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PH. i713> 8751101 

" A N A D A R K O P E T R O L E U M C O R P O R A T I O N 17001 N O R T H C H A S E D R I V E • P O B O X 1330 • H O U S T O N , T E X A S 77251-1330 

VIA FEDERAL EXPRESS 

June 3, 1994 

Mr. Bob Shelton 
Nearburg Exploration Company 
3300 North "A" Street 
Building 2, Suite 120 
Midland, TX 79705 

RE: Operating Agreement dated May 10, 1994 
Morris 26 G #1 
Morris 26 Prospect 
Eddy County, New Mexico 

Dear Mr. Shelton: 

With regards to the above-referenced agreement, Anadarko respectfully requests you review the following 
proposed changes: 

Operating Agreement 

1. Please delete the words "due on each party's share of production" from the last sentence 
of Article III.B. and in lieu thereof insert "0%". Anadarko, as a mineral owner, should 
not have to assume a share of Nearburg's lease burdens. 

Accounting Procedure 

1. Please delete the reference to professional employees associated with the sale cf gas 
and/or casinghead gas from paragraphs II 3.A.(4) and I l l . l . i i i . Anadarko w 11 be 
marketing its proportionate share of gas. 

2. Anadarko will agree to the "Overhead - Fixed Rate Basis" as set out in paragraph III . A . l , \ ' j l 9 J un
provided that the expenses described in paragraphs III l . i i . and I l l . l . i i i . are covered by) r ...„4 
the overhead rates. . 

3. With regards to paragraphs III.2 and III.3., please reduce the overhead for "Major 
Construction" and "Catastrophe" to 5/3/2% respectively. 2 K L _ 

Also, i f available, please provide Anadarko with a current drilling title opinion. 

Should any further information or discussion be required, please contact me at (713) 876-8374. 

Very truly yours, 

Patrick A. Smith 
Project Landman NrwgMrs 

cc: M. Dollarhide 



1003-3969-2 

ACCOUNT NUMBER 

REMITTANCE ADVICE 

5-230-76560 05/18/94 
INVOICE NUHBER DATE 

Payment Due i n 15 Days o f I n v o i c e Date 

BILLING INQUIRIES' 
FAX: 800-548-3026 

PHONE: 800-622-1147 

83.50 
AMOUNT DUE 

6 

AIRBILLS 

10D33cltic1Sa3D7bSbD37QD0fl35Q13 

00035xxxxxxxxxxxxxxxx 5-DIGIT 75382 
ll...l.l.l...ll.l..l...i.l..ll.ll...l..l..l.l.l..l..l,l,.ll„l 

NEARBURG PRODUCING COMPANY 
PO BOX 823085 
DALLAS, TX 75382-3085 

To ensure proper c r e d i t , please return : 
•this document: with your remittance. 

> / 
M a i l Payment t o : 

FEDERAL EXPRESS CORPORATION 
P.O. Box 1140 
Memphis , TN 38101-1140 

PLEASE DO NOT STAPLE OR PAPER CLIP 

FedEx M-0145 5/91 

QUESTIONS? CALL OUR BILLING SERVICE CENTER. 800-622-1147, 7AM - 6PM (CST) MONDAY - FRIDAY (IN MEMPHIS, TN, CALL 901-397-2000). 
TO ENSURE PROPER CREDIT PLEASE RETURN THE REMITTANCE ADVICE (1ST PAGE OF THIS INVOICE) WITH YOUR PAYMENT. 

MAIL TO: FEDERAL EXPRESS CORP., P.O. BOX 1140, DEPT. A, MEMPHIS, TN. 38101 - 1140 

BILL TO: NEARBURG PRODUCING COMPANY SENDER ACTIVITY SUMMARY PAGE 
DATE 

1 OF 
05/18/5 

TRACKING NOS 
REFERENCE 

" * ;„,v,r,̂  . 
SENDER'S NAME 
AND ADDRESS 

RECIPIENT INFORMATION AND 
PROOF OF DELIVERY 

PACKAGES 
fi WEIGHT SERVICES CHARGES NET 

CHARGES 

9332898503 

74222514 1 

BOB SHELTON 
NEARBURG PRODUCING COMPANY 
3300 N "A" ST BLDG 2 STE 120 
MIDLAND, TX 79705 

DROP OFF 04/25/94 

KATHIE CRAFT 
NEARBURG PRODUCING CO 
5447 GLEN LAKES DR „ 
DALLAS, TX 75231 AA 
DELIVERED:04/26/94 11:11 
SIGNED: D.HOWELL ' 

1/ 1 PRIORITY PAK 
DISCOUNT 

22.50 
-2.50 

20.01 

9330956924 

59011654 1 

LES R HONEYMAN 
NEARBURG PRODUCING COMPANY 
3300 N "A" ST BLDG 2 STE 120 
MIDLAND, TX 79705 

DROP OFF 05/03/94 

GREGORY H ARMES 
MILLERAND LENTS LTD „, 
1100 L0UISIANA-27TH FL ^ 
HOUSTON, TX 77002 AA 
DELIVERED:05/04/94 09:50 
SIGNED: G.STANDIFER 

1/ 3 

f 
S 

PRIORITY PAK 
DISCOUNT 

;ECE!VEC 
27.00 
-2.50 

m 11 
24.51 

9330956935 

R0584350 1 

JOE FITZGERALD 
NEARBURG PRODUCING COMPANY 
3300 N "A" ST BLDG 2 STE 120 
MIDLAND, TX 79705 

DROP OFF 05/05/94 

MR STEVEN J LINDLEY ^ ^ 
C/O CHAMPION TECHNOLOGIES INC 
3355 WEST ALABAMA „„„„ 
HOUSTON, TX 77098 AA 
DELIVERED:05/06/94 14:15 
STGNFIlr J.FRA7TFR 

1/ NA PRIORITY LTR 
DISCOUNT 
CREDIT 

15.50 
-2.50 
-13.00 / 

0.0' 

CONTINUED NEXT PAGE 

FedEx M-0145 5/91 

QUESTIONS? CALL OUR BILLING SERVICE CENTER, 800-622-1147, 7AM - 6PM (CST) MONDAY - FRIDAY (IN MEMPHIS, TN, CALL 901-397-2000). 
TO ENSURE PROPER CREDR" PLEASE RETURN THE REMITTANCE ADVICE (1ST PAGE OF THIS INVOICE) WITH YOUR PAYMENT. 

MAIL TO: FEDERAL EXPRESS CORP., P.O. BOX 1140, DEPT. A, MEMPHIS, TN. 38101 - 1140 

BILL TO NEARBURG PRODUCING COMPANY 
5300 N "A" ST BLDG 2 STE 120 

SENDER ACTIVITY SUMMARY PAGE 2 OF 
DATE 05/18/ 

INVOICE NO. 5-230-76560 ACCOUNT NO. 1003-3969 
TRACKING m% 
REFERENCE 

SENDER'S.. NAME m ? . * m . 
AND ADDRESS 

RECIPIENT INFORMATION AND 
PROOF OF DELIVERY 

PACKAGES 
« WEIGHT SERVICES CHARGES CHARGES 

9330956946 

74233865 1 

BOB SHELTON 
NEARBURG PRODUCING COMPANY 
3300 N "A" ST BLDG 2 STE 120 
MIDLAND, TX 79705 

DROP OFF 05/09/94 

MR MICHAEL W ZEBROWSKI 
AMERERA HESS CORP 
1201 LOUISANA SUITE 700 
HOUSTON, TX 77002 AA 
DELIVERED:05/10/94 12:41 
SIGNED: G.GENDRETT 

1/ 1 STANDARD PAK 
DISCOUNT 

15.50 
-2.50 

y 
13.0 

'9330956953 

80583904 1 

BOB SHELTON 
NEARBURG PRODUCING COMPANY 
3300 N "A" ST BLDG 2 STE 120 
MIDLAND, TX 79705 

DROP OFF 65/12/94 

MR PAT SMITH 
ANADARKO PETROLEUM CORPORATIO 
17001 NORTHCHASE DRIVE 
HOUSTON, TX 77060 AA 
DELIVERED:05/13/94 08:53 
SIGNED: R.SKIPPER 

1/ 1 STANDARD PAK 
DISCOUNT 

15.50 
-2.50 

13.0 

9332898492 

80583904 1 

JERRY ELGER 
NEARBURG PRODUCING COMPANY 
3300 N "A" ST BLDG 2 STE 120 
MIDLAND, TX 79705 

DROP OFF 05/12/94 

CHARLES NEARBURG 
NEARBURG PRODUCING CO 
5447 GLEN LAKES DR 
DALLAS, TX 75231 AA 
DELIVERED:05/13/94 11:52 
SIGNED: K.KRAFT 

1/ 1 STANDARD PAK 
DISCOUNT 

15.50 
-2.50 / 

13.( 
SENDER SUBTOTAL 83.50 PAY THIS AMOUNT 83.1 

QUESTIONS? CALL OUR BILLING SERVICE CENTER, 800-622-1147, 7AM - 6PM (CST) MONDAY - FRIDAY (IN MEMPHIS, TN, CALL 901-397-2000). 
TO ENSURE PROPER CREDIT PLEASE RETURN THE REMITTANCE ADVICE (1ST PAGE OF THIS INVOICE) WITH YOUR PAYMENT. 

FedEx M-0145 5/91 MAIL TO: FEDERAL EXPRESS CORP., P.O. BOX 1140. DEPT. A, MEMPHIS, TN. 38101 - 1140 



Nearburg Exploration Company /^''~^/f Cr<-

Exploration and Production 
3300 North "A" Street 
SOTferfrred—Building 2, Suite 120 
Midland, Texas 79705 
9)5/686-8235 
Fax 9/5/686-7806 

May 12. 1994 

Mr. Pat Smith 
Anadarko Petroleum Corporation 
17001 Northchase Drive 
Houston, Texas 77060 

Re: Morris 26 G #1 Well; 
1450" FN&EL of Section 26, 
T-19-S. R-25-E. Eddv Co.. NM 
Morris 26 Prospect 

Dear Mr. Smith: 

Nearburg Exploration Company (NEC) owns a 93.653125% leasehold interest in the captioned N/2 
Section 26 unit. NEC proposes the drilling of the captioned well at the location set forth above to a 
depth of 9,500', sufficient to test the Morrow formation. The well will be placed in the Cemetery Federal 
Field if completed as productive which requires a 320-acre spacing unit. 

In response to our earlier proposal made by Mr. Randy Watts requesting a iease from Anadarko, we are 
advised that you desire to be furnished an AFE and may allow your interest to be force pooled. 
Pursuant thereto, please find enclosed herewith Nearburg Producing Company's AFE estimating the cost 
of the proposed operation to casing point at $418,140 and through completion at $683,345. Also 
enclosed please find a proposed Operating Agreement to be used if you elect to participate for your 
proportionate working interest. 

If you desire to sell your interest rather than participate, NEC will consider this option at a reasonable 
acquisition price. Please forward to us your sales offer if this is your preference. 

We appreciate your review of our well proposal and invite you to participate with us in the drilling of the 
Morris 26 G #1 well. 

Thank you for your cooperation. 

Very truly yours, 

Bob Shelton 
Consulting Landman 

b o b - 3 \ « n a d a r k o . * f < 



'"2/94 11:33 ©2147391778 NEARBURG PROD CO ->->-> MIDLAND 1^004/005 

Nearburg Producing Company Pag* 1 of 2 
Exptoraton and Production 

Dallas, Texas 
AUTHORITY FOR EXPENDITURE 

Well: Morris 26Q WELL NUMBER: 1 PROPOSED TOTAL DEPTH: 9,500' 

LOCATION: 1,450' FEL, 1,450' FNL. Section 26, T19S, R25E, Eddy County, New Mexico 

FIELD: Cemetery Morrow PROSPECT: EXPLORATORY.DEVELOPMENT.WORKOVER: E 

DESCRIPTION OF WORK: Drill and complete as a Morrow gas producer 

DATE PREPARED: 5/11/94 EST. SPUD DATE: 7/1/94 EST. COMPLETION DATE: 8/15/94 

ACCOUNTING WELL NUMBER: 

COMMUNICATIONS ACCOUNT NUMBER: 

INTANGIBLE COSTS: CODE TO CSG PT CODE COMPLETION TOTAL WELL 

Drilling Footage 9,500 Ft @ 16.00 $/Ft 1514 101 152,000 NA 152,000 

Drilling Daywork D/C/$/day 3 2 4400 ISK IOS 13,200 ISIS 105. 8.800 22,000 

Drilling Turnkey 1 SHI 10 isis.no: 0 

Rig Mobilization and Demobilization 1514115 1515.115 0 

Road & Location Expense 1514 ISO 15,000 IS1&I23 1.000 16.000 

Damages 1514.125 5,000 ISIS 125 5,000 

Directional Drilling - Tools and Service 1514.130 ISIS 130 0 

Drilling Fluids ISK 135 20,000 ': AM ';- 20.000 

Fuel, Power, and Water ISK 140 10,000 ISO. 140 1,500 11,500 

Supplies - Bits ISK 145 1515.145 750 750 

Supplies - Casing Equipment 1514. ISO 3,000 1515150 3.000 6.000 

Supplies - Uner Equipment 1514.155 ISIS 155 0 

Supplies - Miscellaneous ISKIOO 500 if ism 500 1,000 

Cement and Cmt. Services - Surtace Csg 1514.105 8,000 NA 8,000 

Cement and Cmt. Services - Int. Csg 1SK170 17,500 NA 17,500 

Cement and Cmt. Services - Prod. Csg •\ NA 1S1S.I72 25,000 25,000 

Cement and Cmt. Services - Other 1SI4.17S iskm. 0 

Rental - Drilling Tools and Equipment 1514.110 7.500 ISIS.UO 7,500 

Rental - Miscellaneous 1514 IBS 1,500 ISIS IBS 2.000 3,500 

Testing - Drill Stem / Production 1514.105 9,000 ISIS IBS 3.000 12,000 

Open Hole Logging ISKSOO 25.000 NA • 25,000 

Mudbgglng Services IS14.H0 9,000 NA 9,000 

Special Services ISKISO 1S1S1SO 0 

Plug and Abandon 1514315 12,000 1SIS2I5 (12,000) 0 

Pulling and/or Swabbing Unit NA 1StS3lt 7,500 7,500 

Reverse Equipment NA 1S1S218 0 

Wireline Services 1514205 1515.205 15,000 15,000 

Stimulation NA 1515221 10,000 10,000 

Pump / Vacuum Truck Services 1514.HO 1.500 1515220 1,500 3,000 

Transportation 1514225 2,500 ISIS22S 3.500 6,000 

Tubular Goods - Inspection & Testing 1514.230 1.000 15IS230 7,000 8,000 

Unclassified ISK245 1S1S.24S 0 

Telephone and Radio Expense 15M.240 450 1SIS240 200 650 

Engineer / Geologist 15K2S0 3.000 1515.260 1,800 4.800 

Company Labor - Field Supervision 1514155 10.000 IS1S2SS 5,400 15,400 

Contract Labor / Roustabout I 5 M K 5 750 1515-205 3,000 3,750 

Legal and Professional Services 1514.170 3,000 ISi&SiV 1,500 4,500 
Insumnoe il14t7S 10.000 1315275 10,000 
Overhead I5I4S60 6,000 1SO.SK 1,500 7,500 
SUBTOTAL 346,400 91.450 437,860 
Contingencies (10%) 34,640 9,145 43,785 

ESTIMATED TOTAL INTANGIBLES 381,040 100.595 481,635 
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Nearburg Producing Company Page 2 of 2 
Exptoraton and Production 

Dallas, Texaa 
A U T H O R I T Y FOR E X P E N D I T U R E 

Woll: Morris 26G WELL NUMBER: 1 PROPOSED TOTAL DEPTH: 9,500' 

LOCATION: 1,450' FEL, 1,450' FNL, Section 26, T19S, R25E, Eddy County, New Mexico 

FIELD: Cemetery Morrow PROSPECT: EXPLORATORY.DEVELOPMENT.WORKOVER: E 

DESCRIPTION OF WORK: Drill and complete as a Mbrrow gas producer 

DATE PREPARED: 5/11/94 EST. SPUD DATE: 7/1/94 EST. COMPLETION DATE: 8/15/94 

ACCOUNTING WELL NUMBER: 

COMMUNICATIONS ACCOUNT NUMBER: 

TANGIBLE COSTS: CODE TO CSG PT CODE COMPLETION TOTAL WELL 

Conduotor Casing isaxxe NA 0 

Surface Csg 300 Ft @ 22.00 $/Ft 1521310 6,600 .• NA 8,600 

Intermediate Csg 2000 Ft @ 14.00 $/Ft 1531315 28,000 NA . 28,000 

Protection Csg 1120.320 0 AM 0 

Production Csg 9500 Ft @ 10.00 $/Ft NA 1522325 95.000 95.000 

Protection Liner 1sal 330 NA 0 

Production Liner NA 1522335 0 

Tubing 9400 Ft @ 3.15 $/Ft NA 1522 340 29.610 29,610 

Rods Ft @ $/Ft NA 1522.345 0 0 

Artificial Lift Equipment NA 1522.350 0 

Tank Battery NA 1S223SS 3,000 3,000 

Separators/Heater Treater/Gas Units/FWKO NA 1522.300 10,000 10,000 

Well Head Equipment & Christmas Tree 1531385 2,500 1522.305 10,000 12,500 

Subsurface Well Equipment NA 1522370 4.500 4,500 

Flow Lines : AM 1522.375 2.500 2,500 

Saltwater Disposal Pump AM 1522301 0 

Gas Meter NA 1532 355 2,500 2.500 

LactUnlt NA 1522.367 0 

Vapor Recovery Unit NA 1522.300 0 

Other Well Equipment NA 1522300 0 

ROW and Oamages NA 1522.393 500 500 

Surface Equipment Installation Costs NA rsasaas 7,000 7.000 

Elect. Installation NA 1S22307 0 

ESTIMATED TOTAL TANGIBLES 37,100 164.610 201,710 

ESTIMATED TOTAL WELL COSTS 418,140 265.205 683,345 

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

TUBULAR GOODS FROM OPERATOR'S WAREHOUSE STOCK AT THE RATES STATED ABOVE, OR LESS, UNLESS THE NON-

OPERATOR GIVES NOTIFICATION ON THS FORM OF HIS INTENT TO FURNISH HS PROPORTIONATE SHARE IN KIND. THIS 

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

NPC APPROVAL DATE 

PREPARED BY: TRM 5/11/94 

REVIEWED BY: 

APPROVED BY: 

WI APPROVAL: COMPANY 

BY 

TITLE 

DATE 

AFEWiaW829.WK3 
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OPERATING AGREEMENT 

THIS AGREEMENT, entered into by and between Nearburg Producing Company 
— ., hereinafter designated and 

referred to as "Operator", and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein 
as "Non-Operator", and collectively as "Non-Operators". 

WITNESSETH: 

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

NOW, THEREFORE, it is agreed as follows: 

ARTICLE I . 

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 ol 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 I I . 

EXHIBITS 

13 
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. 
D. Exhibit " D " , Insurance. 
E. Exhibit "E" , Gas Balancing Agreement. y N o t i c e o f J o i n t O p e r a t i n g Agreement L i e n , S e c u r i t y 
F. Exhibit "F" , Non-DtserHnij>atk>n--and--Ge«ifiefltten^ and F i n a n c i a l S t a t emen t 

L^^.-Exht l^^HrVT^^rtneMhipr- There i s no E x h i b i t "G" t o t h i s a g r e e m e n t . 
If any provision of any exhibit, except Exhibits " E " and " G " , is inconsistent with any provision contained i r , 

of this agreement, the provisions in the body of this agreement shall prevail. 

® 

IE 

I I t f this trU'n'itvii ^ t i . j t l , i (.fiiluUntif 

t-]il wltoit ditt|i)!iiec1 .n t\nlii<y Iry llw 

iali.aH Aiiultfll'lHf III ('uh<:tut<in I jtvii-riit 
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1 ARTICLE I I I . 
2 INTERESTS OF PARTIES 

3 
4 A. OU and Gas Interests: 
3 
6 If any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement 
7 and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit " B " , and the owner thereof 

8 shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee thereunder. 

9 

10 B. Interests of Parties in Costs and Production: 
11 
12 Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and 
13 paid, and aU 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 myaltii^^th.atrtertrafe due on each p a r t y ' s s h a r e o f „hirh shall be borne as hereinafter set forth. 
26 p r o d u c t i o n 
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 a 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 liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received 
21 by such party, to any other party's lessor or royalty owner, and if any such other party's lessor or royalty owner should demand and 
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 Article III.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 royalty, 
30 overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article III.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 Irom any 
32 and all claims and demands for payment asserted by owners of such excess burden. 
33 

34 D. Subsequently Created Interests: 

35 
36 If any party should hereafter create an overriding royalty, production payment or other burden payable 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 a jointly acknowledged and 
39 accepted obligation of all parties (any such interest being hereinafter referred to as "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 it 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 lor 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 IV. 
54 TITLES 
55 
56 A. Title Examination: 
58 Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations or, if 
59 tlie Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned tô be includ-
60 ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, oj'erriding 
61 royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases and/pf oil and 
62 gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal tekst status 
63 reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the possesion of or 
64 made available to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator. Operator shall 
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 hereto. The cost incurred by Operator in this title program shall be borne as follows: 
67 
68 D Option Nu, 1: Cusm intuited by Opeiatui in pi muring abstracts and title examination (including preliminary,,gup 
6 9 rfllll'lll flin l l l j l j l l J mn i t J i . i i i x w r > , A * r t i t l i . n p i n i n n n ) n h n l l n n n p n r t n f t h o n n ' m i n i r H - i f i n q i f i r y h . ^ - , f p ^ y i r 1 " - 1 

70 and shall nut be * diieut iharge, whether performed by Operator's staff attorneys or by outside attorneys. 
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ARTICLE IV 
continued 

1 08 Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys (or title examination 
2 (including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be borne by the Drilling Parties 
3 in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Ex-
4 hibit " A " . Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of ihe above 
5 functions. 
6 
7 Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection 
8 with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording cf pooling 
9 designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or poolir g orders. 

10 This shall not prevent any party from appearing on its own behalf at any such hearing. 
11 
12 No well shall be drilled on tlie Contract Area until after (1) the title 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 a e to par 
14 ticipate in 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 failure 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 shall 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 VIII.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 (a) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it shall not be 
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 received 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 finally that title failure has oc-
28 curred, so that the interest of the party whose lease or interest is alfected by the title failure will thereafter be reduced in the Contract 
29 Area by the amount of the interest lost; 
30 (c) If the proportionate interest of die other parties hereto in any producing well theretofore drilled on the Contrac Area is 
31 increased by reason of the title failure, the party whose title has failed shall receive the proceeds attributable to the increase iri such in-
32 terest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such 

33 well; 
34 (d) Should any person not a party to this agreement, who is determined to be the owner of any interest in the title which has 
35 failed, pay in any manner any part of the cost of operation, development, or equipment, such amount shall be paid to the party >r 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 
38 borne by the party or parties whose title failed in the same proportions in which they shared in such prior production; and, 
39 (0 No charge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense of the interest 
40 claimed by any party hereto, it being the intention of the parties hereto that each shall defend title to its interest and bear all expenses in 
41 connection therewith. 
42 
43 2. Loss by Non-Payment or Erroneous Payment of Amount Due: If, through mistake or oversight, any rental, shut-in well 
44 payment, minimum royalty or royalty payment, is 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 payment. 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 such 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 acrenge basis, 
55 up to the amount of unrecovered costs; 
56 (b) Proceeds, less operating expenses, therealler accrued attributable to the lost interest on an acreage 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 tb<j interest 
/ 1 f ̂  _ & t ~ _ _ £ _ i _ — X — —— A A — n * » V— A A n M * * * n A n n 1 • • * n frit A M M * . A M • ' i 61 lost, for the privilege of participating in the Contract Area or becoming a party to this agreement. 
62 
63 3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.l. and IV.B.2. above, shall be jotiU* losses 

* c 
64 and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining f ortion of 
65 the Contract Area. [.' 
66 , ;,,Jk 
67 
68 
69 
70 
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1 ARTICLE V. 

2 OPERATOR 
3 
4 A. Designation and Responsibilities of Operator: 

6 Nearburg Producing Company ^ ^ t h e 

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

10 negligence or willful misconduct. 

11 
12 B. Resignation or Removal of Operator and Selection of Successor: 

13 
14 1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Ncn-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 effective 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 

24 be the basis for removal of Operator. 

25 
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. 

32 
33 C. Employees: 
34 
35 Tlie number of employees used by Operator in conducting operations hereunder, their selection, and the hours of Ubor and the 
36 compensation for services performed shall be determined by Operator, and all such employees shall be the employees of Operator. 
37 
38 D. Drilling Contracts: 
39 
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 drilling of wells, but its charges therefor shall not exceed tlie prevailing 
42 rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced, and 
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 
4 9 ARTICLE V I . 
50 DRILLING AND DEVELOPMENT 

51 
52 A. Initial Well: 
53 .be authorized to 
54 On or before rhe 1 s t Hay nf Augus t , 19_2A_ , Operator shall'commence the drilling of a well for 
55 oil and gas at the following location: 
56 
57 
58 
59 
60 and shall thereafter continue the drilling of the well with due diligence to an e s t i m a t e d d e p t h o f 
61 9500' s u f f i c i e n t i n Operator's opinion to penetrate and test 
62 the Morrow formation, 
63 
64 
65 unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling imprac 
66 countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth. /tf^iiioR 

68 Operator shall make reasonable tests of all formations encountered during drilling which give indication pf(cofttairung oil and 
69 gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or forrfeatio^s, in. which 
70 event Operator shall be required to test only the formation or formations to which this agreement may apply. ^ .^jjfejpl^ilM^^, 

II) :r 0l 'Ills ifK'f.lil iit>| n:»;t |wiitiihirt,tl 

; • md whtu ctttli in/til -it (villus hy liif 

ftintiM jn Aiiui.iil II: iMlt.jIfciitii ItinuWti 

1450' FNL and 1450' FEL of Section 26, Township-19-South, Range-25-East, 
Eddy County, New Mexico, 
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ARTICLE VI 
continued 

1 If, in Operator's judgment, the well will not produce oil or gas in paying quantities, and i l wishes to plug and abandon the 

2 well as a dry hole, the provisions of Article VI.E.1. shall thereafter apply. 

3 

4 

5 

6 B. Subsequent Operations: 
7 

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 VI . A., or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by all 

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 

' I other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-

'2 tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt af the notice 

'3 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 ff all parties elect to participate in such a proposed operation, Operator shall, within ninety (90) days after expiration if 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 

26 permits from governmental authorities, surface rights (including rights-of 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 X I , 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 Al l Parties: If any party receiving such notice as provided in Article VI .B. l . or V ILD. l . (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 forty-eight (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 Parlies shall either: (a) request Operator to perform the work required by such proposed opera-

41 tion for the account of the Consenting Parties, or (b) designate one (1) 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. 

44 

45 

46 

,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 parties of such decision. 

55 

56 

57 

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. 

61 If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface loratiwat their 

62 sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article resultjsjyi a pro-

63 ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole coMj&ifd risk, 

64 r 

65 | 

66 ^~tJ. 

ii-.i dl !l.i«. ifitTi itviuij unit i? |>i<ll;tkiruif 
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ARTICLE VI 
continued 

J and the well shall then be turned over to Operator and shall be operated by it at the expense and (or the account o( the Consenting Par-

2 ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties 
3 in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties, 
4 and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting 
5 Party's interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated at the well, or 
6 market value thereof if such share is not sold, (after deducting production taxes, excise taKes, royalty, overriding royalty and other tn 
7 feiests not excepted by Article III.D. payable out of or measured by the production (rom auch well accruing with respect to such interest 
8 until it rovorto) dull equal the total of the following! crude o i l excise taxes, royalty, overriding royalty 
9 and other interests existing on the effective date hereof, payable out of or measured 
j 0 by the production from such well accruing with respect to such interest u n t i l i t 
j j reverts) s h a l l equal the t o t a l of the following: 

12 (a) 200% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment beyond the wellhead 
13 connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such 
14 Non-Consenting Party's share of the cost of operation of the well commencing with first production and continuing until each such Non-
15 Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
16 Consenting Party's share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting 
17 Party had it participated in the well from the beginning of die operations; and 

18 
19 
20 
21 (b) 500 % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing, 
22 after deducting any cash contributions received under Article VIII.C, and 500 % of that portion of the cost of newly acquired equip-
23 ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had 

24 participated therein. 

25 

26 
27 
28 An election not to participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-
29 working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is 
30 conducted at any time prior to full recovery by the Consenting Parties of the Non Consenting Party's recoupment account. Any such 
31 reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said 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 VLB. shall be ap-
35 plicable as between said Consenting Parties in said well. 
36 
37 
38 
39 During the period of lime Consenting Parties are entitled to receive Non-Consenting Party's share of production, or the 
40 proceeds therefrom, Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and othei* 
41 taxes, and all royalty, overriding royalty and other burdens applicable to Non Consenting Party'D shnro of production not excepted by AF-
42 ticte-Hfcfr. crude o i l excise taxes, severance, gathering and other taxes and a l l royalty, 
43 overriding royalty, and other burdens applicable to Non-Consenting Party's share of 
44 production. 
45 
46 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use, free 
47 of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon 
48 abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip-
49 ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage. 
50 

51 
52 

53 Within sixty (60) days after the completion of any operation under this Article, the party conducting the operation; for the 
54 Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the well, and an 
55 itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, at its 
56 option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill-
57 ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the 
58 operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-
59 curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amount of proceeds 
60 realized from the sale of the well's working interest production during the preceding month. In determining the quantity of <JI and gas 
61 produced during any month, Consenting Parties shall use industry accepted methods such as, but not limited to, metering or periodic 
62 well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any sucH (Operation 
63 which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unretujtied costs 
64 of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revejrljto it as 
65 above provided; and if there is a credit balance, it shall be paid to such Non-Consenting Party. 
66 
67 
68 
69 
70 

-6-



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

ARTICLE VI 
continued 

1 If and when the Consenting Parties recover (rom a Non-Consenting Party's relinquished interest the amounts provided for above, 
2 the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and after such reversion, such Non-
3 Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production 
4 therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening oi plugging 
5 back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of 
6 the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto. 
7 
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 
11 be completed in or produced from a source of supply from 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 Arthle VI.A. 
17 except (a) as to Article VII.D.l. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well 
18 after it has been drilled to the depth specified in Article VI.A. if it shall thereafter prove to be a dry hole or, if initially completed for pro-
19 duction, ceases to produce in paying quantities. 
20 

21 
22 
23 3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depdi 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 p-oportion 
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 
44 (a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in 
45 the initial drilling of the well down to the depth at which the sidetracking operation is initiated. 
46 
47 
48 
49 (b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of he 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 not ce, 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 ejecting 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 in-
61 stances the response period to a proposal for sidetracking shall be limited to thirty (30) days. 
62 

64 ' 
65 C. TAKING PRODUCTION IN KIND: 
66 

s; > .... . . . 

67 Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced from tjie Cejhtact Area, 
exclusive of production which may be used in development and producing operations and in preparing and treating* bij arui gas for 

68 
69 marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or separate disposition by any 
70 party of its proportionate share of the production shall be borne by such party. Any party taking its share of production, InJud&shall be 

.;!• '»> T i l - . [ I., I,,IM-„,I 
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ARTICLE VI 
continued 

1 required to pay (or only its proportionate share of such part of Operator's surface facilities which it uses. 
2 

3 Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in production from 
4 the Contract Area, and, except as provided in Article VII.B., shall be entitled to receive payment directly from the purchaser tlien:of for 
5 its share of all production. 
6 
7 In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of 
8 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 
9 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 

10 best price obtainable in the area for such production. Any such purchase or sale by Operator shall be subject always to the right of the 
11 owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of all oil not previously 
12 delivered to a purchaser. Any purchase or sale by Operator of any other party's share of oil shall be only for such reasonable periods of 
13 time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess 
14 of one (1) year. 
15 
16 In the event one or more parties' separate disposition of its share of the gas causes split-stream deliveries to separate pipelines and/or 
17 deliveries which on a day-to-day basis for any reason are not exactly equal to a party's respective proportionate share o( total g;is sales to 
18 be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing 

19 agreement between the parties hereto, whether such an agreement is attached as Exhibit "E" , or is a separate agreement. 

20 
21 D. Access to Contract Area and Information: 
22 
23 Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations, 
24 and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator's books 
25 and records relating thereto. Operator, upon request, shall furnish each of the other parties with copies of all forms or reports 'Heel with 
26 governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of 
27 each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost of 
28 gathering and furnishing information to Non-Operator, olher than that specified above, shall be charged to the Non-Operator tbat re-
29 quests the information. 
30 
31 E. Abandonment of Wells: 
32 
33 1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VI.B.2., any well which has been 
34 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 
35 without the consent of all parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply 
36 within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon 
37 such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in 
38 accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening 
39 such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further 
40 operations in search of oil and/or gas subject to the provisions of Article VLB. 
41 
42 2. Abandonment of Wells that have Produced: Except for any well in which a Non Consent operation has been conducted 
43 hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as a 
44 producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall 
45 be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. If, within 
46 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, 
47 those wishing to continue its operation from the interval(s) of the formations) then open to production shall tender to each of the other 
48 parties its proportionate share of the value of the well's salvable material and equipment, determined in accordance with the provisions of 
49 Exhibit "C", less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall itssign 
50 the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and 
51 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 
52 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 
53 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-
54 lervals of the formation or formations then open to production, for a term of one (1) year and so long thereafter as oil and/or £as is pro-
55 duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 
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j " B " . The assignments or leases so limited shall encompass the "drilling unit" upon which the well is located. The payments by, and the 
2 assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respective percentage of participation in the 
3 Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of 
4 interests in the remaining portion of the Contract Area. 

5 
6 Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production from 
7 the well in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon re-
8 quest. Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
9 lemplated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned 

10 well. Upon proposed abandonment of the producing intervals) assigned or leased, the assignor or lessor shall then have the option to 
11 repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-
12 visions hereof. 
13 
14 3. Abandonment of Non-Consent Operations: The provisions of Article VI.E.1. or V1.E.2. above shall be applicable as bet ween 
15 Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no well shall be 
16 permanently plugged and abandoned unless and until all parties having the right to conduct further operations therein have been notified 

17 of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this A rticle 
18 VIE. 
19 
20 ARTICLE VI I . 

21 EXPENDITURES AND LIABILITY OF PARTIES 
22 

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 VII.B. are given to secure only the debts of each severally. It is not the intention of the parties to cieate, nor 
28 shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partners. 
29 
30 B. Liens and Payment Defaults: 
31 
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 payment of its share of expense, together wilh interesi thereon 
34 at the rate provided in Exhibit "C". To the extent that Operator 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 tlie 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 
41 and security interest to the Non-Operators to secure payment of Operator's proportionate share of expense. 
42 
43 If any party fails or is unable to pay its share of expense within sixty (60) days 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 propoition that 
45 the interest of each such party bears to the interest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain 
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 their respective propor-
52 donate shares upon the expense basis provided in Exhibit "C". Operator shall keep an accurate record of the joint account hereunder, 
53 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 
58 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 after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, the amount 
61 due shall bear interest as provided in Exhibit " C " until paid. Proper adjustment shall be made monthly between advances and actual ex-
62 pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more. ''' . 
63 i r * 
64 D. Limitation of Expenditures: 
65 
66 1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well drilled pVljliepened 
67 pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the drilling or deepening shall includ^t^t . Y \ 
68 
69 
70 
69 \ y , * 
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AUriCLE VII 
continued 

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

3 
4 H Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has leached its 
5 authorized depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shall give immediate notice 
6 to the Non-Operators who have the right to participate in the completion costs. The parties receiving such notice shall have lorty-eight 
7 (48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the corr pledon at-
8 tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in-
9 eluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shall 

10 constitute an election by that party not to participate in the cost of the completion attempt. If one or more, but less than all of the parties, 
11 elect to set pipe and to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase "reworking, deepening or plugging 
12 back" as contained in Article VI.B.2. shall be deemed to include "completing") shall apply to the operations thereafter conducted by less 
13 than all parties. 
14 
15 2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except a well reworked or 
16 plugged back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the reworking or plugging back of a well shall 
17 include all necessary expenditures in conducting such operations and completing and equipping of said weil, including necessary l inkage 
18 and/or surface facilities. 
19 
20 3. Other Operations: Without the consent of all parties. Operator shall not undertake any single project reasonably estimated 
21 to require an expenditure in excess of T w e n t y - f i v e Thousand Dollars ( i 25 .000 ) 
22 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been 
23 previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden 
24 emergency, whether of the same or different nature. Operator may take such steps and incur such expenses as in its opinion are required 
25 to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other 
26 parties. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operator so requesting 
27 an information copy thereof for any single project costing in excess nf F i f t e e n Thousand 
28 Dollars ( j ! 5 ,000 ) but less than the amount first set forth above in this paragraph. 

29 

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

31 
32 Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the 
33 party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties own and ha\e con-
34 tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments lor and on 
35 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 
36 failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-
37 ment is required to continue the lease in force, any loss which results from such non payment shall be borne in accordance with the pro-

38 visions of Article IV.B.2. 

39 
40 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production 
41 of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity pet mitted by 
42 circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator tc so notify 
43 Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment 
44 shall be borne jointly by the parties hereto under the provisions of Article IV.B.3. 
45 
46 F. Taxes: 
47 
48 Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem taxation all property 
49 subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon be fore they 
50 become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not 
51 be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
52 Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over-
53 riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or 
54 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-
55 tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party's working interest, then notwithstanding 
56 anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax 
57 value generated by each party's working interest. Operator shall bill the other parties for their proportionate shares of all tax payments in 
58 the manner provided in Exhibit "C". 
5 9 . *>: 
60 H Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time anc: manner 
61 prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to firial deter-

blht ac-

them, as 

62 mination. During the pendency of administrative or judicial proceedings. Operator may elect to pay, under protest, all such taxep 'ir d any 
63 interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for the 
64 count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid b̂  
65 provided in Exhibit "C". f ' 

66 }{ 
67 Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upon or.with Velpect to 
68 the production or handling of such party's share of oil and/or gas produced under the terms of this agreement. rl f, I'- \ \'\ 

69 I1- A p,!r! 
70 V-- . : ; ; i ' ; - J i i . . 
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ARTICLE VII 
continued 

] G. Insurance: 

2 
3 At all times while operations are conducted hereunder, Operator shall comply with the workmen's compensation law of 
4 the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com-
5 pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit "C". Operator shall 
6 also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit " D " , attached to and made a part 
7 hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensation 

8 law of the state where the operations are being conducted and to maintain such other insurance as Operator may require. 

9 
10 In the event automobile public liability insurance is specified in said Exhibit " D " , or subsequently receives the approval of the 
11 parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's automotive equipment. 
12 
13 ARTICLE V I I I . 
14 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 
15 
16 A. Surrender of Leases: 
17 
18 The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole 
19 or in part unless all parties consent thereto. 
20 
21 However, should any party desire to surrender its interest in any lease or in any portion ihereof, 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 i t i interest in 
23 such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production 
24 thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
25 terest, the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering 
26 such oil and gas interest (or a term of one (1) year and so long thereafter as oil and/or gas is produced from the land covered thereby, such 
27 lease to be on the form attached hereto as Exhibit " B " . Upon such assignment or lease, the assigning party shall be relieved from all 
28 obligations ihereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well 
29 attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-
30 duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall psiy to the 
31 party assignor or lessor the reasonable salvage value of the tatter's interest in any wells and equipment attributable to the assigned or leas-
32 ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit "C" , less the estimated cost of 
33 salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest 

34 shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such parties. 

35 
36 Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering 
37 party's interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage 
38 assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this 
39 agreement. 
40 

41 B:—Renewal or Extension of Leased 

42 
43 If any pai ty 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 owners!jp-tSI the 
45 renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it their sev r̂atproper pro-
46 portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shall be^nproportion to the 

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

48 
49 If some, but less than all, of the parties elect to participate in the purchase of a renewaL-tease, it shall be owned b] the parties 
50 who elect to participate therein, in a ratio based upon the relationship of their respective nercentage of participation in the Contract Area 
51 to the aggregate of the percentages of participation in the Contract Area of all partie#-participating in the purchase of such renewal lease. 

52 Any renewal lease in which less than all parties elect to participate shall jipfDe subject to this agreement 

53 
54 Each parly who participates in the purchase of a renewajjease shall be given an assignment of its proportionate interest therein 

55 by the acquiring party. 

56 
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 tak&-or con 
60 tracted for more than six(6)months after the expiration of an existing lease shall not be deemed a renewal lease and shall not Ise&ubject to 
61 the provisions ofpjisagreement. | | | 
o2 
63 Thê  pro visions in this Article shall also be applicable to extensions ef oil and gas leases 
64 
65 C. Acreage or Cash Contributions: 
66 
67 While (his agreement is in force, if any party contracts for a contribution of cash towards the drilling of fltyell cr fa™ other 
68 operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other c/rWra|ori' ajicljsnall be 
69 applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the parity ^ w h ^ f i ft\e con-
70 tribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Partie^|^^^ 

lir-p cl tins irtiTiiilumi ntcl is (iinlithiiflrl 
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ARTICIJE VIII 
continued 

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

If any party contracts for any consideration relating to disposition of such party's share of substances produced hereunder, such 
consideration shall not be deemed a contribution as contemplated in this Article VII1.C. T h i s p a r a g r a p h s h a l l n o t be 
a p p l i c a b l e to the c o n t r i b u t i o n o f acreage by the C o n t r i b u t i n g P a r t i e s toward the 
I n i t i a l , S u b s t i t u t e , , or Opt ion Test W e l l . 
D. Maintenance of Uniform Interest: 

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

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

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

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

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

E. Waiver of Rights to Partition: 

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

ft—Piefemiiiial Right tu Pun.ha.it..1 

Should any party desire to acll all or any part of its interests under this agreement, or its righto and interest!) in (he Gontrjtft 
Area, it shall promptly give written notice to the other parties, with full information concerning its proposed sale^wjiich-shattlnclude the 
name and address of the prospective purchaser (who must be ready, willing and able to purchase)^jh^>ufctlaseprice, and all other terms 
of the offer. The other parties shall then have an optional prior right, for a periodjifaefrftTTf3ays after receipt of the notice, to purchase 
on the same terms and conditions the interest which the otherj>ajĵ -proT5oseTto sell; and, if this optional right is exercised, the purchas
ing parties shall share the purchased interest injlie-proportlons that the interest of each bears to the total interest of all puichiising par
ties. However, there shall benfl_prefei?fit5al right to purchase in those cases where any party wishes to mortgage its interests, or to 
dispose of itsjnjeiestt'tJymerger, reorganization, consolidation, or sale of all or substantially all of its assets to a subsidiary or parent com-
fanftSfloa subsidiary of a parent company! or to any company in which any one party owns a majority of tha stock, 

ARTICLE IX. 

INTERNAL REVENUE CODE ELECTION 

This agreement is not intended io create, and shall not he construed to create, a relationship of partnership or an association 
for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several 
and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, for federal income tax 
purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to be excluded 
from the application of all of the provisions of Subchapter " K " , Chapter 1, Subtitle " A " , of the Internal Revenue Code of 1954, as per
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex
ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the 
United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements, 
and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected givi: further 
evidence of this election, each such party shall execute such documents and furnish such other evidence as may be requiraljl-by the 
Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take iriy other 
action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which ihe^Gontract 
Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter " K " , (Jfilter 1, 
Subtitle " A " , of the Internal Revenue Code of 1954, under which an election similar to that provided by Section 761 of the CMe is per
mitted, each party hereby affected shall make such election as may be permitted or required by such laws. In making the foi egoit g elec

tion, each such party states that the income derived by such party from operations hereunder can be adequately determined 

computation of partnership taxable income. y^S^i so"-
6utthe 
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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 F i f t e e n Thousand Dollars 

6 ($ 15 ,000 ) and if the payment is in complete settlement of such claim or suit. If the amount required for settlement ex-
7 ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is 
8 delegated 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 or suit arises. If a claim is made against any party or if any party is 

10 sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given 
11 Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim 

12 or suit involving operations hereunder. 

13 

14 ARTICLE X I . 

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 fell 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 X I I . 
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 telegram, postage or charges prepaid, or by telex or telecopier and addressed to 
37 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 Each 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 

43 ARTICLE X I I I . 

44 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 H—Opiiun Nu. 1. Su lung as any of the oil and gas leases subject to this agreement remain or are continued in force ar to any part 
5) uf die Cunuait Aiea, whether by production, extension, renewul or otherwise'. 
52 
53 B Option No. 2: ln the event the well described in Article VI.A., or any subsequent well drilled under any provision of this 
54 agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or 
55 wells produce, or are capable of production, and for an additional period of 180 j a y S f r o m cessation of all production; provided, 
56 however, if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, deepen-
57 ing, plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such opera-
58 lions have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In thejyent the 
59 well described in Article VI.A., or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, ( [capable 
60 of producing oil and/or gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging bacic a 

ing operations are commenced within 120 d_yS f r o n l the date of abandonment of said well. 

|ework-

61 
6 2 . . . sir 
63 It is agreed, however, that the termination of this agreement shall not relieve any party hereto from any liability flnch has 
64 accrued or attached prior to the date of such termination 
65 
66 
67 
68 
69 
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ARTICLE XIV. 
COMPLIANCE WITH LAWS AND REGULATIONS 

1 A. Laws, Regulations and Orders: 
2 
3 This agreement shall be subject to the conservation laws of the state in which the Contract Area Is located, to the valid rules, 
4 regulations, and orders of any duly constituted regulatory body or said slate; and to all other applicable federal, state, and local laws, 
5 ordinances, rules, regulations, and orders. 
6 
7 B. Governing Law: 
8 
9 This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-performance, breach, 

10 remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of the state in which 
11 the Contract Area is located. If the Contract Area is in two or more states, the law of the state of 
12 shall govern. 
13 
14 C Regulatory Agencies: 
15 
16 Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any rights, 
17 privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated under 
18 such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, or tracts offsetting or 
19 adjacent to the Contract Area. 
20 
21 With respect to operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, injuries, claims 
22 and causes of action arising out of, incident to or resulting directly or indirectly from Operator1 s interpretation or application of rules, rulings, 
23 regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or application was 
24 made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-Operator's share 
25 of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or application, together 
26 with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application. 
27 
28 Non-Operators authorize Operalor to prepare and submit such documents as may be required to be submitted to the purchaser 
29 of any crude oil sold hereunder or lo any other person or entity pursuant to the requirements of the "Crude Oil Windfall Profit Tax Act 
30 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 
31 Department from time to time pursuant lo said Act. Each party hereto agrees to furnish any and all certifications or other information which 
32 is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act. 
33 
34 ARTICLE XV. 
35 OTHER PROVISIONS 
36 
37 Notwithstanding any provisions herein to the contrary, the parties hereto agree as follows: 
38 
39 A. Notwithstanding any other provisions herein, if during Ihe term of this agreement, a well is required to be drilled, deepened, reworked, 
40 plugged back, sidetracked, or recompleted, or any other operation that may be required in order to (1) continue a lease or leases in force 
41 and effect, or (2) maintain a unitized area or any portion thereof in and to any oil and/or gas and other interest which may be owned by 
42 a third party or which, failing in such operation, may revert to a third party, or (3) comply with an order issued by a regulatory body having 
43 jurisdiction in the premises, failing in which certain rights would terminate, the following shall apply. The party desiring to drill, deepen, 
44 rework, plug back, sidetrack, recomplete, or lo perform any other operation that may be required pursuant to this paragraph D, shall give 
45 the other parties written notice of the proposed operation specifying the work to be performed, the location, proposed depth, objective 
46 fonnation, and Ihe estimated cost of the operation. The parlies receiving such notice shall have fifteen (15) days after receipt of the notice 
47 within which to notify the party wishing to do the work whether they elect to participate in the proposed operation, and any party electing 
48 to participate must pay its share of the cost within the Fifteen (15) day period after receipt of the notice, failing in which the parties interest 
49 who elected to participate but did not timely pay will be subject to the reassignment provision as set forth below. If a drilling rig is on 
50 location, notice of a proposal to rework, drill, deepen, plug back, sidetrack, recomplete, or any other operation pursuant to this paragraph 
51 D may be given by telephone and the response period shall be limited to forty-eight (48) hours inclusive of Saturdays, Sundays, and legal 
52 holidays. Failure of a party receiving such notice to reply or pay its share of the cost within the period above fixed shall make such parties 
53 interest subject to the reassignment provision provided for below. Any notice or response given by telephone shall be promptly confirmed 
54 in writing. 
55 
56 Promptly following the conclusion of such operation, each non-participating party agrees to execute and deliver an appropriate assignment 
57 or lease to Ihe participating parties of the total interest of each non-participating party in and to the lease, leases, agreement, or rights which 
58 would have terminated and which otherwise may have been preserved by virtue of such operation and in all the Oil and Gas Leases subject 
59 to this agreement excepting, however, any wellbore insofar and only insofar as said wellbore includes the then producing formation in such 
60 wellbore theretofore completed and capable of producing in paying quantities. Any such assignment or lease shall be unencumbered as to 
61 any burdens not currently effecting said lease or burden provided for in this agreement. 
62 
63 B. Operator shall comply where applicable with the following clauses contained in 41 CFR: 
64 
65 60-1.4(a) (Equal Employment Opportunity); 
66 1-12.803-10 (Certification of Non-Segregated Facilities); 
67 60-250 (Employment Opportunity for Veterans); 
68 60-741 (Employment Opportunity for Handicapped Individuals); 
69 1-1.710 (Subcontracting With Small Business Concerns); 
70 1-1.805 (Subcontracting With Labor Surplus Area Concerns); 
71 1.1.1310 (Subcontracting With Minority Business Enterprises); 
72 1.1.2302-2 (Environmental Protection). 
73 
74 These clauses are incorporated herein by reference if and to Ihe extent applicable to this contract by law, executive order, or regulation. 
75 Operator represents that he is in compliance with the reporting requirements of 41 CFR 60-1.7 and the Affirmative Action Program 
76 requirements of 41 CFR 60-1.40 and 60-2. 
77 
78 C. Non-Operators authorize Operator to receive, and direct all product purchasers to pay to Operator, all proceeds of production from or 
79 attributable to the Contract Area. As evidence of this authority all products purchasers may rely solely on a copy of this provision, 
80 authenticated by Operator, in lieu of the need for any additional consents or transfer orders from the Non-Operators. While Operator is 
81 receiving all proceeds of production, Operator obligates itself to make payments of all Working and Royalty Interests Revenues attributable 
82 to the Interests covered hereby. 
83 
84 
85 
86 -14-



1 D. Any party creating the necessity for separate measurement facilities shall alone bear all costs of such facilities. Any party using separate 
2 production measurement facilities shall keep accurate records of such production in accordance with applicable state and federal regulations, 
3 and upon Operator's request, under the terms of this agreement or any agreement executed in conjunction with this agreement, true and 
4 complete copies of said records shall be furnished to Operator. Said production records supplied to the Operator shall be treated as 
5 confidential information and shall be used by Operator only to the extent necessary to fulfill its duties as Operator. 
6 
7 E. All costs and expenses incurred by Operator in securing attorneys, geologists, engineers, exhibits and related documentation, for the 
8 preparation and filing of material relative to Ihe sale of oil and/or gas shall be borne by all parties in accordance with their respective interest 
9 as set forth on Exhibit "A" attached hereto and made a part hereof. 

10 
11 F, All costs and expenses including fees and expenses of attorneys and consultants incurred by Operator which may arise due to other 
12 operators in the area applying for non-standard locations and/or other regulatory hearings shall be borne by all parties in accordance with 
13 their respective interests as set forth in Exhibit "A" attached hereto and made a part hereof. 
14 
15 G. The parties hereto agree to execute a Notice of Joint Operating Agreement Lien in the form of Exhibit "F" to this agreement in order 
16 to permit perfection of the hereinabove described security interests by placing said NOTICE of record in the county in which the Contract 
17 Area is located and in accordance with the Uniform Commercial Code of the State in which the Contract Area is located. 
18 
19 H. If a party to this agreement elects not to participate in a proposed operation or, if a non-consenting party fails to timely pay its share 
20 of the cost involved in such operation, and is determined to be a non-participating party, shall not have access to or be entitled to receive 
21 well information with regard to operations conducted on the Contract Area. 
22 
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ARTICLE X V I . 

MISCELLANEOUS 

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

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

IN WITNESS WHEREOF, this agreement shall be effective as of day of May , 19 94 . 

O P E R A T O R 

NEARBURG PRODUCING COMPANY 

By: 
Bob Shelton 
Consulting Landman 

N O N - O P E R A T O R S 

ANADARKO PETROLEUM CORPORATION 

Byj 

NEARBURG EXPLORATION COMPANY 

By: 

I t s : 
Robert G. Shelton 
Attorney-in-Fact 

M-*r (it 'lit*, tfrntilvinq tnjij IJ imtbiliiiH 

:->:apt whoit 4i;lliaMje(t in tuitiiMi by Ita 

4>iit!>K4ii AsiMuil.w ul P>)licleuiN landittn 
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STATE OF TEXAS § 
S 

COUNTY OF MIDLAND S 
The foregoing instrument was acknowledged before me on the day 

of May, 1994, by BOB SHELTON, Consulting Landman of NEARBURG PRODUCING 
COMPANY, a Texas corporation, on behalf of said corporation. 

Notary Public, State of Texas 
Notary's Name, Printed: 

Notary's commission expires: 

STATE OF TEXAS § 
§ 

COUNTY OF MIDLAND § 
This instrument was acknowledged before me on the day of May, 

1994, by ROBERT G. SHELTON, as Attorney-in-Fact for NEARBURG EXPLORATION 
COMPANY, a sole proprietorship, on behalf of said sole proprietorship. 

Notary Public, State of Texas 
Notary's Name, Printed: 

Notary's commission expires: 

STATE OF TEXAS § 
S 

COUNTY OF HARRIS S 
The foregoing instrument was acknowledged before me on the day 

of May, 1994, by , as of 
ANADARKO PETROLEUM CORPORATION, a corporation, on 
behalf of said corporation. 

Notary Public, State of Texas 
Notary's Name, Printed: 

Notary's commission expires: 



EXHIBIT "A" 

Attached to and made a part of that certain Operating 
Agreement dated the 10th day of May, 1994, by and 
between Nearburg Producing Company, as Operator, and 
Nearburg Exploration Company, et a l as Non-Operator. 

Identification of lands subject to aareement: 

The North Half (N/2) of Section 26, Township-19-South, Range-25-East, Eddy 
County, New Mexico 

Restrictions as to depths or formations: 

This agreement i s s t r i c t l y l i m ited t o an i n t e r v a l between 2993' below the 
surface of the earth to the base of the Morrow formation. 

Percentage of parties to agreement: 

Nearburg Exploration Company 93.653125% 
Anadarko Petroleum Corporation 6.346875% 

100.000000% 

A. Oil & Oas Leases subject to agreement: 

(To be added at a l a t e r date) 

Addresses of parties to the agreement 

Nearburg Exploration Company 
3300 North "A" Street 
Building 2, Suite 120 
Midland, Texas 79705 

Nearburg Producing Company 
P.O. Box 823085 
5447 Glen Lakes Drive 
Dallas, TX 75382-3085 

Anadarko Petroleum Corporation 
17001 Northchase Drive 
Houston, Texas 77060 



T E X A S It NEW MEX 100 
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THIS A C R E E M E N T mad* u d —Und Into this d»y ot . 19 , by and between 

hereinafUr called "Leant", whether one or mora, and «. / .. . 
— —, batainaftar callad 

WITNESSETH; That, loc aad in cooaidaration of tha sum ol 

i L l l ? A U . L, I . - , , . '• " " » ' , « wnich is hereby aclmowledged and ot Iha royalties herein provided and tha atraamanU of Laa— h .~ i„ „ „ . . | „ ^ 
Uh? . h i • ^ ' "? ""} J" «clu,iY«lr ¥»to IU successors aod sssigns. all of tha land hsriinsfUr described toa.th.rSS .XT?.J?~iZS~ 
rifhU therein, lor Iha purpose of exploring by geological, geophysical and .11 other methods, and of drilling, producing and owrelmT wlU » , tf^iK 
• " " . " h ' V 7 1 ' * n d . < " 1

h «J . Ky<t»c«»t»ns. and aU other minerals or substances, whether similar or d f i i o X r . that may reproduced romsn^wX I , n £ l 
on tha leased premises, including primary, secondary, tertiary, eye ng. pressure maintenance methods ol remv.rc .nrf .11 olhJ. «iihZxI L. «. y or mlna 
or unknown wi t all incidental right, thereto, and to?itabUsh^and uUliL facilhiel tor l i r? ." « d 5 ubSrf .c . £ ? £ 2 d of sUl wsU? en^ t o ^ u s t r ^ m Z T . 1 ^ . 1 3 
remov. roadways, tanks, p pdines^ electric power and telephone lines, power stations, machinery and structures"KSrSoo. to prodic.'. "tor. ".assort S S u ^ n d ^ 
mova aU aubsuncaa described above, and tha products therefrom, together wilh the right of ingress and egrasa to and bom aaid Und. The landherebyleaaedU alt 
uated in tha County of . _ , SUle of . and U daacribad as follows: 

EXHIBIT "B" 

Attached to and made a part of that certain Operating 
Agreement dated May 10, 1994, between Nearburg Producing 
Company, as Operator, and Nearburg Exploration Company 
et a l , as Non-Operators 

This laaaa covers all of tha land described above. Including any interests therein that sny signatory hereto haa the right or power lo laaaa and in addition II 
covert, and there U hereby granted, leased and let, upon tne same terms snd conditions ss herein set forth, all lands now or hereaitsr owned or claimed by Laaaot 
adjacent, contiguous, or a part of tha tract or rracU described above, whether such additional lands be owned or claimed by dead, limlutioo. or otherwise or axe 
lanced or unfenced, and whether auch lands ara inside or ouUida of tha metes and bounds description aet forth above, or are In tha named survey, or other survey or 
surveys. Ths bonus money paid for this leue U in gross, and not by the acre, and shall ba effective to cover all such land irrespective of the number of 

Uined therein, but tha land Included within thia Uase is estimated to comprise acres, whether actually mora or leaa, and such land ia hereinafter 
referred to at tha "leased premises" 

TO HAVE ANO TO HOLD the leased premises for a term of years from tha daU hereof, herainafUr called "primary Urra", and as lone 
thereafUr ss oil, gss or other hydrocarbons, or other minerals or leased substances, or either or any of them, ara produced from tha leased premises or from lands 
with which tha ieased premises ara pooled or unitized. 1 / l . , 

In consideration of tha premises, it is hereby agreed as follows: J / l O t t ) 
I . Royalty On Oil. Lessee shall deliver to Lessor, at tha well or to the credit of Lessor in the pipeline lo which tha wall may be connected, f W h of all oil and o / 1 C 

other liquid hydrocarbons produced and saved from the leased premises, or Lessee, et its option, may buy or sell suchXjWt rovaitv and pay Lessor Iha market price J l i O 
lor oil or liquid hydrocarbons of like grade and gravity prevailing in the field on the day such oil is run into pipelines or intoatorage tanks. Lessor's royalty inter-
eat in either case shsll bear iU proportion of any expenses tor transporting and treating oil lo make it marketable as crude. 

1 / 1 A *• Royalty On Gos. Lessee shall pay to Lessor as royalty on gas. including casinghead gas or other gaseous substances produced from said land and sold on or 
J ' ° nfl tho prcmiKil.'> ,i , l n*' of the net proceeds at the well received from Ihe sale thereof, provided that on gas used off tha premises or by Lessee in the manufacture of -\ I \ c 

gasoline or other producU therefrom, the royalty shall be the market value at the well of Bota>o( the fas so used: as to all aaa sold bv I-essea. under a writUn con- j f l o 
tract, the price received by Lessee for such gaa shall be conclusively presumed to be the net proceeds at ths well or the market value at tka wall for the gas so sold. 

J . Royally On Othtr Subtlanctt. Leasee shall pay lo Lessor, ss royalty oa anv substances covered by Ihia lease other than oil and gas and the products thereof 
which Leases may elect to produce, save and market from the leased premises, f^J1] ̂ >f̂  >h» proceeds received by I iwwe from the sale thereof after deducting the 

4.'Shut • In Oat Royalty. II at any time, or from time to time, either before or after the expiration of the primary Urm of thla leaae, there U any gaa well on 
the leased premises or on lands with which the leased premises sre pooled or unitized and which ia capable of producing in paying quantities, but which ia abut in 
before or afur production therefrom, such well shall be considered under all provisions of this lease aa a well producing gas in paying quantities and thia lease 
ahall remain In force in like manner aa though ga* therefrom was actually being told or used. In such event. Lessee covananta and agrees to pay Lessor, as royalty, 
tha sum of Dollars tt ) per annum for the period rammeno 

- - ' * " m ten ing on the daU such well is actually abut in, unless this lease is being maintained in fore* and effect by soma other provision hereof, in which event, auch period 
shall commence on the daU tM* leaae eea*as to ba maintained in full force and effect by some other provision hereot. Payment or Under shall be made to Lessor, or 
deposited to the credit of Lessor in the depository bank named in this lease. The tint payment shall ba due and payable oo or before ninety (90) day* afUr the daU 
auch welt la abut in, or ninety (90) daya from th* date Ibis lease cesses to be maintained in torce by some other provision hereof. Unless ga* from auch wall to pro-

" . . . . m > anniversary 
leased premises 

— . w __. condeneaU, or any 
gaseous substance, and wella classified ss gas wells by any governmental authority having jurisdiction. 

6. Delay Rsnlof. If operations for drilling or mining on the leased premises, or on lands with which tha leased premise* are pooled or unitized, are not corn-

such wall u abut in, or ninety (90) daya from tha dau this lease cesses to be maintained in torce by some outer provieton hereof. Unlet* ga* Irom su 
dnced and sold or used prior thereto, except Umporsry tslea, or use for lesse operations, subsequent paymenU snail be du* annually thereafUr on I 
date of the period for which such prior payment was made. No additional paymenU shsll be required if there U more than one abut-in gas wall on the I 
or on lands wilh which the leased premise* are pooled or unitized. The Urm "gas well" shall include weUs capabU of producing natural gaa, cond 

menced on or before one (1) year (rom the daU of thla lease, aa sat forth above, this lesse shall UrminaU aa to both parti ee unless on or before ooe (II year from 
tbe daU of thia lease, I assea shall pay or tender to tha Lessor a renUl of 
Dollars ( | ) , which shsll cover the privilege of deferring commencement of such drilling or mining operation for a period of twelve (12) month* 
from tbe expiration of said one (1) year period. In like manner and upon tike payments or Under* annually, the commencement of auch operations may be deterred for 
successive periods of Ihe same number of months, during the primary Urm. Payments or Undent may be made to the Lessor or to the Lessor's credit in the 

Bank at , which bank or any successor 

with any other lei 
said lease or sny 

thereof ahall continue to be the agent lor the Lessor snd the Lessor's successor* and assigns. If tuch bank or any successor thereof shall fail, UquidaU, or be succeed 
ed by another bank, or for any reason fail or refuse to accept renUl, tha rental paying daU for any year ahall be extended until Ih* expiration of thirty (30) daya after 
Lessor shall bave delivered to Lessee a recordable instrument making provision for another method of payment or Under and any depository charge shall bs the lia
bility of tbe Lessor. The payment or tender of rental may ba mads by check or drsft of Lessee, mailed or delivered to said bank or Lessor, or to any Latsnr If more 
than one, on or belore the rental paying daU. Mailing ol rental on or before the rental paying daU shall be deemed a timely Under thereof end na i l preclude the 

^ff^rftftng Optrationt. If T risins should drill and abandon as a dry hole a well on the leased premises, or it afUr th* discovery of oil. gas or other minerals, 
th* production thereof should cease from any cause, and, in either event, there are no other producing wells on the leased premises or on lands with which they are 
pooled or unitized, or drilling or reworking operations sr* not being conducted thereon, this lease shall not UrminaU if Lessee commences reworking or additional 
drilling operation* on tb* leased premises within sixty (60) days thereafter or, if it be within the primary Urm, Lease* commence* or resumes the payment or Undar 
of rentals or commence* operations for drilling or reworking on or before the rentsl paying dale next ensuing after the expiration of ninety (90) day* from th* daU 
of such sbsndonment or cessation of production. If tuch abandonment or cessation of production occurs at sny time during the last fifteen (15) month* of the primary 
Urm, oo renUl payment or drilling operations are necessary to keep the lease In force during th* remainder of tha primary Urm. If. at the expiration of the primary 
Urm, oil, gss or other minerals sre not being produced from the lessed premises or from lands with which the leased premise* tr* pooled or unitized, but Lewis ia 
than eoiaied io operations for drilling or reworking of any well, thit lease shall remain in force so long a* such drilling or reworking operations are prosecuted, or 

, , . - , 1 — 1 J ? . . 1 I - , 1 1 1 . . - 1 I A M . 1 . — l . u ^ l M * A . w > a A a A * A M I A M A A M A U A » . . M ! rivul i k . M * l i k M n t h M n n . ^ ^ . . t i O O O f 

_ production of 
: „., „. „ „ „ . „. „.»„, _ „ , . . — . inUrest therein, 
iaa* covering th* above described land, or lands adjacent, contiguous, adjoining, or in th* immediaU vicinity thereof, or a* to any zona or portion of 

„ _ M . «. mineral or royalty InUrest therein. Such pooling shall be into a unit or uniu not exceeding forty 440) acre* plua an acreage tolerance of Un percent 
(10%) thereof for oil. and uniu not exceeding six hundred forty (640) scree each plus sn acreage tolerance of Un percent (10%) thereof for (as, provided tbat, should 
governmental authority having jurisdiction prescribe or permit Ihe creation of sny drilling, spsdna or proration units larger than tboee specified shove, tuch uniU may 
be created or enlarged to conform in size to the drilling or spacing uniU so prescribed or permitted or to the proration uniU as may be authorized for obtaining the 
maximum allowable production from one we.ll. Leases msy pool th* acreage or Interests above described, or any portion thereol, at above provided, a* to oil. 
or ga* in any one or more zone*, and uniu to formed need not conform in eiza or area wilh the unit or uniU into which tbe leaa* U pooled, or combined as to any 
other zone, and oil uniU need not conform a* lo area with ga* uniU. Such pooling shall ba effected by Ihe filing by Lease* of * written designation, in tha county, or 
counties, in which the premises are located, identifying and describing the pooled unit. The production of oil. gaa or condansaU from any tone or portion of the Und so 
pooled and the development snd op.radon on such Isnd, including tha commencement, drilling, completion and operation of a well thereon, or the existence thereon ol a 
shut-in gas wall, shall be considered tnd oooatrued and ahall have the aame effect, except for the payment of royalty, ee production, development snd operation, or the 
exbUnc* of • emit-in gas well oa the leased premies*, regardless of the location of tbe well oa th* unit. Production from any unit wall producing oil, gaa or cooden-
taU shsll be allocated to the leased premiss* In tb* proportion that th* acreage of ths lessed premise* Included within the unlto bear* to tbe total acreage In the unit, and 
the royalty provided for herein ahall be calculated on the portion ol the production so allocated. The royalty so payable on allocated productioa shall bs In lieu of sny 
other royalty tbat would tocru* to Lessor from the production of oil, gsa or condensate Irom any zone or portion of the leased premises included within the unit. Shut-
in gaa royalty, with reapact to unit shut-in gaa wells, shall ba payable In accordance with tha provisions and in th* amount aet forth in thit leas*. In the event any 
unit well shall fail to produce oil, gaa or condenssU in paying quantities, or in the event the productioa from any auch well ahall cease, I uses may UrminaU the tanlt 
by tiling for record, in the county, or counties where the land ia situated, a written declaration of auch Urmination. 

». V f Ol OU. Oat And Wattr For Optratioiu. Leasee ahall have the free use of oil, gas and waUr bom the leased premises, except water irom Lessor** 
welU snd tanks, for all operations hereunder, and tha royalty on oil and gaa shsll be computed after deducting the amount to used. 

9. Rtmooal Ol Equipnunt. I i n n shall have the right, at any time during or afUr the expiration of this lease, to remove all property and fixtures placed 
on th* lessed premises by testes, Including the right to withdraw and remove all casing. . . . . . . . . . . 

10. Assignment Or Chant* Of Oummhlp. Th* rights of either party hereunder may be assigned tn whob or in part and the proviaioo* hereof shall ex
tend to tb* bain, executors, sdminU tra tors, successors, and assigns, but no change or division in ownership of the land, rentala or royalties however eooompliahed, 
•hall operaU to enlarge the obligations or -«"iini«h the righU of Lessee. No change or division in the ownarehlp of tbe land, rent*]* or royaltiee, however aocctnpliab-
ed. thall be blading upon Leases for any porpos* u d shall not impair th* effectiveness of any payroent theretofore made by Lean* (Irrespective of whether Leasee ha* 
either actual or constructive knowledge thereof) until ait " ' — ' * ' — '"• ~" * " 
or certified copies thereof, cocatitating hi* chain of 
covered by thi* Its**, the rentala payable hareunder 
defeult in rental payment by on* Leasee shall not af ^ r _m 

la whole or ia part, thall. to the extent of auch assignment! relieve and discharge Lessee of all obligation* hereunder." " 
Jf. Fore* Majew*. Lessee ahall not be liabU lor any delays in iu performance ot any covenant or condition hereunder, aipiass or Indued, or ior total or 

partial non performance thereof, due to force msjeure. Tb* term force majeure", as used herein, shall mean toy circumstance or any condition beyond th* oootxol 
of Lass**, Including but not limited to sets of God and actions of the olemenU; acU of the public enemy; strikes; lockouts; aod dents: lewe, acta, raise, regulations 
and orders of federal, etaU or municipal govern menu, or office re or sgenU thereof; failure of transportation; or tbe exheustioo. ima reliability, or OjsUy* tn delivery, 
of any product, labor, ssrvios or material. If Leaaee is required to cease drilling- or reworking or producing operation* on tbe leased prsml*** DT force majeure, then 
until such time ss such lore* majeure i* Urminated and for a period of ninety (901 day* after such Unnlnatioa, each and every provWon of tnU Ute* that anight 
operato lo UrminaU it ahall be suspended and thia laaaa aball continue (n full force end effect during euch •lspenrioa period. If toy period of wasn*r*»Vwi occur* 
during the primary term, the time thereof shsll be sdded to such term. 
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IN WITNESS WHERKOP. thia UMtnamant la exeoaUd tha day and yaar (tart alio** mitten. 

THE STATE OF 1 TEXAS ACKNOWLEDGMENT 

COUNTY OF I 

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

known to me to be the identical person whose name—are/is subscribed to the foregoing instrument, and acknowledged to 
that he executed the same for the purposes and consideration therein expressed. 

Given under my hand and seal of office this the day of , . , A. D, 19 

Notary Public in and for. 

T H E STATE OF | County, 

COUNTY OF I 

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

known to me to be the identical person whose name.—are/is subscribed to the foregoing instrument, and acknowledged to ma 
that he executed the same for the purposes and consideration therein expressed. 

Given under my hand and seal of office this the day of '. , A, D. 19 . 

Notary Public in and for. 

County, 

T H E STATE OF J NEW MEXICO ACKNOWLEDGMENT 

COUNTY OF » 

The foregoing instrument was acknowledged before me thia day of — _ 19-

by 

My Commission Expires: 

Notary Public in and for . 

County, 
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Recommendad by Iha Council 
o( Petroleum Accounlanli 
Sodetlei 

ni!1!!:: 
EXHIBIT c " 

Attached to and made a part of that certain Operating Agreement dated May 10, 1994 between 
Nearburg Producing Company, as Operator, and Nearburg Exploration Company et a l , as 
Non-Operators 

1. Definitions 

"Joint Property" shall mean the real and personal property subject to tlie agreement to which this Accounting Procedure 
is attached. 
"Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and mainte
nance of the Joint Property. 
"Joint Account" shall mean the account showing the charges paid and credits received in the conduct of the Joint Opera
tions and which are to be shared by the Parties. 
"Operator" shall mean the party designated lo conduct the Joint Operations. 
"Non-Operators" shall mean the Parties to this agreement other than the Operalor. 
"Parties" shall mean Operator and Non-Operators. 
"First Level Supervisors" shall mean those employees whose primary function in Joint Operations is the direct supervision 
of other employees and/or contract labor directly employed on the Joint Property in a field operating capacity. 
"Technical Employees" shall mean those employees having special and specific engineering, geological or other profes
sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and problems 
for the benefit of the Joint Property. 
"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 
"Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 
"Controllable Material" shall mean Material which at the time is so classified in the Material Classification Manual as 
most recently recommended by the Council of Petroleum Accountants Societies. 

2. Statement and Billings 

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

3. Advances and Payments by Non-Operators 

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

B. Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not made 
within such lime, the unpaid balance shall bear interest monthly at the prime rate in effect at Texas Commerce 
Bank or D a l l a s , lexas o n t n e f j r s t fay 0 f the month in which delinquency occurs plus 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. 

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

A C C O U N T I N G P R O C E D U R E 
JOINT O P E R A T I O N S 

I. G E N E R A L PROVISIONS 

4. Adjustments 

COPYRIGHT® 1985 by the Council of Petroleum Accountants 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 Opera
tor's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month 
period following the end of such calendar year; provided, however, the making of an audit shall not extend the time 
for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this Section 
I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to conduct a 
joint audit in a manner which will result in a minimum of inconvenience to the Operator. Operator shall bear no por
tion of the Non-Operators' audit cost incurred under this paragraph unless agreed to by the Operator. The audits 
shall not be conducted more than once each year without prior approval of Operator, except upon the resignation or 
removal of the Operator, and shall be made at the expense of those Non-Operators approving such audit. 

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

6. Approval By Non-Operators 

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

II . DIRECT CHARGES 

Operator shall charge the Joint Account with the following items: 

1. Ecological and Environmental 

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

2. Rentals and Royalties 

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

3. Labor 

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

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

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

(4) 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,which s h a l l 
include the s a l a r i e s , and wages of profess ional employees associated,with the sa le 

B. O i * r a l » i ¥ & ^ ^ a M s a W b S M ^ employees 
whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section II. Such costs under 
this Paragraph 3B may be charged on a "when and as paid basis" or by "percentage assessment" on the amount of 
salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section II. If percentage assessment 
is used, the rate shall be based on the Operator's cost experience. 

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

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

4. Employee Benefits 

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

5. Material 

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

6. Transportation 

Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations: 

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

-2-



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

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

7. Services 

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

8. Equipment and Facilities Furnished By Operator 

A. Operator shall 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 _* 
see below =p*r—Bfĉ ======%j per annum. Such rates shall not exceed average commercial rates currently pre
vailing in the immediate area of the Joint Property. 

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

9. Damages and Losses to Joint Property 

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

10. Legal Expense 

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and 
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to protect 
or recover the Joint Property, eacept that no ehargo fo» oepviooo of Opefator'o legal staff er fees et1 expense uf uuliidi utlui-
woyo ohall bo mado unions previously agrood to by tho Partioo, All other legal oxponco io oonsidorod to ba ooverod by the 
ulet head piuiiaiuna of Oettion III unless otherwise agreed to by the Parties, except ao providod in Sootion 1, Paragraph 

11. Taxes 

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

12. Insurance 

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

13. Abandonment and Reclamation 

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

14. Communications 

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

15. Other Expenditures 

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

"prime rate of interest i n ef f e c t at Texas Commerce Bank of Dallas, Texas, on the f i r s t 
day of the month i n which usage occurs plus two percent ( 2 % ) . 
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CK 
I I I . OVERHEAD 

1. Overhead - Drilling and Producing Operations 

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

( x) Fixed Rate Basis, Paragraph IA, or 
( ) Percentage Basis, Paragraph IB 

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, including the costs and expenses of profess ional employees 
associated with and employed for tne sa le of gas and/or casinghead gas from any w e l l 
( ) shall be covered by the overhead rates, or located on the Contract Area. 
( x) shall not be covered by the overhead rales. 

A. Overhead - Fixed Rate Basis 

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

Drilling Well Rate $ JUPJW 

(Prorated for less than a full month) 

Producing Well Rate $ 6 0 0 

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

(a) Drilling Well Rate 
(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date the drill

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

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

(b) Producing Well Rates 

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

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

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

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

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

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

B. Overhead - Percentage Basis 

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

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

under Paragraph 10 of Section 11 and all salvage credits. 

(b) Operating 

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

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

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

2. Overhead - Major Construction 

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

A 7.5 % n f n r s t $100,000 or total cost if less, plus 

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

C. 2.5 % n f c o g ts 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 lifl equipment shall be 
excluded. 

3. Catastrophe Overhead 

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

A. 7.5 % of total costs through $100,000; plus 

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

C. 2 ' 5 % of total costs in excess of $1,000,000. 

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

4. Amendment of Rates 

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

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material move
ments affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, at Operator's 
option, such Material may be supplied by the Non-Operator. Operator shall make timely 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 Operalor. 

2. Transfers and Dispositions 

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

(1) Tubular Goods Other than Line Pipe 

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

For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus trans
portation cost from that mill to the railway receiving point nearest the Joint Property as provided above in 
Paragraph 2.A.(lXa). For transportation cost from points other than Eastern mills, the 30,000 pound Oil Field 
Haulers Association interstate truck rate shall be used. 

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

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

(2) Line Pipe 

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

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

(c) 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. 

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

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

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

B. Good Used Material (Condition B) 

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

(1) Material moved to the Joint Property 

At aw§nt!y^^Fp\ale\Ti=<li2f2f current new price, as determined by Paragraph A. 

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

(a) At W^i^^tvl^ftmmlfr^§ 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. 

(3) Material not used on and moved from the Joint Property 

5%) of current new price as determined by Paragraph A. 

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

C. Other Used Material 

(1) Condition C - . 

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

Material, excluding; junk, no longer suitable for its original purpose, but usable for some olher purpose shall be 
priced on a basis commensurate wilh its use. Operator may dispose of Condition D Material under procedures 
normally used by Operator without prior approval of Non-Operators. 

(a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe of com
parable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be priced at used line 
pipe prices. 

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

(3) Condition B 

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

D. Obsolete Material 

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

E . Pricing Conditions 

(1) Loading or unloading costs may be charged to Ihe Joint Account at the rate of twenty-five cents (25?) per hundred 
weight on all tubular goods movements, in lieu of actual loading or unloading costs sustained at the stocking 
point. The above rate shall be adjusted as of the first day of April each year following January 1,1985 by the same 
percentage increase or decrease used to adjust overhead rales in Section III, Paragraph l.A(3). Each year, the 
rale calculated shall be rounded to the nearest cent aud shall be the rate in effect until the first day of April next 
year. Such rate shall be published each year by Ihe Council of Petroleum Accountants Societies. 

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

3. Premium Prices 

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

4. Warranty of Material Furnished By Operator 

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

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice and Representation 

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

2. Reconciliation and Adjustment of Inventories 
at the expense of the party(s) causing such inventory to occur 

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

3. Special Inventories 
at the expense of the par ty ( s ) requir ing same causing such inventory to occu: 

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

4. Expense of Conducting Inventories 

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

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

-7-



EXHIBIT "D" 

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING 
AGREEMENT DATED THE 10TH DAY OP MAY, 1994, BETWEEN 
NEARBURG PRODUCING COMPANY, AS OPERATOR, AND NEARBURG 
EXPLORATION COMPANY, ET AL, AS NON-OPERATORS 

INSURANCE 

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

(a) Workmen's compensation insurance in accordance with the requirements of the 
laws of the State or States where work i s conducted and employers l i a b i l i t y 
insurance of Five Hundred Thousand Dollars ($500,000.00) bodily injury by 
accident and Five Hundred Thousand Dollars ($500,000.00) bodily injury by disease 
per employee, with a policy limit of Five Hundred Thousand Dollars ($500,000.00) 
for bodily injury by disease. 

(b) Public l i a b i l i t y insurance with limits of One Million Dollars ($1,000,000) 
as to any one person, and One Million Dollars ($1,000,000) as to any one 
occurrence. 

(c) Automobile public l i a b i l i t y insurance of Twenty Thousand Dollars ($20,000) 
for each person up to a maximum of Forty Thousand Dollars ($40,000) for each 
accident, plus Fifteen Thousand Dollars ($15,000) property damage per accident, 
up to a combined One Million Dollars ($1,000,000) per accident, including 
physical damage. 

(d) Umbrella catastrophe l i a b i l i t y of Ten Million Dollars ($10,000,000) each 
occurrence and Ten Million Dollars ($10,000,000) aggregate. 

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

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

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



EXHIBIT "E" 

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING 
AGREEMENT DATED THE 10th DAY OF MAY, 1994 BY AND BETWEEN 
NEARBURG PRODUCING COMPANY, AS OPERATOR, AND NEARBURG 
EXPLORATION COMPANY ET AL, AS NON-OPERATORS 

GAS BALANCING AGREEMENT 

During the period or periods when any party hereto has no market for, or such 
party'8 purchaser i s unable to take, or i f any party f a i l s to take i t s share of 
gas, the other parties shall be entitled to produce, take and deliver each month 
one hundred percent of the allowable gas production assigned to the unit area by 
the appropriate governmental entity having jurisdiction, and each of such parties 
shall be entitled to take i t s pro-rata share of such production. A l l parties 
hereto shall share in and own the condensate recovered at the surface in 
accordance with their respective interests, but each party taking such gas shall 
own a l l of the gas delivered to i t s purchaser. 

Each party unable to market i t s f u l l share of the gas produced shall be credited 
with underproduction equal to i t s share of the gas produced, less i t s share of 
gas taken or sold, used in lease operations, vented or lost. Operator shall 
maintain a current account of the gas balance between the parties and shall 
furnish a l l parties hereto annual statements showing the total quantity of gas 
produced, taken or sold, used in lease operations, vented or lost, and the total 
quantity of condensate recovered. After seventy two (72) hours prior notice to 
Operator, any party may begin taking or delivering i t s share of the gas produced. 

In addition to i t s share, each underproduced party, until i t has recovered i t s 
underproduction and balanced i t s gas account, shall be entitled to take or 
deliver a volume of gas equal to twenty-five percent (25%) of each overproduced 
party's share of gas produced. I f more than one party i s entitled to take 
additional gas, they shall divide such additional gas in proportion to their unit 
part icipat ion. 

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

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

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



EXHIBIT "F" 

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPERATING AGREEMENT 
DATED THE 10TH DAY OF MAY, 1994, BETWEEN NEARBURG PRODUCING COMPANY, 
AS OPERATOR, AND NEARBURG EXPLORATION COMPANY, ET AL, AS 
NON-OPERATORS 

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

STATE OF NEW MEXICO S 
S 

COUNTY OF EDDY S 

WHEREAS, A Joint Operating Agreement dated May 10, 1994, has been entered i n t o between 
Nearburg Producing Company, as Operator,and the undersigned parties, as Non-Operators, with 
respect t o the exploration, development and operation of t h e i r Working Interest and Mineral 
Interest, insofar as said interests pertain to the following described land (hereinafter 
called "Contract Area") i n Eddy County, New Mexico, to w i t : 

The North Half (N/2) of Section 26, TownBhip-19-South, Range-25-East, 
Eddy County, New Mexico. 

AND, WHEREAS the said Operating Agreement provides i n part that the parties hereto have 
granted certain liens and security interests i n the above referenced property, f i x t u r e s and 
production located thereon or produced therefrom, to w i t : 

"Liens and Payment Defaults: 

Each Non-Operator grants to Operator a l i e n upon i t o i l and gas r i g h t s i n the 
Contract Area, and a security interest i n i t s share of o i l and/or gas when 
extracted and i t s interest i n a l l equipment, to secure payment of i t s share of 
expense, together with interest thereon at a rate provided i n Exhibit "C" t o the 
above referenced Operating Agreement. To the extent that Operator has a security 
i n t e r e s t under the Uniform Commercial Code of the state, Operator s h a l l be 
e n t i t l e d t o exercise the ri g h t s and remedies of a secured party under the Code. 
The bringing of a s u i t and the obtaining of judgment by Operator f o r the secured 
indebtedness sh a l l not be deemed as election of remedies or otherwise a f f e c t the 
l i e n r i g h t s or security interest as security for the payment thereof. I n 
addition, upon default by any Non-Operator i n the payment of i t s share of 
expense, Operator sh a l l have the r i g h t , without prejudice to other r i g h t s or 
remedies, t o co l l e c t from the purchaser the proceeds from the sale of such 
Non-Operator's share of o i l and/or gas u n t i l the amount owed by such 
Non-Operator, plus i n t e r e s t , has been paid. Each purchaser s h a l l be e n t i t l e d to 
r e l y upon Operator's w r i t t e n statement concerning the amount of any default. 
Operator grants a l i k e l i e n and security interest to the Non-Operators t o secure 
payment of Operator's proportionate share of expense." 

I f any party f a i l s or i s unable to pay i t s share of expense wi t h i n s i x t y (60) 
days a f t e r rendition of a statement therefor by Operator, the non-defaulting 
parties, including Operator, s h a l l , upon request by Operator, pay the unpaid 
amount i n the proportion that the interest of each such party bears t o the 
inte r e s t of a l l such parties. Each party so paying i t s share of the unpaid 
amount s h a l l , t o obtain reimbursement thereof, be subrogated to the security 
r i g h t s described i n the foregoing paragraph;" and 

WHEREAS, i t i s the intent of the parties to give t h i r d parties notice of t h i s 
instrument by f i l i n g same i n the records of Eddy County, New Mexico. 

NOW, THEREFORE, the undersigned parties do hereby grant to each other those rights 
described i n said Agreement regarding liens p r i o r i t y and security interests upon the property 
described above insofar as said parties' property i s covered by the terms of the Joint 
Operating Agreement outlined herein. 

Operator and Non-Operator agree that a carbon, photograph or other reproduction of t h i s 
Notice s h a l l be s u f f i c i e n t as a financing statement. 

For the purpose of f i l i n g t h i s Notice of Joint Operating Agreement Lien, Security 
Interests and Financing Statement as a financing statement, the mailing address of secured 
parties and debtor are set f o r t h on the signature page attached hereto. 

ATTENTION OF RECORDING OFFICEi This instrument gives notice of and grants liens and security 
interests to both Operator and Non-Operators. Operator i s both a secured party and a debtor. 
Non-operators are both a secured party and debtor. This Notice, as a financing statement, 
should be indexed accordingly. 
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WARRANTY DEED 
NEW MEXICO 3T..1IDAHD KUiUI 

, Al'PROVtD BY J'l'ATE Cj:.tni(OI.L H, Dec 1, 1«:S9 

j THIS lHDEIiTJUE, Made the 24th d'iy .if ^cccno r In tat yuir of o;ir Lord One Thxisand 

j i Nine Hundred and Forty Five , between li. T. lm direr, l i idlvl.lJ-illy una exec itor of tlie estBte 

; of Brandt Uadger, dec nsed, :-)lr>lli 1. aidper, 'He ->f K. 7. !iudp,iT. Ueltln J . nadger, a widow, 

i \ Individually an:: executrix of tlio estate •>{ ii. !md,:« r . decejsed, l.lirr.'iret nndgrr widow of 

j i I , Qrandt Uadr.tr, deceased, parties of the l l r . t port, and HI chf! eld 01 Korporatlon, a Delaware 

! corporation of Los Anr.eles Cii l l fornla party or the necotid purt, 

J WITNESSETH, ThHt the sni'• tartlea or the rirnt part, for and ln conaideratlon of the sua 

j of Seven Hundred nnd fiixty nnd Ho/100 U760.00) Dollara lawrul money of the United 3tatei 

> or America, to then In hand old by an Id pnrty of the second pnrt, the receipt whereof 1* 

hereby confessed and aeknowled" d md the snld pnrty of ths second part, forevi r released 

"and 'laeharged therefrom, have grunted, b-ir/vnined, sold, revised, releaaed, onnveyed, aliened 

and conflmed, nnd by theno presents do print, bargain, sell, ronlse, releane, convey, \ 

j i a l ien and confirm unto tho aaid '-irty of thr second t a r t , nnd to I ta aaslgno or successors, | 
! • j '• j. j forever, a l l the following described lota nr purcels of land and reul eatatu, s i tuate, lying 

i ^and being ln the County of Eddy, State of Mew Mexloo, to-wlt! i 

I ij . About 15E acres more or less , out of the Hj Seo. £6 , Twp. 10 S. Rge. ES X . , 

| j aa rollowBi The GjHEi, and a l l of the Nitlt*, lying South or North Seven Rivera, 

j' ' i being about 1£6 ucres, and about ee acres out of the EjNWt, said SS acrea ; 

being better described u9 follows; towit: Beginning at the center of tha j 

aeotlon, thence North 1815 f t . to a point on the South bank of the eaid i 

' . ' I North oeven Rivera, thence ln a southwesterly dlreotlon olong the meanderinge; 

i- '-^ ! of aaid South bank C65 f t . to a point 596 f t . due West of the East Una , 

j of the sold Ei:rwJ, thence 1530 f t . ln a southwesterly direction to the South i 

: - ! Una of said IJVIJ to a point 767 f t . Vfe.it of the point of beginning, thenoa 

|,' .V East 767 f t . to the point of beginning. I t being understood that the South 

j . . J * bank of the said Korth Revnn Rivers 19 the l.'orth l ine of the tract of land 

i ( herein conveyed, -m-i if. belnr further understood th i t the purpose of this 

' t deed ls to convey t" the n-ild nirty of the oecend part a l l of the land herein 

contained; excepting and reserving unto irrnntors, und their heirs and 

; ••' ' assigns forever, 1/16 of the usual 1/6 roynlty interest from production of 

a l l o i l , r.as, -otnsh and other minerals from auld lands, nnd this sha l l be 

a perpetual non-partlclpatlnp, royalty Interest only and not a mineral fee 

lntereat . Grantee, and i t s successors and assigns, sha l l have the sole and ; 

exclusive right to execute o i l , r.as and mineral leases and to d r i l l , operate 

' '•, - ; • f \ "nd develop said lands themselves, and the Joinder or ra t i f i ca t ion of 

,: • ', ' j grantors, th el r heirs und assigns, ln s« ld leases or operstlons, shel l 

j : . - ','• not be necessary. Gr-intora, and their heirs and assigns, shs l l be entitled 

ji . 1 '• ' • solely to the aforementioned roynlty -ind sha l l not share ln any bonuses, 

.._ deley rentals or otii-T tenef l la nrlslnp under any present or future leases, 

i l '•• '• • or development operations, "rnntre, I t s successors snd ass igns , ' sha l l not 

j - lease said land for o i l or r,i;- for a roynlty or less than the usual 1/8 

" i P*Tt of n i l o i l or c-js f-roduced, sived uid mrketed from said land, and mining 

f • ' leases of otl.er n!nn <i1-> s h i l l rrovldo for a royalty of not less ln amount 

i t , , a n t h e roynlty .-it thit tine reserved by th.- mate of };• -i Mexico upon leases 

j. o f 3 t , l e iTtds for aueh p.lnfrols. T n n t e c , Jta sjcce-isors and assigns ara 

- hereby privileged I j d r i l l , devtlop ind D| r i te uaid land for o i l , w s end 
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I ! 

'• other mlnerulii, ./Knout any i c j : i ' ; , [. «y'.!n- to r r i M o :u, t h t l r heirs, aucc-

! essors und asslp.na the - i f j r e itnt 1 aned r o y j l t i c s . 

Together with a l l and singular the ht red 1 tan.enlu, la i ; : l j , tc.-.nae.-to -unl nnpurtemincos there

unto belonging or l n tiny wise a-pertnlnlnp, and the rov< r.ilon;i, rcnnlndtr und remainders, rents 

lessee and p ro f i t s thereof; and a l l the estate, r ight , l t l e , lntereot, claim or demand what-
i 

aoever, of aaid parties of the f i r s t port, either ln law or equity, of, ln and to the above 

bargained premises with the hereditaments and fopurten mces, 

TO HAVE AMU TO HOLD, The said premises above barr-nlned and described, with the 

Itppurtananee* unto the sold party of the second part, i t s successors or ansipns forever, 

i And the sold parties of the f i r s t part, for themselves and their helrB, exeoutors, 

jadalnls tra tors, successors or assigns, doth covenant, grant, bnrguln, and agree to and v/lth 

tha party of the aeoond part, I t s exeoutors, administrators, successors or assigns, that at 

itha tleu> of tha ensealing and dellvrry of these enseals they ar* -veil seized of the premises 

ieeove oouveyed as of a £ood, sure, perfeot ind indefeasible estate of inheritance ln law ln 

jfoa Simple nnd have pood rlp.ht, f u l l power and lawful authority to rrunt, birp.eln, sell nnd 

iconvey tha same ln manner end form aforr.i-ld, and that the simo are free and clear from a l l 

jforaer and other grants, bargains, sales, liens, taxes, assessments and incumbrances, nf what 

jklad or nature aoever; and the above bargained premises, in tha quiet and peaceful possession 

of the party of the aeoond part, Its successors and assigns, against a l l and every other person 

•Bd persons lawfully claiming or to claim ti.e whole or any part thereof, the said parties of 

the f l r a t part ahall and w i l l warrant und forever defend. 

IM r.'ITIIESS WHEREOF, The said parties of the f i r s t part have hereunto set their 

hand* and seals the day end year f i r s t above written. 
Partlea of Flrat Parti 

Margaret Badger (L.3.) 
Widow of Brandt Badger 

'< 3 
18-45 

KOC 
$1.10 

R. T. Badger (L.S.) 
Individually and executor of estate 
of Brandt Badger, deceased (L.S.) 

Birdie J. Badger (L.S.I 
Wife of R. T. Badger 

Bettie J. Badger (L.S.) 
Individually and executrix of estate 
of W.H.Badger, deceased. 

a 

i 
STATE OF TKXAS > 

COUWTT OF TRAVIS ) 

, On thla 24 day of December, 1945, before me personally appeared R. T. Badger, 

Individually, and executor of the estate of Brandt Badger, deceased, to me known to be the 

jpereon described ln end who executed the foregoing instrument, and acknowledged that he 

jcxaeuted tha aame as his free act and deed, individually, and as such executor. 
t *V • ^ 

j : ' . IN WITNES3 WHEREOF, I have herrunto set my hand nnd affixed my of f i c i i l seil the 

jdajr and fair ln this certificate flr3t above written. 

My commission expiree 

8-1-47 

Erica Schmidt 
Erica .'Schmidt 
notary Public 
Travis County Texaa 

;8TATZ OF TEXAS ) 
ss 

COJWTY OF TRAVIS ) 

| . On this 24 uay of December, .945, oefo. e ie per.ior:n' ly a; peered Birdie I . Bodger, 

,»lfe of R. T. Badger, to *e known to oe the p-.rson described in and who executed the forerolng 
t 

'Instrument, and acknowledged that she executed the 3-ina as her Tree act and <ieedx 

j ' I " WITNESS VHE>tEOF, I have hereunto set my hand und aff ixed ay o f r i c i i l seal the 

jdar anu year ln this ce r t i f i ca te f i r s t ab->ve wr i t ten . 

V.rlnn Seh-ildt 

r I 
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3 
i • 

. -ly commission expires t r i e s uclimidt 
Cpjntvof iJ.t-.ry Tublio 

6-1-47 T r i m s Travis County, Texii3 
" exas 

3TVTI. OF T'XAS ) 
S 3 

CO JNTY OF TRAVIS ) 

On this 84 day of Deoember, 19.b, before 'ue personally anpearc.d Uettle J . Itadrer, I n 

div idual ly , and executrix of tl.« cntat<; of 11. Rodger, deceased, to me known to bo the 

person described ln and who cxricutid the f-irprolnr Instrument, and ucknowledgf d thnt she 

• ' ext-outed tho sane as h* r free act and deed, individually, and as auch exeoutrlx. 

IN WITNESS WHEREOF, I have horrunt.o set ray hand and aff ixed my o f f l o l a l seal the day 

^ and year ln this c e r t i f i c a t e f i r m above written, 

i' My oomilaslon expires: N°k9 rK Erloa Scliraidt 
couoUof E r l ° " sohmidt 

6-1-4T U l u S Uotury Public 
Travis County, Texaa 

' STATE Or TEXAS ) 
as 

\ COONTV OF BEXAR ) 

i Un thla 86 day of Deoeaber, 19a 5, before rae personally appeared Margaret Badger, widow 

: of Brandt Badger, deoeaaed, to me known to be the person desorlbed ln and who executed the 
I 4 

'• ; foregoing Instrument, and acknowledged that she executed the same as her free eot end 

j - ... i 4««d. 

j ' • . *' IN WI HI ESS WHEREOF, I have hereunto set my hand and aff ixed my o f f i c i a l seal .the day and year ln thla c e r t i f i c a t e f i r s t above written. 

[ Mr oommlasion expires: VRnfrX Mery Pertain 
c I « 8 S t ° f Notary Publlo 

;J : 6-1-47 Tefal Bexar County, Texaa 

-1 
\ FILED FOR RECORD on the 89th day of January, A. D. 1946 at 3:30 o'clock Pi M. 
L • • 

}r Deputy County Clerk 
I 
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