any agreament executad In connection herewith, It is necessary for Operator to obtain said information.
Any Information furnished to Operator hereunder shall be used by Operator only to the extent necessary to carry out its duties
as Operator and shall otherwise be kept confidential,

Each party shall have tha right to take in kind or separately dispose of its proportionate share of all oil and gas produced
from the Contract Area, exclusive of productlon which may be used in developmant and producing aperations and In preparing and

4 ' -6 -
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treating oil for marketing purposes and production unavoidably lost. Any extra exponditure incurred in the taking in kind or separate
disposition by any party of its proportionate share of the production shail be borne by such party. Any party taking its share of
production in kind shall be 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 contracts as may be necessary for the sale of its
interest in production from the Contract Area, and, except as provided in Article VILB., shall be entitled
to receive payment direct 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 and gas produced from the Contract Area, Operator shall have
the right, subject to the revocation at will by the party owning it, but not the obligation, to purchase such
oil and gas 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 Op-
erator 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 and gas not previously delivered to a
purchaser. Any purchase or sale by Operator of any other party’s share of oil and gas shall be only for
such reasonable periods of time as are consistent with the minimum needs of the industry under the
particular circumstances, but in no event for a period in excess of one (1) year. Notwithstanding the
foregoing, Operator shall not make a sale, including one into interstate commerce, of any other party’s
share of gas production without first giving such other party thirty (30) days notice of such intended
sale. :

In the event any party hereto is not at any time taking or marketing its share of gas production and Operator
is either (i) unwilling to purchase or sell or (i} unable to obtain the prior written consent to purchase or sell such
party's share of gas production, or in the event any party has contracted to sell its share of gas produced from
the contract Area to a purchaser which does not at any time while this agreement is in effect take the full share
of gas attributable to the interest of such party, then in any such event the terms and conditions of the Gas
B;Ianging Agreement attached hereto as Exhibit "E" and incorporated herein shall automatically become
effective.

D. Access to Contract Area and Information:

Each party shall have access to the Contract Area at all reasonable times, at its sole risk to inspect
or observe operations, and shall have access at reasonable times to information pertaining to the de-
velopment 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 govern-
mental 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 furnishing information to
Non-Operator, other than that specified above, shall be charged to the Non-Operator that requests the
information.

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled pursuant to Article VI.B.2., any well
which has been drilled 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 or 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 of such well. Any party who ob-
jects to the plugging and abandoning such well shall have the right to take over 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: Except for any well which has been drilled or re-
worked pursuant to Article VI.B.2. hereof for which the Consenting Parties have not been fully reim-
bursed as therein provided, any well which has been completed as a producer shall not be plugged and
abandoned without the consent of all parties. If all parties consent to such abandonment, the wéil’ shall
be plugged and abandoped in accordance with applicable regulations and at the cost, risk and Hﬁ(f:pense
of all the parties hereto. If, within thirty (30) days after receipt of notice of the proposed abanc?;'rf;ment
of such well, all parties do not agree to the abandonment of any well, those wishing to continu J§§‘ op-
eration shall tender to each of the other parties its proportionate share of the value of the well’s Léivable
material and equipment, determined in accordance with the provisions of Exhibit “C”, less the efslﬁ‘i'\\‘ ated
cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning parf;;‘shall
assign to the non-abandoning parties, without warranty, express or implied, as to title or 4 ThX: ,"’r"xtity,
quality, or fitness for use of the equipment and material, all of its intcrest in the well ar{ 63 ; o

ment, together with its interest in the leaschold estate as to, but only as to, the interval of i

formation or formations then open to production. If the interest of the abandoning part 7 q n

an oil and gas interest, such party shall execute and deliver to the non-abandoning partyi
s i this |.lrmtlw.'n¢ matkog pisint oo

oil and gas lease, limited to the interval or intervals of the formation or formations thggipp,gm 0.praque-.
tion, for a term of one yoar and so long thereafter as oil and/or gas is produced from thesintervalior-inter-..

Il
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vals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit
“B”. The assignments or lcases so limited shall encompass the “drilling unit” upon which the well is
located. The payments by, and the assignments or leases to, the assignees shall be in a ratio based upon
the relationship of their respective percentages of participation in the Contract Area to the aggregate of
the percentages of participation in the Contract Area of all assignees. There shall be no readjustment
of interest in the remaining portion of the Contract Area.

Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the op-
eration 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 request, 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.

ARTICLE VIIL
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 VILB. 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. It is not the intention of the parties that this contract is
made or intended for the benefit of any third person.

B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a
security interest in its share of oil and/or gas when extracted and its interest in all equipment, to secure
payment of its share of expense, together with interest thereon at the rate provided in the Accounting
Procedure attached hereto as Exhibit “C”. To the extent that Operator has a security interest under the
Uniform Commercial Code of the State, Operator shall be entitled to exercise the rights and remedies
of a secured party under the Code. The bringihg of a suit and the obtaining of judgment by Operator
for the secured indebtedness shall not be deemed an 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
othe hts or remech to collect from_the purc er the roce%ds from the sal fsuch Non- rator S
are ofmlgangfor gas unt1 %hgggle m% owedlgy sucheﬁ Opera?or}plus 1n§ereﬁl as gee‘é pax%
purchaser shall be entitled to rely upon Operator’s written statement concerning the amount of any de-
fault. Operator grants a like lien and security interest to the Non-Operators to secure payment of Op-

erator’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 in-
terest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain reimburse-
ment thereof, be subrogated to 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 proportionate shares upbn the expense basis pro-
vided in the Accounting Procedure attached hereto as Exhibit “C”. Operator shall keep an accurate
record of the joint account hereunder, showing expenses incurred and charges and credits made and

received. 7

71

. i

Opcrator, at ils clection, shall have the right from time to time to demand and receive frtf;m the
other parties payment in advance of their respective shares of the estimated amount of the exéense to
be incurred in operations hereunder during the next succeeding month, which right may be exerched only
by submission to each such party of an itemized statement of such estimated expense, together with
an invoice for its share thereof. Each such statement and invoice for the payment in advanceH)f} esti-
mated expense shall be submitted on or before the 20th day of the next preceding monthﬁgh~ arty
shall pay to Operator its proportionate share of such estimate within fifteen (15) days éfie.r Sq', es-

tlmatc and invoice is rcccxvcd If any party falls to pay its share of sald cstimate wnhin sald gmlle the

proportionate share of actual expenses incurred, and no more. o

-8-
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D. Limitation of Expenditures:

1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, ex-
cept any well drilled or deepened pursuant to the provisions of Article VI.B.2. of this Agreement, it being
understood that the consent to the drilling or deepening shall include:

K] 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, Operator shall give im-
mediate 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 holi-
days) in which to elect to participate in the setting of casing and the completion attempt. Such election,
when made, shall include consent to all necessary expenditures for the completing and equipping of such
well, including necessary tankage and/or surface facilities. Failure of any 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 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 VI.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 agree-
ment, it being understood that the consent to the reworking or plugging back of a well shall include
consent to all necessary expenditures in conducting such operations and completing and equipping of
said well, including necessary tankage and/or surface facilities.

3. Other Operations: Operator shall not undertake any single project reasonably estimated to require
an expenditure in excess of _ TWENTY FIVE THOUSAND-------------- Dollars (§_2°¢000.00 )
except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plug-
ging back of which has been previously authorized by or pursuant to this agreement; provided, how-
ever, 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 emer-
gency to the other parties. If Operator prepares “Aixthority for Expenditures” for its own use,

Operator, upon request, shall furnish copies of its ‘““Authority for Expenditures” folrsagﬁosiré%le project
costing in excess of _FIFTEEN THOUSAND-------------=~---—"—""~ Dollars ($ "1 . )-

E. Royalties, Overriding Royalties and Other Payments:

Each party shall pay or deliver, or cause to be paid or delivered, all royalties to the extent of
1/8 of 8/8ths due on its share of production and shall hold the other parties free
from any liability therefor. If the interest of any party in any oil and gas lease covered by this agree-
ment is subject to any royalty, overriding royalty, production payment, or other charge over and above
the aforesaid royalty, such party shall assume and alone bear all such obligations and shall account

for or cause to be accounted for, such interest to the owners thereof. :
No party shall ever ba responsible, on any price basis higher than the price received by such party, to any other party’'s lessor
or royalty owner; and if any such other party's lessor or royalty owner should demand and receive settlements on a higher price basis,
the party contributing such lease shall bear the royalty burden insofar as such higher price is concerned. e
It is recognized by the parties hereto that in addition to each party’s share of working interest production as shown in Exhibit A",
such party shall have tha right, subject to existing contracts, to market the royalty gas attributable to each lease which it
contributes to the Contract Area and to receive payments due for such royalty gas produced from or allocated to such lease or leases.
It is agreed that, regardless of whether each party markets or contracts for its share of gas, including the royalty gas under the
leases which it contributed to the Contract Area, such party agrees to pay or cause to be paid to the royalty owners under its lease or
leases the proceeds attributable to their respective royalty interest and to hold all other parties hereto harmless for its failure to do so.

F. Rentals, 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 to this agreement at its 6}* their
expense. In the event two or more parties own and have contributed interests in the same leaseﬁf.o this
agreement, such parties may designate one of such parties to make said payments for and on behéff- of all
such parties. Any party may request, and shall be entitled to receive, proper evidence of all sua;lfg;pay—
ments. In the event of failure to make proper payment of any rental, shut-in well payment or jjr_iimum
royalty through mistake or oversight where such payment is required to continue the lease iﬁigforce,
any loss which results from such non-payment shall be borne in accordance with the provisions ofg!fA'rticle
IV.B.2. CRASA

v I, é\'\’:i:‘\

Operator shall notify Non-Operator of the anticipated completion of a shut-in gas \Le l,i’o’.i‘f.‘_t}‘aé,;hut—
ting in or return to production of a producing gas well, at least five (5) days (excluding\“-$,‘_ifu‘r_ga)’}"{,ﬁun-
day and holidays), or at the earliest opportunity permitted by circumstances, prior to taklitrg“%u Iif:‘l 'ffon,_
but assumes no liability for failure to do so. In the event of failure by Operator?ft‘é:fsfa'“Bzait'ifﬁr‘,‘ﬁon‘—

Operator, the loss of any lcase contributed hereto by Non-Operator for failure to make. timely payments

9.
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of any shut-in well payment shall be borne jointly by the parties hereto under the provisions of Article
IV.B.3.

G. Taxes:

Beginning with the first calendar year after the effective date hereof, Operator shall render for ad
valorém 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 ren-
dition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not be
limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests con-
tributed by such Non-Operator. If the assessed valuation of any leasehold estate is reduced by reason of its
being subject to outstanding excess royalties, overriding royalties or production payments, the reduction in
ad valorem taxes resulting 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
reduction. Operator shall bill other parties for their proportionate share of all tax payments in the man-
ner provided in Exhibit “C”.

If Operator considers any tax assessment improper, Operator may, at its discretion, protest within
the time and manner prescribed by law, and prosecute the protest to a final determination, unless all
parties agree to abandon the protest prior to final determination. During the pendency of administrative
or judicial proceedings, Operator may elect to pay, under protest, all such taxes and any interest and
penalty. When any such protested assessment shall have been finally determined, Operator shall pay
the tax for the joint account, together with any interest and penalty accrued, and the total cost shall then
be assessed against the parties, and be paid by them, as provided in Exhibit “C”.

Each party shall pay or cause to be paid all production, severance, gathering and other taxes im-
posed upon or with respect to the production or handling of such party’s share of oil and/or gas pro-
duced under the terms of this agreement.

H. Insurance:

At all times while operations are conducted hereunder, Operator shall comply with the Workmen's
Compensation Law of the State where the operations are being conducted; provided, however, that Op-
erator may be a self-insurer for liability under said compensation laws in which event the only charge
that shall be made to the joint account shall be an amount equivalent to the premium which would have
been paid had such insurance been obtained. Operator shall also carry or provide insurance for the
benefit of the joint account of the parties as outlined in Exhibit “D”, attached to and made a part hereof.
Operator shall require all contractors engaged in work on or for the Contract Area to comply with the
Workmen’s Compensation Law of the State where the operations are being conducted and to maintain
such other insurance as Operator may require.

In the event Automobile Public Liability Insurance is specified in said Exhibit “D”, or subsequently
receives the approval of the parties, no direct charge shall be made by Operator for premiums paid for
such insurance for Operator's fully owned automotive equipment,

ARTICLE VIII.
ACQUISITION MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

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

However, should any party desire to surrender its interest in any lease or in any portion thereof, and
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 desiring to surrender it. If the interest of the assigning party includes an oil and gas interest,’ f.he as-
signing party shall execute and deliver to the party or parties not desiring to surrender an oil and gas
lease covering such oil and gas interest for a term of one year and so long thereafter as oil and/or gas
is produced from the land covered thereby, such lease to be on the form attached hereto as Exhiblt “B.
Upon such assignment, the assigning party shall be relieved from all obligations thereafter accrumg,
but not theretofore accrued, with respect to the acreage assigned and the operation of any well fhereon
and the assigning party shall have no further interest in the lease assigned and its eqmpment /and pro-
duction other than the royaltics retained in any lease made under the terms of this Article! The p\artlos
assignee shall pay to the party assignor the reasonable salvage value of the latter’s mterést in én/v lvells
and equipment on the assigned acreage. The value of all material shall be determmec(dn __ccor ance
with the provisions of Exhibit “C”, less the estimated cost of salvaging and the estlmatea_(l bt
ging and abandoning, If the assignment is in favor of more than one parly, the ‘\legn("d i‘!")‘fcdlcsti_shall
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1  be shared by the parties assignee in the proportions that the interest of each bears to the interest of all
2  parties assighee.
3
4 Any assignment or surrender made under this provision shall not reduce or change the assignor’s or
5 surrendering parties’ interest, as it was immediately before the assignment, in the balance of the Contract
6 Area; and the acreage assigned or surrendered, and subsequent operations thereon, shall not thereafter
7  be subject to the terms and provisions of this agreement.
8
9 B. Rencwal or Extension of Leases:
10
11 If any party secures a renewal of any oil and gas lease subject to this Agreement, all other parties
12 shall be notified promptly, and shall have the right for a period of thirty (30) days following receipt
13 of such notice in which to elect to participate in the ownership of the renewal lease, insofar as such
14  lease affects lands within the Contract Area, by paying to the party who acquired it their several proper
15  proportionate shares of the acquisition cost allocated to that part of such lease within the Contract Area,
16  which shall be in proportion to the interests held at that time by the parties in the Contract Area.
17
18 If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it
19  shall be owned by the parties who elect to participate therein, in a ratio based upon the relationship of
20 their respective percentage of participation in the Contract Area to the aggregate of the percentages
21  of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
22 Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement.
23 - without warranty
24 Each party who participates in the purchase of a renewal lease shall be given an assignment/of its
25 proportionate interest therein by the acquiring party.
26
27 The provisions of this Article shall apply to renewal leases whether tﬁey are for the entire interest
28 covered by the expiring lease or cover only a portion of its area or an interest therein. Any renewal lease
29 taken before the expiration of its predecessor lease, or taken or contracted for within six (6) months after
30 the expiration of the existing lease shall be subject to this provision; but any lease taken or contracted
31 for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal
32 lease and shall not be subject to the provisions of this agreement.
33
34 The provisions in this Article shall apply also and in like manner to extensions of oil and gas
35 leases. The provisions of this Article VIII-B shall only apply to leases, or portions

36 of leases, located within the Unit Area.

37 C. Acreage or Cash Contributions:

38

39 While this agreement is in force, if any party contracts for a contribution of cash toward the drilling
40  of a well or any other operation on the Contract Area, such contribution shall be paid to the party who
41  conducted the drilling or other operation and shall be applied by it against the cost of such drilling or
42  other operation. If the contribution be in the form of acreage, the party to whom the contribution is
43 made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling
44  Parties in the proportions said Drilling Parties shared the cost of drilling the well. If all parties hereto
45 are Drilling Parties and accept such tender, such acreage shall become a part of the Contract Area and
46 be governed by the provisions of this agreement. If less than all parties hereto are Drilling Parties and
47  accept such tender, such acreage shall not become a part of the Contract Area. Each party shall prompt-
48  ly notify all other parties of all acreage or money contributions it may obtain in support of any well or
49 any other operation on the Contract Area,.

50

51 If any party contracts for any consideration relating to disposition of such party’s share of substances

52  produced hereunder, such consideration shall not be deemed a contribution as contemplated in this
53  Article VIIL.C. This paragraph shall not be applicable to the contribution of acreage

54 by the Contributing Parties toward the Initial, Substitute, or Option Test Well.
55 D. Subsequently Created Interest:

56

57 Notwithstanding the provisions of Article VIILE. and VIII.G., if any party hereto shall, subséquent
58 to execution of this agreement, create an overriding royalty, production payment, or net proceed{ﬁnter-
59  est, which such interesfs are hereinafter referred to as “subsequently created interest”, such subseq’uently
80 created interest shall be specifically made subject to all of the terms and provisions of this agreem‘ent as
61 follows: S

62 7

63 1. If non-consent operations are conducted pursuant to any provision of this agreement, rajci the
64  party conducting such operations becomes entitled to receive the production attributable orthe,';h erest
65 out of which the subsequently created interest is derived, such party shall receive samé free and clear
66 of such subscquently created interest. The party creating same shall bear and pay all sUc‘h subscduently
67  created interests and shall indemnify and hold the other parties hereto free and halmlcss from
68  all liability resulting therefrom.
69

70
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2. If the owner of the interest from which the subsequently created interest is derived (1) fails to
pay, when due, its share of expenses chargeable hereunder, or (2) elects to abandon a well under pro-
visions of Article VIE. hercof, or (3) elects to surrender a lecase under provisions of Article VIILA.
hereof, the subsequently created interest shall be chargeable with the pro rata portion of all expenses
hereunder in the same manner as if such interest were a working interest. For purposes of collecting
such chargeable expenses, the party or parties who reccive assignments as a result of (2) or (3) above
shall have the right to enforce all provisions of Article VII.B. hereof against such subsequently created
interest.

E. Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests
covered by this agreement, and notwithstanding any other provisions to the contrary, no party shall
sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Con-
tract 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 ex-
pressly 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 interests within the scope of the operations embraced in this agreement; however, all such
co-owners shall have the right to enter into and execute all contracts or agreements for the disposition
of their respective shares of the oil and gas produced from the Contract Area and they shall have the
right to receive, separately, payment of the sale proceeds hereof.

F. Waiver of Right to Partition:

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

- .da a o\ o) G t at ) nterest Bae o SEEOORHOR o od o) el

2430-bk+G=rF P HE5H- 3 5 -5 b £—4 S—arg gRtas
interests in the Contract Area, it shall promptly give written notice to the other parties, with=#I infor-

mation concerning its proposed sale, which shall include the name and address gf.re prospective pur-
chaser (who must be ready, willing and able to purchase), the purchasc.#rfCe, and all other terms of
the offer. The other parties shall then have an optional priopetgft, for a period of ten (10) days after
receipt of the notice, to purchase on the same terms_sand~conditions the interest which the other party
proposes to sell; and, if this optional right4s~exercised, the purchasing parties shall share the pur-
chased interest in the proportion gt the interest of each bears to the total interest of all purchasing
parties. However, there shell be no preferential right to purchase in those cases where any party wishes
to mortgage its-rtErests, or to dispose of its interests by merger, reorganization, consolidation, or sale
of aller-Substantially all of its assets to a subsidiary or parent company or to a subsidiary of a parent

ompan Q ) ! SIS - hich—ah ORB=3 : CME—a— 30 EH S he-gtoa

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create, a relationship ofipart-
nership or an .xxsuci.ltiun for profit between or among the parties hereto. Notwithstanding any pro-
visions hercin that the' rights and liabilities hereunder arc several and not joint or collective, or that this
agreement and operations hereunder shall not constitute a partnership, if, for Federal income tax _pur-
poses, this agreement and the operations hereunder are regarded as a partnership, each party hereby
affected eleets Lo be excluded (rom the application of all of the provisions of Subchapter “K”, Chapter
1, Subtitle “A”, of the Internal Revenue Code of 1954, as permitted and authorized by Secti n*!.’?Sl of
the Code and the regulations promulgated thereunder. Operator is authorized and dxrected»jt KT l{dte on
behalf of each party hereby affected such evidence of this election as may be required lpy/ :

, he Secr%tary
of the Treasury of the United States or the Federal Internal Revenue Service, including sbeélﬁcally, but
not by way of limitation, all of the returns, statements, and the data required by cheral Regula-
tions 1.761. Should there be any requirement that each party hereby affected give further. 'deﬁ'Ee of
this election, cach such party shall execute such documents and furnish such other evxdence as may be
1equ1rgd by the Federal:Internal Revenue Service or as may be necessary to evidence this election. No

" ' -12-
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1 such party shall give any notices or take any other action inconsistent with the election made hereby.
2 If any present or future income tax laws of the state or states in which the Contract Area is located or
3 any future income tax laws of the United States contain provisions similar to those in Subchapter “K”,
4  Chapter 1, Subtitle "A”, of the Internal Revenue Code of 1954, under which an election similar to that
5 provided by Section 761 of the Code is permitted, each party hereby affected shall make such election as
6 may be permitted or required by such laws. In making the foregoing election, each such party states that
7  the income derived by such party from Operations hereunder can be adequately determined without the
8 computation of partnership taxable income.
9
10 ARTICLE X.
11 CLAIMS AND LAWSUITS
12
13 Operator may settle any single damage claim or suit arising from operations hereunder if the ex-
14 penditure does not exceed FIFTEEN THOUSAND—————————————————————m——mmm o m oo Dollars
15 ($15,000.00 ) and if the payment is in complete settlement of such claim or suit. If the amount
16 required for settlement exceeds the above amount, the parties hereto shall assume and take over the
17 further handling of the claim or suit, unless such authority is delegated to Operator. All costs and ex-
18 pense of handling, settling, or otherwise discharging such claim or suit shall be at the joint expense
19 of the parties. If a claim is made against any party or if any party is sued on account of any matter
20  arising from operations hereunder over which such individual has no control because of the rights given
21  Operator by this agreement, the party shall immediately notify Operator, and the claim or suit shall
22 be treated as any other claim or suit involving operations hereunder.
23 -
24 ARTICLE XI.
25 FORCE MAJEURE
26
27 If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations
28  under this agreement, other than the obligation to make money payments, that party shall give to all
29  other parties prompt written notice of the force majeure with reasonably full particulars concerning it;
30 thereupon, the obligations of the party giving the notice, so far as they are affected by the force majeure,
31  shall be suspended during, but no longer than, the continuance of the force majeure. The affected party
32 shall use all reasonable diligence to remove the force majeure situation as quickly as practicable.
33
34 The requirement that any force majeure shall be remedied with all reasonable dispatch shall not
35 require the settlement of strikes, lockouts, or other labor difficulty by the party involved, contrary to its
36  wishes; how all such difficulties shall be handled shall be entirely within the discretion of the party
37 concerned.
38
39 The term ‘“force majeure”, as here employed, shall mean an act of God, strike, lockout, or other
40  industrial disturbance, act of the public enemy, war, blockade, public riot, lightning, fire, storm, flood,
4]  explosion, governmental action, governmental delay, restraint or inaction, unavailability .of equipment,
42  and any other cause, whether of the kind specifically enumerated above or otherwise, which is not
43 reasonably within the control of the party claiming suspension.
44
45 ARTICLE XII.
46 NOTICES
47
48 All notices authorized or reqguired between the parties, and required by any of the provisions of
49  this agreement, unless otherwise specifically provided, shall be given in writing by United States mail
50 or Western Union telegram, postage or charges prepaid, or by teletype, and addressed to the party to
51 whom the notice is given at the addresses listed on Exhibit “A”. The originating notice given under any
52  provision hereof shall be deemed given only when received by the party to whom such notice is directed,
53 and the time for such party to give any notice in response thereto shall run from the date the originat-
54 ing notice is received. The second or any responsive notice shall be deemed given when deposited in
55 the United States mail or with the Western Union Telegraph Company, with postage or charges prepaid,
56 or when sent by teletype. Each party shall have the right to change its address at any time, and from
57 time to time, by giving written notice hereof to all other parties. i
58 i3
59 ' ARTICLE XIII.
60 TERM OF AGREEMENT
61 .
62 This agreement shall remain in full force and effect as to the oil and gas leases and/or oil am):l'"'g"as in-
63  terests subjected hereto for the period of time selected below; provided, however, no party heretq shall
64 ever be construed as having any right, title or interest in or to any lease, or oil and ga nte;
65 tributed by any other party beyond the term of this agrecement. Sy

tmued in force as to any part of the Contract Arna whether—y-prO0UCION, extens1on re
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€KX Option No. 2: In the event the well described in Article VIA., or any subsequent well drilled
under any provision of this agreement, results in production of oil and/or gas in paying quantities, this
agrecment shall continue in force so long as any such well or wells produce, or are capable of produc-
tion, and for an additional period of 180 days from cessation of all production; provided, however,
if, prior to the expiration of such additional period, one or-more of the parties hereto are engaged in
drilling or reworking a well or wells hereunder, this agreement shall continue in force until such op-
erations have been completed and if production results therefrom, this agreement shall continue in
force as provided herein. In the event the well described in Article VI.A., or any subscquent well
drilled hereunder, results in a dry hole, and no other well is producing, or capable of producing oil
ax\d/or gas from the Contract Area, this agreement shall terminate unless drilling or reworking opera-
tions are commenced within _EO__days from the date of abandonment of said well.

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

ARTICLE X1V,
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

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

B. Governing Law:

The essential validity of this agreement and all matters pertaining thereto, including, but not lim-
ited to, matters of performance, non-performance, breach, remedies, procedures, rights, duties and in--
terpretation or construction, shall be governed and determined by the law of the state in which the
Contract Area is located. If the Contract Area is in two or more states, the law of the state where most
of the land in the Contract Area is located shall govern.

, . ARTICLE XV.
! OTHER PROVISIONS 4

A. Not included.
B. Not included.
C. Not included.

D. Notwithstanding any other provisions herein, if during the term of this agreement, a well is required
to be drilled, deepened, reworked, plugged back, sidetracked, or recompleted, or other operation that
may be reqmredlnorder to (1) contimue a lease or leases in force and effect, or (2) maintain a unitized
area or any portion thereof in force ard effect, or (3) earn or preserve an interest in and to oil and/or
gas ard cther minerals which may be awned by a third party or which, failing in such operation, may revert
to a third party, or, (4) oarply with an arder issued by a regulatory body havmg jurisdiction in the
premises, failing in which certain nghts v.ould tenrunate, the following shall ly. Should less than all

ofthepartlesheretoelectto ci y their proportionate part of costs to be incurred in
such operation, those parties dg;rtl pa 1pate shall have the right to do so at their sole cost,
risk, and expense. Pramptly fo conclusion of such operation, each of those parties not

participating agree to execute and iver an ropriate assigmment to the total interest of each
rml-parltpi.lac;Lpatu%r party in and to the lease, leaaps%s, or rights which would have terminated or which

preserved by virtue of such cperation, and in and to the lease, leases or rights
mtluntleﬂalanoeoftmdnlhrgumtuponmduﬂ)emllmsdnﬂed,exoe however, wells
theretofore oonpleted and capable of producing in paying quantities. Such assigrment 1 pe delivered to
the participating part:Les in the proportion that they bore the expense attributable to the

non~participating parties' interest.

E. No productlon, whether oil or gas, may be sold from the lease acreage, or lands pooled therewith, to
‘s subsidiaries, affiliates, or associates, without each party's prior er.tten consent. All
productlm sold from the lease acreage, or lands pooled therewith, will be an am's length trade with a
third parchaser. It is esslyagreedlfprlormttenoonsentlsglventoapartysell to
ves, its subsidiaries, affiliates, or asscciates, the other parties to this agreement will have the
option to also sell to said purchaser, at the same or better price. In the event any party hereto, makes
an am's length trade with a third party purchaser, the remaining parties will have the opticn to also sell
at the same or higher price.

F. Prior to commencement of any well drilled under this agreement, each non—cperator must tender to the
operatar its share of dry hole cost, as set out on Authority for Experditure proposing such well.
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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.

5
6
7 This instrument may be executed in any number of counterparts, each of which shall be considered
8 an original for all purposes.

9

10 IN WITNESS WHEREOF, this agreement shall be effective as 0of __lst  day of_ March
11 19_95_.

14
OPERATOR

YATES PETR EUM CORPORATION

TLTLE ﬁh iié’g Tadck ’Q/

—
~3 Gy W

[{a N el

[l

NON-OPERATORS

[SEI S T O T S R

o e N

NEARBURG EXPLORATION COMPANY Myco INDUSTRIES, INC.

By: By: (/%72'/

TITLE: TITLE /

O ®» -1 & W,

7

ABO PETROWPOR% :'

TlTLE /j

Rl I SR O )

[ PSR G R
W O Fe O

STATE OF NEW MEXICO )
:SS

COUNTY OF EDDY )

T
41 L »
49 The foregoing instrument was acknowledged before me this \ day of “Mg\'\
X 1435 by QaaNon Nakis , Attorney-in-Fact, for Yates Petroleum Corporation, a New Mexico

. corporation, orbehalf said corporation.
45 Qe W
“\I Y

4 My Commnssmn Expires: Notary Public
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ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT DATED MARCH 1, 1995 BETWEEN YATES
PETROLEUM CORPORATION, “OPERATOR” AND NEARBURG EXPLORATION, ET AL, ‘NON-OPERATORS”,

STATE OF NEW MEXICO )

'Ss
COUNTY OF EDDY )
o™
The foregoing instrument was acknowledged before me this “i day of
sy , 1995 by Peyton Yates, Attorney-in-Fact, for Yates Drilling Company, John A.

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

N, Ve

My Commission Expires: Notary Public

Q-

STATE OF )
:SS
COUNTY OF )

The foregoing instrument was acknowledged before me this day of .
1995 by ., for Nearburg Exploration

Company, a corporation, on behalf of said corporation.

My Commission Expires: Notary Public




ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT DATED MARCH 1, 1995, BETWEEN

YATES PETROLEUM CORPORATION, "OPERATOR" AND NEARBURG EXPLORATION COMPANY, ET AL,
"NON-OPERATORS", COVERING LANDS LOCATED IN EDDY COUNTY, NEW MEXICO.

EXHIBIT "A"

Lands Subject to Agreement:

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

Restrictions as to depth of formations:

From the surface of the earth to the base of the Canyon formo’r.ion

Percentage Interests of Parties Under the Agreement:

Yates Petroleum Corporation
Yates Driling Company

Abo Petroleum Corporation
Myco Industries, Inc.

Nearburg Exploration Company

INITIAL TEST
INITIAL TEST WELL AFTER
WELL PAYOUT &
BEFORE SUBSEQUENT
ACRES 7% OF UNIT PAYOUT WELLS
56.000000 35.000000 % 35.000000 % 35.000000 %
8.000000 5.000000 5.000000 5.000000
8.000000 5.000000 5.000000 5.000000
8.000000 5.000000 5.000000 5.000000
80.000000 50.000000 50.000000 50.000000
160.000000 100.000000 %  100.000000 %  100.000000 %

Oil & Gas Leases subject to Agreement:

Lessor:
Criginal Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Lessor:
Criginal Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Gideon M. Boyd and Ruth H. Boyd, Trustees
Nearburg Exploration Co. 100.000000 %
Nearburg Exploration Co. 100.000000 %
November 12, 1994

Fee

SW/4

10.00

Warren Akin, 1ll, et al
Nearburg Exploration Co. 100.000000 %
Nearburg Exploration Co. 100.000000 %
November 12, 1995

Fee

SW/4

50.00

Page |



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

3. Lessor: Dorothy B. Sinclair

Original Lessee: Nearburg Exploration Co. 100.000000 %

Present Lessee: Nearburg Exploration Co. 100.000000 %

Expiration Date:

November 12, 1995

Serial No. Fee
Description: SW/4
Net Acres: 10.00
4. Lessor: Richard H. Coats, et al
Criginal Lessee: Nearburg Exploration Co. 100.000000 %
Present Lessee: Nearburg Exploration Co. 100.000000 %
Expiration Date: November 3, 1996
Serial No. Fee
Description: SW/4
Net Acres: 10.00
5. Llessor: Louise Holmquist

Criginal Lessee:

Present Lessee:

Expiration Date:

Yates Petroleum Corp.

70.000000 %

Yates Driling Company 10.000000
Abo Petroleum Corp. 10.000000
Myco Industries, Inc. 10.000000

Yates Petroleum Corp.

70.000000 %

Yates Driling Company 10.000000
Abo Petroleum Corp. 10.000000
Myco Industries, Inc. 10.000000

January 31, 1997

Serial No. Fee
Description: SW/4
Net Acres: 26.67

Page 2



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

6. Lessor: Charles Holmquist

Criginal Lessee: Yates Pefroleum Corp. 70.000000 %
Yates Drilling Company 10.000000
Abo Petroleum Corp. 10.000000
Myco Industries, Inc. 10.000000

Present Lessee: Yates Petfroleum Corp. 70.000000 %
Yates Driling Company 10.000000
Abo Petroleum Corp. 10.000000
Myco Industries, Inc. 10.000000

Expiration Date: January 31, 1997

Serial No. Fee

Description: SW/4

Net Acres: 26.67

7. Lessor: Walter Bert Holmquist, et ux

Original Lessee: Yates Petroleum Corp. 70.000000 %
Yates Driling Company 10.000000
Abo Petroleum Corp. 10.000000
Myco Industries, Inc. 10.000000

Present Lessee: Yates Petroleum Corp. 70.000000 %
Yates Drilling Company 10.000000
Abo Petroleum Corp. 10.000000
Myco Industries, Inc. 10.000000

Expiration Date: January 31, 1997

Serial No. Fee

Description: SW/4

Net Acres: 26.66

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

Nearburg Exploration Company
3300 North A Street

Building 2, Suite 120

Midland, TX 79705

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

105 South Fourth Street
Artesia, NM 88210

Page 3
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Producers 88 Rev. (5 Ycar Lease) 10-567 (FIVE YEAR PAID UP LEASE) Forn J45-8

Hall-Poorhaugh #2cs

° OIL AND GAS LEASE Roswell, New Mernien
THIS AGREEMENT made this ... e @BY OF i e e e =y 18 , between

Lessor (whether one or more), whose address is:. ... e e el

Lessee, WITNESSETH:

1. Lessor in consideration of __..... OO U VOY VU UTPVRRYNTUIUPISRUIPRPRR § 1431 €:3 £ -3

.................................... ) 1n hand paid, of the royalties herein provided and of the agrecments of Lessece herein contained, hereby grants, leases and lets ex-
clusively unto Lessee for the purpose of investigating, exploring, prospecting, drilling and mining for and producing oil and gas, laying pipe lines, building
roads, tanks, power stations, telephone lines and other structures thereon and on, over and across lands owned or claimed by Lessor adjacent and contiguous
thereto, to produce, save, take care of, treat, transport, and own said products. and housing its employees, the following described land in......... ... ...

....... County, ey tO-Wit:

Attached to and made a part of Operating Agreement date March 1, 1995 between Yates
Petroleum Corporation, "Operator" and Nearburg Exploration Company, et al, "Non-Operator’.

2. Without reference to the commencement, prosecution or cessation at any time of drilling or other development operations and/or to the discovery, de-
velopment or cessation at any time of production of oil or gas and without further payments than the royalties hercin provided, and notwithstanding any-
thing else herein contained to the contrary, this lease shall be for a term of five years from this date (called “primary term’) and as long thercafter as oil
or gas is produced from said land or land with which said land is pooled hereunder.

3. The royalties to paid by Lessee are: {a)} on oil, onc-eighth  of that produced and savexd from said tand, the same to he delivered at the wells or Lo the
credit of Lessor into the pipe line to which the wells may be connected: Lessee may l[rom time to time purchase any royalty oil in its possession, paying the
market price therefor prevailing for the field where produced on the date of purchase: (b) on gas, including casinghead gas or other gaseous substance, pro-
duced from said land, ard sold, or used off the premises ar for the extraction of gasoline or other product therefrom. the market value at the well of one-cighth
of the gas so sold or uscd, provided that on gas sold at the wells thc' royalty shall be one-eighth ©f the amount realized {rom such sale; while there ix a gas

well on this lease oy on acreage puoled therewith but gas is not being sold or used, Lessee may pay or tender as royvalty, on or before ninety (90) days after
the date on which said well is shut in and thereafter at annual intervals the sum of S1.00 per acre. and if such payment is made or tendered, this lease shall
not terminate and it will be considered that gas is being produced from this lease in paying quantities. Payment or tender of said shut-in gas royalty may
be made by check or draft of Lessee mailed or delivered to the parties entitled thereto on or before the date said payment is due. Lessee shall have free
use of oil, gas, coal and water from said land, except water from Lessor’s wells, for all operativns hereunder, and the rovalty on oil and gas shall be com-
puted after derducting any =~o used.

4. Lessee, at its option, i3 hereby given the right and power to pool or combine the acreage covered by this lease, or any portion thereof as to oil
and gas, or either of them, with other land, lease or leases in the immediate vicinity thereof to the extent, hereinafter stipulated, when in Lessee’'s judgment
it is necessary or advisable to do s0 in ()rder properly to explore, or to develop and operate said leased premises in compliance with the spacing rules of
the New Mexico Qil Conservation Commission, or other lawful authonty or when to do so would, in the judgment of Lessee, promote the conservation of oil
and gas in and under and that may be produced from said premises. Units pooled for oil hereunder shall not substantially exceed 40 acres cach in area,
and units pooled for gas hereunder shall not substantially exceed in area 640 acres each plus a tolerance of 109, thereof, provided that should government-
al authority having jurisdiction prescribe or permit the ereation of units larger than those specified, units thereafter created may conform substantially in size
with those prescribed by goverumental regulations. Lessee under the provisions hereof may pool or combine acreage covered by this lease, or any portion
thereof as above provided as to oi} in any c¢ne or more strata and as to gas in any one or more strata. The units formed by pooling as to any stratum or strata
need not conform in size or area with the unit or units into which the lease is pooled or combined as to any other stratum or strata, and oil units need
not conform as to ared with gas units. The pooling in one or more instances shall not exhaust the rights of the Lessee hereunder to pool this lease or
portions thereof into other uunits. Lessec shall file for record in the appropriate records of the county in which the leased premises are situated an instrument
describing and designating the pooled acreage as a pooled unit. Lessee may at its election exercise its pooling option after commencing operations for or
completing an oil or gas well on the leased premises, and the pooled unit may include, but it is not reguired to include, land or leases upon which a well
capable of producing oil or gas in paying quantities has thcretofore been completed or upon which operations for the drilling of a well for oil or gas have
theretofore been commenced. Operations for drilling on or production of oil or gas from any part of the pooled unit which includes all or a portion of the
land covered by this lease regardless of whether such operations for drilling were commenced or such production was secured before or after the execution
of this instrument or the instrument designating the pooled unit, shall be considered as operations for drilling on or production of oil or gas from land covered by
this lease whether or not the well or wells be located on the premises covered by this lease, and the entire acreage constituting such unit or units, as to oil and gas,
or either of them, as herein provided, shall be treated for all purposes, except the payment of royalties on production from the pooled unit, as if the same
were included in this lease. For the purpuse of computing the royalties to which owners of royalties and payments out of production and each of them, shall
be entitled on production of «il and gas, or e¢ither of them, from the pooled unit, there shall be allocated to the land covered by this lease and included in
said unit a pro rata portion of the oil and gus, or either of them, produced from the pooled unit after deducting that used for vperations on the pooled units.
Such allocation shall be on un acreage basis—that is to say, there shall be allocated to the acreage covered by this lease and included in the pooled unit
that pro rate portion of the oil and was, or either of them, produced from the pooled unit which the number of surface acres covered by this lease and
included in the pooled unit bears to the total number of surface acres included in the pooled unit. Royalties hereunder shall be computed on the portion of
such production, whether it be oil and gas. or either of them, so allocated to the land covered by this lease and included in the unit just as though such
production were from such land, The production from an oil well will be considered production from the lease or oil pooled unit from which it is producing
and not as production from a gax pooled unit; and production from a gas well will be considered as production from the lease or gas pooled unit from
which it is producing and not from an oil pooled unit, In addition to the foregoing, Iessee at its option is herchy given the right and power from time
to time to commit said land or any part or formation or mineral substance covered hereby to any cooperative or unit agreement or plan of development and
operation, and to any modifications thereof, which have lbeen approved by the New Mexico Oil Conservation Commission or other lawful governmental
authority, In such event, the royalty payable to Lessor hereunder shall be computed and paid on the basis of the oil or gas allocated to such land under
the terms of any such agreement or plan of operation, which basis shall be the same by which the royalty due the United States or the State of New
Mexico is computed and paid. This lease shall not expire during the life of such agreement or plan and shall be subject to the terms thereof and said
agreement or plan of operation shall be filed with the New Mexico Oil Conservation Commission, or other lawful authority, and Lessee shall record in
the County in which the leased premises are situated, an instrument describing such agreement or plan of operation and reflecting the commitment thereto,
and the samec may be recorded either before or after the completion of wells.

5. I{ at the expiration of the primary term oil or gas is not being produced on said land, or from land pooled therewith, but Lessee i3 then engaged
in drilling or reworking operations thereon, or shall have completed a dry hole thereon within 60 days prior to the end of the primary terms, the lease shall
remain in force so long as operations on said well or for drilling or reworking of any additional well are prosecuted with no cessation of more than 60 con-
secutive days, and if they result in the production of oil or gas so long thereafter as oil or gas is produced from said land, or from land pooled therewith. If,
after the expiration of the primary term of this lease and after oil or gas is produced from said land, or from land pooled therewith, the production thereof
should cease from any cause, this lease shall not terminate if Lessee commences operations for drilling or reworking within 60 days after the cessation of
such production, but shall remain in force and effect so long as such operations are prosecuted with no cessation of more than 60 consecutive days, and
if they result in the production of o0il or gas, so long thereafter as oil or gas i8 produced from said land, or from land pooled therewith. Any pooled unit
designated by Lessee in accordance with the terms hereof, may be dissolved by Lessee by instrument filed for record in the appropriate records of the county
in which the leased premises are situated at any time after the completion of a dry hole or the cessution of production on said unit. In the event a well or
wells producing oil or gas in paying quantities should be brought in on adjacent land and within 660 feet of and draining the lease premises, or iand pooled
there~ith. Lessee agrees to drill such offset well or wells as a reasonably prudent operator would drill under the same or similar circumstances. Lessce may
st any time execute and deliver to Lessor or place of record a release or releases covering any portion or portions of the above described premises and
thereby surrender this lease as to such portion or portions and be relieved of all obligations as to the acreage surrendered.

6. Lessee shall have the right at any time during or after the expiration of this lease to remove all property and fixtures placed by Lessce on said land,
including the right to draw and remove all casing. When required by Lessor, Lessee will bury all pipe lines below ordinary plow depth, and no well shall be
drilled within two hundred feet of any residence or barn now on said land without Lessor's consent.

7. The rights of either party hereunder may be assigned in whole or in part, and the provisions hereof shall extend to their heirs, successors and assigns
but no change or division in ownership of the land or royalties, however accomplished, shall operate to enlarge the obligations or diminish the rights of
Lessee; and no change or division in such ownership shall be binding on Lessee until thirty (30} days after Lessce shall have been furnished by registered
U. S. mail at Lessec’s principal place of business with a certified copy of recorded instrument or instruments evidencing same. In tho event of assignment
hereof in whole or in part liability for breach of any obligation hereunder shall rest exclusively upon the owner of this lease or of a portion thereof who
commits such breach, If six or morce parties become cntitled to royalty hereunder, Lessee may withhold payment thercof unless and until furnished with a
rerordahle instrument executed by all such parties designating an agent to receive payment for all.

8. The breach by Lessee of any obligation arising hereunder shall not work a forfeiture or termination of this lemse nor cause a termination or revision
of the estat? created hereby nor be grounds for cancellation hereof in whole or in part. In the event Lessor considers that operations are not at any time
being condu ted in compliance with this lease, Lessor shall notify Lessee in writing of the facts rclied upon as constituting a breach hercof, and Lessee, if
in default, shall have sixty danys after receipt of such notice in which to commence the compliance with the obligations imposed by virtue of this instrument.
After the dizcovery of oil or gas in paying quantities on said premiscs, Lessee shall develop the acreage retained hereunder as a reasonably prudent operstor
but in discharging this nhliuuliun it shall in no e¢vent be required to drill more than one well per forty (40) acres of the area retained hercunder and capable
of praducing oil in prying quu.nutwn and one well per G40 acres plus an acreage tolerance not to excewd 1007 of 640 ancres of the aren retunined hercunder
und capable € producing gas in paying quantities,

9. Lessor hereby warrants and agrees to defend the title to said land and agrees that Lessce at its option may discharge any tax, mortgage or other lien
upon said Jand cither in whole or in part. and in cvent Lessce does so, it shall h. subrorated to such licn with the right to ¢rforce same and apply royalties
accruing hercunder toward satisfying same. Without impairment of Lessee’s richt under the warranty in event of failure of title. it is agreed that if Lessor
owns an intercst in the oil or gas on, in or under said land less than the entire fee simple estate, then the royalties to be paid Lessor shall be reduced
proportionately, Should any one or more of the parties named as Lessors fail to execute this lease, it shall nevertheless be binding upon the party or parties
executing the same.

10. Should Lessee be provented from omplying with any express or implied covenant of this lcase, from cnnr!uctimz drilling or reworking aperationg
thercon or from producing oil or gas therefrom by reason of scarcity of or inability to obtain or to use cnuipment or material, or by operation of force
mujeure, any Federal or slate law or any order, rule or rex:u].ttmn of governmental authority, then while so prevented, Tessee's obligation to comply with such
covenant shall be suspended, and Lessce shall not be liable in damages for failure to camply thcre\ul‘x: and this lease shall be eatended while and so long
as Lessee is prevented by any such cause from conducting drilling or reworking operations on or {rom producing oil or gas from the leased premiscs: and
the time while Lessce is 80 prevented shall not be counted against Lessce, anything in this lease to the contrary notwithstanding.

IN WITNESS WHEREQF, this instrument is executed on the date first above written.

. Lessor Yessor
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EXHIBIT “C»

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

Definitions

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

“Joint Operatiohs” shall mean all operations necessary or proper for the development, operation, protection and
maintenance of the Joint Property.

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

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

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

“Parties” shall mean Qperator and Non-Operators.

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

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

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

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

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

Statement and Billings

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

Advances and Payments by Non-Operators

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. Operator shall adjust each monthly billing
to reflect advances received from the Non-Operators.

Each Non-Operator shali 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 rate of twelve percent (12% ) per
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other cosis 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 correct-
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during any
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months following
the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes
written exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall
be made unless 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.

Audits

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

to by the Operator.

Approval by Non-Operators

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

Operator shall charge the Joint Account with the following items:

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

2. Labor
A. (1) Salaries and wages of Operator’s field employees directly employed on the Joint Property in the conduct
of Joint Operations.
(2) Salaries of First Level Supervisors in the field.
(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges arc
excluded from the Overhead rates.

B. Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section
II. Such costs under this Paragraph 2B may be charged on a “when and as paid basis’ or by ‘“percentage as-
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section 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 2A and 2B of this Sec-
tion II.

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

3. Employee Benefits

Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator’s actual

cost not to exceed twenty per cent (20%).

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

plus stocks shall be avoided.

5. Transportation

Transportation of employees and Material necessary for the Joint Operations but subject to the following limita-

tions: '

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

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

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

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

the Parties.

7. Equipment and Facilities Furnished by Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (8%)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area
of the Joint Property.

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

8. Damages and Losses to Joint Property
All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam-
ages or losses incurred by fire, flood, storm, theft, accident, or other’cause, except those resulting from Operator’s
gross negligence or 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.

9. Legal Expense
Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments
and amounts paid for scttlement of claims incurred in or resulting {rom opcrations under the agreement or
necessary to protect or recover the Joint Property, except that no charge for services of Operator’s legal staff
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. All other legal
expense is considered to be covered by the overhead provisions of Secction IIT unless otherwise agreed to by the

Partics, excepl as provided in Section I, Paragraph 3.
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1’}11 taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-
tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
Parties.

Taxes

Insurance

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

Other Expenditures

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

III. OVERHEAD

Overhead - Drilling and Producing Operations

i. As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling- and producing operations on either:
( xx ) Fixed Rate Basis, Paragraph 1A, or
( ) Percentage Basis, Paragraph 1B.
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, 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.
il. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall
not (XX) be covered by the Overhead rates.

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

Drilling Well Rate $ 5,400.090
Producing Well Rate § 540.00

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

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

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

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

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

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

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

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

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

(3) The well rates shall be adjusted as of the first day of April each ycar following the effective date of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multi-
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the (;alendar year
preceding as shown by the index of average weekly carnings of Crude Petroleum and Gas Fields Produc-
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.
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B. Overhead - Percentage Basis
(1) Operator shall charge the Joint Account at the following rates:

(a) Development

Percent ( %) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 9 of Section II and all salvage credits.

(b) Operating
e Percent ( %) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section 1I, all salvage credits, the value of injected substances purchased
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property.
(2) Application of Overhead - Percentage Basis shall be as follows:
For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III, de-
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as der.ned in
Paragraph 2 of this Section III. All other costs shall be considered as Operating.

2. Overhead - Major Construction

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

of $_25_ 000,00

A. 9 %-of total costs if such costs are more than $.25,000,00 but less than $_100,000.00 ; plus
B. _3___% of total costs in excess of $__100,000.00 but less than $1,000,000; plus

C. _2__ 9 of total costs in excess of $1,000,000.

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

3. Amendment of Rates

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

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

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

tor shall be agreed to by the Parties.

1. Purchases

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

2. Transfers and Dispositions

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

A. New Material (Condition A)

(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis, regardless of guantity transferred, equalized to the lowest
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property
where such Material is normally available.
(2) Line Pipe
(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-
mally available.

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

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

available.
B. Good Used Material (Condition B)
Muterial in sound and serviceable condition and suitable for reuse without reconditioning:

(1) Material moved to the Joint Property
(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV,
(2) Material moved from the Joint Property

(a) Al seventy-five pereent (75%) of current new price, as detormined by Paragraph 2A of this Section IV,
if Material was originally charged to the Joint Account as new Material, or
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(b) at sixty-five percent (65%) of current new price, as determined by Paragraph 2A of this Section
IV, if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (75%) of current new price.
The cost of reconditioning, if any, shall be absorbed by the transferrmg property.
C. Other Used Material (Condition C and D)

(1) ' Condition C

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

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

D. Obsolete Material

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

E. Pricing Conditions
(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section II.
(2) Material involving 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
Operator shall maintain detailed records of Controllable Material.

Periodic Inventories, Notice and Representation

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

Reconciliation and Adjustment of Inventories

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

Special Inventories

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

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




EXHIBIT "D"

ATTACHED TO AND MADE A PART OF
OPERATING AGREEMENT

ADDITIONAL INSURANCE PROVISIONS

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

expense of the parties hereto, as follows:

(A) Workman's Compensation Insurance as contemplated by the state in
which operations will be conducted, and Employer's Liability

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

(B) Public Liability Insurance:
Bodily Injury and Property Damage - $500,000.00 single limit each

occurrence.

(C) Automobile Public Liability Insurance:
Bodily Injury  $250,000.00 each person.

$500,000.00 each occurrence.

Property Damage - $100,000.00 each accident.

{or)

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

limit.

Except as authorized by this Exhibit "D", Operator shall not make any charge to the joint
account for insurance premiums. Losses not covered by Operator's insurance {(or by
insurance required by this agreement to be carried for the benefit and at the expense of the

parties hereto) shall be charaged to the ioint aceount.



EXHIBIT "&"

GAS BALANCING AGRFEMENT

The parties to the Operating Agreement to which this agreement is at-
tached own the working interest in the gas rights underlying the lands covered
by such agreement (the "Contract Area") in accordance with the percentages of
participation as set forth in Exhibit "A" to the Operating Agreement (the “par-
ticipation percentage").

In accordance with the terms of the Operating Agreement, each party
thereto has the right to take its share of gas produced from the Contract Area
and market the same. In the event any of the parties hereto collectively owning
participation percentages of less than 50% are not at any time taking or market-
ing their share of gas or have contracted to sell their share of gas produced
from the Contract Area to a purchaser which does not at any time while this
agreement is in effect take the full share of gas attributable to the interest
of such parties, this agreement shall automatically become effective upon the
terms hereinafter set forth.

1. During the period or periods when any parties hereto collectively
owning participation percentages of less than 50% have no market for their share
of gas produced from any proration unit within the Contract Area, or their pur-
chaser does not take its full share of gas produced from such proration unit,
other parties collectively owning participation percentages of more than 50%
shall be entitled to produce each month 100% of the lesser of a) allowable gas
production assigned to such proration unit by applicable state regulatory au-
thority or b) the delivery capacity of gas from such proration unit; provided,
however, no party who does not have gas in place shall be entitled to take or
deliver to a purchaser gas production in excess of 200% of the lesser of c¢) its
share of the volumes of gas capable of being delivered on a daily basis or d)
its share of allowable gas production. All parties hereto shall share in and
own the liquid hydrocarbons recovered from such gas by lease equipment in accor-
dance with their respective interests and subject to the Operating Agreement to
which this agreement is attached, but the party or parties taking such gas shall
own all of the gas delivered to its or their purchaser.

2. On a cumulative basis, each party not taking or marketing its
full share of the gas produced shall be credited with gas in place equal to its
full share of the gas produced under this agreement, less its share of gas used
in lease operations, vented or lost, and less that portion such party took or
delivered to its purchaser. The Operator will maintain a current account of gas
balance between the parties and will furnish all parties hereto monthly state-
ments showing the total quantity of gas produced, the amount used in lease opera-
tions, vented or 1lost, the total quantity of 1liquid hydrocarbons recovered
therefrom, and the monthly and cumulative over and under account of each party.

3. At all times while gas is produced from the Contract Area, each
party hereto will make settlement with the respective royalty owners to whom
they are each accountable, just as if each party were taking or delivering to a
purchaser its share, and its share only. Each party hereto agrees to hold each
other party harmless from any and all claims for royalty payments asserted by
royalty owners to whom each party is accountable. The term "royalty owner"
shall include owners of royalty, overriding royalties, production payments and
other similar interests.

Each party producing and taking or delivering gas to its purchaser

shall pay any and all production taxes due on such gas.
)

4, After notice to the Operator, any party at any time may begin tak-
ing or delivering to its purchaser its full share of the gas produced from a pro-
ration unit under which it has gas in place less such party's share of gas used
in operations, vented or lost. 1In -addition to such share, each party, including
the Operator, until it has recovered its gas in place and balanced the gas ac-
count as to its interest, shall be entitled to take or deliver to its purchaser
a share of gas determined by multiplying 50% of the interest in the current gas
production of the party or parties without gas in place by a fraction, the numer-
ator of which is the interest in the proration unit of such partv with aae in



place and the denominator of which is the total percentage interest in such pro-
ration unit of all parties with gas in place currently taking or delivering to a

purchaser.

5. Nothing herein shall be construed to deny any party the right,
from time to time, to produce and take or deliver to its purchaser its full
share of the allowable gas production to meet the deliverability tests required
by its purchaser, provided that said test should be reasonable in length, nor-
mally not to exceed 72 hours.

6. If a proration unit ceases to produce gas and/or liquid hydrocar-
bons in paying quantities before the gas account is balanced, settlement will be
made between the underproduced and overproduced parties. In making such settle-
ment, the underproduced party or parties will be paid a sum of money by the over-
produced party or parties attributable to the overproduction which said overpro-
duced party received, less applicable taxes theretofore paid, at the applicable
price defined below for the delivery of a volume of gas equal to that for which
settlement is made. For gas, the price of which is not regulated by federal,
state or other governmental agencies, the price basis shall be the price re-
ceived for the sale of the gas. For gas, the price of which is subject to regu-
lation by federal, state or other governmental authorities, the price basis
shall be” the rate collected, from time to time, which is not subject to possible
refund, as provided by the Federal Energy Regqulatory Commission or any other gov-
ernmental authority, pursuant to final order or settlement applicable to the gas
sold from such well, plus any additional collected amount which is not ulti-
mately required to be refunded by such authority, such additional collected
amount to be accounted for at such time as final determination is made with
respect hereto.

7. Notwithstanding the provisions of 46, it is expressly agreed that
any underproduced party shall have the optional right, with respect to each pro-
ration unit, to receive a cash settlement bringing such underproduced party's
gas account into balance at any time and from time to time prior to the final
settlement, by first giving each overproduced party 90 days' written notice of
demand for cash settlement. If such option is so exercised, settlement shall be
made (as of 7:00 o'clock A.M. on the first day of the calendar month following
the date of such written demands) within 90 days following the actual receipt of
such written demands by the overproduced parties, in the same manner provided
for in 96. The option provided for in this paragraph may be exercised, from
time to time, but only one time in each calendar year.

8. Nothing herein shall change or affect each party's obligation to
pay its proportionate share of all costs and liabilities incurred, as its share
thereof is set forth in the Operating Agreement.

9. This agreement shall constitute a separate agreement as to each
proration unit approved by the applicable regulatory authority for a pool within
the Contract Area, but such proration unit shall not include any producing hori-
zon which is not within the vertical limits of said pool. This agreement shall
remain in force and effect so long as the Operating Agreement to which it is
attached remains in effect, and shall inure to the benefit of and be binding
upon the parties hereto, their heirs, successors, legal representatives and
assigns.
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EXHIBIT "F"

EQUAL EMPLOYMENT OPPORTUNITY PROVISION

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

The Operator will not discriminate against any employee or applicant for employment
because of race, color, religion, national origin or sex. The Operator will take
affirmative action to ensure that applicants are employed, and that employees are
treated during employment, without regard to their race, color, religion, national
origin or sex. Such action shall include, but not be limited to the following:
employment, upgrading, demotion, or transfer, recruitment or recruitment
advertising; layoff or termination; rates of pay or other forms of compensation; and
selection for training, including apprenticeship. The Operator agrees to post in
conspicuous places, available to employees and applicants for employment notices
to be provided for the contractcing officer setting forth the provisions of this
non-discrimination clause.

The Operator will, in all solicitations or advertisements for employees placed by or
on behalf of the Operator, state that all qualified applicants will receive consideration
for employment without regard to race, color, religion, national origin or sex.

The Operator will send to each labor union or representative of workers with which
it has a collective bargaining agreement or other contract or understanding, a notice
to be provided by the agency contracting officer, advising the labor union or
workers’ representative of the Operator's commitments under Section 202 of
Executive Order 11246 of September 24, 1965, and shall post copies of the notice
in conspicuous places availabie to employees and applicants for employment.

The Operator will comply with all provisions of Executive Order 11246 of September
24, 1965, and of the rules, regulations, and relevant orders of the Secretary of
Labor.

The Operator will furnish all information and reports required by Executive Order
11246 of September 24, 1965, and by the rules, regulations, and orders of the
Secretary of Labor, or pursuant thereto, and will permit access to its books, records,
and accounts by the contracting agency and the Secretary of Labor for purposes of
investigation to ascertain compliance with such rules, regulations, and orders.

In the event of the Operator's non-compliance with the non-discrimination clauses of
this contract or with any of such rules, regulations, or orders, this contract may be
canceled, terminated or suspended in whole or in part and the Operator may be’
declared ineligible for further Government contracts in accordance with procedures
authorized in Executive Order 11246 of September 24, 1965, and such other
sanctions may be imposed and remedies invoked as provided in Executive Order
11246 of September 24, 1965, or by rule, regulation, or order of the Secretary of
Labor, or as otherwise provided by law.

Exhibit "F"

Pade 1



{7) The Operator will include the provisions of Paragraphs (1) through (7) in every
subcontract or purchase order unless exempted by rules, regulations, or orders of
the Secretary of Labor issued pursuant to Section 204 of Executive Order 11246 of
September 24, 1965, so that such provisions will be binding upon each
subcontractor or vendor. The Operator will take such action with respect to any
subcontract or purchase order as the contracting agency may direct as a means of
enforcing such provisions including sanctions for non-compliance: Provided,
however, that in the event the Operator becomes involved in, or is threatened with,
litigation with a subcontractor or vendor as a result of such direction by the
contracting agency, the Operator may request the United States to enter into such
litigation to protect the interests of the United States.

Operator acknowledges that it may be required to file Standard Form 100 (EEQ-I)
promulgated jointly by the Office of Federal Contract Compliance, the Equal Employment
Opportunity Commission and Plans for Progress with Joint Reporting Committee, Federal
Depot, Jeffersonville, Indiana, within thirty (30) days of the date of contract award if such
report has not been filed for the current year and otherwise comply with or file such other
compliance reports as may be required under Executive Order 11246, as amended and Rules
and Regulations adopted thereunder.

Operator further acknowledges that he may be required to develop a written
affirmative action compliance program as required by the Rules and Regulations approved by
the Secretary of Labor under authority of Executive Order 11246 and supply Non-Operators
with a copy of such program if they so request.

CERTIFICATION OF NON-SEGREGATED FACILITIES

Operator assures Non-Operators that it does not and will not maintain or provide for
its employees any segregated facilities at any of its establishments, and that it does not and
will not permit its employees to perform their services at any location, under its control,
where segregated facilities are maintained. For this purpose, it is understood that the phrase
"segregated facilities” includes facilities which are in’ fact segregated on a basis of race,
color, religion, or national origin, because of habit; local custom or otherwise. It is ‘further
understood and agreed that maintaining or providing segregated facilities for its employees
or permitting its employees to perform their services at any location under its control where -
segregated facilities are maintained is a viclation of the equal opportunity clause required by
Executive Order )1246 of September 24, 19G5.

Operator further understands and agrees that a breach of the assurance herein
contained subjects it to the provisions of the Order at 41 CFR Chapter 60 of the Secretary
of Labor dated May 21, 1968, and the provisions of the equal opportunity clause
enumerated in contracts between the United States of America and Non-Operators.

Whoever knowingly and willfully makes any false, fictitious or fraudulent
representation may be liable to criminal prosecution under 18 U. S . C. - 1001 .

Exhibit "F"
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. Diwsct | State of New Mexico.} tals 2w Vi _D) Form C-101
PG Box 1980, Hobbs, NM 88241-1980 Eaergy, Minerals & Natural Resources Departmest Revised Februa.ry 10, 1994
District O - o Instructions on back
PO Drawer DD, Artesia, NM $8211-0719 OIL CONSERVATION DIVISION - | TsSibmit to Appropriate District Office
District PO Box 2088 State Lease - 6 Copies
1000 Rio Brazos Rd.. Aziec, NM §7410 Santa Fe, NM 87504@06& @@N @ﬂv Fee Lease - § Copies
Distnct IV o o
PO Box 2083, Sasta Fe, NM 87504-2088 ’ @Bgiﬁ 2 D AMENDED REPORT

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

' Operator Name and Address. . 1 OGRID Number
025575
YATES PETROLEUM CORPORATION Ty
105 South Fourth Street 10-015- 293¢
Artesia, New Mexico : 5-72838Y
* Property Code 5 Propecty Name ) ¢ Well No.
Bert APB #1

7 Surface Location

ULoriot no. | Section | Towamship] Range Lot Ida Feet from the North/Soath line Feet from the East/West line Coanty

M |13 19s 25E 660’ South 660’ West Eddy
! Proposed Bottom Hole Location If Different From Surface

UL or lot no. | Sectioa | Township | Raage Lot Ida Fecet {rom the North/South ine | Feet from the East/West line

Couanty
* Proposed Pool 1 1S4 7 “ Proposed Pool 2 -
Nerth Dagger Draw'Upper Pemm, Nesthh N/A .
" Work Type Code ' Weil Type Code U Cable/Rotary " Lease Type Code * Grouad Level Elcvation
N 0 Rotary P 3414
'* Multiple ' Proposed Depth " Formation '* Contractor 3 Spud Date
No. 8500' ‘ Canyon Not Determined ASAP
2 Proposed Casing and Cement Program
Hole Size Casing Size Casing weight/foot Setting Depth Sacks of Cement Estimated TOC
14 3/4" 9 5/8" 36# J-55 1150 1100 sx Circulated
8 3/4" 7" 23§, 264 TD 1350 sx
~_J-55, N-80

Describe the proposed program. If this application is o DEEPEN or PLUG BACK ¢give the dats on the present productive zone and proposed acw peoductive
woe. Deseribe the blowout prevention program, if any. Use additional sheets if &

Yates Petroleum Corporation wishes to drill and test the Canyon and intermediate *
formations. Approximately 1150' of surface casing will be set and cement circulated ¢
to shut off gravel and cavings. If commercial, production casing will be run and
cemented, will perforate and stimulate as needed for production.

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

BOP PROGRAM: Bops and Hydril will be installed at the 9 5/8" casing and tested daily.

g ol e ofSrmaion g 'W&“‘ tod complee 1o b bet OIL CONSERVATION DIVISION
Signature: rov .
il O A ORIGINAL SIGNED BY TIM W GUM |
Printed pame: Tide: =
. Ken Beardemphl V. e DISTRICT 1l SUPERVISOR
Tide: Landman Approval Date: MAR xvp 1 1995 Expiration Date: ? . /_ q{
Date: Phooc: Coaditions of Approval : Nty n0.CL n cuthicaept
T Sos_ﬁi;ﬁmﬁzuﬁf c;u: time ta witness W____ccmenﬁng ‘
* S/g .
BEFORE EXAMINER CATANACH
NMOCD CASE NOS. 11233/11234 tbe"ﬁ"‘"—cmns

DATE: 04/06/95

EXHIBIT NO. ﬂ
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State of New Mexico

I’.O n.o:lxm. Hobbs, NM SE2&-1980 Energy, Minerais & Naturul Resourcas Department
2 Districe 0
~*$O Drawer DD. Artosia. NM 2110719 OIL CONSERVATION DIVISION

District I PO Box 2088

1000 o Brazo Rd... Atee. N 7410 Santa Fe, NM 87504-7088
© > Dlidary :

PO Box 2088, Santa Fe, NM $504-2038

T s e

Form C-102

Revised February 10, 199«
Instructions on bac)

Submit to Appropriate District Office
State Lease - 4 Copie:

B Fee Lease - 3 Copie:

] AMENDED REPORT

WELL LOCATION AND ACREAGE DEDICATION PLAT

* R "AP1 Number * Pool Code * Pool Name
1 R0-0/6-28357 | S971 NexthDagger Draw‘Upper Penn, Ncnl/\
* Property Code * Praperty Name * Well Number
BERT APB 1
' OGRID No. * Operator Name * Elevation
025575 YATES PETROLEUM CORPORATION 3414.
19 Surface Location
UL or lox no. Section | Towaship | Range Lot Idn Feet from the North/South fne Feet from the East/West line County
M - 13 198 25E 660 SOUTH 660 WEST EDDY
I Bottom Hole Locadon If Different From Surface
UL orlot no. | Section | Towmship | Range Lot Ida Feet from the North/South line Feet from the East/West fine Coanty
2 Dedicated Acres{ Y Joint orinfill | ** Coasolidation Code | '* Order No.

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

7 OPERATOR CERTIFICATION
[ hereiry cernify that she information corudined herein is
true and complete io the best of my mowledge and deiict

"Sé&pm@

Signature
Ken Beardemphl
Printed Name
Landman : -
Tide
3-1-95

Date

““SURVEYOR CERTIFICATION

1 hereby cerify that e well location shown on this plet
was plotted from ficd notes of actual surveys made bv
me or under my supeovision, and that the same is e
and correct io the dext of my belicf.
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YATES PETROLEUM CODRDORATION

SN

FATER 3000 135 FRMILICALLY. OPERATED 0.5,

> R _ ..  adjustable c\tnkn

N

Al
. ‘900
CHECK . :'—_—_—-E.

i - STEEL
© VALVE, “VALVE-
Rl o)
Lo I

CASINGHEAD OR BRADENHEAD

to pit and/or mxi/gas Soparaton
. - 7/

" 2% rananal

2 bleod line to pit

blocut preventer choke
]__;ucx outlet _ . .1llne

t
3" nominal

2-

) ) to pit ,
adjuscaﬂle;doke 2° nominal ’

typical choke manifold asscmby for M rated
working pressure- service-surface installation

EXHIBIT B

THE _FOLLOWING CONSTITUES THE MINIMUM BLOWOUT PREVENTER
REQUIREMENTS FOR 3000 PST WP SYSTEMS

1. All preventers to be hydraulically operated with secondary manual
controls installed prior to drilling out from under casing.

2. Choke outlet to be a minimum of 3" diameter.
3. Kill line to be of all steel construction of 3" minimum diameter.

4. All connections from operating manifolds to preventers to be all
steel. Hole or tube to be a minimum of one inch in diameter.

5. The available closing pressure shall be at least 15% in excess of
that required with sufficient volume to operate the B.O.P.‘'s.

6. All connections to and from preventer to have a pressure
rating equivalent to that of the B.0.P.'s.

7. 1Inside blowout preventer to be available on rig floor.

8. Operating controls to be located a safe distance from the rig
floor.

9. Hole must be kept filled on trips below intermediate casing.



S8TATE OF NEW MNEXICO
ENERGY, MINERALS, AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF THE APPLICATION

OF YATES PETROLEUM CORPORATION FOR

COMPULSORY POOLING, EDDY COUNTY,

NEW MEXICO CASE NO. 11234

CERTIFPICATE OF MAILING
AND
COMPLIANCE WIT 207

In accordance with Division Rule 1207, I hereby certify
that on March 15, 1995, correspondence transmitting copies of the
application filed in and providing notice of the hearing of the
above-referenced case, were mailed to Nearburg Exploration Company,
Attention Robert Shelton, 3300 N. “AY, Bldg. 2, Suite 120, Midland,
TX 79705-5421.

Attached hereto is a copy of said correspondence as
Exhibit "A".
Respectfully subnmitted,

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

By :(): ol é«b/

Ernest L. Carroll

P. 0. Box 1720

Artesia, New Mexico 88211-1720
(505) 746-3505

Attorneys for Yates Petroleum Corp.

STATE OF NEW MEXICO )
. Ss.
COUNTY OF EDDY )

SUBSCRIBED AND SWORN TO before me thi

Notary PubXic

My commission expires:

-17-47

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



LAW QFFICES

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

MARY LYNN BOGLE 300 YATES PETROLEUM BUILDING TELEPHONE
ERNEST L. CARROLL P. O. BOX 1720 (S08) 748- 3508
JOEL M. CARSON

DEAN B.CROSS ARTESIA, NEW MEXICO 88211-1720 TELECOPY
JAMES E. HAAS (508) 746-8318
A.J. LOSEE

- March 15, 1995

BARRY D. GEWEKE

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

Nearburg Production
Attn: Robert Shelton
3300 N. "A", Bldg. 2
Suite 120

Midland, TX 79705-5421

Re: Application of Yates Petroleum Corporation
for Compulsory Pooling, Eddy County, New
Mexico/Bert "APB" No. 1 Well

Gentlemen:

This office represents Yates Petroleum Corporation. On March 3,
1995, the above-referenced Application was filed by Yates Petrol-
eum Corporation for an pooling all of the mineral interests in
the SW/4 of Section 13, Township 19 South, Range 25 East,
N.M.P.M., Eddy County, New Mexico. A copy of that application is
enclosed for your information, along with a copy of the Entry of

Appearance.

This matter will be set for hearing on April 6, 1995. Be advised
that any party wishing to appear must file a prehearing statement
by the Friday prior to the date of hearing, and any party wishing
to receive other parties’ prehearing statements or pleadings must
file an entry of appearance. If you do not intend to protest said
Application, enclosed you will find a waiver whereby you can make

that decision known.

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

Very truly yours,

Z 153 y49a 3p3 LOSEE, CARSON, HAAS & CARROLL, P.A.

1 geceipt for c
ertified Mail | (7
oy VO Insurance Coverage Provided /, - Ama // Z W://

sewosurs Do not use for International Mail
(See Reverse) A Ernest L. Carroll

§ Sent N Yo ——,_
B S SENDER:
- treet ang :
5 B Complete items 1 and/o | also wish to receive the
= . * Complets items 3, snd ‘ followi i ]
E O . State ang ZIP Code g * Print your name and add EXHIBIT pt we can fO ;wmg services (for an extra §
8 o g return this card to you. eel:
Q| Fosiose 2 ° Attach this form 1o the f space 1. [J Addressee’s Address
™ ; does not permit. a
Certified Fee £ * Write ““Return Receipt Ré icle number | : .
E © « The Return Receipt will 3 natme aare| 2 U] Restricted Delivery ®
U [Socca DomerTes g delivered. Consult postmaster for fee. 8
g:‘ s 3. Article Addressed to: 4a. Article Number &«
Restricted Delwvery Fee _‘g zZ , ?3 4? ? 30‘2) g
4b. Service Type ]
Return R 1 y E . -4
1o Whom & o Gees 8 gwsw g Insured >
Retorn Fecm P Certified coo
Date. 3ns Aawrassen s hur® @A ; ,J P O Express Msil O Rgtum Receipt for §
TOTAL Postage 4 5 00 74 B[J? 2 Merchandise 5
& Fees Q9 Ttz /20 7. Date Dyhverk - <
Postmark or Date : Mf't [o ” {(; 7 K j??&.’T‘M/ U \/1 jt gé §.
| 5. Signature (Addressee) 8. Addressee’s Address {Only n?requested a
P = and fee is paid) s
/ﬁ ! '!g" 6. ature (Agept) i‘-:
3
> PS Farm 3811. December 1991 #US.GPO: 1993—352-714 DOMESTIC RETIIRN RECEIPT




Nearburg Exploration Company

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

Fax 915/686-7806

March 7, 1995
CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Mr. Randy Patterson

Yates Petroleum Corporation
Yates Drilling Company

Abo Petroleum Corporation
Myco Industries, Inc.

105 South Fourth Street

Artesia, New Mexico 80201 K \ ’ W

Re:  Fairchild 13 #2 Well; T B T
1980’ FWL and 660’ FSL of Section 13, L+ mnias -
T-19-S, R-25-E, Eddy County, New Mexico N
Fairchild 24 Prospect o

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,

L —

Bob Shelton
Consulting Landman

BS:kg

Enclosure

br-2\Matrise.oro YATES PETROLEUM CORP.
BEFORE EXAMINER CATANACH
NMOCD CASE NOS. 11233711234
DATE: 04/06/95 ;

EXHIBIT NO. tﬂ
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Nearburg Producing Company
Expioration and Production
Dallas, Texas

Page 10of 2

AUTHORITY FOR EXPENDITURE

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

LOCATION: 4,880 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 complsle as a pumping Cisco/Canyon oil producer.

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

ACCOUNTING WELL NUMBER:
COMMUNICATIONS ACCOUNT NUMBER:

INTANGIBLE COSTS: £| _TOCSGPT CODE| COMPLETION TOTAL WELL

Driling Footage 8,200 Ft @ 14.50 $/Ft | st 10 116,900 Ca 118,900
Driling Daywork DIC/$/da 3 2 4400 s34 s 13,200 1815.08 8,800 22,000
Driling Turnkey ’ 1815110 0
Rig Mobllization and Demobiiization 1k 116 0
Road & Location Expense 15,000 1154 1,000 16,000
Damages 2,500 2,500
Directional Drifling - Tools and Service 0
Drilling Fluids 12,000 12,000
Fuet, Power, and Water 10,000 189,140 1,500 11,500
Supplies - Bits A sits, 148 750 750
Supplies - Casing Equipment 2,000 181k 10 3,500 5,500
Supplies - Liner Equipment 1516 168 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 3p/000 30,000
Cement and Cmt. Services - Other i 0
Rental - Drilling Tools and Equipment 3,000 1,000 4,000
Renlal - Miscellansous 500 1,000 1,500
Tesling - Drill Stem / Production 6,000 6,000
Open Hole Logging 9,000 9,000
Mudlogging Services 6,500 6,500
Special Services 0
Plug and Abandon 10,000 1418 21 (10,000) 0
Pulling and/or Swabbing Unit 1516217 12,000 12,000
Reverse Equipment 141k 21 1,200 1,200
Wireline Services 1515205 5,000 5,000
Stimulation ‘1a1s 24 20,000 20,000
Pump / Vacuum Truck Services 500 igta 325 500 1,000
Transportation 1,000 1,500 2,500
Tubular Goods - Inspection & Testing 500 6,000 6,500
Unclassified 0
Telephone and Radio Expense 500 500 1,000
Engineer / Geologist 2,500 1,350 - 3,850
Company Labor - Field Supervision 7,500 4,500 12,000
Conltract Labor / Roustaboul 1,000 2,500 3,500
Legal and Professional Sarvices 2,000 500 2,500
Insurance 14 5,000 1518275 5,000
Overhead 1514200 4,600 161520 2,000 6.600
SUBTOTAL 251,200 85,600 346,800
Contingencies 5,000 1,500 6,500
ESTIMATED TOTAL INTANGIBLES 256,200 97.100 353,300




Nearburg Producing Company Page 2 of 2

Exploratlion and Production
Dallas, Texas

AUTHORITY FOR EXPENDITURE
LEASE:; Fairchild 13 ' WELL NUMBER: 2 PROPOSED TOTAL DEPTH: 8,200
LOCATION: 1,980 FWL, 660 FSL, Section 13, T19S, R25E, Eddy County, New Mexico
FIELD: Dagger Draw Upper Penn, North  PROSPECT: EXPLORATORY,DEVELOPMENT WORKOVER: D

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

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

COMMUNICATIONS ACCOUNT NUMBER:

TANGIBLE CQSTS: CODE| _TOCSGPT COMPLETION TOTAL WELL
Conductor Casing 1420.208 0
Surface Csg 1,300 FL@ 14.60 $/Ft | iizos0 18,980 18,980
Intermedlate Csg ne $IF1 | is0918 0 0
Protection Csg i 20 0

Production Csg 8,200 Ft@ 10.00 $/Ft|: m 82,000 82,000
Protection Liner 15

Production Liner

Tubing 7.800 Ft@ 3.00 $/Ft |: 23,400 23,400
Rods Fl@ $IFt |. 0 0
Astificial LIt Equipment 80,000 80,000
Tank Batlery 15,000 15,000
Separators/Heater Treatar/Gas Units/fFWKO | 10,000 10,000
Well 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 Well Equipment

ROW and Damages

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

APPROVAL OF THIS AFE CONSTITUTES APPROVAL OF THE OPERATOR'S OPTION TO CHARGE THE JOINT ACCOUNT WITH
TUBULAR GOODS FROM OPERATOR'S WAREHOUSE STOCK AT THE RATES STATED ABOVE, OR LESS, UNLESS THE NON-
OPERATOR GIVES NOTIFICATION ON THIS FORM OF HIS INTENT TO FURNISH HIS PROPORTIONATE SHARE IN KIND. THIS
AFE IS ONLY AN ESTIMATE. BY SIGNING YOU AGREE TO PAY YOUR SHARE OF THE ACTUAL COSTS INCURRED.

NRC APPROVAL

PREPARED BY: TRM 33/95

REVIEWED BY:

APPROVED BY:

Wl APPROVAL: COMPANY

BY

TITLE

DATE

FAIRCLDZ.WK4
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OPERATING AGREEMENT
DATED

Marxch 3 , 19 95

" NEARBURG PRODUCING COMPANY

OPERATOR

CONTRACT AREA

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

COUNTY OR PARISH 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.
A.APL. NO. 610 - 1982 REVISED
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A.APL. FORM 610 - MODEL  RM OPERATING AGREEMENT - 198.
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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between___Nearburg Producing Company

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

WITNESSETH:

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

NOW, THEREFORE, it is agreed as follows:

ARTICLE L.
DEFINITIONS

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

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

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

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

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

E. The term “‘drilling unit’’ shall mean the area fixed for the drilling of one well by order or rule of any state or
federal body having authority. I 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 to this agreement,

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

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

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

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

CEHEEE
mmoOw

B—-G-—Exh:bﬂ-”G—"—Tn-Flrtnmhfp- There is 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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Exhibit *‘F'*, Non-Discriminetion-and- Certification-ef-Non-Segregated Facilitiess Interests and Financial Statement
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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 all purposes of this agreement
and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit **B*’, and the owner thereof
shall be deemed to own both the royalty interest reserved in such lease and the interest of the 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 parties shall also own all production of oil and gas from the Contract Area subject to the

payment of royalties-to:th-extent-of: due on each party's share 0f which shall be borne as hereinafter set forth.
production

Regardless of which pacty has contributed the lease(s) andlor oil and gas intecest(s) hereto on which coyalty 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, to 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 IILB. shall be deemed an assignment or cross-assignment of interests covered hereby.
C. Excess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions, it 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 I11.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
to as ‘*burdened party’’), and:

1. If the burdened party is required under this agreement to assign or relinquish to any other party, or parties, all or a portion
of its working interest andfor 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. 1f the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VILB. shall be
enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of
the burdened party.

ARTICLE 1V.
TITLES

A. Title Examination:

Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operatigps or, if
the Drilling Parties so request, title examination shall be made on the leases and/for oil and gas interests included, or planned to _-' includ-
ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, i.(_erriding
royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases andJ '} ¥il and
gas interests to the drillsite, or to be included in such drilling unit, shall furnish o Operator all abstracts (including federal I‘e” status

reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the possés$ian of or

made available to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operalpr.‘g > ‘gi; r shall
cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be fur}l‘_ish‘\" ‘if)néat:.‘i
hereto. The cost incurred by Operator in this title program shall be borne as follows: (‘( i= "‘_’

-

party
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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 royalty opinions and division order title opinions) shall be borne by the Drilling Partles
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 staff 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 behall 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 wha 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 to acquire a new lease or other instrument curing the entirety of the title failure, which acquisi-
tion will not be subject 1o 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 whose 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 from Operator or the other parties any development or operating costs which it may have theretofore paid or incurred,
but there shall be no additional liability on its part to the other parties hereto by reason of such title failure;

(b) There shall be no retroactive adjustment of expenses incurred or revenues received [rom 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 therealter be reduced in the Contract
Area by the amount of the interest lost;

(c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled on the 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;

(¢) 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,

(D 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 to its interest and bear all expenses in
connection therewith.

2. Loss by Non-Payment or Erroneous Payment of Amount Due: I, through mistake or oversight, any rental, shutin well
payment, minimum royalty 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 to make proper payment,
which acquisition will not be subject to 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 attributable 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 unrecovered actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilted
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, theretofore accrued to the credit of the lost interest, on an acreage basis,
up to the amount of unrecovered costs;

(b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an acrcage 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 to 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 the 'i
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 )ci .
and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining
the Contract Area. :
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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 VI
DRILLING AND DEVELOPMENT

A. Initial Well:
be authorized to
On or before the_30th day of. September , 1995, 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

unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling impn! 8, is en-
0]

countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth. /,m ;s:soz._ "
\ - < *

Operator shall make reasonable tests of all formations encountered during drilling which give indication f cof oil and

gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or (drxﬁatlg, fn which

event Operator shall be required to test only the formation or formations to which this agreement may apply. r]’“'"‘"
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ARTICLE VI
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 thereafter 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 VILA., 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 & drill-
ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shall be .
limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legat 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 s 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 parties,
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 resubmitted 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 Parties: If any party recciving such notice as provided in Article VI.B.1. or VIL.D.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 V1.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 par-
ticipation to such party’s interest as shown on Exhibit **A"’ or (b) carry its proportionate part of Non-Consenting Parties’ interests, and
failure to advise the proposing party shall be deemed an election under (a). In the event a drilling rig is on location, the time permitted for
such g 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 insulficient 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 to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such
operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenlia Parties.
I such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface locatiyi at their
sole cost, risk 2nd expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article resul W{n 3 pfo-
ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole coft
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ARTICLE VI
continued

and the well shall then be turned over to Operator and shall be aperated 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 lae sale iqi such share, calculated at the well, or
market value thereof if such share is not sold, (alter deducting production taxes./gtgilsle t%xecs), 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) H00% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment beyond the wellhead
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 first production and continuing until each such Non-
Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
Consenting Party'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) 200 % 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 VIIL.C,, and 500 9 of that portion of the cost of newly acquired equip-

ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had
participated therein.

An election not 10 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 operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is
conducted at any time prior to full recovery by the Consenting Parties of the Non-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 participated therein. If
such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VL.B. shall be ap-
plicable as between said Consenting Parties in said well.

During the period of time Consenting Parties are entitled to receive Non-Consenting Party’s shari_ l(1) rodlicltion, or the
proceeds therefrom, Consenting Parties shall be responsible for the payment of all production, severancc,/excxse, gall?enng 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 111.D.

In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use, free
of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon
abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip-
ment to the owners thereof, 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. Fach month thereafter, during the time the Consenting 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 all 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 f{ i_and gas
produced during any month, Consenting Parties shall use industry accepted methods such as, but not limited to, metering gr:penod»c
well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any suci &)'peration
which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unretd L‘eé;'i costs
t

of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revgl to it as

above provided; and if there is a credit balance, it shall be paid 1o such Non Conscnting Party. :
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ARTICLE VI
continued

If and when the Consenting Parties recover fram a Non-Consenting Party’s relinquished interest the amounts provided for above,
the relinquished interests of such Non-Consenting Party shall automatically revert to 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 shail 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 heseto.

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

The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article 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 therealter 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 propasing &
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 insulficient 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 1o a ‘‘deepening’® operation shall
also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole
location (herein called *‘sidetracking’’), unless done to straighten the hole or to 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) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in
the initial drilling of the well down to the depth at which the sidetracking operation is initiated.

(b) If 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 focation, 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 ¢legting 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 tJ other in-
stances the response period to a proposal for sidetracking shall be limited to thirty (30) days.

C. TAKING PRODUCTION IN KIND:
have the right to P d
Each party shall/take in kind or separately dispose of its proportionate share of all oil and gas produced hzm ! QBT Area,

exclusive of production which may be used in development and producing operations and in preparing and ti g‘bi and gas for
marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or sep e dtsuﬂsn by any
party ol its proportionate share of the production shall be borne by such party. Any party taking its share of produ?uoq i kig pall be
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ARTICLE VI
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 as may be necessury for the sale of its interest in production from
the Contract Area, and, except as provided in Article VII.B,, shall be entitled to receive payment directly from the purchaser thereof lor
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 propostionate share of
the oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the party owning it, but not
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 2 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 industry under the particular 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 splitsiream deliveries to separate pipelines and/or
deliveries which on a day-to-day basis for any reason are not exactly equal to a party’s respective proportionate share of total gas sales to
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 reposts 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 furnishing 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 Article 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 objects to plugging and abandoning such well shall have the right to take over the well and conduct further
operations in search of oil and/or gas subject to the provisions of Article VI.B.

2. Abandonment of Wells that have Produced: Except 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 a
producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. I, 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 abandoning 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 interest 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 Jong therealter as oil andjoc 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
conlinued

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

Flomncl Area 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.

Therealter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production {rom
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 interval(s) assigned or leased, the assignor or lessor shall then have the option to
repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-
visions hereof.

3. 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 to 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 shase of the costs of developing and operating the Contract Area. Accordingly, the liens granted
among the parties in Article VILB. 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:

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share
of oil andlor gas when extracted and its interest in all equipment, to secure payment of its share of expense, together with intesest thereon
at the rate provided in Exhibit ‘*C*". To the extent that Operator has a security interest under the Uniform Commercial Code of the
state, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
taining of judgment by Operator for the secured indebtedness shall not be deemed an 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 abtain
reimbursement thereof, be subrogated to the sccurity 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 propor-
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. Each such statement and invoice for the payment in advance of estimated expense shall be submitted
on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimfle within
fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, (é
due shall pear interest as provided in Exhibit *‘C"’ until paid. Proper adjustment shall be made monthly between advances a
pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more.

D. Limitation of Expenditures:

1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well dritled:
pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the drilling or deepening shall incluc?/é
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ARTICLE VII
continued

O Option No. 1: All necessary expenditures for the drilling or deepening, testing, completing and equipping of the well, including
necessary tankage and/or surface [acilities.

(@ 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 to elect to participate in the setting of casing and the completion at-
tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in-
cluding necessary tankage and/or surface facilities. Failure of any party receiving such notice 1o reply within the period above fixed shall
constitute an election by that party not to participate in the cost of the completion attempt. If one or mote, but less than all of the parties,
elect to set pipe and to attempt a completion, the provisions of Article VL.B.2. hereof (the phrase ‘‘reworking, deepening or plugging
back’’ as contained in Article VI.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 to 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
andfor surface 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 ($.25 ,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. Rentals, 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 to 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 bocne 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
of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by
circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify
Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment
shall be borne jointly by the parties hereto under the provisions of Acticle 1V.B.3.

F. Taxes:

Beginning with the first 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, royalties, 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 resulting therefrom shall inure to the benelit of the owner or
owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-
tion. If the ad valorem taxes are based in whole or in part upon separate valuations of 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*".

.’@mmcr

If Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time an

prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to fi i}l deter-
mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such tax {n_d any
interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for th ,lbf‘m ac

count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid byl
provided in Exhibit **C"",

Fach party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upon‘9 to
the production or handling of such party’s share of oil andfor gas produced under the terms of this agreement.
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ARTICLE VII

continued

G. Iansurance:

At all times while opsratlons are conducted hereunder, Operator shall comply with the wotkmen’s compensation law of
the state where the operations are belng conducted; provided, however, that Operator may be a self-Insurer for tiability 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 benefit of the joint account of the parties as outlined in Exhibit **D*", attached to and made a part
hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensation
law of the state where the operations are being conducted and to maintain such other insurance as Operator may require.

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

ARTICLE VIIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

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

However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not
agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest in
such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production
thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
terest, the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering
such oil and gas interest for a term of one (1) year and so long thereafter as oil and/or gas is produced from the land covered thereby, such
lease to be on the form attached hereto as Exhibit *‘B’’. Upon such assignment or lease, the assigning party shalt be relieved from all
obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well
attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-
duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the
party assignor or lessor the reasonable salvage value of the 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 it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage
assigned; leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this
agreement.

BroRemewealor-Bntension—oi-l-caceor

shall have the right for a period of thisty (30) days following receipt of such notice in which to elect to participate in the ownershiffof the
renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it their seyersl proper pro-
portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shall be-in proportion to the
interests held at that time by the 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 p
Any renewal lease in which less than all parties elect to participate shall.n6t be subject to this agreement.

€5 participating in the purchase of such renewal lease.

Each party who participates in the purchase of a rene
by the acquiring party.

ease shall be given an assignment of its proportionate interest therein

The provisions of this Article shall
or cover only a portion of its area
contracted for within six (0

y to renewal Jeases whether they are for the entire interest covered by the expiring lease
f interest therein. Any renewal lease taken before the expiration of its predecessor lease, or taken or
nths after the expiration of the existing lease shall be subject to this provision; but any lease takéy-or con-
bject to

C. Acreage or Cash Contributions: . F "
i

P )‘Soz.
While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of ( ‘well or .L other
d anll be

operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other rago
applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the par(y u
tribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Partlcs it

ll ¢ ab us diendlitng wiud vuhl-u
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ARTICLE VII1
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 of 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 VIILC. This paragraph shall not be
?pE%icgble to the contribution of acrea%e by the Contributing Parties toward the
nitia .

D. antenar?gzbo rl}ntl}:)gg'lntoelr-es(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, transfer or make other disposition of its interest in the leases embraced within the Contract Area and in wells,
equipment and production unless such disposition covers either:

1. the entire interest of the party in all leases and equipment and production; or
2. an equal undivided interest in all leases and equipment and production in the 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 to receive, separately, payment of the sale proceeds thereof.

E. Waiver of Rights to Partition:

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

Area, it shall promptly give written notice to the other parties, with full information concerning its proposed sale, which-strali include the
name and address of the prospective purchaser (who must be ready, willing and able to purchase), the purciiase 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-propases to sell; and, if this optional right is exercised, the purchas-
ing parties shall share the purchased interest in the propGrtions that the interest of each bears to the total interest of all purchasing par-
ties. However, there shall be no prefergntial right to purchase in those cases where any party wishes to mortgage its interests, or to
dispose of its inteceats by merger, reorganization, consolidation, or sale of all or substantially all of its assets to a subsidiary or parent com-

SR Pan g o—an oRean a. ouhich n onRe-n ORAE-a—-R340 o he o

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create, a relationship of partnership or an association
for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several
and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal income tax
purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby alfected 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 behalfl 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 alfected 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. Il 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"”, dpter 1,
Subtitle **A"", of the Internal Revenue Code of 1954, under which an election similar to that provided by Section 761 of the Cl eis per-
mitted, each party hereby alfected shall make such election as may be permitted or required by such laws. In making the fore 7
tion, each such party states that the income derived by such party from operations hereunder can be adequately determined
computation of partnership taxable income.

Satpt whea anthwared o wniing by the
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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 Thousand ~Doltars
(s15,000 ) and if the payment is in complete settlement of such claim or suit. If the amount required for settlement ex-
ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such suthority is
delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any party or if any party is
sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given
Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim
or suit involving operations hereunder.

ARTICLE X1
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement, other than
the obligation to make money payments, that party shall give to all other parties prompt written notice of the force majeure with
reasonably full particulars concerning it; thereupon, the obligations 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
diligence to remove the force majeure situation as quickly as practicable,

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes,
lockouts, or other labor difficulty by the party involved, contrary to 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, fire, storm, flood, explosion, governmental action, governmental delay, restraint
or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is
not reasonably within the control of the party claiming suspension.

ARTICLE XII.
NOTICES

All notices authorized or required between the parties and required by any 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 XIIlL.
TERM OF AGREEMENT

This agreement shall remain 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 ta any
lease or oil and gas interest contributed by any other party beyond the term of this agreement.

Option No. 2; In the event the well described in Article VLA, or any subsequent well drilled under any provision of this
agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or
wells produce, or are capable of production, and for an additional period of 180 days from cessation of all production; provided,
however, if, prior to 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 to complete a well or wells hereunder, this apreement shall continue in force until such opera-
tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In the gyent the
well described in Article VL.A., or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing.ﬁ:capable
of producing oil and/or gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back dil fework-
ing operations are commenced within 120 days from the date of abandonment of said well. .

accrued or attached prior to the date of such termination.

Ure ol tuy wlentsliing mxch 18 prabbaed
Fartpt wwhim duthatued i nalmy by fae
Spoeot ow Assntel 1 o Fubioinias [vndiore




O 00D W N

RN A

69
70
nn

IS I g B

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

ARTICLE XIV.
COMPLIANCE WITTI LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

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

B. Governing Law:

This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-performance, breach,
remedies, procedures, rights, 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 construed to grant, Operator the right or authority to waive or release any rights,
privileges, or obligations which Non-Opcrators may have under federal or state laws or under rules, regulations or orders promulgated under
such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, or tracts offsetting or
adjacent to the Contract Arca.

With respect to operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, injuries, claims
and causes of action arising out of, incident to or resuiting directly or indirectly from Operator?s interpretation or application of rules, rulings,
regulations or orders of the Depariment of Energy or predecessor or successor agencies to the extent such interpretation or application was
made in good faith. Bach Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-Operator's share
of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or application, together
with interest and penaltics thereon owing by Operator as a result of such incorrect interpretation or application.

Non-Operators authorize Operator lo prepare and submit such documents as may be required to be submiited to the purchaser
of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the *Crude Oil Wind(all Profit Tax Act
of 1980", as same may be amended from time to time (“Act™), and any valid regulations or rules which may be issued by the Treasury
Department from time to time pursuant lo said Act. Each party hereto agrees to furnish any and all certifications or other information which
is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act.

ARTICLE XV.
OTHER PROVISIONS

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

A. Notwithstanding any other provisions herein, if during the term of this agreement, a well is required to be drifled, deepencd, reworked,
plugged back, sidetracked, or recompleted, or any other operation that may be required in order to (1) continue a Jease or leases in force
and cffect, or (2) mainlain a unitized area or any portion thereof in and to any oil and/or gas and other interest which may be owned by
a third party or which, failing in such operation, may revert 1o a third party, or (3) comply with an order issued by a regulatory body having
jurisdiction in the premises, failing in which certain rights would terminate, the following shall apply. The party desiring to drill, decpen,
rework, plug back, sidetrack, recomplete, or to perform any other operation that may be required pursvant to this paragraph D, shall give
the other parties wrilten notice of the proposed operation specifying the work to be performed, the location, proposed depth, objective
formation, and the estimated cost of the operation. The parties receiving such notice shall have fiftcen (15) days after receipt of the notice
within which to noltify the party wishing to do the work whether they clect to participate in the proposed operation, and any party clecting
to participate must pay its share of the cost within the fifteen (15) day period after receipt of the notice, failing in which the parstics interest
who clected to participate 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 (o forty-cight (48) hours inclusive of Saturdays, Sundays, and lcgal
holidays. Failure of a party receiving such notice to reply or pay its share of the cost within the period above fixed shall make such partics
interest subject to the reassignment provision provided for below. Any notice or response given by telephone shall be promptly confirmed
in writing.

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

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

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

60-250 (Employment Opportunity 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 Concems);
1.1.1310 (Subcontracting With Minority Business Enterprises);
1.1.2302-2 (Buvironmental Protection).

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

C. Non-Operators authorize Operator to reccive, and direct all product purchasers to pay to Operator, all proceeds of production from or
altributable to the Contract Arca. As evidence of this authority all products purchascrs may rely solely on a copy of this provision,
authenticated by Operator, In licu of the need for any additional consents or transfcr orders from the Non-Operators. While Operator is
receiving all proceeds of production, Operator obligates itsclf to make payments of all Working and Royalty Interests Revenues attributable
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D. Any pasty creating the necessity for scparate measurement facilities shall alone bear all costs of such facltitles. Any party uslng separate
production measurement facititfes shall keep accurate records of such productlon In accordance with applicable state and fcderal segulatlons,
and upon Operator's request, under the terms of this agrecment or sny agreement executed in conjunctlon with this agreement, trus and
complete coples of sald records shsll be furnished to Operator. Sald production records supplicd to the Operator shall be treated as
confidential information and shall be used by Operator only to the extent necessary 1o (ul(ill its dutics as Openator.

B. Al costs and oxponses Incurred by Oparator In securing atioreys, goologlsie, enginssrs, sxhibiie and related documentatlon, fot the
preparation and filing of material selative to the sale of olf and/or gas shall be bome by all panics in accordance with thelr respective Intereat
as sci forth on Bxhiblt "A% attached herclo and made a part hereol,

P. All costs and expenses Including fces and expenses of attorneys and consullants lncurred by Operalor which may arise due to other

operators In the ares applying for non-standard locations and/or other regulalory hearings shall be bome by all partics in sccordance with
their respeciive interests as sct forth In Bxhibit "A* attached hereto and made a part hereol.

G. The pantlcs hereto agree to execute a Noatice of Joint Operating Agreemeat Licn in the form of Exhibit “P* to this agreement In order
1o permit pesfection of the herelnabove described security intesests by placing said NOTICE of record In the county in which the Conteact
Area Is located and in accordance with the Uniform Commercial Code of the State in which the Contract Area is focated.

11, 1 a party (o this agreement clects not to panticipaic In a proposed operation or, if & non-consenting party falls to timely pay iis share
of the cost lnvolved In such operation, and Is determined to be a non-participsting party, shall not have access to or be entliled lo recolve
well Information with regard 10 operations conducted on the Contract Area.
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ARTICLE XVI.
MISCELLANEOUS

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

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

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

OPERATOR

ATTEST OR WITNESS NEARBURG PRODUCING COMPANY
By: S /
Joe E{ Fitzgérald)y’ =
Senior La n
Date: £$/3

Tax ID No.4_ 74-1666262

NON-OPERATORS

ATTEST OR WITNESS NEARBURG LORATION co:zzgféégz:___-—_—_‘
By: C:i:k¢7

Robert G. Shelton
Attorneg-én—;act

Date:

Tax ID No.4_462-80-5563

ATTEST OR WITNESS YATES PETROLEUM CORPORATION

By:
Its:
Date:
Tax ID#:

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
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

pehalf of said corporation. {;79/ .

ot R A tetiosn Notary 2%71£E}’Sta£e of Texas
KAYE H. GASSIE §
NOTARY PUBLIC

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

Py

THE STATE OF TEXAS S
S
COUNTY OF MIDLAND S

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 Bole(fg;ziietori;>P. ¢
Ce 7

Notar?‘??blié, State of Texas

KAYE H. GASSIE
NOTARY PUBLIC

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

Q"RQ%

{do):

"‘oﬁ““’

L e o oy

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

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 R
1995, by as of MYCO INDUSTRIES, INC., a

corporation, on behalf of sald corporation.

Notary Public, State of New Mexico

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

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

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.

I1I. Percentage of parties to agreement:

Nearburg Exploration Company 66.67%
Yates Petroleum Corporation 23.34%

Yates Drilling Company 3.33%
Abo Petroleum Corporation 3.33%
Myco Industries, Inc. 3.33%

100.00%

Iv. A. O0Oil & 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"

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:

Lessee:
Expiration Date:
Description:

Lessor:

Lessee:
Expiration Date:
Description:

Lessor:
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-S, 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, 1995

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

ET AL,

AS
AS

Trustees

Walter Bert Holmguist 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 MEXICO

PRODUCF.RS 88 REV. 10 15-73 OllL, GAS AND MINERAL LEASE

THIS AGREEMENT made and entered into this. day ot 19 by and b
bereinafter called ‘‘Lesor’, whether vne or more, sand . ___ bereinalter called *'Lessse’
WTITNESSETH; That, for and in considerstion of the sum of
Dollars (8. ). ipt of which is hereb Achowledged and of th ities hi d greem. Leasce
Lessor does hereby grant, leu- and let exclusivelv unto (vkv« successors and -e”ir:gsa ol ol":hu: rmrh:?.i:?te:hz;cnbedmmnﬁcr with xm&:ﬂ;}‘
rights therein, lar the purpose of exvlonnrto y .eoluncll nophyslcul nnd sl olhur wethods, md o! dnlling, and wells or mines for the
recovery of oil, gas and other hyd all other munerals or t whether ilar or d lll’. tbat mey be produced from any well or mine

on the lessed premises, including primary, neondAry. tertiary, cycling, pressurs maintenance methods of d thods,

ot unknown with all mc)denul rights thereto. and to establish and utilize (acilities lor surface and subsud:m 'ﬁ?&'&% :Il, nl.! ':l::r n:: to com':m"m:?n‘:d:mn:d‘
electne power and telephone lines, power stations, machinery and structures therson, to pmd\lu. store, tr: t and re-

move all nuh-uneu dc-cn[nd above, and the products therefrom, together with the right of ingress and egress to and lrom said land. The land E-nby Icn-d is utp

usted in the County of — State of —. and is desacribed as {ollows:
This lease covers all of the land 4 sbove, including any i herein that any signatory hereto bas the ht
covers, and thers is hereby granted, kued and let, upon the same terms and conditions as h:‘:em ZI l::h lll“ lands :gw o:'heprz:l't'-r ‘:w:::dsérm‘chimodh .bdydllnoum :f

adjacent, contiguous, or s part of the tract or tracts described above, wh such sdditional lands be owned lairned deed, rwise,
fenced or unfenced, and ther such lands ln l.nsidt or outside ol the metes and bounds description set forth t:i:osu, or "I':y in the nun:‘;.::\'m;.' o‘:":mar -ur::y.;‘r
surveys. The boous money paid for this lecse is in groes, and ot by the acre, and shall be effective to cover all such land irresp of the of scres con-

l.uudlhmm.buldnlnndlndud.dmthhlhhlnuusnmhdweomL ,
referred to as the “lessed premises’’ P acres, whether sctually more or lems, and such land is bersinafter

TO HAVE AND TO HOLD the lessed premises for a term of rs from the date hereol, hereinalter cslled te:
theresfler as oil, gas or other hydmc.rbou or othu minerals or leased substances, or u!m or any of them, are produc:i lromut Iec'::‘dm;Zmn:: or.ll:gm“I::
with whu:h (h- leased are p it

I of i it is her!by agreed as follows: 3/ l6th

n
1. Royalty On Oil. Lesses shall deliver to Lessor, at the well or to the credit of [essor in the pipeline to which the well ml be connected, Fi#th of all oil and

other liquid hydrocarbons produced and saved (rom the leased premises. or Lensce. sl its option, may buy or sell such X28 ty Eﬁ Lesso
for oil or liquid hydmcubom ol like grade and gravity prevailing in the lield on the day such oil is mz iato pipelines ol%ibm - u:‘l:‘y"t;‘lnbr-
est in either case shall bear its mronnon of any expenses for transporting and tresting oil to make it marketsble as cm

3/ 16_"“2.“‘:;%% Leasee shall to Lessor as royalty on gas, including casing e-d gas or other duced from said land and sold on or

of Iho net pro-:eedl at lh‘ well received [rom the sale thereof, gut on gas used off the premises or by Lessee in the manufscture of

or olhcr P the shall be the market value at lho we l o( _____ of the gas 30 used; as lo_ﬂh
, the p! nmvedb!lmlotsmhmsh-llbteoncluuwlypm be the net proceeds at tha well or the ma e(v-lue-tthoﬁll &:uwnﬁ
J Royolty On Other Substances. Lessee shall pay to Lessor, as royalty on substances covered by this lease other than o1l and gas and lho pmducu thcr-o
which Lessee may elect to produce, save and market {rom the leased premises, §%€' H’n proceeds ceceived by Lessee from the sale thereol after deducting the
ing coste.

“Shut - In Gas Royalty. ll st any time, or {row time to hmn. elth-r before or -lln the expiration of the primary term of this lease, there is sny gas well on
m. leased premises or on th which the leased d which is capsble ol producing in paying quantities, but whleh lhul In
before or -lm production tboulmm. such well lhlﬂ 1)- eonudem‘f under nll pmvmous of this lesse as s well producing gas in paying quantities and thia le
daﬂmmbmhhh as though gas £ was actually being sold or used. lnwchevent.lmmvmnhnd-mbpnylmr.unydty.

sum of Dollars ($ for the period commenc-

hu on the dats such well is actuaily shut in, uniess thu lease is bem, maintained in force and effect by some other provision E"ml in which cvent such period
shsll commencs oo the date this leass comses to be maintained in full force and eflect by some other provision hersol. Payment or tender shall be made to Leasor, or
deposited to the credit of Lessor in the depository bank named in this Iease The hnn.snymant shall be due and paysble on or befors nipety 190) days dhr tho J.h
.uda weil is shut in, or ninety (90) days from the date thu lease cesses to be maintai: in force by some othor’grovmon hereof. Unl- g mm such well is
duced and sold or used prior sales, or use for lease operations, sul nt payments
date of the period for whlch such prior pnyment wu mndo No additional payments shall be nqulr«:l if thers is more then one nhut-m goa well on th.  leased pnmh-
or on lands with which the lessed or e term ‘‘gas well’’ shall wella of p le, or any
aseous substance, and wells clamified as gas weils by any governmenta! authority having Lnnsdnchon
5. Delay Rental. If operations for dnlling or mining on the leased premises, or on ds with which the leased pumhu are pocled or unﬂhnd. are not com-

menced on or befors one (1) year from the date of this lease, as set forth above, this lease shall terminate as to both parties unleas on or before one (1) year from
tbodahollhi-hu.lmduﬂpayorlndﬂlouulmrumhlnf

Dollsrs (. , which shall eover the privilege of dolcrnn' emnmenmmcnt ol such dnllm&ar mining oponﬁon for a period of mlvo (12) moonthe
from tbe expirstion of said ooe (l) year ptnod ke manner and upon { such y be dchrnd for
successive periods of the same of d the primary term. Paymenu or tendeu msy be mnda to the X‘mor or to the l.a.m l credit in the

Bank at which bank or any sucoessor
thereof shall coatinue to be the agent for the Lessor and the Leseor’'s successors and assigns. If such bank or any successor thereof ahall fail, liquidate, or be succeed-
od by another bank, or for any reason fail or refuse to accept rental, the rental paying date [or an odv year shall be extended until the expirstion of thirty (30) days after
Laseor shall have delivered to Lasmsee s recordsble instrument mnkm( provision for another method of payment or tender and any depository charge shall be the lia-
bility of the Lessor. The p.ymeut or tender of rental may be made by check or draft of Lessee, mailed or delivered to said bank or Lessor, or to any Lemsor if more
than ooe, ou‘o:hbe{?n the rental paying date. Mailing of rental on or befon: the rental paying date ahall be deemed a timely tender thereof and shall preclude the
terminstion c is lease.

6. Drilling Operations. 1 Lesses should drill and sbandon as a d'y hole a well on the leased premises, or if after the discovery of gaa or other minerals,
the production tﬁ should cease {rom any cause, and, in either went tlere are no other rmducuu wells on the leased premises or on llnan with which they are
pooled or unitized, or dnllmg or reworking operations sre not being conducted thereon, this shall not terminale if Lessee commences reworking or additional
dnllin( operstions on the leased premises within sixty (60) deys thereafter or, il it be within the primary term, Lesses commences or resumes the payment or tender

! or ¢ P i {for dnlluu or n'orhn! on or bclon the renul paym[ date next og afler the of ninety (90) days from the date
ol b tion of p if such or of p at any time chmn‘ the last lifteen {16) mouths of the primary
term, DO mul paymcnt or drilling opeuuons are necessary to keep the lesse in force during the remainder of the primary un:n H at th. explnﬁon ol the primary
term, oil, gas or other minerals sre not being mduced from the leased premises or from lands with which the leased t Lessee ia
thea enng-d in operations for dnllml or nwor ing of apy well, this lesse shsli remain in force 30 long ss such dnllm‘ or mrlun. it d, ot
reworking operstions on any well or Ln( operations are conducted on the leased premises. or on lends p or ol
more than sizty (60) consecutive days, md |l n.n such operations result in production then as long thereaiter as such production contlnuu

7. Pooling. Lesses is hereby granted tha right, st any time and {rom lime to time, whether before or alter production, to pool this lesse for the production of
oil. gas or condensste, or any or either of them, as to the lnnd eovered hereby, or any zone or portion thereol or as to any mineral or royalty inhmt therein,
m!huyohtkumedn(dn-bnwd.cnhdImd.orlmds sdjoining, or in the 'ot-hmyaomorporﬁono
said leass or any minersl or royalty i therein. Such p shall be into & unit or units not exceeding forty (40) lus an acresge tolerance of len percen
(10%) thersof for oil, lnd units not ueoodlnz six hundnd lony "(640) acres esch plus sn acreags (lolerance of ten percent (10 ) lb«vol for 6." rovided that, nhould

overnmental sutho .? the crestion of lny dnlhn(. spacin us or proration units larger than tbose ed above, such units mey

crested or ealerg to, confnnn in eize to l.ho dnlun( ‘ot spacing unils so prescribed or permit or {o the proration units as may bo suthorized for obtaining the
from one well. Lesses may the acreage or interests sbove described, or any portion thereof, ss sbove provided, as to oil,
or gas in any one or more zopes, and units o formed bot conlorm in size or srea with the unit or units into which the lesse is pooled. or combined aa to any

.mlhno

other zone, and oil nnihmodnotmlomutonmm(h (uumh Such pooling shall be effected by the tiling by Lesses of a written d the 'y, or
cousties, in which the pnmu. are located, lyin. snd deecribing the pooled unit. The producnon of oil, gas or condensate from any 2one or portion of the l-m; 0

d and the & on such land, including the drilling, tion and operation of & wel.l th , or the exi th ol a
shut-in gas well, nhd.f idered and d and shall have the same effect, except lor the plyment of mynlty. P d t end opersti or the

existence of & shut-in gas well on the leased premises, regardiess of the location of the well on the unit. Production (mm sny unit well producing oil, gas or conden-
sste shall be sllocstad (o the lessed premises in the p?m“ that tho acresge of lbo Iusod premises included within the units bears to the total sc: e in the umit, and
the royalty provided for berein shall be calculsted on portion of the mcﬁ:: located. The royslty so payable oo allocsted production lh.:fb. in lieu of an
other royaity that would accrue to Lessor from th.lzmdudlon of oil, .u or eondmuu from any zone or portion of the leased premises included within the unit. S8hu
in gas roy m with respect to unit shut-in gas we shall be p-y-blc in accordance with the provisions and in the amount set forth in this lease. In the evant o
anit well fail to prodne- oil, gas or condensate in paying quantities, or in the event the productlon from Jeny such wetl shall cease, Loases may terminate the \n}I
by filing for record, the county, or counties where the land is situated, s written d of such te
Use O Ga And Water For Operations. Teases shall have the free use of oil, ., gas nnd watar from the lcantl prewaises, sxcept water from Laessor’s

nlh and tanks, for all operstions Inmm(cr. and the my-ll{ on oil and gas shall be after 0 used.

9. Removal Of £qmpmuu. Leaseo shall have the right, st any time during or alter the expiration of this lease, to remove all property and fixtures placed
on the leased premises ﬁv‘n , including the t to withdraw and remove all casing

10. Auun{:‘unl Or C ge OI Ownership. . rlghb of either plrty honundedrjvauy be A-imef‘ in 'wbol- or in ptur]t.lnd the ptvvhhn hereot l!n.;lL
Ind iry ion in ownpership o
Snu to enhrr the obligations or diminish the ch:ﬂhu of Lauu No change or division in the ownership ol the land, r-:hh or loyll&. wever scootnplish-
od shi pon Lessee for any purposs and oot impair the eflectiveness ol sny payment theretofors made by Leasee ln-'p.cdvo of vhthu Lessse has
sither actual or ennnruchvo knowledge thereof) until sizty (60} deys after such person scquiring any interest has fumished Lesses with the inetrument or inetrumen
or e-rtiﬁcd copies thcml mnlmu his chain of title from the original l.essor. In the event of an assignment of this lesse as to a lecnnud porﬂon ol the

by this leass, le bereunder shall be apportioned as between the several leasehold owners, rstably, sccording to the surface sres of and a
dolwll ia reatal pnyme:l by ou sball not affect the rights of other leaschold owners hereunder who make due payments of rentals. An asignment of ﬁh losss,
whole or in part, shall, o the axtent of such assignment, relieve snd discharge Lessee of all obligations hereunder.

H Force Majeure. Lesses shall not be lisble for eny delsys in ita performance of any covensnt or dition b 4 or_implied, or for total or
partial nooperiormance thersol, due to foros msjeurs. The term “lorce majeure’, os used herein, shall mesn any circumstsnce "or Any md.idon h'ywd the control
of Lesses, including but not lixi'sd to scts of and actions of the elements; scta of the public enemy; strikes; lockouts; accidents: laws, acts, rules, regulations
and orders of {ederal, state or . ‘-ucipal .ovnrnmmh or olhun or uenu thereof; [ailure of mmpomhou. or the uh-mﬁon unlvdfab
of sny product, labor, service - -tcrhl Il Losses u%m or reworking producing operations on the leased premises forca majeure, then

until such time ss such forces wre umhnud lor-perwdolnmz(m)dny:aﬂuumu tion, each and every provimion of thie lesse that might
operste Lo terminate it shall t- spended and this lease continue in full re‘mdcaddun.n‘luch-upmdonporiod.z ot
during the primsry term, the - . : thereof shall be added w such term.
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COPAS - 1984 - ONSHORE

Recommended by the Council
/iRl 601, BOX 800 of Petroleum Accountants

EXHIBIT “c”

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

between Nearburg Producing Company, as Operator, and Nearburg Exploration Company
et al, as Non-Operator

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1. Definitions

“Joint l;\x:)dperty" shall mean the real and personal property subject to the agreement to which this Accounting Procedure
is attached.

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

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

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

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

“Parties” shall mean Operator and Non-Operators.

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

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual as
most recently recommended by the Council of Petroleum Accountants Societies.

2. Statement and Billings

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

3. Advances and Payments by Non-Operators

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

B. Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not made
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at _Texas Commerce
on the first day of the month in which delinquency occurs plus=1%or the maximum 20
contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, whichever
is the lesser, plus attorney’s fees, court costs, and other costs in connection with the collection of unpaid amounts.

4. Adjustments

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

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

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

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

6. 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..

I1. DIRECT CHARGES
Operator shall charge the Joint Account with the following items:
1. Ecological and Environmental
Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy environ-
mental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archaeological
nature and pollution control procedures as required by applicable laws and regulations.
2. Rentals and Royalties
Lease rentals and royalties paid by Operator for the Joint Operations.
3. Labor

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

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

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

4) Salarles and wages of Technical Employees either temporarily or permanently assigned to and dlrectly e floyed
e o eratlon of the Joint Property if such charges are excluded from the overhead rates,Which shall

t
sal ard es an wa rofes em iat d,with the sale
B. Operagmgs cos? oliday A} vama heaSlC anﬁct’f"s “Yty‘ﬁijf E%ﬁﬁ %ﬁBe % ﬁf‘arﬁ s%ﬁﬁf‘m employees
whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Sectnon 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 11.

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

4. Employee Benefits
Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pension, retirement, stock
purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor cost chargeable to the Joint

Account under Paragraphs 3A and 3B of this Section 1I shall be Operator's actual cost not to exceed the percent most recent-
ly recommended by the Council of Petroleum Accountants Societies.

5. Material
Material purchased or furnished by Operator for use on the Joint Property as provided under Section 1V, Only such Material

shall be purchased for or transferred to the Joint Property as may be required for immediate use and is reasonably practical
and consistent with efficient and economical operations. The accumulation of surplus stocks shall be avoided.

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

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

2-
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B. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the Joint Ac-
count for a distance greater than the distance to the nearest reliable supply store where like material is normally
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be
made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the
Parties.

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

7. Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph
10 of Section II and Paragraph i, ii, and iii, of Section I11. The cost of professional consultant services and contract ser-
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rates.
The cost of professional consultant services or contract services of technical personnel not directly engaged on the Joint
Property shall not be charged to the Joint Account unless previously agreed to by the Parties.

8. Equipment and Facilities Furnished By Operator

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

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

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

9. Damages and Losses to Joint Property

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

10. Legal Expense

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

11. Taxes

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

12. Insurance

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

13. Abandonment and Reclamation

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

14. Communications

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and
microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint
Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section II.

15. Other Expenditures

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

1. Overhead - Drilling and Producing Operations

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

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

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

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

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

iii. The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services
and contract services of technical personnel either temporarily or permanently assigned to and directly employed in
the operation of the Joint Property; includinE the costs and expenses of professional employees

e

associated with and employed for the sale of gas and/or casinghead 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.
A. Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at the following rates per well per month:

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

Producing Well Rate § 340
(2) Application of Overhead - Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate

(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date the drill-
ing rig, completion rig, or other units used in completion of the well is released, whichever is later, except
that no charge shall be made during suspension of drilling or completion operations for fifteen (15) or
more consecutive calendar days.

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

(b) Producing Well Rates

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

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

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

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

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

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

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

(a) 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 III, 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 II1. All other costs shall be considered as operating.

2. Overhead - Major Construction
To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Jomt
Account for overhead based on the following rates for any Major Construction project inexcessof §
A 1.5 %offirst $100,000 or total cost if less, plus
B. __3:0 % 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 artificial lift equipment shall be
excluded.

3. Catastrophe Overhead
To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are necessary
to restore the Joint Property to the equivalent condition that existed prior to the event causing the expenditures, Operator
shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account for overhead based on
the following rates:
A. 7.5 % of total costs through $100,000; plus
B. 5.0 % of total costs in excess of $100,000 but less than $1,000,000; plus
C.__2.5  9%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 III shall apply.

4. Amendment of Rates

The overhead rates provided for in this Section III 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 dlsposmon of idle and/or surplus
Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale to outsiders.
Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition A or B
Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties.

1. Purchases

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

2. Transfers and Dispositions

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

-5-




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

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

(b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus trans-
portation cost from that mill to the railway receiving point nearest the Joint Property as provided above in
Paragraph 2.A.(1Xa). For transportation cost from points other than Eastern mills, the 30,000 pound Qi} 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.o.b. Houston,
Texas, plus transportation cost, using Qil Field Haulers Association interstate 30,000 pound truck rate, to
the railway receiving point nearest the Joint Property.

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

(2) Line Pipe

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

(b) 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.(1Xa) as provided above. Freight charges shall be calculated from Lorain, Ohio.

(c) Line pipe 24 inch OD and over and ¥% inch wall and larger shall be priced f.0.b. the point of manufacture
at current new published prices plus transportation cost to the railway receiving point nearest the Joint
Property.

(d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall be

priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at prices
agreed to by the Parties.

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable supply
store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the railway
receiving point nearest the Joint Property.

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

B. Good Used Material (Condition B)

Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property
At elghty. percen ég‘gfgf current new price, as determined by Paragraph A.

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

eipght ercent Z
(a) At mgrwy-yﬁ&permﬁ%gg o? current new price, as determined by Paragraph A, if Material was originally
charged to the Joint Account as new Material or

(b) At sixty-five percent (65%) of current new price, as determined by Paragraph A, if Material was originally
charged to the Joint Account as used Material.

(3) Material not used on and moved from the Joint Property
b At 3%52%3&5&%%@2@ current new price as determined by Paragraph A.
The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material
(1) Condition C
Material which is not in sound and serviceable condition and not suitable for its original function until after recon-

*ditioning shall be priced at fifty percent (50%) of current new price as determined by Paragraph A. The cost of

reconditioning shall be charged to the receiving property, provided Condition C value plus cost of reconditioning
does not exceed Condition B value.
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Material, excluding junk, no longer suitable for its original purpose, but usable for some other purpose shall be
priced on a basis commensurate with its use. Operator may dispose of Condition D Material under procedures
normally used by Operator without prior approval of Non-Operators.

(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-
pgrablq size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be priced at used line
pipe prices.

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

(3) Condition E

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

D. Obsolete Material

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

E. Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25¢) per hundred
weight on all tubular goods movements, in lieu of actual loading or unloading costs sustained at the stocking
point. The above rate shall be adjusted as of the first day of April each year following January 1, 1985 by the same
percentage increase or decrease used to adjust overhead rates in Section III, Paragraph 1.A(8). Each year, the
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next
year. Such rate shall be published each year by the Council of Petroleum Accountants Societies.

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

3. Premium Prices

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

4. Warranty of Material Furnished By Operator

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

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

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

2. Reconciliation and Adjustment of Inventories

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

3. Special Inventories

*
Special inventories may be 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 transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory. In cases involving a change
of Operator, all Parties shall be governed by such inventory.

4. Expense of Conducting Inventories

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

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

*at the expense of the party(s) causing such inventory to occur
-7-




EXHIBIT "D"

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

INSURANCE

Operator shall carry insurance for the benefit of the joint account covering
Operator's operations upon the Unit Area subject to the Operating Agreement to
which this Exhibit "D" 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) Automobile 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 costs. 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 its share of the gas produced, less its share of
gas taken or sold, used in lease operations, vented or lost. Operator shall
maintain a current account of the gas balance between the parties and shall
furnish all parties hereto annual statements showing the total quantity of gas
produced, taken or sold, used in lease operations, vented or lost, and the total
quantity of condensate recovered. After seventy two (72) hours prior notice to
Operator, any party may begin taking or delivering its share of the gas produced.

In addition to its share, each underproduced party, until it has recovered its
underproduction and balanced its gas account, shall be 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 toc 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.

I1f, after one (1) year from the date of first sales and on a quarterly basis
thereafter, an out-of-balance condition exists because of any party's inability
or failure to take or deliver its share of production, then at the election of
either the over-balanced party or the under-balanced party, either may require
a cash balancing. The price basis for a cash-balancing pursuant to terms of this
paragraph shall be the lower of either the over-balanced party's or parties'’
average price received during the period for which the cash balancing covers or
the under-balanced party's or parties' average gas purchase contract price for
such period. In the event an under-balanced party does not have a gas purchase
contract, the price basis shall be the average price received by the
over-balanced party or parties. This option may be exercised quarterly by either
party during the thirty day period immediately following the quarterly
anniversary of the date of first sales of gas by the first party selling any gas
from the well.



EXHIBIT "F"

ATTACHED TO AND MADE R 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

nnn

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 oil and gas rights in the
Contract Area, and a security interest in its share of oil and/or gas when
extracted and its interest in all equipment, to secure payment of its share of
expense, together with interest thereon at a rate provided in Exhibit "C" to the
above referenced Operating Agreement. To the extent that Operator has a security
interest under the Uniform Commercial Code of the state, Operator shall be
entitled to exercise the rights and remedies of a secured party under the Code.
The bringing of a suit and the obtaining of judgment by Operator for the secured
indebtedness shall not be deemed as election of remedies or otherwise affect the
lien rights or security interest as 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 o0il 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 is the intent of the parties to give third parties notice of this
instrument by filing same in the records of Eddy County, New Mexico.

NOW, THEREFORE, the undersigned parties do hereby grant to each other those rights
described in said Agreement regarding liens priority and security interests upon the property
described above insofar as said parties' property is covered by the terms of the Joint
operating Agreement outlined herein.

Operator and Non-Operator agree that a carbon, photograph or other reproduction of this
Notice shall be sufficient as a financing statement.

ATTENTION OF RECORDING OFFICE: This instrument gives notice of and grants liens and
security interests to both Operator and Non-Operators. Operator is both a secured party and
a debtor. Non-operators are both a secured party and debtor. This Notice, as a financing
statement, should be indexed accordingly.



EXHIBIT "F"

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

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 Agreement 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 acknowledgement pages and reassembly of the same into a single document composed of one
copy of the substantive portions of this instrument attached to multiple, separately executed
signature and acknowledgement pages.

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

Senior Lan n

—

Date: 3/3/4 5
Tax ID No. J_74-1666262

NON-OPERATORS

P. O. Box 823085 NEARBURG LORATION COMPANY
Dallas, Texas 75382-3085 44545:;4/ ii 4/4fff
By:

Robert G. Shelton
Attorney-in~Fact

Date: 2/2/95
Tax ID No.: ’462-80-5563

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#:

ABO PETROLEUM CORPORATION

105 South Fourth Street

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

MYCO INDUSTRIES, INC.

105 South Fourth Street

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




" EYMIBIT "F"
~NOTICE OF JOINT OPERATING AGREEMENT LIEN,
SECURITY INTERESTS AND FINANCING STATEMENT
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ACKNOWLEDGEMENTS
THE STATE OF TEXAS s
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.

State of Texas

PO PN PP PO P PO PP P PP P DD o

KAYE H. GASSIE
NOTARY PUBLIC

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

PO

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 Robert G. Shelton, Attorney-in-Fact of Nearburg Exploration Company, a sole
proprietorship, on behalf of said sole proprietorship.

KAYE H GASSIE
NOTARY PUBLIC

State of Texas
Cemm. Exp. 11-06-87

PPN
N e o

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

Notary Public, State of New Mexico
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NOTICE OF JOINT OPERATING AGREEMENT LIEN,
SECURITY INTERESTS AND FINANCING STATEMENT
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STATE OF NEW MEXICO S
S
COUNTY OF CHAVES S
The foregoing instrument was acknowledged before me on the day of ‘
1995, by as of MYCO INDUSTRIES, 1INC., a

corporation, on behalf of said corporation.

Notary Public, State of New Mexico

OPR-2\FAIR13#2.EXF
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Compulsory Pooling Application
SW/4 Section 13, T19S - R25E
Eddy County, New Mexico

Drilling Cost Comparison between YPC and NPC

YPC Wells and Actual Expenditures

ASPDEN AOH FED COM #1

$594,793.19

BOYD X ST COM #2 $644,634.08
BOYD X ST COM #3 $543,037.67
BOYD X ST COM #4 $602,152.91
HINKLE ALD #1 $686,312.03
HOOPER AMP #1 ($838,138.24
HOOPER AMP #2 $629,776.44
LORENE ANN #1 $613,538.73
ROSS EG FED #10 $688,809 78
STATE K #3 §785,.153 38
TACKITT AOT #1 ($672,975.76
VOIGHT AJD COM #1 ($907,211.08"
VOIGHT AJD COM #2 $630,552.78

VOIGHT AJD COM #3

Average for YPC

$590,491.75

$673.398.45

YPC AFE Drilling Cost Estimate $741,200.00

NPC Wells and Actual Expenditures

$780,882.59
$698,233 41
$635,117.72

FOSTER FED. 31-L #2
FOSTER 31 FEDERAL #3
DAGGER DRAW 31 FED #6

TACKITT AOT #2 $765,342 88
Average for NPC $719.894.15

NPC AFE Drilling Cost Estimate $627.680.00

YATES PETROLEUM CORP.
BEFORE EXAMINER CATANACH
NMOCD CASE NOS. 11233/11234

DATE: 04/06/95 ,
EXHIBIT NO. ____@___
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Tackitt AOT #2 (fonmerly State K #2)
1980' FSL 1980' FEL Sec. 28, 19S - 25E
Eddy County, New Mexico
Spectral Density/Dual Spaced Neutron Log
Halliburton Logging Services, 7/25/94
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Nearburg Exploration Company

Exploration arda Production
3300 North “A” Street
Building 2. Suite 120
Midland, Texas 79705

915/686-8235
Fax 915:686-7806 =
December 27, 1994 i /; ",P % =
L,l'f L d,
CERTIFIED MAIL - RETURN RECEIPT REQUESTED ’p' DEC 3 0 799
i~ 4
Mr. Randy Patterson &y LL“JE

Yates Petroleum Corporation
Yates Drilling Company

Abo Petroleum Corporation
Myco Industries, Inc.

105 South Fourth Street
Artesia, New Mexico 88210 P

Re: Fairchild 13 #1 Well Proposal;
1650’ FSL and 1980’ FWL of Section 13,
Township-19-South, Range-25-East,
Eddy County, New Mexico
Fairchild 24 Prospect

Dear Mr. Patterson:

Nearburg Exploration Company ("NEC") proposes the drilling of the captioned well at a location of 1650’
FSL and 1980’ FWL of Section 13, T-19-S, R-25-E, Eddy County, New Mexico. NEC proposes this well
be drilled to the Morrow formation at an estimated proposed depth of 9700’.

Enclosed herewith please find Nearburg Producing Company’s ("Nearburg") Authority for Expenditure,
estimating dry hole costs at $403,440 and completed well costs at $706,605. Also enclosed is
Nearburg’'s proposed Operating Agreement covering the S/2 of Section 13 which is the proposed
spacing unit. Nearburg invites the Yates companies to participate in the drilling of the captioned well
or, in the alternative, we would accept either a farmout providing for a 75% net revenue interest before
payout, with any overriding royalty interest reserved thereunder convertible to a 25% working interest,
or we woulu consider acquisition of your leasehold interest under mutually acceptable terms. We would
like to move to this location after our Lakewood Farms 18 #1 well which is currently drilling. A prompt
election would be very much appreciated.

if you elect to participate in the captioned well proposal, please execute the extra set of signature pages
to the Operating Agreement and one copy of the enclosed AFE, and return to my attention. We
appreciate your cooperation in this regard.

Yours very truly,

/o0t LT

Bob Shelton
Consulting Landman

BS:kg '

YATES PETROLEUM CORP.
BEFORE EXAMINER CATANACH
NMOCD CASE NOS. 11233/11234
DATE: 04/06/95 |,

EXHIBIT NO. /3



Nearburg Producing Company

Exploration and Production
Dallas, Texas

Well: Fairchild 13

i
|
!

Page 1|of2

AUTHORITY FOR EXPENDITURE

WELL NUMBER: 1

PROPOSED TOTAL DEPTH: 9,700'

LOCATION: 1650' FSL & 1980' FWL, Seclion 13, T18S, R25E, Eddy County, New MexIco
EXPLORATORY,DEVELOPMENT WORKOVER: E
DESCRIPTION OF WORK: Drill and complele as a flowing Morrow gas producer.

FIELD: Undesignated Morrow

DATE PREPARED: 12/22/94

ACCOUNTING WELL NUMBER:
COMMUNICATIONS ACCOUNT NUMBER:

PROSPECT:

EST. SPUD DATE: 2/15/94

EST. COMPLETION DATE: 4/1/95

L

INTANGIBLE COSTS: ‘ TO CSG PT

Drilling Footage 8,700 Ft @ 16.00 $/FL | 15). 155,200

Drilling Daywork DIC/$/da 3 2 4500 13,500

Drliling Turnkey )

Rlg Mobilization and Demobllization

Road & Locallon Expense 15,000

Damages . 5.000

Directional Drilling - Tools and Service

Drilling Flulds 20,000

Fuel, Power, and Water 10,000

Supplies - Bits

Supplies - Casing Equipment 3,000

Supplies - Liner Equipment

Supplies - Miscellaneous 500

Cement and Cmt. Services - Surface Csg 12,000

Cement and Cmt. Services - Int. Csg

Cement and Cml. Services - Prod. Csg

Cement and Cmt. Services - Other

Rental - Drllling Tools and Equipment 7,500
,|Rental - Miscellaneous 1,600

Testing - Drill Stem / Production 9,000

Open Hole Logging 30,000

Mudlogglng Services 10,000

Speclal Services

Plug and Abandon 12,000

Pulling and/or Swabbing Unit

Reverse Equipment

Wireline Services

Slimulation

Pump / Vacuum Truck Services 1.500

Transportalion 2,500

Tubular Goods - Inspection & Testing 1,000

Unclassified

Telephone and Radio Expense 450

Engineer / Geologist 3,000

Company Labor - Fleld Supervision 12,000

Contract Labor / Roustabout 750

Legal and Professional Services 4,000

Insurance 10,000

Overhead 6,000

SUBTOTAL 345,400

Contingencies (10%) 34,540

ESTIMATED TOTAL INTANGIBLES 379,940

COMPLETION TOTAL WELL

" 1155200

8,000 ' 22,500

0

0

1,500 | 16,500

' 5,000

; 0

! 20,000

1,500 i 11,500

750 - 750

3,500 | 6,500

' 0

500 i 1,000

. 12,000

: 0

25,000 | 25,000

. 0

i 7500

2,000 | 3,500

3,000 12,000

30,000

{10,000

: 0

(12,000) i 0

7,500 ' 7,500

n 1,200 1,200

15,000 | 15,000

10,000 | 10,000

1,500 i 3,000

3,500 " 6,000

7,000 . 8,000

: 0

200 850

1,800 i 4,800

5,400 . 17,400

5,000 . 5750

1,500 . 5,500

i 10,000

1,500 ' 7,500

95,850 | 441,250

9,585 , 44,125
|

105,435 | 485,375




Nearburg Producing Company

Exploration and Production
Dallas, Texas

Well: Falrchild 13
FIELD: Undesignated Morrow

DATE PREPARED: 12/22/94

ACCOUNTING WELL NUMBER:
COMMUNICATIONS ACCOUNT NUMBER:

WELL NUMBER: 1

PROSPECT:

EST. SPUD DATE: 2/15/94

AUTHORITY FOR EXPENDITURE

1
Page 2'of 2

PROPOSED TOTAL DEPTH: 9,700
LOCATION: 1650' FSL & 1980° FWL, Section 13, T19S, R25E, Eddy County, New Mexico ;
EXPLORATORY,DEVELOPMENT WORKOVER: E
DESCRIPTION OF WORK: Drill and complele as a flowing Morrow gas producer, '

EST. COMPLETION DATE: 4/1/95

i

{
TANGIBLE COSTS: T0 CSG PT COMPLETION TOTAL WELL
Conduclor Casing ! 0
Surface Csg 1500 Ft @ 14.00 $/Ft |1 21,000 : 21,000
Intetmediate Csg Fl@ $IFt 0 ; 0
Protection Csg 0 i
Production Csg 9700 Fl@ 12.50 $/Ft 121,250 ' 121,250
Protection Liner ;
Production Liner ;
Tublng 9200 Ft@ 3.15 $iFt 28,980 | 28,980
Rods Fl@ $IFt 0 : 0
Artificial Lift Equipment 0
Tank Ballery 5,000 ' 5,000
Separalors/Heater Treater/Gas Units/lFWKO 15,000 f 15,000
Waell Head Equipment & Christmas Tree 2,500 10,000 : 12,500
Subsurface Well Equipmenl 5,500 I 6,500
Flow Lines 3,000 | 3,000
Saltwater Disposal Pump ! 0
Gas Meler 3,000 3,000
Lact Unit ; 0
Vapor Recovery Unil . 0
Other Well Equipment ]
ROW and Damages 1000 i
Surface Equipment Installation Costs 5,000 ' 5,000
Elect. Instaflation ! 0
ESTIMATED TOTAL TANGIBLES 23,500 197,730 !L 221,230
ESTIMATED TOTAL WELL COSTS 403,440 303,165 ' 706,605

APPROVAL OF THIS AFE CONSTITUTES APPROVAL OF THE OPERATOR'S OPTION TO CHARGE THE JOINT ACCOUNT WITH
TUBULAR GOODS FROM OPERATOR'S WAREHOUSE STOCK AT THE RATES STATED ABOVE, OR LESS, UNLESS THE NON-
OPERATOR GIVES NOTIFICATION ON THIS FORM OF HIS INTENT TO FURNISH HIS PROPORTIONATE SHARE IN KIND. THIS

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

[NEGARPROVA DATE
PREPARED BY: TRM 12/21/94
REVIEWED BY:
APPROVED BY:
WI APPROVAL:  COMPANY

BY

TITLE

DATE

FARCD13.WK4




A.AP.L. foﬂgti()lo-wsz

’(L NS

Q”‘

FAIRCHILD 24 PROSPECT

OPERATING AGREEMENT
DATED

December 28 , 19 94

Y

OPERATOR _ NEARBURG PRODUCING COMPANY

CONTRACT AREA The South Half (S/2) of Section 13,

Township 19 South, Range 25 East,

COUNTY OR-PARISH 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.
A APIL. NO. 610 - 1982 REVISED
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OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between___Neatburg Producing Company

hereinalfter designated and

relerred to as ‘*Operator®’, and the signatory party or parties other than Operator, sometimes hereinalter refersed to individually herein
as *‘Non-Operator’’, and collectively as ‘‘Non-Operators’’.

WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in
Exhibit **A°’, and the parties hereto have reached an agreement (o explore and develop these leases and/or cil and gas interests for the
production of oil and gas 10 the extent and as hereinafier provided,

NOW, THEREFORE, it is agreed as follows:

ARTICLE L
DEFINITIONS

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

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

B. The ‘erms “‘oil and gas lease'*, “‘lease’’ and ‘'leasehold” shall mean the oil and gas leases covering tracts of land
lying within thé 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, cil and gas leasehold interests and il and gas interests intended to be
developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehold interests and oil and gas interests
are described in Exhibit “*A"".

_B. 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 ol 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 11,
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: s
(1) Identification of lands subject to this agreement,
(2) Restrictions, if any, as to depths, formations, or substances,
(3) Percentages or fractional interests of parties to this agreement,
(4) Oil and gas leases and/or oil and gas interests subject to this agreement,
(3) Addresses of parties for notice purposes.

B B. Exhibit “*B**, Form of Lease.

B C. Exhibit **C’*, Accounting Procedure.

D. Exhibit *‘D’’, Insurance.

@ E. Exhibit *'E"’, Gas Balancing Agreement. /No tice of Joint Operating Agreement Lien, Security

F. Exhibit *'F"’, NonDiserimination-and Ceriification-of-Men-Segregated -Facilities. Interests and Fipnancial Statement

B--G:-Exhibit-*G'4~“Fax-Partnership- There is no Exhibit "G'" to this agreement.
If sny provision of any exhibit, except Exhibits *‘E'” and ‘G’’, is inconsistent with any provision contained in
of this agreemen, the provisions in the body of this agreement shall prevail.

I al 'ln Mr\'alum YU |t‘| -l-nlm-'||
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ARTICLE [IL
INTERESTS OF PARTIES

A. Oil and Gas Interests:

If any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement
and during the term hereol 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 parties shall also own all production of oil and gas from the Conuract Area subject to the

payment of royalties=to-theextent-of; due on each party's share of  ghich shall be borne as hereinalter set forth.
production

Regardless of which party has contributed the lease(s) andfor oil and gas interesi(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, to 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 allected lease shall bear the additional royalty burden attributable to
such higher pr'ice.

Nothing contained in this Article 1B, shall be deemed an assignment or cross-assignment of interests covered hereby.
C. Excess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject o any royahy,
overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article I11.B., such party so
burdened shall assume and alone bear all sucl 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 herealter 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 hereinalter referred
to as ‘‘burdened party'’), and:

1. If the burdened party is required under this agreement to assign or relinquish to any other party, or parties, all or a portion
of its working interest andfor the production attributable thereto, said other party, or partieg, shall receive said assignment and/or
production free and clear of said subsequently created interest and the burdened paity shall indemnily 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 to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VILB. shall be
enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of
the burdened party.

ARTICLE 1V,
TITLES

A. Title Examination:

Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling opcralig’{as or, il
the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned to ' includ-
ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, dVerriding
royaity and production payments under the applicable leases. At the time a well is proposed, each party contributing leases -nq or bil and
gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal e 'f
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 parties, but necessary for the examination of the title, shall be obtained by Operalor. ] l ¢ shall
cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be furnish;d (o éaci party

§

hereto. The cost incurred by Operator in this title program shall be borne as follows: “ i \
1

status

Auern o Arsin ighins uf Fote ke §andisgn
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982
ARTICLE IV
continued

Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title examination
(including preliminary, supplemental, shut-in gas soyalty opinions and division order title opinions) shall be borne by the Drilling Parties
in the proportion that the interest of each Drilling Party bears to thie 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 belore 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 wel! shall be drilled on the Contract Area until after (1) the title to (he 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 2
seduction of interest from that shown on Exhibit **A’*, the party contributing the allected lease or interest shall have ninety (90) days
from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisi-
tion will not be subject to Article VII1.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 whose oil and gas lease or interest is aflected by the title failure shall bear alone the entire loss and it shall not be
entitled to recover from Operator or the other parties any development or operating costs which it may have theretolore paid or incurred,
but there shall be no additional liability on its part to the other parties hereto by reason of such title failure;

(b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the 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 faiture, 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) Shouid any person not a party to this agreement, who is determined 1o 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,

(f) No charge shall be made to the joint account for legal expenses, lees or salacies, 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 10 its interest and bear all expenses in
connection therewith.

2. Loss by Non-Payment or Erroneous Payment of Amount Due: i, through mistake or oversight, any rental, shutin well
payment, minimum royalty or soyalty 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 ta make the required
payment secures a new lease covering the same interest within ninety (90) days {rom the discovery of the failure to make proper payment,
which acquisition will not be subject to Article VIIL.B., the interests of the parties shali 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 Asea on account of ownership of the lease or interest which has terminated. In the event the party who failed to make the
required paymént shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas attributable to
the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest, it
shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously dritled
or wells previously abandoned) from so much of the following as is necessary to elfect reimbursement:

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

up to the amount of unrecovered costs;

() Proceeds, less operating expenses, thereafller accrued attributable (o the lost interest on an acreage basis, of that portion of
oil and gas therealter produced and marketed (excluding production from any wells therealter drilled) which, in the absence of such lease
termination, would be attributable to the lost interest on an acreage basis, up to 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,
3 . . 4 3
(<) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner of th
e . . - . . . °
lost, for the privilege of participating in the Contract Area or becoming a party to this agreement.

and shall be borne by nll parties in proporuon to their interests. There shall be no readluslmenl of intesests in the rcmamlng
the Contract Area.
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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, ao-longesomas-an-intesest-hereunderin the Contract-Ates, 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 theicalendar 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 VI.
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the_15th day of April , 19_95 , Operator shall commence the drilling of a well for
oil and gas at the following location:

1650' FSL and 1980' FWL of Section 13, T-19-S, R-25-E,
Eddy County, New Mexico,

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

an estimated depth of 9500' sufficient in Operator's
opinion to penetrate and test the Morrow formation,

‘\
}
.,

L}

i
unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling impra G.u\"al is en-
countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth. kg

N t

i
Operator shall make reasonable tests of all formations encountered during drilling which give indication of’ contammg onl and
gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or formatlons u} which
event Operator shall be required to test only the formation or formations to which this agreement may apply :
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ARTICLE VI
continued

M, 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:

L. Prolcl)sed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided
for in Article VLA, or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by ali
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 lorma-
tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days alter 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 to 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.

I all parties elect to participate in such a proposed operation, Operator shall, within ninety (90) days afier 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 cas> may be), actually commence the proposed operation and complete it with due diligence at the risk and expense ol all par-
ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties,
for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional 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 X}, 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 conducl said operation, written notice proposing same must be resubmitted 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 Parties: If any party receiving such notice as provided in Article VL.B.1. or VILD.1. (Option
No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benelits of this Article, the party or pasties
giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days alter the expiration of
the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is
on focation, 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, il 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 V1.B.2., shall comply with all terms and con-

ditions of this agreement.

. 1Y

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 (4B) hours
(exclusive of Saturday, Sunday and legal holidays) alter receipt of such notice, shalt advise the proposing party of its desire to (a) limit par-
ticipation to such party’s interest as shown on Exhibit **A"" or (b) carry its proportionate part of Non-Consenting Parties® interests, and
failure to advise the proposing party shall be deemed an election under (a). In the event a drilling rig is on location, the time permitted for
such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party,
at its election, may withdraw such proposal if there is insulficient participation and shall promptly notify all parties of such decision.

The entire cost and sisk of conducting such operations shall be borne by the Consenting Parties in the proportions they have
elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involvel] in such
operations [ree and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consentin§ Parties.
U such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface locatigit at their
sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article resuli&iin a pro-
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ARTICLEVI
continued

and the well shall then be turned over 10 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 Pacties
in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed 1o have relinquished to Consenting Parties,
and the Consenting Pacties shall own and be entitled to receive, in proportion 10 their respective interests, all of such Non-Consenting
Party's interest in the well and share of production therefrom uniil the proceeds of lhf sale f&sugh share, calculated at the well, or
market value thereol if such share is not sold, (after deducting production taxcs‘,éfgs‘é(lﬁesc,) ruyal(y?gﬁ?rlding royalty and other in-
terests not excepted by Article I11.D. 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:

() 100% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment beyond the wellhead
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 first production and continuing until each such Non-
Consenting Party's relinquished interest shall revert w i under other provisions of this Article, it being agreed that each Non-
Consenting Party’s share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting
Pacty had it participated in the well from the beginning ol the operations; und

(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 VIILC., and __900_ % of that portion of the cost of newly acquired equip-
ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-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 operation proposed in such a well, oc portion thereof, to which the initial Non-Consent election applied that is
conducted at any time prios to full 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 participated therein. 1f
such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VI.B. shall be ap-
plicable as between said Consenting Parties in said well.

During the period of time Consenting Parties are entitled to receive Non-Consenting Party’s sharg o é)md |-cllion, or the
. . . . U
proceeds therefrom, Consenting Parties shall be responsible for the payment of all production, severance/ excise, galﬁ'rmg 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 111.D.

In the case of any reworking, plugging back or deeper drilling operation, the Consenting! Parties shall be permitted 10 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 drilling, the Consenting Pacties shall account for all such equip-
ment to the owners thereof, with cach party recciving 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 operaling 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 Consenting 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 all 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 9‘! and gas
produced during any month, Consenting Partics shall use industry accepted methods such as, but not limited to, metering (é’g‘periodic
well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any sucH 1 peration
which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unrety ned costs
of the work done and ol the equipment purchased in determining when the interest of such Non-Consenting Party shall rE\;Zl to it as

above provided; and if there is a credit balance, it shall be paid 10 such Non-Consenting Party. LT
¥

<
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ARTICLE VI
continuex

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 automatically revert to it, and, from and alter such reversion, such Non-
Conseating Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production
therelrom as such Non-Consenting Pasty 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 ol the further costs of
the operation of said well in accordance with the terms of this agrecment and the Accounting Procedure attached hereto.

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

The provisions of this Article shall have no application whatsoever 1o the drilling of the initial well described in Article VLA,
except (a) as to Article VIL.D.1. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well
alter it has been drilled to the depth specified in Article VI.A. if it shall thereafier 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 Parsties pursuant to the terms of the second gram-
matical paragraph of Article V1.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequently
withdrawn because of insulficient 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 showa 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 1o drill around junk in the hole or because of other
mechanical difficuliies. 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 boré to be utilized as follows:

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

A

(b) Uf 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
quip P g ol
provisions of Exhibit *‘C'’, less the estimated cost of salvaging and the estimaied cost of plugging and abandoning.

In the event that notice for a sidetracking operation is given while the drilling rig 10 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 alter 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 el:cling 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 t‘ other in-
stances the response period to a proposal for sidetracking shall be limited to thirty (30) days. !

C. TAKI,NG PRODUCTION IN KIND:
have the right to s ¥
Fach party shall/lake in kind or separately dispose of its proportionate share of all oil and gas produced (r9_rq the qul; ct Area,
exclusive of production which may be used in development and producing operations and in preparing and \:'eé(i:.\g“oil a‘['\'%‘gas for
marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or sep rite dlth;smo‘ by any
party of its proportionate share of the production shall be borne by such party. Any party taking its share of produ(itibn In
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ARTICLE VI
contfinued

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 contracts as may be necessary for the sale of its interest in production {rom
the Contract Area, and, except as provided in Article VILB., shall be entitled to receive payment directly from the purchaser thereo for
its share of al! production.

Ia the ev=nt any party shall fail to make the arrangements necessary to take in kind or separately dispose ol its proportionate share of
the oil produzed from the Contract Area, Operator shall have the right, subject to the revocation at will by the party owning it, but not
the obligatio, 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 lor 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 o, 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 shali be only for such reasonable periods of
time as are consistent with the minimum needs of the industry under the particular 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 to separate pipelines and/or
deliveries which on a day-to-day basis for any reason are not exactly equal to a party’s respective proportionate share of total gas sales to
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 part')3 shall have access to the Contract Area at all reasonable times, at its sole cost and risk 1o inspect or observe operations,
and shall have access at reasonable times to information pertaining to the developnient 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 {rom any well drilled on the Contract Area. The cost of
gathering and furnishing 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 Article V1.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, alter diligent effort, be unable ta contact any party, or shouid any party fail to reply
within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) alter 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 objects to plugging and abandoning such well shall have the right to take over the well and conduct fusther
operations in search of il and/or gas subject to the provisions of Article VI.B.

2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted
hereunder lor which the Consenting Parties have not been fully ceimbursed as herein provided, any well which has been completed as a
producer shall n-t be plugged and abandoned without the consent of all parties. I all parties consent to such abandonment, the well shall
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 agtee to the abandonment of such well,
those wishing to continue its operation from the interval(s) of the formation(s) then open o 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 abandoning party shall assign
the non-abandoning patties, 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. H the interest 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 1o the interval or in-
tervals ol the formation or formations then open to production, for a term of one (1) year and so long thereafter as oil and/or gas is pro-
duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit

j—- L4
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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, and the

assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respective pescentage ol participation in the

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

Therealter, 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 lor 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 intesval(s) assigned or leased, the assignor or lessor shall then have the option 10
repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-
visions hereol.

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 to conduct further operations therein have been notilied
ol 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 VILB. 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 10 render the parties liable as partners.

B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share
of oil and/or gas when extracted and its interest in all equipment, to secure payment of its share of expense, together with interest thereon
at the rate provided in Exhibit *‘C’’. To the extent that Operator has a security interest under the Uniform Commercial Code of the
state, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
taining of judgment by Opecator {or the secuced indebtedness shall not be decined an election of remedies or otherwise 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-NMon'Operator’s share of oil andfor 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 Qperator's proportionate share of expense.

i any party lails or is unable to pay its share of expense within sixty (60) days alter sendition of a statement therefor by
Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that
the interest of each such party bears to the interest of all such parties. Fach party so paying its share of the unpaid amount shall, to obtain
reimbursement thereol, be subrogated to 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 propor-
tionate shares upon the expense basis provided in Exhibit **C’’. Operator shall kecp an accurate record of the joint account hereunder,
showing expenses incurred and charges and credits made and received.

t

Operator, &t its election, shall have the right from time to time to demand and receive from the other partics 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. Each such statement and invoice for the payment in advance of estimated expense shall be submitted
on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimfie within
filteen (15) days after such estimate and invoice is received. If any party (ails to pay its share of said estimate within said time, lfm amount
due shall bear interest as provided in Exhibit ‘*C"’ until paid. Proper adjustment shall be made monthly between advances nnd “clual ex-

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

i

D. Limitation of Expenditures: AN
1. Drill or Decpen thou( the consent of all parties, no well shall be dnlled or deepened, cxcepl any well dnlled J‘L
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ARTICLE vl
continued

(3 Option No. 1: All necessary expenditures for the drilling or decpening, testing, completing and equipping of the well, including
necessary tankage andlor surface lacilities.

o 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 to elect to participate in the setting of casing and the completion at-
tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in-
cluding necessary tankage and/or surface facilities. Failure of any 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 completion attempt. I one or more, but less than all of the pasties,
elect 10 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 1o the operations therealter conducted by less
than all parties.

2. Rewark or Plug Back: Without the consent of alt parties, no well shall be reworked or plugged back except a well ceworked ar
plugged back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the reworking or plugging back of a well shall
include all necessary expenditures in conducting such operations and compleling and equipping of said well, including necessary tankage

and/or surface facilities.

3. Other Operations: Without the consent of all pacties, Operator shall not undertake any single project reasonably estimated
to requir:_:—;ﬂxpenditure in excess of_Twenty-five Thousand Dollars (325,000 )
except in conrection 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 sieps 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. Il Opetator 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 (515:000 ) but less than the amount first set forth above in this paragraph.

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

Rentals, shut-in well payments and minimum royalties which may be required under the werms of any lease shall be paid by the
party or parties who subjected such lease to this agreement at its or their expense. In the event two or 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 shalt 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 Articie IV.B.2.

Operator shall notify Non-Opersator of the anticipated completion of a shut-in gas well, or the shutting in or return to production
of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by
circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify
Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment
shall be borne jointly by the parties hereto under the provisions of Article 1V.13.3.

F. Taxes:

A
Beginning with the first calendar year after the eflective 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 belore they
become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator inlormation as to burdens (to include, but not
be limited to, royalties, 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 1o outstanding excess royalties, over-
riding royalties or production payments, the reduction in ad valorem taxes resulting 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 benelit of such reduc-
tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party's warking 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 generited by each party's working interest. Operator shall bill the other parties for their proportionate shares of all 1ax payments in
the manner provided in Exhibit **C"".
a4 .F-.
If Operator, considers any tax assessment improper, Operator may, at its discretion, protest within the time an
prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to {i

mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such taxg !kn,d any
interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for l|l% -l_b‘ht ac-
count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid b them, as
provided in Exhibit *C"". i

+

. . . . GARARRE
Each party shall pay or cause 1o be paid all preduction, severance, excise, gathering and other 1axes imposed upos pltﬁnl ~re§Pecl to
the production or handling of such party’s share of oil and/or gas produced under the terms of this agreement. {°

()
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ARTICLE VII
continued

G. lasurance:

At all times while operations are conducted hereunder, Operator shall comply with the workmen’s compensation law of
the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com-
pensation laws in which event the only charge that shall be made o the joint account shall be us provided in Exhibit **C"’. Operator shall
also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit **D"", attached to and made a part
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 conducied and to maintain such other insurance as Operator may require.

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

‘ ARTICLE VI
' ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrehder 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 surcender its interest in uny 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
therealter secured, to the parties not consenting to such susrender. If the interest of the assigning party is or includes an oil and gas in-
terest, the assigning party shall execute and deliver 1o 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 therealter as oil and/or gas is produced from the land covered thereby, such
lease to be ori the form attached hereto as Exhibit **B’". Upon such assignment or lease, the assigning party shail be relieved from all
abligations tHereafter accruing, but not theretofore accrued, with respect 1o 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 1erms 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 it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage
assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this
agreement.

B:—Renewal-er-Butension—ef Leasest

lany-party-sccuresarencwatof anyoit-and-gastease—subject-to-thisagreementattotherpartics-shalt-benotified-promptly s
shall have the right for a period of thirty (30) days following receipt of such notice in which to elect to participate in the ownershipf the
renewal lcase, insolar as such lease affects lands within the Contract Area, by paying to the party who acquired it their sevesed proper pro-
portionate shares of the acquisition cost allocated to that part of such lease within the Contract Avea, which shall be-ifi proportion to the
interests held at that time by the parties in the Contract Area.

Il some, but less than all, of the parties elect 1o participate in the purchase of a renewgl1ease, it shall be owned by the parties
who elect to participate therein, in a ratio based upon the relationship of their respective perCentage of pasticipation in the Contract Area
to the aggregate of the percentages of participation in the Contract Area of all partiesparticipating in the purchase of such renewal lease.
Any renewal lease in which less than all parties elect to participate shall 1e subject to this agreement.

Each party who participates in the purchase of a renewgli€ase shall be given an assignment of its proportionate interest therein

by the acquiring party.

The provisions of this Article shall a to renewal leases whether they are for the entire interest covered by the expiring lease
or cover only a portion of its area or arrinterest therein, Any renewal lease taken before the expiration of its predecessor lease, or taken or
contracted for within six (6) n is after the expiration of the existing lease shall be subject to this provision; but any lease takﬁ}-or con-
tracted for more than si months after the expiration of an existing lease shull not be deemed a renewal lease and shall not bei%\'ibiecl to

the provisions of_tfis agreement. i }

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

C. Acreagé or Cash Contributions:

i etip X

While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of ‘ﬂv:f"llisrl\'r'nb\J other
operation on the Contract Area, such contribution shall be paid 1o the party who conducted the drilling or ather J\&{ra}ok-jxd);l)all be
applied by it against the cost of such drilling or other operation. I the contribution be in the form of acreage, the party t& whﬁh l e con-
teibution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Par(iqsﬁ fl!le’ Foft
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b 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
govesned 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.

I 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 Anicle VIIL.C. This paragraph shall not be

?gg%icable to the contribution of acrea%e by the Contributing Parties toward the
I .

1
Maglte'natslélebosl“lﬁ&te’ or Option Test Wel

rm Interest:

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

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

Every such sale, encumbrance, transfer or other 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
Arca and they shall have the right to receive, separately, payment of the sale proceeds thereof.

E. Waiver of Rights to Partition:

If permitted by the laws of the state or states in which the property covered hereby is located, each party hereto owning an
nndivided interest in the Contract Area waives any and all rights it may have to partition and have set aside 10 it in severalty its undivided

interest therein.

Area, it shall promptly give written notice to the other parties, with full information concerning its proposed sale, which-sha
name and address of the prospective purchaser (who must be ready, willing and able to purchase), the purctiase price, and all other terms
of the offer. The other parties shall then have an optional prior right, for a period of ten10¥ days after receipt of the notice, to purchase
on the same terms and conditions the interest which the other party propases to sell; and, if this optional right is exercised, the purchas-
proportions that the interest of each bears to the total interest of all puschasing par-

ing pasties shall share the purchased interest in
ties. However, there shall be ng preferéntial right to 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-

Y

ARTICLE IX. -
INTERNAL REVENUE CODE ELECTION

This agrerment is not intended to create, and shall not be construed to create, a relationship of partnership or an association
for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several
and not joint cr collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal income tax
purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby alfected elects to be excluded
{rom 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 lurther
evidence of this election, each such party shall execute such documents and furnish such other evidence as may be requirdd-by the
Federal Internal Revenue Service or as may be necessary 10 evidence this election. No such party shall give any notices or take y other
action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which thglontract
Area is located or any future income tax Jaws of the United States contain provisions similar to those in Subchapter *'K"”, z
Subtitle **A"*, of the Internal Revenite Code of 1954, under which an election similar to that provided by Section 761 of the Cp
mitted, each party hereby affected shall make such election as may be permitted or required by such laws. In making the foreg
tion, each such party states that the income derived by such party from operations hereunder can be adequately determined i

computation of partnership taxable income.

.44 .-
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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 nat exceed_F1fteen Thougand Dollars
(s_15,000 ) and if the payment is in complete settlement of such claim or suit. If the amount required for seulement ex-
ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is
delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any party or if any party is
sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given
Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim
or suit involving operations hereunder.

ARTICLE XL
FORCE MAJEURE

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

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

The term '‘lorce 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, lighining, fire, storm, flood, explosion, governmental action, governmental delay, restraint
or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is
not reasonably within the control of the party claiming suspension.

W

ARTICLE XIl.
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 remain in full force and effect as to the oil and gas leases and/or oil and gas interests subject hereto for the
period of time selected below; provided, however, no party hereto shall ever be construed-as having any 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.

EB—Optionr No—t—50-tong-as-any-of theoil-and-gastcases-subjeet-to-this-agreement remain-or-are-eontinued-inforee-as-to-any-part

Option No. 2: ln the event the well described in Article VLA, or any subsequent well drilled under any provision of this
agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or
wells produce, or are capable of production, and for an additional period of 180 days from cessation of all production; provided,
however, if, prior to 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 to complete a well or wells hereunder, this agreement shall continue in force until such opera-
tions have been completed and if production results therefrom, this agrecment shall continue in (orce as provided herein. In the eyent the

ing operations are commenced within 120 days trom the date of abandonment 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.
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ARTICLE X1V,
COMPLIANCE WITII LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

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

B. Governing Law:

This agreement and all matiers pertaining hereto, including, but not limited to, matters of pesformance, non-performance, breach,
semedies, procedures, rights, dutics and Interpretation or construction, shall be governcd and determined by the law of the state in which
the Contract Area is located. If the Contract Area is in two or more states, the law of the state of
shall govern.

C. Regulatory Agencics:

Nothing hercin contained shall grant, or be construed 1o grant, Operator the right or authority to waive or relcase any rights,
privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regufations or orders promulgated under
such laws In reference to oil, gas and mincral operations, including the location, operation, or production of wells, or tracts offsetting or
adjacent 1o the Contract Arca.

With respect ta operations hercunder, Non-Operators agree o release Operator from any and all losses, damages, Injuries, clalms
and causes of action arising out of, incident 1o or resulling directly or indirecily from Opcrator's inicspretation or application of sules, rulings,
regulations or orders of the Depanment of Bnergy or predecessor or successor agencics 1o the extent such Interpretation or application was
made in good faith. Bach Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-Opcrator®s share
of production that Opcrator may be required to refund, rebate or pay as a result of such an incorrect Interpretation or application, together
with interest and penaltics thercon owing by Operator as a result of such incorrect interpretation or application.

Non-Operators suthorize Opcerator to prepare and submit such documents as may be required to be submitted to the purchaser
of any crude ail sold hereunder or to any other person or catity pursuant (0 the requirements of the *Crude Oil Windfall Profit Tax Act
of 1980%, as same may be amended from time to time (YAct"), and any valid regulations or rulcs which may be issued by the Treasury
Department from time to lime pursuant to sald Act. Each party hereto agrees 1o furnish any and all centifications or other Information which
is required to be fumished by said Act in a timely manncr and in sulficient detail to permit compliance with said Act.

ARTICLE XV.
OTIHIER PROVISIONS

Notwithstanding any provisions herein (o the contrary, the parsties herelo agree as follows:

A. Notwithstanding any other provisions herein, if during the term of this agreement, a well is required to be diilled, deepened, reworked,
plugged back, sidetracked, or recompleted, or any other operation that may be sequired in order to (1) continue a tesse os leases la force
and elfect, or (2) maintain a unitized arca or any portion thereof in and to any oil and/or gas and other intcrest which may be owned by
a third party or which, failing in such opcration, may revert to a third party, or (3) comply with an order issucd by a regulatory body having
jurisdiction in the premises, failing In which certain rights would terminate, the following shall apply. The party desiring to drill, decpen,
rework, plug back, sidetrack, recomplete, or to perform any other operation that may be required pursuant to this paragraph D, shall give
the other partics written notice of the proposed operation specifying the work to be performed, the location, proposed depih, objective
formation, and the estimated cost of the operation. ‘The partics receiving such notice shall have fiftcen (15) days after receipt of the notice
within which to nolify the party wishing to do the work whether they clect to participate in the proposcd operation, and any party clecting
to participate must pay its share of the cost within the fifltcen (15) day period after receipt of the natice, falling in which the partics interest
who clecied (o participate 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, drilf, deepen, plug back, sidetrack, recomplete, or any othex operation pursuant to this paragraph
D may be given by telephone and the response period shall be limited to forty-cight (48) heurs Inclusive of Saturdays, Sundays, and legal
holidays. Failure of a party recciving such notice to reply or pay its share of 1the cost within the period above fixed shall make such partics
interest subject to the reassignment provision provided for below. Any notice or response given by telephone shall be promptly confismed
in writing.

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

60-1.4(a) (Bqual BEmployment Opportuaily);

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

60-250 (Employment Opportuaity for Veterans);

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

1-1.805 (Subcontracting With 1.abor Surplus Area Concerns);
1.1.1310 (Subcontracting With Minority Business Enterprises);
1.1.2302-2 {Environmental Protcction).

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

C. Non-Operators authorize Operator 1o receive, and direct all product purchasers to pay to Operator, all proceeds of production from or
aftributable to the Contract Arca. As evidence of this authority all products purchasers may rcly solcly on a copy of ihis provision,
autheaticated by Operator, in licu of the need for any additional conscats or transfer ordess from the Non-Operators. While Operator is
secelving all proceeds of production, Operator obligates itscll to make payments of all Working and Royalty Intcrests Revenues attributable
10 the Interests covered herehv
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D. Any party creating the necessity for separate measurement facilitics shall alonc bear sl costs of such facilitics. Any pariy using scparate
production measurement facilitics shall keep accurate records of such production in accordance with applicable state and federal regulations,
and upon Operator's sequest, under the terms of this agreement or any agreement execuled in conjunction with this agreement, true and
complete coples of sald records shall be fumished to Operalor. Said production records supplied to the Operator shall be \rcated as
confidential information and shall be used by Operator only to the exient necessary to fulfill its dutics as Operator.

B. All cosls and expenses Incurred by Operator in securing altomeys, geologists, engineers, exhibits and related documentatlon, for the
preparation and fiting of material relative to the sale of oil and/or gas shall be borne by all panies in accordance with their respective interest
as set forth on Exhibit "A™ atlached hereto and made a part hereof.

F. All costs and expenses Including fees and expenses of attomeys and consultants Incurred by Operator which may arise due to other
operators in the area applying for non-standard locations andfor other regulatory hearings shall be bome by all parties in accordance with
their respective interests as sei forth in Bxhibit A" attached hereto and made a part hereof.

Q. The partics herelo agree to exccute a Notice of Jolnt Operating Agreement Lien in the form of Exhibit "F* (o this agreement in order
to permit perfection of the hercinabove described sccurity interests by placing said NOTICE of record in the county in which the Contract
Area Is located and in accordance with the Uniform Commercial Code of the State in which the Contract Area is located.

F1. If a party to this agreement elects not to participate in a proposed operation or, if a non-consenting party fails to timely pay lts share
of the cost involved In such operation, and is determined to be a non-participating party, shall not have access to or be entiticd o receive
well information with regard to operations conducted on the Contract Arca.

PR\ NIRPRS . ALY
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A.AP.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE XVI.
MISCELLANEOUS

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

legal representatives, successors and assigns.

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

IN WITNESS WHEREOF, this agreement shall be effective as of this 28th day of December, 1994.

OPERATOR

NEARBURG PRODUCING COMPANY

R

By: Bob Shelton
Its: Consulting Landman
Date:

NON OPERATORS

NEARBURG EXPLORATION COMPANY

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

YATES PETROLEUM CORPORATION

By:
Its:
Date:

YATES DRILLING COMPANY

By:
Its:
Date:

ABO PETROLEUM CORPORATION

By:
Its:
Date:

MYCO INDUSTRIES, INC.

M. Craig Clark
Date:




ACKNOWLEDGEMENTS

STATE OF TEXAS s
§
COUNTY OF MIDLAND s

The foregoing instrument was acknowledged before me on the 28th day of
December, 1994, by BOB SHELTON, Consulting Landman of NEARBURG PRODUCING COMPANY,

a Texas corporation, on behalf of said corporation.
KAYE H. GASSIE Notary~RubMc, State of Texas

NOTARY PUBLIC }

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

WP

STATE OF TEXAS §
S
COUNTY OF MIDLAND §

This instrument was acknowledged before me on the 28th day of December,
1994, by ROBERT G. SHELTON, as Attorney-in-Fact for NEARBURG EXPLORATION COMPANY,
a sole proprietorship, on behalf of said sole proprietorship.

State of Texas

AP A

KAYE H. GASSIE }
NOTARY PUBLIC §

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

STATE OF NEW MEXICO §
§
COUNTY OF CHAVES 3
The foregoing instrument was acknowledged before me on the day of
, 199 ; by as
of YATES PETROLEUM CORPORATION, a corporation, on

behalf of said corporation.

Notary Public, State of New Mexico

STATE OF NEW MEXICO 8
S
COUNTY OF CHAVES S
The foregoing instrument was acknowledged before me on the day of
. 199 + by as
of YATES DRILLING COMPANY, a corporation, on behalf of

said corporation.

Notary Public, State of New Mexico

15(A)



STATE OF NEW MEXICO )

)
COUNTY OF CHAVES §
The foregoing instrument was acknowledged before me on the day of
, 199 , by as
of ABO PETROLEUM CORPORATION, a corporation, on behalf
of said corporation.
Notary Public, State of New Mexico
STATE OF NEW MEXICO §
§
COUNTY OF CHAVES S
The foregoing instrument was acknowledged before me on the day of
, 199 , by as
of MYCO INDUSTRIES, INC., a corporation, on behalf of
said corporation.
Notary Public, State of New Mexico
STATE OF TEXAS s
§
COUNTY OF MIDLAND )
This instrument was acknowledged before me on the day of
, 199 by M. CRAIG CLARK.

Notary Public, State of Texas

15(B)



II.

I1I.

Iv.

EXHIBIT "A"

Attached to and made a part of that certain Operating
Agreement dated the 28th day of December, 1994, by and
between Nearburg Producing Company, as Operator, and
Nearburg Exploration Company, et al as Non-Operators

Identification of lands subject to agreement:

South Half (S/2) of Section 13, T-19-S, R-25-E, Eddy County,
Mexico

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 Morrow
formation.

Percentage of parties to agreement:

Nearburg Exploration Company 72.265625%
Yates Petroleum Corporation 17.500000%

Yates Drilling Company 2.500000%
Abo Petroleum Corporation 2.500000%
Myco Industries, Inc. 2.500000%
M. Craig Clark 2.734375%

100.000000%

A. O0Oil & Gag Leases subiject to agreement:

See Exhibit A-1 attached hereto.

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
Myco Industries, Inc.

Abo Petroleum Corporation
105 South Fourth Street
Artesia, New Mexico 80210

M. Craig Clark

310 West Texas

Suite 822

Midland, Texas 79701

New



INSOFAR AS LEASES COVER CONTRACT AREA
EXHIBIT "aA-1"
ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING AGREEMENT DATED

DECEMBER 28, 1994 BY AND BETWEEN NEARBURG PRODUCING COMPANY, AS OPERATOR, AND
NEARBURG EXPLORATION COMPANY, ET AL, AS NON-OFERATOR

SYSTEM LEASE & I_LESE0OR NAME ORIGINAL LESSEE NAME LEASE DATE BOOK PAGE cour
REFERENCE NO. ENTRY NO

520 11/04/94 EDDY
358201 BONNIE H. MORRISON NEAREBURG EXPLORATION COMPANY 141 10546 EDDY

LEGAL DESCRIPTION

T19S - RZSE
SECTION 137 SE/4

521 3/24/94 186 807 EDDY
358202 GEORGE W BUSHWA NEARBURG EXPLORATION COMFPANY 55 1189 EDDY
LEGAL DESCRIPTION
T19% - REZSE
SECTION 12: SE/4
502 3/24/94 185 654 EDDY
358203 RUTH FENTON NEARBURG EXPLORATION COMPANY 54 S EDDY
LEGAL DESCRIPTION
T19S - RZSE
SECTION 13: SE/4
523 ) 3/24/94 186 815 EDDY
358204 CHARLES R. GUSHWA NEARBURG EXPLORATION COMPANY 35 1199 EDDY
LEGAL DESCRIPTION
T19S - RZ5E
SECTION 13: SE/4
524 3/24/94 186 813 EDDY
358205 JOHN J GUSHWA NEARBURG EXPLORATION COMPANY 95 1187 EDDY

LEGAL DESCRIPTION



INSOFAR AS LEASES COVER CONTRACT AREA

SYSTEM LERSE & ILESSOR NAME ORIGINAL LESSEE NAME LEASE DATE BOOK PAGE coul
REFERENCE NO. ENTRY NO
T198 - R25E
SECTION 13: SE/4

524 3/18/94 186 803 EDD®
258208 CAROLE W. % JULIAN WALKER NEARBURG EXPLORATION COMPANY 95 1191 EDD®
LEGAL DESCRIPTION
T19S - R25E
SECTION 13: SE/4
527 3/18/94 185 644 EDDY
358209 PHIL D. HELMIG & MARIAN L. NEARBURG EXPLORATION COMPANY S 53 286 EDDY
LEGAL DESCRIPTION
T192 - R2SE
SECTION 13: SE/4
528 3/18/94 186 809 EDDY
358210 N. NAOMI McMINN, INDIVID. % NEARBURG EXPLORATION COMPANY 93 296 EDDY
FPERSONAL REP./JOHN R. MCMINN
ESTATE
LEGAL DESCRIPTION
T19S - R2SE
SECTINN 13: SE/4 o
i
529 3/18/94 1895 648 EDDY
258211 JOHN W. LACKEY & MARGARET W. -NEARBURG EXPLORATION COMPANY 21 134 EDDY
L
LEGAL DESCRIPTION
T19S - R2SE
SECTION 13! SE/4
530 3/18/94 189 257 EDDY
358212 ROBERT B. ANDERSON NEARBURG EXPLORATION CDMPANY 35 1193 EDDY

LEGAL DESCRIPTION



INSOFAR AS LEASES COVER CONTRACT AREA

SYSTEM I|LEASE & I_.LESSOR NAME ORIGINAL LESSEE NAME LEASE DATE BOOK PAGE coL
REFERENCE NO. ENTRY NO
7198 - R2SE
SECTION 13: SE/4

531 A 3/18/94 189 259 EDC
353213 DONALD B. ANDERSON NEARBURG EXPLORATION COMPANY 53 250 EDC
LEGAL DESCRIPTION
T193 - R2SE
SECTION 13: SE/4
522 /18794 1854 805 EDD
258214 E. W. BISETT NEARBURG EXPLORATION COMFPANY 7S 1185 EDD
LEGAL DESCRIPTION
T19S - RZSE
SECTION 13: SE/4
s3Iz 3/18/94 125 435 EDD
58215 BRIAN W. COPPLE, TRUSTEE NEARBURG EXPLORATION COMPANY 53 293 EDD
BECKY D. COPPLE TRUST
UNDER WILL OF C.A. COPPLE
LEGAL DESCRIPTION
7195 - R2SE
SECTION 13: SE/4
Su4 3/18/94 185 642 EDD
358216 THE H.E. & SARAH L. HARRINGTON NEARBURG EXPLORATION COMPANY §3 283 EDD
TRUST, H.E. HARKINGTON % SARAH-
LR RARRTNG T ON, TRUSTEES
LEGAL DESCRIPTION
T19S - RZSE
SECTION 13: SE/4
535 3/18/94 185 640 EDD
358217 R.L. HIGGINS NEARBURG EXPLORATION COMPANY 93 281 EDD

LEGAL DESCRIPTION



INSOFAR AS LEASES COVER CONTRACT AREA

SYSTEM ILEASE &
REFERENCE NO.

542
25ez24

nen
en
i

)
an
[ve)
J

w
80
U]
)
Lnen

ILLESSEOR NAME

7198 - R25E

SECTION 137 SE/4

BETTY DALE

LEGAL DESCRIPTION
T19S - R2SE
SECTION 13: SE/4

LUCY WHITEHURST % CARMEL J.

EASTHAM

LEGAL DESCRIPTION

T19S - RZSE

SECTION 13: SE/4

FHEL.PS ANDERSON

LEGAL DESCRIPTION
T19S - RZ5E
SECTION 13: SE/4

MCQUIDDY COMMUNICATIONS

AND ENERGY, INC.

LEGAL DESCRIPTION

T198 - R23E
SECTION 13:

SE/4
R. R. HINKLE COMPANY,

LEGAL DESCRIPTION
T19S - R2ZSE

INC.

ORIGINAL LESSEE NAME

NEARBURG EXPLORATION COMPANY

NEARBURG EXPLORATION COMPANY

NEARBURG EXPLORATION COMPANY

- NEARBURG EXPLORATION COMPANY

NEARRURG EXPLORATION COMPANY

LEASE DATE BOOK

4/11/94 188
106

3/18/94 1&5
3

3/18/94 185
93

8/20/93 168

8/20/93 168

PAGE
ENTRY

£56
294

o
eLsy
FIrI

789



INSOFAR AS LEASES COVER CONTRACT AREA

SYSTEM LEASE %
REFERENCE NO.

594
259801

3995
259802

1)
w0
o

N

g

LESSOR NAME
SECTION 13: 3SE/4

RUTH H. BOYD, TRUSTEE

LEGAL DESCRIPTION

T19S - RZSE
SECTION 13: SW/4

WARREN AKIN I11 & JEAN AKIN

ET AL

LEGAL DESCRIPTION

T19S - R25E
SECTION 13! SW/4

DOROTHY E. SINCLAILIR

LEGAL DESCRIPTION

T19S - RZSE
SECTION 12: SW/4

RICHARD H. & SIGRID

ET AL
LLEGAL DESCRIPTION
T19S - RZSE

SECTION 13: SW/4

ORIGINAL LESSEE NAME

NEARBURG EXPLORATION

NEARBURG EXPLORATION

NEARBURG EXPLORATION

NEARBURG EXPLORATION

COMPANY

COMPANY

COMPANY

COMFANY

LEASE DATE BOOK

11712791

11/13/91

11-12/91

11/04/94

110

111

PAGE
ENTRY NO

947

713

coL

EDC

EDD

EDD
EDD

EDDY



3/ 16 2. Royalty On Gas. Lessee sha
_al

TEXAS & NEW MEXICO

PRODUCERS 48 REV. 10 15-7)
OlL, GAS AND MINERAL LEASE
THIS AGREEMENT made and eatered into this. ~ day ot 19 by and between
bereinafter called ‘‘Lessor’’, whether one or mors, sod hereinafter called *'1
+ he r “‘lLoasce'”.
WITNESSETH; Tbat, for and in consideration of the sum of
Dollars (3 . ___ ), receipt of which is hereby acknowledged and of th Ities herei i groem Leases i i
Lessor does hereby grant, lease and let exclusively unto , its successors and aessir;ny: ::J; ufrfﬁﬁ lzl:gliidreixﬁ?h:h:ie;cribed.‘n:p%u with E;;u?-v?r:i:l::y’

hts H ¥ Y A a
rights therein, for the purpose of cxplonn%oby geological, geophysical and all other methods, and of dnlhng, producing and opersting wells or mines for the

recovery of oil. gas and other bydrocarbons, and all other minerals or subslances, whether similar or dissimi i
on the leased premises, including primary, secondary, teciary, cycling, pressure msintenance methods ol f::nc:)l\l/::—y Q:::i u:‘l?( mefm::mmmh“éy mell of mnine
or unknown, with sll incidental nghts thereto, and to establish and ulilize facilities for surface und subsurface disposal of salt weter, snd o o ‘y, olhor now kmown
remove ruadways, tanks, pyg:gna, electric power and telephone lines, power statons, machinery snd structures thereon, to produce, store gom m;:‘l, :namumd ead
mwove all substances descn above, and the products therefrom, together with the right of ingress and egress W and from said Land. The lsnd Eeni)y rl'::;“;nh u'"{

uated in the County of —_— . State ot . and i3 described as follows:

EXHIBIT "'B"

Attached to and made a part of that ccvrain Operating
Agreement dated the 28th day of Dceenber, 1994, between
Nearburg Producing Company, as Opcrator, and Nearburg
Exploration Company, et al, as Non-Operators.

This lease covers all of the land described above, including sny interests herein that sny signatory hereto has the ri i
covers, and there is hereby granted, leased and let, upon the sume terms and coaditions as berein it lorth, all lands :gvl:to?rhcmfll;r ‘gvv:::!uér .:lflm{gd .l:’djﬂ::w:‘
adjacent, coatiguous, or a part of the tract or tracts described above, whether such additiona! lands be owned or claimed by deed, limitation, or olherwi.uy or are
fenced or unfenced, and whether such landa are inside or outside of the metes and bounds description set forth above, or are in the named survey, or other surv -oz
surveys. The boous money paid for this lezse is in gross, and not by the acre, and shall be effective to cover all such land irrespective of the aumber of Acnaaymn-

tained therein, but the land included within this lease is estimated to comprise.
relerred to as the '‘leased premises’’

e __acres, whether actually more or less, and such land is hersinatter

TO HAVE AND TO HOLD the leased premises for a termof ____________ __ years from the date hereol, hereinafler called “*pri term’’
thereafler as oil, gas or other hydrocarbons. or other minerals or leased substances. or either or any of them, ate produced from the Ienps:.im;zmisrersn d:'r':gmullm'}
with which the lensed premises are pooled or unitized.

In consideration of the premises, it is hereby agreed as follows: 3/ 16th

1. Royalty On Oil. Leasee shall deliver to Lessor, at the well or to the credit of [.exsor in the pipeline to which the well may be connpecied i
other liquid hydrocarbons produced and saved {rom the leased premisas. or Lessew, i its option, may buy or sell such Xﬁmﬁ and pa Iﬂ:eoénzziﬁdg:lpg
for oil or liquid hydrocasbons of like grade and gravity prevailing in the field on the day such oil 15 run into pipelines or into éﬁyﬁﬁ-&mr's royally inter-
est in either case shall bear its pmrorlxon of any expenses for transporting and trea(ini oil to make it marketable as crude.

) 1 pay to Lessor as royglty on gas, including casinghead gas or uthec gaseous substances produced from said land and sold on or

{ the premises X 28th of the net proceeds at the well received from the sale thereot, provided that un gas used off the premisas or by Lessee in the manulacture of
gasoline or other products therefrom, the royalty shall be the market value at the werl ol FIBIK of the gas so used; as t lmwlﬁmmn written con-
tract, the price received by Lessee for such gas shall be conclusively presumed to be the net proceeds st the well or the market value at the well for the gas so sold.

3 Royalty On Other Substances. Lessee shall pay to Lessor, as royslty oa _substances covered by this lease other than oil snd gas and the products thereot
which Lessee may elect to produce, save and market from the leased premises, g%éﬂ ﬁlﬁ proceeds received by Lessee from the sale thereol after deducting the
proceasing costs. C

4" Shut - In Gas Roynhﬁ.n It at any time, or frown time to time, either before or after the expiration of the primary term of this leass, there is sny gas well on
the lewsed proemises or on ds with which the leased premises -r:e‘fooled or unitized and which is capsble of producing in paying quantities, but which is shut in
before or siter productiog therelrom, such well shall couside under all provisions of this lease as a weql producing gas in paying quantities and this leass
shall remain in force in like manner as though gas therefrom was actually being sold or used. In such event, Lessee covenania and agrees to pay Lassor, as royalty,

the sum of . . . . - —— Dollers «($ . ) per annum for the period commenc-
ing on the date such well is actually sbut in, unless this leaso is bem, maintained in force and effect by some other provision E:reof, in which event, such period
shall commence on the date this leass cemses to be maintained in full force and eftect by some other provision hereof. Payment or tender shall be muds to Lessor, or
deposited to the credit of Lessor in the depository bank named in this lease. The first gaymeut shall be due and payabls on or before ninety (90) days after the date
such well is shut in, or ninety 190) days from the date this leass ceases to be maintained in force by some other provision hereof. Unless gas from such well is pro-
duced and sold or used prioe thereto, sxcept temporery sales, or use for lease operations. subsequent payments sg.u be due annually thereafter on the anniversary
dste of the period for which such prior payment wes made. No sdditional payments shall be required if there is more than one shut-in gas well on the leased premiscs
or oa lands with which the leased premises are Yooled or unitized. The term ‘"gas well’* shull include wells capsble of producing natursl gas, condensats, or any
gaseous substance, and wells classified as gas wells by aoy governmental authority having jurisdiction.
5. Delay Rental. If operations for dnlling or mining on the leased premises, or on {

ands with which the leased premisesa sre pooled or unitized, are not com-

menced on or before one (1) year from the date of this lease, ss set {orth above, this lease shuil terminate ss to both parties unless oo or before one 1) year {rom

tho date of this lease, Lensce shall psy or tender to the Lessor a rental ol ——— -

Dollars (3__ . }, which shall cover the privilege ot delerring commencement of such drilling or mining operation for s period of twelve (12) montha
from the expiration of said one (1) year period. In like manner snd upon like payments or tenders annually, the commencement of such operations may be delerred for
successive periods of the same number of months, during the primary term. Paymeants or tenders may be made to the Lessor or to the Lessor's credit in the

. Bank at which bank or eny successor
thereof shall continue to be the agent for the Lessor and the Lessor's successors and assigns. If such bank or any successar thereof shall fail, liquidate, or be succeed-
od by another bank, or for any reason fail or refuss to accept rental, the reatal paying date for Bniy year shall be extended until the expiration of thirty (30) days afler
Lessor shall have delivered to Lesses a recordabls instrument making provision for snother method af puyment or tender and any depository charge shall be the lia-
bility of the Lessor. The psyment or tender of rental may be made by check or draft of Leusee, muiled or delivered to said bank or Lessor, or to any Lessor if more
than one, on or belore the rental paying date. Mailing of rental on or befor: the rental paying date shull be deemed a timely tender thereol and shall preclude the
termination cl this lease.

6. Drilling Operations. 1t Lesseo should drill and sbandon ss a d:y hole a well on the lessed prewises, or if after the discovery of oil, gas or other minerals,
the production tf:no! should ceass from any cause, and. in either event, there are no other producing wells on the leased premises or on lands with which they are
pooled or unitized, or drilling or reworking operations are not being conducted thereon, this lease shall not terminate if Lessee commences reworking or additionsl
drilling operations on the leased premises within gixty (60) dsys thereafter or, if it be within the pnmery term, Lesses commences or resumes the payment or tender
of zentals or commences operations [or drilling or reworking on or before the rental paying date next ensuing after the expiration of ninety (90) days from the date
of such sbandonment or cessation ol production. If such ebandonment or cessation of production occurs atl any time during the last fifteen {15) mon ol the primary
term, Do reatal payment or drilling operations are necessary to keep the lease in force during the rema‘nder of the prunary term. If, at the expiration of the primary
term. oil, gas or olher minerals sre not being produced from the lessed premises or from lands with which the lessed premises are pooled or unitized, but Leescs is
then engaged in operations for drilling or reworking of any well, this lease shall remasin in lorce so long as such drilling or reworking operations are prosecuted, or
reworking operations on any well or additional drilling operations are conducted on the leased premisas, or on landa pooled or unitized therewith, with no cessation of
more than sizty (60) consecutive days, end il any such operations result in production then as long thereafter as such production contioues.

7. Pooling. Lesseo is hereby granted the right, at any time and from time to time, whether belore or alter production, to pool this leass for the production of
oil, gas or condensale, or any or either of them, as to the land covered hereby, or any zone or portion thereol, or as to any mineral or royslty interest therein
with any other lease covering the above described land, or lands sdjacent, contiguous, adjoining, or in the immediate vicinity thereof, or as to any zone or portion ol
said leass or any mineral or royalty interest therein. Such pooling shall be into a unit or units not exceeding forty (40) acres plus an scresge tolerance of ten percent
(10%) thereof for oil, and unita not exceeding six hundred forty (640) acres each plus sn acreage tolerance of ten percent (10%) thereol for gu. rovided that, should
governmental suthority having jurisdiction prescribe or permit the creation of any drilling, spncxizg or proration unita larger than those specified above, such units maey
be created or enlarged to conform in size to the drilling or spacing units so prescribed or permit or to the proration units as may be authorized for oblaining the
maxi 1k blas producti from one well. Lesses m-w the acresge or interests above described, or any portion thereof, as sbove provided, ss to oil,
or gas in any one or more zopnes, and units so formed n Dot conform in size or area with the unit or units inio which the lesse is pooled, or combined as to any
other zooe, and oil unita nesd not conform as to srea with gas units. Such pooling shall be effected by the filing by Lemseo of a written designstion, in the county, of
counties, in which the premises are locsted, identifying snd describing the pooled unit. The production of oil, gas or condensats {rom any zone or portion of the land oo
pooled and the devel t and operadon on such land, including the commencement, drilling, completion and operation of a well therson, or the axistence thereon of a
shut-in gas weil, shall be considered and construed and shsll have the same effect, except for the payment of roysity, as production, developmeot and operation, or the
sxistence of s shut-in gas well on the leassd premises, regardless of the location ot the well oc the unit. Production from any unit producing oll, gas or conden-
sale shall be allocated to the leased premises in the proportion that the acreage of the lessed premises included within the units bears to the total screage in the unit, and
the royalty provided for berein shall be calculated on the portion of the production 3o sllocated. The royalty so paysble on allocatad production shall be in lieu of any
other royll‘?r that would accrue to Lessor from thclamduction of oil, gas or condensats from sny zone or portion of the leased premises included within the unit. S8hut-
in gas roy . with respect to unit shut-in gaa weils, shall be payable in accordance with the provisions and in the amount set forth in thia lease. In the event any
unit well shall fail to produce oil, gas or condensate in paying quantities, or in the event the production from any such well shall cease, Losses may tanuinate the unit
by filing for record, in the county, or counties whbers the land is situated, s written declaration of such termination. i

8. Use Of Oil, Gas And Water For Orran'oru. T.o8see shall have the free use of oil, gas and waier from the lesased pretaises, except waler from Laessor’s
wells and tanks. for sll operations hereunder. and the royslty ou il and gas sball be computed after deduc the amount so used

9. Removal Of Eguipmant. Lesace shall bave the right, st any time during or after the expiration of is lease, to remove all property and fixtures placed
oa the leased premises by Lesses, including the right to withdraw sand remove all casing. . .

10. Assignment Or Change Of Ownership. e rights of either party hereunder msy be assigned in whole or in pert and the rovisions bereof shall ex-

to the heirs, executors, administrators d i but henge or division in ownership of the land, rentals or royalties, bowever sccomplished,

o lish-

tend . an no
ahall rate o enlarg> the obligations or diminish the rights of Lesses. No change or division in the ownership of the lsnd, reatals or royalties, however scoop
od, lh$ be binding upon Lesses for sny purpose and shall not impair the effectivaness of any payroent theretofore made by Lesses (irrespective of whethar Leasss bas
sither actusl or constructive knowledge thersof) until sixty (60) dsys after such person scquining any interest has furnished Lesses with the instrument or instruments
or certified copies thereof, coastitu his chain of title from the original Leasor. In the event of an sssignment of this lesss as to & segregated portion of the hn(l
covered by this lesse, the reatals paysbls hereunder shall be spportioned ss between the soveral leasehold owners, ratably, scoording to the surisce area of each, and a
default in rental payment by one shall not affect the righta of other leasehold owners hereunder who make due payments of reatals. An assignmeat of this lease,
in whole or in part, shall, to the extent of such assigumant, relisve and discharge Lessee of all obligations hereunder.

11. Force Majeure. Laesses shall not be liable for sny dch‘y-l in its performance ol any covensnt or condition bereunder, express or implied, or for total or
parti, pert th. f. due to foros majeure. The tarm ‘‘force majeure’’, ss usod herein, shall mean any circumstance or any condition beyond the cou!
of Leasee, luding but not limitsd to scts of and actions of the olements; scts of the public enemy; strikes; lockouts; socidents; laws, acts, rulss, regulstioos
and orders of federal, siats or municipal governments, or officers or sgents thereof; failure of traasportation; or the exhaustion, unavdfnbjlity, or delays In delivery,
of any product, labor, service or material. If Lomes is n%\umd to ceass drilling or reworking or producing operations on the lessed prenises foroe majeure, thes
until ‘such time as such forcs majeure is terminated and for a period of nuuz {90) days after such termination, esch and mr& provision of this lease that might
operate Lo terminate it shell be and this leass shell continue in full force and ‘etfect during such suspension period. period of suspension
during the primary term, the time thereot shall be added to such ferm.
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EXHIBIT e

Attached to and made a part of that certain Operating Agreement dated the 28th day of December,
1994, between Nearburg Producing Company, as Operator, and Nearburg Exploration
Company, et al, as Non-Operators.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1. Definitions

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

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

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

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

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

“Parties” shall mean Operator and Non-Operators.

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

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual as
most recently recommended by the Council of Petroleum Accountants Societies.

2. Statement and Billings

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

3. Advances and Payments by Non-Operators

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

B. Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not made
withi su(éh Bmiel the uppaid balance shall bear interest monthly at the prime rate in effect at _Texas Commerce
Bank o allas, lexas . the first day of the month in which delinquency occurs plus #% or the maximum 27%
contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, whichever
is the lesser, plus attorney’s fees, court costs, and other costs in connection with the collection of unpaid amounts.

4. Adjustments

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

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

il

A. A l:lon-Operalor, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Opera-
lorgx accountg and records relating to the Joinl Account for any calendar year within the twealy-four (24) maunth
period following the end of such calendar year; provided, however, the making of an audit shall not extend the time
for the taking of writlen exception Lo and the adjustments of accounts as provided for in Paragraph 4 of this Section
!. _Where there are two or more Non-Operutors, 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 ence each year without prior approval of Operalor, except upon the resignation or
removal of the Operator, and shall be made at the expense of those Non-Operators approving such audit.

Audits

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

Appraval By Non-Operators

Where an approval or olheg' agrecmenl 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 Nen-Operators.

L DIRECT CHARGLES

Operator shall charge the Joint Account with the following items:

1.

Ecological and Environmental

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

Renlals and Royalties
lease rentals and royalties paid by Operator for the Joinl Operaltions.
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 ar permanently assigned to and directly em{xlloyed

in lhf o(!)eration of ti\e Joinl Property if such charges are excluded from the overhead rates,Wwhich sha
ipclu es. an

et salar wvages of professjonal employe agsociated with the sale
B. Ope:%gozgsagosf t‘)\a?o?llt‘iaﬁavsa%mthfglgckﬁ?ﬁ a?nﬁcm‘ sa m’ty‘fﬁﬁﬁl‘g(&ﬁﬁ%ﬁﬂ:riﬁsgﬁﬁrga‘\g&ﬁ& %EEPm employees
whose salaries and wages are chargeable to the Joint Account under Paragraph 8A of this Section II. Such costs under
this Paragraph 3B may be charged on a “when and as paid basis” or by, “percéntage assessment” on the amount of
sularies and wages chargeable to the Joint Aceount under Paragraph 3A of this Section Il. If percenlage assessment
is used, the rate shall be based on the Operalor's cosl experience.

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

. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph
3A of this Section I1.

Employee Benelils

Operator's current costs of established plans for employees’ group life insurance, hospitalization, pension, retirement, stock
purchase, thrift, bonus, and other Lenefit plans of a like nature, applicable to Operator's labor cost chargeable to the Joint
Account under Paragraphs 3A and 3B of this Section 11 shall be Operator's actual cost not 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 under Section IV. Only such Mate!-ial
shall be purchased for or transferred to the Joint Property as may be required for immediale use and ia reaspnably practical
and consistent with efficient and economical operations. The accumulation of surplus stocks shall be avoided.

Transportation

Transportation of employees and Material necessary for the Joint Operations but subject ta the following limitations:
A. If Material is moved to the Joint Properly 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 veliable supply store where like material
is normally available or railway receiving point nearest the Joiut Properly unless agreed to by the Parties.
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B. If surplus Material is moved to Operalor’s warehouse or other storage point, no charge shall be made to the Joint Ac-
count for a distance greater than the distance to the nearest reliable supply store where like material is normalty
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 properiies belonging to Operator, unless agreed to by the

arties.

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

7. Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph
10 of Section Il and Paragraph i, ii, and iii, of Section 1I1. 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 conlract services of technical personnel not directly engaged on the Joint
Property shall not be charged to the Joint Account unless previously agreed to by the Parties.

8. Equipment and Facilities Furnished By Operator

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

pereemt======%5) per annum. Such rales shall nol 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 aulomotive equipment, Qperator may elect to use rates published by the
Petroleum Motor Transport Association.

9. Damages and Losses to Joint Property

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

10. Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and
amounts paid for settlement of claims incurred in or resulling from operations under the agreement or necessary to protect
or recover the Joint Property, except that no charge for services of Operalor'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 111 unless olherwise agreed to by the Parties, except as provided in Section 1, Paragraph
3.

11. Taxes P

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 intlerest.

12. Insurance

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

13. Abandonment and Reclamation

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

14. Communications

Cqst of acquiripg,_ leasjng, installing, operating, repairing and maintaining communicalion systems, including radio and
microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint
Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section 1.

16. Other Expenditures

Any ot.her expen(jiture not covered or dealt wilh in Lthe foregoing provisions of this Section I, or in Section I1I and which
is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint
Operations.
*prime rate of interest 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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HL OVERHEAD

Overhead - Drilling and Praducing Operations

i. As compens_ation for gdministrative, 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 agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and salaries
or wages plus applicable burdens and expenses of all personnel, except these directly chargeable under Paragraph
3A, Section I1. The cost and expense of services from oulside sources in connection with malters of taxation, traffic,
accounting or matters before or invelving governmental agencies shall be considered as included in the overhead rates
provided for in the above selected Paragraph of this Section 111 unless such cost and expense are agreed to by the
Parties as a direct charge to the Joint Account.

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

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

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

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

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

Drilling Well Rate $ 2,664

(Prorated for less than a full month)

Producing Well Rate § 560

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

(1) Charges for drilling wells shall begin on Lhe date the well is spudded and terminate on the date the drill-
ing rig, completion rig, or olher units used in completion of the well is released, whichever is later, except
that no charge shall be made during suspension of drilling or complelion operations for fifteen (16) or
more conseculive calendar days.

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (6) consecutive
work days or more shall be made at the drilling well rate. Such charges shall be applied for the period
from date workover operations, with rig or other units used in workover, commence through date of rig
or other unit release, exceptl that no charge shall be made during suspension of operations for fifteen
(16) ar more consecutive calendar days.

(b) Producing Well Rates

1N

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

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

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

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

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

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

B. Overhead - Percentage Basis

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

(a) Development

(b) Operating

Percent ( %) of the cost of operating the Joint Property exclusive of costs provided under
Paragraphs 2 and 10 of Section 1, all salvage credits, the value of injected substances purchased for secondary
recovery and all taxes and assessmenls 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 [ollows:

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section 111, 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 erew 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 111. All other costs shall be considered as operaling.

2. Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of l:he
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 §
A5 %offirst $100,000 or total cost if less, plus

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

C. 2 %of costs in excess of $1,000,000.

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

3. Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are necessary
to restore the Joint Property to the equivalent condition that existed prior io 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. 1.3 % of total costs through $100,000; plus

B, ____3.0__% of total costs in excess of $100,000 but less than $1,000,000; plus

C.—_ 2.3 %of total costs in excess of $1,000,000.

Expenditures subject to the overheads above will not be reduced by insurance recove;ies, and no other overhead provi-
gions of this Section 111 shall apply.

4. Amendment of Rates

The overhead rates provided for in this Section I1I may be amended from time to time only by mutual agreement between
the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

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

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

1. Purchases

Mat.erial purchased shall bt:, charged at the price paid by Operator alter deduction of all discounts received. In case of
Materlal' found to be defective or returned Lo vendor for any other reasons, credit shall be passed to the Joint Account
when adjustment has been received by the Operator.

2. Transfers and Dispositions

Material furni‘shed 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 Materia! (Condition A)
(1) Tubular Goods Other than Line Pipe

(a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill published
carload base prices effeclive 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
gx}x‘l?' be used. Freight charges for tubing will be calculated from Lorain, Ohio and casing from Youngstown,

io.

(b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus trans-
portation cost from that mill to the railway receiving point nearest the Joint Property as provided above in
Paragraph 2.A.(1Xa). For transportation cost from points other than Eastern mills, the 30,000 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. Houslon,
Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate, to
the railway receiving point nearest the Joint Property.

{(d) Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices f.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.

(2) Line Pipe

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

(b) 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 effeclive as of date of shipment, plus 20 percent,

plus transportation costs based on freight rales as sel forth under provisions of tubular goods pricing in Para-
graph A.(1Xa) as provided above. Freight charges shall be calculated from Lorain, Ohio.

(¢) Line pipe 24 inch OD and over and ¥ inch wall and larger shall be priced f.0.b. the point of manufacture
at current new published prices plus transportation cost to the railway receiving point nearest the Joint
Property.

(d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall be

priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at prices
agreed to by the Parties.

(3) Other Material shall be priced at the current new price, in effect at dale of movement, as listed by a reliable supply
store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the railway
receiving point nearest the Joint Property.

(4) Unused new Malterial, 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 Properly, or point of
manufacture, plus transportation costs, if applicable, to the railway receiving point nearest the Joint Property.
Unused new tubulars will be priced as provided above in Paragraph 2 A (1) and (2).

B. Good Used Material (Condition B) .

Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property

At seventy-five percent (76%) of current new price, as determined by Paragraph A.
(2) Material used on and moved from the Joint Property

{a) At seventy-five percent (76%) of current new price, as determined by Paragraph A, if Material was originally
charged to the Joint Account as new Material or

(b) At sixty-five percent (656%) of current new price, as determined by Paragraph A, if Malerial was originally
charged to the Joint Account as used Material.

(3) Material not used on and moved from the Joint Property
At seventy-five percent (76%) of current new price as determined by Paragraph A.
The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material
(1) Condition C
Material which is not in sound and serviceable condition and not suitable for its original function until after recon-
ditioning shall be priced at fifty percent (50%) of current new price as determined by Paragraph A. The cost of

reconditioning shall be charged to the receiving property, provided Condition C value plus cost of reconditioning
does not exceed Condition B value.




A

Ma_lterial, exclu(_ling junk, no longer_ sui}nble 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, ugbing, or d!‘ill pipe used as line pipe shall be priced as Grade A and B seamless line pipe of com-
pgrable_ size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be priced at used line
pipe prices.

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

(3) Condition E

Junk sllql! be priced at prevailing prices. Operalor may dispose of Condition E Material under procedures nor-
mally utilized by Operator without prior approval of Non-Operators. '

D. Obsolete Material

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

E. Pricing Conditions

(1) Loading or unloading costs may he charged Lo ihe 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 us of the first day of April each year following January 1, 1985 by the same
percentage increase or decrease used to adjust overhiead rates in Section I11, Paragraph 1.A(8). Each year, the
rale calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next
year. Such rate shall be published each year by the Council of Petroleum Accountants Societies.

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

3. Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other
unusual causes over which the Operator has no conlrol, 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 Naon-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 Operalor, lo furnish in kind all or parl of his share of such Malerial suitable for use
and acceptable to Operator.

4. Warranly of Material Furnished By Operator

Operator does not warrant the Material furnished. In case of defective Malerial, 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 delailed records of Controllable Material.

1. Periodic Inventories, Nolice and Represeniation

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-Operalors 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 Operalor.

2.  Reconciliation and Adjustment of Inventories

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

3. Special Inveniories

*
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 afler the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory. In cases involving a change
of Operator, all Parties shall be governed by such inventory.

4. Expense of Conducting Inventories

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

B. The expense of conducting special inventories shall be charged to the Parties requesting such inventorles, except in-
venlories 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

-1-




EXHIBIT "D"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING
AGREEMENT DATED THE 28TH DAY OF DECEMBER, 1994, BY AND
BETWEEN NEARBURG PRODUCING COMPANY, AS OPERATOR, AND
NEARBURG EXPLORATION COMPANY, ET AL, AS NON-OPERATORS

INSURANCE

Operator 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.

(p) 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,

(¢) Automobile 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 costs. 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.

oOperator 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 28TH DAY OF DECEMBER, 1994 BY AND
BETWEEN NEARBURG PRODUCING COMPANY, AS OPERATOR, AND
NEARBURG EXPLORATION COMPANY, ET AL, AS NON-OPERATORS

GAS BALANCING AGREEMENT

During the period or periods when any party hereto has no market for, or such
party's purchaser is unable to take, or if any party fails to take its share of
gas, the other parties shall be entitled to produce, take and deliver each month
one hundred percent of the allowable gas production assigned to the unit area by
the appropriate governmental entity having jurisdiction, and each of such parties
shall be entitled to take its pro-rata share of such production. All parties
hereto shall share in and own the condensate recovered at the surface in
accordance with their respective interests, but each party taking such gas shall
own all of the gas delivered to its purchaser.

Each party unable to market its full share of the gas produced shall be credited
with underproduction equal to its share of the gas produced, less its share of
gas taken or sold, used in lease operations, vented or lost. Operator shall
maintain a current account of the gas balance between the parties and shall
furnish all parties hereto annual statements showing the total quantity of gas
produced, taken or sold, used in lease operations, vented or lost, and the total
quantity of condensate recovered. After seventy two (72) hours prior notice to
Operator, any party may begin taking or delivering its share of the gas produced.

In addition to its share, each underproduced party, until it has recovered its
underproduction and balanced its gas account, shall be 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
exceses 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 28TH DAY OF DECEMBER, 1994, BETWEEN NEARBURG PRODUCING
COMPANY, AS OPERATOR, AND NEARBURG EXPLORATION COMPANY, ET AL, AS
NON-OPERATORS

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

STATE OF NEW MEXICO

W

COUNTY OF EDDY

WHEREAS, A Joint Operating Agreement dated December 28, 1994, 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 South Half (S/2) of Section 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 oil and gas rights in the
Contract Area, and a security interest in its share of oil and/or gas when
extracted and its interest in all equipment, to secure payment of its share of
expense, together with interest thereon at a rate provided in Exhibit "C" to the
above referenced Operating Agreement. To the extent that Operator has a security
interest under the Uniform Commercial Code of the state, Operator shall be
entitled to exercise the rights and remedies of a secured party under the Code.
The bringing of a suit and the obtaining of judgment by Operator for the secured
indebtedness shall not be deemed as election of remedies or otherwise affect the
lien rights or security interest as 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 is the intent of the parties to give third parties notice of this
instrument by filing same in the records of Eddy County, New Mexico.

NOW, THEREFORE, the undersigned parties do hereby grant to each other those rights
described in said Agreement regarding liens priority and security interests upon the property
described above insofar as said parties' property is covered by the terms of the Joint
Operating Agreement outlined herein.

Operator and Non-Operator agree that a carbon, photograph or other reproduction of this
Notice shall be sufficient as a financing statement.

For the purpose of filing this Notice of Joint Operating Agreement Lien, Security
Interests and Financing Statement as a financing statement, the mailing address of secured
parties and debtor are set forth on the signature page attached hereto.

ATTENTION OF RECORDING OFFICE: This instrument gives notice of and grants liens and
security interests to both Operator and Non-Operators. Operator is both a secured party and
a debtor. Non-operators are both a secured party and debtor. This Notice, as a financing
statement, should be indexed accordingly.



EXHIBIT "F"

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

The original of the Operating Agreement 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 acknowledgement pages and reassembly of the same into a single document composed of one
copy of the substantive portions of this instrument attached to multiple, separately executed
signature and acknowledgement pages.

Executed on the date shown below each party's execution, to be effective, however, the
28th day of December, 1994.

OPERATOR

P. O. Box 823085 NEARBURG PRODUCING COMPANY

Dallas, Texas 75382-3085
BW%
Bob elton

Consulting Landman
Date:
Tax ID No.:_74-1666262

NON-CPERATORS

P. O. Box 823085 NEARBURG EXPLORATION COMPANY

pallas, Texas 75382-308S
By=@(‘%—\
Robert G. elton

Attorney-in-Fact
Date:
Tax ID No.:_462-80-5563

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#:

ABO PETROLEUM CORPORATION

105 South Fourth Street

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

MYCO INDUSTRIES, INC.
105 South Fourth Street
Artesia, New Mexico 80210 By:
Its:
Date:
Tax ID¥:

M. CRAIG CLARK

310 West Texas, Suite 822
Midland, Texas 79701 Date:
Tax ID#:




EXHIBIT “F"
NOTICE OF JOINT OPERATING AGREEMENT LIEN,
"SECURITY INTERESTS AND FINANCING STATEMENT
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ACKNOWLEDGEMENTS
STATE OF TEXAS §
S
COUNTY OF MIDLAND S

The foregoing instrument was acknowledged before me on the 28th day of December, 1994,
by BOB SHELTON, Consulting Landman of NEARBURG PRODUCING COMPANY,, a Texas corporation, on
behalf of said corporation.

IZ;\YE H. GASSIE

NOTARY{&;_UBL!C 4
exas

cf:ﬁﬂf."e?p‘ 11-06-97

State of Texas

STATE OF TEXAS S
S
COUNTY OF MIDLAND S

This instrument was acknowledged before me oh the 28th day of December, 1994, by ROBERT
G. SHELTON, as Attorney-in-Fact for NEARBURG EXPLORATION COMPANY, sole proprietorship, on
behalf of said sole proprietorship. .

State of Texas

Ao WO

R, K}\YE H. GASSIE

ok

& ) NOTARY&UBLIC .
5 exas
% chtxﬁ}.eegp. 110697 §

PRI RN

STATE OF NEW MEXICO S
S
COUNTY OF CHAVES S
The foregoing instrument was acknowledged before me on the day of December, 1994,
by as of YATES PETROLEUM CORPORATION, a
corporation, on behalf of said corporation.
Notary Public, State of New Mexico
STATE OF NEW MEXICO S
$
COUNTY OF CHAVES §
The foregoing instrument was acknowledged before me on the day of December, 1994,
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 December, 1994,
by as of ABO PETROLEUM CORPORATION, a

corporation, on behalf of said corporation.

Notary Public, State of New Mexico
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NOTICE OF JOINT OPERATING AGREEMENT LIEN,
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STATE OF NEW MEXICO s
S
COUNTY OF CHAVES S
The foregoing instrument was acknowledged before me on the day of December, 1994,
by as of MYCO INDUSTRIES, INC., a
corporation, on behalf of said corporation.
Notary Public, State of New Mexico
STATE OF TEXAS )
S
COUNTY OF MIDLAND S
The foregoing instrument was acknowledged before me on the day of December, 1994,

by M. CRAIG CLARK.

Notary Public, State of Texas
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Produter’s 88— (Producer's Revised 1965) (New. lico) Form 342 Printed a ‘)r sale by Hall-Poorbaugh Press, Roswell, N. M.
THIS AGREEMENT made this _L5L _ 4ay of __February 1987 | petween Walter Bert

Holmquist, a married man, dealing in his sole and separate property, and Fern Holmguist,

his wife, Louise Holmquist, a widow, dealing in her sole and separate property, and

Charles Holmquist, a single man; Lessor; and Yates Petroleum Corporation = 70%, Yates

Drilling Company - 10%; Abo Petrroleum Corporation = 10%; Myco Industries, Inc. = 10% , lessee:

1. Lessor, in consideration of TEN AND OTHER DOLLARS in hand paid, receipt of which is here acknowledged, and of the royalties herein provided and
of the agreements of the lessee herein contained, hereby grants, leases and lets exclusively unto lessee for the purpose of investigating, exploring, prospecting,
drilling, and operating for and producing oil and gas, injecting gas, waters, other fluids, and air into subsurface strata, laying pipe lines, storing oil, building
tanks, roadways, telephone lines, and other structures and things thereon to produce, save, take care of, treat, process, store and transport said minerals, the

following described land in Eddy County, New Mexico, to-wit:

Township 19 South, Range 25 East, NMPM
Section 13: SW4

For the purpose of calculating the rental payments hereinafter provided for, said land is estimated to comprise_ﬂ'_Og_. acres, whether it actually
comprises more or less.

2. Subject to the other provisions herein contained, this lease shall remain in force for & term of five years from th]_s (calied “primary term"), and
as long thereafter as oil or gas, is produced from said land or land with which said land is pooled. 7 te

3. The royalties to be paid by lessee are: (a) on oil, and on other liquid hydrocarbons saved at the well, 3/16 of that produced and saved from said land,
same to be delivered at the wells or to the credit of lessor in the pipe line to which the wells may be connected; (b) on gas, including casinghead gas and all gas-
eous substances, produced tjo id land and sold or used off the premises or in the manufacture of gasoline or other pr herefrom, the market value at
the mouth of the well of /lig of the gas s0 sold or used, provided that on gas sold at the wells the royalty shall be ri of the amount realized from
such sale; (¢) and at any time when this lease is not validated by other provisions hereof and there is a gas and/or condensate well on said land, or land pooled
therewith, but gas and/or condensate is not being so sold or used and such well is shut in, either before or after production therefrom, then on or before 90 days
after said well is shut in, and thereafter at annual intervals, lessee may pay or tender an advance annual shut-in royalty equal to the amount of delay rentals
provided for in this lease for the acreage then held under this lease by the party making such payment or tender, and so long as said shut-in royalty is paid or
tendered this lease shall not terminate and it will be considered under all clauses hereof that gas is being produced from the leased premises in paying quantities.
Each such psyment shall be paid or tendered to the party or parties who at the time of such payment would be entitled to receive the royalties which would be
paid under this lease if the well were in fact producing, or be paid or tendered to the credit of such party or parties in the depository bank and in the manner
hereinafter provided for the payment of rentals.

4. If operations for drilling are not commenced on said land or on land pooled therewith on or hefore one (1) year from this date, this lease shall terminate

‘
as to both parties, unless on or before one (1) year from this date lessee shall pay or tender to the lessor a rental of § 160 s OO which
shall cover the privilege of deferring commencement of such operations for a period of twelve (12) months. In like manner and upon like payments or tenders,
annuglly, the commencement of said operations may be further deferred for successive periods of twelve (12) months each during the primary term. Payment

or tender may be made to the lesser or to the credit of the lessor in the Colorado National Bank of Denver Bank

at , which bank, or any successor thereof, shall
continue to be the agent for the lessor and lessor’s heirs and assigns. If such bank (or any successor bank) shall fail, liquidate, or be succeeded by another bank,
or for any reason shall fail or refuse to accept rental, lessee shall not be held in default until thirty (30) days after lessor shall deliver to lessee & recordable
instrument making provision for another acceptable method of payment or tender, and any depository charge is a liability of the lessor. The payment or tender
of rental may be made by check or draft of lessee, mailed or delivered to said bank or lessor, or any lessor if more than one, on or before the rental paying
date. Any timely payment or tender of rental or shut-in royalty which is made in a bona fide attempt to make proper payment, but which is erroneous in
whole or in part as to parties, amounts, or depositories shall nevertheless be sufficient to prevent termination of this lease in the same manner as though a
proper payment had been made; provided, however, lessee shall correct such error within thirty (30) days after lessee has received written notice thereof by
certified mail from Jessor together with such instruments as are necessary to enable lessee to make proper payment.

6. Lessee is hereby granted the right and power, from time to time, to pool or combine this lease, the land covered by it or any part or horizon thereof
with any other land, lease, leases, mineral estates or parts thereof for the production of oil or gas. Units pooled hereunder shall not exceed the standard pro-
ration unit fixed by law or by the New Mexico Qil Conservation Commission or by other lawful authority for the pool or area in which said land is situated, plus
a tolerance of 109,. Lessee shall file written unit designations in the county in which the premises are located and such units may be designated from time to
time and either before or after the completion of wells. Drilling operations on or production from any part of any such unit shall be econsidered for all pur-
poses, except the payment of royalty, as operations conducted upon or production from the land described in this lease. There shall be allocated to the land
covered by this lease included in any such unit that portion of the total production of pooled minerals from wells in the unit, after deducting any used in lease
or unit operations, which the number of surface acres in the land covered by this lease included in the unit bears to the total number of surface acres in the
unit. The production so allocated shall be considered for all purposes, including the payment or delivery of royalty, to be the entire production of pooled minerals
from the portion of said land covered hereby and included in said unit in the same manner as though produced from said land under the terms of this lease.
Any pooled unit designated by lessee, as provided herein, may be dissolved by lessee by recording an appropriate instrument in the County where the land is sit-
uated at any time after the completion of a dry hole or the cessation of production on said unit.

6. If prior to the discovery of oil or gas hereunder, lessee should drill and abandon a dry hole or holes hereunder, or if after discovery of oil or gas the
production thereof should cease for any cause, this lease shall not terminate if lessee commences reworking or additional drilling operations within 60 days
thereafter and diligently prosecutes the same, or (if it be within the primary term) commences or resumes the payment or tender of rentals or commences
operations for drilling or reworking on or before the rental paying date next ensuing after the expiration of three months from date of abandonment of said
dry hole or holes or the cessation of production. If at the expiration of the primary term oil or gas is not being produced but lessee is then engaged in operations
for drilling or reworking of any well, this lease shall remain in force 30 long as such operations are diligently prosecuted with no cessation of more than 60
eonsecutive days. If during the drilling or reworking of any well under this paragraph, lessee loses or junks the hole or well and after diligent efforts in good
faith is unable to complete said operations then within 30 days after the abandonment of said operations lessee may commence another well and drill the same
with due diligenece. If any drilling, additional drilling, or reworking operations hereunder result in production, then this lease shall remain in full force so long
thereafter as oil or gas is produced hereunder.

7. Lessee shall have free use of oil, gas and water from said land, except water from lessor’s wells and tanks, for all operations hereunder, and the royalty
shall be computed after deducting any so used, Lessee shall have the right at any time during or after the expiration of this lease to remove all property and
fixtures placed by lessee on said land, including the right to draw and remove all casing. When required by lessor, lessee will bury all pipe lines on cultivated
lands below ordinary plow depth, and no well shall be drilled within two hundred feet (200 ft.) of any residence or barn now on said land without lessor's con-
sent. Lessor shall have the privilege, at his risk and expense, of using gas from any gas well on said land for stoves and inside lights in the principal dwelling
thereon, out of any surplus gas not needed for operations hereunder.

8. The rights of ¢ither party hereunder may be assigned in whole or in part and the provisions hereof shall extend to the heirs, executors, administrators,
successors and assigns: but no change or division in the ownership of the land, or in the ownership of or right to receive rentals, royalties or payments, however
accomplished shall operste to enlarge the obligations or diminish the rights of lessee; and no such change or division shall be binding upon lessee for any pur-
pose until 30 days after lessee has been furnished by certified mail at lessee’s principal place of business with acceptable instruments or certified copies
thereof constituting the chain of title from the original lessor. If any such change in ownership occurs through the death of the owner, lessee may pay or
tender any rentals, royalties or payments to the credit of the deceased or his estate in the depository bank until such time as lessee has been furnished with
evidence satisfactory to lessee as tn the persons entitled to such sums. In the event of an assignment of this lease as to a segregated portion of said land, the
rentals payable hereunder shall be apportioned as between the several leasehold owners ratably according to the surface area of each, and default in rental
payment by one shall not affect the rights of other leasehold owners hereunder. An assignment of this lease, in whole or in part, shall, to the extent of such
assignment, relieve and discharge lessee of any obligations hereunder, and, if lessee or assignee of part or parts hereof shall fail or make default in the payment
of the proportionate part af the rentals due from such lessee or assignee or fail to comply with any other provision of the lease, such default shall not affect this
lease in so far as it covers a part of said lands upon which lessee or any assignee thereof shall so comply or make such payments. Rentals as used in this
paragraph shall also include shut-in royalty.

9. Should lessee be prevented from complying with any express or implied covenant of this lease, or from conducting drilling or reworking operations here-
under, or from producing oil or gas hereunder by reason of Bcarcity or inability to obtain or use equipment or material, or by operation of force majeure, or
by any Federal or state law or any order, rule or regulation of governmental authority, then while 8o prevented, lessee’s duty shall be suspended, and lessee
shall not be liable for failure to comply therewith; and this lease shall be extended while and so long as lessee is prevented by any such cause from conducting
drilling or reworking operations on or from producing oil or gas hereunder; and the time while lessee is so prevented shall not be counted agrinst lessee,
anything in this lease to the contrary notwithstanding.

10. Lessor herveby wurrants and agrees to defend the title to said land, and agrees that lessee, at its option, may discharge any tax, mortgage, or other
lien upon said land, and 44 the event lessee does so, it shall be subrogated to such lien with the right to enforce same and apply rentals and royalties aceruing
hereunder toward satisfying same. Without impairment of lessee's rights under the warranty, if this lease covers a less interest in the oil or gas in all or any
part of said land than the entire and undivided fee simple estate (whether lessor’s interest is herein specified or not) then the royalties, shut-in royalty, rental,
and other payments, if any, accruing from any part as to which this lease covers less than such full interest, shall be paid only in the proportion which the
intereat therein, if &1¥..wbvered by this lease, bears to the whole and undivided fee simple estate therein. Should any one or more of the parties named above as
lessors fail to execute cBis Jase, it shaii nevertheless be binding upon the party or parties executing the same.

11. Lessee, its/his successors, heirs and assigns, shall have the right at any time to surrender this lease, in whole or in part, to lessor or his heirs, succes-
sora, and assigns hy delivering or mailing a release thereof to the lessor, or by placing a release thereof of record in the county in which said land is situated;
thereupon Jessee thgi]l be relirvel from all obligations, expressed or implied, of this agreement as to acreage so surrendered, and thereafter the rentals and
shut-in royalty payable herdurider shall be reduced in the proportion that the acreage covered hereby is reduced by said release or releases.

\
Execa the d‘ny and ye:j ﬁrﬂ; bove written. /
)ﬁﬁ//’/%/@’/f :/V/Z é’”ﬁ//” N, ‘//v,m Z/
ALTER BERT ROLMQUIST [/ “TERN HOLMQUI%—J& ] 75@3

) __ﬁc_{&j‘ : y; 0y Mdm Cx ﬁ M o

LOUISE BOLMQUIS1 ‘ CHARLES HOL'MQUI‘ST g 3 \Y; - _af :
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Producers *3 Ilev. [ v 5 YEAR PPAID UP LEASNE) w Form 345

Yere [y (
Vall.onarhaugh Prrss

O, AND GAS LEASE iawell, New Merico

THIS AGREEMENT niade this 24th S . day of ___OC,_th‘?r R e . IRV 91.. between

Walter Bert Holmquist, a married man, dealing in his sole and separate property, and

Fern Holmquist, his wife, as Lessors "~ e
and YATES PETROLEUM CORPORATION=.70%,.YATES DRILLING COMPANY= 107, ABO PETROLEUM ... .

CORPORATION--107 and.MYCO. INDUSTRIES, INC.z .10%, all New Mexico COrporations Luase. wiTnEssETI:
1. Lessor in consideratian of LEN AND. .NQ/,.LQ_O_:_T""“‘“"j:_’ﬁ"“"". oo .7 Dollars
¢ 10 200 . ) n hand peid. of the royultics herein provided and of the nereements of Leisca herein contained, heechy geanta, leascs ond lota ex-

clusively unto ve for the purpose of investistuting, cxploring, prospecting, deilling wnd mining for and producing ol and gas, lnying pipe lines, building
roads, tanks, power stations, televhone lLiaes und other structurea thercon and on, over and across lunds owned or claimad by Laonsor adjacent and contiguous

thereto, to produce, smve, take care of, ircat, tranapart, and own said products, and housing ita employces, the (ollowing dencribed land fnoee .. S

Eddy New Mexico

................ s e e COUALY, toawity

Township 19 South, Range 25 East, NMPM R f E'T

Section 13: SW/4 o A ‘x , ;

Eddy County, New Mexico -, . faf
“/\’,,..”.. ‘.:‘\.

2. Without reference io the commencement, prosecution or cessation at any time <f diilling or other dovclopment orerations and/o-’to the Ju’w_very. de-
velopment or cessation nt any time of priduction of oil or kns and without further payments then the royaliics herein provided, and nbtwithstanding any-
thing eise herein contsined 1o the contrary, ihis ivnse shall be for a term of years from XhGXdh¥e (called “primary term’) and as long thereafter as oil
cr gas 13 produced from said land or land with which said land is pooled het‘?under. ﬁebruary 1, §

3. The royalties tn puid by Lessee are: (a) on oil, 3/1 ... of that produced amid saved from said land, the same to be delivered at the wells or to the
credit af. Lewor intn the ripe line to which the wells may be connected: Lessee may frum time to time purchase any royalty oil in its possession. paying the
market price thevefor prevalling for the flield where produced on the date of purchase: (b) on ras, including casinghead gas or nther gascous substance, pro-

duced from =aid land, and xold, or used of{ the premises or for the extraction of gasoline or uther product thercfrom, the market value at the well of 3]l6

ol the gas so xold or usned, provided that on gas sold at the wells the royalty shall be 3/16 ....... of the amount realized from such sale: while there is a gas
well on thia lease or on acreege pooled therewith but gas is not being sold or used, Lessee may pay or tender as royalty, on nr before ninety {90) days after
the date on which snid well is shut.in and thereafter at annuai intervals the sum of S$1.00 per acre. and if such payment is made or tendered, this lease shall
not terrmnate and it will be considered thst gas is being produced from this lease in paying nuantities. Paymoent or tender of said shut-in gas royalty may
he made by check or draft of Lessee mailed or delivered to the parties entitled thereto on or before the date said payment is due. Lessce shall have free

use of oil, gas. coal and water from aaid land, except water from Lessor's wells, for all operations hereunder, and the royalty on oil and gas shall be com-
puted after deducting nny so used.

4. Lessee, at its option, is hereby given the right and power to pool or combine the acreage covered by this lease, or any portion thereof as to oil
and gas, or either of them. with other land, lease or leases in the immediate vicinity thereof to the extent, hereinafter stipulated, when in Lessee’s judgment
it is necessary or advisable to do so in order properly to expilore, or to develop and operate said leased premises in compliance with the spacing rules of
the New Mexico Oil Conservation Commission, or other lawtul authority or when to do so would, in the judgment of Lessee, promote the conservation of oil
and gas in and under and that may be produced from said premises. Units pooled for oil hereunder shall not substantially exceed 40 acres each in area,
and units pooled for gas hereunder shall not substantially exceed in area 640 acres each plus a tolerance of 10¢% thereof, provided that should government-
sl authority having jurisdiction prescribe or permit the creation of units larger than those specified, units thereafter created may conform substantially in size
with those prescribed by governmental regulations. Lessee under the provisions hereof may pool or combine acreage covered by this lease, or any portion
thereof as above provided as to ¢il in any cne or more strata and as to gas in any one or more strata. The units formed by pooling as to any stratum or strata
need not conform in size or area with the unit or units into which the lease is pooled or combined as to any other stratum or stratz, and oil units need
not conform as to area with gas units. The pooling in one or more instances shall not exhaust the rights of the Lessee hereunder to pool this lease or
portions thereof into other units. Lessee shall {ile for record in the appropriate records of the county in which the leased premises are situated an instrument
describing and designating the pooled acreage as a pooled unit. Lessee may at its election exercise its pooling option after commencing operations for or
completing an oil or gas well on the leased premises, and the pooled unit may include, but it is not required to include, land or leases upon which 2 well
capable of producing oil or gas in paying quantities has theretofore been completed or upon which operations for the drilling of a well for oil or gas hav~
theretofore been commenced. Operations for drilling on or production of oil or gas from any part of the pooied unit which includes all or a portion of the
land covered by this lease regardless of whether such operations for drilling were commenced or such production was secured before or after the execution
of this instrument or the instrument designating the pooled unit, shall be considered as operations for drilling on or production of oil or gas from land covered bv
this lease whether or not the well or welis be located on the premises covered by this lease, and the entire acreage constituting such unit or units, as to oil and gar,
or either of them. as herein provided. shall be treated for ail purposes, except the payment of royalties on production from the pooled unit, as if the same
were incliuded in this lease. For the purpose of computing the royaities to which owners of royalties and payments out of production and each of them, shall
be entitied on production of oil and gas, or either of them, from the pooled unit, there shall be ailocated to the land covered by this lease and included in
s%ia umit a pro rata portien ot the o1l and gas, or either of them, produced irom the puoled unit atter deducting that used for operations on the poolied units.
Such allocation shall be on an acreage basis—that is to say, there shall be aliocated to the acreage covered by this lease and included in the pooled unit
that pro rata portion of the oil and gas, or either of them, produced ifrom the pooled unit which the number of surface acres ccvered by this lease and
included in the pooled unit bears to the *o*al number cof surface acres irciuded in the poolted umit. Royalties hereunder shall be computed on the portion of
such proauction, whether it be oil and gas. or either of them, so allocated to the land covered by this lease and included in the unit just as though such
production were from such land. The production from an oil well will be considered production from the lease or oil pooled unit from which it is produring
and not as production from a gas pooled unit; and production from a gas well will be considered as production from the lease or gas pooled unit from
which it is producing and not from an oil pooled unit. In addition to the foregoing, Lessee at its option i3 hereby given the right and power from time
to time to commit said land or any part or formation or mineral substance covered hereby to any cooperative or unit agreement or plan of development and
operation, and to any modifications thereof. which have been approved by the New Mexico O0il Conservation Commission or other lawful governmental
authority. In such eveat, the royalty payable to Lessor hereunder shall be computed and paid on the basis of the oil or gas allocated to such land under
the terms of any such agreement or plan of operation, which basis shall be the same by which the royalty due the United States or the State of New
Mexico is computed and paid. This lease shall not expire during the life of auch agreement or plan and shall be subject to the terms thereof and said
agresment or plan of operation shall be filed with the New Mexico Oil Conservation Commission, or other lawful authority, and Lessee shall record in
the County in which the leased premises are situated, an instrument describing such sgreement or plan of operation and reflecting the commitment thereto,
and the same may be recorded either before or after the completion of wells.

S. If at the expiration of the primary term oil or gas is not being produced on said land, or from land pooled therewith, but Lessee is then engaged
in drilling or reworking operations thereon, or shall have completed a dry hole thereon within 60 days prior to the end of the primary terms,.the lease shall
remain in force 30 long as operations on said weil or for drilling or reworking of any additional well are prosecuted with no cessation of more than 60 con-
secutive days. and if they resuit in the production of oil or gas 50 long thereafter as oil or gas is produced from said land. or from land pooled therewith, I€,
after the expiration of the primary term of this lease and after oil or gas is produced from said land, or from land pooled therewith, the production thereof
should cease from any cause, this lease shall not terminate if Lessee commences operations for drilling or reworking within 60 days after the cessation of
such production, but shall remain in force and effect so long as suc_h operations are prosecuted with no cessation of more than 60 consecutive days, and
if they result in the production of oil or gas, 30 long thereafter as oil or gas is produced from said land, or from land pooled therewith. Any pooled unit
designated by Lessee in accordance with the terms hereof, may be dissolved by Lessee by instrument filed for record in the appropriate records of the county
in which the leased premises are situated at any time after the completion of a dry hole or the cessation of production on said unit. In the event & well or
wells producing oil or gas in paying quantities should be brought in on adjacent land and within 660 feet of and draining the lease premises, or land pooled
there #ith. Lessee agrees to drill such offset well or wells as a reasonably prudent operator would drill under the same or similar circumstances. Lessee may
st any time execute and deliver to Lessor or place of record a release or releases covering any portion or portions of the above described premises and
thereby surrender this lease as to such portion or portions and be relieved of all obligations as to the acreage surrendered.

6." Lessee shall have the right at any time during or after the expiration of this lease to remove all property and fixtures placed by Lessee on said land,
including tae rigl: to draw and remove all casing. When required by Lessor, Lessee will bury all pipe lines below ordinary plow depth, and no well shall be
drilled within fwo hundred feet of any residence or barn now on said land without Lessor's consent. .

/

| 1. The rights cf either party hereunder may be assigned in whole or in part, and the provisions hereof shall extend to their heirs. successors and assigns
but 1o change or division in ownership of the land or royalties, however accomplished, shall operate to enlarge the obligations or diminish the righta of
Leszes: and no change or division in such ownership shall be binding on Lessee until thirty (30) days after Lessee shall have been furnished by registered
© U. S. maii at Lessee’s principal placc of Lusiness with a certificd copy of recorded instrument or instruments evidencing same. In the event of assignment
hereof ir. whule or in part liability for breach of any obligation hereunder shall rest exclusi\'ely'upon the owner of this lease or of & portion thereof who
commits such breach. 17 six or more parties become entitled to royalty hereunder, Lessee may withhold payment thereof unless and until furnished with a

recordavie instrument esecuted by all such parties Jesighaiing an sgent to receive payment for il

8. Th: breach by Lesses of nny obligation arising hereunder shall not work a forfeiture or termination of this lease nor cause a termination or revision
of the estat2 created hereby nor be grounds for cancellation hercof in whole or in part. In the event Lessor considers that operations are 1ot At any time
ceing condusted in compliance with this lease, Lessor shall notify Lessec in writing of the facts rclied ubon as constituting & breach hereoi, and Lessee, if
it vafiate, shal! have 5ixiy days after Twceipe of such notice in which to commence the compliance with the oblixntions imposed by virtue of this instrument.
Afler the dircovery of oil or gas in paying quantities on said premises, Lessee shall develop the acreaye retained hereunder ns a reasonably prudent operator
but in discherming this obligation it shall in no event be required to drill more than onc well per forty (40) acres of the aren retained hercunder and capable
of producing oil in paying auantities and one \_vell per 640 acres plus an acreage tolerance not to cxcced 10¢, of 640 acres of the srea retained hereunder
and capable «{ producing kas in puying quantities.

9. Lessor herehy warrants and agrces to defend the title to said land and agrees that Lessce nt its option mny discharge any tax, morteage or other lien
upnn said lind either in whole or in part, nn'! in event Lessoe does sn, it Shl_lll ho subrogated to such lien with the rirht to enforce same and apply royaitics
aceru.ng herounder towned xatisfying same. Withaut impairment of Lesser’s richt under the warranty in event of failure of title. it is Agreed that if Lessor
ownn an interest in the oil or gas on, in or under said dand less than the entire fee simule estate, then the royalties to be paid Lessor shall be reduced
propurtionately. Should any one or more of the particy named ns Lessors fnil to execute this lease, it shall nevertheless be binding upon the party or parties
executing the sume,

10. Should Lcssee e prevented from complying with any express or implied envenant of this lease, from mn«luétinc drilling or reworking operationa

thercnn ar from produeing oif or xas therefrom by reason of searcity of o= inability to obtnin or tu wse cquipmert or material, or by operation of foree
majeure, any Foleral or state law oe any nrder, rule ar rggul:n\mn of parernmental authority, then white so proventod, Lessee’'s oblipation to comply with such
covenant shall he susperded. and Lessec shall ot be liable in damaces for [ailire to eomply therewith: and this . .se shall be extended while and <o long
as Lissee 14 preventd by any sueh caose from condurting drithng or reworking apcrations on or (rom producing ol or eny from the leascd premises; and
the time while Lessce 13 v prevented shall not be counted axninat Lessce, anything in this b ¢

‘e to the contrary notwithstanding.

IN WITNESS WHEREOF, this instrument is exccuted on the date first above written.

PN TNy L
x'///ua.u{/az., v, T ,___4_.;.’./..&1'_i,a.b_!{.__.w:f .................. - .).(_“i{;,w.’.z.zlszu o
Walter Bert Holmquist, azmarried man, Fern Holmquist. &
dealing in_his _sole and. Separate. property

Social Security#522-24-2192
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Producer’s 88— (Producer’s Revised 1965) (New ‘ol Form 342 Printed an! sale by Hall-Poorbaugh Press, Roswell, N. M.
OIL & GAS LEASE

December 81

THIS AGREEMENT made this _]‘9& 19 _~— , between

Walter Bert Holmquist, a married man, dealing in his sole and separate property, and

day of

Fern Holmquist, his wife, Louise Holmquist, a widow, dealing in her sole and separate
property, and Charles Holmquist, a single man, Lessor; and Yates Petroleum Corporation-70%,

YATES DRILLING COMPANY-10%, ABO PETROLEUM CORPORATION-10%, and MYCO INDUSTRIES, INC-10%,.

, lesaee:

1. Lessor, in consideration of TEN AND OTHER DOLLARS in hand paid, receipt of which is here acknowledged, and of the royalties herein provided and
of the agreements of the lessee herein contained, hereby grants, leases and lets exclusively unto lessee for the purpose of investigating, exploring, prospecting,
drilling, and operating for and producing oil and gas, injecting gas, waters, other fluids, and air into subsurface strata, laying pipe lines, storing oil, building
tanks, roadways, telephone lines, and other structures and things thereon to produce, save, take care of, treat, process, store and transport said minerals, the

Eddy

following described land in County, New Mexico, to-wit:

Township 19 South, Range 25 East, N.M.P.M,
Section 13: SWi ’

For the purpose of calculating the rental payments hereinafter provided for, said land is estimated to comprise_MO—_ acres, whether it actually
eomprises more or less. f .

2. Subject to the other provisions herein contained, this lease shall remain in force for a term of T1VE years from / b dg “Rrima; 87\"), and
as long thereafter as oil or gas, is produced from said land or land with which said land is pooled. 3/16 Fe r i 3 1’9

8. The royaities to be paid by lessee are: (a) on oil, and on other liquid hydrocarbons saved at the well, of that produced and saved from said land,
same to be delivered at the wells or to the credit of lessor in the pipe line to which the wells may be connected; (b) on gas, including casinghead gas and all gas-
eous subatances, produced aid land and sold or used off the premises or in the manufacture of gasoline or other prg:l cI herefrom, the market value at
the mouth of the well of 6 of the gas so sold or used, provided that on gas sold at the wells the royalty shall be )‘ of the amount realized from
such sale; (¢) and at any tfme when this lease is not validated by other provisions hereof and there is a gas and/or condensate well on said land, or land pooled
therewith, but gas and/or condensate is not being 80 sold or used and such well is shut in, either before or after production therefrom, then on or before 90 days
after said well is shut in, and thereafter at annual intervals, lessee may pay or tender an advance annual shut-in royslty equal to the amount of delay rentals
provided for in this lease for the acreage then held under this lease by the party making such payment or tender, and so long as said shut-in royalty is paid or
tendered this lease shall not terminate and it will be considered under all clauses hereof that gas is being produced from the leased premises in paying quantities.
Each such payment shall be paid or tendered to the party or parties who at the time of such payment would be entitled to receive the royalties which would be
paid under this lease if the well were in fact producing, or be paid or tendered to the credit of such party or parties in the depository bank and in the manner
hereinafter provided for the payment of rentals.

4. 1f operations for drilling are not commenced on said land or on land pooled therewith on or before one (1) year from this date, this lease shall terminate

160.00

as to both parties, unless on or before one (1) year from this date lessee shall pay or tender to the lessor a rental of $ which
shall cover the privilege of deferring commencement of such operations for a period of twelve (12) months. In like manner and upon like payments or tenders,
annually, the commencement of said operations may be further deferred for successive periods of twelve (12) months each during the primary term. Payment

or tender may be made to the lessor or to the credit of the lessor in the _C_QJ.Qnafm_NailQnﬁsl_Ban of Denver Bank

at , which bank, or any successor thereof, shall
continue to be the agent for the lessor and lessor's heirs and assigns. If such bawnk (or any successor bank) shall fail, liquidate, or be succeeded by another bank,
or for any reason shall fail or refuse to accept rental, lessee shall not*be held in default until thirty (30) days after lessor shall deliver to lessee & recordable
instrument making provision for another acceptable method of payment or tender, and any depository charge is a liability of the lessor. The payment or tender
of rental may be made by check or draft of lessee, mailed or delivered to said bank or lessor, or any lessor if more than one, on or before the rental paying
date. Any timely payment or tender of rental or shut-in royalty which is made in a bona fide attempt to make proper payment, but which is erroneous in
whole or in part as to parties, amounts, or depositories shall nevertheless be sufficient to prevent termination of this lease in the same manner as though a
proper payment had been made; provided, however, lessee shall correct such error within thirty (30) days after lessee has received written notice thereof by
certified mail from lessor together with such instruments as are necessary to enable lessee to make proper payment.

5. Lessee is hereby granted the right and power, from time to time, to pool or combine this lease, the land covered by it or any part or horizon thereof
with any aiher land, lease, leases, mineral estates or parts thereof for the production of oil or gas. Unita pooled hereunder shall not exceed the standard pro-
ration unit fixed by law or by the New Mexico Qil Conservation Commission or by other lawful authority for the pool or area in which said land is situated, plus
a tolerance of 109. Lessee shall file written unit designations in the county in which the premises are located and such units may be designated from time to
time and either before or after the completion of wells. Drilling operations on or production from any part of any such unit shall be considered for all pur-
poses, except the payment of royalty, as operations conducted upon or production from the land described in this lease. There shall be allocated to the land
covered by this lease included in any such unit that portion of the total production of pooled minerals from wells in the unit, after deducting any used in lease
or unit operations, which the number of surface acres in the land covered by this lease included in the unit bears to the total number of surface acres in the
unit. The production so allocated shall be considered for all purposes, including the payment or delivery of royalty, to be the entire production of pooled minerals
from the portion of said land covered hereby and included in said unit in the same manner as though produced from said land under the terms of this lease.
Any pooled unit designated by lessee, as provided heérein, may be dissolted by lesiee by recording an appropriate instrument in the County where the land is sit-
uated st any time after the completion of a dry hole or the cessation of production on said unit.

6. If prior to the discovery of oil or gas hereunder, lessee should drill and abandon a dry hole or holes hereunder, or if after discovery of oil or gas the
production thereof should cease for any cause, this lease shall not terminate if lessee commences reworking or additional drilling operations within 60 days
thereafter and diligently prosecutes the same, or (if it be within the primary term) commences or resumes the payment or tender of rentals or commences
operations for drilhng or reworking on or before the rental paying date next ensuing after the expiration of three months from date of abandonment of said
dry hole or holes or the cessation of production. If at the expiration of the primary term oil or gas is not being produced but lessee is then engaged in operations
for drilling or reworking of any well, this lease shall remain in force so long as such operations are diligently prosecuted with no cessation of more than 60
consecutive days. If during the drilling or reworking of any well under this paragraph, lessee loses or junks the hole or well and after diligent efforts in good
faith is uoable to complete said operations then within 30 days after the abandonment of said operations lessee may commence another well and drill the same
with due diligence. If any drilling, additional drilling, or reworking operations hereunder result in production, then this lease shall remain in full force so long
thereafter as cil or gas is produced hereunder.

7. Lessee shall huve free use of oil, gas and water from said land, except water from lessor’s wells and tanks, for all operations hereunder, and the royalty
shall be computed after deducting any so used, Lessee shall have the right at any time during or after the expiration of this lease to remove all property and
fixtures placed by lessee on said land, including the right to draw and remove all casing. When required by lessor, lessee will bury all pipe lines on cultivated
lands below ordinary plow depth, and no well shall be drilled within two hundred feet (200 ft.) of any residence or barn now on said land without lessor’s con-
sent. Lensox.shall have the privilege, at his risk and expense, of using gas from any gas well on said land for stoves and inside lights in the principal dwelling
thereon. out of any surplus gas not needed for operations hereunder.

8., The rights of either party hereunder may be assigned in whole or in part and the provisjons hereqf shall extend to the heirs, executors, administrators,
succetso™w and assigns; but no change or division in the ownership of the land, or in the ownership of or right to receive rentals, royalties or payments, however
acepmilis shall operate to enlarge the obligations or diminish the rights of lessee; and no such change or division shall be binding upon lessee for any pur-
pose vuqrtil 30 days after lessee has been furnished by certified mail at lessee’s principal place of business with acceptable instruments or eertified copies
thereof constituting' the chain of title from the original lessor. If any such change in ownership occurs through the death of the owner, lessee may pay or
tander any pemtals, rayalties or payments to the credit of the deceased or his estate in the depository bank until such time as lessee has been furnished with -
evidence satisfactory to lessee as to the persons entitled to such sums. In the event of an assignment of this lease as to a segregated portion of said land, the
rentals payable hereunder shall be apportioned as between the several leasehold owners ratably according to the surface area of each, and default in rental.
payment by 'one shail pot affect the rights of other leasehold owners hereunder. An assignment of this lease, in whole or in part, shall, to the extent of'suth .
sssignment,” reliever and discharge lessee of any obligations hereunder, and, if lessee or assignee of part or parts hereof shall fail or make default in the payment
of th: proportionate part of the rentals due from such lessee or assignee or fail to comply with any other provision of the lease, such default shall not affect this
lease in g0 far as it covers » part of said lands upon which lessee or any assignee thereof shall s0 comply or make such paymenta. Reptlls()a used in this .
paragroph shall also include shut-in royalty. o e A ; :

9. 8N3ulll lessee be prevented from complying with any express or implied covenant of this lease, or from conducting drilling or reworking opqru{tion‘ heres' ,,, <
under, or from paxducing oil or gas hereunder by reason of scarcity or inability to obtain or use equipment or material, or by operation”of force majeare, br.'*' |
by any Federal or state law or any order, rule or regulation of governmental authority, then while so prevented, lessee’s duty shall be suspended, and | lessee
shall not be liable for failure to comply therewith; and this lease shall be extended while and 80 long as lessee is prevented by any such cause from conducting .
drilling or reworking operations on or from producing oil or gas hereunder; and the time while lessee is so prevented shall not be counted againpt) lessee,
anything in this lease to the contrary notwithstanding. C e L

10. Lessor hereby warrants and agrees to defend the title to said land, and agrees that lessee, at its option, may discharge any tax, mortgage, or other
lien upon said land, and in the event lessee does so, it shall be subrogated to such lien with the right to enforce same and apply rentals and royalties aceruing
hereunder toward satisfying same. Without impairment of lessee’s rights under the warranty, if this lease covera a less interest in the oil or gas in all or any
part of said land than the entire and undivided fee simple estate (whether lessor’s interest is herein specified or not) then the royalties, shut-in royalty, rental,
and other payments, if any, accruing from any part as to which this lease covers less than such full interest, shall be paid only in the proportion which the
interest therein, if any, covered by this lease, bears to the whole and undivided fee simple estate therein. Should any one or more of the parties named above aa
lessors fail to execute this lease, it shall nevertheless be binding upon the party or parties executing the same. oo

11. Lessee, its/his successors, heirs and assigns, shall have the right at any time to surrender thiz lesca in =hale -~— - L. oot
sors, and assigns by delivering or mailing a release thereof to the lessor, or by placing a release ther tted ;
thereupon lessee shall be relieved fr:ni\l 11; ob‘!ligaet.‘;ons, e;lxpressed or img]ied,hof this ngreemeer(;thas bt» YATES PETROLEUM CORP. ",
shut-in royalt. ayable herecunder shal reduc in the proportion that the acreage cover ereby
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