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OWNERSHIP MAP

NORTHEAST QUARTER (NE/4) OF SECTION 21
TOWNSHIP-19-SOUTH, RANGE-25-EAST,
EDDY COUNTY, NEW MEXICO.

ALTO 21 #2 WELL 660’ FNL & 660’ FEL OF
SECTION 21, T-19-S, R-25-E, EDDY COUNTY, NEW MEXICO

ALTO 21 #2 WELL —— 4

SPACING UNIT OWNERSHIP

NEARBURG EXPLORATION COMPANY 46.09375%

YATES PETROLEUM CORPORATION, ET AL. 47.65625%
CONOCO, INC. 6.25
100.00

TOTAL

NEW MEXICO OIL CONSERVATION COMMISSION

HEARING DOCKET FOR JUNE 1, 1995
CASE #11265

BEFORE THE
OIL CONSERVATION DIVISION
Case No. 11265 Exhibit No. ol
Submitted By:
Nearburg Exploration Company
Hearing Date: July 27, 1995



ALTO 21 #2
Chronology of Events

NE/4 of Section 21, T-18-S, R-25-E, Eddy County, New Mexico

1. August 17, 1994:
2. August 23, 1994:

3. September 19, 1994:

4. September 27, 1994:

5. Approx. February 7, 1995:

6. February 27, 1995:
7. March 3, 1995:

8. March 6, 1995:

9. March 13-16, 1995:
10. March 24, 1995:

11. March 29, 1995:

12. March 30, 1995:

BEFORE THE
OolL CONSERVATION DIVISION

Case No. 11265 Exhibit No.

Submitted By:
Nearburg Exploration Company

Hearing Date: July 27, 1995

be\alto2142.chr

NEC proposes the Arroyo 21 #1 well; 1980° FNL and 1980
FEL of Section 21.

Yates Petroleum Corporation proposes the Alto "AOL" Com #1
well; 1980° FNL and 660’ FEL of Section 21.

Yates files application for compulsory pooling; NE/4 Section
21, T-19-S, R-25-E, Eddy County, New Mexico; Alto Com #1
1980" FNL and 660’ FEL of Section 21.

NEC notifies Yates it elects to participate in the Alto "AQL"
Com #1 well 1980’ FNL and 660" FEL of Section 21. O/A
requires well to be drilled by Febyuary 1, 1995.

- worl Wsuld vres 48X
Yates advises NEC ﬁ}gfrm out its interest in NE/4 Section

21 rather than participate, and if we desire, we should make
an offer. Verbal telephone conversation.

Yates proposes Ross "EG" Federal Com #14 well; 660° FNL
and 1980° FEL of Section 21.

Yates sent NEC revised pages to O/A setting forth a 5/1/95
drilling date for the Ross "EG" Federal Com #14 well.

Yates proposes Rodke Com #1 well; 660' FNL and 660’ FEL
of Section 21; proposed as a well under O/A.

NEC proposes Alto 21 #2 well to 660° FNL and 660’ FEL to all
WI owners.

NEC files compulsory pooling application NE/4 of Section 21;
Alto 21 #2 well; 660’ FNL and 660’ FEL of Section 21.

NEC responds to Yates’ 2 well proposals - Ross "EG" Federal
Com #14 and Rodke "AQY" Com #1 well. Advised no O/A
because Alto "AQL" Com #1 well was to have commenced on
February 1, 1995 and was never drilled.

Yates files compulsory pooling application NE/4 Section 21,
660" FNL and 1980° FEL of Section 21.



Nearburg Exploration Company

Exploration and Production
3300 North A" Street
Building 2, Suite 120
Mudland, Texas 79705
915686 8235

Fax 915°686-7806

August 17, 1994

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

Yates Petroleum Corporation
Yates Drilling Company

Abo Petroleum Corporation
Myco Industries, Inc.

105 South Fourth Street
Artesia, New Mexico 80210

Re: Arroyo 21 #1 Well; 1980° FN&EL of Section 21, T-19-§, R-25-E,
Eddy County, New Mexico, or other geographic location as necessary
to drill a twin to the Yates Petroleum Corporation Osage well
located approximately at the footage location above described.
Arroyo Prospect

Gentlemen:

Nearburg Exploration Company ("NEC") proposes the drilling of the Arroyo 21 #1 well, an 8100’ Cisco-
Canyon test to be drilled at the location described above. Each of the addressees ("Yates") owns an
undivided working interest in the 160-acre spacing unit, the NE /4 of said section.

NEC anticipates commencement of this well within the next ninety (90) days and requests that Yates
either participate in the well, make its interest available to NEC on a farmout basls, reserving the
difference between current lease burdens and 75% with any overriding royalty interest convertible at
payout to a 25% back-in, or elect to sell the interest to NEC at a mutually acceptable price.

Enclosed herewith Is an Operating Agreement and AFE prepared for your review and approval should
Yates elect to participate in the drilling of the well. We invite Yates to participate in this well and look
forward to your response.

Thank you for your cooperation.

Yours very truly,

/ .
, W
BEFORE THE / %7/&

N DIVISION Bob Shelton
o CONSERVATK') it N Consulting Landman
Case NoO 11265 Exhibit NO-
a .

gubmitted BY: tion Company



Nearburg Exploration Company

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

Fax 915:686-7806

August 17, 1994

CERTIFIED MAIL
RETURN RECEIPT REQUESTED

Kerr-McGee Corporation
123 Robert S. Kerr Avenue
Oklahoma City, Oklahoma 73102

Re: Arroyo 21 #1 Well; 1980' FN&EL of Section 21, T-19-S, R-25-E,
Eddy County, New Mexico, or other geographic location as
necessary to drill a twin to the Yates Petroleum Corporation Osage
well located approximately at the footage location above described;
Eddy County, New Mexico
Arroyo Prospect

Gentlemen:

Nearburg Exploration Company ("NEC*) proposes the drilling of the Arroyo 21 #1 well, an 8100’ Cisco-
Canyon test to be drilled at the location described above. Kerr-McGee Corporation (“Kerr-McGee®) owns
an undivided mineral interest in the 160-acre spacing unit, the NE/4 of said section.

NEC anticipates commencement of this well within the next ninety (90) days and requests that Kerr-
McGee either participate in the well, make its interest available to NEC on a lease basis reserving a 25%
royalty Interest, or elect to sell the interest to NEC at a mutually acceptable price.

Enclosed herewith is an Operating Agreement and AFE prepared for your review and approval should
Kerr-McGee elect to patticipate in the drilling of the well. We Invite Kerr-McGee to participate in this well
and look forward to your response.

Thank you for your cooperation.
Yours very truly,

Bob Shelton
Consulting Landman

BS:kg

B5\ARROYOL.LTR
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earbu oducing Compan
Exploraton and Producton

Dallas, Texas

LEASE: Arroyo 21

FIELD: Dagger Draw Upper Penn, North

DATE PREPARED: 8/15/94

ACCOUNTING WELL NUMBER:
COMMUNICATIONS ACCOUNT NUMBER:

AUTHORITY FOR EXPENDITURE

WELL NL!JMBER: 1
LOCATION: 1,980 FNL, 1,880 FEL, Section 21, T19S, R25E, Eddy County, New Mexico
PROSPECT: |
DESCRIPTION OF WORK: Drill and complete as a pumping Cisco/Canyon oli producet.

EST. SPUD DATE: 10/15/94

Page 1 of 2

PROPOSED TOTAL DEPTH: 8,100'

EXPLORATORY,DEVELOPMENT WORKOVER: D

EST. COMPLETION DATE: 11/15/94

INTANGIBLE COSTS:

Driling Foolage 8,100 Ft @ 16.00 $/Ft |13

Drilling Daywork D/C/$/da 3 2 4400
Oriiling Turnkey

Rig Mobilization and Demobilizalion
Road & Location Expense

Damages

Dirsctional Drilling - Tools and Service
Drilling Fluids

Fuel, Power, and Water

Supplies - Bits

Supplies - Caslng Equipment
Supplies - Liner Equipment

Supplies - Miscellaneous

Cement and Cml. Services - Surface Csg
Cement and Cmt. Services - Inl. Csg
Cement and Cmt. Services - Prod. Csg
Cement and Cmt. Services - Other
Rental - Drilling Tools and Equipment
Rental - Miscellanecus

Testing - Drill Stem / Productlion

Open Hole Logging

Mudlogging Services

Special Services

Plug and Abandon

Pulling and/or Swabbing Unit
Reverse Equipment

Wireline Services

Stimulation

Pump / Vacuum Truck Services
Transporiation

Tubular Goods - Inspection & Testing
Unclassified

Telephone and Radio Expense
Englneer / Geologlst

Company Labor - Fleld Supervision
Conlract Labor / Roustabout

Legal and Professional Services
Insurance

Overhead

SUBTOTAL

Conlingencies (10%)

ESTIMATED TOTAL INTANGIBLES

TO CSGPT

129,600

- COMPLETION

13,200

TOTAL WELL

8,800

129,600

22,000

17,000

0

5,000

1,000

0

18,000

15,000

5,000

10,000

1,500

15,000

2,000

750

11,500

3,500

750

500

5,500

17,000

500

1,000

17,000

30,000

3,000

30,000

500

1,000

6,000

1,000

4,000

20,000

1,500

7,500

6,000

20,000

10,000

7.500

(10,000}

0

12,000

0

1,200

12,000

5,000

1,200

500

20,000

5,000

1,000

500

20,000

500

1,500

1,000

6,000

2,500

500
3,150

6,500

500

0

12,600

1,350

1,000

1,000

4,500

4,500

2,500

2,500

17,100

10,300

500

3,500

4,600

3,000

282,850

2,000

10,300

29,295

95,600

6,600

9,560

388,550

322,245

38,855

105,160

427,405




Nearburg Producing Company

Exploration and Production
Dallas, Texas

LEASE: Arroyo 21

FIELD: Dagger Draw Upper Penn, Noith

WELL NUMBER:; 1

PROSPECT:

AUTHORITY FOR EXPENDITURE

Page 2 of 2

PROPQSED TOTAL DEPTH: 8,100'
LOCATION: 1,980 FNL, 1,980 FEL, Section 21, T198, R25E, Eddy County, New Mexico

EXPLOhATORY.DEVELOPMENT,WORKOVER: D
DESCRIPTION OF WORK: Drill and complele as a pumpling Cisco/Canyon oil producer.

DATE PREPARED: 8/15/94 EST. SPUD DATE: 10/15/94 EST. COMPLETION DATE: 11/15/94
ACCOUNTING WELL NUMBER:

COMMUNICATIONS ACCOUNT NUMBER:

TANGIBLE COSTS: ' TOCSGPT IDE| COMPLETION TOTAL WELL
Conductor Casling 0
Surface Csg 1,300 Fl@ 15.50 $/Ft 20,150 20,150
Intermediate Csg Ft@ $IFt 0 0
Protection Csg 0

Praduction Csg 8,100 Ft @ 12.50 $/Ft 101,250 101,250
Protection Liner

Production Liner

Tubing 7,800 Ft@ 3.10 $/Ft ' 24 180 24,180
Rods Fl@ $IFL 0 0
Artificial Lift Equipment 80,000 80,000
Tank Battery 15,000 15,000
Separalors/Heater Treater/Gas Unils/FWKO 10,000 10,000
Well Head Equipment & Christmas Tree 1,500 10,500 12,000
Subsuiface Well Equipment 0
Flow Lines 5,000 5,000
Saltwater Disposal Pump 0
Gas Meler 3,000 3,000
Lact Unit 0
Vapor Recovery Unit 0
Other Well Equipment

ROW and Damages

Surface Equipment Installation Costs 10,000 10,000
Elect. installation 15,000 15,000
ESTIMATED TOTAL TANGIBLES 21,650 273,830 295,580
ESTIMATED TOTAL WELL COSTS 343,895 379,080 722,985

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

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

NPC ARPROVAL

PREPARED BY: TRM

8/15/94

REVIEWED BY:

APPROVED BY:

Wi APPROVAL: COMPANY
BY
TITLE

DATE
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A.A.P.L. FORM,610-1982

MODEL FORM ORERATING AGREEMENT

ARROYO PROSPECT

OPERATING AGREEMENT
DATED

August 12, 19 94

'

OPERATOR _NEARBURG PRODUCING COMPANY

CONTRACT AREA The Northeast Quarter (NE/4) of Section 21,

Township 19 South, Range 25 East,

STATE OF NEW MEXICO

COUNTY OSR=PARISH- OF EDDY

COPYRIGHT 1982 — ALL RIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM
LLANDMEN, 4100 FOSSIl. CREEK BLVD.

FORT WORTH, TEXAS 76137, APPROVED FORM.
A APT NO 610 - 1087 REVISED
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A.APL FORM 610 - MOUEL FORM OPERATING AGREEMENT - 1982

OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between___Neéarburg Producing Company

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

WITNESSETH:

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

NOW, THEREFORE, it is agreed as follows:

ARTICLE 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. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-
ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties.

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

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

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

Unless the context otherwise cleacly 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:
X 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 andlor oil and gas interests subject to this agreement,
(5) Addresses of parties for notice purposes.

® B. Exhibit ‘“‘B’*, Form of Lease.

@ C. Exhibit “‘C"’, Accounting Procedure.

X D. Exhibit *‘D"’, Insurance.

E. Exhibit ““E", Gas Balancing Agreement. Notice of Joint Operating Agreement Lien, Security

F. Exhibit “‘F*', Non-Discriminetion-snd Certification-of-Mon-Segregated Facilities. Interests and Financial Statement

[(3--G. Exhibit-:G'~“FaxPartnership- 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.ghe body
of this agreement, the provisions in the body of this agreement shall prevail.
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ARTICLE MII.
INTERESTS OF PARTIES

A. Oil and Gas Interests:

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

W O -3 Oy O W W P —

12

13 B. Interest of Parties in Costs and Production:

14

15 Exhibit “A” lists all of the parties and their respective percentage or fractional interests under this

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

23

24 ARTICLE 1V,

25 TITLES

26

27 A. Title Examination:

28

29 Title examination shall be made on the drillsite of any proposed well prior to commencement of
30 drilling operations or, if the Drilling Parties so request, title examination shall be made on the leases
31 and/or oil and gas interests included, or planned to be included, in the drilling unit around such well.
32 The opinion will include the ownership of the working interest, minerals, royalty, overriding royalty
33 - and production payments under the applicable leases. At the time a well is proposed, each party con-
34 tributing leases and/or oil and gas interests to the drillsite, or to be included in such drilling unit, shall
35 furnish to Operator all abstracts (including Federal Lease Status Reports), title opinions, title papers
36 and curative material in its possession free of charge. All such information not in the possession of or
37 made available to Operator by the parties, but necessary for the examination of title, shall be obtained
38 by Operator. Operator shall cause title to be examined by attorneys on its staff or by outside attorneys.
39 Copies of all title opinions shall be furnished to each party hereto. The cost incurred by Operator in
40  this title program shall be borne as follows:

43 preliminary, supplemental, shut-in gas royalty opinions and divisigh—ewrder—tITIZ opmlons) shall be a

]

44  part of the administrative averheed—=sprovided 1n Exhibit “C,” and shall not be a direct charge, whether

47 (¥ Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys
48 for title examination (including preliminary, supplemental, shut-in gas royalty opinions and division
49 order title opinions) shall be borne by the Drilling Parties in the proportion that the interest of each
50 Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Exhibit “A'.

51 Operator shall make no charge for services rendered by its staff attorneys or other personnel in the
52 performance of the above functions.

53

54 Each party shall be responsible for securing curative matter and pooling amendments or agreements

55 required in connection with leases or oil and gas interests contributed by such party. The Operator shall be
56 responsible for the preparation and recording of Pooling Designations or Declarations as well as the
57 conduct of hearings before Governmental Agencies for the securing of spacing or pooling orders This
58  shall not prevent any party from appearing on its own behalf at any such hearing.

59

60 No well shall be drilled on the Contract Area until after (1) the title to the drillsite or dnllmg unit
61 has been examined as above provided, and (2) the title has been approved by the examining attorney or
62 title has been accepted by all of the parties who are to participate in the drilling of the well. 'f
63 -
64 B. Loss of Title:
65 :
66 1. Failure of Tite: Should any oil and gas interest or lease, or inlerest therein, bc lost tthough
67  failure of title, which loss results in a reduction of intercst from that shown on Exhibit “A" thxs gree-
68 ment, nevertheless, shall contlinue in force as to all remaining oil and gas leases and 1nfefe§t3{« Y
69 () The party whose oil and gas lease or interest is affected by the title fmluro shall.bear. alonc

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

-9_
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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 (90) 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 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 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

{c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or
becomes, the owner of the interest 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: rl- g
YATES PETROLEUM CORPORATION, 105 South 4th St., Artesia, N.M. 88210 haﬁ He the

Operator of the Contract Area, and shall conduct and direct and have full control of all oper S on
the Contract Area as permitted and required by, and thhm the limits of, this agreemen}/m&g l‘ con-
duct all such operatlons in a good and workmanhke manner, but it shall have no lxabzh )

negligence or willful misconduect.

I ; .t Hus aennfying wvek iy | .h..
axtepd when authonies in svighig; b
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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 in the
Contract Area, or is no longer capable of serving as Operator, it shall cease to be Operator without any
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 insolvent, bankrupt or is placed in receivership,
by the affirmative vote of two (2) or more Non-Operators owning a majority interest based on owner-
ship as shown on Exhibit “A”, and not on the number of parties 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 effect-
ive date of resignation or removal, shall be bound by the terms hereof 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 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 com-
menced, 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 independent contractors who are doing work of a sim-
ilar nature.

ARTICLE VL
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the 1St  day of February , 199_53, Operator shall commence the drill-
ing of a well for oil and gas at the following location:
1980 FNL & 660 FEL
Section 21, 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 approximately 8300°'.

seie

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

.

abandon the well at a lesser depth.

Operator shall make reasonable tests of all formations encountered during drilling which gl e in-
dication of containing oil and gas in quantities sufficient to test, unless this agreement shall be.} Aimited
in its application lo a specific formation or formations, in which event Operator shall be \reqh{red to
test only the formation or formations to which this agreement may apply.

to plug, and abandon the wcl] as a dry holc it shall first securc the consent of al]
plug and abandon same as provided in Article VILE.l. hereof,

'

4.
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66
67
68
69
70

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 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 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 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 participate 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 VLLE.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 cenducting 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 revertsl
shall equal the total of the following: ,:-,

(a) 200 % of each such Non-Consenting Party’s share of the cost of any newly acquu‘ed su“rface
equipment beyond the wellhead connections (including, but not limited to, stock tanks, Separators
treaters, pumping cquipment and piping), plus 100% of cach such Non-Consenting Party’s share of the
cost of operation of the well commencing with first production and continuing until each suethon-
Consenting Party’s relinquished interest shall revert to it under other provisions of this Arhcle fubemg
agreed that each Non-Consenting Party’s share of such costs and equipment will be that mterest {vhlch
would have been chargeable to each Non-Consenting Party had it participated in the well flom the be-

/

o
ginning of the opcration; and S ,‘.,

(b) 500% of that portion of the costs and expenses of drilling reworking, (locpcnihé, o\rl pIL'l'é:gihg

back, testing and completing, after deducting any cash contributions recetved under Article VIILC,, and
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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 Parties 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 ather 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 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 th%,{lmtlal
well descnbed in Artlcie VIA. except (a) when Optlon 2 Artlcle VIIDl has been selected d'Or (b)

VIA.

& 21
C. Right to Take Production in Kind: A ASE R
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 volumae, selling price, royalty and taxes relative to its share of production. Non-Operators
shall, upon request, furnish Operator with true and complete copies of the records required to be kept hereunder whenever, under
the terms of this agreement or any agreement executed in connsction hefewith, 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 the right to take in kind or separately dispose of its proportionate share of all oil and gas produced
from the Contract Area, exclusive of production which may be used in development and producing operations and in preparing and
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tr.eatin.g.oil for marketing purposes and production unavoidably lost. Any extra expenditure incusred in the taking in kind or separate
dlsposlt!on !:y any party of its proportionate share of the production shali be borne by such party. Any party taking its share of
production in kind shall ba 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

Balancing 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 VILB.

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 w‘
be plugged and abandoped in accordance with applicable regulations and at the cost, risk and e
of all the parties hereto. If, within thirty (30) days after receipt of notice of the proposed aband
of such well, all parties do not agree to the abandonment of any well, those wishing to continu

'.

eration shall tender to each of the other parties its proportionate share of the value of the well’s

material and equipment, determined in accordance with the provisions of Exhibit “C”, less the Ei?; ated
cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning parfy ; 'shall
assign to the non-abandoning parties, without warranty, express or implied, as to title or g8 4 tity,
quality, or fitness for use of the equipment and material, all of its interest in the well a ; -%‘:uip-
ment, together with its interest in the leasehold estate as to, but only as to, the interval o A 3:,-.":.'. 1s/0 the

formation or formations then open to production. If the interest of the abandoning part -<§..‘Qt>i_
an oil and gas interest, such party shall execute and deliver to the non-abandoning partyldnepstl :“?“,J

. N tise ulllhu wemylying m:uk
oil and gas lease, limited to the interval or intervals of the formation or formations thlag,lpggmtg:pmdglq,;:,,,_
tion, for a term of one year and so long thereafter as oil and/or gas is produced from thé"f‘_‘iﬂtg'ryg‘l‘!fglh'"iﬂ;enf"
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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 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 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 Coniract 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 VII
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be several, not joint or collective. Each party shall be responsible
only for its obligations, and shall be liable only for its proportionate share of the costs of developing
and operating the Contract Area. Accordingly, the liens granted among the parties in Article VIL.B. are
given to secure only the debts of each severally. It is not the intention of the parties to create, nor shall
this agreement be construed as creating, a mining or other partnership or association, or to render the
parties liable as partners. 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 bringing 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
ot}ﬁe ri hts or regngggeg, to cg%:%cll:ngrom%‘ta}ées purch ser the roceefds from the sal f sutch Non p%{ator’s
share o o angfr gas untlf”the am owedlgy sucheﬁfon perafsor}plus m?ere e}?as e
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 upon 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

By

received. %

Operator, at its election, shall have the right from time to time to demand and receive frgm the
&'ﬁ

other partnes payment in advance of thelr respective shares of the estlmated amount of the ex _' n‘.ge to

an invoice for its share thereof. Each such statement and invoice for the payment in advance
mated expense shall be submitted on or before the 20th day of the next preceding mont}(@é
shall pay to Operator its proportionate share of such estimate within fifteen (15) day,?‘a/ {‘i
timate and invoice is received. If any party fails to pay its share of said estimate thh n sala

amount due shall bear interest as provided in Exhibit “C” until paid. Proper ad]ustment' 'S
made monthly between advances and actual expense to the end that each party shall bea
proportionate share of actual expenses incurred, and no more. o o

n};e
h'
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D. Limitation of Expenditures:

1. Drill or Deepen: Without the consent of all partics, no well shall be drilled or deepened, ex-
cept any well drilled or deepened pursuant to the provisions of Article VIB.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 ($ 25,000.0 )
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 ‘“Authority for Expenditures” for its own use,

Operator, upon request, shall furnish copies of its “Authority for Expenditures” folrsagﬁosi%%le project
costing in excess of _ FIFTEEN THOUSAND----------------------- Dollars ($ -~ ) ).

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 be responsible, on any price basis higher than the price received by such party, to any other party's lessor
or royalty owner; and if any such other party’s lessor or royalty owner should demand and receive settlements on a higher price basis,
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 shov'\m in Exhibit "A”,
such party shall have the 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 undar.the
leases which it contributed to the Contract Area, such party agrees to pay or cause to be paid to the royalty owners und.er 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 leas%ﬁ‘o this
agreement, such parties may designate one of such parties to make said payments for and on behq
such parties. Any party may request, and shall be entitled to receive, proper evidence of all su

ments. In the event of failure to make proper payment of any rental, shut-in well payment or mum

royalty through mistake or oversight where such payment is required to continue the lease force,

any loss which results from such non-payment shall be borne in accordance with the provisions ofy#frticle
IV.B.2 {/’n o
. . . . I R et

Operator shall notify Non-Operator of the anticipated completion of a shut-in gas wg ,f&‘gr %__hut—

ting in or return to production of a producing gas well, at least five (5) days (excluding\$ r€urd ¥iSun-

. . . . , R Ity ”

day and holidays), or at the earliest opportunity permitted by circumstances, prior to(L,a; s -'v Bon, _
ilse ab this sueanfype, aarkde poaindied
1

but assumes no liability for failure to do so. In the event of failure by Operator ito so natify, Non-
Operatof, the loss of any lease 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
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 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 Automabile 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 VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

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

However, should any party desire to surrender its interest in any lease or in any portion thereof, and
other parties do not agree or consent thereto, the party desiring fo surrender shall assign, without express
or implied warranty of title, all of iis 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‘”{partles
not desiring to surrender it. If the interest of the assigning party includes an oil and gas mterest,.‘:the as-
signing party shall execute and deliver to the party or parties not desiring to surrender an oil rg“d gas
lease covering such oil and gas interest for a term of one year and so long thereafter as oil amﬁr Aox
is produced from the land covered thereby, such lease to be on the form attached hereto as Exhi,n “B”.
Upon such assignment, the assigning party shall be relieved from all obligations thereafter ag\ uing,
but not theretofore accrued, with respect to the acreage assigned and the operation of any wellrfh reon,
and the assigning party shall have no further interest in the lease assigned and its equ1p}nant and pro-
duction other than the royalties retained in any lease made under the terms of this Artlc]e The p rties
assignee shall pay to the party assignor the reasonable salvage value of the latter’s mtqre
and equipment on the assigned acreage. The value of all material shall be determlne\d,m amcowance
with the provisions of Exhibit “C”, less the estimated cost of salvaging and the estlmatea(“"'taéé 1ug-

ging and abandoning. If the assignment is in favor of more than onc party, the assxgned mterest shall"'

G AN vl\
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1 be shared by the parties assignee in the proportions that the interest of each bears to the interest of all
2  parties assignee.
3
4 Any assignment or surrender made under this provision shall not reduce or change the assignor’s or
5 surrendering parties’ interest, as it was immediately before the assignment, in the balance of the Contract
6 Area; and the acreage assigned or surrendered, and subsequent operations thercon, shall not thereafter
7  be subject to the terms and provisions of this agreement. s
8
9 B. Renewal or Extension of Leases:
10
11 If any party secures a renewal of any oil and gas lease subject to this Agreement, all other parties
12 shall be notified promptly, and shall have the right for a period of thirty (30) days following receipt
13 of such notice in which to elect to participate in the ownership of the renewal lease, insofar as such
14  lease affects lands within the Contract Area, by paying to the party who acquired it their several proper
15  proportionate shares of the acquisition cost allocated to that part of such lease within the Contract Area,
16 which shall be in proportion to the interests held at that time by the parties in the Contract Area.
17
18 If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it
18 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 they are for the entire interest
28 covered by the expiring lease or cover only a portion of its area or an interest therein. Any renewal lease
29  taken before the expiration of its predecessor lease, or taken or contracted for within six (6) months after
30 the expiration of the existing lease shall be subject to this provision; but any lease taken or contracted
31 for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal
32 lease and shall not be subject to the provisions of this agreement.
33
34 The provisions in this Article shall apply also and in like manner to extensions of oil and gas
35 leases. The provisions of this Article VIII-B shall only apply to leases, or portioms
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 VIILG, if any party hereto shall, sub§équent
58 to execution of this agreement, create an overriding royalty, production payment, or net proceeds{"mter-
539  est, which such interests are hereinafter referred to as “subsequently created interest”, such subsequently
60 created interest shall be specifically made subject to all of the terms and provisions of this agreement as
61  follows: :/
62 'K
63 1. If non-consent operations are conducted pursuant to any provision of this agreement, | and the
64 party conducting such operations becomes entitled to receive the production attrlbutable to thQ 1(§terest
65 out of which the subsequently created interest is derived, such party shall receive same free and clear
66 of such subsequently created interest. The party creating same shall bear and pay all such subsequently
67 created interests and shall indemnify and hold the other parties hereto free and h.nmlcss Irom a y. and
68  all liability resulting therefrom. B Sttt ™ g
69 , , S
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 VLE. hereof, or (3) elects to surrender a lease 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 VIL.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.

;f, 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 reccive 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.

W) | = = ds Q o a O 5 3 o are oW P2 Ri6—EEaaRGR Q fada o d
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interests in the Contract Area, it shall promptly give written notice to the other parties, with-#etl infor-

mation concerning its proposed sale, which shall include the name and address g & prospective pur-
chaser (who must be ready, willing and able to purchase), the purchase.rfCe, and all other terms of
the offer. The other parties shall then have an optional priopagtt, for a period of ten (10) days after
receipt of the notice, to purchase on the same terms_aed~Tonditions the interest which the other party
proposes to sell; and, if this optional rightis~€xercised, the purchasing parties shall share the pur-
chased interest in the proportion 2t the interest of each bears to the total interest of all purchasing
parties. However, there shetl be no preferential right to purchase in those cases where any party wishes
to mortgage itgmrt€rests, 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

aSaatataba Q o aVoalatala a a a a SRE—P3 G K et S A -6

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create, a relationship ot} part-
nership or an assocxdtlon for profit between or among the parties hereto. Notwithstanding an‘y, pro-
visions 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 Jpur-
poses, this agreement and the operations hereunder are regarded as a partnership, each partyx ereby
affected elects to be excluded from the application of all of the provisions of Subchapter “K", apter
1, Subtitle “A”, of the Internal Revenue Code of 1954, as permitted and authorized by Sectio "*{’Z 1 of
the Code and the regulations promulgated thereunder. ‘ ¥
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 sbeéxﬁqaulx but
not by way of limitation, all of the returns, statements, and the data required by FederaI‘"R ula-
tions 1.761. Should there be any requirement that each party hereby affected give furtheﬁ'*e e~.10f
this clection, each such party shall execute such documents and furnish such other evxdence,,as may be'
required by the Federal Internal Revenue Scrvice or as may be neecessary to LVldOﬂCB this -election:: No -

‘
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such party shall give any notices or take any other action inconsistent with the election made hereby.
If any present or future income tax laws of the state or states in which the Contract Area is located or
any future income tax laws of the United States contain provisions similar to those in Subchapter “K",
Chapter 1, Subtitle “A”, of the Internal Revenue Code of 1954, under which an election similar to that
provided by Section 761 of the Code is permitted, each party hereby affected shall make such election as
may be permitted or required by such laws. In making the foregoing election, each such party states that
the income derived by such party from Operations hereunder can be adequ‘ately determined without the
computation of partnership taxable income.

ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single damage claim or suit arising from operations hereunder if the ex-
penditure does not exceed FIF_TEEN THOUSAND—— == —=—m—mmm mmm oo o oo m o e e o oo o e e Dollars
($15,000.00 ) and if the payment is in complete settlement of such claim or suit. If the amount
required for settlement exceeds 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 ex-
pense of handling, settling, or otherwise discharging such claim or suit shall be at the joint expense
of the parties. 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, the party shall immediately notify Operator, and the claim or suit shall
be treated as any other claim or suit involving operations hereunder.

ARTICLE XI.
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 United States mail
or Western Union telegram, postage or charges prepaid, or by teletype, and addressed to the party 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 originat-
ing notice is received. The second or any responsive notice shall be deemed given when deposited in
the United States mail or with the Western Union Telegraph Company, with postage or charges prepaid,
or when sent by teletype. Each party shall have the right to change its address at any time, and from
time to time, by giving written notice hereof to all other parties. @.,

' ARTICLE XIH.
TERM OF AGREEMENT

terests subjected hereto for the period of time selected bdow provided, however, no party herftq shall
ever be construed as having any right, title or mterest in or to any lease, or oil and ga "nf »\esﬁ con-
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XX 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 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 VIA., or any subsequent well
drilled hereunder, results in a dry hole, and no other well is producing, -or capable of producing oil
arQ/or gas from the Contract Area, this agreement shall terminate unless drilling or reworking opera-
tions are commenced within __EQ__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 XIV.
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 isin two or more states, the law of the state where most
of the land in the Contract Area is located shall govern.

' ARTICLE XV.
f OTHER PROVISIONS r

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, deepered, reworked, plugged back, sidetracked, cr recampleted, or other operation that
may be required in order to (1) continue a lease or leases in force and effect, or (2) maintain a unitized
area or any portion thereof in force and effect, or (3) earn or preserve an interest in and to oil and/or
gas and other minerals which may be owned by a third party or which, failing in such operation, may revert
to a third party, or, (4) comply with an arder issued by a regulatory body having jurisdiction in the
premises, failling in which certain rights would terminate, the following shall ly. Should less than all
of the parties hereto elect to participate and pay their proportionate part of costs to be incurred in
such operation, those parties desiring to cipate shall have the right to do so at their sole ocost,
risk, and expense. Pramptly following conclusion of such operation, each of those parties not
participating agree to execute and deliver an appropriate assigment to the total interest of each
nonparticipating party in and to the lease, leases, or rights which would have terminated or which
othexrwise may have been preserved by virtue of such operation, and in and to the lease, leases or rights
within the balance of the drilling unit upon which the well was drilled, excepting, however,
theretofore campleted and capable of producing in paying quantities. Such assigrment shall be delivered to
the participating parties in the proportion that they bore the expense attributable to the
non-participating parties' interest.

. No production, whether oil or gas, may be sold from the lease acreage, or lands pooled therewith, to
an? party's subsidiaries, affi]iateg, or associates, without each party's priar written consent. All
production sold frcm the lease acreage, or lands pooled therewith, will be an am's length trade with a
third purchaser. It is expressly agreed if prior written consent is given to a party selling to
themselves, its subsidiaries, affiliates, or associates, 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 amm's length trade with a third party purchaser, the remaining parties will have the option to also sell
at the same or higher price.

F. Prior to camencement of any well drilled under this agreement, each non-operator must tender to the
operatar its share of dry hole cost, as set out on Authority for Expenditure proposina such well.
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ARTICLE XVIL
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 _23¥d__day of August ,
94
19 :

OPERATOR

YATES PETROLEUM CORPORATION

~——

By, <777t T4
Title: Attorney}ln -Fact

NON-OPERATORS

NEARBURG EXPLORATION COMPANY KERR-MCGEE CORPORATION
g ,u/’( / BY:

TITLE: A-T-F TITLE:

YATES DRILLING COMPANY ABO PETROLEUM CORPORATION

BY: By:

TITLE: TITLE:

MYCO INDUSTRIES, INC.

By:
TITLE:

- 15 -



ACKNOWLEDGMENTS

STATE OF NEW MEXICO )
1SS
COUNTY OF ¥DDY )

The foregoirg instrument was acknowledged before me this 23rd day of August, 1994, by S.P. Yates,

Attorney-in-Fact for Yates Petroleum Corporation a New Mexico corporation, on behalf of said
corparation.

My commission expircs: %M MX\

\B"\* C\\l Notary Public

STATE OF NEW MEXICO )

1SS
COUNTY OF EDDY )
The foregoing instrument was acknowledged before me this day of , 1994, by
for  Myco  Industries, Inc.
for Abo Petroleum Corporation;

for Yates Drnilling Company all New Mexico corporations, on

behalf of said corpor‘ations.

My commission expires:

Notary Public

CORPORATION ACKNOWLEDGMENT

STATE OF TEXAS )
.SS

COUNTY OF MIDLAND )

The foregoing instrument was acknowledged before me this_19th day of October
1994, by Robert G. Shelton, Attorney-in-Fact for Nearburg Exploration Cornpanya

sole proprietorship eotpBREIon on behalf of said semporasx sole proprietorship.
My commission expires: M )/L/ua,«;u
o Fo Notary Public
/8 BRENDA VIRGIN

Stote or Texcs
Commission Expires 8-19-97

TNDT UAL ACKNOWLEDGMENT

STATE OF )
:s§
COUNTY OF )
The foregoing instrument was acknowledged before me this day of . 1994, by

My commisston expires:

Notary Pubhc



ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT DATED AUGUST 23, 1994, BETWEEN
YATES PETROLEUM CORPORATION, "OPERATOR" AND NEARBURG EXPLORATION COMPANY, ET AL,

"NON-OPERATORS", COVERING LANDS LOCATED IN EDDY COUNTY, NEW MEXICO.

V.

EXHIBIT "A"

Lands Subject o Agreement:

Township 12 South, Range 25 East

Section 21: NE/4

Restiictions as to depth of formations:

None

Percentage Interesis of Parlies Under the Agreement:

INITIAL TEST
INITIAL TEST WELL AFTER
WELL PAYOUT &
BEFORE SUBSEQUENT
ACRES % OF UNIT PAYOUT WELLS
Yates Petroleum Corporation 71.914663 44947914 % 44947914 % 44947914 %
Yates Drilling Company 4.499999 2.812499 2.812499 2.812499
Abo Petroleum Corporation 4.499999 2.812499 2.812499 2.812499
Myco Industries, Inc. 4.499999 2.812499 2.812499 2.812499%
S. P .Yates 0.416670 0.260419 0.260419 0.260419
Estate of Martin Yates, lil 0.208335 0.130210 0.130210 0.130210
Estate of Lilie M. Yates 0.208335 0.130210 0.130210 0.130210
Nearburg Exploration Company 66.250000 41.406250 46.093750 44.687500
Kemr-McGee Corporation 7.500000 4.687500 F/O 1.406250
160.000000 100.000000 %  100.000000 %  100.000000 %

Oil & Gas Leases subject to Agreement:

Lessee:
Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Lessee:

Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

U.S.A.

Virginia Spickard

Yates Petroleum Corp. 100.000000 %
HBP

NM-0557142

NW/4NE/4

40.00000

C. R. Nixon, Jr., et dl

S. P. Yates 50.000000 %
Martin Yates, i 50.000000
S. P. Yates 50.000000 %
Estate of Martin Yates, ill 25.000000
Estate of Lillie M. Yates 25.000000
HBP

|
Fee
SW/4NE/4
0.83334

Page 1

Revised 10-5-94



ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT DATED AUGUST 23, 1994, BETWEEN
YATES PETROLEUM CORPORATION, "OPERATOR" AND NEARBURG EXPLORATION COMPANY, ET AL,

"NON-OPERATORS", COVERING LANDS LOCATED IN EDDY COUNTY, NEW MEXICO.

3.

Lessee:

Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Lessee:

Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Lessee:

Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Lena W. Hildt, et al
Yates Petroleum Corp.
Yates Petroleum Corp.
HBP

Fee

SW/4NE/4

1.66667

Panhandle Royalty Company

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

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

Fee

NE/4ANE/4, SW/4NE/4

30.00000

Carl E. Ross

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

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

Fee

SW/ANE/4

5.83334

Page 2

100.000000 %

100.000000 %

70.000000 %
10.000000
10.000000
10.000000

70.000000 %
10.000000
10.000000
10.000000

70.000000 %
10.000000
10.000000
10.000000

70.000000 %
10.000000
10.000000
10.000000

Revised 10-5-94



ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT DATED AUGUST 23, 1994, BETWEEN
YATES PETROLEUM CORPORATION, "OPERATOR" AND NEARBURG EXPLORATION COMPANY, ET AL,

"NON-OPERATORS", COVERING LANDS LOCATED IN EDDY COUNTY, NEW MEXICO.

6.

Lessee:

Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Lessee:

Original Lessee;

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Lessee:

Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Joe E. Ross

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

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

HBP
Fee
SW/4NE/4

0.83333

Bert Alton Ross

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

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

HBP
Fee
SW/4NE/4

0.83333

Myrtle Heard

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

Yates Petroleum Corp.
Yates Drilling Company
Abo Petroleum Corp.
Myco Industries, inc.
HBP

Fee

SW/4NE/4

0.83333

Page 3

70.000000 %
10.000000
10.000000
10.000000

70.000000 %
10.000000
10.000000
10.000000

70.000000 %
10.000000
10.000000
10.000000

70.000000 %
10.000000
10.000000
10.000000

70.000000 %
10.000000
10.000000
10.000000

70.000000 %
10.000000
10.000000
10.000000
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ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT DATED AUGUST 23, 1994, BETWEEN
YATES PETROLEUM CORPORATION, "OPERATOR" AND NEARBURG EXPLORATION COMPANY, ET AL,

"NON-OPERATORS", COVERING LANDS LOCATED IN EDDY COUNTY, NEW MEXICO.

9.

10.

1.

Lessee:

Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Lessee:

Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Lessee:
Original Lessee:

Present Lessee:

Expiration Date:

Serial No.

Description:

Net Acres:

Jewel T. Hickam

Yates Petroleum Corp.
Yates Driling Company
Abo Petroleum Corp.

Myco Industries, Inc.

Yates Petroleum Corp.
Yates Drilling Company
Abo Petroleum Corp.

Myco Industries, Inc.

HBP

Fee

SW/4ANE/4

0.83333

Bonnie Powell

Yates Petroleum Corp.
Yates Drilling Company
Abo Pefroleum Corp.

Myco Industries, Inc.

Yates Petroleum Corp.
Yates Drilling Company
Abo Petroleum Corp.

Myco Industries, Inc.

HBP

Fee

SW/4NE/4

0.83333

Bonnie H. Morrison

Reading & Bates, Inc.

Yates Petroleum Corp.

HBP

Fee

SW/4NE/4
Below 7,704’

1.25000

Page 4

70.000000 %
10.000000
10.000000
10.000000

70.000000 %
10.000000
10.000000
10.000000

70.000000 %
10.000000
10.000000
10.000000

70.000000 %
10.000000
10.000000
10.000000

100.000000 %
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ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT DATED AUGUST 23, 1994, BETWEEN
¥ATES PETROLEUM CORPORATION, "OPERATOR" AND NEARBURG EXPLORATION COMPANY, ET AL,

“NON-OPERATORS", COVERING LANDS LOCATED IN EDDY COUNTY, NEW MEXICOQ.

12.

13.

14.

15.

Lessee:
Original Lessee:

Present Lessee:

Expiration Date:

Serial No.

Description:

Net Acres:

Lessee:
Original Lessee:

Present Lessee:

Expiration Date:

Serial No,
Description:

Net Acres:

Lessee:
Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Lessee:
Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Bonnie H. Morrison

Nearburg Petroleum Partnership

Nearburg Exploration Co.

HBP

Fee

SW/4NE/4
Below 7,704'

3.75000

Aflantic Richfield Co.
Nearburg Exploration Co.

Nearburg Exploration Co.

January 31, 1995
Fee
SW/4ANE/4

5.00000

Leslie P. Whitney, ef ux
Nearburg Exploration Co,

Nearburg Exploration Co.

June 7, 1994

Fee

SE/4NE/4

20.00000

Mary Elaine Cribbs
Nearburg Exploration Co.

Nearburg Exploration Co.

June 7, 1996

Fee

SE/4NE/4

20.00000

100.000000 %

100.000000 %

100.000000 %

100.000000 %

Revised 10-5-94



ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT DATED AUGUST 23, 1994, BETWEEN
YATES PETROLEUM CORPORATION, "OPERATOR™ AND NEARBURG EXPLORATION COMPANY, ET AL,

"NON-OPERATORS", COVERING LANDS LOCATED IN EDDY COUNTY, NEW MEXICO.

16.

17.

18.

19.

Lessee:

Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Lessee:
Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Lessee:
Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Lessee:

Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Ralph Nix, Jr.

Nearburg Exploration Co.

Nearburg Exploration Co. 100.000000 %
January 3, 1997

Fee

NE/4NE/4

7.50000

Sara Garretson

Nearburg Exploration Co.

Nearburg Exploration Co. 100.000000 %
January 3, 1997

Fee

NE/4NE/4

7.50000

William E. Farha Trust
Nearburg Exploration Co.

Nearburg Exploration Co. 100.000000 %

March 30, 1997

Fee

NES4NE/4

2.50000

R. B. Rodke

Yates Pefroleum Corp. 40.000000 %
Yates Drilling Company 20.000000
Abo Petroleum Corp. 20.000000
Myco Industries, Inc. 20.000000
Yates Petroleum Corp. 40.000000 %
Yates Driling Company 20.000000 -
Abo Petroleum Corp. 20.000000
Myco Industries, Inc. 20.000000

March 6, 1998

Fee

NE/4NE/4

2.50000

Page 6
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ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT DATED AUGUST 23, 1994, BETWEEN
YATES PETROLEUM CORPORATION, "OPERATOR" AND NEARBURG EXPLORATION COMPANY, ET AL,
"NON-OPERATORS", COVERING LANDS LOCATED IN EDDY COUNTY, NEW MEXICO.

20. Unleased Minerals: Kermr-McGee Corparation
Description: SW/4NE/4, NE/4NE/4
Net Acres: 7.50000
V. Addresses of Parties to which notices should be sent:

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

S. P. Yates

Estate of Martin Yates, lll
Estate of Lillie M. Yates

105 South Fourth Street
Artesia, NM 88210

Kemr-McGee Corporation
123 Robert S. Kerr Avenue
Oklahoma City, OK 73102

Page 7

Nearburg Exploration Company
3300 North A Street

Suite 8100

Midland, TX 79705

Revised 10-5-94



PP P as

Producers 88 Nev. 6 Yeur Lenne) 10-67 (FIYE YEAR PAID UP LEASE) ‘ For 154
' . Thadb Ponbuugh 1 en
O, AND GAS LEASK Honw ell, New Meaien

THIS AGREEMENT muade this . A8Y 00 e e e s L .18 .. between

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

ANd e e it e e e eaer e h ettt e ta s etrae st enenenne onrneens v e e e - Lt8380€, WITNESSETH ¢
1. Lessor in consideration of .. . O, e e s e e - R .. Dollars
(3. w.....) In hand paid, of the royalties herein provided snd of the apreements of Lessce hercin contuined, herchy grants, leuses and lets ex-

cluslvely ‘unto Leuec for the purpose of investigating. exploring, prospecting, drilling and mining for and producing oil and gus, laying pipe lines, building
roads, tanks, power stations, telephune lines and other structures thereon and on, over and across lands owned or claimed by Lessor udjacent and contiguous

thereto, to produce, save, take care of, treat, transport, and own said products, and housing its employees, the following described land in ... ... ... -

Attached to and made a part of Operating Agreement dated August 23, 1994 between Yates
Petroleum Corporation, "Operator" and Nearburg Exploration Company, et al, "Non-Operator"

2. Without reference to the commencement, progecution or cessation at any time of drilling or other d«.ulopmu\z operations and/or to the discovery, de-
velopment or cessation at Bny time of pruduchon of oil or pas and without further payments than the roydlucs herein provmed and notwithstanding any-
thing else herein contained to the contrary, this lease shall be [or a term of five years from this date (catled “primary term’’) and as long theceafter us oil
or gas is produced from said land our land with which said land is pooled hereunder.

3. The royaltics 10 pand by Lassee sve: (o) on oil,  oseeithth of thal producel and saved from said Jand, the me to he delivered at the wells or to the
credit of Leator inta the pipe Hne o which the wells muy be connected s Lessvee nimy (rom Lime to time purehase any vovalty oil in its possession, paying the
murket price thevefor prevailing for the field where produced on the date of purchuse: (b} on gas, includimg casinghead pas or other gascous substance, pro-

duced f1om raid land, aml sold, ur used off the premises or for the extraction of gusolire or other produet therefrom. the marvket vatlue at the well of onc-eighth

of the gas 5o nold ar used, provided that on gas sold st the wells the royalty shatl b onecighth of the qmeunt veidiced from sach sale: while there is a gas
well on this tease vy on acreae pooled therewith bat s is not bheing sold oy uisal, Leasee may pay or temder as rovalty, onoor before ninety  (9) days afler
the date on which said well is shut (in and thercafter al annual intervals the sum of S1.o0 per were, and if sueh payment is mide or tendered, this lease shall
not terminate and it will be considered that pas is being produced from this lease in pauying quantitios. Payvment or tender of said shut-in gas royalty may
be made by check or draft of Lessee mailed or delivered to the parties entitled theretu on or before the date said payment is due. Lessee shall have free
use of oil, gas, con! and water from said land, except water from Lessor's wells, for all operations hercunder, and the royalty on oil and gas shall Lbe com-
puted after deducting any so used.

4. Lessee, at ita option, s hereby given the right and power to pool eor combine the acreage covered by thiy lease, or any portion thercof as to oil
and gas, or either of them, with other lund, lease or leases in the immediate vicinity thereof to the extent, hereinafier stipulated, when in Lessec's judgment
it i3 necessary or advisable to do so in order properly to explore, 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 30 would, in the judgment of Lessee, promote the conservation of oil
and gas in and under and that may be produced frum said premises. Units pooled for oil hereunder shall not substantially e¢xceed 40 uacres cach in area,
and units pooled for gas hereunder shall not substantially exceed in area 640 acres each plus a tulerance of 100, thereof, provided that should government-
al authority having jurisdiction prescribe or permit the creation of units Jarger than those specified, units thercafter created may conform substantially in size
with those prescribed by guvernamental regulations. Lissee under the provisions hereof may pool or combine acreage covervd Ly this lease, or any portion
thereof as above provided as to otl i any cov 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 arew with the unit or units into which the leasc is pooled or combined as to any other stratum or strata, and il units need
not conform as to area with gas units. The pooling in one or more instances shall not exhaust the rights of the Lessce hereunder to pool this Jease or
portions thereof into other units. lLessec 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. Lessce may at its election exercise its pooling option after commencing operations for or
completing an oil or gas wel) on the leased premises, and the pooled unit may include, but it is not required to include, land or leases upon which a 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 have
theretofore been commenced. Operations for drilling on or production of oil or gas from any part of the poolecd unit which includes all or a portion of the
land covered by this lcase regardless of whether such operations for drilling were commenced or such production was sccurcd before or after the execution
of this instrument or the instrument designiting the pooled unit, shall be considered as operations for drilling on or production of vil or gas from land covered by
this lease whether or not the well or wells he located on the premises covered by this lease, and the entire acreage 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 puyment of royalties on production {rom the pooled unit, as if the same
were included in this lense. Fur the purpuse of computing the royalties to which owners of ruyaltics and paymeunts out of production and ecach of them, shall
be entitled on production of «il and gas. ur cither of them, from the pooled unit, there shall be allocated to the land covered by this lease and included in
said unit & pro rata portion of the oil and gas. or either of them, produced from the puoled unit after deducting thal used for vperations on the pooled units.
Such allocation shall be on un acreage basis—ihat is to say, there shall be allocated to the acreage covered by this Jease and included in the pooled unit
that pro rata portion of the oil and pas, 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 ucres included in the pooled unit. Royalties hercunder shuli be compuled on the portion of
such production, whether it be oil and gas, or either of them, su allocated to the land covered by this lease and includ 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 [rom which it is producing
and not as production from a gas pooled unil; 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 is hereby yiven the right and power from time
to time to commit said Jand or any parl or formation or mincral substance covered hereby tu any cooperative or unit agreement or plan of development and
operation, and (o any modifications therceof, which have been approved by the New Mexico 0il Conservation Commission or other lawful gdvernmental
authority. In such cvent, the royalty payuble to Lessor hercunder shall be computed and paid on the basis of the oil or gas alloented to such land under
the terms of any such agreement or plan of operation, which basis shall be the samc 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 same may be recorded either before or after the completion of wells.

6. It at the expiration of the primury term oil or gus is not being produced on said lund, or from land pooled therewith, but Lossee 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 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 js produced from said land. or from land pooled therewith, the production thereof
should cease from any cuuse, 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 producnon of oil or gas, so lonyg thereafter as oil or gas is produced from said land, or from land pooled therewith., Any pooled unit
denknnu:d by Lessee in accordance with the terms hereof, may be dissolved by Lessee by instrument filed for record in the appropriste records of the county
in which the leased premlses 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 land pooled
therewith. Lessee agrees to drill such offset well or wells as a reasonably prudent vperator would drill under the same or similar circumstances. ILessce may
&t any time exccute 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. Il.essee 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. Lgssee will bury all pipe lines below ordinary plow depth, and no well shall be
drilled within two hundred feet of sny residence or barn now on said land without Lessor's consent.

7. The rights of either party hercunder 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 opcrate to enlarge the obligations or diminish the rights of
Leasee; 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 Lessee’s principal pluce of business with a certified copy of recorded instrument or instruments evidencing same. In the 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 auch breach. If six or more partiea become entitled to royalty hereunder, Lessee may withhold payment thereof unless and until furnished with a
recordahle inatrument 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 lease nor cause a termination or revision
of the estats 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 condurted in compliance with this lease, Lessor shall notify Lessee in writing of the facts relied upon as constituting a breach hereof, and Lessee, if
in default, shall have sixty days after receipt of such notigce 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 premises, Lessee shall develop the acreage retained hereunder as a reasonably prudent operator
but in dischsrging this obligation it shall in no event be required to drill more than one well per forty (40) acres of the area retained hercunder and capable
of producing oil in paying quantities and one well per 640 acres plus an acreage tolerance not to exceed 109, of 640 acres of the area retained hereunder
and capable «f producing gas in paying quantities.

8. Lessor hereby warrants and agrces to defend the title to suid land and agrees that Lessce at its option may dischurge any tax, mortuage or other lien
upon said land cither in whole or in part. and in cvent Lessce does so, it shall he subrogated to such lien with the right to ¢nforce same and apply royaltiea
accruing hereunder toward satisfying same. Without impairment of Lessee’s richt under the warranty in event of failure of title. it is mgreed that if Lessor
owns an interest in the oil or ¢as on, in or under said land less than the entire fee simple estate, then the royalties to be paid Y.essor shall be reduced
proportionately. Should any one or more of the parties named as Lessors fail to execute this lcase, it shall nevertheless be binding upon the party or parties
executing the same,

10. Should Lessee be provented from zomplying with any express or implied covenant of this lecase, from eonducting drilling or reworking operations
thercon or from producing oil ar gas therefrom by reason of scarcity of or inahility ta obtain ar to use cquipment ar material, or by aperation of force
majcure, any Federal or state law or any arder, rule or regulation of governmental authority, then while so prevented, Tusxec's obligation to comply with such
covenant shall he suspended, and Lessce shall not be liable in damages for failure to camply therewith: and this lease shull be extended while and so long
as Lessee is prevented by any such cuuse from conducting drilling or reworking operations on or from producing oil or gas from the leased premiscs; and
the time while Lessce is s0 prevented shall not be counted aguinat Lessee, anylthing in this lease to the contrary notwithsatanding.

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

Lessor




COPAS — 1974

Recommended by the

Hraftbit 601, rtuisa 74100 ' Council  of Petroleum

Accountants Societies of
North America

1.

EXHIBIT = C*»

Attached to and made a part of . OperatingmAgrg‘e‘ament d_aﬂted Aug{ust 23,

-1994.,-between -Yates. Petroleum Corporation,-"Operator'. and .
-Nearburg..Exploration.-Company.,-et.al, "Non=Operator"

____________________

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

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

“Operator” shall mean the party designated to conduct the Joint Operations.
“Non-Operators” shall mean the parties to this agreement other than the Operator.
“Parties” shall mean Operator and Non-Operators.

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

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

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.
““Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

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

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 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 rate of twelve percent (12%) per
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with
the collection of unpaid amounts.

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 sych calendar year; provided, however, the making of an audit shall not extend the
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this
Section I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
conduct joint or simultaneous audits in a manner which 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 Qperator.

Approval by Non-Operators

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

tors.
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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 are
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 IL

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

8. Damages and Losses to Joint Property
All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam-
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator’s
gross negligence or 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 settlement of claims incurred in or resulting from operatlops 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 oulside attorneys shall be made unless previously agreed to by the Pax:tles. All other legal
expense is considered to be covered by the overhead provisions ol Scction IIT unless olherwise agreed to by the
Parties, except as provided in Section I, Paragraph 3.
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10.

11.

12.

iy

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-

gon thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
arties.

Taxes

Insurance

Net premiums paid fpr insurance required to be carried for the Joint Operations for the protection of the Par-
ties. In the event'Jomt 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 la'ws, 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 ott_xer gx_penditure not covered or dealt with in the foregoing provisions of this Section II, or in Section 111,
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:
( yxx ) 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.
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 { ) shall
not { ) be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis

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

Drilling Well Rate $___5,400.00
Producing Well Rate $___940.00

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

(a) Drilling Well Rate

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

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

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

(b) Producing Well Rates

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

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

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

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

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

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of tt}e
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by 'multl—
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fi.eld_s 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

- Percent ( %) of the cost of Operating the Joint Property cxelusive of costs provided
under Paragraphs 1 and 9 of Section II, all salvage credits, the value ¢f 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 o;;era-
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 de:.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 $—2-5-’Q0-0—~—QD———

A. _5 9 of total costs if such costs are more than $25,000.00 _ but less than $_100,000,00 _; plus
B. _3 9 of total costs in excess of $_ 100,000.00 but less than $1,000,000; plus

C. _ 2_ % 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.

1V. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

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

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

2. Transfers and Dispositions

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

A. New Material (Condition A)

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

(2) Line Pipe
(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of

movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-
mally available.

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

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

available.
B. Good Used Material (Condition B)
Material in sound and scrviceable 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) Matcrial moved from the Joint Property

(2) Al seventy-Tive pereent (7560) of current new price, as determined by Paragraph 2A of this Section IV,
if Material was originally charged to the Joint Account as new Material, or
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(b) at si_xty-five. percent (65%) of current new price, as determined by Paragraph 2A of this Section
1V, if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (75%) of current new price.

The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)
(1) Condition C

Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (509 ) 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 resuit 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.

3. Premium Prices

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

4, Warranty of Material Furnished by Operator

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

V. INVENTORIES
The Operator shall maintain detailed records of Controllable Material.

1. Periodic Inventories, Notice and Representation

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

2. Reconciliation and Adjustment of Inventories

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

3. Special Inventories

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

4. Expense of Conducting Periodic Inventories

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




EXHIBIT "D"

ATTACHED TO AND MADE A PART OF
OPERATING AGREEMENT

ADDITIONAL INSURANCE PRQVISIONS

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

expense of the parties hereto, as follows:

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

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

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

occurrence.

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

$500,000.00 each occurrence.

Property Damage - $100,000.00 each accident.

{or)

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

limit.

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

parties hereto) shall be charged to the joint account.



EXHIBIT "E"

GAS BALANCING AGREEMENT

The parties to the Operating Agreement to which 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 liquid 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 1is accountable. The term "royalty owner"
shall include owners of rovalty, 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. In 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 party with gas 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 Regulatory 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 provisicns of €6, 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 46. The option provided for in this paragraph may be exercised, from
time to time, but only one time in each calendar vear.

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 requlatory 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 leng 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.



(1)

(2)

(3)

(4)

{5)

(6)

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

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"
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{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-cémpliance: Provided,
however, that in the event the Operator becomes involved in, or is threatened with,
litigation with a subcontractor or vendor as a result of such direction by the
contracting agency, the Operator may request the United States to enter into such
litigation to protect the interests of the United States.

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

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

CERTIFICATION OF NON-SEGREGATED FACILITIES

Operator assures Non-Operators that it does not and will not maintain or provide for
its employees any segregated facilities at any of its establishments, and that it does not and
will not permit its employees to perform their services at any location, under its control,
where segregated facilities are maintained. For this purpose, it is understood that the phrase
"segregated facilities" includes facilities which are in fact segregated on a basis of race,
color, religion, or national origin, because of habit; local custom or otherwise. It is further
understood and agreed that maintaining or providing segregated facilities for its employees
or permitting its employees to perform their services at any location under its control where
segregated facilities are maintained is a violation of the equal opportunity clause required by
Executive Order 11246 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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Nearb}urg Ef(p(graf/on CQmpany BEFORE I):Emws\oN
Exploration and Production olL CONSERV ATY it No.
3300 North “A” Street o No. 11265 Exhi
Building 2. Suite 120 Case ™ od BY:
Midiand, Texas 79705 Submitt Joration Company
915/686-8235 Nearburg ExplO 7, 1995

/ te: July 27,

Fax 915/686-7806 Hearing D2

September 27, 1994

Ms. Mecca Mauritsen

Yates Petroleum Corporation
105 South Fourth Street
Antesla, New Mexico 88210

Re: Alto "AOL" Com #1 Well, 1980° FNL and 660’
FEL,; Patriot "AIZ" #5 Well, 660’ FSL and 1980’
FEL; both in Section 21, T-19-S, R-25-E,
Eddy County, New Mexico
Arroyo Prospect

Dear Mecca:

Enclosed herewith please find two (2) executed originals of AFE's for the captioned wells. Nearburg
Exploration Company hereby elects to participate in the drilling of these wells. As you will note on both
AFE's, | have changed the Nearburg percentage for participation which conforms to our acquisition of
the Interests of both S&E Company and Kerr-McGee Corporation.

There seems to be some disagreement on the interest Nearburg owns pursuant to the Bonnie Morrison
ol and gas lease as reflected by new Exhibits "A" furnished to Nearburg with your letter of September
14, 1994. In an attempt to clear up this problem, | have enclosed herewith a Stipulation of interest,
recorded in Book 190 at Page 257 of the Public Records of Eddy County, New Mexico, which was
executed by Yates Petroleum Corporation, Nearburg Exploration Company, and Cross Timbers Oil
Company, L. P., which after your review, should verify that Nearburg's Interest now shown on the AFE
Is correct.

| would appreciate it if you would review this material furnished and provide us with a new exhibit to the
Operating Agreement. At that time we will be glad to execute same and return to your attention,

If you have any questions, please feel free to contact the undersigned. Thank you for your cooperation.
Yours very truly,

Bob Shelton
Consulting Landman

BS:kg

Enclosures

ba\arroyo.yat



Y PETROLELM

AL

} 94-229-0

AFE NO.
CORPORATION AUTHORITY FOR EXPENDITURL AFE DATE 8123/9¢]
- : NEW DRILLING & RECOMPLETION ’
105 SOUTH FOURTH STREET AFE Type: Well Obiective: Well Type: AFE STATUS:
ARTESIA, NEW MEXICO88210 X |New Orilling Qil X {Development Original
TELEPHONE (505) 748-1471 Recompletion X {Gas Exploratory Revised
| Injector Final

LEASE NAME ALTO 'AOL'COM #1 PROJ'D DEPTH 8300° )

COUNTY EDDY STATE NM %

LEGAL DESC. 1980' FNL & 660" FEL LOCATION Section 21-19S-25E?

FIELD HORIZON Canyon o

DIVISION CODE 100 DIVISION NAME Oil & Gas Division 3

DISTRICT CODE DISTRICT NAME &

BRANCH CODE BRANCH NAME #

PROGNOSIS: | &

&
#

INTANGIBLE DRILLING COSTS: DRY HOLE ECOMP'D WELL
920-100 Staking, Permit & Legal Fees 2,000{% 2,000
920-110 Location, Right-of-Way 15,600] ¢ 15,600
920-120 Drilling, Footage 8300' @ $17.50/ft. 145,300] - 145,300
920-130 Drilling, Daywark 5 days @ $4500/day 22,500]% 22,500
920-140 Orilling Water, Fasline Rental 20,000(4 20,000
920-150 Drilling Mud & Additives 12,000}« 12,000
920-160 Mud Logging Unit, Sample Bags 6,400} - 6,400
920-170 Cementing - Surface Casing 20,000) ¢ 20,000
920-180 Drill Stem Testing, OHT 1DST 5,000] ', 5,000
920-190 Electric Logs & Tape Copies 15,000] « 15,000
920-200 Tools & Equip. Rntl,, Trkg. & Welding 16,000} - 16,000
920-210 Supervision & Overhead 9,700 9,700
920-220 Contingency
920-230 Coring, Tools & Service
920-240 Bits, Tool & Supplies Purchase 400 400
920-350 Cementing - Production Casing 32,000
920-410 Completion Unit - Swabbing 15,000
920-420 Water for Completion T 2,200
920-430 Mud & Additives for Completion
920-440 Cementing - Completion
920-450 Elec. Logs, Testing, Etc. - Completion 5,100
920-460 Tools & Equip. Rental, Etc. - Completon 11,500
920-470 Stimulation for Compietion 14,000
920-480 Supervision & O/H - Completion 4,800
920-480 Additional LOC Charges - Completion 3,300
920-510 Bits, Tools & Supplies - Completion 2,300
920-500 Contingency for Completon T 4,500

TOTAL INTANGIBLE DRILLING COSTS { 289,900{ 384,600|

TANGIBLE EQUIPMENT COSTS:

930-010 Christmas Tree & Wellhead 2,200 14,000
930-020 Casing 9-5/8" @ 1150' 16,800 16,800
7" @ 8300 81,000

930-030 Tubing 2718 @7950° T 21,500
930-040 Packer & Special Equipment 1,500
940-010 Pumping Equipment 110,000
940-020 Storage Facilities 14,000
940-030 Separation Equip., Flowlines, Misc. 60,000
940-040 Trucking & Construction Costs 6,000
TOTAL TANGIBLE EQUIPMENT COSTS | 19,000{ 324,800}
TOTAL COSTS [ 308,3900] 709,400]

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

FROM}E OPERQTOR'S WAREHQUSE STOCK AT THE RATES STATED ABOVE.
. 1

P |

Prepared Operations

By %Z M Approval

: i v /ﬂ@NER SHARE
YATES PETROLEUM CORPORATION z [ 38.2200% ]
YATES DRILLING},COMPANY [ 5.4600% ]
Y et DATE o
S 7] -

ABO PETROLEUM CPRPORATION | J.40007% |
BY 4 DATE :
MYCOQ INDUSTRIES, INC. ] 2.4g00% )
By - . ' ' o " DATE form AFEND  (rev 4/03)
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ALTO “AQL" COM. #1
Ser. 21, 7195-R25E
my Coumty, New Medceo

BERR-MCAEE COEPOBATION

By:

DATE:

NEARBURG PROD CO -+-»-» MIDLAND
t

ATE # 92:428-0
Date: 8-23-84
" Page 2 |
. SHARE
4543
ifralhl=

A5B750000 %

. 100.0000000 %
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MARTIN YATES, Il

— S.P. YATES

CHAIRMAN OF THE BOARD
JOHN A, YATES

1912 - 1985 PRESIDENTY
FRANK W. YATES PEYTON YATES
1936 - 1986 EXECUTIVE VICE PRESIDENT
. ) RANDY G. PATTERSON
105 SOUTH FOURTH STREET DEN::;::TI:I:ISEV
ARTESIA, NEWMEXICO88210 TREASURER
THE T 505) 748-1471
::;Sg\ou DIVISION ELEPHONE (505)
OlL CON bit No.

1265 Exhi
Case No. 1127 February 23, 1995

tion Company oed)
Nearburg Explora 1995 1
Hearing Date JU\Y 27/ : - FE,B 2 ‘\"V‘.‘ :
St /_.,--»
AU )
To:  Working Interest Owners (79 "*‘\"" e T
~ Address List Attached —
Re: Ross EG Com. #14
Township 19 South, Range 25 East
Section 21: NE/4
Eddy County, New Mexico
Gentlemen:

Pursuant to Nearburg’s request and our concerns about the Alto AOL Com. #1 location being
between two SWD wells, Yates Petroleum Corporation is proposing the Ross EG Com. #14 at a
location of 660 FNL and 1980 FEL of Section 21-T19S-R25E to test the Canyon formation.
Enclosed are two (2) copies of an Authority for Expenditure for your review.

We will be furnishing you in the near future with a revised page 4 and Exhibit A to the August 23,
1994 Operating Agreement to reflect the new proposal.

If the AFE is acceptable and you would like to participate in the drilling of this well, please sign
and return one (1) executed copy of the AFE to our office.

Thank you.
Very truly yours,
YATES PETROLEUM CORPORATION
/M{Zm /%Lm”mc
Mecca Mauritsen -
Landman
MM:dke

enclosure(s)

PR



AFE NO. 95.065-0

. AUTHORITY FOR EXPENDITU! _ AFE DATE 2123195
NEW DRILLING & RECOMPLETION
AFE Type: Well Objective: Well Type: AFE STATUS:
105 SOUTH FOURTH STREET X |New Drilling X {oil X | Development - Original
ARTESIA, NEWMEXICO88210 Recompletion Gas Exploratory Revised
TELEPHONE (505) 748-1471 Injector - Final
LEASE NAME Ross 'EG' Federal Com #14 PROJ'D DEPTH 8300’
COUNTY Eddy STATE New Mexico
LEGAL DESC. 660" FNL & 1980' FEL LOCATION Section 21-19S-25E
FIELD N. Dagger Draw HORIZON Canyon
DIVISION CODE 100 DIVISION NAME Qil & Gas Division
DISTRICT CODE DISTRICT NAME
BRANCH CODE BRANCH NAME
PROGNOSIS: |
INTANGIBLE DRILLING COSTS: ) . DRY HOLE COMP'D WELL
§20-100 Staking, Permit & Legal Fees : 500 500
920-110 Location, Right-of-Way 10,800 10,800
920-120 Drilling, Footage 8300' @ $15.15/day 125,745 125,745
920-130 Drilling, Daywork 3 days @ $4500/day 13,500 13,500
920-140 Drilling Water, Fasline Rental 18,000 18,000
920-150 Drilling Mud & Additives ' 10,000 10,000
920-160 Mud Logging Unit, Sample Bags 3,600 3,600
920-170 Cementing - Surface Casing , 12,500 12,500
920-180 Drill Stem Testing, OHT
920-190 Electric Logs & Tape Copies 11,000 11,000
920-200 Tools & Equip. Rntl., Trkg. & Welding 6,300 6,300
920-210 Supervision & Overhead 7,500 7,500
920-220 Contingency
920-230 Coring, Tools & Service
920-240 Bits, Tool & Supplies Purchase 300 300
920-350 Cementing - Production Casing 8,000
920-410 Completion Unit - Swabbing 7,800
920-420 Water for Completion 1,100
920-430 Mud & Additives for Completion 600
920-440 Cementing - Completion o
920-450 Elec. Logs, Testing, Etc. - Completion 4,000
920-460 Tools & Equip. Rental, Etc. - Completion 8,000
920-470 Stimulation for Completion 10,000
920-480 Supervision & O/H - Completion 5,400
920-490 Additional LOC Charges - Completion 3,300
920-510 Bits, Tools & Supplies - Completion 2,300
920-500 Contingency for Completion 4,500
TOTAL INTANGIBLE DRILLING COSTS | 219,745] 274,745)
TANGIBLE EQUIPMENT COSTS:
930-010 Christmas Tree & Wellhead 2,200 15,700
930-020 Casing 9-5/8" @ 1200' 16,800 16,800
7" @ 8300 80,000
930-030 Tubing 2-7/8" @ 7900’ 21,500
930-040 Packer & Special Equipment 15,000
940-010 Pumping Equipment 75,000
940-020 Storage Facilities
940-030 Separation Equip., Flowlines, Misc. 10,000
940-040 Trucking & Construction Costs
TOTAL TANGIBLE EQUIPMENT COSTS { 19,000 234,000]
TOTAL COSTS | 238,745] 508,745]

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

FROM THE PERAT{JR'S WAREHOUSE STOCK AT THE RATES STATED ABOVE.

Prepared Operations
By . Approval Surface to 7704 Below 7704
YATES DRILLING COMP%Y :._,'- ) 2.187500% 2.187500%
YATES PETROLEUM CORPORATION : — 40.572911% [ 40.572911% ]
, ABO PETROLEUM CORPORATION 2.187500% { 2.187500% ]
BY..-E;IZ T RN DATE LoTELIAIn: 8
—__MYCQ TNDUSTRTES, TNC o 2.187500% L__2.187500% |
BY - ; '
S.P. YATES .260419% | .260419% ]
By SR DATE .




ROSS EG FED. COM #14
Sec. 21-T19S-R25E
Eddy County, New Mexico

Estate of Lillie M. Yates

By:

Sharbro Oil Ltd. Co.

By:

By:

Nearburg Exploration Company

By:

Conoco Inc.

By:

Anadarko Petroleum Corporation

By:

Total:

DATE

-_DATE

DATE

DATE

DATE

DATE

AFE #95-065-0
Date: 2-23-95
Page 2

Surface
to 7704

0.130210

0.130210

43.750000

6.250000

2.343750

100.000000

Below 7704

0.130210

0.130210

46.093750

6.250000

100.000000
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TELEPHONE (505) ?45-1471
Fax Cover Sheet
To:  Toe ot
Company: UM% '
Phone:
Fax: dis _bai.230
From: Mecca Mauritsen
Company: Yates PetroleumCorporation
Phone: 505-748-1471
Fax: 505-748=4572
Date: '3_3?8"
Pages: 2 g
{1ncluding cover page)
Comments:

gy ol dew fap of G ¢ Vtwdier Drllng
@m,ﬂ&(o Al 32293 ;,(Mﬁ; besie Momisdu lra




" ..03'-.—03-1995' 15:24 7489758 YATES PETROLEUM, | P.22/03

e R

~

’ .
Yates Petroleum Corporation . ) No. 586
Date: April 25, 1975
Recorded: : Book 127, Page 546, Miscellaneous Rec-
ords
Lessors: Lena W. Hildt, a widow, and Julia Eliza-

beth Hildt, a single woman
Lessee: Yates Petroleum Corporation

Lands and Mineral Interest Covered: Captioned lands (1/24 mineral interest)
and other lands totaling 680 acres, more or less

Primary Term: 5 years
Delay Rentals: None, this is a paid-up lease
Royalty: 3/16
Lease No, 9
Form: Hall-Poorbaugh Press Form 342
Date: | November 4, 1970
Recorded: Book 75, Page 439, Miscellaneous Records
Lessor: Bonnie H. Morrison, dealing in her sole
and separate property
Original Lessee: Reading and Bates, Inc.
Present Lessees:
SW/4 NE/4, only from the surface down to 7,704 feet beneath the sur-
face:
Anadarko Petroleum Corporation ... ety S 3/4
Yates Petroleum Corporation e vas s s esae e 1/4
SW/4.NE/4, below 7,704 feet beneath the surface:
Yates Petroleum Corporation ... S S— 1/4
*RAMCO-NYL 1987 Limited Partnershxp ...... YR v 99% of 3/4
*RB Operating COMPANY .o 1% of 3/4
E/2NW/4:
AMAX Oil & Gas, Inc. e sastasssssn e psaiten b s 1/4
*RAMCO-NYL 1987 Limited Partnershxp . 99% of 3/4
*RB Operating Company ..., ———— —— 1% of 3/4
B/25W/4, NW/4 SW/4,N/2SE/4, SW/4 SE/4:
AMAX Oll & Gas, Inc, veursssrsenns psseaninsrens s pessesssisnenes 9/3%6
Cross Timbers Oil Company, L.P. ... b s -13/36
*RAMCO-NYL 1987 Limited Partnership .i.ccuiieercisssns 9% of 14/36
*RB Operating Company s RO 1% of 14/36

*RAMCO-NYL 1987 Limited Partnership and RB Operating Com-
pany executed releases of this lease. See Requirement 4 in IV
below
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Yates Petroleum Corporation No. 586

Lands and Mineral Interest Covered: E/2W/2, NW/4 8W/4 (1/16 mineral in-
terest), SW/4 NE/4, N/28SE/4, SW/4 SE/4 (1/8 mineral interest) and
other lands totaling 920 acres, more or less (see Lease 10 and Require-
ment 4 in IV below)

Primary Term: 5 years

Delay Rentals: $920, but subject to lesser interest clause,

payable to lessor or to the credit of lessor in the Security National Bank,
Roswell, New Mexico -

Royalty: 1/8

Overriding Royalty: 1/16, subject to proportionate reduction,
in favor of RAMCO-NYL 1987 Limited Partnership (99%) and RB Oper-
ating Company (1%), only as to SW/4 NE/4 from the surface down to
7,704 feet beneath the surface, with the option to convert the overriding
royalty to a proportionate 50% working interest at payout of the Osage
No. 1 Well under the terms of Operating Agreement dated June 1, 1982

Lease No. 10
Form: Hall-Poorbaugh Press Form 342P
Date: July 14, 1988
Recorded: Book 29, Page 16, Eddy County Records
Lessor: Bonnie H. Morrison, a widow
Lessee: Nearburg Petroleum Partnership, a Texas

general partnership

Lands and Mineral Interest Covered: E/2 W/2, NW/4 SW/4 (1/16 mineral in-
terest), SW/4 NE/4, N/2SE/4, SW/4 SE/4 (1/8 mineral interest) (see
Lease 9 and Requirement 4 in IV below)

Primary Term: 5 years
Delay Rentals: None, this is a paid-up lease
Royalty: 3/16

Special Provisions: The last sentence of Paragraph 3 dealing
with the compression, treatment, purification or dehydration of gas has
been deleted from the lease

Lease No, 11
Form: Hall-Poorbaugh Press Form 342
Date: March 1, 1977
Recorded: Book 145, Page 57, Miscellaneous Records
Original Lessors: C. R. Nixon, Jr. and Marie K. Nixon, his

wife, and William H. Nixon and Polly Ann Nixon, his wife
Present Lessors: C. R. Nixon, Jr. and Marie X. Nixon, his

P.03,03

wife, Polly Ann W. Nixon, a widow, and the heirs and devisees of

William H. Nixon, a/k/a W. H. Nixon, deceased
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i ‘ S. P. YATES
T E 5 CHAIRMAN OF THE BOARD
PETROLEUM ik

MARTIN YATES, 1l
1912 - 1985

FRANK W. YATES PEYTON YATES
1936 - 1986 R =t g EgrR F n R H T I D N EXECUTIVE VICE PRESIDENT
RANDY G. PATTERSON
SECRETARY
105 SOUTH FOURTH STREET DENNIS G. KINSEY
ARTESIA, NEW MEXICO88210 ‘ TREASURER
BEFORE THE TELEPHONE (505) 748-1471

OoiL CONSERVATK.)D.I DIVISION
Case No. 11265 Exhibit No.

Submitted By: |
Nearburg Exploration Company March 3, 1995
Hearing Date: July 27, 1995

Nearburg Exploration Company \\
3300 North A Street -
Building 2, Suite 120

Midland, TX 79705

Atn: Bob Shelton

RE:  Ross EG Federal Com #14
Township 19 South, Range 25 East
Section 21: NE/M4
Eddy County, New Mexico

Gentlemen:

Enclosed is a copy of revised Page 4 and Exhibit “A” to the Operating Agreement for the
captioned well. Please substitute these pages accordingly.

‘Thank you.
Very truly yours,

YATES PETROLEUM CORPORATION

f mﬁcﬂ m (i u"m\

Mecca Mauritsen
Landman

MM:tmr
Enclosures
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B. Resignation or Removal of Operator and Sclection of Successor:

1. Resignation or Removal 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 interest in the
Contract Area, or is no longer capable of serving as Operator, it shall cease to be Operator without any
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 insolvent, bankrupt or is placed in receivership,
by the affirmative vote of two (2) or more Non-Operators owning a majority interest based on owner-
ship as shown on Exhibit “A”, and not on the number of parties 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 effect-
ive date of resignation or removal, shall be bound by the terms hereof 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 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 Operater.

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 com-
menced, 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 independent contractors who are doing work of a sim-
ilar nature.

ARTICLE VL
DRILLING AND DEVELOPMENT

A.  Initial Well:

On or before the lst day of May s 19_9_5, Operator shall commence the drill-
ing of a well for oil and gas at the following location:
660' FNL and 1980' FEL
Section 21, T-195-R25E
Eddy County, New Mexico

and shall thereafter continue the drilling of the well with due diligence to test the Canyon
formation at approximately 8300'.

unless granite or other, practically impenetrable substance or condition in the hole, which f
further drilling impractical, is encountered at a lesser depth, or unless all parties agree to complete or
abandon the well at a lesser depth. _ (s ‘

Operator shall make reasonable tests of all formations encountered during drilling which gl Je in-
dication of containing oil and gas in quantities sufficient to test, unless this agreement shall be. ’hmlted
in its application to a specific formation or formations, in which cvent Operator shall be; "_eqlu red to
test only the formation or formations to which this agreement may apply. L 4.\

to plug, and al)‘mdun the well as a dry hole, it shall first sccurce the consent of all arhei ndf’shal]
plug and abandon same as provided in Article VLE.1. hereof. '

Y

Revised 'z'—»‘z'ai'gs



ATTACHED TO AND MADE A PA.., OF OPERATING AGREEMENT DATED AUGUST 23, 1994, BETWEEN
YATES PETROLEUM CORPORATION, "OPERATOR" AND NEARBURG EXPLORATION COMPANY, ET AL,
"NON-OPERATORS", COVERING LANDS LOCATED IN EDDY COUNTY, NEW MEXICO.

EXHIBIT "A"

I Lands Subject to Agreement:

Township 19 South, Range 25 Easi
Section 21: NE/4

L Restiictions as to depth of formations:

Shallow Unit - From the surface to a depth of 7,704
Deep Unit - Below 7,704

I Percentage Interests of Parties Under the Agreement:

Shaliow Unit
INITIAL TEST
INITIAL TEST WELL AFTER
WELL PAYOUT &
BEFORE SUBSEQUENT
ACRES % OF UNIT PAYOUT WELLS
Yates Petroleum Corporation 64.916660 40.572911 % 40.572911 % 40.572911 %
Yates Driling Company 3.500000 2.187500 2.187500 2.187500
Abo Petroleum Corporation 3.500000 2.187500 2.187500 2.187500
Myco Industries, Inc. 3.500000 2.187500 2.187500 2.187500
S. P .Yates 0.416670 0.260419 0.260419 0.260419
Estate of Martin Yates, Il 0.208335 0.130210 0.130210 0.130210
Estate of Lillie M. Yates 0.208335 0.130210 0.130210 0.130210
Anadarko Petroleum Corporation 3.750000 2.343750 2.343750 2.343750
Conoco Inc. 10.000000 6.250000 6.250000 6.250000
Nearburg Exploration Company 62.500000 39.062500 43.750000 42.343750
Kem-McGee Corporation 7.500000 4.687500 F/O 1.406250
160.000000 100.000000 %  100.000000 %  100.000000 %
Deep Unit
INITIAL TEST
INITIAL TEST WELL AFTER
WELL PAYOUT &
BEFORE SUBSEQUENT
ACRES % OF UNIT PAYOUT WELLS
Yates Petroleum Corporation 64.916660 40.572911 % 40.572911 % 40.572911 %
Yates Driling Company 3.500000 2.187500 2.187500 2.187500
Abo Petroleum Corporation 3.500000 2.187500 2.187500 2.187500
Myco Industries, Inc. 3.500000 2.187500 2.187500 2.187500
S. P Yates 0.416670 0.260419 0.260419 0.260419
Estate of Martin Yates, 1li 0.208335 0.130210 0.130210 0.130210
Estate of Lillie M. Yates 0.208335 0.130210 0.130210 0.130210
Anadarko Petroleum Corporation -0- -0- -0- -0-
Conoco Inc. 10.000000 6.250000 6.250000 6.250000
Nearburg Exploration Company 66.250000 41.406250 46.093750 44.687500
Kermr-McGee Corporation 7.500000 4.687500 F/O 1.406250
160.000000 100.000000 %  100.000000 %  100.000000 %

Page 1

Revised 10-5-94
Revised 10-14-94
Revised 2-24-95



ATTACHED TO AND MADE A P. . OF OPERATING AGREEMENT DATED ALGUST 23, 1994, BETWEEN
YATES PETROLEUM CORPORATION, “OPERATOR" AND NEARBURG EXPLORATION COMPANY, ET AL,
“NON-OPERATORS", COVERING LANDS LOCATED IN EDDY COUNTY, NEW MEXICO.

V.

Ol & Gas Leases subject to Agreement:

Lessor:
Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Lessor:

Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Lessor:
Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

US.A.

Virginia Spickard
Yates Petroleum Corp.
HBP

NM-0557142
NW/4NE/4

40.00000

C. R. Nixon, Jr., et al

S. P. Yates
Martin Yates, i

S. P. Yates

Estate of Martin Yates, i1t
Estate of Lillie M. Yates
HBP

Fee

SW/4NE/4

0.83334

Lena W. Hildt, et al
Yates Petroleum Corp.
Yates Petroleum Corp.
HBP

Fee

SW/4NE/4

1.66666

Page 2

100.000000 %

50.000000 %
50.000000

50.000000 %

25.000000
25.000000

100.000000 %

100.000000 %

Revised 10-5-74
Revised 10-14-94
Revised 2-24-95



ATTACHED TO AND MADE A PA1 OF OPERATING AGREEMENT DATED AUGUST 23, 1994, BETWEEN
YATES PETROLEUM CORPORATION., "OPERATOR" AND NEARBURG EXPLORATION COMPANY, ET AL,
“NON-OPERATORS", COVERING LANDS LOCATED N EDDY COUNTY, NEW MEXICO.

4.

Lessor:

Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Lessor:
Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Lessor:
Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Lessor:
Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Panhandle Royalty Company
Yates Petroleurn Corp.
Yates Driling Company
Abo Petroleum Corp.
Myco Industries, Inc.
Yates Petroleum Corp.
Yates Drilling Company
Abo Petroleum Corp.
Myco Industries, Inc.
HBP

Fee

NE/4NE/4, SW/4NE/4

30.00000

Carl E. Ross
Roger C. Hanks
Conoco Inc.
HBP

Fee

SW/4ANE/4

5.83334

Joe E. Ross
Roger C. Hanks
Conoco Inc.
HBP

Fee

SW/4NE/4

0.83334

Alton Ross
Roger C. Hanks
Conoco Inc.
HBP

Fee

SW/4ANE/4

0.83333

Page 3

70.000000 %
10.000000
10.000000
10.000000

70.000000 %
10.000000
10.000000
10.000000

100.000000 %

100.000000 %

100.000000 %

100.000000 %

100.000000 %

100.000000 %

Revised 10-5-94
Revised 10-14-94
Revised 2-24-95



ATTACHED TO AND MADE A P, .., OF OPERATING AGREEMENT DATED AULGUST 23, 1994, BETWEEN
YATES PETROLEUM CORPORATION, "OPERATOR" AND NEARBURG EXPLORATION COMPANY, ET AL,
"NON-OPERATORS", COVERING LANDS LOCATED IN EDDY COUNTY, NEW MEXICO.

8.

11

Lessor:
Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Lessor:
Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Lessor:
Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Lessor:
Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Myrile Heard
Roger C. Hanks
Conoco Inc.
HBP

Fee

SW/4NE/4

0.83333

Jewel Hickam
Roger C. Hanks
Conoco Inc.
HBP

Fee

SW/4ANE/4

0.83333

Bonnie Powell
Roger C. Hanks
Conoco Inc.
HBP

Fee

SW/4ANE/4

0.83333

Bonnie H. Morrison
Reading & Bates, Inc.

Surface to 7,704’

Anadarko Petroleum Corp.

Yates Petroleum Corp.

Below 7,704
Yates Petroleum Corp.

HBP
Fee
SW/4NE/4

1.25000

Page 4

100.000000 %

100.000000 %

100.000000 %

100.000000 %

100.000000 %

100.000000 %

75.000000 %
25.000000

100.000000 %

Revised 10-5-94
Revised 10-14-94
Revised 2-24-95



ATTACHED TO AND MADE A PAwni OF OPERATING AGREEMENT DATED AUGUST 23, 1994, BETWEEN
YATES PETROLEUM CORPORATION, "OPERATOR" AND NEARBURG EXPLORATION COMPANY, ET AL,
"NON-OPERATORS", COVERING LANDS LOCATED IN EDDY COUNTY, NEW MEXICO.

12,

13.

14.

15.

Lessor:
Criginal Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Lessor:

Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Lessor:
Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Lessor:
COriginal Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

’

Bonnie H. Morrison

Nearburg Petroleum Partnership

Surface to 7,704

Anadarko Petroleum Corp.

Yates Petroleum Corp.

Below 7,704’
Nearburg Exploration Co.

HBP
Fee
SW/4NE/4

3.75000

Atlantic Richfield Co.
Nearburg Exploration Co.
Nearburg Exploration Co.
January 31, 1995

Fee

SW/4NE/4

5.00000

Leslie P. Whitney, et ux
Nearburg Exploration Co.
Nearburg Exploration Co.
June 7, 1996

Fee

SE/4NE/4

20.00000

Mary Elaine Cribbs
Nearburg Exploration Co.
Nearburg Exploration Co.
June 7, 1994

Fee

SE/4NE/4

20.00000

Page 5

75.000000 %
25.000000

100.000000 %

100.000000 %

100.000000 %

100.000000 %

Revised 10-5-94
Revised 10-14-94
Revised 2-24-95



ATTACHED TO AND MADE A P+,

16.

19.

Lessor:
Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Lessor:

Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Lessor:
Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Acres:

Lessor:

Original Lessee:

Present Lessee:

Expiration Date:

Serial No.
Description:

Net Ac_res:

OF OPERATING AGREEMENT DATED AL _JST 23, 1994, BETWEEN
YATES PETROLEUM CORPORATION, "OPERATOR" AND NEARBURG EXPLORATION COMPANY, ET AL,
“NON-OPERATORS", COVERING LANDS LOCATED IN EDDY COUNTY, NEW MEXICO.

Ralph Nix, Jr.

Nearburg Exploration Co.
Nearburg Exploration Co.
January 3, 1997

Fee

NE/4NE/4

7.50000

Sara Garretson

Nearbprg Exploration Co.
Nearburg Exploration Co.
January 3, 1997

Fee

NE/4NE/4

7.50000

William E. Farha Trust
Nearburg Exploration Co.
Nearburg Exploration Co.
March 30, 1997

Fee

NE/4NE/4

2.50000

R. B. Rodke

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

Yates Petroleum Corp.
Yates Driling Company
Abo Petroleum Corp.
Myco Industries, Inc.
March 4, 1998

Fee

NE/4NE/4

2.50000

Page é

100.000000 %

100.000000 %

100.000000 %

40.000000 %
20.000000
20.000000
20.000000

40.000000 %
20.000000
20.000000
20.000000

Revised 10-5-94
Revised 10-14-94
Revised 2-24-95



ATTACHED TO AND MADE A PAn, OF OPERATING AGREEMENT DATED AUGUST 23, 1994, BETWEEN
YATES PETROLEUM CORPORATION, "OPERATOR" AND NEARBURG EXPLORATION COMPANY, ET AL,
"NON-OPERATORS", COVERING LANDS LOCATED IN EDDY COUNTY, NEW MEXICO.

20. Lessor: Kemr-McGee Corporation

Original Lessee: Nearburg Producing Company
Present Lessee: Nearburg Producing Co. 100.000000 %
Expiration Date: September 13, 1995
Serial No. Fee
Description: SW/4NE/4, NE/4NE/4
Net Acres: 7.50000

V. Addresses of Parlies to which notices should be sent:
Yates Petroleum Corporation Nearburg Exploration Company
Abo Petroleum Corporation 3300 North A Street
Yates Drilling Company Suite 8100
Myco Industries, Inc. Midland, TX 79705
S. P. Yates
Estate of Martin Yates, Il
Estale of Lillie M. Yates Conoco Inc.
105 South Fourth Street 10 Desta Drive, Suite 100W
Artesia, NM 88210 Midland, TX 79705-4500
Kerr-McGee Corporation Anadarko Petroleum Corp.
123 Robert S. Kerr Avenue P. O. Box 1330
Qklahoma City, OK 73102 Houston, TX 77251-1330

Revised 10-5-94
Revised 10-14-94
Revised 2-24-95
4 Page 7



S. P. YATES

MARTIN YATES, HI

T E 5 CHAIRMAN OF THE BOARD
H N JOHN A. YATES
1912-1985 ‘ /' FETRDLEUM PRESIDENT
FRANK W. YATES '“ E u R F D R H T ' D N PEYTON YATES
1936 - 1986 R =2 g EXECUTIVE VICE PRESIDENT

RANDY G. PATTERSON
SECRETARY

105 SOUTH FOURTH STREET DENNIS 6. KINSEY
TREASURER
BEFORE THE ARTESIA, NEWMEXICO88210

OiL CONSERVATION DIVISION TELEPHONE (505) 748-1471

Case No. 11265 Exhibi
t No.
Submitted By: o

Nearpurg Exploration Company March 6, 1995
Hearing Date: July 27, 1995

.........

To:  Working Interest Owners
Addressee List Attached

Re: Rodke AOY Com. #1
Township 19 South, Range 25 East
Section 21: NE/4 f
Eddy Cecunty, New Mexico 9

Gentlemen:

Pursuant to the Operating Agreement covering the captioned acreage, Yates Petroleum
Corporation proposes the drilling of the captioned well. The proposed footage location is 660’
FNL and 660’ FEL of Section 21-T19S-R25E to test the Canyon formation.  Authority for
Expenditure costs for the 8300 test are $253,700 dry hole and $685,700.00 completed.
Enclosed for your review are two (2) copies of the detailed AFE.

Please indicate your election to join by signing and returning one copy of the AFE to our office.

Thank you.
Very truly yours,
YATES PETROLEUM CORPORATION
Randy G. Patterson ‘q
Land Manager
RGP:de

enclosure(s)



AFE NO. 95-075-C|
AUTHORITY FOR EXPENDITUR.. AFE DATE | 30619,
NEW DRILLING & RECOMPLETION i
AFE Type: Well Objective: Well Type: AFE STATUS:
105 SOUTH FOURTH STREET X {New Drilling X 10il X |Development Original
ARTESIA. NEWMEXICO88210 Recompletion Gas Exploratory Revised
TELEPHONE (505) 748-1471 Injector . Final
LEASE NAME Rodke AOY Com. #1 PROJ'D DEPTH 8300'
COUNTY Eddy R STATE New Mexico
LEGALDESC.  [Unit A, ] LocaTioN Section 21-19S-25E
FIELD N. Dagger Draw HORIZON 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 500 500
920-110 Location, Right-of-way -~ 77 10,800 10,800
920-120 Drilling, Footage 8300' @ $e/tt T 140,700 140,700
920-130 Drilling, Daywork 3'days @ $4500/day T 13,500 13,500
920-140 Drilling Water, Fasline Rental 18,000 18,000
920-150 Drilling Mud & Additives 10,000 10,000
920-160 Mud Logging Unit, Sample Bags 3,600 3,600
490170 Comenting - Surface Casing 12500 12505
090,150 Dril Stem Testing, OHT R
020,190 Electric Logs & Tape Capies " 500 TGS
920-200 Tools & Equip. Rntl., Trkg. & Welding msssmmsssms—m 6,300 6,300
920-210 Supervision & Overhead 7,500 7,500
920-220 Contingency
920-230 Coring, Tools & Service
$20.240 Bits, Tool & Supplies Purchads™""" 550 o
920-350 Cementing - Production Casing ....... 30,000
020410 Completion Unit - Swabbing 7300
090.420 Water for Complefion " 760
$20-40 Mud & Additives for Gompletigy ™ =55
020440 Comenting - Complelion |
020.450 Elos. Logs, Testing. Ete. - Gompglafigny 55|
920-460 Tools & Equip. Rental, Etc. - Completion 8,000
090,470 Stimulation for Completion 30560
$50.450 Supervision & OFH - Complelion ™" TS
020-450 Aditionsl LOC Charges - Complation ™" 3300
420.510 Bits, Tools & Supplies - Complation 2350
20500 Contingency for Complelion "
TOTAL INTANGIBLE DRILLING COSTS s 234,700] 331,700]
TANGIBLE EQUIPMENT COSTS:
930-010 Christmas Tree & Wellhegd 2,200 15,700
090.020 Casing QB @ A0y 15800 15800
L @ B00 e 80,000
630.030 Tubing S5 7900 ........................... 1500
930-040 Packer & Special Equipment e 15,000
940-010 UMD NG B U DM Ot e 75,000
940-020 Storage Facilities ' 90,000
040030 Separation Equip., FIGWIRGS, Fise, " 36,560
940-040 Trucking & Construction Costs et - 10,000
TOTAL TANGIBLE EQUIPMENT COSTS | s I 19,000] 354,000}
TOTAL COSTS | 253,700] 685,7001

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

FROM THE OPERATOR'S WAREHOUSE STOCK AT THE RATES STAT

ED ABOVE.

Py o4
Prepared %/ / * Operations
By LAl el g g Approval surface to 7704 Before 7704
YATES PETROLEUM ORATIO 40.572911% 40.572911%
YATES DRILLING COMPANY £ 2.187500% [ 2.187500% ]
BY DATE
ABO PETROLEUM CORPORATION 2.187500%] | 2.187500% |
BY DATE
MYGO-INDUSTRIES,—INC- 2.187500%| | 2.187500% |
BY DATE
S.P. YATES - , ~.2e0d1%% [ 2604198 |



RODKE AQY COM. #1
Sec. 21-T195-R25E
Eddy County, New Mexico

SHARBRO OIL LTD CO.

By: DATE

By: DATE

ESTATE OF LILLIE M. YATES

By: DATE
CONOCO, INC.
By: " DATE

NEARBURG EXPLORATION COMPANY

By: DATE

KERR-MCGEE CORPORATION

By: DATE

ANADARKO PETROLEUM CORPORATION

By: DATE

TOTAL:

AFE #95-075-0
Date: 3-6-95
Page 2

SURFACE
TO 7704’

0.130210

0.130210

6.250000

42.343750

1.406250

2.343750

100.000000

BELOW
7704'

0.130210

0.130210

6.250000

44.687500

1.406250

100.000000



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 16, 1995

CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Mr. Randy Patterson

Yates Petroleum Corporation
Yates Drilling Company
Myco Industries, Inc.

Abo Petroleum Corporation
S. P. Yates

Estate of Lillie M. Yates
Sharbro Oll Ltd. Co.

105 South Fourth Street
Antesla, New Mexico 80201

Re: Alto 21 #2 Well; 660’ FNL and 660’
FEL of Section 21, T-19-S, R-25-E,
Ed ounty, New Mexico
Arroyo Prospect

Dear Randy:

BEFORE THE

on CONSERVATIQN DIVISION
Case No. 11265 Exhibit No.

Submitted BY:

Nearburg Expl

Hearing Date:

oration Company
July 27, 1995

Nearburg proposes the drilling of the Alto 21 #2 well, a proposed 8100' Cisco-Canyon test, to be
located 660’ FNL and 660’ FEL of Section 21, T-19-S, R-25-E, Eddy County, New Mexico. Enclosed Is
Nearburg’s Operating Agreement, which we propose be used in connection with the drilling of the well,
and our AFE estimating the cost of the proposed operation. Nearburg anticipates costs to drili the well
to casing point to be $343,895 and total completed well costs of $722,985.

Wa belleve Nearburg should be the Operator of this well because of its large working Interest In the well
and because Nearburg has other wells and disposal facilities located on adjolning acreage.

Nearburg is proposing this well as the result of Yates’ proposal of the Rodke "AOY* Com #1 well which
is proposed at the same location. In proposing this well, Nearburg does not walve its right to pursue
any claims agalnst Yates for disposal of salt water Into a productive formation on the spacing unit where

this well is to be located.

We invite Yates to particlpate with Nearburg in the drilling of this new well.

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

Yours very truly,

A

Bob Shelton
Consulting Landman

B5-2\ALTO-FAT AFE



Camx s

‘Is your: RETURN ADDRESS corﬁpletad on the reverse side?

Z 311 DOo& 079

Receipt for
Certified Mail

No Insurance Coverage Provided
wereoswes Do 1ot use for International Mail
POSTAL SERVICE

b ' . {Sce Reverse)

Sy/lﬂfm ,z/té;d/é

. . _> Slrer-/nd No

3 (Usme and ZiP Code

Postage

Cestihied fFee

Speciai Delvery fee

Restricted Delwery Fee

Return Receipt Showing
to Whor & Uate Delivered

Return Recept Showirg to Whom,
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TOTAL Poslage
& fees $

Postmark or Date

& 2

/75

PS Form 3800, March 1993

SENDER:
* Complete items 1 and/or 2 for additional services.
* Complete items 3, and 4a & b.

® Print your name and address on the reverse of this form so that we can
return this cerd to you.

* Attach this form to the front of the mailpiece, or on the back if space
does not permit.

* Wijte “’‘Return Receipt Req d’* on the mailpiece below the article number.)
* The Return Receipt will show to whom the article was delivered and the date
defivered.

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

1. [0 Addressee’s Address

2. [ Restricted Delivery
Consult postmaster for fee.

3. Article Addressed to: 4a. Article Number

Y .

NR RANDY G PATTERSON = Sle%vliceogyieow ‘

YATES PETROLEUM CORPORATION (3 Registered O insured

105 SOUTH FOURTH STREET ® Certified Ocop :
ARTESIA NM 88210 O express Mail~ [ Return Receipt for
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7. Date of Delive, .
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Thank you for using .Return Receipt Service.

PS Form§§11, December 1991  #US.GPO: 1983—35271¢  DOMESTIC RETURN RECEIPT
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A.APL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE VI
continued

I, 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 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 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 1o 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.

1f all parties elect to participate in such a proposed operation, Operator shall, within ninety (90) days after expiration of the notice
period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on loca-
tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other 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 receiving such notice as provided in Article VLB.1. or VILD.1. (Option
No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties
giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration of
the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is
on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all
work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is
a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
senting Parties, when conducting operations on the Contract Area pursuant to this Article VL.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 a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party,
at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decision.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have
elected 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 Consentigg Parties.
gl

CarCpt witen dutinoeed o Wistinyg by the

i en Astanadbon ol Potclewia Landimen




Nearburg Producing Company

Explorason and Production
Dallas, Texas

LEASE: Alo 21

AUTHORITY FOR EXPENDITURE

WELL NUMBER: 2

LOCATION: 660'FNL, 660 FEL, Section 21, T19S, R25E, Eddy County, New Mexico

FIELD: Dagger Draw Upper Penn, North

DATE PREPARED: 3/2/95
ACCOUNTING WELL NUMBER:
COMMUNICATIONS ACCOUNT NUMBER:

PROSPECT:

Page1of2

PROPOSED TOTAL DEPTH: 8,100'

EXPLORATORY,DEVELOPMENT,WORKOVER: D
DESCRIPTION OF WORK: Drill and complete as a pumping Cisco/Canyon oil producer.

INTANGIBLE COSTS:

Driling Footage 8,100 Ft @ 16.00 $/Ft
Driling Daywork D/C/$/day 3 2 4400
Drilfing Turnkey

Rig Mobilization and Demobilization
Road & Location Expense

Damages

Directional Drilling — Tools and Service
Drilling Fluids

Fuel, Power, and Water

Supplies — Bits

Supplies — Casing Equipment
Supplies ~ Liner Equipment

Supplies -~ Miscellaneous

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

Testing — Drill Stem / Production

Open Hole Logging

Mudlogging Services

Special Services

Plug and Abandon

Pulling and/or Swabbing Unit

Reverse Equipment

Wireline Services

Stimulation

Pump / Vacuum Truck Services
Transportation

Tubular Goods — Inspection & Testing
Unclassified

Telephone and Radlo Expense
Engineer / Geologist

Company Labor — Fleld Supervision
Contract Labor / Roustabout

Legal and Professional Services
Insurance

Overhead

SUBTOTAL

Contingencies (10%)

ESTIMATED TOTAL INTANGIBLES

CODE|  TOCSGPT CODE| _COMPLETION TOTAL WELL
1614.101 129,600 s 129,600
1514.108 13,200 1514 105 8,800 22,000
514110 1515.410 0
1514115 1515116 0
i514.120 17,000 isia 123 1,000 18,000
1514.125 5,000 15“1&: 125 5,000
1514.130 1515 130 0
1574 125 15,000 A 15,000
514,140 10,000 1513 140 1,500 11,500
1514, 145 1515 45 750 750
1514.150 2,000 1515 150 3,500 5,500
(514155 1515155 0
1514160 500 1615160 500 1,000
1514.185 17,000 g 17,000
1514, no NA 0

v 1518172 30,000 30,000
1514.175 1515175 0
1514.180 3,000 1515 180 1,000 4,000
1514185 500 1515185 1,000 1,500
514195 6,000 1515185 6,000
1514200 20,000 e 20,000
is14.200 7,500 A 7,500
1514.160 1515 180 0
1514215 10,000 (515215 (10,000) 0

v 51521y 12,000 12,000

Na 1515219 1,200 1,200
1514.2;75 1515 205 5,000 5,000

NA _ 151121 20,000 20,000
1514 220 500 vs:é.zao 500 1,000
1514.205 1,000 151@25 1,500 2,500
wﬁ.z_éa 500 rsi&éw 6,000 6,500
1514245 1515285 0
1514.240 500 1515240 500 1,000
1514250 3,150 1515280 1,350 4,500
1514.255 12,600 1515.255 4,500 17,100
514,265 1,000 1515 265 2,500 3,500
igu_.z}n 2,500 15152}@2 500 3,000
1514275 10,300 1515275 10,300
1514.260 4,600 1515.280 2,000 6,600

292,950 95,600 388,550
29,295 9,560 38,855
322,245 105,160 427,405




Nearburg Producing Company
Explorafion and Production
Dallas, Texas

AUTHORITY FOR EXPENDITURE

LEASE: Al 21

WELL NUMBER: 2

PROPOSED TOTAL DEPTH: 8,100'

LOCATION: 660'FNL, 660 FEL, Section 21, T19S, R25E, Eddy County, New Mexico
EXPLORATORY,DEVELOPMENT WORKOVER: D

FIELD: Dagger Draw Upper Penn, North

DATE PREPARED: 3/2/95
ACCOUNTING WELL NUMBER:
COMMUNICATIONS ACCOUNT NUMBER:

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

Page 2 of 2

TANGIBLE COSTS:

Conductor Casing

Surtace Csg 1,300 Ft@ 15.50 $/Ft
Intermediate Csg Ft@ $/Ft
Protection Csg
Production Csg
Protection Liner
Production Liner
Tubing 7800 Ft@ 3.10 $/Ft
Rods Ft@ $/Ft
Artificial Lift Equipment

Tank Battery

8,100 Ft@ 1250 $/Ft

Well Head Equipment & Christmas Tree
Subsurface Well Equipment

Flow Lines

Saltwater Disposal Pump

Gas Meter

Lact Unit

Vapor Recovery Unit

Other Well Equipment

ROW and Damages
Surface Equipment Installation Costs

Separators/Heater Treater/Gas Units/FWKO| -

1520310
1520.315
1500320

T E 2T EE gi

152&3&5

Elect Installation

T EEER EEEER

CODE

TO CSG PT

20,150

1,500

ESTIMATED TOTAL TANGIBLES

ESTIMATED TOTAL WELL COSTS

21,650

343,895

CODE| COMPLETION TOTAL WELL
A 20,150
o 0
-
1522.325 101,250 101,250
152240 24,180 24,180
1522 343 0 0
1522 350 80,000 80,000
1522 265 15,000 15,000
152,360 10,000 10,000
1522365 10,500 12,000
152,2376 0
tmsrs 5,000 5,000
1m391 0
1502985 3,000 3,000
192257 0
vszaaas 0
1522.380
1522 963
1522.305 10,000 10,000
1522 307 15,000 15,000
273,930 295,580
379,090 722,985

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 1S ONLY AN ESTIMATE. BY SIGNING YOU AGREE TO PAY YOUR SHARE OF THE ACTUAL COSTS INCURRED.

NPC APPROVAL DATE
PREPARED BY: TRM 3/2/95
REVIEWED BY:
APPROVED BY:
WI APPROVAL:  COMPANY
BY
TIMLE
DATE

DD31F7. WK4




MODEL FORM 0@12 )

o a1 2t i

Alto 21 #2 Well
ARROYO PROSPECT

OPERATING AGREEMENT

DATED

March 13 , 19 95

OPERATOR NEARBURG PRODUCING COMPANY

CONTRACT AREA _ Northeast Quarter (NE/4) of Section 21,

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 AP NO &10 - 10897 REVISED



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

THIS AGREEMENT, entered into by and between___Nearburg Producing Company

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

WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases 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. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-
ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties.

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

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

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

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

ARTICLE 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:

(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 andfor oil and gas interests subject to this agreement,

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

HENENR R
mmoO®

B—-G-—Exhabn 4G 2 Fax-Partnership- 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 indt
of this agreement, the provisions in the body of this agreement shall prevail.
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Exhibit “‘F’’, Non-Diserimination-end Certification-of-Non-Segregated Facilities: Interests and Financial Statement
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ARTICLE IIL
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: the-extent-of due on each party's share of _ which shall be borne as hereinafter set forth.
production

Regardless of which party has contributed the lease(s) and/or oil and gas interest(s) hereto on which royalty is due and
payable, each party entitled to receive a share of production of cil and gas from the Contsact 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 HLB. 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 to any royalty,
overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article IILB., 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 and/or the production attributable thereto, said other party, or parties, shall receive said assignment andfor
production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party,
or parties, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest;
and,

2. If the burdened party fails 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 IV.
TITLES

A. Title Examination:

Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operatitq%s 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 ke includ

ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, pverriding
S

royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases andfyf il and

status

gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal \
reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the po _
made available to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator._O '

cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be furfnsh “to egc

hereto. The cost incurred by Operator in this title program shall be borne as follows: (
=P o . o . . . I
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-1 Pas TOY2 OPINTO arvdd onord P-OPIRION hall- be-a-part-ot-the-administ e-ovechead .r' dan-Frhib o
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ARTICILE IV
continued

(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 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 behalf at any such hearing.

No well shalt be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit has been examined as above

provided, and (2) the title has been approved by the examining attorney or title has been accepted by all of the parties who are to par-
ticipate in the drilling of the well.

B. Loss of Title:

L. 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 to Article VIILB., 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 from the operation of the interest which has
been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finally that title failure has oc-
curred, so that the interest of the party whose lease or interest is affected by the title failure will thereafter be reduced in the Contract
Area by the amount of the interest lost;

(c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled on the Contract Area is
increased by reason of the title failure, the party whose title has failed shall receive the proceeds attributable to the increase in such in-
terest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such
well;

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

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

(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 (90) days from the discovery of the failure 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 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 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 interests; and,

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

the Contract Area.
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ARTICLE V.
OPERATOR

A. Designation and Responsibilities of Operator:

Nearburg Producing Company chall be the

Operator of the Contract Area, and shall conduct and direct and have full control of all aperations 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 incurced, 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__31st day of___October L1995 | Operator shall/commence the drilling of a well for

oil and gas at the following location:

660' FEL and 660' FNL of Section 21, 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 8100' or sufficient in Operator's
opinion to test the Cisco-Canyon formation

A

fl can

<.

gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or 'fgtﬁatio?fs

o

Operator shall make reasonable tests of all formations encountered during drilling which give indication X
i which

event Operator shall be required to test only the formation or formations to which this agreement may apply.
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ARTICLEVI
continued
1 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 Par-
2 ties. Upon commencement of operations for the drilling, reworking, decpening or plugging back of any such well by Consenting Parties
3 in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties,
4 and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting
5 Party’s interest in the well and share of production therefrom until the proceeds of lh(f sale fﬁsuch share, calculated at the well, or
6  market value thereof if such share is not sold, (after deducting production taxes,/:gg';slél lS(esc,) royalfy?g\%:?rfding royalty and other in-
7 terests not excepted by Article IlL.D. payable out of or measured by the production from such well accruing with respect to such interest
8 until it reverts) shall equal the total of the following:
9
10
11 200%
12 (a) #8% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment beyond the wellhead
13 connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such
14 Non-Consenting Party’s share of the cost of operation of the well commencing with first production and continuing until each such Non-
15 Consenting Party’s relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
16 Consenting Party’s share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting
17 Party had it participated in the well from the beginning of the operations; and
18
19
20
21 ) 300 _% of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing,
22 after deducting any cash contributions received under Article VIILC,, and __500 % of that portion of the cost of newly acquired equip-
23 ment in the well {to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had
24 participated therein,
25
26
27
28 An election not to participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-
29 working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is
30 conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party’s recoupment account. Any such
31 reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said welt
32 and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of
33 the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. If
34 such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VI.B. shall be ap-
35 plicable as between said Consenting Parties in said well.
36
37
38
39 During the period of time Consenting Parties are entitled to receive Non-Consenting Party’s share oéeprod &tion, or the
40  proceeds therefrom, Consenting Parties shall be responsible for the payment of all production, severance/ &E‘s’e, gatecrmg and other
41 taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party’s share of production not excepted by Ar-
42 ticle LD,
43
44
45
46 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use, free

47  of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon
48  abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip-
49  ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage.

S0

51

52

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

ito it as

67

69
70
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ARTICLE VI
continued

If and when the Consenting Parties recover from a Non-Consenting Party’s relinquished interest the amounts provided for above,
the relinquished interests of such Non-Consenting Party shall 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 shall be charged with and shall pay its proportionate part of the further costs of
the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto.

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

The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VI.A.
except (a) as to Article VILD.1. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well
after it has been drilled to the depth specified in Article VLA, if it shall thereafter prove to be a dry hole or, if initially completed for pro-
duction, ceases to produce in paying quantities.

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

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

(a) 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 location, the response period
shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and
receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for all stand-by time
incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice, stand-
by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each electing 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 all 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
Each party shalI/lake in kind or separately dispose of its proportionate share of all oil and gas produced frqm Lhe antrgct Area,
exclusive of production which may be used in development and producing operations and in preparing and ;reaung oil apd gas for
marketmg purposes and production unavondably lost. Any extra expenditure incurred in the takmg in kind or separa(e dlsposmon by any
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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 contracts as may be necessary for the sale of its interest in production from

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

In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of
the oil produced from the 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 nat previously
delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oil shall be only for such reasonable periods of

time as are consistent with the minimum needs of the 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 andfor
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 shalt be in accordance with any gas balancing
agreement between the parties hereto, whether such an agreement is attached as Exhibit *‘E”’, or is a separate agreement.

D. Access to Contract Area and Information:

Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations,
and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator’s books
and records relating thereto. Operator, upon request, shall furnish each of the other parties with copies of all forms or reports filed with
governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of
each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost of
gathering and 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 VL.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. If, within
thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such well,

those wishing to continue its operation from the interval(s) of the formation(s) then open to production shall tender to each of the other
parties its proportionate share of the value of the well’s salvable material and equipment, determined in accordance with the provisions of
Exhibit **C"*, less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each 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 long thereafter as oil andfor gas is pro-
duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit
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ARTICLE VI
continued

*“B’". The assignments or leases so limited shall encompass the *‘drilling unit’’ upon which the well is located. The payments by, 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

Ffontract '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.

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

3. Abandonment of Non-Consent Operations: The provisions of Article VL.E.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 VIIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be several, not joint or collective. Fach 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, 2 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 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 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. Fach
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.

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 incurced 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 estim'}‘me within
fifveen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, t?ﬁ"amoum

due shall bear interest as provided in Exhibit **C’* until paid. Proper adjustment shall be made monthly between advances anc&;’

\

ctual ex-

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 Q{tll/ -
pursuant to the provisions of Article VL.B.2. of this agreement. Consent to the drilling or deepening shall inclu;?(/;“i\‘?.
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ARTICLE V11
continued

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

@ Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its
authorized depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shall give immediate notice
to the Non-Operators who have the right to participate in the completion costs. The parties receiving such notice shall have forty-eight
(48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the completion at-
tempt. Such election, when made, shall include consent to all necessary expendituses for the completing and equipping of such well, in-
cluding necessary tankage andfor 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 therealfter 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
and/or 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 ($.23 ,000 )
except in connection with a2 well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been
previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden
emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are required
to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other
parties. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operator so requesting
an information copy thereof for any single project costing in excess of _Fifteen Thousand
Dollars (315:000 ) but less than the amount first set forth above in this paragraph.

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

Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the
party or parties who subjected such lease 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 borne in accordance with the pro-
visions of Article IV.B.2.

Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production
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 IV.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 benefit of the owner or
owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-
tion. If the ad valorem taxes are based in 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*".

If Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time andimanner
peescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to fif
mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such taxes

provided in Exhibit *‘C’.

TR
Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upog“gr}ﬁih-'

t to
the production or handling of such party’s share of oil andfor gas produced under the terms of this agreement. ‘,‘K )"l
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ARTICLE VII
continued
1 G. Insurance:
2
3 At all times while operations are conducted hereunder, Operator shall comply with the workmen's compensation law of
4 the state where the operations are being conducted; pravided, however, that Operator may be a self-insurer for liability under said com-
5 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
6 also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit *‘D*’, attached to and made a part
7 hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen'’s compensation
8  law of the state where the operations are being conducted and to maintain such other insurance as Operator may require.
9
10 In the event automobile public liability insurance is specified in said Exhibit *“D’*, or subsequently receives the approval of the
1 parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator’s automotive equipment.
12
13 ARTICLE VI1IIL.
14 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST
15
16 A. Surrender of Leases:
17
18 The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole
19 or in part unless all parties consent thereto.
20
21 However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not
22 agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest in
23 such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production
24 thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
25  terest, the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering
26 such oil and gas interest for a term of one (1) year and so long thereafter as oil andfor gas is produced from the land covered thereby, such
27 lease to be on the form attached hereto as Exhibit *‘B™’. Upon such assignment or lease, the assigning party shall be relieved from all
28  obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well
29  attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-
30  duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the
31 party assignor or lessor the reasonable salvage value of the latter’s interest in any wells and equipment attributable to the assigned or leas-
32 ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit *‘C’*, less the estimated cost of
33  salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest
34  shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such parties.
35
36 Any assignment, lease or surrender made under this provision shall not reduce or change the assignor’s, lessor’s or surrendering
37  party’s interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage
38  assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this
30  agreement.
40
4]  B—Reneweal-or-Extension-ofLeasest
42
43 1-any-pe pecT 2 vat-of-any-ott-and—gastease—sub; o-this—ag —atto parti at+-bernotifted-pre
44  shall have the right for a period of thirty (30) days following receipt of such notice in which to elect to participate in the ownershigal the
45  renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it their sevesal proper pro-

46 portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shall befi proportion to the
47  interests held at that time by the parties in the Contract Area.

48

49 If some, but less than all, of the parties elect to participate in the purchase of a renewgl4€ase, it shall be owned by the parties
50  who elect to participate therein, in a ratio based upon the relationship of their respective perfentage of participation in the Contract Area
51 to the aggregate of the percentages of participation in the Contract Area of all partjes'participating in the purchase of such renewal lease.
52  Any renewal lease in which less than all parties elect 1o participate shall petbe subject to this agreement.

33

54 Each party who participates in the purchase of a renewglA€ase shall be given an assignment of its proportionate interest therein
55 by the acquiring party.

56 N

57 The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease

58  or cover only a portion of its area or garinterest therein. Any renewal lease taken before the expiration of its predecessor lease, or taken or
50  contracted for within six (6) months after the expiration of the existing lease shall be subject to this provision; but any lease takqf\ or con-
60  tracted for more than si months after the expiration of an existing lease shall not be deemed a renewal lease and shall not beg’ub)ect to
61 the provisions of #is agreement.

02 ]

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

A

65 C. Acreage or Cash Contributions:

% \)

67 While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of 4 well oryany. other

it
68  operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other q{pqragon a}:d shall be
69  applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the party xo‘wh@m ( e con-
70  tribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Parties j 9!] the g’:ﬂtjons
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ARTICLE VIl
continued

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

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

consideration shall not be deemed a contribution as contemplated in this Article VIII.C. This paragraph shall not be

applicable to the contribution of acreage by the C i i
Ingtial, Subs%nt},lte or Option Test Wel%. y the Contributing Parties toward the

Maintenance of Uniform’Interest;

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

Sheuldany—party-desire—te GF—6 R g —or-its-rights-and asts—ia—the-Conten
Area, it shall promptly give written notice to the other parties, with full information concerning its proposed sale, which-shaltinclude the
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 teat1U) days after receipt of the notice, to purchase
on the same terms and conditions the interest which the other pariy proposes to sell; and, if this optional right is exercised, the purchas-

ing parties shall share the purchased interest in_the proportions that the interest of each bears to the total interest of all purchasing par-
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 Ty merger, reorganization, consolidation, or sale of all or substantially all of its assets to a subsidiary or parent com-
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ARTICILE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed to create, a relationship of partnership or an association
for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several
and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal income tax
purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to be excluded
from the application of all of the provisions of Subchapter *‘K*", Chapter 1, Subtitle **A”’, of the Internal Revenue Code of 1954, as per-
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex-
ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the
United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements,
and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further
evidence of this election, each such party shall execute such documents and furnish such other evidence as may be requirﬁfby the
Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take g ly other

ontract
Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter “K"‘(% égter 1,
Subtitle **A”", of the Internal Revenue Code of 1954, under which an election similar to that provided by Section 761 of the Cofle is per-
mitted, each party hereby affected shall make such election as may be permitted or required by such laws. In making the ioreﬁ '
tion, each such party states that the income derived by such party from operations hereunder can be adequately determined withgut the
computation of partnership taxable income.

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

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

ARTICLE XI.
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 t0 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 X1
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 orf to 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 VI.A., or any subsequent well drilled under any provision of this
agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or
wells produce, or are capable of production, and for an additiona! 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 agreement shall continue in force as provided herein. In the gyent the
well described in Article VLA, or any subsequent well drilted hereunder, results in a dry hole, and no other well is producing, gf capable
of producing oil andfor gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back ¢ Tework-
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.
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ARTICLE XIV.
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 Contract Area 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 10, matters of performance, non-performance, breach,
remedics, procedures, rights, duties 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 Area 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 relcase any rights,
privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated under
such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, or tracts offsetting or
adjacent to the Contract Arca.

With respect to operations hereunder, Non-Operators agree 1o release Operator from any and all losses, damages, injurics, claims
and causes of action arising out of, incident to or resulting directly or indirectly from Operator s interpretation or application of rules, rulings,
regulations or orders of the Department of Energy or predecessor or successor agencies to the exteat such interpretation or application was
made in good faith. Each 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 intcrest and penaltics thercon owing by Operator as a result of such incorrect interpretation or application.

Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser
of any crude oil sold hercunder or to any other person or entity pursuvant to the requirements of the "Crude Oil Windfall 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 pursuaant to 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 drilled, decpened, reworked,
plugged back, sidetracked, or recompleted, or any other operation that may be required in order to (1) continue a lease or leases in force
and effect, or (2) maintain 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 to a third party, or (3) comply with an order issued by a regulatory body having
jurisdiction in the premises, failing in which certain rights would terminate, the following shalil apply. The party desiring to drill, deepen,
rework, plug back, sidetrack, recomplete, or to perform any other operation that may be required pursuant to this paragraph D, shall give
the other parties written 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 fifteen (15) days after receipt of the notice
within which to notify the party wishing to do the work whether they clect to participate in the proposed operation, and any party ¢lecting
to participate must pay its share of the cost within the fifteen (15) day period after receipt of the notice, failing in which the partics interest
who elected 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 to forty-cight (48) hours inclusive of Saturdays, Sundays, and legal
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 parties
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) (Equal Employment Opportunity);

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

60-250 (Employment Opportunity for Veterans),

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

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

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

C. Non-Operators authorize Opcerator to receive, and direct all product purchasers to pay to Operator, all proceeds of production from or
attributable to the Contract Arca. As evidence of this authority all products purchasers may rely solcly on a copy of this provision,
authenticated by Operator, in licu of the need for any additional consents or transfer orders from the Non-Operators. While Operator is
receiving all proceeds of production, Operator obligates itself to make payments of all Working and Royalty Interests Revenucs atlributable
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D. Any party creating the necessity for separate measurement facilities shall alone bear all costs of such facilities. Any party using separate
production measurement facilities shall keep accurate records of such production in accordance with applicable state and federal regulations,
and upon Operator s request, under the terms of this agreement or any agreement executed in conjunction with this agreement, true and
complete copics of said records shall be fumished to Operator. Said production records supplied to the Operator shall be treated as
confidential information and shall be used by Operator only to the extent necessary to fulfill its dutics as Operator.

B. All costs and expenses incurred by Operator in securing attorneys, geologists, engincers, exhibits and related documentation, for the

preparation and filing of material relative to the sale of oil and/or gas shail be borne by all partics in accordance with their respective interest
as set forth on Exhibit A" attached hereto and made a part hereof.

F. All costs and expenses including fees and expenses of attorneys and consultants incurred by Operator which may arise due to other

operators in the arca applying for non-standard locations and/or other regulatory hearings shall be borne by all partics in accordance with
their respective interests as set forth in Exhibit "A* attached hereto and made a part hereof.

G. The partics hereto agree to execute a Notice of Joint Operating Agreement Lien in the form of Exhibit “F* to this agreement in order
to permit perfection of the hercinabove described security 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.

H. If a party to this agreement clects not to participate in a proposed operation or, if a non-consenting party fails to timely pay its share
of the cost involved in such operation, and is determined to be a non-participating party, shall not have access to or be entitled to receive
well information with regard to operations conducted on the Contract Area.

OPR\OTHERPRO . X1V
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ARTICLE XV1.
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and 1o 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 10th day of March, 1995.

OPERATOR

ATTEST OR WITNESS NEARBURG PRODU CﬁrPANY
sy b A
Joe E. JFitzgeral
Senior Landman
Date:

ATTEST OR WITNESS

ATTEST OR WITNESS

Tax ID No.:_74-1666262

NON-OPERATORS

NEARBURG EXPLORATION COMPANY
By: MJ/%’

Robért G. Shelton
Attorney-in-Fact

Date:

Tax ID No.:_462-80-~5563

YATES PETROLEUM CORPORATION

ATTEST OR WITNESS

ATTEST OR WITNESS

ATTEST OR WITNESS

ATTEST OR WITNESS

By:

Its:
Date:
Tax ID¥#:

YATES DRILLING COMPANY

By:

Its:
Date:
Tax ID#:

ABO PETROLEUM CORPORATION

By:

Its:s
Date:
Tax ID#:

MYCO INDUSTRIES, INC.

By:
Its:
Date:
Tax ID#:

S. P. YATES

S. P. Yates
Date:
Tax ID#:




ATTEST OR WITNESS ESTATE OF LILLIE M. YATES

By:

Its:
Date:
Tax ID#:

ATTEST OR WITNESS SHARBRO OIL LTD. CO.

By:

Its:
Date:
Tax ID#:

ATTEST OR WITNESS CONOCO INC.

By:

Its:
Date:
Tax ID#:

ATTEST OR WITNESS ANADARKO PETROLEUM COMPANY

By:
Its:
Date:
Tax ID#:

ACKNOWLEDGEMENTS

THE STATE OF TEXAS S

)
COUNTY OF MIDLAND S

The foregoing instrument was acknowledged before me on this the 10th day of March,
1995, by Joe E. Fitzgerald, Senior Landman of Nearburg /Producing Company, a Texas
corporation, on behalf of said corporatigq .

KAYE H. GASSIE
o "M"‘ﬁ* NOTARY{F—:’TUEaL;C
| ﬁ te of Te
Byt CosrrttgmeExp.ll-o&w

oy g L
1 el
THE STATE OF TEXAS S
S
COUNTY OF MIDLAND S

The foregoing instrument was acknowledged before me on this the 10th day of March,
1995, by Robert G. Shelton, Attorney-in-Fact of Nearburg Exploration Company, a sole
proprietorship, on behalf of said socle proprjetorship.

L el e i A A A A,

KAYE H. GASSIE
NOTARY PUBLIC

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

STATE OF NEW MEXICO s
S
COUNTY OF CHAVES s
The foregoing instrument was acknowledged before me on the day of P
1995, by as of YATES PETROLEUM
CORPORATION, a corporation, on behalf of said corporation.

Notary Public, State of New Mexico

-15(a)-



STATE OF NEW MEXICO S

S
COUNTY OF CHAVES S
The foregoing instrument was acknowledged before me on the day of p
1995, by as of YATES DRILLING COMPANY,
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 ’
1995, by as of ABO PETROLEUM CORPORATION,
a corporation, on behalf of sald 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 p
1995, by as of MYCO INDUSTRIES, INC., 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 S. P. Yates. N
Notary Public, State of New Mexico
STATE OF NEW MEXICO s
S
COUNTY OF CHAVES S

The foregoing instrument was acknowledged before me on the day of '
1995, by as of ESTATE OF LILLIE M. YATES,
on behalf of said Estate.

Notary Public, State of New Mexico

-15(b)-



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 SHARBRO OIL LTD. CO., a

limited company, on behalf of said limited company.

Notary Public, State of New Mexico

STATE OF TEXAS )
$
COUNTY OF MIDLAND s
The foregoing instrument was acknowledged before me on the day of
1995, by as of CONOCO

corporation, on behalf of said corporation.

Notary Public, State of Texas

STATE OF TEXAS s
§
COUNTY OF HARRIS s
The foregoing instrument was acknowledged before me on the day of
1995, by as of ANADARKO
COMPANY, a corporation, on behalf of said corporation.

Notary Public, State of Texas

OPR-2\ALTOZ).SIC
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EXHIBIT "a"

Attached to and made a part of that certain Operating
Agreement dated the 10th day of March, 1995, by and
between Nearburg Producing Company, as Operator, and
Nearburg Exploration Company et al, as Non-Operators

Identification of lands subiect to agreement:

Northeast Quarter (NE/4) of Section 21, T-19-S, R-25-E, Eddy County,
New 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 Cisco-Canyon
formation.

Percentage of parties to agreement:

Below 7740' Surface to 7740’

Nearburg Exploration Company 46.093750% 43.750000%
Yates Petroleum Corporation 40.572911% 40.572911%
Yates Drilling Company 2.187500% 2.187500%
Abo Petroleum Corporation 2.187500% 2.187500%
Myco Industries, Inc. 2.187500% 2.187500%
S. P. Yates .260419% .260419%
Estate of Lillie M. Yates .130210% .130210%
Sharbro 0il Ltd. Co. .130210% .130210%
Conoco, Inc. 6.250000% 6.250000%
Anadarko Petroleum Company -0- 2.343750%

100.0000000% 100.000000%

A. Oil & Gas Leases subiect to agreement:

See Exhibit A-1 attached hereto.

Addresges 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.

S. P. Yates

Estate of Lillie M. Yates
Sharbro 0il Ltd. Co.

105 South Fourth Street
Artesia, New Mexico 80210

Conoco, Inc.
10 Desta Drive, Suite 100W
Midland, Texas 79705

Anadarko Petroleum Company

17001 Northchase Drive
Hantatan X Tewvaag 770680
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11.

12.

13.

14.

15.

EXHIBIT "A-1"

ATTACHED TO AND MADE A PART OF EXHIBIT "A" TO THAT
CERTAIN OPERATING AGREEMENT DATED THE 10TH DAY OF MARCH,
1995, BY AND BETWEEN NEARBURG PRODUCING COMPANY, AS
OPERATOR, AND NEARBURG EXPLORATION COMPANY, ET AL, AS

NON-OPERATORS

Lessor:
Lesgsee:
Description:

Lessor:
Lessee:
Description:

Lessor:
Lessee:
Description:

Lessor:
Lessee:
Description:

Lessor:
Lessee:
Description:

Lessor:
Lessee:
Description:

Lessor:
Lessee:
Description:

Lessor:
Lessee:
Description:

Lessor:
Lessee:
Description:

Lessor:
Lessee:
Description:

Lessor:
Lessgee:
Description:

Lessor:
Lessee:
Description:

Lessor:
Lessee:
Description:

Lessor:
Lessee:
Description:

Lessor:
Lessee:
Description:

U.S.A.

Yates Petroleum Corporation

NW/4 NE/4 Section 21, T-19-S, R-25-E,
Eddy County, New Mexico

C. R. Nixon, Jr., et al

S. P. Yates, et al

SW/4 NE/4 Section 21, T-19-S, R-25-E,
Eddy County, New Mexico

Lena W. Hildt, et al

Yates Petroleum Corporation

SW/4 NE/4 Section 21, T-19-S, R-25-E,
Eddy County, New Mexico

Panhandle Royalty Company
Yates Petroleum Corporation, et al

NE/4 NE/4 and SW/4 NE/4 Section 21, T-19-S, R-25-E,

Eddy County, New Mexico

Carl E. Ross

Yates Petroleum Corporation

SW/4 NE/4 Section 21, T-19-S, R-25-E,
Eddy County, New Mexico

Joe E. Ross

Yates Petroleum Corporation

SW/4 NE/4 Section 21, T-19-S, R-25-E,
Eddy County, New Mexico

Bert Alton Ross

Yates Petroleum Corporation

SW/4 NE/4 Section 21, T-19-S, R-25-E,
Eddy County, New Mexico

Myrtle Heard

Yates Petroleum Corporation

SW/4 NE/4 Section 21, T-19-S, R-25-E,
Eddy County, New Mexico

Jewel T. Hickam

Yates Petroleum Corporation

SW/4 NE/4 Section 21, T~19-S, R-25-E,
Eddy County, New Mexico

Bonnie Powell

Yates Petroleum Corporation

SW/4 NE/4 Section 21, T-19-S, R-25-E,
Eddy County, New Mexico

Bonnie H. Morrison

Yates Petroleum Corporation

SW/4 NE/4 Section 21, T-19-S, R-25-E,
Eddy County, New Mexico, below 7704'

Bonnie H. Morrison

Nearburg Exploration Company

SW/4 NE/4 Section 21, T-19-S, R-25-E,
Eddy County, New Mexico, below 7704

Atlantic Richfield Co.

Nearburg Exploration Company

SW/4 NE/4 Section 21, T-19-8, R-25-E,
Eddy County, New Mexico

Leslie P. Whitney, et ux

Nearburg Exploration Company

SW/4 NE/4 Section 21, T-19-S, R-25-E,
Eddy County, New Mexico

Mary Elaine Cribbs

Nearburg Exploration Company

SE/4 NE/4 Section 21, T-19-S, R-25-E,
Eddy County, New Mexico



Exhibit A-1
Page -2-

16.

17.

18.

19.

20.

Lesgsor:
Lessee:
Description:

Lessor:
Lessee:
Description:

Lessor:
Lessee:
Description:

Lessor:
Lessee:
Description:

Lessor:
Lessee:
Description:

Ralph Nix, Jr.

Nearburg Exploration Company

NE/4 NE/4 Section 21, T-19-S, R-25-E,
Eddy County, New Mexico

Sara Garretson

Nearburg Exploration Company

NE/4 NE/4 Section 21, T-19-§, R-25-E,
Eddy County, New Mexico

William E. Farha Trust

Nearburg Exploration Company

NE/4 NE/4 Section 21, T-19-8, R-25-E,
Eddy County, New Mexico

R. B. Rodke

Nearburg Exploration Company

NE/4 NE/4 Section 21, T-19-S, R-25-E,
Eddy County, New Mexico

Kerr-McGee Corporation

Nearburg Exploration Company

NE/4 NE/4 and SW/4 NE/4 Section 21,
T-195-S, R-25-E, Eddy County, New Mexico
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EXHIBIT "B"

Attachea to and made a part of that certain Operating
Agreement dated March 13, 1995, by and between Nearburg
Producing Company, as Operator, and Nearburg Exploration
Company et al, as Non-Operators

'I"EX:\lS (:IEFNPEW MPZXI("O )
PRODUCERS 88 REV. 101573 OliL, GAS AND MINERAL LEASE

THIS AGREEMENT made and entered into s dayof .. 19 by and between

hereinafter called ‘‘Lessor’’, whether vne or more, and

——— . hersinafter called *‘Lessos’.
WITNESSETH; That, for and in consideration of the sum of N

Dollars ($___ .}, receipt of which is hereby acknowledged and of the royaitr
; g es herel gree i i
lﬂ?h?; ‘:mnhel;trb{be'm:(. lea.,: n.nl]:l let ;xclu.snl'el\l unto Lessee, its successors and usmgn);n, all of rmu: mjif\ﬁcz::?u:h:hs‘cnb:;mgnoiglqz harein contained
” i e Eadrpgm o h"‘g orag by geological, geophysicel and all cther methods, and of dnllin . producing and opo!.ntin w‘IL:n mmyjnnvemonnry
0';: u:ry‘o d v g . lﬂ" ydrocarbons, and all other minerals ar substances, whether sirmlar or dissimilac, that may be rodgcedel > = Jor the
o :" ecase ‘l)t:' nnsgs,_mcu ug primary, secondary, tertary, cycling, Fressu_\re maintenance methods of recovery and a olh‘: t.hodsmm et Dine
£ unl ow-ni. with all incidental rights thereto, and o establish and uulize facilities for surface and subsurface disposal of salt w.uG m(: : ahether now known
:m\cdrlmsru;:&o:ngs&g: lm?b}::iec:;fi power :;151 lset:ane{ lines, power stauvns. machinery and structures therson, o produce, stors :::’L;FI?“ :x:e..l?hmd *od
. e produc erefrom, together with the right of ingress and egress o and trom said land o b .”dm_ ~
uated in the County of The laad ereby le s wit

e i e e Stateot _ ——. and i3 described as follows:

This lease covers all of the land described above, including any interests herein that any si ato h i
! H ere
covers, and there is hereby granted, leased end let, upon e suma terms sad conditions Xs hf?tin ?;.-v. !on;ﬁ .5?’1&1 :gvt:‘ a:rhelz:fctr “,;,,,‘,‘,‘;‘;,,“’1;’- ‘:d-k?d‘xd..oon by
sdjacent, contiguous, or a part of the tract or tracts described sbove, whether such additional lends be owned ot claimed by deed limitati ¢ tl;n ise ~
fenced or unfenced, and whether such lands are inside or outside of the metes and bounds description set forth sbove. of are in the named qarvay. of Olbet urapy o
surveys. The bonus money paid for this lezse is in gross, and not by the acre, and s p smed gurvey, of other survey ot

. . hell be effective to cuver all such land irrespective of the aumber of acres coa-
m’.’fr‘;d“‘;ﬁ'.“.":?."“x"l' lmdpr-::c!udo.gi within this lease is estimated to comprise.___ ______ acres, whether actually more ot less, and such lend is hereinafter
TO HAVE AND TO HOILD the leased premises for » term of . _ _____ esrs from the date hereof. h { ed “'pri .
therealter us oil, gay or other hydrocsrbons, or other minerals or leased sutstances, or eith P W .psednmnry . apd as long
BT R T ot S A g r sutntances, or en{cr or any ol them, are produced from the le premises or from tands
lln c})?nsldfral(l;)n glthel premisa."ildisl hereby agreed as follows: 3/ l6th
. Royalty On Od. Leswe sha eliver to Lessor, at the well or o the credit of Lessor in the pipeline to which the well be i
other liquid hydrocarbons produced and ssved from the lensed Fremises. or lessxx, ut its option, may buy or sell such)[lﬂf_@r;;! an?uzm&so?f‘l{;leol;::{(:‘tﬂ :;_nd
f tty and Lessor _the ¢ price

for oil or liquid hydrocasbons of like grade and grawvity prevailing in the field on the day such oil is run inte lines i S Lessor's Ity
est in either case shall bear its pm[)orlion of any expenses for (ruuapor_linf and treatin oll:lo make 3it markeuﬂ?&??ruoje.mm slorage ’ T's royalty inter-
| pay to Lessor as royalty on gas, including cuinggl

) ead gas or other gaseo bt sai
{ the premises. MM of the net proceeds at the well received from the sale thereof, nmvnded that on gasg u.seduso!!‘;1 th:r:f:m?;:g%?g o eaid and and sold on of

) ssee in the manufacture of
gasoline or other products therefrom, the royalty shall be the market value at the well of FBUF of the gas so used; as 10 all gas 30 Id by ﬁm.nuudgg a wr
tract, the price received by Lessee for such gas shall be conclusively presumed to be the net —;)Maf'mngﬂ or tEe‘mar"et value at (Ihe well for tho%:ls o solﬁ'_
I;'!__ N [:uvally On Ollllirmub:\:gncn. Lessee ° shall pay to Lessor, 83 ruyalty on ,substances covered by this lesse other than w1l and ges and the products thereof
; icl ir:s:.zny elec produce, save and market from the leased premises, g%{rgi {]he proceeds received by Lessee from the sale thereol after deducting the
4. Shut - In Gas Royalty. 1f at any time, or {rown time o time, either before or after the expirati
¢ R y . 1 . xpiration of the
the leused premises or on ds with which the leased premises are led or unitized and which is capable ol producing in 1 titi i i
befors or after production therefrom, such well shall %e considered under all provisions of this leuepn « well pmdu?:mg ?:’yulx: E:an‘ ;;-nb:zl:mnﬁ:! ‘:hl.ah‘i:mm
sball remsin in force in like manner as though gas lherefrom was actually being suld or used. In such event, covenants snd agrees to pay Laseor, as royalty,

the sum of Dollars ($ ) per i -
ing on the date such well is actually shut in, unless this leasa is beinf maintained in force and effect by some other provision hereof, in égfﬁzvp;?“mam:::d
shall commence on the date this lease cemses to be maintained in full force and effect by some other provision hereof. Payment or tender shall be made to Leasor, or
deposited to the credit of Leasor in the depository bank named in this lease. The first payment shall be due and paysble on or before ninety (90) days alter the date
such well is shut in, or ninsty 190) days from the dats this lease censes 1o be masintained in lorce by some other provision bereof. Unless gas from much well is pro-
duced and sold or used prior thereto, except temporary sales, or use for lease operations, subsequent payments sKlll be due anpually thereafter on the anniversary
date of the period for which such prior payment was made. Nq additions] payments shall be required if there is more than one shut-in gss well on the leased premises
or on lands with which the leased premises are Yooled or unitized. The term “'gas well”” shall include wells capable of producing natural gas, condensate, or any
gaseous subutsace, snd wells classitied as gas wells by any governmental authority haviag jurisdiction. ' '

5. Delay Rental. {{ operations for dnlling or mining on the leased premises., or on {ands with which the leased premises are pooled or unitized, are not com-

primary term of this lease, there ia sny gas well on

menced on or befors one (1) year from the dats of this lease, as set forth above, ihis lease shall terminate as to both parties unless on or belore ous (1) year from
the date of this lease, Lesses shall pay or tender {0 the Lessor a rentsl of

Dollars ($______ . ), which shall cover the privilege of deferTing commencement of such drilling or mining operation for a period of twslve (12) months
from the expiration of said one (1) year period. In like manner and upon like payments or tenders ananually, the ement of such t may be deferred for
successive periods of the same number of months, during the primary term. Paymenis or tenders may be made to the lessor or to the Leassoi's credit in the

. Bank at which bank or any successot
thereot shall continue io be the agent for the Lassor and the Lescor'a successors and assigns. 1f such bank or any successor thereot ahall {ail, liquidaie, or be sicceed-
od by ancther benk, or for any resson fail or refuse 1o accept rental, the rental paying date for anly yeuar shall be extended until the expiration of thirty (30) days after
Lessor shall have delivered to Lessee a recordable instrument making provision for another method of payment or tender and any depository charge shall be the lia-
bility of the Lessor. The payment or tender of rental may be mede by check or dratt of Iessee. mailed or delivered to said bank or Lessor, or to sny Leasor if more
than one, on or belore the reatal paying date. Mailing of rental on or befon: the rental paying date shull be deemed a timely tender thereof and shall precluds the
terroination ¢f this lease. X

6. Drilling Operations. 1 Lesseo should drill and sbandon as a dy hole a well on the leased premises, or if after the discovery of oil, gas or other minerals,
the production lK:mol should cease from sny cause, and, 1o either event, there are no other producing weils 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 lerminsle if Lessee commences reworking or sdditional
drilliog operations on the leased premises within sixty (60) days thevesfter or, if it be within the primary term, Lessee commences or resumes the psyment or tender
of wentals or commences operations for drilling or nworkmg on or befors the rentsl paying date next ensuing afler the expiration of inety (90} days {rom the date
of such abandonment or cessation of production. If such abandonment or cessation of production occurs at any time during the last fifteen {15) won of the primary
term, no reatal payment or drilling operations are neceasary to keep the lease in force during the remainder of the primary term. If, at the expiration of the primary
term, oil, gas or other ininersls sre not being ﬁgoduced from the leased premises or trom lands with which the leased premises are pooled or unitized, but Lesses is
then engaged in operations for dnilling or reworking of any well, this lease shall remain in force so long as euch drilling or reworking operations are proseculed, or
rewarking opecations on any well or additionsl drilling operations are conducted on the leased premises, or on lands pooled or unitized therewith, with no cessation of
more thau sixty {60) consecutive days, and it any such operations result in production then as long thereafter as such production continues.

7. Pooling. Lessee is hereby granted thbe right, st any time and from time to time, whether before or after production, to pool this lease for the production of
oil, gas or condenssle, or any or either of them, as lo the land covered hereby, or any zone or portion thereof, or as to any minersl or royalty interest thersin
with any other lease covering the above described land, or lands adjacent, contiguous, adjoining, or in the immediate vicinity thereof, or as to any zone or portion o
snid lease or any mineral or royalty interest therein. Such pooling shall be into a unit or unita not exceeding forty (40) acres plus an acreage tolerance of ten percent
(10%) thereof for oil, and units not exceeding six hundred forty (640} acres each plus an acreage tolerance of ten percent (10'2) thereof for gn. %r:vidod that, should
overnmental suthority having jurisdiction prescnbe or permit the creation of any drilling, epacing or proration units larger than those specified sbove, such units may
gc created or enlarged 1o conform in size % the drilling or :ptcmi units so prescribed or permit or to the prorstion units as may be authorized for obtaining the
aaximum sllowable production from oas well. may the acreage or interests sbove described, or any partion thereol, as sbove provided. as to oil,
or gas in eny ooe Or more zones, and unils so formed o pot conforn 1o size or area with the unit or units into which the lesse is pooled, or combined as to sny
other zooe, and oil units nesd not conform aa to sres with gas units. Such pooling shall be eflocted by the liling by Leasee of a writlen designation, in the county, of
counties, in which the premises are located, identifying and describing the pooled unit. The production of oil. gas or condensate from sny zoae or portion of the lsnd e
pooled and the dnvelorment and opersdon on such land, including the commencement, drilling, completion snd operation of & well th or the exist h of s
shut-in gas well, shall be considered and construed and shall have the sams effect, except for the payment of royalty, as production, development snd operation, or the
existence of & shut-in gas well on the lesssd premises, regardless of the locaton of the well on the unit. Producton from sny unit well producing oil, gas or couden-
sate shall be allocated to the leased premises in the proportion that the acreage of the leased premises included within the units bears 1o the total acreage in the umit, and
the royslty provided for herein shall be calculsted on the portion of the production 3o allocated. The royalty so payable on sllocated production shall be in lieu of any
other royalty that would sccrus (o Lessor from the production of oil, gas or condensale from any zone or portion of the leased premises included within the unit. Sbut-
in gas roy :n. with respect to unit shut-in gss wells, shall be paysble in accordance with the provisions and in the mmount set forth in this leass. [n the event sny
unit well shall fail W produce oil, gaa or condensats in paying quantities, or in the event the production from any such well shall ceass, Loases msy tenminste the unit
by filing for record, in the county, or countiea whers the land is situated, ¢ written decletation of such termination.

8. Use Of Oil. Gas And Water For Operations. Ieaseo shall have the free use of oil, gas and water from the lessed presises, except watsr from Lassor’s
wells and tanks, for sll operstions bereunder, and the royalty on oil and ges shall be computed after deducting the amount so usad.

9. Removal O} Equipmant. Lassco ahsll have the right, st any time during or after Lhe expiration of this leass, to remove sll property snd fizxtures placed

on the leased premises by Lesses, including the right to withdrsw and remove all casing.

10. Assignment Or Change Of Ouwnership. e righta of either party hersunder may be sssigned in whole or in part and the provisions bereof shall ex-
tend to the heirs. executors, administrators, successors, and l.lfﬂs, but po change or division in ownership of the land, rentals or royslties, however scocomp! .
shall operats (o enlarg> the obligations or diminish the rights of Lesses. No changs or division in the ownership of the land, tals or royalties, b lish
od, shall be binding upon Lssses for any purposs and shall not impair the effectivaness of any payment therstofore made by Lessss (irrespactive of whether Lessss has
sither actusl or constructive knowledge thereof) until sixty (60) days sfter such person acquiring sny interest bas turnished Lessee with the instrument or untmmna
ot certified copies thereof, mmn'tuﬁna) is chain of title trom the origins]l Lessor. In the event of an assignment of this lease ss (0 2 segregated portion of the

his
covered by this lesss, tha rentals mmb hereunder shall be spportioned as between the several leasehold owners, ratsbly, sccording to the suriace area of sach, and o
defsult in rental payment by one shall not stfect the rights of other | hold owners h der who make due payments of rentsls. An amigument of this leass,
in whole or in pact, shall, 1o the extent of such sssignment, relieve and discharge Lessee of all obligations hcmnji.e‘_.r.

11. Force Majeure. shall not be liable for any del‘(ys in its performance of any t or 0 der, or implied, or for total or
partial oonperformance thersof, dus to force msjeurs. The term “force majeurs’, ss used herein, shall meaa any circumstance or any condition beyond the control
of Lesses, fuding but not limited to scta of and actions of the elementa; acis of the public enemy; strikes; lockouts; accidents; lsws, acts, rules, regulations

sad orders of federsl, state or municips! governments, or ofticers or agents thereof; failure of trassportation; or the exhaustion, unnvdlnb_ility. or delays in delivery,
of any product, labor, service or wmatarial. If Losses is r-%m‘nd to cease drilling or reworking or producing operations on the premises force majeure, theo
until ‘euch time as such force majeurs is terminated and for a period ol mnoz (90) days afler such termination, esch and mrﬁ provision of this lease tbat might
operats to terminaste il shall be suspended and this lease shall continue in full force and ‘etfect during such suspension period. say period of mwpecsion oocurs
during the pnmary term, the time thereof shslt be added to such term.
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Recommended by the Council

of Petroleum Accountants
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EXHIBIT “com

Attached to and made a part of that certain Operating Agreement dated March 13, 1995, by and

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

as Non-Operators

1.

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

“Joint Aceount” shall mean the account showing the charges paid and eredits 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 Qperator.

“Parties” shall mean Operator and Non-Operators.

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

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

Statement and Billings

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

that items of Controllable Material and unusual charges and credits shall be separately identified and fully deseribed in
detail.

Advances and Payments by Non-Operators

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

B. Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not made
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at Texas Commerce
on the first day of the month in which delinquency occurs plusai%-or the maximum

contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, whichever
is the lesser, plus attorney’s fees, court costs, and other costs in connection with the collection of unpaid amounts.

Adjustments

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

Audits

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

Approval By Non-Operators

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

IT. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

Ecological and Environmental

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

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

Labor

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

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

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

(4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly emfloyed
in thle Oé)erattion of t{xe Joint Property if suchfchargeg are excluiied fm{n the overhead rates,‘;hiChhSha 1
ipnclude salarjes and wages o rofessjonal emplovees agsociat with the sale

B. 0per%xoxgsacsosfi ﬂ?ﬁaﬁ%%%gggn‘?%ak%&% a?\g%?sa%m’ty%%ijﬁi A58 'iﬁBer]L%s Eﬁ@%ﬂﬁ&éﬁis%ﬁﬁm employees

whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section I1. Such costs under
this Paragraph 3B may be charged on a “when and as paid basis” or by “percentage assessment” on the amount of

salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section II. If percentage assessment
is used, the rate shall be based on the Operator’s cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable
to Operator's costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section [1.

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

Employee Benefits

Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pension, retirement, stock
purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor cost chargeable to the Joint
Account under Paragraphs 3A and 3B of this Section I 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 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.
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 \ike material
is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties.

9.
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B. If surplus Ma_terial is moved to Operator.’s warehouse or other storage point, no charge shall be made to the Joint Ac-
count for a dlst.ance greater than_the distance to the nearest reliable supply store where like material is normally
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be

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

C. In the application of subparagraphs A and B above, the option to equalize or ch.arge 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 11 and Paragraph i, ii, and iii, of Section III. The cost of professional consultant services and contract ser-
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rates.
The cost of professional consultant services or contract services of technical personnel not directly engaged on the Joint
Property shall not be charged to the Joint Account unless previously agreed to by the Parties.

8. Equipment and Facilities Furnished By Operator

A. Operator shall chargg the Joint Agcount 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

€ pereent-E=====4%} per annum. Such rates shall not exceed average commercial rates currently pre-
vailing in the immediate area of the Joint Property.

B. Inlieu 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 praotect

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. Communieations

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio apd
microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving thq Joint
Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section I1.

15. Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section 11, or in Section 11T 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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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 I, all salvage credits, the value of injected substances purchased for secondary

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

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

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section II1, 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 111. All other costs shall be considered as operating.

2. Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of
fixed 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 $ i :

A 7.5 _ %offirst $100,000 or total cost if less, plus

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

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

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

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

8. 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 IIT may be amended from time to time only by mutual agreement between
the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

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

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

1. Purchases

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

2.  Transfers and Dispositions

Materia! 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

g]ﬁy 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.(1)a). 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.o.b. Houston,
Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate, to
the railway receiving point nearest the Joint Property.

(d) Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices f.o.b.
the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate per weight
of tubing transferred, to the railway receiving point nearest the Joint Property.

(2) Line Pipe

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

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

(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 W?ﬁ:{é%f& current new price, as determined by Paragraph A.

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

eight ercent (80% . . ] . . .
(a) At m&a%@m#ﬁg 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
At %%%Zﬁa%é%ﬁﬁ@%& 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-

pgrable. 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

Mat.eria) which is ser.viceab]e apd l_]sable for its original function but condition and/or value of such Material is not
equwale_nt 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 II], Paragraph 1.A(3). Each year, the
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next
year. Such rate shall be published each year by the Council of Petroleum Accountants Societies.

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

3. Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other
unusual causes over which the Operator has no control, the 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 m_ade/wnthln 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 qunt Property.
It shall be the duty of the party selling to notify all other Parties as quickly as possible after the transfgr 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 quties requesting such inventories, except in-
ventories required due to change of Operator shall be charged to the Joint Account.

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

-




EXHIBIT "D"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING
AGREEMENT DATED THE 10TH 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. BAny 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 10TH 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 to their unit
participation.

It is recognized that the purpose of this Provision is to permit any party not
marketing or taking its share of current gas production to defer its production
from the reservoir and permit the other party or parties to pass clear title to
all gas which is marketed or taken on a current basis. Therefore, in the event
production of gas permanently ceases prior to the time that the accounts of the
parties have been balanced, the complete balancing shall be made based upon the
price actually received by each overproduced party for gas produced and sold in
excess of its share, such gas being the last volumes produced from such well or
wells.

Each party producing and taking gas shall pay any and all production taxes due
on such gas. At all times while gas is produced from the contract area, each
party hereto, while producing, taking or delivering any gas to a purchaser, shall
pay or cause to be paid, all royalties due on the gas produced, taken or
delivered to a purchaser. Such royalty payments shall be paid to all royalty
owners in the well spaced unit of the well being produced and shall be for each
royalty owner's proportionate share of the royalty due on the production.

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



EXHIBIT "F"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING AGREEMENT
DATED THE 10TH DAY OF MARCH, 1995, BETWEEN NEARBURG PRODUCING
COMPANY, AS OPERATOR, AND NERRBURG EXPLORATION COMPANY, ET AL, AS
NON-QOPERATORS

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

STATE OF NEW MEXICO

COUNTY OF EDDY

27 X ]

WHEREAS, A Joint Operating Agreement dated March 10, 1995, has been entered into
between Nearburg Producing Company, as Operator,and the wundersigned 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 Northeast Quarter of Section 21, 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 .
etatament should be indexed accordinalv.



EXHIBIT "F"

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

For the purpose of filing this Notice of Joint Operating Agreement Lien, Security
Interests and Financing Statement as a financing statement, the mailing address of secured
parties and debtor are set forth on the signature page attached hereto.

The original of the Operating 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 the date set out under each party's name, to be effective, however, the 10th
day of March, 1995.

OPERATOR

P. O. Box 823085 NEARBU PRODUCING,COM Y
Dallas, Texas 75382-3085
By: 4/

Joe E.[[Fitzgeralf b/ \\,}

SeniorV Landman
Date:
Tax ID No.:_74-1666262

NON-OPERATORS

P. O. Box 823085 NEARBURG EXPLORATION P
Dallas, Texas 75382-3085 grz‘i:fﬁi
By:

Robert G. Shelton
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

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

MYCO INDUSTRIES, INC.

105 South Fourth Street

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

S. P. YATES .

105 South Fourth Street

Artesia, New Mexico 80210 S. P. Yates
Date:
Tax ID#:




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

PAGE -4-
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 DRILLING COMPANY,
a corporation, on behalf of sald 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
1995, by as of AEO PETROLEUM CORPORATION,
a corporation, on behalf of said corporation.
Notary Public, State of New Mexico
STATE OF NEW MEXICO s
S
COUNTY OF CHAVES s
The foregoing instrument was acknowledged before me on the day of
1995, by as of MYCO INDUSTRIES, INC., a
corporation, on behalf of said corporation.
Notary Public, State of New Mexico
STATE OF NEW MEXICO s
S
COUNTY OF CHAVES S
The foregoing instrument was acknowledged before me on the day of p
1995, by S. P. Yates.
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 ESTATE OF LILLIE M. YATES,

on behalf’of sald Estate.

Notary Public, State of New Mexico



EXHIBIT "F"
NOT1CE OF JOINT OPERATING AGREEMENT LIEN,
SECURITY INTERESTS AND FINANCING STATEMENT

PAGE -5-
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 SHARBRO OIL LTD. CO., a
limited company, on behalf of said limited company.
Notary Public, State of New Mexico
STATE OF TEXAS s
S
COUNTY OF MIDLAND s
The foregoing instrument was acknowledged before me on the day of '
1995, by as of CONOCO INC., a
corporation, on behalf of said corporation.
Notary Public, State of Texas
STATE OF TEXAS S
§
COUNTY OF HARRIS 3
The foregoing instrument was acknowledged before me on the day of p
1995, by as of ANADARKO PETROLEUM
COMPANY, a corporation, on behalf of said corporation.

Notary Public, State of Texas

OPR-2\ALTQ21.EXF



EXHIBIT "F"

NOTLiCE OF JOINT OPERATING AGREEMENT LIEN,
SECURITY INTERESTS AND FINANCING STATEMENT
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ESTATE OF LILLIE M. YATES

105 South Fourth Street

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

SHARBRO OIL LTD. CO.

105 South Fourth Street

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

CONOCO INC.

10 Desta Drive, Suite 100W

Midland, Texas 79705 By:
Its:
Date:
Tax ID#:

ANADARKO PETROLEUM COMPANY

17001 Northchase Drive

Houston, Texas 77060 By:
Itsg:
Date:
Tax ID#¥:
ACKNOWLEDGEMENTS
THE STATE OF TEXAS s
S
COUNTY OF MIDLAND S

The foregoing instrument was acknowledged before me on this the 10th day of March,
1995, by Joe E. Fitzgerald, Senior Landman of Nearburg Producxng Company, a Texas
corporation, on behalf of said corporati

gaii  KAYE H. GASSIE NOtary Pu ic, State Of Texas
#\ NOTARY PUBLIC

' * % State of Texas

%mwe*" Comm. Exp. 11-06-97

os
4 Sl e o o e e 0 a e dd

THE STATE OF TEXAS s
S
COUNTY OF MIDLAND S

The foregoing instrument was acknowledged before me on this the 10th day of March,
1995, by Robert G. Shelton, Attorney-in-Fact of Nearburg, Exploration Company, a sole

" KAYE H, GASSIE
NOTARY PUBLIC

State of Texas
Comm. Exp. 11.06-97

STATE OF NEW MEXICO S
§
COUNTY OF CHAVES S
The foregoing instrument was acknowledged before me on the day of '
1995, by as of YATES PETROLEUM
CORPORATION, a corporation, on behalf of said corporation.

Notarv Public., State of New Mexico
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Nearburg Producing Company

Exploration and Production
P.O. Box 823085
5447 Glen Lakes Drive

BEFORE THE
Daflas, Texas 753823085
2147391798 OIL CONSERVATION DIVISION
FAX 214-739-4819 Case No. 11265 Exhibit No. | 2

Submitted By:
Nearburg Exploration Company
Hearing Date: July 27, 1995

March 29, 1995

VIA TELECOPY 505-748-4572 and
CERTIFIED MAIL - RETURN RECEIPT REQUESTED

Mr. Randy Patterson

Yates Petroleumn Corporation
105 South Fourth Street
Artesia, NM 88210

Re: Ross "EG" Com #14 Well and
Rodke "AOY" Com #1 Well;
NE/4 Saction 21, T-19-S, R-25-E
Eddy County, New Mexico

Dear Mr. Patterson:

On August 23, 1994, Yates Petroleum Corporation ("Yates®), as operator and other parties including
Nearburg Exploration Company ("Nearburg®) as non-operators, entered into an Operating Agreement
(herein so called) with regard to the Contract Area (herein so called) described as the NE /4 of Section
21, Township 19 South, Range 25 East, Eddy County, New Mexico. The Operating Agreement
contemplated the drilling of an initial well (herein so called), the Alto "AQOL" Com #1, at the location
described In Article V! of the Operating Agreement. The initial well was not commenced on or before
February 1, 1995, as required by the Operating Agreement. Yates proposed two addltional wells (the
*subsequent wells") in different locations within the Contract Area by letters dated February 23, 1995
and received February 27, 1995 (as to the Ross EG Com #14 well), and March 9, 1995 (as to the
Rodke "AQY" Com #1 well).

As the Initial well contemplated by the Operating Agreement was not commenced in a timely fashion
and the subsequent wells are proposed to be drilled at other locations, Nearburg maintains the
Operating Agreement has terminated and is no longer in full force and effect. Should Yates not
concur in this position, it may be necessary for a judiclal declaration as to the status of the Operating
Agreement.

Solely for the purpose of protecting its interest In and to the Contract Area from the assertion of
nonconsent penalties, pending any such declaration and without waiver or acquiescence that (i) the
Operating Agreement has terminated, (i) the proposals for the subsequent wells pursuant to the
Operating Agreement are ineffective as the Operating Agreement has terminated, and (jii) that !
Nearburg should be the operator of any well proposed in the Contract Area due to Its large working
interest and operations on adjoining acreage; Nearburg consents to the subsequent wells. Nearburg
shall not be deemed hy this letter to have consented to the subsequent wells in any circumstance
other than if the Operating Agreement is determined to be presently in full force and effect as to the
Contract Area. Specifically, Nearburg shall not be deemed to have consented to the subsequent wells
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Mr. Randy Patterson
March 29, 1985
Page 2

for the purposes of any proceedings before the New Mexico Qil Conservation Division or other federal
or state agency.

Without regard to the consent to the subsequent wells In the preceding paragraph, Nearburg intends
to continue to assert that no operations can be commenced under the Operating Agreement as it has
terminated. In addition, Nearburg calls your attention to the Alto 21 #2 well proposed to you by our
correspondence dated March 16, 1995.

Nothing contained in the letter shall be deemed to waive or relinquish any claims Nearburg may assert
against Yates for disposal of salt water into a productive formation within the Contract Area.

We would appreciate your prompt response.

Your truly,

A 7

Duane A. Davis
Manager of Finance and Accounting
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Nearburg Pr
Exploration and Production
Dallas, Texas

ing Compan

AUTHORITY FOR EXPENDITURE COMPARISON

PROPOSED WELLS

—

LOCATION: 660 FNL, 660 FEL, Section 21, T19S, R25E, Eddy County, New Mexico

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

DATE PREPARED: 6/28/95

H

Page 1 0of 2

OIL CONSERVATION DIVISION
Case No. 11265 Exhibit No. S

Submitted By:
Nearburg Exploration Company
Hearing Date: July 27, 1995

(228
RAN Q—LL:V\
.//——.\71\“* 7/ - T
N =apc [YATEs | | NPC | YATES | | NPC | YATES |

INTANGIBLE COSTS: | BcP | Bep | | AcP | ACP | | TOTAL | TOTAL | | DIFF
Drilling Footage 129,600| 140,700 129,600! 140,700§":| (11,100
Drilling Daywork 13,200 13,500 8,800 22,000 13,500 8,500
Drilling Turnkey 0 0} = 0
Rig Mobilization and Demobilization i = 0 0} 0
Road & Location Expense 17,000 11,300| 1,000 3,300 :f ‘| 18,000| 14,600} 3,400
Damages 5,000 1 5,000 ol | 5,000
Directional Drilling - Tools and Service 0 0 0
Drilling Fluids 15,000| 10,000 600| | 15000 10600} | 4,400
Fuel, Power, and Water 10,000 18,000 1,600 1,100 11,500 19,100 (7,600
Supplies - Bits 300 750 2,300 750 2,600 (1,850
Supplies - Casing Equipment 2,000 3,500 5,500 0 5,500
Supplies - Liner Equipment 0 0 0
Supplies - Miscellansous 500 500 1,000 0 1,000
Cement and Cmt. Services - Surface Csg 17,000 12,500] 17,000 12,500} 4,500
Cement and Cmt. Services - Int. Csg B 0 0 0
Cement and Cmt. Services - Prod. Csg 30,000| 30,000 30,000 30,000 0
Cement and Cmt. Services - Other 0 0} 0
Rental - Drilling Tools and Equipment 3,000 6,300 1,000 8,000 4,000 14,300 (10,300
Rental - Miscellansous 500 1,000 1,500 0 1,500
Testing - Drill Stem / Production 6,000 0] 6,000 0t 6,000
Open Hole Logging 20,000 11,000 20,000 11,000 9,000
Mudlogging Services 7,500 3,600 7,500 3,600 3,800
Special Services 0 0 0
Plug and Abandon 10,000 (10,000 0 ol 0
Pulling and/or Swabbing Unit 12,000 7,800 o 12,000 78001 4,200
Reverse Equipment 1,200 | 1,200 0 1,200
Wireline Services 5000( 4000} | 5000 4,000 1,000
Stimulation 20,000/ 30,000 | 20,000| 30,000 (10,000
Pump / Vacuum Truck Services 500 500 ’ 1,000 0} 1,000
Transportation 1,000 1,500 2,500 0 2,500
Tubular Goods - Inspection & Testing 500 6,000 6,500 0} 6,500
Unclassified 0 0} 0
Telephone and Radio Expense 500 500 1,000 0 1,000
Engineer / Geologist 3,150 1,350 . 4,500 0] 4,500
Company Labor - Field Supervision 12,600| 7,500 4500| 5400| | 17.100] 12,900} 4,200
Contract Labor / Roustabout 1,000 2,500 : 3,500 0 3,500
Legal and Professional Services 2,500 500 3,000 0} 3,000
Insurance 10,300 10,300 0f 10,300
Overhead 4,600 2,000 6,600 0} 6,600
N % 292,950 234,700 95,600 92,500 388,550| 327,200 61,350
Contingenci 29,295 0 9,560 4,500 38,855 4,500 34,355
ESTIMATED TOTAL INTANGIBLES 322,245| 234,700 105,160 97,000 427,405| 331,700 95,705

BEFORE THE




Nearburg Producing Compan

Page 2 of 2
Exploration and Production
Dallas, Texas
AUTHORITY FOR EXPENDITURE COMPARISON
PROPOSED WELLS: Alto 21 #2 / Rodke AQY Com #1
LOCATION: 660 FNL, 660 FEL, Section 21, T19S, R25E, Eddy County, New Mexico
DESCRIPTION OF WORK: Drill and complete as a pumping Cisco/Canyon oil producer.
DATE PREPARED: 6/28/95
: — — T T
: -:‘\NPC YATES NPC YATES | NPC YATES | =
TANGIBLE COSTS: +7:| BCP BCP : ACP ACP | TOTAL { TOTAL | DIFF
Conductor Casing B 0 0} 0
Surface Csg ¢ 20,180 16,800 20,150 16,8001: 3,350
Intermediate Csg 0 0t 0
Protection Csg S i 0t: 0
Production Csg : 101,250 80,000| | 101,250| 80,000} | 21,250
Protection Liner ’ e 0F 0
Praduction Liner v o 0} 0
Tubing 5 | 24,180] 21500| | 24,180| 21,500 2,680
Rods . = L 0 0} 0
Artificial Lift Equipment s | 80000 75000} { 80000( 75000{ | 5000
Tank Battery = 15000| 90,000{ | 15000 90,000{ | (75,000
Separators/Heater Treater/Gas Units/FWKO | - 1 10,000 30,000 : 10,000 30,000 3 (20,000
Well Head Equipment & Christmas Tree | |  1,500| 2,200 | 10,500 13,500 | 12,000] 15700} | (3,700
Subsurface Well Equipment N : 15,000 0| 15000} | (15,000
Flow Lines X 5,000 : 5,000 0} 5,000
Saltwater Disposal Pump 5 0 0} 0
Gas Meter & 3,000 3,000 0} 3,000
Lact Unit 2 0 0| 0
Vapor Recovery Unit 0 0 0
Other Well Equipment 0} 0
ROW and Damages 3 0 0
Surface Equipment Installation Costs 10,000] 10,000/ | 10,000] 10,000 0
Elect. Installation i 15,000 15,000 0 15,000
0
ESTIMATED TOTAL TANGIBLES 21,650 19,000 273,930| 335,000 295,580 354,000 (58,420
0

ESTIMATED TOTAL WELL COSTS 343,895| 253,700 379,090| 432,000 722985 685,700 37,285

Total NPC Contingencies: $38,855

Total YPC Contingencies: $4,500

Difference $34,355

DIFFERENCE IN AFES EXCLUDING CONTINGENCY ENTRIES $2,930




Nearburg Producing Company Page 1 of 1
Exploration and Production
Dallas, Texas

AUTHORITY FOR EXPENDITURE COMPARISON
YATES AFE FORMAT

WELL: Yates Rodke AOY Com #1/ Yates Ross EG Com #14 PROPOSED TOTAL DEPTH: 8,300
LOCATION: Section 21, T19S, R25E, Eddy County, New Mexico

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

DATE PREPARED: 6/28/95

A oL
Rodke | Ross 14 | Rodke | Ross 14 ( Rodke {JRoss 14 }:

NG TS: BCP | BCP ACP | ACP | [TOTAL TAL | | DIFF
Staking, Permit & Legal Fees = 500 500 : 500 500} . ]
Location, Right-of-Way 10,800| 10,800 ] 10,800 10,800} - 0
Drilling Footage | 140,700| 125,745 1 140,700| 125,745} 14,955
Drilling Daywork ] 13,500] 13,500| | 13,500] 135500| 0
Driling Water, Fasline Rental | _18000] 18000 | 18000] 18000} - 0
Drilling Mud & Additives . |_10,000] 10,000] 110,000 10,000} 0
Mud Logging Unit, Sample Bags | 3600 3,600] | 3go0] 3e00] 0
Cementing - Surface Casing | 12500 12500 | 12500] 12500] - 0
Drill Stem Testing, OHT ) 0 of | 0
Electric Logs & Tape Copies | 11,000] 11,000 111,000 | 0
Tools & Equip. Rntl., Trkg. & Welding 1 6300 6,300 .1 6,300 0
Supervision & Overhead | 7500{ 7,500 ] 7,500 o 0
Contingency : i 0 0" 0
Coring, Tools & Service o i 0 0} . 0
Bits, Tool & Supplies Purchase S| 300  300|. | 300 300} - 0
Cementing - Production Casing g | 30000] 8000} | 30000] 8000} | 22,000
Completion Unit - Swabbing : 7,800 7.800 _ 7,800 7,800 0
Water for Completion 2 1100] 1100] | 1100 1100} 0
Mud & Additives for Completion 600 600] = 600 600} | 0
Cementing - Completion = 0 o 0
Elec. Logs, Testing, Etc. - Completion 4000| 4000 | 4000 4,000} 0
Tools & Equip. Rntl., Etc. - Completion - 8000, 8000 | 8000/ 8000} 0
Stimulation for Completion | 30,000] 10,000] | 30,000] 10,000} “| 20,000
Supervision & O/H - Completion 3 5400| 5400 | 5400| 5400| 0
Additional LOC Charges - Completion o 3,300 3,300 | 3,300 3,300 .: 0
Bits, Tools & Supplies - Completion i 2300 2300/ | 2300 2,300 0
Contengency for Completion o 4,500 4,500 |. 4,500 4,500 0
ESTIMATED TOTAL INTANGIBLES 234,700 | 219,745 97,000| 55,000 331,700 | 274,745 56,955

| Rodke |Ross14 | | Rodke | Ross14 | | Rodke | Ross 14 |
TANGIBLE COSTS: | BcP | BCP ACP | ACP | | TOTAL | TOTAL | | DIFF
Christmas Tree & Wellhead | 2200] 2200] .| 13500] 13500] | 15700 15.700| 0
Casing 9-5/8" | 16.800] 16,800 | 16,800 16,800| - 0
7" | 80,000] 80,000| | 80,000/ 80000} - 0
Tubing 2-7/8" ‘ 21,500] 21,500] | 21500] 21,500 0
Packer & Special Equipment : 15,000| 15000| | 15,000 15,000} 0
Pumping Equipment 75,000, 75,000( 1 75,000 75,000 0
Storage Facilities _ 90,000 " 90,000 0} [_90,000
Separation Equip., Flowlines, Misc. g ‘| 30,000f 10,000( %! 30,000| 10,000 120,000
Trucking & Construction Costs 10,000 ;| 10,000 0} 10,000
ESTIMATED TOTAL TANGIBLES 19,000 19,000| | 335,000 215,000 354,000 | 234,000 120,000
0
ESTIMATED TOTAL WELL COSTS 253,700| 238,745 | 432,000| 270,000| | 685700| 508,745 176,955
BEFORE THE
OIL CONSERVATION DIVISION
ALTOYC WKe Case No. 11265 Exhibit No. |G

Submitted By:
Nearburg Exploration Company
Hearing Date: July 27, 1995




Nearburg Producing Company
Dagger Draw Salt Water Disposal Facilities

Current Capacity Current Utilization

Aikman SWD State #1 Unit N, Section 27, T19S, R25E Devonian 10,000 8,000
Holstun #1 SWD Unit B, Section 4, T20S, R25E Devonian 18,000 11,000
BEFORE THE

OIL CONSERVATION DIVISION
Case No. 11265 Exhibit No. {7
Submitted By:

Nearpurg Exploration Company
Hearing Date: July 27, 1995
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