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Moberly "“21" No. 1 Well
1980’ FNL & 1980’ FEL
Section 21, T256S-R36E
Lea County, New Mexico

Working Interest Owners

Enserch Exploration, Inc.
McBride Qil & Gas Corporation
Yates Energy Corporation

Mrs. W. O. Bryant (Minerals)
Henry A. Felt, Sr. (Minerals)

72.656250%
16.145834%
8.072916%
1.682500%

0

100%
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RAY L. MCKIM, It
Certinal Arvessoral] Lvendmasn
Lnyironments] ik Assessor

PO Boy 2358 (1) EFC-9905
FAX (915)648-6485

Midlind, Texes 73702

Hemyék. Fslt, Sr.
212 Qompton Roud
Haledbn, New Jarsey (7508

RE:  TOWNSHIP 25 SOUTH, RANGE 35 EAST e
Section 14; SW/ANE/
Lea County, New Mexico Fr/esls L
‘—‘_‘-“\-_

Daar Mr. Feit':

Pursuant 10 cur phona conversation, pieasse find anclosed cne criginal oil and gas
lease covering your 1/845 mineral interest in the above captioned subject to the following

terms,

1) $100.C0 porws consideration, incluzsive of pald-up rentals {$160.00 x 625 nat acres),
2) 3/16hs roysity en ol and gas, snd

3) & two (2) year primary term.

Ugon your review and approvei, pleasa excoute tha fsase in front of a notary
public and to aveid collection charges, mtum the lease direct to mz and | will forward
for prompt mayinent a cneck direct £0 you. A copy i5 enclosed for your fikes.

FPlease also find an (RS form W-8 i be fillsd out and returned with the lease. This
form will ba kept on filz 1o keep tax iD numbers consistent with names.

| appreciate your time and attention to this matter and if you have any questicns,
pleasa call me at the number above.

Sinceraly,

Ray L. McKim, 1if

___h"':Q\-\

DEPT.:L_&]!{ )
FAX:
FHOM;E‘\TQ-# L
co:

PHOKE:

FAX:_
COMMENTS;

m ) "OA 3821

OVLET.CHK

BEFORE EXAMINER CATANACH
OIL CONSERVATION DIVISION

E ) s e EXHIBITNO,__ Z-

CASE NO. “T73




ENSERCH
EXPLORATION

4849 Greenville Avenue, Suite 1200
Dallas, Texas 75206-4186
214-369-7893

February 12, 1996

Henry Felt, Sr.
212 Pompton Road
Haledon, New Jersey 07508

RE: Jabalina Prospect
Moberly "21" No. 1 Well
Lea County, New Mexico

Gentlemen:

Mr. Ray McKim is an Independent Landman that is working for Dalen Resources (now
Enserch Exploration, Inc.). Mr. McKim has informed me that you have rejected our
offer to lease your minerals rights under the SW/4 NE/4 of Section 21, Township 25
South, Range 36 East, Lea County, New Mexico. Therefore, | am attaching a copy of
the AFE for the drilling of the Moberly "21" No. 1 well. This will afford you the
opportunity to participate in the drilling of this well. Please execute and return one copy
of the AFE, and we will invoice you for your share of the costs prior to drilling of the

well.

Sincerely,

jeif %JM&*«

erry Anderson

JRAVtle o W
N AN

Enclosures » &/\ v f/“' / /
jra.002 N U L Q ' (
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SENDER:

e Complsts items 7 zndfor 2 for additional services. I also wish to receive the
¢ Comniete items 3, and 4a & b.

following services {for an extra
¢ Print your name and address on the reverse of this form so

fee):
that we can return this card to you. s
~ ¢ Attach this form to the front of the mailpiece, or on the 1. L] Addressee’s Address
" g back if space does not permit. 0 . .
HYB « Write “‘Return Receirt Requested’’ on the mailpiece next to| 2 Restricted Delivery
g o the article number. Consult postmaster for fee.
al e 3. Ariicle Addressed to: 4a. Ajtigie Numper
2 PUET 007 §7
<o f
2o 7{/4/(/ 5 4b. Service Type
&< O Registered 3 insured
Bl s / - , | O Certified 0 cop
& o
- ! {0 Express Mait [ Return Receipt for
g % Merchandise
2 » 7. Date of Deliver
22 bl e gawap ;
2 E ’ 1075 0%
° 5. Signature (Addcressee) ~

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

6. Signature (Agent)

PS Form 3811, October 1990

«U.S. GPO: 1990—~273-861

DOMESTIC RETURN RECEIPT

qLg .00 259 d

g dissey uvin1ay
§ NOA Nueyl

Suisn i0
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JO.EASLEY, INC.

_ Pretroleum Land Service
=/
— PO.BOX 1796 TELEPHONE 505-623-3758
ROSWELL,NM 88202-1796 FAX 505-623-3797
AFFIDAVIT
RE: Dalen Resources Qil & Gas Co.

Section 21, T25S-R36E
Lea County, New Mexico
Mrs. W. O. Bryant

This is an affidavit outlining my efforts to locate Mrs. W. O. Bryant as to her undivided
2/128 interest in the SWY%NEY: of Section 21, T25S-R36E, Lea County, New Mexico.

Mrs. W. O. Bryant last executed an oil and gas lease covering these lands in 1960. At that
time, she resided in Perkins, Oklahoma. Perkins, Oklahoma, is located within Payne County and
closely adjacent to Lincoln County, Oklahoma.

Our efforts were conducted by researching probate records in each county, as well as tax-
roll records, for that time period. We also used Panjea, Inc., a professional service specializing in
computer phone book research, as well as the use of criss-cross directories. Several Bryants were
located, but none were related to, or knew of, Mrs. W. O. Bryant. Due to the unknown first
name of Mrs. Bryant, we were unable to determine, through records at the Oklahoma State
Bureau of Vital Statistics, if she had died. We also contacted several older citizens of the town of
Perkins, but none were of any help.

In conclusion, without a social security number or additional information, we have been
unable to locate this individual.

Signed and delivered this 15th day of January, 1996.

08 oo

Al Swanson, Landma;n;
J. O. Easley, Inc.

400 N. PENNSYLVANIA.STE. 920 * ROSWELL,NM 88201t



ENSERCH

EXPLORATION c

4849 Greenville Ave., Suite 1200
Dallas, Texas 75206-4186
214-369-7893

McBride Oil & Gas Corporation
400 North Pennsylvania, Suite 1200
Roswell, New Mexico 88201

Attn: Ray Willis

Dear Ray:

November 6, 1995

OVERNITE MAIL

Re:  Jabalina Prospect
Moberly “21” No. 1 well
Lea County, New Mexico

Enclosed for your review is a copy of the Title Opinion covering the NE/4 of
Section 21 - Township 25 South, Range 36 East. Also enclosed is a copy of the AFE
covering the drilling and completion of the Moberly “21” No. 1, located in the SW/4 NE/4
of Section 21-T25S-R36E, Lea County, New Mexico. Please let me know within 30 days
your decision as to whether you wish to participate in the drilling of this test.

As I have previously discussed with you, we will be in Roswell for an Operators
Meeting, hopefully next week or the week after, to discuss the drilling of this well. T will
bring a copy of the Operating Agreement for your review.

JA/edv

enclosure

a: JA/jerry/mcebride.to

Yours very truly,

p ' :
%aﬁ, rcea Sere
Jerry Anderson =
Regional Land Representative
Mid-Continent Region



ENSERCH
EXPLORATION nc

4849 Greenville Ave., Suite 1200
Dallas, Texas 75206-4186
214-369-7893

Fred Yates Petroleum

500 North Main, Suite 1010
Sunwest Bank Center
Roswell, New Mexico 88201
Attn: Sherry Hamilton

Dear Sherry:

November 6, 1995

OVERNITE MAIL

Re:  Jabalina Prospect
Moberly “21” No. 1 well
Lea County, New Mexico

Enclosed for your review is a copy of the Title Opinion covering the NE/4 of
Section 21 - Township 25 South, Range 36 East. Also enclosed is a copy of the AFE
covering the drilling and completion of the Moberly “21” No. 1, located in the SW/4 NE/4
of Section 21-T25S-R36E, Lea County, New Mexico. Please let me know within 30 days
your decision as to whether you wish to participate in the drilling of this test.

As I have previously discussed with you, we will be in Roswell for an Operators
Meeting, hopefully next week or the week after, to discuss the drilling of this well.. T will
bring a copy of the Operating Agreement for your review.

JA/edv

enclosure

a: JA/jerrylyates.to

Yours very truly,

?4/4/3?/, Qnaﬁ/x»dk
' <o
Jerry Anderson

Regional Land Representative
Mid-Continent Region



RAFT

Foo Niccussicr Purposes OnLly

A.A.P.L. FORM 610-1982
MODEL FORM OPERATING AGREEMENT

OPERATING AGREEMENT
DATED

November 8 | 19 95

)

OPERATOR DALEN Resources Oil & Gas Co.

CONTRACT AREA ___See Exhibit "A"

COUNTY OR PARISH OF _ 2 STATE OF _New Mexico

(MC# NM 100)

COPYRIGHT 1982 — ALL RIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM
LANDMEN, 4100 FOSSIL CREEK BLVD
FORT WORTH, TEXAS 76137, APPROVED FORM
A APL NO. 610 - 1982 REVISLD:

Ewseredd DanETH0_ S

CAST 47X

L




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

Arucle

L.
{L
Iil.

v.

VL

VIL

VIIIL.

IX.

X1.
XIL.
XL
XIV.

XV.
XV

TABLE OF CONTENTS

Title

DEFINITIONS
EXHIBITS ..

INTERESTS OF PARTIES ..

A. OIL AND GAS INTERESTS . . ..

B. INTERESTS OF PARTIES IN COSTS AND PRODUCTION

C. EXCESS ROYALTIES, OVERRIDING ROYALTIES AND OTHER PAYMENTS
D. SUBSEQUENTLY CREATED INTERESTS.

TITLES . ... .. ... .. ... ... e

A. TITLEEXAMINATION. .. ... ... _ S .

B. LOSSOF TITLE. . ..... ... ............ e
1. Failureof Title. . ... ........ . .. ... .. ...
2. Loss by Non-Payment or Erroneous Payment of -\mount Due
3. Other Losses. .. ..........

OPERATOR ... . ... . ... . ... ... ...
A. DESIGNATION AND RESPONS[BILITIES OF OPER —\TOR .
B. RESIGNATION OR REMOVAL OF OPERATOR AND SELECTION OF SL’CCESSOR
. Resignation or Removal of Operator .
2 Selection of Successor Operator
C. EMPLOYEES . ... .. ... o
D. DRILLING CONTRACTS. o

DRILLING AND DEVELOPMENT ..
A, INITIAL WELL.
B. qUBSEQUENT OPERATIONS ,
. Proposed Operations .. .. ...
2. Operations by Less than All Parnes
3 Stand-By Time. ... ..... .. ..
4. Sidetracking .. ... ... .. S
C. TAKING PRODUCTION IN K!ND ..... o
D. ACCESS TO CONTRACT AREA AND l’\IFORMATION .
E. ABANDONMENT OF WELLS. ... .. ..
1. Abandonment of Dry Holes. ... ... ...
2. Abandonment of Wells that have Produced
3. Abandonment of Non-Consent Operations .

EXPENDITURES AND LIABILITY OF PARTIES
A. LIABILITY OF PARTIES. . ... .. S
B. LIENS AND PAYMENT DEFAULTS
C. PAYMENTS AND ACCOUNTING . ..
D. LIMITATION OF EXPENDITURES. ..
1. Drillor Deepen........... .. .
2. Rework or Plug Back .. ...... ..
3. Other Operations. .. .......
E. RENTALS, SHUT-IN WELL PAYMENTS A'\JD Ml'\JlMUM ROYALTIES
F. TAXES. ... ... ... . ... ... ... o : : o

G. INSURANCE . .. ... ... . e

ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST .

RENEWAL OR EXTENSION OF LEASES .. ... ..

MAINTENANCE OF UNIFORM INTEREST . .. . ........ .. ... .. .. ..
WAIVER OF RIGHTS TO PARTITION . . . ..
PREFERENTIAL RIGHT TO PURCHASE. . . . ..

INTERNAL REVENUE CODE ELECTION. ... ... ... ... . . .. .. o
CLAIMS AND LAWSUITS.

FORCE MAJEURE

NOTICES . ... . ...

TERM OF AGREEMENT

COMPLIANCE WITH LAWS AND REGULATIONS
A. LAWS, REGULATIONS AND ORDERS.

B. GOVERNING LAW

C. REGULATORY AGENCIES

OTHER PROVISIONS

TMOO®»

MIS I LANEOUS

. SURRENDER OF LEASES . .. ... ... ... ................ .. o . ...........

ACREAGE OR CASH CONTRIBUTIONS. .. ........ ... ... .. S

SnoPurines 333 O“‘

Page

)

to tu 1o Ty 1y

e

DRV S RV LA )

do e DD D s

D O O O O V00 0 e N~ g
o)

— e = = e O \D
-0 o o o L0
o o

— e

11-12
12
12
12

12
13
13

o713
13

14

14
14

14



[ R

20

(S R N NI W)
0503\40

31

56

57
cQ

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

OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between DALEN Resources 0il & Gas Co.

hereinafter designated and

referred to as *Operator ', and the signatory party or parties other than Operator, someumes hereinafter referred to individually heren

as ""NonOperator ", and collectively as **Non-Operators".

WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases and.or o1l 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 1II.
EXHIBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof:
A. Exhibit **A"’", shall include the following information:
(1) Identification of lands subject to this agreement,
(2) Restrictions, if any, as to depths, formations, or substances,
(3) Percentages or fractional interests of parties to this agreement,
(4) Oil and gas leases and/or oil and gas interests subject to this agreement,
(5) Addresses of parties for notice purposes.

B. Exhibit *‘B’’, Form of Lease.

C. Exhibit **C"’, Accounting Procedure. .
X D. Exhibit *‘D’’, Insurance.

& E. Exhibit “‘E’’, Gas Balancing Agreement.

0 F. Exhibit *‘F"’, Non-Discrimination and Certification of Non-Segregated Facilities.

;

If any provision of any exhibit, except Exhibits ‘'E’’ amd—“G2~is inconsistent with any provision contained in the body

of thic aereement the nrovicione in the bodv of thic zoreement chall nrevail



A APL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982
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! ARTICLE III. For Discussion Purpases Oaly
2 INTERESTS OF PARTIES

3

4 A. Oil and Gas Interests:

f If any party owns an oil und wis interest in the Contract Area, that interest shall be treated for ail purposes of this agreement
- and dunng the term hereot as if 1t were covered by the form of o1l and gas lease attached hereto as Extubit “*B*", and the owner thereot
B shall be deemed 0 ¢wn both the rovalty interest reserved in such lease and the interest of the lessee thereunder.

9
10 B. Interests of Parties in Costs and Production:
I
12 Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and
13 paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set
14 forth in Exhibit A", In the same manner, the parties shall also own all production of oil and gas from the Contract Area subject to the

15 payment of rovalties to the extent of burdens of record as of the which shall be borne as hereinafter set forth.
date of this Agreement,

16
17 Regardless of which party has contributed the lease(s) and/or oil and gas interest(s) hereto on which royalty is due and
18 payable, each party entitled to receive 4 share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or

19 cause to be paid or delivered. to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the
20 other parties free from any liabikity therefor. No party shall ever be responsible, however, on a price basis higher than the price received
21 by such puarty. to any other party’s lessor or royalty owner, and if any such other party’s lessor or rovalty owner should demand and
22 receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to

23 such higher price.

24

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

26

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

28

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

30 overriding royalty, production pavment or other burden on production in excess of the amount stipulated in Article !11.B.. such party so

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

32 and all claims and demands tor pavment asserted by owners of such excess burden.

33

34 D. Subsequently Created Interests:

35

36 If any party should hereafter create an overriding rovalty, production pavment or other burden pavable out of production

37 attributable to its working interest hereunder. or if such a burden existed prior to this agreement and is not set forth in Exhibit “* A", or

38 was not disclosed in writing to all other parties prior to the execution of this agreement by all parties, or is not 4 jointly acknowledged and

20 accerted obligation of all parties fany such interest being hereinafter referred to s “'subsequently created interest”" irrespective of the

40 timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred

41 to as “"burdened party '), and:

42

43 1. If the burdened party is required under this agreement to assign or relinquish to any other party, or parties, all or a portion

44 of its working interest and/or the production attributable thereto. said other party, or parties, shall receive said assignment and/or

45 production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party.

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

47 and.

48

49 2. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VII.B. shall be

50 enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of

51 the burdened party.

52 ’

53 ARTICLE V.

54 TITLES

35

56 A. Title Examination:

57

58 Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations or. if

50 s« Driing Parties so request, title examination shall be made on the leases and/or oil and gas interests included. or planned to be includ-

o .. 1. the Jdrilling unit around such well. The opinion will include the ownership of the working interest, minerals, rovalty, overriding

] cow 4t and production payments under the applicable leases. At the time a well is proposed, each party contributing leases andlor oil and

2 s+ nterests to the drillsite, or 1o be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status
szl pinions, title papers and curative material in its possession free of charge. All such information not 1n the possession of or

o ..o ava:lable to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator. Operator shail

65 cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be furnished to each party
66 v reta. The cost incurred by Operator in this title program shall be borne as follows:

- o opintons and Jovisien order title opinicnsishet-he-meprrr T T Sisirative overhead as oo cAdad in Exhibic ©CH
! T

g T S S PP I Vi o VPSP U SRV " , b A ot




‘AAPL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

E:a:
ARTICLE IV s a'i N E
continued For Discussion Purposes Only

1 X Option No. 2 Costs incurred by Operator in procuring dabstracts and fees paid outsile attornevs for ttle examination

2 tincluding preliminary. supplemental. shut-in gas royalty opinions and division order title opinions) shall be borne by the Drilling Partie~

3 n the proportion that the interest of each Drilling Purty beurs to the total interest of all Drilling Puarties us such interests appear i

i hibit ** A", Operator shall make no charge for services rendered by its staff attorneys or other personael in the pertormance of the above

S functions.

6

- Each party shall be responsible for securing curative matter and pooling amendments or agreements required 10 connecuon
3 with leases or oil and gas interests contributed by such partv. Operator shall be responsible for the preparation and recording ot pooling

9 designations or declarations as well as the conduct of hearings before governmental agencies for the securing ot spacing or pooling orders
10 This shall not prevent any party from appearing on its own behalf at unv such hearing.
11
12 No well shali be driiled on the Contract Area until after (1) the ttle to the drillsite or drilling unit has been examined as above

13 provided, and (2) the title has been approved by the examining attorney or title has been accepted by all of the parties who are to par
14 ticipate 1n the drilling of the well.

15

16 B. Loss of Title:

17

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

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

23 ta) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it shall not be
24 entitled to recover from Operator or the other parties any development or operating costs which it may have theretofore paid or incurred.
25 but there shall be no additional liability on its part to the other parties hereto by reason of such title failure;

26 b) There shall be no retroactive adjustment of expenses incurred or revenues recetved from the operation of the interest which has
27 been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finallv that title failure has oc-
28 curred. so that the interest of the party whose lease or interest is affected by the title failure will thereafter be reduced in the Contract

29 Area bv the amount of the interest lost;

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

24 id) Should any person not a party to this agreement, who is determined to be the owner of any interest in the title which has

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

36 who bore the costs which are so refunded;

37 (e) Any liability to account to a third party for prior production of oil and gas which arises by reason of title failure shall be
3R borne by the party or parties whaose title failed in the same proportions in which they shared in such prior production: and,

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

32

i3 2. Loss by Non-Payment or Erroneous Payment of Amount Due: If. through mistake or oversight. any rental, shurin well
-+ payment, minimum royalty or royalty payment, ts not paid or is erroneously paid. and as a result a lease or interest therein terminates.

45 there shall be no monetary liability against the party who failed to make such pavment. Unless the party who failed to make the required
46 payment secures a new lease covering the same interest within ninety (90) days from the discovery of the failure to make proper payment,
47 which acquisition will not be subject to Article VIII.B., the interests of the parties shall be revised on an acreage basis. effective as of the
48 date of termination of the lease involved. and the party who failed to make proper payment will no longer be credited with an interest in
49 the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who failed to make the
50 required payment shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas attributable to
51 the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of stch interest, it
52 shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilled
53  or wells previously abandoned) from so much of the following as is necessary to effect reimbursement:

54 (a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost interest, on an acreage basis,
b)) up to the amount of unrecovered costs;

56 (b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an acrcage basis, of that portion of
57  oil and gas thereafter produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of such lease
58 termination, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said

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

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

62

63 3. Other Losses: All losses incurred, other than those set forth in Articles IV Bl and TV B.2. above. shall be joint tosses
&4 and shall be borne by all parties in proportion to their interests. There shall be no readjustment +f inserests in the remaning portion ot

P -4 P P o B e €
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3

+ A. Designation and Responsibilities of Operator:

Z DALEN Resources 011 & Gas Co. <hall be the

7 Operator of the Contract Area, and shall conduct and direct and have full control ot all operations on the Contract Area as permutted and

8 required by, and within the limits of this agreement. [t shall conduct all such operauons in a good and workmanlike manner, but 1t shall
9 have no liability as Operator to the other parties for losses sustained or liabihities incurred. except such as may result from gross

10 negligence or willful misconduct.
12 B. Resignation or Removal of Operator and Selection of Successor:

14 1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators.
15 If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area. or is no longer capable of serving as
16  Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator
17 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
18  affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit ‘A"’ remaining
19 after excluding the voting interest of Operator. Such resignation or removal shall not become etfective until 7:00 o’clock A.M. on the
20 first day of the calendar month following the expiration of ninety {90) days after the giving of notice of resignation by Operator or action
21 by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier
22 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-
23 porate name or structure of Operator or transfer of Operator’s interest to any single subsidiary, parent or successor corporation shall not
2

4 be the basis for removal of Operator.

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

33 C. Employees:

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

38 D. Drilling Contracts:

19
40 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
41 desires, Operator may employ its own tools and equipment in the dnilling of wells. but its charges therefor shall not exceed the prevailing

42 rates in the area and the rate of such charges shall be agreed upen by the parties in writing before drilling operations are commenced, and
43 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-
44 dependent contractors who are doing work of a similar nature.

45

46

47

48
49 ARTICLE VI.

50 DRILLING AND DEVELOPMENT

51
52 A. Initial Well:

53 ,

54 On or before the__18t day of___March . 19.96 | Operator shall commence the drilling of a well for
55 oil and gas at the following location: ] ,980 feet from the north line and 1,980 feet from the

%  east line of Section 21, Township 25 South, Range 36 East, Lea County, New

57 Mexico

58

59

60 and shall thereafter continue the drilling of the well with due dilizence to 2 depth of 7,700 feet below the surface
61  of the earth '

62

63

4

65 unless granite or other practically imyer =iroble substance or o nlinen n the hole, which renders furet - mlling impractical. is en-
60 countered at a lesser depth, or unless aii parties agree to complete or abandon the well at a lesser depth.

67

68 Operator shall make reascnable w i ¢ all ferman ns ens G-wered durine dritling which give ind . of containing oil and
©onoor tormuations, in which

C oLl

69 gas in quantities sufficient tc test anloe oo

70 event Operator shall be requir=d -+
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1 If, in Operator’s judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug and abandon the
2 well as a dry hole, the provisions of Article VI.E.1. shall thereafter apply.

3

4

9

0 B. Subsequent Operations:

S

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

9 for in Article VILA_, or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by all
10 the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the
11 other parties written notice of the proposed operation, specifving the work to be performed. the location, proposed depth, objective forma-
12 tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice
13 within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If a drill-
14 ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shall be
15 limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such notice to reply within
16 the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or
17 response given by telephone shall be promptly confirmed in writing.

18

19

20

21 If all parties elect to participate in such a proposed operation, Operator shall. within ninety (90) days after expiration of the notice
22 period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on loca-
23 tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
24 ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties,
25 for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain
20 permits from governmental authorities, surface rights (including rightsof-way) or appropriate drilling equipment, or to complete title ex-
27 amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article XI, if the
28 actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and
29 if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-
30 dance with the provisions hereof as if no prior proposal had been made.

31

32

33

34 2. Operations by Less than All Parties: If any party recerving such notice as provided in Article VI.B.1. or VIL.D.1. (Option
35 No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties
36 giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration of
37 the notice period of thirty (30) days (or as promptly as possible after the expiration of the fortyeight (48) hour period when a drilling rig is
38  on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all
39 work for the account of the Consenting Parties; provided. however, if no drilling rig or other equipment is on location, and if Operator is

40 a Non-Consenting Party, the Consenting Parties shall either: {a) request Operator to perform the work required by such proposed opera-
41 tion for the account of the Consenting Parties, or {bi designate one (11 of the Consenting Parties as Operator to perform such work. Con-
42 senting Parties, when conducting operations on the Contract Area pursuant to this Article VI.B.2., shall comply with all terms and con-

43 ditions of this agreement.

47 If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable
48  notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as
49 to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours
50  (exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a) limit par-
51 ticipation to such party’s interest as shown on Exhibit **A"" or (b carry its proportionate part of Non-Consenting Parties’ interests, and
52 failure to advise the proposing party shall be deemed an election under (a). In the event a drilling rig is on location, the time permitted for
53 such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party,
54 at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all partiés of such decision.

58 The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have
59  elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved.in such
60  operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties.

¢1 W such an operation results in a dry hole. the Consenting Parties shall plug and abanden the well and restore the surface location at their
2 < levstorisk and expense. If any well Irilled, rewerkad. deepened or plugged back under the provisions of this Article results in a pro-
03 ducer ot oil apd or gas in paying quantities, the Conscnting Parties shall complete and equip the well to produce at their sole costarid risk,
(x4 '

S N

0 -

67

68

. - ™
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and the well shall then be turned over to Operator und shall be operated by 1t at the expense and for the account of the Consenting Pur

ues. Upon commencement of operations for the drilling, reworking, decpening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this Article, each Non-Consenting Purty shall be deemed to have relinquished to Consenting Parties.
4 and the Consenting Purties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting
s Party s interest in the well and share of producuon therefrom until the proceeds ot the sale of such share, calculated at the well, ar
0 market value thereot it such share is not sold, (after deducting production taxes, excise taxes, rovalty, overriding rovalty and other in
- terests not excepted by Article LD, pavable out of or meusured by the production from such well accruing with respect to such interest
R untit w revertst shall equal the total of the following:
“
10
1l
12 wr 1ou7s of eack such Non-Consenting Party’s share of the cost of any newlv acquired surface equipment beyond the wellhead

13 connections tncluding, 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 tirst production and continuing unul each such Non
15 Consenting Partv's relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
{6 Consenung Party’s share of such costs and equipment will be that interest which would have been chargeable 1o such Non-Consenting
17 Party had ut participated in the well from the beginning of the operations: and

13

19

20

21 b, 300 % of tha porticn of the costs and expenses of drilling, resorking. deepening, plugging back, testing and completing,
22 after deducung any cash contributions received under Acticle VIIL.C., and _3*_% of that poruon 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.

23

26

27

28 An election not to participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-
29 working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is
30 conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment account. Any such
31 reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well
32 and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of
33 the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. If
34 such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VI.B. shall be ap-
35 plicable as between said Consenting Parties in said weil.

16

37

38

10 During the period of time Consenting Parties are entitled ta recetve Non-Consenting Party’s share of production, or the
W proceeds therefrom, Consenting Parties shall be responsible tor the payment ot all production, severance, excise, gathering and other
41 taxes. and all royalty, overriding rovalty and other burdens applicable to Non-Consenting Party s share of production not excepted by Ar-
42 ucle 111.D.

46 In the case of any reworking, plugring back or deeper drilling operation. the Consenting Parties shall be permitted to use. free
47 of cost. all casing, wbing 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.

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
595 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 oil and gas

o »r xluced during any month, Consenting Parties shall use industry accepted methods such as, but not limited to. metering or periodic
2 ol recrs. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such operation
o° « .. would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unreturned costs
(o <t ¢ work done and of the equipment purchased in determining when the interest of such Non-Consenting Partv shall revert to it as

< ~rewvideds and if there ts a credit balance, it shall be paid to such Non-Consenting Partv.
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1 It und when the Consenting Purues recover from a Non-Consenting Party's relinquished interest the amounts provided tor abos e .
2 the relinquished interests of such Non-Consenung Party shall automatically revert 1o 1t. and. trom and after such reversion. such N n
3 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 plugaing
3 back ot said well. Thereafter, such Non-Consenting Purty shall be charged with and shall pay s proportionate part of the turther costs . t
O the operation of sard well in sccordance with the terms of this agreement and the Accounung Procedure attached hereto.
8
9
10 Notwithstanding the provisions of this Article VI.B.2., it is agreed that without the mutual consent of all parties, no wells shall
1l be completed in or produced from a source of supply trom which a well located elsewhere on the Contract Area is producing, unless such
12 well conforms to the then-existing well spacing pattern for such source of supply.
13
14
15
16 The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VL.A.

17 except (a) as to Article VIL.D.1. {Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well
18 after 1t 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-

19 duction, ceases to produce in paying quantities.

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

31 ties.

32

33

34

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

41

42

43

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

46

47

48

19 {b} If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's
50 salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the
51 provisions of Exhibit **C’’", less the estimated cost of salvaging and the estimated cost of plugging and abandoning.

52

53

54 .

55 In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period

56 shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and
57 receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for all stand-by time
58 incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice, stand-
59 by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each electing par-
60 ty’s interest as shown on Exhibit ‘A"’ bears to the total interest as shown on Exhibit “*A"’ of all the electing parties. In all other n-
61 stances the response period to a proposal for sidetracking shall be limited to thirtv (30" davs.

62

63

o4

65 C. TAKING PRODUCTION IN KIND:

06

67 Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced from the Contract Area.
68 exclusive of production which may be used in development and producing operations and in preparing and treating oil and gas for
69 marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taxi~g in kind >r -parate disposition by any

.y ts share 0 ~r~ducticn :n kind shall be

70 party of its proportionate share of the production shall be borne by such partv. Anv par
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required to pay for only its proportionate share of such purt of Operator’s surface facilities which it uses.

Each party shall execute such division orders and contracts as may he necessary for the sale of its nterest i production trom
the Contract Area, and, except as provided in Article VIL.B., shall be entitled to reccive pavment directly from the purchaser thereot tor

its share of all production.

In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose ot 1ts 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 purchuase or sale by Operator shall be subiect always w the right of the
owner of the production to exercise at any time us right to take in kind, or separately dispose of, its share at all @il not previously
delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oil shall be only for such ressonable 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 cxcess

of one (1) year.

In the event one or more parties’ separate disposition of its share of the gas causes split stream deliveries to separate pipelines and’or
deliveries which on a day-to-day basis for any reason are not exactly equal to a party’s respective proportionate share of total gas sales to
be allocated to iz, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing
agreement between the parties hereto, whether such an agreement is attached as Exhibit “'E"", or is 4 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 VI.B.2., any well which has been
drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned
without the consent of all parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply
within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon
such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in
accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening
such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further

operations in search of oil and/or gas subject to the provisions of Article VI.B.

2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted
hereunder for which the Consenting Parties have not been fully reimbursed as herein provided. any well which has been completed as a
producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. 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 il and/or gas is pro-
duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit
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| "B The assignments or leases so limited shall encompass the “drilling unit”" upon which the well is located. The payments by, and the
3 assignments or leases to. the assignees shall be in a ratio based upon the relationship of their respective percentage of participation in the
3 Contrict Area to the aggregate of the percentages of purticipation in the Contract Area of all assignees. There shall be no readjustment ot
3 interests in the remaining portion of the Contract Area.

5

6 Thereafter. abandoning parties shall have no turther respensibility, lability, or interest in the operation of or production trom
7 the well in the interval or intervals then open other than the roy sities retained 1nany lease made under the terms ot this Article. Upon re-
8 quest. Operator shall continue to operate the assigned well tor the account of the nen-abandoning purties at the rates and charges con
9 templated by this agreement, plus any addinional cost and churaes which muy arise as the result ot the separate ownership of the assigned
10 well. Upon proposed abandonment of the producing intervalis: assigned or leased, the assignor or lessor shall then have the option to
L1 repurchase its prior interest in the well fusing the same valuation tormula- and participate in further operations therein subject to the pro-
12 visions hereof.
13
14 3. Abandonment of Non-Consent Operations: The provisions of Arncle VIE.1 or VTE.2. above shall be applicable as between

15 Consenting Parties in the event of the proposed abandonment of any well excepted from <aid Articles: provided. however, no well shall be
16 permanentlyv plugged and abandoned unless and until all parties having the rivhe to conduct further operations therein have been notified
17 of the proposed abandonment and afforded the opportunity 5 elect to take over the well in accordance with the provisions of this Article
18  VIE.

19

20 ARTICLE VIL

21 EXPENDITURES AND LIABILITY OF PARTIES
2

23 A. Liability of Parties:

24

25 The liability of the parties shall be several. not joint or collective. Each party shall be responsible only for its obligations. and
26 shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the liens granted
27 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
28 shall this agreement be construed as creating, 2 mining or other partnership or association, or to render the parties liable as partners.

30 B. Liens and Payment Defaults:

32 Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share
33 of oil and'or gas when extracted and its interest in all equipment. to secure pavment of its share of expense. together with interest thereon
34 at the rate provided in Exhibit **C™". To the extent that Operatcr has a security interest under the Uniform Commercial Code of the
35 state, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
36 taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien
37 rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share
38  of expense, Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from
39 the sale of such Non'Operator's share of oil and/or gas until the amount owed by such Non-Operator. plus interest, has been paid. Each
40 purchaser shall be entitled to rely upon Operator’s written statement concerning the amount of any default. Operator grants a like lien
4l and security interest to the Non-Operators to secure pavment of Operator’s proportionate share of expense.

43 If any party fails or is unable to pay its share of expense within sixty 001 davs after rendition of a statement therefor by
44 Operator, the non-defaulting parties, including Operator, shall. upon request by Operator, pay the unpaid amount in the proportion that
45 the interest of each such party bears to the interest of all such parties. Each party so paving its share of the unpaid amount shall, to obtain
46 reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph.

47
48  C. Payments and Accounting:

49

50 Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development

51 and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with theic respective prapor-
52 tonate shares upon the expense basis provided in Exhibit **C"". Operator shall keep an accurate record of the joint account hereunder,
93 showing expenses incurred and charges and credits made and received.

54 ’

55 Operator, at its election, shall have the right from time to time to demand and receive from the other parties payment in advance
56 of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding
57  month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together
98  with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted
59 on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimate within
60 fifteen (15) days afrer such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, the amount
o1 due shall bear interest as provided in Exhibit **C™" .nti paid. Proper adjustment shall be made monthly between advances and actual ex-

Z con et the oo that each party shal bear and pas irs rroportionate share of actual expenses incurred, and no more.

-+ D. Limitation of Expenditures:

b Lo Dot - Deepen: Without the consent ©t .0 7 irvies, no well shall be drilled or deepened, except any well drilled or deepened
67 pursuant to the provisions of Article VI.B.2. of thi agreement. Consent to the drilling or deepening shall include:
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X Opuon No. 2 All necessary expenditures tor the dnilang or deepeming and resung of the well, When such il Bas teached s
authenized depth, and all tests have been completed, and the results therect turinshicd o the parues, Operar £ shail wive immediare oot e
o the Nen - Operators whe have the rnight to parncipate i the completion costs. The parttes recenang such notice shail have ore, crehis

2 heurs exdusive of Saturdas . Sunday and lewal holidavs in which to elect o partiaipate in the setung ot casing and the completion it
renipt Such ciecnion, when made. shall include consent to all necessary expenditures tor the completing and equipping of such well. in-
Gding fecessary tunkage and o surtace tacthties. Fatlure of any party recaving such nouce to reply within the period above fixed shuail
constitute an election by that party not to participate in the cost of the completion attemipt. If one or more. but less than all ot the parties.
cledt twoswt pree and o atempt a complenon, the provisions of Arucle VI8 20 hereot -the phrase " reworking. decepening or plugging
back ™ us contained in Article VIB.2. shall be deemed to include "compleung ™ skull apply to the vperanons thereafter conducted by less

than all parues.

2. Rework ur Plug Back: Without the consent of ull parties. no well shall be reworked or plugged back except a well reworked or
plugeed back pursuant to the provisions of Article VILB.2. of this agreement. Consent to the reworking or plugging back of a well shalt
include all necessary expenditures in conducting such operations and completing and cquipping of said well. including necessary tankage

and-or surface tacilities.

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 3_25,000.00 ;
except in connection with a well, the drilling, reworking. deepening. completing, recompleting, or plugging back of which has been
previously authorized by or pursuant to this agreement; provided, however, that. in case of explosion, fire. flood or other sudden
emeryency, whether of the same or different nature. Operator may take such steps and incur such expenses as in its opinion are required
to Jdeal with the emergency to safeguard life and property hut Operator, as promptiy as possible, shatl report the emergency to the other
parties. [f Operator prepares an authority for expenditure (AFE) for its own use. Operator shall furnish any Non-Operator so requesting

an mformation copy thereof for anv single project costing in excess of_Fifteen Thousand
Dollars :3_15,000.00 ) but less than the amount first set forth above in this paragraph.

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

Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the
party or parties who subjected such lease to this agreement at its or their expense. [n 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 satd 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-pavment shall be borne in accordance with the pro-

visions of Article I[V.B.2.

Operator shall notify Non-Operator of the anticipated completion ot & shut-in gas well, or the shutting in or return to production
of 4 producing gas well. at least five 15+ davs rexcluding Saturday, Sunday und leral holidavs), or at the carliest opportunity permitted by
circumstances, prior to taking such action. but assumes no liability for tulture 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 pavment
shall be borne jointly by the parties hereto under the provisions of Article 1V.B.3.

F. Taxes:

Beginning with the first calendar vear 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 rovalties, 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 pavments in
the manner provided in Exhibit “*C™".

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

Each party shall pay or cause to be paid all production, severance, excise. gathering and other taxes imposed upon or with respect to
the production or handling of such party’s share of oil and/or gas produced under the terms of this agreement.
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1 G. Insurance:
2
3 At all times while operations are conducted hereunder. Operator shall comply with the workmen’s compensation law 1

the state where the uperations are being conducted: provided. however. that Operator mav be a selfnsurer tor hability under sad ¢om
3 pensation laws in which event the only charge that shall be made to the jotar account shall be as provided m Exhibit *C" Operator shuii

also carry or provide insurance tor the benetit of the joint account of the parties as cuthined n Fehibae D770 attached to and made apart

- hereot, Operator shall require all contractors engaged in work on or tor the Contract Ared to comply with the workmen’s compensation
N law of the state where the operations are being conducted und to muintain such other insurance as Operator may require.

9

10 In the event automobile public lability insurance is specified in said Exhibie "D, or subsequently receives the approval ot the
11 parties, no direct charge shull be mude by Operator for premiums pad tor such insurance tor Operator’s automotive equipment

12

13 ARTICLE VIIL

14 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

15

I A. Surrender of Leases:

17

18 The leases covered by this agreement, insofar as thev 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 anv 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 anv rights in production
24 thereatter secured, to the parties not consenting to such surrender. If the interest ot 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 and‘or gas 15 produced from the land covered thereby. such
B"". Upon such assignment or lease, the assigning party shall be relieved from all

.

27 lease to be on the form attached hereto as Exhibit
2%  obligations thereafter accruing. but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well
20 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
3]  party assignor or lessor the reasonable salvage value of the lutter’s interest in anv 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 ot
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.

3
30 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 halance 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

19 agreement.

a0
41 B. Renewal or Extension of Leases:

42

43 If any party secures a renewal of any oil and gas lease subject to this agreement, all other parties shall be notified promptly. and
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 ownership of the
495  renewal lease, insofar as such lease affects lands within the Contract Area. by paving to the party who acquired it their several proper pro-

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

Kls] If some, but less than all, of the parties elect to participate in the purchase of a renewal lease. it shall be owned by the parties
50  who elect to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area
51  to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease.
52 Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement.

54 Each party who participates in the purchase of a renewal lease shall be given an assignment of its proportioriate interest therein

55 by the acquiring party.

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 an interest therein. Any renewal lease taken before the expiration of its predecessor lease. or taken or
59  contracted for within six (6) months after the expiration of the existing lease shall be subject to this provision: but any lease taken or con-
60 tracted for more than six (6) months after the expiration of an existing lease shall not he deemed a renewal lease and shall not be subject to

6l the provisions of this ugreement.

o2

63 The provisions in this Article shall also be applicable to extensions of ail and a5 leaces

64

65 C. Acreage or Cash Contributions:

606

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

68  operation on the Contract Area. such contribution shall be paid to the party whe c.oricield “he driliing or ther “neraticn and shall be

69 applied by it against the cost of such drilling or other cperation. If the contribuzon b Peonsony on whem the con-

76 tribution 1s made shall premptlv tender an assignment of the acreage, without warra= 2L+ she Do =0 Buressoin the proportions
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1 said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and, to the extent possible. be
2 governed by provisions identical to this agreement. Each party shall promptly notify all other parties of any acreage or cash contributions
3 1t may obtain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable to op-
4 tional rights to earn acreage outside the Contract Area which are in support of a well drilled inside the Contract Area.

5 i

6 f any party contracts for any consideration refating to disposition of such party's share of substances produced hereunder. such
7 consideration shall not be deemed a contribution as contemplated in this Article VIILC.

8

9 D. Maintenance of Uniform Interest:

10

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

14

15 1. the entire interest of the party in all leases and equipment and production: or

16

17 2. an equal undivided interest in all leases and equipment and production in the Contract Area.

18

19 Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreement
20 and shall be made without prejudice to the right of the other parties.
21

22 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
23 require such co-owners to appoint a single trustee or agent with full authority to receive notices. approve expenditures, receive billings for
24 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
25 party’s interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter

26 into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contract
27 Area and thev shall have the right to receive, separately, payment of the sale proceeds thereof.

2 E. Waiver of Rights to Partition:

31 It permitted by the laws of the state or states in which the property covered hereby is located. each party hereto owning an
32 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

33 interest therein.

47 ARTICLE IX.
48 INTERNAL REVENUE CODE ELECTION

S0 This agreement is not intended to create, and shall not be construed to create, a relationship of partnership or an association
St for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several
52 and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal income tax
53 purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elgcts to be excluded
54 from the application of all of the provisions of Subchapter **K*’, Chapter 1, Subtitle **A’", of the Internal Revenue Code of 1954, as per-
55  mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex-
56  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
57  United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements,
58  and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further
59  evidence of this election, each such party shall execute such documents and furnish such other evidence as may be required by the
60  Federal Internal Revenue Service or as may be necessary to evidence this election. No such party sha!! aive anv notices or take any other

61 action inconsistent with the electi-n ol hereby. If anyv present or future income tax laws of the <2202 ~r states in which the Contract
62 Areaislocated or any futire i w0 e ws of the Unitted States contain provisions similar te those in Subchapter 'K, Chapter 1.
63 Subtitle "*A’’", of the Internal Reven:e (e of 1954, L:nder which an election similar to that provided v Section 761 of the Code is per-
64 mitted. each party hereby atfeciec shull make such election as mav he permutted or required b sh L2s In making the foregoing elec:

a0 e derived by such parts from operations hereunder can b - o poiteh determined without the

65 tion, each such party states th
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1 ARTICLE X.
2 CLAIMS AND LAWSUITS
3
4 Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure
5 does not exceed__Len Thousand Dollars
0 (_10, 000.00 )and if the payment is in complete settlement of such claim or suit. If the amount required for settlement ex-
7 ceeds the ubove amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is

8 detegated to Operator. All costs and expenses of handling, settling. or otherwise discharging such claim or suit shall be at the joint ex-
9 pense of the parties participating in the operation from which the claim ¢r suit arises. If a claim is made against any party or if any party is
10 sued on account of any matter anising from operations hereunder over which such individual has no control because of the rights given
11 Operator by this agreement, such party shall immediately notity all other parties, and the claim or suit shall be treated as any other claim

12 or suit involving operations hereunder.

13

14 ARTICLE XL

15 FORCE MAJEURE

16

17 If any party is rendered unable. wholly or in part, by force majeure to carry out its obligations under this agreement, other than

18  the obligation to make money payments. that party shall give to all other parties prompt written notice of the force majeure with
19  reasonably full particulars concerning it; thereupon, the obligations of the party giving the notice, so far as they are affected by the force
20  majeure, shall be suspended during, but no longer than, the continuance of the force majeure. The affected party shall use all reasonable

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

22

23 The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes,

24 lockouts. or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shall be entirely

25 within the discretion of the party concerned.

26

27 The term *‘force majeure’’, as here employed. shall mean an act of God, strike. lockout, or other industrial disturbance, act of

28  the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion. governmental action, governmental delay, restraint
29 or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is

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

31

32 ARTICLE XII.

33 NOTICES

34

35 All notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise

36 specifically provided, shall be given in writing by mail or relegram, postage or charges prepaid, or by telex or telecopier and addressed to
7  the parties to whom the notice is given at the addresses listed on Exhibit **A"". The originating notice given under any provision hereof

38  shall be deemed given only when received by the party to whom such notice is directed, and the time for such party to give any notice in

39  response thereto shall run from the date the originating notice is received. The second or any responsive notice shall be deemed given

40  when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Fach party

41 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.

42

i3 ARTICLE XIIL.

+ TERM OF AGREEMENT

45

46 This agreement shall remain in full force and effect as to the oil and gas leases and/or oil and gas interests subject hereto for the

47  period of time selected below; provided, however, no party hereto shall ever be construed as having any right, title or interest in or to any
48  lease or oil and gas interest contributed by any other party beyond the term of this agreement.

49
50 d Option No. 1: So long as any of the oil and gas leases subject to this agreement remain or are continued in force as to any part

51 of the Contract Area, whether by production, extension, renewal or otherwise.

52
s3 0O
54
55  wells produce, or are capable of production, and for an additional period of
56 however, if, prior to the expiration of such additional period, one or more of the pa
57 g Teunder, this agreement shall continue in force until such opera-
58 i i ion re Eretrom, this agreement shall continue in force as provided herein. In the event the
59 ibed i i A ormy subsequent well drilled hereunder, results in a dry hole, and no other well is producing, or capable
on il-ard7or gas from the Contract Area, this agreement shall terminate unless drilling, deepening. plugging back or rework-
o ; beaadas : i thamdatomalalhamd —obaaiduall :
. b epr RO ghe—te MMttt s {reme dase donmen el
63 It is sereed, however. that the term:natian of this agreement shall not relieve any party hereto from any liability which has
[ acraed -roattached prior o the date of ¢.ch ermination, -

4
(.45 ‘
67
(R Doe
) G

3
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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 alt other applicable federal. state, and local laws, or

dinances, rules, regulations, and orders.
B. Governing Law:
This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-performance, breach,

remedies, procedures. rights, 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 New_Mexico

shall govern.

C. Regulatory Agencies:

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any rights,
privileges, or obligations which Non-Operators may have under federal oc 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, on tracts offset-

ting or adjacent to the Contract Area.

With respect to operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, injuries, claims
and causes of action arising out of, incident to or 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 extent such interpretation or ap-
plication 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 interest and penalties thereon 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 hereunder or to any other person or entity pursuant 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 pursuant 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

XV.A. MULTIPLE QPERATIONS. Notwithstanding anything to the contrary contained in this Agreement, the
parties agree that none of them shall be required to consider or make an election to participate in any proposed
operation to drill, rework, deepen, complete, recomplete, sidetrack, or plug back any well while:

(a) Any drilling, reworking, deepening, completing, recompleting, side-tracking, or plugging back
operation is in progress on any well covered by this Agreement; or

(b) Any proposal to drill, rework, deepen, complete, recomplete, sidetrack, or plug back any well
covered by this Agreement is being considered by the parties.

If, however, any operation is proposed to comply with any express or implied covenant provided for in any
lease or interest subject to this Agreement, or if any lease will expire at the end of its primary term in the absence
of such operation, the proposing party shall clearly include this information in its notice of the proposed operation.
Should any party fail to elect within thirty (30) days of receipt of such notice either to participate or to become
a non-consenting party, such failure shall constitute its election not to participate in the proposed operation.
Failure by any party to assert or invoke the rights provided for herein shall not prejudice that party’s right to assert
or invoke such rights on any future occasion.

XV.B. DEFAULT. 1. If any party (including the Operator) fails to pay, as provided in the Accounting Pgocedure
(attached hereto as Exhibit “C"), its share of any cost that it is obligated to pay under any provision of this
Agreement, and if such default continues for a period of fifteen (15) days following delivery by Operatgr (or by
any Non-Operator in case of a default by Operator) of notice of such default to such party, then at any time after
the expiration of such notice period the Operator (or any Non-Operator if the Operator is the party mdefault)
shall be entitled to the remedies in (a) and (b) or (a) and (c) below:
’f

(a) Operator (or any Non-Operator if Operator is the party in default) may suspend by.writt_eq notice

any or all of the rights of the defaulting party granted by this Agreement, without prejudice ta the right

of the non-defaulting party to continue to enforce the obligations of the defaulting party snder this

Agreement. The rights of a defaulting party that may be suspended hereunder at the dccﬁon of the

non-defaulting parties shall include, without limitation, the right to elect to participate in. any submquen'

Only
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operation regarding the well to which the dcfault relates, or any subsequent operation proposed under this
Agreement; and

(b) Operator (or any Non-Operator if Operator is the party in dcfault) may take any action to which
it may be entitled or pursue any remedy to collect the amounts in default, together with all damages
suffered by the non-defaulting parties as a result of the default, plus interest accruing on the amounts
recovered from the date of default until the date of collection at the rate specified in the Accounting
Procedure (attached hereto as Exhibit "C") together with reasonable attorney’s fees and court costs related

thereto; or

(c) Operator (or any Non-Operator if the Operator is the party in default) may deliver a written
Notice of Nonparticipation Election to the defaulting party at any time after the default occurs with the

following effect:

() If the billing is for the drilling of a new well or the plugging back, reworking, or
deepening (including side-tracking) of a dry hole or a well not then producing in paying quantities,
or the completion or recompletion of any well, the nonpaying party shall be deemed conclusively
to have elected not to participate in the subject operation from the time of the billing which led
to the default and to be a Nonparticipating party with respect thereto, notwithstanding any
election to participate theretofore made.

(i1) Until the delivery of such Notice of Nonparticipation Election to the non-paying party,
such party shall have the right to cure its default by paying the unpaid billing plus interest at the
rate set forth in the Accounting Procedure (attached hereto as Exhibit "C"). Any interest
relinquished pursuant to this Article shall be owned by the non-defaulting parties in proportion
to their interests, and the non-defaulting parties shall be liable to contribute their shares of the
defaulted amount.

2. Notwithstanding the other provisions of this Article, if a party fails to pay part or all of its share
of costs hereunder because of a legitimate disagreement as to the appropriateness of part or all of the billing in
question, and if such party makes such disagreement and the grounds therefor known to the Operator in writing
prior to the due date of such billing and timely tenders payment of all undisputed amounts, then such party shall
not be subject to paragraph 1.(a) or 1.(c) of this Article.

XV.C. FINANCING STATEMENT. The parties hereto agree to execute simultaneously herewith a Financing
Statement and Memorandum of Operating Agreement that will be provided by Operator. The parties shall have
a continuing obligation to execute additional Memoranda of Operating Agreements accurately to reflect the current
properties covered by the Operating Agreement and the current working interests of the parties.

XV.D. SECURITY PROVISIONS. Notwithstanding anything to the contrary contained in this Operating
Agreement, it is understood and agreed that:

1. Each Non-Operator, to secure payment of its share of expenses incurred under this Operating
Agreement, together with interest thereon at the rate provided in the Accounting Procedure
(attached hereto as Exhibit "C"), grants to Operator a lien on all of its right, title, and interest
now owned or hereafter acquired in the Contract Area, including, but not limited to, the oil, gas,
and mineral leases, mineral estates, and other mineral interests described in Exhibit "A" as
hereafter amended, modified, ratified, renewed, or extended; any properties now or hereafter
pooled or unitized with any of the properties affected by such mineral interests; and all unsevered
and unextracted oil, gas, and other hydrocarbons that may be produced, obtained, or secured from
the lands covered and affected by such mineral interests.

2. To further secure its share of expenses incurred under this Operating Agreement, together with
interest thereon at the rate provided in the Accounting Procedure, each Non-Operator grants to
Operator a security interest in all of its interest now owned or hereafter acquired in and to all
other properties associated with or attributable to the Contract Area, including: (i) all equipment;
(ii) all hydrocarbons severed and extracted from or attributable to the properties described in the
Contract Area; (iii) all accounts (including, but not limited to, accounts resulting from the sale
of such hydrocarbons), contract rights, and general intangibles arising in connection with the sale
or other disposition of such hydrocarbons; (iv) fixtures; and (v) all proceeds and products of all
such properties.

3. Operator grants a like lien and security intores: o the Non-Operators to secure payment of
Operator’s proportionate share of expenses. Euch party paying its share of unpaid expenses
pursuant to Article VILB. hereof shall, to obtain re:mbursement thereof. he subrogated to the
security rights described in this Agreement.

XV.E. BILLING ADDITIONAL INTERESTS. Notwithstanding anything to the contrary contained in this
Operating Agreement, Operator shall not be required to make more than one billing per billing period for the
entire interest credited to each party on Exhibit "A."* If any party hereto (the “Selling Party”) disposes of part of
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the interest credited to it on Exhibit "A," it shall remain primarily liable ‘ootrhc o(h’crl ”pélr S E)lr”rhé‘ T&té’re@trgy
interests assigned and shall make prompt payment to Operator for the entirc amount of statements and billings
rendered to it. Such Selling Party shall be solcly responsible for billing its assignee or assignees. If a Selling Party
disposes of all of its interest, as set out on Exhibit "A" Operator shall continue to issue statements and billings to
the Selling Party for the interest conveyed until such time as Selling Party has qualified a single assignee (whether
the assignment is to one or several assignees) to receive the billing for the entire interest. To qualify an assignee
to receive and assume primary liability for the billing for the entire interest credited to Selling Party on Exhibit
"A," Selling Party shall furnish to Operator the following:

(i) Written notice of the conveyance and copies of the assignments by which the transfer was made;

(ii) The name and address of the assignee to be billed; and

(iii) A written statement signed by such assignee in which it consents to be bound by the Qperating Agreement
and agrees to receive and assume primary liability for statements and billings for the entire interest

credited to Selling Party together with such party’s agreement to handle any sub-billings made necessary
by any division of the interest credited to Selling Party on Exhibit "A."

NM100.0A/DBOS9
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ARTICLE XVI. For Diccuseion Dl”)vo\,- Only
MISCELLANEQUS

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.

[N WITNESS WHEREOF, this agreement shall be effective as of £he 8th 4, o November 19_95

OPERATOR

DALEN Resources 0il & Gas Co.

By:

Jeffrey B. Camp
Regional Director

NON-OPERATORS

Yates Energy Corporation

By:

Title:

McBride 0il & Gas Corporation

By:

Title:
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STATE OF TEXAS

wn W WO

COUNTY OF DALLAS

This instrument was acknowledged before me, the undersigned Notary Public, on
November , 1995, by JEFFREY B. CAMP, a REGIONAL DIRECTOR of DALEN
RESOURCES OIL & GAS CO,, a Delaware corporation, on behalf of the corporation.

IN WITNESS WHEREOF, I hereunto set my hand and official seal.

My commission expires:

[STAMP]
Notary Public
STATE OF §
§
COUNTY OF §

The foregoing instrument was acknowledged before me, the undersigned Notary
Public, this  day of , 199, by ,
of YATES ENERGY CORPORATION, a
corporation, on behalf of the corporation.

IN WITNESS WHEREOF, I hereunto set my hand and official seal.
My commission expires:

[STAMP]

Notary Public

STATE OF §
§
COUNTY OF §
The foregoing instrument was acknowledged before me, the undersigned Notary
Public, this _ day of , 199, by ,
of MCBRIDE OIL & GAS CORPORATION, a
corporation, on behalf of the corporation.

IN WITNESS WHEREOF, I hereunto set my hand and official seal.
My commission expires:

[STAMP]

Notary Public

“AIN0.ACK/DBOSY -16-
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EXHIBIT "A”

Attached to and made a part of that certain Operating Agreement (or Financing Statement
and Memorandum of Operating Agreement provided for in the Operating Agreement),
dated November 8, 1995, executed by and between DALEN Resources Oil & Gas Co., as
Operator, and Yates Energy Corporation, et al., as Non-Operators.

L LANDS SUBJECT TO THIS AGREEMENT:

Township 25 South, Range 36 East, Lea County, New Mexico.
Section 21: SW/4 NE/4.

1L DEPTH LIMITATION:

None.

III. INTERESTS OF THE PARTIES:

DALEN Resources Oil & Gas Co. 75.7820%

Yates Energy Corporation 12.1090%
McBride Oil & Gas Corporation 12.1090%
TOTAL 100.0000%

IV. LEASES SUBJECT TO THIS AGREEMENT:

See Schedule of Leases set forth on pages 2 through 5 of this Exhibit "A."

V. ADDRESSES OF THE PARTIES:

DALEN Resources Oil & Gas Co.
6688 North Central Expressway, Suite 1000
Dallas, Texas 75206

Yates Energy Corporation
P. O. Box 2323
Roswell, New Mexico 88202-2323

McBride Oil & Gas Corporation
P. O. Box 1515
Roswell, New Mexico 88202-1515



Exhibit "A"
Page 2

SCHEDULE OF LEASES

Lessor: Elizabeth Greis Mason

Lessee: DALEN Resources Oil & Gas Co.
Date: April 23, 1995

Recording Information: Book 518, page 291
Royalty: 3/16

Lessor: Billy Wayne Dinwiddie
Lessee: McBride Oil & Gas Corporation
Date: January 29, 1992
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Recording Information: Book 503, Page 556, as extended and modified by instruments
recorded in Book 510, Pages 150 and 153

Royalty: 1/5

Lessor: Helen Haynes Franklin

Lessee: McBride Oil & Gas Corporation
Date: November 4, 1991

Recording Information: Book 469, Page 696
Royalty: 1/8

Lessor: Robbie Shearer Barrett

Lessee: McBride Oil & Gas Corporation
Date: November 1, 1991

Recording Information: Book 470, Page 228

Royalty: 1/8

Lessor: Joseph Leroy Haynes

Lessee: McBride Oil & Gas Corporation
Date: November 4, 1991

Recording Information: Book 470, Page 353
Royalty: 1/8

Lessor: Jerry D. Haynes

Lessee: McBride Oil & Gas Corporation
Date: November 10, 1991

Recording Information: Book 473. Page 266
Rovaltv: 1/8
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Lessor: Standard Royalty Corporation and Larry E. Haynes
Lessee: McBride Oil & Gas Corporation

Date: November 22, 1991

Recording Information: Book 473, Page 268

Royalty: 1/8

Lessor: Betty Jennings

Lessee: McBride Oil & Gas Corporation
Date: December 15, 1991

Recording Information: Book 473, Page 270
Royalty: 1/8

Lessor: Philip H. Simpson

Lessee: McBride Oil & Gas Corporation
Date: December 30, 1991

Recording Information: Book 473, Page 272
Royalty: 1/8

Lessor: Beverly Jenkins

Lessee: McBride Oil & Gas Corporation
Date: February 1, 1992

Recording Information: Book 473, Page 274
Royalty: 1/8

Lessor: Richard W. Kendall

Lessee: McBride Oil & Gas Corporation
Date: February 17, 1992

Recording Information: Book 503, Page 536
Royalty: 3/16

Lessor: Rosemary K. Geary

Lessee: McBride Oil & Gas Corporation
Date: February 17, 1992

Recording Information: Book 503, Page 538
Royalty: 3/16

Lessor: Hazel Haynes Riffel

Lessee: McBride Oil & Gas Corporation
Date: March 12. 1992

Recording Information: Boox 03, Page 552
Ravaltve 1/%
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Lessor: Maxine Blackmar Lombard, formerly Maxine B. Zorn
Lessee: McBride Oil & Gas Corporation

Date: November 1, 1994

Recording Information: Book 503, Page 660

Royalty: 3/16

Lessor: Richard A. Blackmar

Lessee: McBride Oil & Gas Corporation
Date: November 1, 1994

Recording Information: Book 503, Page 669
Royalty: 3/16

Lessor: Pamela B. Link and J. E. Cieszinski, Trustees for the Donald E. Blackmar
Testamentary Trust

Lessee: McBride Oil & Gas Corporation

Date: November 1, 1994

Recording Information: Book 503, Page 679

Royalty: 3/16

Lessor: Bank of Oklahoma, N.A., Trustee of the Matthews Family Trust
Lessee: Ray L. McKim, III

Date: April 17, 1995

Recording Information: Book 516, Page 728

Royalty: 1/5

Lessor: Bank of Oklahoma, N.A., Agent for James L. Matthews
Lessee: Ray L. McKim, III

Date: April 17, 1995

Recording Information: Book 516, Page 731

Royalty: 1/5

Lessor: Cynthia Harper, Independent Executrix of the Estate of Geraldine Griffin, deceased
Lessee: Ray L. McKim, IIT

Date: August 22, 1994

Recording Information: Book 506, Page 664

Royalty: 1/5

Lessor: Hayden M. Moberly

Lessee: Ray L. McKim, III

Date: October 4, 1994

Recording Information: Book 507, Page 496
Rovalty: 1/5
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Lessor: Betty Kerr Moberly

Lessee: Ray L. McKim, III

Date: October 4, 1994

Recording Information: Book 507, Page 576
Royalty: 1/5

Lessor: Robert R. Matthews, Trustee under Robert R. Matthews Inter Vivos Revocable
Trustee UTA, dated April 4, 1995

Lessee: DALEN Resources Oil & Gas Co.

Date: April 25, 1995

Recording Information: Book 516, Page 10

Royalty: 1/5

(Recording references herein are to the Oil and Gas Records of Lea County, New Mexico)

NM100.EXA/DBOS9
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EXHIBIT "B"

Attached to and made a part of that certain Operating Agreement, dated November 8, 1995,
between DALEN Resources Oil & Gas Co., as Operator, and Yates Energy Corporation, et

al., as Non-Operators.

Producers 88 (7-69) — Paid UP_ €POUND PRINTING & STATIONERY COMPANY
With 640 Acres Pooling Provision TEXAS STANDARD FORM 2315 FANNIN, HOUSTON, TEXAS 77002 (713) 659-3159

OIL, GAS AND MINERAL LEASE

THIS AGREEMENT made this day of 18 ____, between

Lessor (whether one or more), whose address is: i
and . Lessce, WITNESSETH:

{. Lessor, in consideration of - Dollars, receipt
of which is hereby acknowledged, and of the covenants and agreements of lessee hercinafier contained, does hereby grant, lease and let unto lessee the land covered hereby for
the purposes and with the exclusive right of exploring, drilling, mining and operating for, producing and owning oif, gas, sulphur and all other minerals (whether or not similar
10 those mentioned), 1ogether with the right 10 make surveys on said land, lay pipe lines, establish and utilize fucilities for surface or subsurface disposal of salt water, construct
roads and bridges, dig canals, build tanks, power stations, telephone lines, employee houses and other structures on said land, necessary or useful in lessee's operations in exploring,
drilling for, producing, treating, storing and transporting minerals produced from the land covered hereby or any other land adjacent thereto. The land covered hereby, herein

catled “said land™, is located in the County of . Stawe of . and is described as follows:

This lease also covers and includes, in addition to that above described, all land., if any, contiguous or adjucent to or udjoining the land above described and (a) owned or claimed
by lessor by limitation, prescription, possession, reversion of unrecorded instrument or (b) as to which lessor has a preference right of acquisition. Lessor agrees to execute any
supplemental instrument requesied by lessee for a2 more complete or accurate description of said land. For the purpuse of determining the amount of any bonus or other payment

hereunder, said land shall be deemed to contain acres, whether actually containing more or less, and the above recital of acreage
in any tract shall be deemed to be the true acreage thereof. Lessor accepts the bonus as lump sum consideration for this lease and all rights and options hereunder.

2. Unless sooner terminated or longer kept in force under other provisions hereof, this lease shall remain in force for a term of ten (10) years from the date hereof, hereinafier
called “primary term”, and as long thereafter as operations, as hereinafter defined, are conducted upon said land with no cessation for more than ninety (90) consecutive days.

3. As royalty, lessee covenants and agrees: (a) To deliver to the credit of lessor, in the pipe line to which lessee may connect its wells, the equal one-eighth part of all
oil produced and saved by lessee from said land. or from time to time, at the option of lessee. to pay lessor the average posted market price of such one-cighth pan of such
oil at the wells as of the day it is run to the pipe line or storage tanks, lessor’s interest, in cither case, to bear one-cighth of the cost of treating oil to render it marketable pipe
line oil; (b) To pay lessor on gas and casinghead gas produced from said Jand (1) when sold by lessee, onc-eighth of the amount realized by lessee, computed at the mouth of
the well, or (2) when used by lessee off said tand or in the manufacture of gasoline or other products, the market value, at the mouth of the well, of one-eighth of such gas
and casinghead gas; (c) To pay lessor on all other minerals mined and marketed or utitized by lessce from said land, one-tenth either in kind or value at the well or mine at
lessee’s election, except that on sulphur mined and marketed the royalty shall be onc doliar ($1.00) per long ton. If, at the expiration of the primary term or at any time or imes
thereafter, there is any well on said land or on lands with which said land or any portion thercof has been pooled, capable of producing oil or gas, and all such wells are shut-in,
this lease shall, nevertheless, continue in force as though operations were being conducted on said land for so long as suid wells are shut-ins, and thereafter this lease may be
continued in force as if no shut-in had occurred. Lessee covenants and agrees to use reasonable diligence to produce, utitize, or market the minerals capable of being produced
from said wells, but in the exercisc of such diligence, lessee shall not be obligated to install or furnish facilities other than well facilities and ordinary lease facilities of Nlow
lines, separator, and lease tank, and shall not be required to settle labor trouble or 1o market gas upon terms unacceptable to lessee. If, at any time or imes after the expiration
of the primary term, all such wells are shut-in for a period of ninety consecutive days. und during such time there arc no operations on said land, then at or before the expiration
of said ninety day period, lessee shall pay or tender, by check or draft of lessee, as royalty, a sum equal to one dollar ($1.00) for each acre of land then covered hercby. Lessee
shall make like payments or tenders at or before the end of each anniversary of the expiration of said ninety day period if upon such anniversary this lease is being continued
in force solely by reason of the provisions of this paragraph. Each such payment or tender shall be made to the parties who at the time of payment would be entitled 1o receive

the royalties which would be paid under this lease if the wells were producing, and may be deposited in the
Bank

at , or its successors, which shall continuc as the depositories. regardless of changes in the ownership of shut-in royalty.
If at any time that lessee pays or tenders shut-in royaity, two or more panties are, or claim to be, entitled 1o receive same, lessee may. in licu of any other method of payment
herein provided. pay or tender such shut-in royalty, in the manncr above specified, either jointly to such partics or separately to cach in accordance with their respective ownerships
thereof, as lessce may elect. Any payment hercunder may be made by check or draft of lessee deposited in the mail or delivered (o the party entitled to receive payment or to
a depository bank provided for above on or before the last date for payment. Nothing herein shall impair lessee’s right to release as provided in paragraph § hereof. In the event
of assignment of this lease in whole or in pant, liability for payment hereunder shall rest exclusively on the then owner or owners of this lease, severally as 10 acreage owned by cach.

4. Lessee is hereby granted the right, at its option, to pool or unitize any land covered by this lease with any other land covered by this lease, and/or with any other land.
lease, or leases, as to any or all minerals or horizons, so as to establish units containing not more than 80 surface acres, plus 10% acreage tolerange; provided, however, units
may be established as 10 any one or more horizons, or existing units may be enlarged as to any one or more horizons, so as to contain not more than 640 surface acres plus
10% acreage tolerance, if limited 1o one or more of the following: (1) gas, other than casinghead gas. (2) liquid hydrocarbons (condensate) which are not liquids in the subsurface
reservoir, (3) minerals produced from wells classified as gas wells by the conservation agency having jurisdiction. If larger units than any of those herein permitted, either at
the time established, or after cnlargement, are required under any governmental rule or order, tor the dnihing or operstion of a well at a regular location, or lor obtaining maximum
allowable {rom any well to be drilled, drilting, or already drilled, any such unit may be established oc enlarged 1o conform to the size required by such governmental order ar
rule. Lessee shall exercise said option as to each desired unit by executing an instrument identifying such unit and filing it tor record in the public office in which this lease
is recorded. Each of said options may be exercised by lessee at any time and from time to time while this lease is in force, and whether before or after production has been
established either on said land, or on the portion of said land included in the unit, or on other fand unitized therewith. A unit established hereunder shall be valid and effective
for all purposes of this lease cven though there may be miinenal, royalty, or leaschold intercsts in lands within the unit which are not effectively pooled or unitized. Any operations
conducted on any part of such unitized land shall be considered, for all purposes, except the payment of royalty, operations conducted upon said land under this lease. There
shall be allocated to the tand covered by this lease within each such unit for to cach separate truct within the unit 1f this lease covers separate tracts within the unit) that proportion
of the total production of unitized minerals trom the unit, after deducting any used in lease or unit operat:ons, which the aumber of surface acres in such land (or in each such
separate tract) covered by this lease within tne ir:t bears 10 the towl number of surface acres in the unit, and the proucti 7o sa aliocated shall be considered for all purposes.
including payment or delivery of rovz!ty, » .-mf -0 onaly ar any wther poyments vut of production, o be the entire producton of unitized minerals from the land to which
allocated in the same manner as though produccd therefrom urder the terms of this lease. The owner of the reversionary estate of any term royalty or mineral estate agrees that
the accrual of royalties pursuant to this paragraph or of shut-in royaltes from a weil on the unit shall satisfy any limitaucn ¢f 12mm requiring production of oil or gas. The formation
of any unit hereunder which includes land nct co.erec by this lease shall not have the effect of exchanging or transf: ’ st ander this lease (including, without limitation,
any shut-in royalty which may become pava~ie uncer this lease; betweer part.zs cwning interests or land covers2 e 5+ . .Rd parties owning interests in land not covered
by this lease. Neither shall it impair the night of iesses 10 release as provided in paragraph S hereof, except that lesses 1iou. not so Telease as 1o lands within a unit while there
arc operations thercon for unitized muneruls ur.esy ail pooled leases are released as to lands within the unit. At any nme whiic this lease is in force lessee may dissolve uny
unit cstablished hereunder by filing for record in the public office where this lease is recorded a declaration 10 that effect, if at that time no operations are being conducted thercon
for unitized minerals. Subject to the provisions of this paragruph 4, a unit once established hereunder shall remain in force so long as any lease subject thereto shall remain in
force. [f this lease now or hereafier covers separate tracts, no pooling or unitization of royalty interests as between any suh separale tracts is intended or shal!l be implied or
result merely from the inclusion of such separa'c trais within the ! nevertheless have the right 10 poci or v tize as provided in this paragraph 4 with consequent

allocanion of production as herein provided  As nothes paray Usepanite tract” mean any truct wain ooty ownership differing, now or hereafter, either
as to parties or amounts, from that as @ any ther pant of the lensed preniiey
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7. Lessee shall have the usc, free from royalty. of waier, other than from lessor's water wells, and of ail and- gas produged from said land:mall operations hereunder
Lessee shall have the right at any time to remove all machinery and fixtures placed on said land. including the nght to draw and rém'oygcaslngwo well shall be drilled nearer
than 200 feet to the hause or barn now oa said land without the conseat of the lessor Lessee shull pay tor damages caused by its operations @ grovwing cropb and umber on said iand

8. The rights and cstate of any party hereto may bc assigned from time to ime n whole or in part and utatynjmml Q‘r;r’pr!;_gn!),w‘-o“hg cmﬂ‘r}m Whgnnons.
and considerations of this lease shall exiend to and be binding upon the parties hercto, their heirs, successors, assi n&‘. ndSUctdsiive assigns. No chidnge or division in the owner-
ship of said land, royallies. or other moncys, or any part thercof, howsoever effected, shall increase the abligations or diminish the rights of lessee. including. but not hmited
10, the location and drilling of wells and the measurement of production. Notwithstanding any other actual or constructive knowledge or notice thereof of of to Jessce, its successors
of 4xsigns. no change or division in the ownership of said land or of the royalties, or uther moncys. or the right to receive the same, howsoever cffecied, shall be binding upon
the then record owner of this fcase until thirty (30) days after there has been furnished 1o such record owner at his or ats principal place of business by lessar ae lessars heas,
AuCCessars, or assigns, notice of such change or division, supportcd by either orginals ar duly certified copies of the instruments which have been properly filed for record and
which evidence such change or division, and of such court records and proceedings. transcripts, or other documents as shall be necessary 1n the opimon of such record owner
to estabhsh the validity of such change or diviston. If any such change sn owncrship occurs by reason of the death of the owner. lessee may, nevertheless pay or tender such
royalties, or uther moncys, or part thereof, o the credit of the decedent 1n a depository bank provided lor above.

9. In the event lessor considers that Jessee has not complied with all its obligatioas hercundcer. both express and imphied, lessor shall notify lessee 1n writing, sctting out
spectfically in what respects lessee has breached this contract. Lessee shall then have sixty (60) days after receipt of said notice within which t0 meet or commence 10 meet
all or any part of the breaches alleged by lessor. The service of said notice shall be precedent 1o the bringing of any action by lessor on said lease for any cause, and no such
action shall be brought unul the lapse of sixty (60) days after service of such notice on iessee. Neather the service of said notice nor the doing of any acts by lessee aimed to
meet all or any of the alleged breaches shall be deemed an admission or presumption that lessee has failed W perform all its obligations hercunder. if this ieasc is cancelled
for any cause, 1t shall nevertheless remain in Jorce and effect as to ¢1} sufficient acreage around cach well as 1o which there are operations to constitute a drilling or maximum
allowable unit under applicable governmental regulations, (but tn no event less than torty acres), such acreage 0 be designated by lessee as nearly as practicable in the form
of a square centered at the well, or in such shape as then existing spacing rules require. and (2) any part of said land included in a pooled unit on which there are opcrations.
Lessee shall also have such casements on said land as arc necessary 1o operatioas on the acrcage so retained

10, Lessor hereby warrants and agrees o detend title o sind Land agannst the s o all persons whontsoever. Lessor's rights and imteresis hercusder shall be charged
primanly with any mosigages, taxes of aother hens, or interest and other charges on said land. but lessor agrees that lessee shall have the nght at any ume o pay or reduce same
fur lessor, cither before or atier malturity, and be subrogated (o the rights of the holder thercol and 0 deduct amiounts so paid from royaltics or other payments payable or which
may become payable to lessor and/or assigns under this lease. If this lease covers a leas interest in the od. gas, sulphur, or other minerals 1n all or any pan of said land than
the cnure and undivided fee simple estatc (whether lessor's mierest s hercin speaified or not), of o interest therein, then the royalues and other moneys accruing from any
part as 10 which this lease covers less than such full nterest, shatl be paid only i the proportion which the inerest therein, if any, covered by this lease, bears 10 the wholc
and undivided fee simple estate therein. All royally interest covered by this lease (whether o not owaed by lessory shall be paid out of the royalty heresn provided. This Jease
shall be binding upon each party who executes it without regard to whether it 1s exceuted by all those named herein as lessor.

11 16, while this lease is in force, at, or after the expiration af the primary werm hereot, it s aot being coaunucd in force by reason of the shut-in well provisions of
paragraph 3 hereof, and lessce is not conducting operations on said land by reason of (1) any law, order. rule or regulation, (whether or not subscquently determined to be invalid)
or (2) any other cause, whether similar or dissimilar, (except financial) beyond the reasonable control of lessee, the primary term hereof shall be extended until the tirst anniversary
date hereof occurring ninety (90) or more days following the removal of such delaying cause, and this lease may be extended thercafier by operations as if such delay had not occurred.

IN WITNESS WHEREOF. this instrument is cxecuted on the date first above written.

F o Cierasion

STATE OF INDIVIDUAL ACKNOWLEDGMENT—TEXAS OR NEW MEXICO

COUNTY OF
Before me, the underaigned authority, on this day personally appeared

known to me to be the person—_whose name _ is (are) subscribed to the foregoing instrument, and acknowledged to me that

executed thesame as _____ free act and deed for the purposes and consideration therein expressed.

Given under my hand and seal of office this _______day of L19
My Commission Expires Notary Public 1n and for the State of Texas
T Notary's Pnnted Name
STATE OF . INDIVIDUAL ACKNOWLEDGMENT—TEXAS OR NEW MEXICO
COUNTY OF

Befnre me, the undersigned authority, on this day personally appeared

known to me to be the person___whose name __js (are) subscribed to the foregoing instrument, and acknowledged to me that

executed thesame as _~  free act and deed for the purposes and consideration therein expressed.

Given under my hand and seal of office thin day of. L 19 .

My Commission Expires
Notary Public 1n and for the State of Texas

Notary's Pnnted Name

STATE OF HUSBAND AND WIFE ACKNOWLEDGMENT—TEXAS OR NEW MEXICU

COUNTY OF
Before me, the undersigned authority, on this day personally appeared

hushand and wife, known to me to be the persons whose names are

2
Vit d
'

and
subscribed to the foregoing instrument, and acknowledged to me that they executed the same as their free act and deed for the purposes and
consideration therein expr .
Given under my hand and seal of office this day of. 19— 3
My Commission Expires
Notary Pubtic in and for the State of Texas
Notary 's Printed Name
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Attached to and made a part of __that certain Operating Agreement, dated Novemher 8, 1995,

between DALEN Resources Oil & Gas Co.., as Operator, and Yates Petroleum Corparation,

et al., as Non-Operators.

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 operating
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 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 Petroleumn 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
Account for the preceding month. Such bills will be accompanied by statements which identify the authority for
expenditure, lease or facility, and all charges and credits summarized by appropriate classifications of investment and
expense except that items of Controllable Material and unusual charges and credits shall be separately identified and

fully described in detail.
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
billing 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 __NationsBank,
Dallas, Texas on the first day of the month in which delinquency occurs plus 1% 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 sh.il]
conclusively be presumed to be true and correct after twenty-four (24) months following the end of any such valen.iur
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.

COPYRIGHTE 1985 hy the Couneil oof Petroleum Acconi -ants Societies.
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5.

Audits

A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit
Operator’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 1. Where there are two or more Non-Operators. the Non-Operators shall make
every reasonable effort to conduct a joint audit in 2 manner which will result in a minimum of inconvenience
to the Operator. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this
paragraph unless agreed to by the Operator. The audits shall not be conducted more than once each year
without prior approval of Operator, except upon the resignation or removal of the Operator, and shall be made
at the expense of those Non-Operators approving such audit.

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

Approval By Non-Operators

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

II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

L

Ecological and Environmental

Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy
environmental 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
employed in the operation of the Joint Property if such charges are excluded from the overhead rates.

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 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.

Expenditures or contributions made pursuant to assessments imposed by governmental authority which are
applicable to Operator’s costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section 11. -

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

Employee Benefits

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

most recently recommended by the Counci] of Petroleum Accountar's =
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11.

=

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 he
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 like
material is normally available or railway receiving point nearest the Joint Property 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 where like material is normally
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be
made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the
Parties.

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

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph
10 of Section II and Paragraph i, ii, and iii, of Section III. The cost of professional consultant services and contract
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 directly engaged on the
Joint Property shall not be charged to the Joint Account unless previously agreed to by the Parties.

Equipment and Facilities Furnished By Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating
expense, insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to
exceed __twelve percent ( ___12 _ %) per annum. Such rates shall not exceed average commercial
rates currently prevailing in the immediate area of the Joint Property.

B. In lieu of charges in paragraph 8A 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.

Damages and Losses to Joint Property

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

Legal Expense

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

Taxes

All taxes of every kind and nature assessed or ievied upon or in connection v . ‘i 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
valorem taxes are based in whole or in part upon separate valuations of each party’s working interest, then
notwithstanding anythirg to the contrary herein, charges to the Joint Aceour® <hall be made and paid by the Parties

hereto in accordance wirn the ax vidue generated by each party'’s working .nterest,
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Insurance

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

Abandonment and Reclamation

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

Communications

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

Other Expenditures

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

Operations.

ITI. OVERHEAD

Overhead - Drilling and Producing Operations

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

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

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

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

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

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

( X ) shall be covered by the overhead rates, or
( ) 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 Wel! Rate @ 6,685.00
(Prorated for less thar a fiill month)

Producing Well Rate $ ££9.00
{2)  Application of Overheaa - Fixed Rate Basis shall be as follows:
{a}  Drilling Well Rate

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

1

2

3

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

9
0

1 (b) Producing Well Rates

11

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

14

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

18

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

22

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

26

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

29

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

38

39 B. Overhead - Percentage Basis

40

41 (1) Operator shall charge the Joint Account at the following rates:

42

43 (a) Development

44

45 _ Percent( %) of the cost of development of the Joint Property exclusive of costs
46 provided under Paragraph 10 of Section II and all salvage credits.

47

48 (b) Operating

49

50 — Percent( %) of the cost of operating the Joint Property exclusive of costs provided
51 under Paragraphs 2 and 10 of Section I, all salvage credits, the value of injected substances purchased
52 for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the
53 mineral interest in and to the Joint Property. ’

54

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

56

57 For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III,
58 development shall include all costs in connection with drilling, redrilling, deepening, or any remedial
59 operations on any or all wells involving the use of drilling rig and crew capable of drilling to the producing
|'m interval on the Joint Property; also, preliminary expenditures necessary in preparation for iriline and
inl expenditures incurred in abandoning when the well is not completed as a producer, and original cost of
;;‘-2 construction or installation of fixed assets, the expansion of fixed assets and any other project (learly
" discernible as a fixed asset, except Major Construction as defined in Paragraph 2 of this Section III. Ail oiher

s costs shall be considered as operating.
6 2. Overhead - Major Construction

S
wh

im To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the exparsion of
fixed assets, and any other project clearly discernible as a fixed asset required fr the development arit . -- -~ T
it Praperty Operator shall either neootinte a rate 1rior to the bepinnisr -7 wozteuetion, or =0
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Account for overhead based on the following rates for any Major Construction project in excess of $

*

A, " %of first $100,000 or total cost if less, plus
B. 9% of costs in excess of $100,000 but less than $1,000.000. plus
C. _* % 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.

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 Aecount or shall charge the Joint Account
for overhead based on the following rates:

*

A= % of total costs through $100,000; plus
B. —*__ % of total costs in excess of $100,000 but less than $1.000,000; plus
C. __i___ % 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
provisions of this Section III shall apply.

Amendment of Rates
The overhead rates provided for in this Section III may be amended from time to time only by mutual agreement

between the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material
movements 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.

Transfers and Dispositions

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

A. New Material (Condition A)

(1) Tubular Goods Other than Line Pipe

(a) Tubular goods, sized 2% inches OD and larger, excent lins nipe. shall be priced at Fuasterr
published carload base prices effective as of date of movemen: pius transportation cost using the st
pound carload weight basis to the railway receiving point rearest the Joint Property for which
published rail rates for tubular goods exist. If the =041 pourA rail rate ‘s not offered, the TO.0N0 n i
or 90,000 pound rail rate may be used. Freight charges for woing will ue calculated from Lorain, (v 5
and casing from Youngstown, Ohio.

nelt

(b)  For grades which are special to one mill only, prices <na!l! be oo nuted a1 the mill base of that mill ;7os
transportation cost from that mill to the railway rece.v.ong < 0 nearest tne Joint Property as provioe..d
ahove in Paragraph 2. A.{1Xa). For transportatics -0 S =50 ooboe vhan Fastern mitts the v 0
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(3)

4)

(c)

(d)

)

pound Oil Field Haulers Association interstate truck rate shall be used.

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

Macaroni tubing (size less than 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.

Line Pipe

(a)

(b)

(c)

(d)

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

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

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

Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall
be priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at
prices agreed to by the Parties.

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

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

Good Used Material (Condition B)

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

(1

2

3

Material moved to the Joint Property
At seventy-five percent (75%) of current new price, as determined by Paragraph A.
Material used on and moved from the Joint Property

{a) At seventy-five percent (75%) of current new price, as determined by Paragraph A, if Material was
originally charged to the Joint Account as new Material or

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

Material not used on and moved from the Joint Property

At seventy-five percent (75%) of current new price as determined by Paragraph A.

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

Other Used Material

(1)

Corditicn C

Material which is not in sound and serviceable condition ar.d not suitable for its original function until

after reconditioning shall he priced at fifty percent (50 - of current new price as determined by
Para.mah AL The st of reconditioning shall be chargea @0 -ne receiving property, provided Condition
(e s cost o eeondisioning does not exeeed Condite oV valie,

|
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1 (2) Condition D
2
3 Material, excluding junk, no longer suitable for its original purpose, but usable for some other purpose
1 shall be priced on a basis commensurate with its use. Operator may dispose of Condition D Material
5 under procedures normally used by Operator without prior approval of Non-Operators.
6
7 (a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe
8 of comparable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be
9 priced at used line pipe prices.
10
11 (b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g.
12 power oil lines, shall be priced under normal pricing procedures for casing, tubing, or drill pipe.
13 Upset tubular goods shall be priced on a non upset basis.
14
15 (3) Condition E
16
17 Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under
18 procedures normally utilized by Operator without prior approval of Non-Operators.
19
20 D Obsolete Material
21
22 Material which is serviceable and usable for its original function but condition and/or value of such Material
23 is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by
24 the Parties. Such price should result in the Joint Account being charged with the value of the service
25 rendered by such Material,
26
27 E Pricing Conditions
28
29 (1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25¢)
30 per hundred weight on all tubular goods movements, in lieu of actual loading or unloading costs
31 sustained at the stocking point. The above rate shall be adjusted as of the first day of April each year
32 following January 1, 1985 by the same percentage increase or decrease used to adjust overhead rates in
a3 Section I, Paragraph 1.A.(3). Each year, the rate calculated shall be rounded to the nearest cent and
R shall be the rate in effect until the first day of April next year. Such rate shall be published each year
35 by the Council of Petroleum Accountants Societies.
36
37 (2) Material involving erection costs shall be charged at applicable percentage of the current knocked-down
38 price of new Material.
39
40 3 Premium Prices
41
42 Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other
43 unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required
44 Material at the Operator’s actual cost incurred in providing such Material, in making it suitable for use, and in moving it
45 to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing
46 Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and notifying Operator within
47 ten days after receiving notice from Operator, to furnish in kind all or part of his share of such Material suitable for use
48 and acceptable to Operator.
49
50 4 Warranty of Material Furnished By Operator
51
52 Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the Joint
53 Account until adjustment has been received by Operator from the manufacturers or their agents.
54
55
56 V. INVENTORIES
57
58  The Operator shall maintain detailed records of Controllable Material.
59
AL Periodic Inventories, Notice and Representation
23]
62 At reasonable intervals, inventaries shall be taken by Operator of the Joint Account Controllable Material. Written notice
R of intention to take inventory sna’ be given by Operator at least thirty (30) days before any inventory is to begin so that
£ Nun-Oiperators may be repres-ni-i wnen any inventory is taken. Failure of Non-Operators to be represented at an
65 inventory shall bind Non-Operators to accept the inventory taken by Operator.
66
67 2. Reconciliation and Adjustment of Inventories
Hx

HY Afvistments to the Joint Ace-ure oting from the reconcitiation of a physical inventory shall > made within six

B S C T G Rl Cotorys Inventory adiistmenta shall be made by Operator 1o 1% Tuint Aceount for
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EXHIBIT "D" For D
Attached to and made a part of that certain Operating Agreement, dated November 8, 1995,
between DALEN Resources Oil & Gas Co., as Operator, and Yates Energy Corporation, et
al., as Non-Operators.

INSURANCE PROVISIONS

L. Operator shall carry the following insurance covering Operator’s employees directly
employed in all operations on the Contract Area:

(a) Workmen’s compensation insurance as required by the laws of the State of
New Mexico; and

(b)  Employer’s liability insurance with limits of not less than $500,000.00.

Such insurance shall be carried for the benefit of the parties hereto and its cost shall
be charged to the joint account. Operator may elect to include the risk of worker’s
compensation and/or employers liability under its self-insurance program if it is so
authorized under the laws of the jurisdiction in which Joint Operations are
conducted, and, in that case, shall charge to the Joint Account, in lieu of any
premiums for such insurance, a premium-equivalent in an amount to be determined
by applying manual insurance rates to the payroll.

I1. Operator shall not be required to carry any other insurance for the joint account.
All losses resulting from operations on or development of the Contract Area which
are not covered by the insurance provided pursuant to Paragraph I. above shall be
borne by the parties hereto in the proportions of their respective interests in the
Contract Area at the time of any loss. Each party individually may acquire such
insurance as it deems proper to protect itself against such losses. Operator shall
require all third party contractors performing work in or on the premises covered
hereby to carry such insurance and in such amounts as Operator shall deem
necessary.

ANAAINANI YN/ MnNnN<o
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EXHIBIT "E"

Attached to and made a part of that certain Operating Agreement, dated November
8, 1995, between DALEN Resources Oil & Gas Co., as Operator, and Yates Energy
Corporation, et al., as Non-Operators.

GAS BALANCING AGREEMENT

Subject to and under the terms of the Operating Agreement to which this Agreement
is attached as Exhibit "E" (the "Operating Agreement"), the parties hereto own and are
entitled to share in the oil and gas production from the Contract Area (as defined in the
Operating Agreement) in accordance with their respective interests as set forth in the
Operating Agreement. Each party has made or will make arrangements to sell or utilize
its share of the gas production; however, it is recognized that one or more of the parties
may be unable from time to time to take in kind or otherwise dispose of its interest in the
gas production. In order to permit each party to produce and utilize or dispose of its
interest in the gas production with as much flexibility as possible, the parties hereto have

agreed as follows:

1. The term "Percentage Interest” means the percentage ownership interest of
each party as determined in the Operating Agreement. The term "Accumulated
Underproduction” means the amount by which the cumulative volume for gas taken
by a party is less than the cumulative volume that party was entitled to take
according to its Percentage Interest; the term "Accumulated Overproduction” means
the amount by which the cumulative volume of gas taken by a party exceeds the
cumulative volume that party was entitled to take according to its Percentage
Interest; the term "Underproduced Party” means a party credited with Accumulated
Underproduction; the term "Overproduced Party" means a party charged with
Accumulated Overproduction; the term "Make-up Gas" means the volume of gas
taken by an Underproduced Party to make up Accumulated Underproduction
pursuant to paragraph 4 below.

2. From and after the date of initial delivery of gas from the Contract Area,
during any period when any party is taking less than its full Percentage Interest share
of the gas production, the other party or parties shall produce from the Contract
Area and take or deliver to a purchaser their pro rata share of all or any part of that
portion of the allowable gas production that is not then being produced as a result
of a party taking less than its full share; provided, however, that no party shall be
entitled to take or deliver to a purchaser gas production in excess of 200% of its
share of the allowable gas production assigned thereto by the regulatory body having
jurisdiction unless that party is an Underproduced Party. The parties hereto shall
share in and own the liquid hydrocarbons recovered from such gas by lease
equipment in accordance with their respective interest in the Contract Area as set
forth in said Operating Agreement, but the party or parties taking gas shall own all
of such gas delivered to its or their purchaser(s).

3. The Operator shall maintain an account of the gas balance as between the
parties hereto and will furnish each party monthly statements showing the total
quantity of gas produced, the portion thereof used in operations on the Contract
Area, vented or lost, the total quantity of gas taken by each party or delivered to its
purchaser, and the Accumulated Overproduction and Underproduction of each party.

4, After ten (10) days’ written notice to the Operator and commencing on the
first day of any month, any party may at any time begin taking or delivering to a
purchaser its full share of the gas produced (less such party’s share of gas used in
operations in the Contract Area, vented or lost). In addition to such share, each
Underproduced Party, including the Operator. until it has brought its gas account
into balance, shall be entitled to take or deliver to its purchaser an additional share
of the gas produced determined by multiplying the applicable Make-up Percent
(hereinafter defined) of the Percentage Interest of the Overproduced Parties in the
current gas production by a fraction. the num=rator ¥ which is the Accumulated
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Underproduction of such party and the denominator of which is the total
Accumulated Underproduction of all Underproduced Parties then undertaking to
make up production. "Make-up Percent” shall mean twenty-five percent (25%) for
gas made up in the months of October, November, December, January, February,
and March; and fifty percent (50%) for the months of April, May, June, July, August,
and September. Make-up Gas shall offset Accumulated Underproduction in the
order of accrual.

S. In the event any party enters into an agreement subsequent to this Agreement
for the disposition of its gas, including but not limited to a gas sales agreement(s),
the subsequent agreement shall be subordinated to the rights of the parties under this
Agreement.

6. 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. Each party
shall, at all times, use its best efforts to regulate its takes and deliveries from the
Contract Area so that the well(s) will not be shut in for overproducing the allowable,
if any, assigned thereto by the regulatory body having jurisdiction.

7. During the term of this Agreement, each party shall pay or cause to be paid
its own royalty owners (the term "royalty owners" shall include owners of royalty
interests, overriding royalty interests, production payments, and similar interests) as
they may be entitled, respectively, to be paid, and shall hold the other parties
harmless from any liability therefor.

8. Each party producing and taking or delivering gas to its purchaser shall pay
or cause to be paid any and all production taxes due on such gas.

9. Should production of gas from the Contract Area be permanently discontinued
before the gas account is balanced, a final settlement will be made between the
Underproduced and Overproduced Parties. In making such settlement, the
Underproduced Party or Parties will be paid a sum of money by the Overproduced
Party or Parties equal to the value of the total Accumulated Overproduction less
applicable taxes and royalties theretofore paid by the Overproduced Party on such
overproduction. The value of the total Accumulated Overproduction shall be based
on the price the Overproduced Party actually received for the gas during the
month(s) in which the Accumulated Overproduction accrued. Operator shall furnish
to all parties a statement showing the final Accumulated Overproduction and
Accumulated Underproduction of each party and the month and year in which it
accrued. Within sixty (60) days after receipt of Operator’s statement, each
Overproduced Party shall furnish to all other parties a statement showing the value
of its Accumulated Overproduction based on the price the Overproduced Party
actually received for the gas during the month(s) in which the Accumulated
Overproduction accrued, less applicable taxes and royalties theretofore paid by the
Overproduced Party on such Accumulated Overproduction. Based upon the
statements furnished by the Overproduced Parties, the net amount owed by or to
each party shall be calculated by Operator and furnished to all parties in a final cash
balancing statement. Within sixty (60) days after receipt of Operator’s final cash
balancing statement, each Overproduced Party shall pay each Underproduced Party
in accordance with the statement and without interest. Any party may challenge any
volumes or values or amounts specified in any of the statements furnished under
paragraph 3 above or this paragraph 9 in the same manner and subject to the same
limitations that an invoice from Operator mayv be challenged under the Operating
Agreement or the accounting procedure attached thereto. If any portion of the
proceeds collected bv an Overproduced Part. s subject to a contingent refund
obligation under law, regulation, or court order. ~uch amount shall be withheld until
such time as a final determination is made with respect thereto, or the
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Underproduced Party agrees in writing to indemnify, defend, and hold harmiess from
any refund obligation the party paying such amount.

10.  This Gas Balancing Agreement shall be and remain in full force and effect for
a term concurrent with the term of the Operating Agreement.

11.  This Gas Balancing Agreement shall be deemed to be a separate agreement
for each well on the Contract Area and as to each separate reservoir from which gas

is produced from each well.

12.  Nothing herein shall change or affect each party’s obligation to pay its
proportionate share of all costs and liabilities incurred in operations on the Contract
Area, as set forth in the Operating Agreement. All costs and expenses of
administering this Gas Balancing Agreement shall be borne in accordance with the
provisions of the Operating Agreement.

13.  Any party transferring its interest, or any part thereof, which is covered by the
Operating Agreement, shall give notice of this Gas Balancing Agreement to any
transferee, and such transfer shall not be binding upon the parties until such
transferee has agreed in writing to be bound by the terms of the Operating
Agreement, including this Gas Balancing Agreement. At the option of any
Underproduced Party, cash settlement as between such Underproduced Party and the
Overproduced Party transferring the interest shall occur whenever any Overproduced
Party transfers any of its interest in the Contract Area to an unaffiliated third party.

14.  The Operator under the Operating Agreement is authorized to carry out the
provisions of this Agreement but shall not be liable for its failure to do so as long as
it acts without gross negligence or willful misconduct. The Operator has no duty or
authority to maintain or restore balanced production, except as specifically provided

herein.

NM100.EXE/DBOS9
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Well Cost Estimate
Autharization for Expenditure

" (AFE Type: jDrllllng and Completion:

X

]Recomplellon:

Onshore: X
Prepared By : Terry Stull and Eric Hadsell Oftshore:
AFE No: 95-1124 LWen Name: Moberly "21* ]Well No: 1 Date: 5-1-95
Prospect: lswte: NM County: Lea
Locatlon: 1980° FNL & 1980’ FEL Sec 21 T25S R36E MD: 7,700 TVD: 7,700 PTD:
Formation Oblective: Basal Brushy Canyon & Orange Sd Exploratory X Dev. ou Gas X
Production Area: Northern Fleld Name: Wildcat

DRILLING | COMPLETION COMPLETION /

ACCT.SUB | ACCT.suB : DRILLING - {RECOMPLETION TOTAL
NUMBER NUMBER INTANGIBLE COSTS COSTS COSTS COSTS
9365.101 Abstracts, Legal Fees, Permits, Surveying ~/ 5,000 5,000
9365.102 9366.201  |Location, Road, Canal, Dock, Damages v 20,000 v 2,000 22,000
9365.103 Rig Mobilization/Demobilization 0
9365.104 Contract Drilling; Footage 7,700 tt. @ $16.25/ft. ~/125,000 125,000
9365.105 Contract Drilling; Daywork 2 days @ $4,500/day 9,000 9,000

9366.202 |Completion Rig J 10,000 10,000
9365.106 9366.203  |Fuel, Power, Water v/ 12,500 12,500
9365.108 9366.205 |Drilling/Completlon Fluids J 13,500 \7 1,000 14,500
9365.109 Bits, Reamers, Stabllizers 0
9365.110 9366.206 |Cement, Cementing Services, Accessorles v 22,500 12,000 34,500
9365.111 Directiona! Drilling Equipment and Services 0
9365.112 Open Hole Logging 14,000 14,000
9365.113 Mud Logging v 5,000 5,000
9365.114 Coring and Analysis 0
9365.115 Drill Stem Testing i}
9365.116 9366.207 |Rental Equipment - Surface - Testing v 5,000 J 9,000 14,000
9365.123 9366.218 {Rental Equipment - Subsurface ‘ 0
9365.117 9366.212 | Trucking, Boats, Cranes, Other Transportation \/ 5,000 5,000
9366.208 |[Well Service, Colled Tubing or Swabbing Units 0
9366.209 |Perforating and Cased Hole Logs J 12,000 12,000
9366.210 |Gravel Packing and Sand Control 0
9366.211 |Formation Stimulation v 60,000 60,000
9365.118 9366.213 |Welding, Casing Crews, Other Misc. Labor v 10,000 Y 2,500 12,500
9365.124 9366.219 Disposal Services < 5,000 5,000
9365.119 9366.214 |Company and Contract Supervision v ,12,500 v 3,600 16,100
9365.120 9366.215 |Administrative Overhead 5,000 5,000
9365.121 9366.216 |Miscellaneous Services and Conlingencies J 10,000 v 33,400 43,400
9365.122 9366.217 Insurance 0
TOTAL INTANGIBLE COSTS 279,000 145,500 424,500
TANGIBLE COSTS
9360.101 Drive or Structural Pipe ft. of "0D 0
9360.102 Conductor Casing ft. of “0OD 0
9360.103 Surface Casing 400 H. of 13 3/8"0D v 7,500 7,500
9360.104 Intermediate Casing 3,500 H. of 8 5/8"0D +/ 45,000 45,000
9360.106 Other Casing 0
9361.201 Production Casing 7,700 ft. of 5 1/2"0D < 50,000 50,000
9361.202 |Uner and Hanger i. of "0D Q
9361.203 [Tublng 7,700ft. of27/8" 0D 4 v 39,000 39,000
9360.107 9361.204 |Well Head Equlpment J 7,500 v 7,000 14,500
9360.108 9361.205 |Mudline Suspenslon Equipment L 0
9361.206 |Packers, Sleeves, Landing Nipples, SSCV 0
9361.208  [Navigational Aids 0
9362.301 |Artificlal Lift and Prime Mover 0
9362.302 {Sucker Rods and Pump _ 0
9362.303 |Tankage v 15,000 15,000
9362.304 |Heater Treater/Separator/Production Unit v 10,000 10,000
9362.305 [Gas Conditioning and Compression Equipment 0
9362.306 |Flow Lines, Connectlons and Misc. Valves ~ 15,000 15,000
9362.307 Maetering, LACT and Loading Facllities v 5,000 5,000
9362.308 | Platform 0
9362.318  |Plpeline v 20,000 20,000
9362.310 |Labor and Installation Costs v 15,000 15,000
9362.312 |Injection Equipment 0
9362.316 |Scada / Controls/ ESD 0
9360.105 9362.309 |Other Equipment 0
TOTAL TANGIBLE COSTS 60,000 176,000 236,000
L~ g
TOTAL ESTIMATED WELL COSTS Q’A 339,000 [E}/ 321,500 660,500
APPROVALS: | | -
NAME: *7)7?@ % i DATE: 5%'2 / g
v
BY: J. T. Williams nirLe:  President
NMOCD Case No. 11473

ENCFRCH FYHTRTT NN
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BEFORE THE
OIL CONSERVATION DIVISION
NEW MEXICO DEPARTMENT OF ENERGY AND MINERALS

IN THE MATTER OF THE APPLICATION OF
ENSERCH EXPLORATION INC. FOR COMPULSORY CASE NO. 11473

POOLING, LEA COUNTY, NEW MEXICO
AFFIDAVIT
STATE OF NEW MEXICO )

)} ss
COUNTY OF SANTA FE )

J. SCOTT HALL, attorney in fact and authorized representative
of Enserch Exploration Inc., the Applicant herein, being first duly
sworn, upon oath, states that the notice provisions of Rule 1207 of
the New Mexico 0il Conservation Division have been complied with,
that Applicant has caused to be conduced a good faith, diligent
effort to find the correct addresses of all interested persons
entitled to receive notice, as shown by Exhibit "A" attached
hereto, and that pursuant to Rule 1207, notice has been given by
certified mail at the correct addresses provided by such rule.

T | e R=RQ

J. SCOTT HALL

. <

SUBSCRIBED AND SWORN to before me this g/0)— day of March,
1996, by J. Scott Hall. W
£

Notary (FubIic/

My commission expires:

/{// 7/73

EXHIBIT NO. 6



RANNE B, MILLER
ALAN C. TORGERSON
KENDALL O. SCHLENKER
ALICE TOMLINSON LORENZ
GREGORY W. CHASE
ALAN KONRAD

MARGO J. McCORMICK
LYMAN G. SANDY
STEPHEN M. WILLIAMS
STEPHAN M. VIDMAR
poeeRT . GUTIERRED
SETH V. BINGHAM
MICHAEL H. HOSES
JAMES B. COLLINS
TIMOTHY R. BRIGGS
WALTER R. PARR
RUCOLPH LUCERO
DANIEL E. RAMCZYK
DEAN G. CONSTANTINE
DEBORAH A. SOLOVE
GARY L. GORDON
LAWRENCE R. WHITE
SHARON P. GROSS
VIRGINIA ANDERMAN

MILLER, STRATVERT, TORGERSON & SCHLENKER, P.A.

MARTE D. LIGHTSTONE
JOHN R. FUNK

J. SCOTT HALL
THOMAS R. MACK
MICHAEL J. HAPPE
JILL BURTRAM

TERRI L SAUER

JOEL T. NEWTON
JUDITH K. NAKAMURA
THOMAS M. DOMME
CAVID H. THOMAS 1!
C. BRIAN CHARLTON
RUTH O. PREGENZER
MATTHEW URREA
KAREN L. ACOSTA
JEFFREY E. JONES
MANUEL I. ARRIETA
LEONARD D. SANCHEZ
ROBIN A, GOBLE
MICHELE MARKS
ALISON 1. ARIAS
JAMES R. WOOD
MICHAEL J. SEIBEL
DANA M, KYLE

WILLIAM K. STRATVERT, COUNSEL
PAUL W. ROBINSON. COUNSEL

McBride Oil & Gas Corp.
400 N. Pennsylvania Ave.
Roswell, NM 88201

Re:

Dear Sirs:

LAW OFFICES

500 MARQUETTE N.W., SUITE 1100

’

ALBUQUERQUE, N.M.

POST OFFICE BOX 25687
ALBUQUERQUE, N.M. 87125
TELEPHONE: {(505) 842-1950

FAX: (505) 243-4408

FARMINGTON, N.M.

300 WEST ARRINGTON
POST OFFICE BOX 889
FARMINGTON, N.M, 874992
TELEPHONE: (50S) 3264521
FAX: (505) 325-5474

January 31, 1996

LAS CRUCES, N.M.

500 SOUTH MAIN, SUITE 600
POST OFFICE BOX 1209
LAS CRUCES., N.M. asco4
TELEPHONE: (505) 523-2481
FAX: (505) s26-22153

SANTA FE, N.M.

125 LINCOLN AVE,, SUITE 22!
POST OFFICE BOX 1988
SANTA FE. N.M. 87504-1986
TELEPHONE: (505) 989-9614
FAX: (50%5) 989-9857

PLEASE REPLY TO SANTA FE

CERTIFIED MAIL AND

RETURN RECEIPT REQUESTED

Application of Enserch Exploration, Inc. for Compulsory Pooling
Lea County, New Mexico

This will advise that Enserch Exploration, Inc. has filed an application with the New
Mexico Oil Conservation Division seeking an order for the compulsory pooling of all
mineral interests from the surface to the base of the Delaware formation 1n and under the
SW/4 NE/4 Section 21, Township 25 South, Range 36 East, NMPM, Lea County, New

Mexico.

dedicate the re

NE/4 of said Section 21.

A co%)y of the application is enclosed.) Enserch Exploration, Inc. proposes to
erenced pooled unit to a well drilled at a standard location in the SW/4

This application will be set for hearing before a Division Examiner on February 22,
1996, at the New Mexico Oil Conservation Division, 2040 Pacheco, Santa Fe, New Mexico.
You are not required to attend this hearing, but as an owner of an interest that may be
subject to pooling, you may appear and present testimo:ﬁ. Failure to appear at that time

and become a party of record will preclude you from ch

time.

JSH/ag
Enclosure

cc: Jerry Anderson

Very truly yours,

MILLER, STRATVERT, TORGERSON

& SCHLENKER, P.A.

. Ico«;?&aﬁ,@

J. Scott Hall

Exhibit A

enging this application at a later
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‘ PS Form 3800, April 1995

P 329 L13 S8k
US Postal Service .
Receipt for Certified Mail

No Insurance Coverage Provided.
Do not use for International Mail (See reverse)

Sent to
! McBride 0il & Gas Corp.

Street & Number
400 N. Pennsylvania Ave

Post Office, State, & ZIP Code
Roswell, NM 88201

Postage S

Certified Fee

Spedial Celivery Fee

Restricted Delivery Fee

Retum Receipt Showing to
Whom & Date Delivered

Retum Receipt Showing to Whom,
Date, & Addressee’s Address

*
TOTAL Postage & Fees | $

Postmark or Date

PR

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

delivered.

s The Retum Receipt will show to whom the article was delivered and the date

| also wish to receive the
follqwing services (for an

= Print your name and address on the reversa of this form so that we can retum this | gxtra fee):

card to you.

= Attach this form to the front of the mailpiece, or on the back if space does not 1. O Addressee’'s Address
perrnit. -

aWrita "Retum Receipt Requested” on the mailpiece below the article number. 2. O Restricted Delivery

Consult postmaster for fee.

3. Article Addressed to:

McBride 0il & Gas Corp.
400 N. Pennsylvania Ave.

Roswell, NM 88201

4a. Article Number

P 329 613 586
4b. Service Type
0O Registered & Certified
O Express Mail O Insured
3 Retum Receipt for Merchandiss [1 COD
7. Date,of Delivery

- 276

5. Received By: (Print Name)

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

Is your RETURN ADDRESS completed on the reverse élde?

6. Signature: Ajiressﬂ'g’owent)
x /@ ,,W\—/

BEDTIVERONS: BURRLRNLrIREr5YS X7 ot AN

PS Form 3811, Decefnbé 1994

Domestic Return Receipt

T AT RTINS T T R T S R AN Y P S W R R NN




RANNE B. MILLER
ALAN C. TORGERSON
KENDALL O. SCHLENKER

ALICE TOMLINSON LORENZ

GREGORY W. CHASE
ALAN KONRAD

MARGO J. McCORMICK
LYMAN G. SANDY
STEPHEN M. WILLIAMS
STEPHAN M. VIDMAR
ROBERT C. GUTIERREZ
SETH V. BINGHAM
MICHAEL H. HOSES
JAMES B. COLLINS
TIMOTHY R. BRIGGS
WALTER R. PARR
RUDOLPH LUCERO
DANIEL E. RAMCZYK
DEAN G. CONSTANTINE
DEBORAH A. SOLOVE
GARY L. GORDON

MARTE D. LIGHTSTONE
JOHN R. FUNK

J. SCOTT HALL
THOMAS R. MACX
MICHAEL J. HAPPE
JILL BURTRAM

TERRI L. SAUER

JOEL T. NEWTON
JUDITH K. NAKAMURA
THOMAS M. DOMME
DAVID H. THOMAS 11!
C. BRIAN CHARLTON
RUTH O. PREGENZER
MATTHEW URREA
KAREN L ACOSTA
JEFFREY E. JONES
MANUEL . ARRIETA
LEONARD D. SANCHEZ
ROBIN A, GOBLE
MICHELE MARKS
ALISON L ARIAS

LAW OFFICES

ALBUQUERQUE, N.M,

S00 MARQUETTE N.W., SUITE 1100

POST OFFICE BOX-25687

ALBUQUERQUE. N.M. 87125
TELEPHONE: {505) 842-1950

FAX: {505) 243-4408

FARMINGTON, N.M.

3CC WEST ARRINGTCN
POST CFFICZ BOX 869

FARMINGTON, N.M. 87499
TELEPHONE: (SO5) 3264521

FAX: {505) 325-5474

MITLER, STRATVERT, TORGERSON & SCHLENKER, PA.

LAS CRUCES, N.M.

500 SOUTH MAIN, SUITE eco
POST OFFICE BOX 1209
LAS CRUCES. N.M. 88004
TELEPHONE: (50S) 523-2481
FAX: (5O5) 526.221%

SANTA FE, N.M.

125 LINCOLN AVE., SUITE 22!
POST OFFICE 80X 1986
SANTA FE, N.M. 87504-1986
TELEPHONE: (508) 989-9614
FAX: (505) 989-9857

JAMES R. WOOD
MICHAEL J. SEIBEL
DANA M. KYLE

LAWRENCE R. WHITE
SHARON P. GROSS
TVIRGINIA ANDERMAN

January 31, 1996 -

PLEASE REPLY TO SANTAFE

WILLIAM K, STRATVERT, COUNSEL.
PAUL W. ROBINSON. COUNSEL

CERTIFIED MAIL AND

Ray L. McKim, III
RETURN RECEIPT REQUESTED

Box 2356
203 W. Wall, Ste. 10,000
Midland, TX 78702

Re:  Application of Enserch Exploration, Inc. for Compulsory Pooling
Lea County, New Mexico

Dear Sirs:

This will advise that Enserch Exploration, Inc. has filed an application with the New

, Mexico Oil Conservation Division seeking an order for the compulsory pooling of all
mineral interests from the surface to the base of the Delaware formation i1n and under the
SW/4 NE/4 Section 21, Township 25 South, Range 36 East, NMPM, Lea County, New

+ Mexico. (A copy of the application is enclosed.) Enserch Exploration, Inc. proposes to
dedicate the re?erenced pooled umit to a well drilled at a standard location in the SW/4

NE/4 of said Section 21.

This application will be set for hearing before a Division Examiner on February 22,
1996, at the New Mexico Oil Conservation Division, 2040 Pacheco, Santa Fe, New Mexico.
You are not required to attend this hearing, but as an owner of an interest that may be
suléiect to pooling, you may appear and present testimony. Failure to appear at that time
and become a party of record will preclude you from chaﬁenging this application at a later

time.
Very truly yours,

MILLER, STRATVERT, TORGERSON
& SCHLENKER, P.A.

J. Scott Hall

JSH/ag
Enclosure
cc: Jerry Anderson
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US Postal Service
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*Ray L. McKim, III
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RANNE B. MILLER
ALAN C, TORGERSON
KENDALL O. SCHLENKER

ALICE TOMLINSON LORENZ

GREGORY W. CHASE
ALAN KONRAD

MARGO J. MCCORMICK
LYMAN G. SANDY
STEPHEN M. WILLIAMS
STEPHAN M. VIOMAR
ROBERT C. GUTIERREZ
SETH V. BINGHAM
MICHAEL H. HOSES
JAMES B. COLLINS
TIMOTHY R. BRIGGS
'YALTER R. PARR
RUDOLPH LUCERO
DANIEL E. RAMCZYK
DEAN G. CONSTANTINE
DEBORAH A, SOLOVE
GARY L. GORDON
LAWRENCE R. WHITE

MARTE D. LIGHTSTONE
JOHN R. FUNK

J. SCOTT HALL
THOMAS R. MACK
MICHAEL J. HAPPE
JILL BURTRAM

TERRI! L. SAUER
JOEL T. NEWTON
JUDITH K. NAKAMURA
THOMAS M. DOMME
DAVID H. THOMAS iii
C. BRIAN CHARLTON
RUTH 0. PREGENZER
MATTHEW URREA
KAREN L ACOSTA
JEFFREY E. JOKES
MANUEL i. ARRIETA
LEONARD D. SANCHEZ
ROBIN A. GOBLE
MICHELE MARKS,
ALISON 1. ARIAS
JAMES R. WOOD

ALBUQUERQUE, N.M.

S00 MARQUETTE N.W,, SUITE 1100
POST OFFICE BOX 25687

ALBUQUERQUE, N.M. 87125

TELEPHONE: (505) 842-1950

FAX: (505) 2434408

FARMINGTON, N.M.

3CC WEST ARRINGTCN
POST OFFICE BOX 869

FARMINGTON, N.M. 87499
TELEPHONE: (505) 326-4521

FAX: (805) 325-5474

MILLER, STRATVERT, TORGERSON & SCHLENKER, R A.
LAW OFFICES

LAS CRUCES, N.M.

500 SOUTH MAIN, SUITE 600
POST OFFICE BOX 1209
LAS CRUCES. N.M. 88004
TELEPHONE: (50%) 523.2481
FAX: (505) 526.221%

SANTA FE, N.M.

125 LINCOLN AVE_, SUITE 221
PQST OFFICE BOX 1986
SANTA FE, N.M. 87504-1988
TELEPHONE: (508) 989-9614
FAX: (505) 989-9857

SHARON P. GROSS
VIRGINIA ANDERMAN

MICHAEL J. SEIBEL
DANA M. KYLE

February 1, 1996 S

PLEASE REPLY TO SANTAFE

WILLIAM K. STRATVERT. COUNSEL
PAUL W. ROBINSON. COUNSEL .

CERTIFIED MAIL AND
RETURN RECEIPT REQUESTED

Yates Energy Corporation
P.O. Box 2323
Roswell, NM 88202

Re:  Application of Enserch Exploration, Inc. for Compulsory Pooling
Lea County, New Mexico

Dear Sirs:

This will advise that Enserch Exploration, Inc. has filed an application with the New
Mexico Oil Conservation Division seeking an order for the compulsory pooling of all
mineral interests from the surface to the base of the Delaware formation 1n and under the
SW/4 NE/4 Section 21, Township 25 South, Range 36 East, NMPM, Lea County, New
Mexico. (A copy of the application is enclosed.) Enserch Exploration, Inc. proposes to
dedicate the reg:renced pooled unit to a well drilled at a standard location in the SW/4
NE/4 of said Section 21.

This application will be set for hearing before a Division Examiner on February 22,
1996, at the New Mexico Oil Conservation Division, 2040 Pacheco, Santa Fe, New Mexico.
You are not required to attend this hearing, but as an owner of an interest that may be
sul();'ect to pooling, you may appear and present testimo:ﬁ. Failure to appear at that time
and become a party of record will preclude you from challenging this application at a later
time. :

Very truly yours,

MILLER, STRATVERT, TORGERSON
& SCHLENKER, P.A.

T {eoriq et
J. Scott Hall

JSH/ag
Enclosure
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= Attach this form to the front of the maiipiece, or on the back if space does not 1. O Addressee's Address
permit.
»'Write "Retum Recsipt Requested” on the mailpiece below the article number. 2. [0 Restricted Delivery
s The Retum Receipt will show to whom the article was delivered and the date
delivered. . Consult postmaster for fee.
3. Article Addressed to: ’ 4a. Article Number
: P 329 611 403
Yates Energy Corporation 4b. Service Type
P.0. Box 2323 O Registered & Certified
Roswell, NM 88202 [0 Express Mail . O Insured
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7. Date of Defivégy” i
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m . and fee i} paid) 4
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X - -
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Is your RETURN ADDRESS compleied on the feverse slde?’
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RANNE B. MILLER
ALAN C. TORGERSON
KENDALL O. SCHLENKER
ALICE TOMLINSON LORENZ
GREGORY W. CHASE
ALAN KONRAD

MARGQO J. McCORMICK
LYMAN G. SANDY
STEPHEN M. WILLIAMS
STEPHAN M. VIDMAR
ROBERT C. GUTIERREZ
SETH V., BINGHAM
MICHAEL H, HOSES
JAMES B. COLLINS
TIMOTHY R. BRIGGS
WALTER R. PARR
RLUDOLPH LUCERO
DANIEL E. RAMCZYK
DEAN G. CONSTANTINE
DEBORAH A. SOLOVE
GARY L. GORDON
[AWRENCE R. WHITE
SHARON P. GROSS
VIRGINIA ANDERMAN

MILLER, STRATVERT, TORGERSON & SCHLENKER, F.A.

MARTE D. LIGHTSTONE
JOHMN R. FUNK

J. SCOTT HALL
THOMAS R. MACK
MICHAEL J. HAPPE
JILL BURTRAM

TERRI L. SAUER
JOEL T. NEWTON
JUDITH K. NAKAMURA
THOMAS M. DOMME
DAVIO H. THOMAS il
C. BRIAN CHARLTON
RUTH O. PREGENZER
MATTHEW URREA
KAREN L. ACOSTA
JEFFREY E. JONES
MANUEL I. ARRIETA
LEONARD D. SANCHEZ
ROBIN A, GOBLE
MICHELE MARKS
ALISON I. ARIAS
JAMES R. WOOD
MICHAEL J. SEIBEL
DANA M. KYLE

WILLIAM K. STRATVERT, COUNSEL
PAUL W. ROBINSON. COUNSEL

Henry A. Felt, Sr.
212 Pompton Road
Haledon, NJ 87508

Re:

Dear Sirs:

"

LAW OFFICES :

February 13,

ALBUQUERQUE, N.M.

500 MARQUETTE N.W., SUITE 1'co

POST OFFICE BOX 25687
ALBUQUERQUE, N.M. 87125
TELEPHONE: (505) 842-1950

FAX: (505) 243-4408

FARMINGTON, N.M.

300 WEST ARRINGTON
POST OFFICE BOX 869
FARMINGTON, N.M. 87499
TELEPHONE: (505) 326-4521
FAX: (505) 325-547 4

1996

LAS CRUCES, N.M.

500 SOUTH MAIN. SUITE 600
POST OFFICE BOX 1209
LAS CRUCES. N.M. 88004
TELEPHONE: (505) 523.2481
FAX: (505) 526-221%

SANTA FE, N.M.

125 LINCOLN AVE., SUITE 221
POST OFFICE BOX 1986
SANTA FE, N.M. 87504.1986
TELEPHONE: (505) 989-9614
FAX: (505) 989-9857

PLEASE REPLY TO SANTA FE

" CERTIFIED MAIL AND

RETURN RECEIPT REQUESTED

Application of Enserch Exploration, Inc. for Compulsory Pooling
Lea County, New Mexico

This will advise that Enserch Exploration, Inc. has filed an application with the New

Mexico Oil Conservation Division seeking an order for the compulsory pooling of all
mineral interests from the surface to the base of the Delaware formation in and under the
SW/4 NE/4 Section 21, Township 25 South, Range 36 East, NMPM, Lea County, New
Mexico. (A copy of the application is enclosed.) Enserch Exploration, Inc. proposes to
dedicate the reFerenced pooled unit to a well drilled at a standard location in the SW/4
NE/4 of said Section 21.

This application will be set for hearing before a Division Examiner on March 21,
1996, at the New Mexico Oil Conservation Division, 2040 Pacheco, Santa Fe, New Mexico.
You are not required to attend this hearing, but as an owner of an interest that may be
subject to pooling, you may appear and present testimony. Failure to appear at that time
and become a party of record will preclude you from challenging this application at a later

time.
Very truly yours,

MILLER, STRATVERT, TORGERSON
& SCHLENKER, P.A.

J. Scott Hall

JSH/ag
Enclosure



DDRESS completed on the reverse side?

E

Is your

PS Form 3811, December 1994

P 329 b13 575

US Postal Service .
Receipt for Certified Mail

No Insurance Coverage Provided.

Do not use ior intemational Mail (See reverse)

Heéhry A. Felt, Sr.

2194 ﬁucr)nx?r%t on Road

 Haledon, NI 07508

Post Office, State, & ZIP Code

Postage $

Certified Fee

Spedal Delivery Fee

Restricted Delivery Fee

Retum Receipt Showing to
Whom & Date Delivered

Retum Receipt Showing to Whom,
Date, & Addressee’s Address
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Postmark or Date
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=Complete items 1 and/or 2 for additional services.
= Complete items 3, 4a, and 4b.

= Print your name and address on the reverse of this form so that we can return this
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= Attach this form to the front of the maiipiece, or on the back if space does not

permit.

' Write ‘Retum Recaipt Requested” on the mailpiece below the article number.
=The Retum Receipt will show to whom the article was delivered and the date

delivered.

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

1. [0 Addressee’s Address
2. OJ Restricted Delivery
Consult postmaster for fee.

3. Article Addressed to:
Henry A. Felt, Sr.

212 Pompton Road
Haledon, NJ 07508

4a. Article Number

P 329 613 575
4b. Service Type
O Registered Kl Certified
O Express Mail¢ O Insured
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Domestic Return Receipt



