Nearburg Exploration Company, L.L.C.

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

Fax G15/686-7806

February 5, 2002

Mr. Eric Hanson

Hanley Petroleum, Inc.
415 W. Wall, Suite 1500
Midland, Texas 79701

RE: North 50 acres of W/2 SW/4
Section 10, T-17-S, R-37-E
Lea County, New Mexico
Voyager Prospect

Dear Eric:

Pursuant to our telephone conversation yesterday, Nearburg Exploration Company, L.L.C. (NEC) hereby
requests an Oil and Gas Lease covering your interest in the above captioned lands. Terms offered are:

1) $150 per net acre
2) Three (3) year primary term.
3 1/5th royalty.

If these terms are acceptable to you, please let me know and I will prepare a lease for your approval and
execution. Should you have any questions or require additional information, please let me know.

Very truly yours,

i

/

raig Clark
Land Consultant

MCC/dw

BEFORE THE OIL CONSERVATION DIVISION
Santa Fe, New Mexico
Case No. 12900 Exhibit No. 3
Submitted by:

NEARBURG EXPLORATION COMPANY  L.L.C,
Hearing Date: August 1, 2002



Nearburg Exploration Company, L.L.C.

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

Fax 915/686-7806

February 5, 2002

Petrovaughn, Inc.
11910 Greenville Ave., Suite 302
Dallas, Texas 75243

RE: North 50 acres of W/2 SW/4
Section 10, T-17-S, R-37-E
Lea County, New Mexico
Voyager Prospect

Gentlemen:

Nearburg Exploration Company, L.L.C. (NEC) hereby requests an Qil and Gas Lease covering your interest in
the above captioned lands. Terms offered are:

1) $100 per net acre
2) Three (3) year primary term.
3) 3/16ths royalty.

If these terms are acceptable to you, please let me know and [ will prepare a lease for your approval and
execution. Should you have any questions or require additional information, please let me know.

Very truly yours,

7 -
/01, = 74

M. Craig Clark
Land Consultant

MCC/dw



Nearburg Exploration Company, L.L.C.

Exploration and Production
3300 North “A” Street
Building 2. Suite 120
Midland, Texas 78705
915/686-8235

Fax 915/686-7806

May 2, 2002

Mr. Carl E. Sherrill
Conoco, Inc.

10 Desta Drive. Suite 100W
Midland, Texas 79703

RE: Voyager Prospect
South 30 acres of W/2 SW/4 of Section 10
T-17-S, R-37-E
Lea County, New Mexico

Dear Mr. Sherrill:

Nearburg Exploration Company, L.L.C. (NEC) hereby requests a term assignment of your interest covering the
above captioned lands. Terms offered are:

3} $100.00 per net mineral acre

2) 2 year term assignment

3) Reserve an overriding royalty interest equal to the difference between existing burdens and
22%.

Thanks for your time and consideration to this matter. Should you have any questions or require any additional
information, please let me know.

Very truly yours,

/

M. Craig Clark
Land Consultant

MCC/dw



Nearburg Exploration Company, L.L.C.

Fax 915/686- 7800

May 29, 2002

VIA CERTIFIED MAIL

SEE DISTRIBUTION LIST

RE:  Shipp #1
Section 10: S/2 SW/4
T-17-S, R-37-E

Lea County, New Mexico
Gentlemen:

Nearburg Exploration Company, L.L.C hereby proposes to test the Strawn formation by re-
entering the Shipp #1 well located 990° FSL and 330’ FWL of Section 10 and directionally drill
to a bottom hole location of 860" FSL and 1,400° FWL of Section 10, T-17-S, R-37-E, Lea
County, New Mexico. I have enclosed an Authority for Expenditure detailing the estimated costs
to drill and complete this well.

Should you wish to participate in this well, please execute and return one copy of the AFE to the
undersigned rctaining the other copy for your records. Upon receipt of an executed AFE we will
prepare a Joint Opcrating Agreement for your review and execution.

In the event you do not wish to participate, we hereby rcquest you lease your interest for $150.00
per acre for a two (2) year leasc providing for a 1/5" royalty. Should you have any questions,
please let me know.

Very truly yours,
/[4 < /)é)//
Craig Clark '

Land Consultant

CC/nr

Enclosure



Shipp #1
Section 10: S/2 SW/4
T-17-S, R-37-E
Lea County, New Mexico
Distribution List

Mr. Eric Hansen

Hanley Petroleum, Inc.
415 W. Wall, Suite 1500
Midland TX 79701

Petrovaughn, Inc.
11910 Greenville Ave., Suite 302
Dallas TX 75243

Republic Royalty Company
3738 Oak Lawn Ave., Suite 300
Dallas TX 75219

David Petroleum Corporation
116 W. 1* Street
Roswell NM 88201

Colin R. McMillan
Kay McMillan

116 W. 1* Strect
Roswell NM 88201
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Nearburg Producing Company
Exploration and Production
Dallas, Texas

AUTHORITY FOR EXPENDITURE

LEASE: Voyager (Shipp #1)

BHL: 860' FSL & 1,400' FWL, 10,178, 37E
FIELD: Undesignated Strawn

WELL NUMBER: 1-Y
LOCATION: SHL: 990’ FSL & 330' FWL, Section 10, T17S, R37E, Lea County, New Mexico

PTVD: 11,500

EXPLORATORY,DEVELOPMENT WORKOVER: E

DESCRIPTION OF WORK: Re-enter and directionally drill to the Starwn and complete as a flowing oil well.

DATE PREPARED: 5/29/02
ACCOUNTING WELL NUMBER:
COMMUNICATIONS ACCOUNT NUMBER:

EST. START DATE: 11/2002

Page 1 0f 2

EST. COMPLETION DATE: 11/2002

INTANGIBLE COSTS: includes NM Tax

Driling Footage 11,500 Ft @ 0.00 $/Ft
Drilling Daywork 18 1 8,000 $/day
Drilling Turnkey

Rig Mobilization and Demobilization

Road & Location Expense

Damages

Directional Drilling - Tools and Service

Drilling Fluids

Fuel, Power, and Water

Supplies - Bits

Supplies - Liner Equipment

Supplies - Miscellaneous

Cement and Cmt. Services - Surface Csg
Cement and Cmt. Services - Int. Csg
Cement and Cmt. Services - Prod. Csg
Cement and Cmt. Services - Other
Rental - Drilling Tools and Equipment
Rental - Misc.

Testing - Drill Stem / Production
Open Hole Logging

Mudlogging Services

Special Services

Plug and Abandon

Pulling and/or Swabbing Unit
Reverse Equipment

Wireline Services

Stimulation

Pump / Vacuum Truck Services
Transportation

Tubular Goods - Inspection & Testing
Unclassified

Telephone and Radio Expense
Engineer / Geologist / Landman
Company Labor - Field Supervision
Contract Labor / Roustabout

Legal and Professional Service
Insurance

Overhead

SUBTOTAL

Contingencies (10%)

ESTIMATED TOTAL INTANGIBLES

CODE
1514.101
1514.105
1514.110
1514.315.
1514.120
$514.125.
1514130
1514.136
1514.140
1514.146
1514.1650
1514.155
1514.160
1514.165
1514170

NA
1514175
1514.180
1514485
1514.195
1514.200
1514:210
1514.150
1514.215

NA

NA
1514.208

NA
1514.220
1514.225
1514.230
1514.245
1514.240
1514.280
1574.255
1514.265
1514.270
1514.275

1514.280

TO CSG PT

0

162,640

0

26,500

18,285

5,000

95,400

10,600

10,600

23,002

1,590

Qlolo|o o

10,600

12,932

4,770

7,950

10,000

SIojo oo

2,650

0

530

636

7,500

10,600

9,540

5,000

5,355

5,250

436,930

43,693

480,623

cope | COMPLETION TOTALWELL
- 0 0
_ 8,480 161,120
1575310 0 0
1515_..1'515: j 0 26,500
w5z 3,180 21,465
1515125 0 5,000
155130 0 95,400
1615.132 0 10,600
1515490 0 10,600
1515:945. 1,060 24,062
1515,150° 4,240 5,830
1515485 0 0
1515160 0 0
n 0 0
NA 0 0
151517 15,900 15,900
1515475 0 10,600
1515.180 0 Q
1515185 15,900 28,832
1515.195 15,900 20,670
s 0 0
Na 0 7,950
1516190 0 0
1515215 (10,000) 0
1515217 26,500 26,500
1515218 5,300 5300
1515205 6,360 6,360
1515221 5,300 5,300
1575,220: 6,686 6,686
1515225 3,180 5,830
1515230 5,300 5,300
1515.245" 0 530
1515.24¢ 445 1,081
1515260 1,000 8,500
1515.255° 5,000 15,600
1515 265 12,720 22,260
515,270, 0 5,000
1515275 0 5,355
1516260 3,267 8,517
135,718 572,648

13,572 57,265

148,290 628,813




Nearburqg Producing Company

Exploration and Production

Dallas, Texas

LEASE: Voyager

AUTHORITY FOR EXPENDITURE

(Shipp #1)

WELL NUMBER: 1-Y

LOCATION: SHL: 990 FSL & 330' FWL, Section 10, T17S, R37E, Lea County, New Mexico
BHL: 860" FSL & 1,400" FWL, 10,178, 37E
FIELD: Undesignated Strawn

DESCRIPTION OF WORK: Re-enter and directionally drill to the Starwn and complete as a flowing oil well.

DATE PREPARED: 5/29/02
ACCOUNTING WELL NUMBER:
COMMUNICATIONS ACCOUNT NUMBER:

EST. START DATE: 11/2002

PTVD: 11,500’

EXPLORATORY ,DEVELOPMENT WORKOVER: £

Page 2 of 2

EST. COMPLETION DATE: 11/2002

TANGIBLE COSTS:

Conductor Casing

Surface Csg
Intermediate Csg
Protection Csg
Production Csg
Protection Liner
Production Liner
Tubing

Rods

Artificial Lift Equipment

Tank Battery

11,500 Ft@

11,200 Ft@

0Ft@ 0.00 $/Ft
DFt@ 0.00 $/Ft
0Ft@ 0.00 §/Ft
0Ft@ 0.00 $/Ft

9.00 $/Ft
0 Ft@ 0.00 $/Ft
0 Ft@ 0.00 $/Ft

3.38 $/Ft
0 Ft@ 0.00 $/Ft

Separators/Heater Treater/Gas Units/FWKO
Well Head Equipment & Christmas Tree
Subsurface Well Equipment

Flow Lines

Saltwater Disposal Pump

Gas Meter
Lact Unit

Vapor Recovery Unit
Other Well Equipment
ROW and Damages

Surface Equipment Installation Costs

Elect. Installation

ESTIMATED TOTAL TANGIBLES

ESTIMATED TOTAL WELL COSTS

CODE

1520.308

1820.310

1520.318

1520.320

NA

1520.330

NA

2

TOCSGPT

Ololo|lojlojo|o|co|(ojo|lOo (O

o
W
(o]
o

)

Qlo|Q OO O O

3,500

484,123

cope | COMPLETION TOTAL WELL
" 0 0
Na 0 0
& 0 0
s 0 0
1522,325: 103,500 103,500
Na 0 0]
1522.335} 0 0
1522.340° 37,856 37,856
1522345 0 0
1522.355 0 0]
re22.5% 21,200 21,200
1522@ 10,600 10,600
1522.365 5,000 8,500
1522370 5,300 5,300
1522.375 1,656 1,656
1502301 0 0
152,305 3,180 3,180
15&.3&{ 0 0
1238 0 0
1522.380 0 0
120,93 0 0
1522.395" 10,600 10,600
1522.397 10,600 10,600
209,492 212,992

358,783 842,905

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

NPC APPROVAL -

DATE

PREPARED BY: HRW

05/29/02

REVIEWED BY:

P A R R

APPROVEDBY. A (2 s

%

APPROVED BY: PP
o 77
WI APPROVAL: COMPANY
BY
TITLE

DATE




Nearburg Exploration Company, L.L.C.

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

Fax 915/686-780€

May 29, 2002

VIA CERTIFIED MAIL

Chesapeake Exploration, L.P.
ATTN: Land Department
P.O. Box 18496

Oklahoma City OK 73154

RE: Shipp #1
Section 10: S/2 SW/4
T-17-S, R-37-E

Lea County, New Mexico

Gentlemen:

Nearburg Exploration Company, L.L.C hereby proposes to test the Strawn formation by re-
entering the Shipp #1 well located 990° FSL and 330" FWL of Secction 10 and directionally drill
to a bottom hole location of 860" FSL and 1,400’ FWL of Section 10, T-17-S, R-37-E, Lea
County, New Mexico. I have enclosed an Authority for Expenditure detailing the estimated costs
to drill and complete this well.

Should you wish to participate in this well, please execute and return one copy of the AFE to the
undersigned retaining the other copy for your records. Upon receipt of an executed AFE we will
prepare a Joint Operating Agreement for your review and execution.

In the event you do not wish to participate, we hereby request a Term Assignment of your interest
under mutually acceptable terms. Should you have any questions, please let me know.

Very truly yours,
/ Z/ ‘
==
[l T/ 7E
Craig Clark

Land Consultant

CC/nr

Enclosure
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Nearburg Exploration Company, L.L.C.

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

Fax 915/686- 7806

May 29, 2002

VIA CERTIFIED MAIL

Mr. Carl E. Sherrill

Conoco, Inc.

10 Desta Drive, Suite 100 W
Midland TX 79705

RE: Shipp #1
Section 10: S/2 SW/4
T-17-S, R-37-E
Lea County, New Mexico

Gentlemen:

Nearburg Exploration Company, L.L.C hereby proposcs to test the Strawn formation by re-
entering the Shipp #1 well located 990” FSIL. and 330" FWL of Section 10 and directionally dritl
to a bottom hole location of 860 FSL and 1,400° FWL of Section 10, T-17-S, R-37-E, Lea
County, New Mexico. | have enclosed an Authority for Expenditure detailing the estimated costs
to dnll and complete this well.

Should you wish to participate in this well, please execute and return one copy of the AFE to the
undersigned retaining the other copy for your records. Upon receipt of an executed AFE we will
prepare a Joint Operating Agreement for your review and execution.

In the event you do not wish to participate, we hereby request a Term Assignment of your interest
under mutually acceptable terms. Should you have any questions, please let me know.

Very truly yours,
/

Craig Clark

Land Consultant

CC/nr

Enclosure
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Nearburg Exploration Company, L.L.C.

Exploration and Production
3300 North “A" Street
Building 2. Suite 120
Midland, Texas 73705
915/686-8235

Fax 915/686-7806

June 25, 2002

Mr. Bill Owen

LDM Associates

116 W. 1™ Street

Roswell, New Mexico 88201

RE: Shipp #1
S/2 SW/4 Section 10, T-17-S, R-37-E
Lea County. New Mexico
Voyager Prospect

Dear Mr. Owen:

In response to vour letter of June 11, 2002, please be advised that Nearburg Exploration Company, L.L.C.
(NEC) regrets that it 1s unable to accept your offer of a six month primary term, 1/4th royalty, no bonus lease
with the conversion to a 1/5th royalty and a 25% back-in after payout of the initial test well.

As we discussed in our telephone conversation to date, the structure that is being drilled in the Vovager
Prospect is smaller than other structures jointly drilled by NEC and LDM and we are expecting significantly
fewer reserves, which dictate economic terms precluding a back-in after payout and/or a 1/4th royalty.

As suggested in your lctter. NEC will be happy to afford Colin R. McMillian and David Petroleum Corp. the
opportunity to review its geophysical interpretation and then decide if you choose to participate in the drilling
of the well.

Please let me know when arrangements can be made for you to come to Midland and let Terry Durham present
our information.

We appreciate your cooperation and look forward to working with you in this project.

Yours very truly.

Bob Shelton

Land Manager
BS/dw
cct Terry Durham

Cap Horning
Charles Necarburg



W. B. (BILL) OWEN
PETROLEUM LANDMAN

Nearburg Exploration Company. LLC
3300 N. “A” Street Building 2, Suite 120

LDM ASSOCIATES
116 W. FIRST STREET
RaosweLL, NEw MEXICO B8201

June 11, 2002

Midland, TX 79705-5408

Attention: Craig Clark, l.and Consultant

Dear Craig:

Re: Shipp #1

T-17-S, R-37-E, NMPM

Section 10: S/2SW/4
Lea County, New Mexico

505 €23-8800

Pursuant to your proposal to re-enter and directionally drill the referenced well as
described in your letter dated May 29, 2002 and my subsequent conversation with Bob Shelton,
David Petroleum Corp. (DPC) and McMillan Production Company, Inc. (MPC) are agreeable to

the following terms:

Upon review by DPC and MPC of Nearburg Exploration Company, LLC’s (NEC) 3D
Seismic in Nearburg's otfice in Midland, DPC and MPC independently will do one of the

following:

A. Join and participate as a working mnterest owner, signing your AFE and agreeing
to a mutually acceptable Joint Operating Agreement, designating NEC as the
Operator. or

B. Grant NEC a lease on its mineral interest in the SE/4SW/4 of the referenced
section providing for the following terms:

1. No bonus consideration,
2. Six (6) month primary term,
3. One-fourth (1/4) Lessor’s royalty,
4. At payout, said lease would convert to a one-fifth (1/5) Lessor’s royalty
with Lessor owning a proportionately reduced twenty-five percent (25%)
working interest as follows:
BPO APO
wi NRI Wi NRI
NEC 10.00% 7.5% 7.5% 6.0%

DPC & MPC

________ 2_5“/() 2.5(’/0

4.0%




Nearburg Exploration Company, LLC
June 11, 2002
Page 2

Should you have any questions, please don’t hesitate to give me a call. If agreeable,

please sign and return one copy of this letter. We can then set a date for DPC and MPC to review
said 3D data.

Sincerely,

%wen

Land Manager

Agreed and accepted this day of , 2002.

NEARBURG EXPLORATION COMPANY, LLC.

BY




Nearburg Exploration Company, L.L.C.

Exploration and Production
3300 North "A" Stree:
Building 2, Sutte 1206
Midland, Texas 75705
915/686-8235

Fax 915/686-780¢

July 17, 2002

Mr. Casey McManemin
Republic Royalty Company
P. O. Box 840-127

Dallas, Texas 75284-0127

RE: Voyager-Shipp #1-10

S/2 SW/4 of Section 10, T-17-S, R-37-E

Lea County. New Mexico

Dear Mr. McManemin:

Nearburg Exploration Company, L.L.C. (NEC) is in receipt of the Oil and Gas Lease form submitted by
Republic Royalty Company (Republic) for our consideration and use with regard to the acquisition of
Republic’s mineral interest in a portion of the captioned land. In its present form the lease is unacceptable
and would require amendments to the following articles.

Article 4 (a) Oil Rovalty, (b) Gas Royalty, (¢) Plant Products Royalty, (¢) Compensatory Royalty, (f) Place
of Payment (2) Shut-In Royaltics and Compensatory Royaltics and Article 8. Operations, Article 13.
Information Required and Article 20. Most Favored Nations Agreement.

I would appreciatc your review of thesc provisions and allow us your response as to whether these

provisions may be modified. We appreciate your cooperation and look forward to your response.

Very truly yours.

Bob Shelton
Land Manager

BS/dw
Encl.
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OIL AND GAS LEASE

THIS OIL AND GAS LEASE (this "Lense™) is made and entered into effective as of the day of . 2001, (the

"Effective Date®), and is by and between REPUBLIC ROYALTY COMPAN ! 3 i

ANY. a Texas General Partnesship (7 " /
address of 3738 Oak Lawn Avenuc, Suite 300, Dallas, Texas 75219-4379. and . P lasrt having an
_ {"Lessce").

) 1. Grant of Lease. Lessor, for and in consideration of $10.00 and other good and valuable consideration, the
receipt of which {s bereby acknowledged, and of the covenants and agreements of Lessec hersinafler contained, does hereby lease, let
and demise unto Lessee, its permitted successors-inctitle and assigns, without warranties or covenants of title of any natute, o any
other warrantics or representations, €xcept as specitically contained in this Leasc, the following:

a Larfds It,casert Tl'hc lands described in Exhibit “A" hereto (the "Lands”) for the purposes and with the right of
explodiag, investigating, drilling for and operaring for, producing, treating, storing and transporting oil and gas;

b. Geological Surveys. To the extent that Lessor has the right so to do, the non-exclusive right 1 coadue!
geological and peophysical surveys, by seismograph, pravity or magnelic methods or any other method
devcloped in the future:

¢ Easements and Other Rights. To the cxtent 1hat Lessor has the right so to do, the right to tay pipelines, to
construct roads, ta dig canals. 10 build anks, power stations and telephone lines, 10 the extent any of such
activities ace necessary or usefud in Lessec's operatioas in exploring, investigating, drifhng for, producing,
wealing, storing and transporting oil and gas produced from the land covered hereby, together with all easements,
nghts of ingress and cgress and alf other rights incidental or necessary for the full enjoyment of the estatc herein
granted.

Faor the purposes of determining payments duc hercunder. unless a survey made by Lessce should otherwise determine, the

Lands shall be deemed to comain___ acres, whether actually containing mote or less.
2. Term. Subject 10 the other provisions contained in this Leese, this Lease shall remam in foree for a tcom
commencing on the Effective Date and expiring at midnight local time, _ calendar months afler the Effective Date (the

"Expiration Date”), which term is referred to in this Lease as the "Primary Term”, and for so long thereafies as oil and gas or either of
them is actually being produced ia conunercial quanésties from the Lands or Jands with which the Lands or any part thereof may be
pooled as permitted herein and the royaltics are paid thercon as herein provided

3. Royalty Share. For the purposey of this Lease, the term "Royalty Share” shal! mean a fraction cqualto __

4. Royalties.  In respect of 0il and gas which may be produced from the Lands or lands with which the Lands or
any part thereol may be pooled as permined herein, as royalty, Lessee covenants and agrees that Lessee shall comply with each of the
following provisions:

a. On Royalty. In respect of o) {for the purposes of this Lease, the term "ol shatt also include other fiquid
hydrocarbons. oifer than as provided in Paragraph 4.c), Lessee shall deliver 1o the ceedit of Lessor, as rayalty, in
the pipelinc to which Lessce may connect Lessee's wells, the Royally Share of all oil produced and saved by
Lessee from the Lands or tands wiih which the Lands or any part thereol may be pooled as perrutied herein; the
delivery of such ot shail be made free and clear of costs and expenses and (o the credit of |essor intoe the storage
tanks or the pipeling to which the well or wells on the Lands may be connected/ At Lessor's option, which may
be exercised from time to time and at any lime. Lessor may purchase any royalty oil in J.essee's possession,
paying for such royatty o1l the highest posted market price in the ficld for such oil at the wells as of the day it 1s
run to the storape wnks or pipeline

b. Gas Royalty. In respect of pas (for the purposes of this Lease, the term “gas” shall mean and include naural
gas, casinghead gas and all other gaseous or vaporous substances which are hydrocarbans as the same may exist
al the surface under nommal atmospheric pressures and at normal ambient temperatures) produced and used oft of
oc saved and sold from the Lands or lands with whicl the Lands or any part thereof may be poaled as penmitted
herein, Lessee shal) pay Lessor, as rovalty. the Royalty Share of the greater of (A) the market value of such gas
or (B} the amount rcalized by Lessee without deduction for any cost of transportation, treating 6¢ COMPression.

Ex¢ept as peevided in Paragraph 4.d and 4.h, whon any gas 18 produced, saved and sold from or produced snd
used off of the Lands or tands with which the Lands or any part theieof may be pooled as permitied heren,

“essce shall pay Lessor, at a minimum as rovalty, the Rayalty Share of the greater amount of the market value or
the rotat amount realized by Lessee as a consequence of the production of such gas.

c. Plant Products Royalty. [fgas is produced from the Lands or lands pooted therewith as permitted herein and
is thereafter procrssed in an absorption, extraction, casinghead, stripping or othes plant or plants, whether such
plants are listed in the foregoing list or not (& "processing plant™), then, in addition to the royaltics provided for in
the immediately preceding Parapraph 4.b, Lesses shall pay, as royalty, and Lessoc shall reeeive, {ree and clear of
all costs, the Royahty Share of the greater of the market value oc the amounr. realized by §essee of atl plam
products extracted. separated. absorbed of saved from such gas before the addition of reating or blending agents
or substances not derived from such gas and, in additon, Lessor shall be paid, as rovaity, the Rovalty Share of
the greater of the market value or the amount realized by Lessee from the sale of the residue gas remaining aller
the extraction of e plam products therefrom.

d Shut 1a Royalty. If ai any tme, whether before or afier the Expiration Date, Lessee shall have completed 2
well or wells on the Lands (or on land with which the Lands or any part thereaf may be pooted) which well or
wells are capable of producing gas in paying guantities but are shiui-tn with the result that gas s not produced,
sold or used for 30 days. Lesser shall fiest promptly nottfy Lessor of the date such well is shut in, and thereafter,
Lessee may pay as shut-in rovalty (o Lessor for each such shut-in well. on or before the tarer of (1) the Expuation
Date or {it) the tbth day afier the date such pas coeses 1o be sotd or used. an amGunt equal 10 the greater of (A)
the product of $1000U tanes ihe intal acreope (without reduding thie same by reason of any proportivaate
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reduction a5 contemplated in Paragraph 11) then covered by this Lease or (B) $100.00, and upon the making of
the greater payment specified in this Paragraph 4.d, it will be cansidered that cach such well or wells are
producing gas in paying quantities within the meaning of this Leasc for a period of one year after such well is
shut-in.  In like manner ang upon like paymeats being made annually on or before the expication of the last
preceding vear for which such shut-in rovalty payment has been made, it will be considered that said well of
wells are producing gas i paying quanuitics for successive periods of one vear cach for a totl of two years, and
nol thereafler. The proper payment of shut-in royalics uader this Paragraph 4.d shall not perpetuate this Lease
for a shut-in period ta cxcess of two years.

If gas production is begon or resumed during the year following the payment of a shut-in royalty and the well is
subsequently shut-in with the resut that gas is not then being produced during such year, the second annual shut-
ia payment shall be due and payable on the first annual anniversary date of the first payment {the "Fiest
Anniversacy Date”). [If there 15 production on the First Anaiversary Date and the well is subscquently shut-in
with the result that gas is not then being produced then the szcond shut-in payment shall be made o o before 60
days after such new shut-in date or the Lease shall terminate. Such second shut-in royalty payment shail
perpetuate this Leasc only until the sccond annual snniversary date of the first shut-in royalty payment The
Lease shalt likewise terminate prior to one year afler the payment of a shui-in payment if the Lessee Tails to
timely pay shut-in yoyalty payments on cach additional well which is shut-in.  Should any shui-in royalty
payment aot be made in a timely manner as this Paragraph 4.d provides, then, in that event, it shall be considered
for all purposes that there is no production or no excuse for delayed production of gas from any such well or
wells and unless there is then in effect other prescrvation provisions of this Lease, this {.case shall terminate at
midaight on the last day provided for the payment of such shut-in rovalties, and Lessec shall thereupon fumnish to
Lessor a reiease of all of Lessec's intesest in and 1o this Lease.

¢. Compensatory Royalty. If, during the term of this Lease. oil or gas should be produced and/or so0id in
paying quantities from 2 well sitvated within 1,000 feat of the Lands of lands pooled therewith, or where
drainage {s occurring from lands not owned by Lessor (all such wells being referred 10 as "Offset Wells”), Lessee
shall. al its option, and subject to the requirements of any regulatory agency having junsdiction, cleet to either
drill a well to protect against such drainage, or pay to Lessor the greater of. (A) an amount equal 1o the Royalty
Share times the amount of production from the Offser Well. as reported to the regulatory ageacy having
jurisdiction and cevenue paymenis for such Royalty Share shall be caleulaied pursuant to the price provisions in
Paragraphs 4.2, 4b, 4.¢ and 4.h herein or (B) S100.00 per year. Lessee shabl ehear such option in writing
retroactively 1o the date of first production, said clection being made within 60 days of the date that production
from the Offsct Well is ficst teparted to the agency having jurisdiction if Lessee does not own an interest m the
said Offset Well and within 120 days of the datc production commences from the Offset Well if Lessec does awn
an infcrest in said Offset Well. [f no election s made as sci forth herein, then Lessee shalf have been deemed to
elect option (A} herein.

f. Place of Payment,

(1} Preduction Royalties. Except a5 specifically provided sbove, all royalties due under the provisions of
Paragraphs 4.4, 4., 4.c, 4.4 or 4.¢ shall be paid to Lessor free and clear of @)l costs and expenses of making such
oil, gas or gas products mecchaniable or otherwise treating or transporting the same at the address specified
below:

Republic Royalty Company
P. 0. Box 840-127
Dallas, Texas 75284-0127

Lessee shalf use Lessec's best efforts 10 cause all royalty payments due Lessor under 1he provisions of Paragraphs
4.2, 4.bor 4.¢ 10 be paid 10 Lessor directly by the purchaser of the oil, gas and products. Payment of royalties
shall be received by Lessor within 30 days of the end of the calendar month during which oil s sold and within
60 days of the end of the calendar month during which gas is sold.

(2} Shut-In Royalties and Compensatory Royalties. In respect of any shut-in royalty due under Paragraph 4.d
and the compensatory royalty due undes Paragraph 4.2, Lessec shall tender and pav such royaities by certified or
cashicr’s check delivered in the same maaner and at the same address as notices are reguined 1o be delivered
under the provisions of Paragraph 15 hereof.

g. Division Orders. The cxecution of a division order shall not be required as 2 candition or prerequisite for
rayalty pavments under this Lease.

h. Product Prices and Additienal Consideration. It is expressly understood and agreed by, and is the intent of
Lessor and Lessee that Lessor's royalty payments shall include the total amount realized by Lessee and its
affiliates for (A} anv and all preducts preduced from the Lands and Jands pooled therciwith to this Leuse
{including any and all marketing premiems and bonuscs, htigation sefdements and awards), and (B) aill other
consideration received by Lessee in any way related 1o ownership, operations or assoctation with the Lands oc
lands pooled therewith. Nothing contzined in Paragraphs 4 & 4.b, 4.c and 4.h shal) selieve Lessce of its express
fiduciary obligation 1o abtain the maximum possible price for Lessor's sharc of production. and Lessce hereby
acknowtedges this cxpress obligation and duty.

1. “Lessee” and “Affiliate™ Defined. Por the purpose of 1has Lease, the tenn “affiliate™ shali be defined as any
person, enlity or emerprise with which Lessce andfor ity ownex(s), officers, apents or representatives have
ownership andfor any other relauonship, which ownership may afford said Lessee aod s owner(s), officers.
agents, or represenianves any opporlunily for profit. discretion of control. For the purpose of this Lease, the team
“Lessee” shall mean 10 include the party described as Lessee above and any and afl of its affiliatcs

5. Pooling and Unitization. Unless Lessse obtains the prior writien consent of fessor. which consent may be
withheld for any reason {or for no reason), at Lessor's sole discretion, Lessee shall not poot or unitize alt o1 any poron of the Lands
with any other land, lease or feases. A unit validiy created with Lessor's prior writien consent, and otherwise creared pursuant to law,
rule ar regulation of any agency having § ' be valid and cffective for all purpases of this Lease even thaugh there may
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be mincral. coyalty or other interests in fands within the unit which are not effecuvely pooled or unitized. Any operations conducted
on any part of such unitized land shall be considered, for all purposes, operations ¢onducted upon the Lands under this Lease, There
shall be atlocated to the tands within cach such unit (or to each sepacate tract within the uait if this Lease cavers separats tracts within
the un!() that proportion of the total »producuon of unitized oil or gas or both from the unit, afer deducting anv used in lease or unit
operations, which the number of surface acres in such land (or in each such separate ract) covered by this Lease within the unit bears
to the total number of surface acres in the unh, and the production so atiocaled shall be considered for all purposcs, including
payment oc delivery of rayalty, to be the entire production of unitized oil or gas from the land to which allocated in the same manner
as though produccd therefrom under the terms of Uns Leasc. The formation of any unit hereunder which includes land not covered by
this Lease shall not have the effect of exchanging or transfertiag any interest under this Lease (including, without limitation, any
shut-in or compensatory royalty which may become: payable under this Lease) between partics owning inlerests 1n Lands covered by
this Lease and partics owning intercsts in land not covered by this Lease. Neither shall it impair the right oc obligations of Lessee 1o
release as provided in Paragraph 7, except that Lessee may not so refease as 16 Lands within a unit whilc there are operations thereon
for unitized minerals unless all poolcd leases are relcased as to Lands within Lhe unil. At any time while this Lease is in force, Lessce
may dissolve any unit established hereunder by filing for record i the public office whese this Lease is recorded a declaration to that
effecy, if at that time no operations are being conducted thereon for unitized mincrals. Subject to the provision of this Paragraph 5., 8
unit once established hereunder shall remain in foree so long as any kase subject thereto shall remain in force.

6. No Delay Reatals. This Lease is a "paid-up" lease, and no delay rentals shall be required to be paid by Lessee
7. Releases.

a2 Volumtary, Lessec may at any time and ffom lime to time execute and deliver 1o Lessor or file for record a
release or releases of this Lease as to any past or all of the Lands or of any horizon thereunder, and thereby be
relicved of all obligations as 10 the released acreage or interest. If this Lease is released as 1o a portion of the
Lands, any payments compuied in accordance therewath shall thereupon be reduced in the propostion that the
acreage released bears to the acreage which was covered by this Lease immediately prior 1o such release

b. Required. Afler the cessation of Coatinuous Dritling Operations (hereinafice defined), ati of the Lands which
are not included within 2 Retained Well Site shali be permancaily refeased from the provisions of this Lease a3
well as all depths from 100 feet below the stratigraphic cquivalent of the deepest depth then producing in any
Rewined Wellsite Tract, and Lessee shall file 2 wrinien release thereof in the official records of the county and
slate identified in Exhibit "A" within 30 days of the incidesit thercof.

If Lessee fails, for any reason, to fumish any relcase of releases wequired by this Lease within 30 catendar days of the time
required. then, if Lessor has deteqmined in good fuith that this Lease has ferminated with respect to any part or all of the Lands or that
any unit has dissolved, Lessor may, at Lessor's optiott. prepare, eXecute and file an afbdavit, relcase or other recordable instrument to
effect such release, and when tecorded, such affidavit, release or instrument shall have the same force and effect as if executed by
Lessee. For this purpose, Lessor, in preparing. exccuting and filing such affidavit, release oc other instrurnent shall be deemed to be
the agent of Lessce.

8. Operations. 1 oil or gas i» not being produced in paying quantilics from the Lands on the Expiration Date and
the Lessee is not conducting Operations on the Lands, this Lease shall inuncdiately terminate. ) oil of gas is not being produced m
paying quantities frova the Lands on the Expiration Date, but Lessee is conducting Operations on the Lands, this Lease shall remain
in force and effect as to the Lands <o fong, and only so long, as [exsee shall conduct Contnuous Dritling Operabons on the Lands
For the purposes of this Lease the term *Operations” shall mean operations for and any of the following: actual drilling, testing,
completing. reworking, recompleting, daspening, plugging back of repairiag of a well 1n search for or 1n an codeavor to abtam
production of 0il or gas. For the purposes of this Lease. the torm "Coutinuous Drilling Operatioas™ shall mean that not more than 90
days shall expire between the datc of completion of a well ar the abandonment as a dry hole of 2 well (such dalc 10 be deemed the
earlier of (i) the filing of a Well Completion Report with any agency having jurisdiction 1 the premises (the "Agency”) or (ii) the date
of which the rig 15 removed from the well site) and the commencement of Actual Drilling Opcralions for the drilling of the next
succeeding well to the developrment of the Lands 10 the density of maximum allawable production. For the purposes of whis Lease,
the commencement of "Actual Drilling Operations” <hall mean the first operation conducted afier the condactor casing has been
driven, spudding optrations have been completed and the kely has been raised and the first joint of drill pipe has been secured on the
deill stem. If Lessee commences Acwuad Drilling Operations on a well within less than 30 days afler the date of completioa or
abandonment of the previous well, the difference shati NOT be credised towards the aext period of time for the conurencement of the
next well nor camried forward or cumulated 1o any manner

If Lessee fails to conduct Continuous Drilting Operations un the Lands & ony tme afler the Expiration Date, whis Lease
shall thereupon terminate as 1o ali Lands save and excepl (1) 1hose 1racts around wells then prodoing oil or gas in paying quantities
(the *Retained Wcllsite Tracts™) and (ii) such righis-of-way and ¢asements across the remainder of the Lands for such pipelines and
roads as may be nccessacy for production and operations cn the Retaned Wellsiie Tracts A well upon which shut-in royatty
pavments are being paid as provided « Paragranh 4 d shall be docnied as producing gas in paying quantities. The Retained Wellsite
Teacts shali be designated in strict compliance with the following

2. Shape of Retained Wellsite Tract. Fach Retained Wellsite Tract shall be in as nearly the form of a square as
possible, with the sides paralicl to the sides of the Lands, with one side coinciding with one side of the Lands, if
possible, and with (he well thereon located 21, or 28 near as passible 1o, the ecater of such area

b. Size of Retaned Wellsite Tract. The Retaned Wellsite Tract shall for each weil theo producing oil or gas
consist of not more than the numbcer of surface acres of contigucus land around each such well which s the
smallest size then preseribed or permitted by the Agency as the minimum prorahion unit for obtaining the
maximum allowable production of il or gas from such well, For cither oil or pas wells, a Retaincd Wellsite
Tract shall be limited 10 a depth 100 feet below the stratigraphic equivalent of the deepest depth then producing
by Lessce in such Renaiacd Wellsue Tract

¢ Boundaries of Retained Wellsite Tract. The cxact boundaries of each Retamed Wellsiic Trscr shall be,
sclected and designaied by 1essce, in compliance with the forcgoing requirements. and Lessee shall provide

Lessor with a descripuon of Each Retamed Wellsite tract as created

If, at any time after the Expirat.on Dale Operatons are conducted on any Retaned Wellsite Tract and of 2!l Operations arc
discontisued on such Retainid Wellsie Tracy this Lease shall termunaie with respeet 1o such Retained Wellsite Tract on the 30th day
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following such discontinuance tniess on or before such date either (i} Lessec commences production or resumes Operations on such
Retained Wellsite Tract or (i1) the shut-in well provisions of Parageaph 4.d are applicable 1o such Retained Wellsite Tract. Should
any well or wells located on 2 Retained Wellsite Tract be recompleted to a lesser depth, the size and shape of the Retained Welisite

Tract shall be modified to conform with the terms of this Lease,

9. Removal of Casiag. Lessee shall have the right at any time to remove all machinery and fixtures placed on the

Lands by Lessce, including the right to draw and remove castag

10. Assignments. The rights and estate of any party herete may B¢ assigned from time 10 time in whotle of in part
and as to any mineral or horizon, provided, however, that, due to the special relationship of trust and confidence berween Lessor and
Lessce, any assignment of any interes( (whether working, overriding royaity. producton payment. mortgage, or deed of (ryst) in this
Lease by Lessee without the prior written consent of Lessor, which may be withheld foc any reason {or for no reason} at Lessor's sole
discretion, shall be void. and such purported assignment of this Lease by the Lessee shall automatically werminate this Lease. Lessee
shall provide Lessor with a copy of any such proposed assignment (or other instrument). As a further express condition to such
approval as may be granted by Lessor, Lessee shall fumnish 1o Lessor a true of certified capy of atl such assignments and fully inform
Lessor of the tdentity and address of any such assignee within thiny (30) days of exceution. The provisions of this Paragraph 10 shal)
be applicable to ary type of assignmeni, subiease. conveyance or wransfer of all or a ponien of this Lease ar nights or intrest
thereunder. All of the covenants, obligations, and considerations of this Lease shall extend 10 and be binding upon the partics hercto,

their respective permitted successors-in-titlke and assigas

M. Proportionate Reduction. If this .eaxe covers a less intercst in the oil oc gas in alt or any part of the Lands than
the entire and undivided fee simple estaic {whether Lesser's intarest is herein specified or not), then the royalties to be paid to Lessor
hereunder as to the Lands, shall be paid only in the proportion which the intcrest therein, if any. covered by this Lease, bears to the
whole and undivided fee simple estate therein. The provisions of this Paragraph 1! shall have no apphication to the provisions of

Paragraphs4.d or 4.c.

12 Substantes Covered. This Lease covers vl pas, casinghtad gas, ofwr gastous subsiances and associeted
hydrocarbons in either a liquid or gascous phase o state and such mimerals as may be produced in association with the production of
ail, gas, casinghead gas, othet gaseous substances and associated hydrocarbons; provided, howevec, that nothing in this Lease shall be
deemed to authorize the gasification or in situ combustion of coal or Lignite, and this Lease shall not be deemed to cover either coal or
lignite. The classification of a well as either a gas well or oil well by the Agency shall be conciusive in respeet of its classification

under the terms of this Lease.

13, Iaformation Required. Asa further conditiun for this Lease and not a coverant only, Lessee #gress (o fumish
10 Lessor., at the address specified on the signature page hereof. within 48 hours of becoming avalable, untess stared otherwise balow.

true and correct copies of the following informanon

{1) When filed with the Agency. an official survey plat showing the location of any well proposed to be drilled

on the Lands or on lands pooled therewith if authorized by the Lease,

(2) Application to &ill duly approved by the Agency, or if @ separaie drilliag permit is issued. the driliin

permil;
{3) Writien notiiication of commencenent of any operaunes:

(4) Daily drillieg report foc cact well transmitted duely by teiccopy:

(5} Alllogging surveys. wircline tosts, dritlstem test chaits, core analvses or othee third party infenmation as may

be run or prepared inthe drilling ef such well:
(6) Potential west or conpletion report filed with the Agency:
{7y Wotification of (i<t sales of off and/or gas from such well:

(R) Plugging vecord. it comphted as a dry hole or if subsequently abandoned.

(%) Any informeaton { essce obtons with respeet 1o the Lands or lands pooled therewith or any well of wells on
the Lands or lands pooled therewith (including, without limitation. Gt opinions, information with respect to

original time, depth and amplitude dispiays on inlervals andfor horizons o be sclecied by Lessor, and any other

geologin and geop!

sicel surveys. whether by varehne scismopraph. gravity, magnetsc or other non-inirusive

activity). Far the purmose of this parapraph [3.(9), the term offset wells is defined as any well within 6000 fect of

any boundary or corner af the Lands.

(10) A lully execiited and recorded copy of this Lease

Lessee herchy acknowdedges Lessor's right of access lo alt operations conducled on the keased premises. including the
drilling rig, wiceline logging truck or trasler, mud logeer's truck or umier and the right 10 inspea alt surveys, tests, cores and cuttings
obtained thereby. All books, accoums and other records pertaining to vperations, production, transportation, sale and marketing of
oil, gas or products from the Lands including reserve reports, peological ar geophysical interpretations and all correspondence with
other workiag intcrest owners shall at any tne during neomal business hauts be subject to mspection and examination by Lessor and
its ropresentatives. Any harm or wnjury incurred by ! ossar as a result of such aceess to operations shall be solely at Lessor's risk

14. Force Majesre. |

shall ot e liable for any detays in Lessee's performance of apy covenant or condition

hercunder, express of implied, or foc total or partial non-performance thereof, dus to force majeure  The team “force majeure”, as
used herein, shall mean any ciccumsiance or amy cundition beyond the conteol of Lessce. including acts of God and actions of the
clements, acis of the public enemy, strikes, tockouts, ace:dents. faws. acts, rules, regulavons and orders of federal, state of murnicipal
govemaents. or officers or agents thereol 1€ Lessec is required to cease diatlag or reworking ar producing operauons on the Lands
{or lands properly pooled uader provisions of tus Lease) by force mageure, then uintit such tinre a5 such fores majeure is terminated,

and for a period of 30 days afier such 1eeminannn, ¢
suspevded and this Lease shall contnue o full force and effect durime such suspension penod

RRCOO1 LSE

1 and évery provision of thns Lease that mught operate 1o teminate it shall be

A an inducerment to Lessor’s
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agrecment ta tus paragraph, Lessee expressly waives any statute of limitations of estoppel defense to any claims made by Lessor
pursuant lo this Lease. If any period of suspension occurs before the Expiration Date, the term thereof shall be added 1o such Primary
Term provided, however that the Leasc may not be extended by such suspension for more than twelve (12) months beyond the
expiration af the Primary Ternt. The provisions of this Paragraph 14 shall have no applicability in respect of any payments required

to be made under any provision of this Lease, it being expressly understood and agreed that the provisions of this Paragraph 14 shall
not averride of modify any requircment of such payments.

15 Notice. All communications, notices and information required hereunder shall be in writing and shall be deemed
10 have been properly served when received by mail. wlegraph or (clecopy at the addresses set forth on the signature page hereto. In
respect of any payments required uoder the provisions of Paragraph 4.£(2) no such payment shall be dexmed to be received until
actuaily received by Lessor.

16. {mplicd Covenants. None of the covenants contained in this Lease shall negate or in any way limit or scrve in
liew of any implicd covcnant available to Lessor. including, without timitation, the implied covenants to further develop. 10 market
and to protect against drainage.

17 Enviroamental {ssues. Lessec shall comply with all environmeatal laws and regulations in the conduct of all
drilling and producing operations on the Lands and agrees that Lessee shall aot store noe dispose of toxic ot hazardous chemicals or
wasles on the Lands. Lessee shall indemnify and hold Lesser harmiess from any Joss or damage Lessor may suffer as a result of any
environmental damage or pollution which shall occur as the direct or indirect resull of the operalions conducted by Lessee. whether
pefore, during or after the Primary Term heceol.

18. Iademaification. Lesscee agroes 1o indemaify and hold harmiess Lessor fcom and agawnst any and 2! chims
resuhing from or arising out of or in connection with opcrations of or for Lessee hereunder, and from and against afl costs and
cxpenses incurred by Lessor from and against any and all claims. Each assignee claiming hereunder agrees to indemnify and hold
barraless Lassor from and against any and all claims resslung, from or arising out of or in conncction with operations of or for such
assignee hereunder, and from and against all costs and oxpenses incurred by Lessar by reason of such clain or claims,

19, Remedy for Breach. Duc w0 the difliculty in ascertaining damages for [eswe’s breach, default or noa-
performance {colfectively herein called "Default”) of any covenant contained in this Lease. the partics hereto agree thas in the event
of Lesser's Default, then Lessor may, at Lessor's sole option immediately {1) torminate this Lease, (1) terminate this Lease and collect
from Lessee all monies due hercuader or ({i{) collect from Lessee all monies due hereunder,

20, Most Favored Nations Agreement, Notwithstanding anvihing contained herzin to the contrary, if during the
term hereo! Lessee enters into or acquires an inierest in zny oif and gas lease from a third pany ("Third Party Lease”) covering atl or
any podtion of the Lands or lands pooled therewith, Dy dease, assignment. farmout or othenwise, and which instrument provides for
10ial burdens or other consideration (1acluding cash bonus) grealer than the Royaity Share or other coasideration (including cash
bonus) provided in connection with Lessce's acquisition of this Lease. Lessee shall immediately natify Lessor. In such event the
Royalty Share herein ceserved by Lessor shall immediatcly  and retroactively be increased to cqual the total royalties andior other
burdens reserved under such instrument and payment shall be maide to reflect anv difference in any other consideration. Lessce shalt
promply execute ang deliver 1o Lessoc an amendment 1o this Lease ia recordable fotra lo refiect the increase in Royalry Share

21. Lessor and Lessee agree and acknowledge that the mincral interest owned by Lessorin the Lands is subject to

a Conveyance aof Overriding Royalty Interest (" Conveyance™) in favor of certain third parties whicl has been recorded in Volume

, Page of the Records of County, . Lessee hereby agrees and acknowledges that, in accordance with

Sectivn 10.13 of said Conveyance, all paymerits diie pursuant to Paragraphs 4 and 6 hereof shall be paid directly to Lessor in the

manaer set forth in Paragraph 4 hereof. The Conveyance does ot create additional burden 1o be horne by Lrssee; alf payments
attributable fo this interest are to be paid by Lessor and are payuble out of the Royaly Share retained hercin by Lessor.

IN WITNESS WHERLEOV, this Lease is exccuted on the date of the acknowledgments aftached hereto, but shall be
effeciive as of the Effective Date reced above. This Lease shall not be binding on any party untit execured by all parties hereto.

LESSOR: REPUBLIC ROYALTY COMPANY
{Tax LD. No. 75.2497432)
3738 Oak Lawn Avenue, Suite 300
Dallas, Texas 75219-4379
Telephone Number: 214-559-0300
Telecopy Number: 214-559-0301

By: SAM Partners, Inc.. General Partact

By
Casey McManemin, Vice Pregident

Address

Telephane No. i
Telecopy No .

By e
Name.

it
el

RRC601.LSE
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STATE OF TEXAS 8
COUNTY OF DALLAS §
The toregoing instrument was acknowledged before me this dav of

__- 2001, by Casey

McManemin, Vice President of SAM Pertners, Inc.. General Partaer of Republic Rovaly Company, a Texas General Parinership.

My Comission Exgires:

STATE OF N
COUNTY OF %
The foregoing instrumeni was acknowiedgzd before me this _ o davoel
S - 1Y o ot
3 cormoranon, on behalf of sad comporation.

My Commission Expires:

RRCGO1 LSL

A\_'ola;y Public in and for the State of Texas 7

Nolaa Pubtic ':;anTror e State of

200 by
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Auached 10 and madc a
("Lessor”) and

RRCEOI t S13

part of that certain Oil and Gas Lease dated

- ("Lessee™). covering

EXHIBIT »a"

; _ by and between Republic Royalty Company
-—— acres, more o1 kess, in

— . County,
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Nearburg Exploration Company, L.L.C.
Exploration and {7rodu
3300 North "A" 5
Building 2, Suite
Midland, Texas 75705
915/686-8235

Fax 915/686-7875

Aion

Tuly 24, 2002

Mr. Bill Owen

David Petroleum Corp.
McMillan Production Company
116 West First Strect

Roswell, New Mextco 88201

RE: Operating Agreement dated July 24, 2002
S/2 SW/4 of Section 10, T-17-S, R-37-E
Lea County, New Mexico
Voyager Prospect

Dear Bill:

Pursuant to both David Petroleum Corp.’s and McMillan Production Company’s election to participate for
their working interest share of the Nearburg Voyager-Shipp “10” #1 well, enclosed herewith please find an
operating agreement covering the captioned acreage. The operating agreement provides for
commencement of the Voyager-Shipp ~10” #1-Y well on or before January 1, 2003 at a surface location of
990 FSL and 330" FWL of Section 10 and a bottomhole location of 860 FSL and 1,400° FWL of said
section. The well will be drilled to a depth of 11.500° sufficient to test the Strawn. The operating
agreement is furnished prior to the compulsory pooling hearing scheduled for August 1, 2002. We would
appreciate your review, approval and execution of the operating agreement prior to the pooling deadline.
Please execute and return the extra set of signature pages provided.

If you have any questions or concerns with regard to the operating agreement, please feel free to contact the
me.

Yours very truly.

S

Bob Shelton
Land Manager

BS/dw
encl.

Kathie
w/ JoH



Nearburg Exploration Company, L.L.C.
Exploration and Producton

3300 North “"A" Stre

Building 2, Suite 12¢
Midland. Texas 75705
Q15/686-8235

Fax 915/686-780¢

July 24, 2002

Mr. Eric Hansen

Hanley Petroleum, Inc.
415 West Wall. Suite 1500
Midland, Texas 79701

RE: Operating Agreement dated July 24, 2002
S/2 SW/4 of Section 10, T-17-S. R-37-E
Lea County, New Mexico
Voyager Prospect

Dear Eric:

Pursuant to Hanley’s clection to participate for it’s pro-rata working interest share of the Nearburg
Voyager-Shipp “10” #1 well, enclosed herewith please find an operating agreement covering the captioned
acreage. The operating agreement provides for commencement of the Vovager-Shipp “10” #1-Y well on or
before January 1, 2003 at a surface location of 990° FSL and 330" FWL of Section 10 and a bottomhole
location of 860° FSL and 1,400° FWL of said scction. The well will be drilled to a depth of 11,500°
sufficient to test the Strawn. The operating agreement is furnished prior to the compulsory pooling hearing
scheduled for August 1, 2002. We would appreciate your revicw, approval and execution of the operating

agreement prior to the pooling deadline. Plcasc exccute and return the extra set of signature pages
provided.

If you have any questions or concerns with regard to the operating agreement, please feel free to contact the
me.

Yours very truly,

Sl

Bob Shelton
Land Manager

BS/dw
encl.



Date:  July 31, 2002
Tao: New Mexico Oil Conservatton Division

From: Bob Shelton/Craig Clark

RE: Voyager Prospect
S/2 SW/4 of Section 10

T-17-S, R-37-E
Lea County, New Mexico

We have proposed to re-enter the Shipp #1 well and drill to a bottom hole location of 860’ FSL and
1,400° FWL of Section 10. The well 15 in the Humble City-Strawn pool and will be an unorthodox location.
Well proposals were mailed out on May 29, 2002. The followmng parties will need to be forced pooled:

Conoco, Inc. 37.5% W1 30.46875% NRI, (81.25% NRI) Carl Sherrill (686-6152)

6/14  Left message.

6/24  Left message.

7/01  Left message, told him we would show geology if they sign a letter committing their interest.

7/12  Left message to see where they are on this.

7/15  Carl Sherrill says he is going to prepare a letter today agreeing to terms if NEC shows Conoco the
G&G. Told him to send the letter to Bob Shelton.

7/17  Conversation with Carl Sherrill offered to set up appt on 7/18-19 to show prospect geology and
geophysics. Shernll working on letter agreement to parucipate or Term Assignment.

7/18  Executed L./A for Conoco to review prospect. Reviewed in our office 7/18. Flection due 8/8/02.

Chesapeake Exploration, L.P. 1.5625% W1 1.17875% NRI (75% NRI) Lynda Townsend (405) 879-9414

6/24  They want to farmout delivering 75% NRI BPO (no orr) and a 25% BIL.

7/01  Left message - told her economics cannot afford a back-n.

7/25 Told Lynda we will not take a back-in. They can either participate with the WI or we will take their
interest by pooling. She 1s gong to check with management and let me know.

Petrovaughn, Inc. 2.34375% WI & NRI (Minerals) Jack McDowell (972) 664-0664

6/14  Left message.

6/24  They will do whatever Republic Royalty does.

7/01  Requested copy of lease form. They use same form as Republic.

7/25  Left message and told him that Republic’s lease form 1s not acceptable. We have requested changes
to lease form but will pool interest if 1t 1s not resolved.

Republic Royalty Company 0.78125% WI & NRI, (Minerals) Terry Farmer (214) 559-0300
6/24  She is out of town for a couple of weeks. Will have someone else call me back.

7/01  Outof-town unit 7/8. Left message.

7/12  Left message.

7/16  Received lease form from Republic.

7/17  Wrote Republic Royalty lease form unacceprable, asked for specific amendments.



July 31, 2002
Page Two

David Petroleum and Colin R. McMillan 10% W1 & NRI (Minerals) Bill Owen (505) 622-8850

6/14  Left message.

6/24  They have offered to lease for 25% royalty and 25% back-in APO.

7/16  Appt. set up to review prospect geology and geophysics on 7/18/02. 9:00 a.m.

7/18  Showed geology and geophysics to Colin, Mike and Eddie David — Said they would participate.
Have not signed JOA or AFLE.

7/23  Per Bill Owen they have signed the AFE. T will forward O/A.

7/24  Received executed AFE. Mailed O/A to David and McMillan for review and approval.

Hanley Petroleum 1.5625% W1 & NRI (Minerals) Eric Hansen 684-8051

6/14  They will probably participate. Would be interested in acquiring additional interest.

7/25  Telephone conversation with Eric Hanson. Agreed to show Hanley G&G presentation if they will
sign an L/ A requiring an election to either parucipate or lease within 10 days.

7/29  Prepared and forward L/A to Hanley to G&G presentation on 7/30.



