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v MEMORANDUM OF UNDERSTANDING

D ' C t

This memorandum sets forth the understanding between Santa Fe Energy Company
(SFEC) and Felmont O0il Corporation (Felment) whereby Felmont will acquire an
interest in SFEC's acreage in Southeast New Mexico and will participate with SFEC
in future lease acquisitions and the drilling of wells. The essential terms of
this understanding are as follows:

1. Felmont will acquire an undivided twenty-five percent (257%) of SFEC's
leasehold working interest in approximately 55,200 net acres in Lea, Eddy,
Chaves and Roosevelt Counties, New Mexico (approximately 13,900 net to Felmont).
Said acreage is fully described by prospect name and attached as Exhibit "A" and
is colored on a map being attached as Exhibit 'B". Said colored acreage is not
to represent 100%, but is to show the location of the described acreage regardless
of what percent is owned.

2. Assignments shall be subject to all existing farmout, exploration, AMI and
operating agreements, and further said assignments shall warrant title only against
SFEC's own acts, which acts shall further exclude the foregoing agreements. Felmont
will assume its proportionate obligations under the foregoing agreements.

3. Felmont shall have the option to purchase an undivided 257 of all leases
acquired by SFEC between June 1, 1983, and the date of signing the Definitive
Agreement, for which Felmont shall reimburse SFEC for 25% of SFEC's actual cost.
In the same respect SFEC shall have the same option with 75%. All future lease
acquisitions shall be subject to the election of each party to participate under

an area of mutual interest (AMI) to exist for a period of three years from the date

of signing the Definitive Agreement. The AMI may be dissclved at any time upon the
mutual agreement of both parties.

4., All future costs for drilling, seiswic and acreage shall be borne 757 by
SFEC and 25% by Felmont, subject, however, to (i) Felmont's obligation to carry
costs chargeable to SFEC as provided in paragraphs 5 and 6, (ii) appropriate non-
consent provisions for the drilling of future wells to be provided in the Definitive
Agreement, and (iii) the right to participate in future lease acquisitions under the
terms of the AMI.

5. The consideration for the leasehold interest and the seismic data to be
acquired under paragraph 1 is the sum of $2 million to be paid by Felmont as follows:

(a) Felmont paying SFEC's share of future lease acquisitibn costs in the
amount of $690,000.00.

(b) $1.4 mfllion by Felmont paying drilling costs to casing point charge-
able to SFEC in the amount of $1.4 million for Exploratory Wells (as defined
in the Definitive Agreement) commenced after the Effective Date.

6. Felmont shall participate in all wells drilling on the Effective Date, -
these wells being the Lea 'CL' State i#l, in Lea County, New Mexico and operated by
Gulf 0il Corp. a working interest; the Walters #l, in Eddy County, New Mexico and
operated by Robert Enfield a farmout interest, which are on acreage which are within
the prospect listed on Exhibit "A'" and shown on Exhibit "B'". To reimburse SFEC for

‘costs previouslv incurred prior to the Effective Date, Felmont will pay all well costs

chargeable to the interest of SFEC until such time as Felmont has carried SFEC for an
amount equal to the well costs previously borne by SFEC chargeable to Felmont's interest.

7. The Definitive Agreement shall provide assurance to SFEC of the recovery of the
carried costs referred to in paragraphs 4 and 5 above.

8. SFEC shall be the operator for all joint operations under this agreement except
in the case when SFEC goes non-consent.
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Lease Acquisition:

(1) New leases acquired must be offered to partner proportionately reduced.

(2) Partner will have 30 days to decide on lease participation...In or Out

(3) Must show partner all data justifying lease acquisition.

(4) Leases offered at cost.

(5) If Partner does not participate in lease, cannot bid against it.

(6) SFEC will bid at land sales and be responsible for all rentals... Felmont
reimburses SFEC for their proportionate share.

(7) Charge Felmont flat rate on handling leases.

Drilling Wells:

(1) SFEC is Operator unless SFEC goes non-consent...then Felmont may operate for
that prospect only.

(2) Either party can propose a well. The well proposal must be accompanied with
justifying data.

(3) Partner has maximum of 30 days to join or go non-consent; unless there is a
lease expiration earlier.

(4) Non-consent Clause:
Exploration: Non-Consent partner 400% on all leases covering the spacing unit
plus 507% of all leases covering the 4 spacing units adjoining and cornering the
spacing unit. The 4 spacing unit being at the choice of the consenting party.
Development: Non-Consenting parties will have 300% penalty.

Seismic:
(1) Detail/Prospect

(A) Either party may propose a seismic program.

(B) In or Out on Detail...If Out, and leases are acquired by consenting partner
before the non-consenting partner can participate, however, the non-consenting
party will be promoted at a rate of 1/3 for 1/4 on the seismic cost to be

able to acquire their interest in the lease which are purchased in the detailed
seismic area.

(2) Regional Seismic

(A) Either party may propose a seismic program.

(B) ©Non-Consenting partner will not have access to the seismic data, but may
participate in lease acquisition.

(C) 1If both partners join, neither party will pay in excess of 1007 of seismic
acquisition cost.

(D) Noun-Proposing party has 30 days to join.

General:

(1) Set up Budget meeting in September of each year for submittal to management.
{(2) Early termination once parity is reached may be accomplished by either partner,
with the partner wanting out paying the other partmer a sum of money as follows:
(A) SFEC termination penalty -% million to Felmont.
(B) Felmont's termination penalty - WE million to SFEC.
(3) Press Release:
' (A) Both partner's management must approve all press releases.
(4) Time:
(A) Felmont has 30 days to examine title.
(B) SFEC has 15 days to respond to any decrepancy
(C) Definitive Agreement will be executed 45 days after signing of Memorandum of
Understanding.
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9. This transaction is subject to approval by the appropriate managerial
authority for Felmont. Felmont shall inform SFEC that said approval has been
secured by signing this memorandum and returning same to SFEC's offices |
by Express Mail or hand delivery. The Effective Date shall be the date of SFEC's
receipt of notice of such approval. This Memorandum shall become null and void
unless said approval has been secured by June 1, 1983.

10. The Definitive Agreement shall provide for annual budget meeting in the
month of September each year at a time and place to be specified for the purpose
of establishing the parties respective spending levels for the succeeding calendar
year.

11. The parties understanding is subject to the subsequent execution of a
Definitive Agreement satisfactory in form and in substance to each of the parties
embodying the terms expressed in this Memorandum and such other terms as the parties
agree, which Definitive Agreement shall include tax partnership provisions and an
operating agreement. The parties agree to proceed with diligence and in good faith
to execute such an Agreement by July 15, 1983. If such an Agreement has not been
executed by such date, but the parties are working with diligence and in good faith
to execute such an Agreement, this Memorandum shall be extended automatically for
as long as the parties are proceeding in good faith and with diligencé€ to execute
such an Agreement. In any and all events, and notwithstanding the foregoing, if
said Definitive Agreement is not executed by July 31, 1983, this Memorandum shall

~,automatically terminate.

Executed thisl7% day of May, 1983.

SANTA FE ENERGY COMPANY

BY@A.\,\K%%)&Q \

FELMONT OIL CORPORATION

v Do Qa( -




Nearburg Producing Company

Exploration and Production
401 E. limois, Suite 300
Midland, Texas 79701

915 686-8235 November 12, 1990

FAX NO. 713-655-1269

Mr. Scott Guy

Torch Energy Advisors Inc.
1221 Lamar, Suite 1600
Houston, Texas 77010

Re: Ewing State No. 1 Well
1980’ FNL & 1980’ FWL
Section 16, Township-18-
South, Range-25-East
Eddy County, New Mexico
Ewing Prospect

DPear Mr. Guy:

As you are aware, Nearburg Producing Company (NPC),
Operator, and Nearburg Exploration Company (NEC), as owner,
acquired a portion of the leasehold interest of Santa Fe
Energy Operating Partners, L. P. (Santa Fe) in the
referenced land with the obligation to drill the referenced
well. It was our understanding that Santa Fe would acquire
Torch Energy Advisors, Incorporated’s (Torch’s) interest in
said land and participate with the same in the drilling of
such well. We learned after drilling commenced that Torch’s
interest is uncommitted. Nearburg is now at total depth and
proposes to complete same in the Morrow formation pursuant
~to the enclosed authority for expenditure.

Although it is NPC’s and NEC’s right to drill the Ewing
State No. 1 well under the laws of co-tenancy without
sharing our well information with you, we will nevertheless
give you the right to participate with us in the drilling
and completion of said well and agree to furnish you copies
of all well information reasonably necessary to allow you to
elect whether or not to participate, upon the following
terms and conditions:

1. You will execute the Operating Agreement dated
September 17, 1990, between Nearburg Producing
Company, as Operator, and Santa Fe Energy
Operating Partners, L. P., as Non-Operator,
covering the referenced well and land. A copy of
the same is attached hereto as Exhibit "A" and
incorporated by reference herein.




Torch Lkneryy Advisors, lLnc.
November 12, - 0
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Upon receipt of this Letter Agreement (by
facsimile), duly executed by Torch, NPC shall
immediately furnish to Torch copies of said well
information and any other contracts or agreements
entered into between NPC, NEC and Santa Fe
covering the captioned land along with an original
operating agreement prepared for Torch’s signature
(together with an additional signature page) and
an election form. Within 48 hours of Torch’s
receipt of same, Torch shall elect whether or not
to participate with its leasehold interest in the
drilling and completion of the Ewing State No. 1
Well. If Torch elects not to participate, it will
be subject to the non-consent penalties
(100%/500%) set forth in Article VI B.2. of said
Operating Agreement, which shall be returned
(executed by Torch) to NPC along with its written
election not to participate. If Torch elects to
participate, it will timely furnish to NPC an
executed signature page to the Operating
Agreement, its executed election to participate
and its check for all estimated costs of drilling
and completing said well in accordance with A.F.E.
attached hereto. Additional costs of drilling and
completion shall be paid in accordance with said
Operating Agreement.

Torch’s election to participate may be made by
facsimile provided the originals and payment are
received by NPC by 5:00 p.m. on the day
thereafter. FAILURE TO TIMELY EXERCISE THE
ELECTION IN ACCORDANCE HEREWITH SHALL BE DEEMED AN
ELECTION NOT TO PARTICIPATE UNDER THE TERMS OF THE
NEARBURG, ET AL OPERATING AGREEMENT.

If the above is agreeable to you, please execute this Letter
Agreement where provided hereinbelow and return the same to
the undersigned at your earliest opportunity.

BS/my
Enc.

Yours very truly,

Bob Shelton
Land Manager




lTorch Inergy Advisors, Lhnc.
November 12, N0
Page 3

AGREED TO AND ACCEPTED THIS
DAY OF , 1990.

TORCH ENERGY ADVISORS, INC.

BY:
its:

Enclosures: ) Plat

) Buthority for Expenditure

) Exhibit "A", Operating Agreement

) First Conditional Letter of Acceptance
)

Second Conditional Letter of Acceptance
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Nearburg Exploration Company

Oil and Gas Exploralion
401 £. Mnois, Suita 300
Midland, Texas 79701
915.686-8235

FAX 915-686-7806

September 25, 1990

HAND DELIVERED

Mr. Larry Murphy

Santa Fe Energy Company Partners L.P.
500 w. Illinois, Su. 500

Midland, Texas 79701

Re: Operating Agreement dated
{ September 17, 1990; lands
out of Sections 16 and
17, Township-18-South,
.Range-25-East
Eddy County, New Mexico
Ewing Prospect

>

Dear Mr. Murphy:

Pursuant to our recent acquisition of the Ewing Prospect and
our Letter Agreement dated September 14, 1990, attached
herewith please find Nearburg Producing Company's proposed
Operating Agreement covering the Ewing Prospect, Eddy
County, New Mexico. We have enclosed two (2) original
executed Agreements for your approval. If this Agreement
meets with your approval, we request you execute both copies
and return one (1) entire Agreement to the attention of the
undersigned. Additionally, we request that you execute and
return one (1) original AFE previously furnished.

Thank you for your cooperation and if you have any questions
or comments concerning the Operating Agreement, please so

advise.
Yours very truly,
’ - e
,./,-//“' v Z
Bob Shelton
Land Manager
BS/my

Enc.
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Nearburg Producing Company

Exploration and Production
401 E. lMinois, Suite 300 October 15, 1990
Midland, Texas 79701

ISEELED TO 687-1052

Mr. Larry Murphy

Santa Fe Energy Operating Partners, L.P.

500 W. Illinois, Su. 500

Midland, Texas 79701

Re: Ewing State No. 1 Well

1980" FNL & 660" FWL of
Section 16, Township-18-
South, Range-25-East
Eddy County, New Mexico
Ewing Prospect

Dear Mr. Murphy:

Pursuant to Santa Fe Energy Operating Partners, L. P.
Agreement to participate in the captioned well, Nearburg
Producing Company has drilled said well to a total depth of
8770’, penetrating and testing the Morrow formation.
Nearburg Producing Company proposes to attempt a completion
in the Morrow formation and recommends running pipe to an
approximate depth of 8770’ and attempt a completion in the
Morrow formation out of two separate sands, the lower sand
being 8609’ to 8634’ and an upper sand at 8526’ to 8564".
Additionally, we desire that any input you have with regard
to the completion attempt be directed to Mr. Tim MacDonald
in our Dallas, Texas office.

We appreciate your cooperation and request your election to
either participate or go non-consent with respect to the
Ewing State No. 1 well. Please indicate your election below
and return by facsimile to the attention of the undersigned.

Yours very truly,

' S
Y .
e :

e
L i C—
Bob Shelton
Land Manager

BS/my

ELECT TO PARTICIPATE

ELECT NOT TO PARTICIPATE k

SANTA FE ENERGY OPERATING PARTNERS, L. P.

y p APPROV
T -7 ) /, ’ e Y
BY: _7 S S S L At 3 —

its: Cippaaton I e l—-~———~
7 Ed ——




TORCH OIL & GAS COMPANY

1221 LAMAR, SUITE 1600
HOUSTON, TEXAS 77010

November 14,

FACSIMILE TRANSMISSION WITH ORIGINAL MAILED

Santa Fe Enerqgy Operating Partners, L.P.
Permian Basin District

500 West Illinois - Suite 500

Midland, TX 79701

ATTENTION: Mr. Vernon D. Dyer

RE: May 27, 1983 Santa Fe-Felmont
Exploration Agreement
Ewing State "16" #1
1,980' FNL and 660' FWL
Section 16, T18S-R25E
Eddy County, NM

Dear Mr. Dyer:

It is my understanding that you do not believe that the above
captioned Agreement ("Agreement") is now in affect. However,
there is nothing in our files or in Felmont's files that would
substantiate your position. For your information, Torch 0il & Gas
Company ("Torch") is the successor to Felmont 0il & Gas Company
("Felmont") in the Agreement through a stock purchase and name
change.

It has also come to my attention that a third party, Nearburg
Producing Company, ("Nearburg") has now drilled and is completing
a well on acreage to which Torch would be entitled to an interest.
Nearburg contends in their letter of November 12, 1990, to us,
that they were relying on Santa Fe to acquire Torch Energy
Advisors Incorporated's interest in the said 1land and to
participate in the drilling of such well. Since Torch's and Santa
Fe's actions are governed and accountable under the Agreement, we
respectfully ask that you review the Exploration Agreement in its
entirety and comply with the following requests:

1. Pursuant to Section 16 of the Agreement "Access to
Information", Torch requests a meeting in your office on
Tuesday, November 27, 1990 at 10:00 a.m. to review the data
under the captioned Agreement. Torch would like to review




November 14, 1v_.90

Santa Fe Energy Operating Partners, L.P.
May 27, 1983 Exploration Agreement
Matthew S. Ramsey

Page 2

the information of the Ewing Prospect, the captioned well and
the Lea "CL" State #1 Well. Torch would also like to review
copies of complete log suites on the captioned well and all
tests as provided for under said Section.

2. Torch would 1like to review copies of leases and purchase
information on acreage acquired by Santa Fe, its subsidiaries
and affiliates, within one mile of joint leasehold (pursuant

to Section 5.1., 5.1.1., 5.1.5., "AMI" "Lease Acquisition"
"Affiliate Acguisitions", etc.

3. Torch would also like a full disclosure and copies of all
offers and agreements as provided for under Section 15.4.
"Preferential Rights" and Section 15.5. "Transfer of
Interest".

4. Any other information as applicable.

I would greatly appreciate it if you would call me at (713)
753-1476 to confirm the proposed meeting of this letter by no
later than 5:00 p.m. November 16, 1990. Torch takes the position
that a failure to set-up this meeting by the date requested shall
deem you in breach of this contract under Section 16.1., which
allows each of the parties access to all geological, engineering
and other data and information pertaining to any well upon the
contract lands during regqular business hours.

I appreciate your cooperation in this matter and I look
forward to hearing from you.

Very Lru Urs,

Matthew S.’éégsey
Vice Presideht
MSR:jas
msr\62

xc: J. B. Abney, Jr.
R. 5. Guy




" Nearburg Producing Company

Exploration and Production
401 E. Whnois, Stite 300
Midland, Texas 79701

915 686-8235

SECOND CONDITIONAL LETTER OF ACCEPTANCE

October 9, 1990

Mr. Larry Murphy

Santa Fe Enerxgy Operating Partners, L.P.
500 W. Illinois, Suite 500

Midland, Texas 79701

Re: Conditional Letter of
Acceptance dated October
5, 1990 and Operating
Agreement dated
September 17, 1990

Dear Mr. Murphy:

By letter dated October 5, 1990, Santa Fe Energy Operating
Partners, L.P. (Santa Fe) conditionally accepted Nearburg
Producing Company’s (NPC) proposed September 17, 1990
operating agreement. Please be advised that NPC will accept
Santa Fe's proposed amendments to the extent set forth
below. The numbers set forth below correspond to the

numbers of your October 5, 1990 Letter of Conditional
Acceptance.

1) NPC is agreeable to this amendment, however subject to
the words "to the extent of" reinstated in line 15 of
said Article III.B.

2) NPC is agreeable.

3) NPC is agreeable.

1) NPC is agreeable.

5) NPC is not agreeable.

6) NPC is not agreeable.

7) NPC is not agreeable.

8) NPC is agreeable.




SECOND CONDITICONAL LETTER OF ACCEPTANCE
OCTOBER 9, 199

9) NPC is agreeable to this Amendment with the following
change to the copas:

Copas; Page 1; General Provisions 3.; Advances and
Payments by Non-operators; B. line 1, following the
word "bills" insert ", including advance payments
requests"“.

10) NPC is not agreeable.
11) NPC is agreeable.

12) ©NPC is not agreeable.
13) NPC is not agreeable.
14) NPC is not agreeable.
15) NPC is agreeable.

16) NPC is not agreeable.
17) NPC is not agreeable.

18) NPC is not agreeable, however NPC will amend its rates
to $5000.00 drilling and $500.00 producing.

19) NPC is agreeable.
20) NPC is agreeable.

21) NPC is not agreeable.

I hope that this letter amending your Octobexr 5, 1990
Conditional Letter will be acceptable to Santa Fe Energy and
that a final form operating agreement can be entered into
promptly. It is unfortunate that Nearburg cannot accept all
of Santa Fe’s proposed amendments, however, we have tried to
allow as many changes as possible.

We appreciate your cooperation and if you are in agreement
with this Second Conditional Letter of Acceptance altering
to the extent set forth above, your Conditional Letter of
Acceptance dated October 5, 1990, please so indicate your
acceptance of these term and conditions and the terms and
conditions of our September 17, 1990 Operating Agreement as
amended by your letter dated October 5, 1990 and this Second
Conditional Letter of Acceptance by executing one (1) copy
of this Second Conditional Letter of Acceptance in the space




SECUND CORDITIONAL LETTER O ACCEPTANCE
OCTOBER 9, 19¢

provided for below. We appreciate your cooperation and look
forward to a prompt response.

Yours very truly,

A

Bob Shelton
Land Manager

BS/my
Enc.

AGREED TO AND ACCPTED THIS
16th DAY OF October , 1990.

SANTA FE ENERGY OPERATING PARTNERS, L. P.

FD ' Lhgmane,

Attor’ney—in—Fact w}

BY:
its:




Santa Fe Energy Jperating Partners, L.P

. Santa Fe Pacific Exploration Company

M General Part
anaging General Partner October 5, 1990

Nearburg Producing Company N
401 E. Illincis, Suite 300 ; i
Midland, Texas 79701 e :

ATTN: Bob Shelton
Land Manager

Re: NM-4155
Ewing "E" State f##1 Well
W/2 Sec. 16, T-18-S, R-25-E
Lddy County, New Mexico
Ewing Prospect
Dear Mr. Shelton:
Encloused are two (2) executed originals of the September 17, 1990 Operating
Agreement. The execution and acceptance by Santa Fe Energy Operating
Partners, 1.P. of this Operating Agreement 1is subject to the following
amendments to the Operabting Agreement.
1. Page 2, Article [11 B.
Delete "due on its share of production" and insert "1/8"
2. Page 3 Article 1V B. 3
In Line 63 delete "above,"

3. Page 4 Article Vv B. 1

In [iine 15, delete "no longer owns an interest hereunder in the
Contract Area"

4. Page 4 Arlicle VI A.
In Line 54, delete the inserted language of "be authorized to"
5. Page 5 Article VI, B.l

In Line 13 delete the inserled language "and pay"
In Line 18 delele "and to pay"

6. Page 6 Article Vi B 2 (b)

Change the percentages in (b) from "500%" to "300%"

Permian Basin District

500 W. [llinois

Suite 500

Midland, Texas 79701
915/687-3551

An Atliliate of Santa Fe Southern Pacilic Corporation
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Nearburg Producing Company
October 5, 1990

7.

10.

11.

12.

13.

14.

15.

16.

Page 8 Article VI E. 2

In Line 49 delete **and delete Lines 58 lthrough 61 in its entirety
Page 9 Arlicle VI E. 3 {In the typewritten remarks)

Nt the boltom of Page 9

Delete - "having the right to conduct further" and Insert - "who
participated in such"

Page 9 Article VII ¢ 2nd paragraph

Delete the ** and the typewritten portion at the bottom of the
page Exhibit "C" in the Copas shall prevail

Page 10 Article VII D. Option 2

Line 13 change 30 to 60

Page 11 Article VIII B.

Line 44 - change 15 days back to 30 days
Page 11 Article VIII A. Line 32 **

Delete ** in Line 32 and the statement corresponding at the bottom
of the page,

Page 14 (A) Article XV C
Change 15 days to 30 days
Page 14 (B) Article XV, I.
Delete this clause in its entirety
Page 14 (B) Article XV J.
Change 15 days to 30 days.
Exhibit "C"
Page 1 Article I 3 A

Change 15 days to 30 days
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Nearburg Producing Company
October 5, 1990

17.

18.

19.

Page 3 Article II 8 A

In blank delete see below and insert 12%
Delete language at bottom of the page

Page 4 Article III 1. A
Change the overhead rates to the following:

Drilling Well Rate - $4,000.00
Producing Well Rate - $400.00

Page 5 Article 111 2.
In Lhe blank insert $25,000.00
Exhibit "D"
Insurance ~ This Exhibit is rejected as to Nearburg providing

control of Well Insurance. Santa Fe Energy Operating Partners,
L.P. carries its own insurance for such matters.

This is to advise that this portion of Exhibit '"D" is rejected.

21.

Exhibit "E"
Gas Balancing Agreement

Delete the last paragraph in its entirety.

If the above terms and condilions are acceptable, please sign in the space
provided below and return one original to the undersigned by October 18,




Page 4
Nearburg Producing Company
October 5, 1990

1990, at which time the Operating Agreement, as amended, hereby shall
become a fully binding agreement upon us.

Sincerely yours,
SANTA FE ENERGY OPERATING PARTNERS, L.P.

By: Santa Fe Pacific Exploration Company
Managing General Partner :

- N “A d
v §$\E§;ker, Attorney-in-Fact

APPROVED

By:

LM/efw
Encls a/s

AGREED TO AND ACCEPTED
this _15th day of October, 1990

NEARBURG PRODUCING COMPANY

7
By: //Cf;’Z:V} 7 T =3 = * Ixecuted subject to that Second

BOB SHELTON Conditional Letter of Acceptance
Title: Land Manager dated October 9, 1990.

EFW1420
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Ewing "E" State #1 Well

OPERATING AGREEMENT
DATED

September 17 19 90

)

b

OPERATOR _ NEARBURG PRODUCING COMPANY

CONTRACT AREA

Quarter (NE/4 SE/4) of Section 17;

Northeast Quarter (NE/4); Northeast Quarter Southeast

and Southwest Quarter Southeast Quarter (SW/4 SE/4) of Section 16, All in

Township-18-South,

Range-25-Fast

COUNTY OR PARISH OF STATE OF

1EDDY NEW MEXICO

COPYRIGHT 1982 — ALL RIGHTS RESERVED
AMERICAN  ASSOCIATION  OF PETROLEUM
LANDMEN, 4100 FOSSI.  CREEK  BLVD.
FORT WORTH, TEXAS 76137, APPROVED FORM.
AAPL, NO. 610 - 1982 REVISED

S

West Half (W/2); Northeast Quarter (NE/4)

BEFORE EXAMINER STOGHER
OIL CONSERVATIZN DIVIGON

ﬁm ERIT NG __‘L....._.._

rASE NO. (oN%
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" AAFL FORM 010 - MODw... . .RM OPERATING AGREEMENT - 1,
TABLE OF CONTENTS
Article Title I'age
L DEFINLTIOINS . 1
L EXHIDI LS o i
L INTERESTS OF PARTIES . . e 2
A~ AMND-GASHNFERES TS T T T T T T T T T T T T T T ~3
B. INTERESTS OF PARTIES IN COSTS AND PRODUCTION . ... ... o s 2
C. EXCESS ROYALTIES, OVERRIDING ROYALTIES AND OTHER PAYMENTS. ... .. ... 2
D. SUBSEQUENTLY CREATED INTERESTS. ... . e 2
IV, TS . 2
A TITLEEXAMINATION L 23
B. LOSS OF TUTLE. . .. . 3
Aetiatbure—at-Title e e T R S LI 3
2—FLass-byMNoen-Payment-or-ErreneensPayment-of-Amount Bve ————————rr———rr— 3—
3. Other LOSSES. . .. ..ottt i 3
V. OPERATOR o 4
A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR . . ... .. o 4
B. RESIGNATION OR REMOVAL OF OPERATOR AND SELECTION OF SUCCESSOR. ... ........ ... ... ..., 4
1. Resignation or Removal of Operator. ... .. e 4
2. Selection of Successor Operalor. .. ... ... 4
C. EMPLOYEES .« . 4
D. DRILLING CONTRACTS . ..o 4
VI. DRILLING AND DEVELOPMENT ... . 4
ACINITIAL WELL. Lo 4-5
B. SUBSEQUENT OPERATIONS . . o e 5
1. Proposed Operalions. ... ... . 5
2. Operations by Less than All Parties. ... o 0 0 0 0 5-G-7
3. Stand-By Time. .o 7
4. Sidetracking ..o 7
C. TAKING PRODUCTION IN KIND . 7
D. ACCESS TO CONTRACT AREA AND INFORMATION . ... ... . . o 8
E. ABANDONMENT OF WELLS ... ... 8
1. Abandonment of Dry Toles. ... ... 8
2. Abandonment of Wells that have Produced. ... 89
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o
1 OPERATING AGREEMENT
2 .
3 THIS AGREEMENT, entered into by and between NEARBURG PRODUCING COMPANY
4 hereinalter designated and
5 relerred to as ‘Operator”’, and the signatory party or parties other than Operator, sometimes heteinalter referred to individually herein
6 as ‘‘Non-Operator’’, and collectively as **Non -Operators’”.
7
8 WITNESSETH:
9
10 WHEREAS, the parties to this agrecment are owners of oil and gas leases and/or oil and pas interests in the land identified in
1 Exhibit **A”", and the parties hercto have reached an agreement to explore and develop these leases and/or oil and gas interests for the
12 production of oil and gas to the extent and as hereinafter provided,
13
14 NOW, THERETORE, it is agreed as [ollows:
15
16 ARTICLE L.
17 DEFINITIONS
18
19 As used in this agreement, the following words and terms shall have the mcanings here ascribed to them:
20 A. The term "‘oil and gas’ shall mean cil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons
21 and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated.
22 B. The terms “‘oil and gas lease’’, “‘lease’” and '‘leaschold'’ shall mean the oil and gas leases covering tracts of land
23 lying within the Contract Area which are owned by the pacties to this agicement.
24 C. The term “‘oil and gas interests’’ shall mean unleased fee and mineral interests in tracts of land lying within the
25 Contract Area which are owned by parties to this agreement.
26 D. The term “'Contract Area’” shall mean all of the lands, oil and gas leaschold iuterests and oil and gas interests intended to be
27 developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leaschold interests and oil and gas interests
28 are described in Exhibit A",
29 E. The term ““drilling unit’” shall mcan the aiea fixed for the drilling of one well by otder or rule of any state or
30 federal body having authority. If a diilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-
31 by the pattern of drilling in the Contract Area or as fixed by express agreenient of the Drilling Parties.
32 F. The term *‘drillsite’’ shall mean the oil and gas lcase or interest on which a proposed well is to be located.
33 G. The terms *'Drilling Party®" and *'Consenting Party”” shall mean a party who agrees to join in and pay its share of the cost of
3 any operation conducted under the provisions of this agreement.
35 H. The terms *'Non-Drilling Party’” and *‘Non Consenting Party”’ shall mean a party who elects not to participate
36 in a proposed operation.
37
38 Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the
39 singular, and the neuter gender includes the masculine and the feminine.
40
41 ARTICLE 1.
42 EXUIBITS
13
44 The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hercof:
45 K3 A. Exhibit A, shall include the following information:
46 (1) Identification of lands subject to this agreement,
47 (2) Restrictions, if any, as to depths, formations, or substances,
48 " (3) Percentages or fractional interests of parties to this agrecment,
49 ' (4) Oil and gas leases andfor oil and gas interests subject to this agreement,
50 (5) Addresses of parties for notice purposes.

51 E—BrExhibit-LB2Form-olheanc.

52 Bl C. Exhibit ©'C", Accounting Procedure.

53 ] D. Exhibit “'D’", Insurance.

34 Bl E. Exhibit “'E", Gas Dalancing Agreement.
55 Bl F. Fxhibi meriminmt

56 : ibit—G i,

Notice of Joint Operating
Agreement Lien

57 Il any provision of any exhibit, except Exhibits “E" amb=tf33—is inconsistent with any provision contained in the body

:g{,.

58  of this agreement, the provisions in the body of this agreement shall prevaif.
59
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ARTICLE 1L
INTERESTS OF PARTIES

A. Oil and Gas Interests:

If any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement
and during the term hereof as if it were covered by the {orm of oil and gas lease attached hercto as Exhibit **B"’, and the owner thereof

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

B. Interests of Parties in Costs and Production:

Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and
paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set

forth in Exhibit **A’", In the same manner, the patties shall also own all production of oil and gas from the Contract Area subject to the
mentof due on its share of production which shall be borne as hereinafter set forth.

payment of royalties 4e—thre

Regardless of which party has contributed the lease(s) and/or oil and gas interest(s) hereto on which royalty is due and
payable, each party entitled to receive a share of production of vil and gas from the Contract Area shall bear and shall pay or deliver, or
cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the
other parties free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received
by such party, to any other party’s lessor or royalty owner, and if any such other party’s lessor or royalty owner should demand and
receive settlement on a higher price basis, the party contributing the affected Iease shall bear the additional royalty burden attributable to

such higher price.

Nothing contained in this Article 1ILB. shall be deemed an assigninent or cross assignment of interests covered hereby.

C. Excess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions, if the interest of any party in any lcase covered hereby is subject to any royalty,
overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article LB, such party so
burdened shall assurne and alone bear all such excess obligations and shall indemnily and hold the other parties hereto harmiless from any

and all claims and demands for payment asserted by owners of such excess burden.
D. Subsequently Created Interests:

Il any party should herealter create an overriding royalty, production payment or other burden payable out of production
attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set farth in Exhibit ““A’", or
was not disclosed in writing to all other pattics prior to the exccution of this agreement by all parties, or is not a jointly acknowledged and
subsequently created interest’” irrespective of the

e

accepted obligation of all parties (any such interest being hereinafter relerred to as
timing of its creation and the party out of whose working interest the subscquently created interest is derived being hereinalter referred

to as "‘burdened party’’), and:

L. If the burdened party is required under this agreement to assign or relinguish to any other party, or parties, all or a portion
of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assignment andfor
production free and clear of said subsequently created interest and the burdencd party shall indemnify and save said other party,
or parties, harmless from any and all chiims and demands for payment asserted by owners of the subscquently created interest;
and,

'+ 2. If the burdened party fails to pay, when due, its share of expenses chargeable liereunder, all provisions of Article VILB. shall be
enforceable against the subsequently created intercst in the same manner as they are enlorceable against the working interest of

the burdened party.

ARTICLE 1V.
TITLES

A. Title Examination:

Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling 0pcmti9ps or, if
the Drilling Parties so request, title examination shall be made on the leases and/or ol and gas interests included, or planned to be includ-
ed, in the drilling unit aroun(} such well. The opinion will include the ownership of the working interest, minerals, royalty, é‘l/_;eririding
royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases andjﬁ? il and
gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lve;{xs'e' status
reports), title opinions, title papers and curative material in its possession [ree of charge. All such information not in the posse’fs{i n of or
made available to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator. Qpéf;ﬁor shall
cause title to be examined by attorneys on its stalf or by outside attorneys. Copies of all title opinions shall be [urq_iébéd io:é{uc:il party
hereto. The cost incurred by Operator in this title program shali be borne as follows: ) ('E:(/ Jg i \\)

Vo (’ ’,
[J Option l':lg_l: Costs incurred by Operator in procuring abstracts and title examination (including prelimihafy,,sppgle‘rflqntal.
shut-in gas royalty opinions and division order title opinions) shall be a part of the administrative overhead as pro\{id(’d"lﬁl‘Eﬂiﬁ_{?f"C"f-

and shall not be a_direct charge, whether performed by Operator's staff attorney$ or by outside attorneys.
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: ARTICLE 1V
. continued
1 3] Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title examination
2 (inclu—(—i};a)reliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shali 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 Ix-
4 hibit **A"". Operator shall make no charge for services rendered by its stall attorneys or other personncl in the performance of the above
5 functions.
6
7 Each party shall be responsible for securing curative matter and pooling amendiments o 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 of pooling
9 designations or declarations as well as the conduct of hearings belore governmental agencies for the securing of spacing or pooling orders.
10 This shall not prevent any party {rom appearing on its own behalf at any such hearing.
11
12 No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit has been examined as above
13 provided, and (2) the title has been approved by the examining attorney or title has been accepted by all of the partics who arc to par-
14 ticipate in the drilling of the well.
15
16 B. Loss of Title:
17
18 ¥
19 reduction of interest from that shown on Iixhibit *“A’", the party contributing the affected lease or interest shall have ninety (90) gys
20 from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title {ailure, which p€quisi-
21 tion will not be subject to Article VIILB., and lailing to do so, this agrecement, nevertheless, shall continue in force as to all rerpfining oil
22 and gas leases and interests: and,
23 (a) The party whose oil and gas leasce or interest is affected by the titie failure shall bear alonc the entire loss agd it shall not be
24 entitled to recover from Operator or the other partics any development or operating costs which it may have theretofgre 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 operatiop/Df 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 {jdally that title failure has oc-
28 curred, so that the interest of the party whose lcase or intercst is allected by the title failure will therepfler be reduced in the Contract
29 Area by the amount of the interest lost;
30 (c) It the proportionate interest of the other parties hereto in any producing well theretgfore drilled on the Contract Area is
31 increased by reason of the title failure, the party whose title has failed shall 1eccive the procegds attributable to the increase in such in-
32 terest (less costs and burdens attributable thiereto) until it has been reimbursed for unrecovgfed 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 bg/the owner of any interest in the title which has
35 failed, pay in any manner any part ol the cost of operation, development, or equippfent, such amount shall be paid to the party or parties
36 who bore the costs which are so refunded;
37 (e) Any liability to account to a third party for prior production of/6il and gas whicl arises by reason of title failure shall be
38 borne by the party or parties whose title failed in the same proportionfin which they shared in such prior production; and,
39 () No charge shall be made to the joint account for legal expepfes, fees or salaries, in connection with the defense of the interest
40 claimed by any party hereto, it being the intention of the parties hefeto that each shall defend title to its interest and bear all expenses in
41 connection therewith.
42
43 2. Loss by Non-Payment or Erroncous Payment At Amount Due: I, through mistake or oversight, any rental, shutin well
44 payment, minimum royalty or royalty payment, is ng€ paid or is erroncously paid, and as a result a lease or interest therein terminates,
45 there shall be no monetary liability against the pagf who failed to make such payment. Unless the party who failed to make the required
46 payment sccures a new lease covering the sungAfiterest within ninety (90) days [rom the discovery of the failure to make proper payment,
47  which acquisition will not be subject to Arljdle VIILB., 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 owgédrship of the lease or interest which has terminated. In the event the party who failed to make the
350  required payment shall not have bg€n fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas attributable to
51 thie lost interest, calculated on aff acreage basis, for the development and operating costs theretolore paid on account of such interest, it
52 shall be reimbursed for untgdovered actual costs theretofore paid by it (hut not for its share of the cost of any dry hole previously drilled
53 or wells previously abandGned) from so much of the foliowing as is necessary to effect reimbursement:
54 (2) Proceeds of and gas, less operating expenses, theretofore accrucd to the credit of the lost interest, on an acreage basis,
55 up to the amount 8l unrecovered costs
56 (b) Proceeds, less opcrating expenses, thereafter acerued attributable to the lost interest on an acreage basis, of that portion of
57  oil and gas yebrealter produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of such lease
58 terminatjefi, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said
59 portig of the oil and gas to be contributed by the other parties in proportion to their respective interests; and, 5
60 (c) Any monies, up to the amount of unrecovered costs, that may be paid by any party wha is, or becomes, the owner of thdf’imercﬂ
61 Bty foe-th T“"" 2 { pe i " ....g tn-the-Gontract—\ rea-of hm—nm‘ng A pusiy—to. this agEeInInt :'(
62 VE

63 3. Other Losses: All losses incurred, wtherthan—those—seforth~in—rrrtielest 3 -Brl—and-RLB-2 above, shall be ]()mt"jlosses

64 and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining portion of
I8

65 the Contract Area.

67
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ARTICLE V.
OPERATOR

A. Designation and Responsibilities of Operator:

Nearburg Producing Company shall be the

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

negligence or willful misconduct.

B. Resignation or Removal of Operator and Sclection of Successor:

1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators.
If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as
Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator
may be removed if it fails or reluses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by the
alfirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit A’ remaining
after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o’clock A.M. on the
first day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator or action
by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier
date. Opcrator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non Operator. A change of a cor-
porate name or structure ol Operator or transfer of Operator’s interest to any single subsidiary, parent or successor corporation shall not

be the basis for removal of Operator.

2. Sclection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by
the partics. The successor Operator shall be selected {tom the parties owning an interest in the Contract Area at the time such successor
Operator is selected. The successor Operator shall be sclected by the alfirmative vote of two (2) or more partics owning a majority interest
based on ownership as shown on Exhibit “*A™"; provided, however, it an Operator which has been removed fails to vote or votes only to
succeed itself, the successor Operator shall be sclected by the alfirmative vote of two (2) or more partics owning a majority interest based
on ownership as shown on Exhibit "“A’’ remaining after excluding the voting interest of the Operator that was removed,

C. Employees:

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

D. Drilling Contracts:

All wells drilled on the Contract Arca shall be drilled on a cormpetitive contract basis at the usual rates prevailing in the area. If it so
desires, Operatar may employ its own tools and cquipment in the drilling of wells, but its charges therefor shall not exceed the prevailing
rates in the area and the rate of such charges shall be agreed upon by the partics in writing before drilling opcrations are commenced, and
such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in-

dependent contractors who are doing work of a similar nature,

ARTICLE VI.
DRILLING AND DEVELOPMENT

*
B

A. Initial Well:

e be authorized to
October , 1990 , Operator shall (‘ommcncc the drilling of a well for

30th day of

oil and gas at the following location:

On or before the

1980' from the North line and 660' from the West line of Section 16,
Township~18-South, Range-25-Fast, Eddy County, New Mexico,

and shall thereafter continue the drilling of the well with due diligence to
an estimated depth of 8,650’ or to a depth sufficient in the opinion if

Operator to adequately test the Morrow formation, whichever is the le é,ér
depth, i
ik
unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling imprac% .al, is en
countered at a lesser depth, or unless all partics agree to complete or abandon the well at a lesser depth, FSEEAN
/( N
Operator shall make reasonable tests of all formations encountered during drilling which give indication ‘o:f‘\cg)maivniné/;(?il and
gas in quantities suflicient to test, unless this agreement shall be limited in its application to a specilic formation or“(»g}p"]*ntiuﬁs_’,'_if(l' which
event Operator shall be required to test only the formation or formations to which this agrcement may apply. | | “l‘*f‘

4
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: ARTICLE VI
continued

I, in Operator's judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug and abandon the

well as a dry hole, the provisions ol Article VLE.1. shall thereafter apply.

B. Subsequent Operations:

1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided
for in Article VI.A., or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by all
the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the
other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice
within which to nou'l)/t;#e] pargravyishing to do the work whether they elect to participate in the cost of the proposed operation. If a drill-
ing rig is on location, notice of a proposal to rework, plug back or drill deepes may be given by telephone and the response period shall be
limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure ol a party receiving such notice to reply within
the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation.”Any notice or
response givén by telephone shall be promptly conlirmed in writing*Failure of a participating party to make
said election and to pay within thirty (30) days after receiving the notice of the

proposed operation shall constitute an election by that party not to participate in

the cost of the proposed operation.

If all parties elect to participate in such a proposed operation, Operator shall, within ninety (90} days after expiration of the notice
period of thirty (30) days (or as promptly as possible alter the expiration of the forty-eight (18) hour period when a drilling rig is on Joca-
tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other partics,
for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain
permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
amination or curative matter required for title approval or acceptance. Notwithstanding the lorce majeure provisions of Article X1, if the
actual operation has not been commenced within the time provided (including any extension thereof as specilically permitted herein) and
if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-

dance with the provisions hereof as if no prior proposal had been made.

2. Operations by Less than All Partics: If any party receiving such notice as provided in Article VI.B.1. or VIL.D.1. (Option
No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties
giving the notice and such other parties as shall elect to participate in the operation shall, within nincty (90) days after the expiration of
the notice period of thirty (30) days (or as promplly as possible after the expiration of the forty-cight (418) hour period when a drilling rig is
on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all
work for the account of the Consenting Parties; provided, however, if no drilling rig or other cquipment is on location, and if Operator is
a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
tion for the account of the Consenting Partics, or (b) designate one (1) of the Consenting Partics as Operator to perform such work. Con-
senting Parties, when conducting operations on the Contract Area pursuant to this Article V1.B.2., shall comply with all terms and con-

ditions of this agreement.

If less than all parties approve any proposed operation, the proposing party, immediately after the cxpiration of the applicable
notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as
to whether the Consenting Parties should procecd with the operation as proposed. Fach Consenting Party, within forty eight (48) hours
(’exclusive of Saturday, Sunday and legal holidays) alter receipt of such notice, shail advise the proposing party of its desire to (a) limit par-
titipation 1o such party’s interest as shown on Exhibit “A"" or () carry its proportionate part of Non-Consenting Parties’ interests, and
failure to advise the proposing party shall be deemed an election under (a). In the event a drilling rig is on location, the time permitted for
such a response shall not exceed a total of fortycight (48) hours (inclusive of Saturday, Sunday and Icgal holidays). The proposing party,
at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decision.

The entire cost and risk of conducting such aperations shall be borne by the Consenting Parties in the proportions they have
elected to bear same under the terms of the preceding paragraph. Consenting Partics shall keep the leasehold estates involved in such
operations [rlee and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consentiri‘g Parties.
It such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface locatigi:'x_zlnat their
sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article resuhyi_n a pro-
ducer of oil and/or gas in paying quantitics, the Consenting Parties shall complete and equip the well to produce at their sole coé}xéulfd risk,
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‘ ARTICLE VI
continued

and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Par-
ties. Upon commencement of operations for the drilling, reworking, decpening or plugging back of any such well by Consenting Partics
in accordance with the provisions of this Article, cach Non-Consenting Party shall be deemed to have relinquished to Consenting Parties,
and the Consenting Parties shall own and be entitled to reccive, in proportion to their respective interests, all of such Non-Consenting
Party’s interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated at the well, or
market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in
terests not excepted by Article LD, payable out of or measured by the production from such well accruing with respect to such interest

until it reverts) shall equal the total of the following:

150%

{a) 100% ol each such Non-Consenting Party's share of the cost of any newly acquired surface equipment beyond the wellhead 1507

connections (including, but not limited to, stock lanks, separators, treaters, pumping equipment and piping), plus T00% of each such
Non-Conscnting Party’s share of the cost of operation of the well comniencing with first production and continuing until each such Noo-
Consenting Party’s relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
Consenting Party’s share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting

Party had it participated in the well {rom the beginning of the operations; and

()] 200 % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and comypleting,
alter deducting any cash contributions received under Article VIIL.C., and 500 v, of that portion of the cost of newly acquired equip
ment in the well (to and including the welthead connections), which would have been chargeable to such Non-Consenting Party if it had

participated therein.

An election not to participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re
working or plugging back operation proposed in such a well, or portion thercof, to which the initial Non-Consent election applied that is
conducted at any time prior to full recovery by the Consenting Partics of the Non-Consenting Party’s recoupment account. Any such
reworking or plugging back operation conducted during the recoupment period shall be deemned part of the cost of operation of said well
and there shall be added to the sums to be recouped by the Consenting Parties one hundred perecent (100%) of that portion of the costs of
the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. 1i
such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VI.B. shall be ap

plicable as between said Consenting Partics in said well.

During the period of time Consenting Parties are entitled to receive Non Consenting Party’s share ol production, or the
proceeds therefrom, Consenting Partics shall be responsible for the payment of all production, severance, excise, gathering and other
taxes, and all royalty, overriding royalty and other butdens applicable to Non Consenting Party s share of production not excepted by Ar-

ticle 111.D.

In the case of any rewarking, plugging back or deeper drilling aperation, the Consenting Partics shall be permitied to use, free
of cost, all cxsing, tubing and other equipment in the well, but the ownesship of all such equipment shall remain unchanged; and vpon
abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Partics shall account for all such equip

ment to the owners thereof, with cach party recciving its proportionate part in kind or in value, icss cost of salvage.

Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the
Consenting Partics shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the well, and an
itemized statement of the cost of drilling, decpening, plugging back, testing, completing, and equipping the well for production; or, at its
option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill-
ings. Each month therealter, during the time the Consenting Partics arc being reimbursed as provided above, the party conducting the
operations for the Consenting Partics shall furnish the Non Consenting Partics with an itemized statement of all costs and liabilities in-
curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amount of proceeds
realized from the sale of the well’s working interest production during the preceding month. In deteimining the quantity of i’i"si’and gas
produced during any month, Consenting Partics shall use industry accepted methods such as, but not limited to, metering é}"ffperiodic
well tests. Any amount realized [rom the sale or other disposition of equipment newly acquired in connection with any sucﬁ_“‘.jmration
which would have been owned by a Non:-Consenting arty had it participated therein shall be credited against the total unrct{;{:‘ifil costs
of the work done and of the equipment puschased in determining when the interest of such Non-Consenting Party shall rc\;‘";l!(o it as

above provided; and if theic is a credit balance, it shall be paid to such Non Consenting Party.
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continued

If and when the Consenting Partics recover from a Non-Consenting Party’'s relinquished interest the amounts provided for above,
the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and after such reversion, such Non
Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production
therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging
back of said well. Therealter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of
the operation of said well in accordance with the terms of this agrecinent and the Accounting Procedure attached hercto.

Notwithstanding the provisions of this Article VI.B.2., it is agreed that without the mutual consent of all parties, no wells shali
be completed in or produced from a source of supply from which a well located elsewhere on the Contract Arca is producing, unless such

well conlorms to the then existing well spacing pattern for such source of supply.

The provisions of this Article shall have no application whatsoever 1o the drilling of the initial well described in Article VLA.
except (a) as to Article VIL.D.1. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well
after it has been drilled to the depth specified in Article VILA. i it shall thereafter prove to be a dry hole or, il initially completed for pro

duction, ceases to produce in paying quantities.

3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been
completed, and the results thereol furnished to the parties, stand-by costs tncurred pending response to a party's notice proposing a
reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-

ing operation just completed. Staud-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever

first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-
matical paragraph of Article V1.B.2, shull be charged to and borne as part of the proposed operation, but if the proposal is subsequently
withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion
each Consenting Party’s interest as shown on Exhibit '*A"" bears to the total interest as shown on Exhibit A’ of all Consenting Par-

ties.

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

to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be wtilized as follows:

(a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in

the initial drilling of the well down to the depth at which the sidetracking operation is initiated.

(b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well’s
salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the
ptovisions of Exhibit *‘C’’, less the estimated cost of salvaging and the estimated cost of plugging and abandoning.

In the event that notice for a sidetracking operation is given while the diilling rig to be utilized is on location, the response period
shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and
receive up to eight (8) additional days after expiration of the forty-cight (48) hours within which to respond by paying for all stand-by time
incurred during such extended response period. If more than one party elects to take such additional time to 1espond to the notice, stand-
by costs shall be allocated between the bar(ics taking additional time to respond on a day-to-day basis in the proportion each elscting par-

ty's interest as shown on Exhibit “*A’" bears to the total interest as shown on Exhibit “*A’" of all the electing parties. In ﬂi/other in-
113

stances the response period to a proposal for sidetracking shall be limited to }M?YE(@_”)@) (Iaz'ils) Hi
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C. TAKING PRODUCTION IN KIND:

;_'T_T

/ha\/e the right to ) R ué
Each party shalltake in kind or sepafately dispose of its proportionate share of all oil and gas produced from;the Contract Area,

. 3 . . . . . . il /. . A i 4\ "
exclusive of production which may be used in development and producing operations and in preparing and Lrefltlﬁg’ oil :;lull gas for
6h by any
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marketing purposes and production unavoidably lost. Any extra expenditure incurred in the taking in kind or sep _féte’ﬂisﬁtﬁ
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party of its proportionate share of the production shall be borne by such party. Any party taking its share of prodi]iﬁéil in
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f required to pay for only its proportionate share of such part of Operator’s surface facilities which it uses.

2

3 Each party shall exccute such division otders 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 VILB., shall be entitled to receive payment directly from the purchaser thereof for

5  its share of all production.

6

7 In the event any party shall [ail to make the artangements 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 scll it to others at any tiine and from time to time, for the account of the non taking party at the
10 best price obtainable in the area [or such production. Any such purchase or sale by Operator shall be subject always 1o the right of the
11 owner of the production lo exercise at any time its ripht to take in kind, or scparately 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 nceds of the industry under the patticular circumstances, but in no event for a period in excess
14 of one (1) year.
15
16 In the event one or more parties” scparate disposition of its share of the pas causes split-stream deliveries to separate pipelines and/for
17 deliveries which on a day-to-day basis for any reason are not cxactly cqual to a party’s respeclive proportionate share of total gas sales to
18 be allocated to it, the balancing or accounting between the respeclive accounts of the parties shall be in accordance with any gas balancing
19 agreement betwecen the parties hereto, whether such an agreement is attached as Exhibit "'E”’, or is a scparate agreement.
20
21 D. Access to Contract Area and Information: Subject to Article XV, Other Provisions, Paragraph 1
22
23 Each party shall have access to the Contract Atea at all reasonable times, at its sole cost and risk 1o 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 filed 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 ol
28  gathering and furnishing information to Non-Operator, other than that specilied above, shall be charged to the Non-Operator that re-
29  quests the information.
30
31 E. Abandonment of Wells:
32
33 1. Abandonment of Dry tloles: Except for any well drilled or deepencd pursuant to Article VI.B.2., any well which has been
34 drilled or deepencd 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 partics who participated in the cost of drilling or decpening
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 hercto. If, within
46 thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do nat agree to the abandonment of such well,
47 those wishing to continue its operation from the interval(s) of the formation(s) then open to productjon 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- accordancewith-the provisions of
49 Bxhibit2'C ' less the estimated cost of salvaging and the estimated cost of plugging and abamkming:'.( fach abandoning party shall assign
50 the non-abandoning parties, without warranty, express or imyplied, as to title or as to quantity, or fititess for use of the equipment and
51 niaterial, all of its interest in the well and related cquipment, together with its interest in the leasehold estate as to, but only as to, the in-
32 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 partics an oil and gas lease, linited to the interval or in-
54 tervals of the formation or formations then open to production, for a term of one (1) year and so long thereafter as oil and/or gas is pro-
53 duced {rom the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit
;g *by a reasonable appraisal of its current fair market value.
58 **In the event an abandoning party's interest in the aforesaid salvage value is
59 less than such party's share of such estimated costs, the abandoning par shall
60 pay the Operator, for the benefit of the non-abandoning parties, a sum eqdlal to
61 the deficiency.
62
63
64
65
66
67 ,
: |
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**B’". The assignments or leases so limited shall encompass the **drilling unit’* upon which the well is located. The payments by, and the
assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respective percentage of participation in the
Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of

interests in the remaining portion of the Contract Arca.

Thereafter, abandoning partics shall have no further responsibility, liability, or interest in the operation of or production from
the well in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon re-
quest, Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
templated by this agreement, plus any additional cost and charges which may arise as the result of the scpatate awnership of the assigned
well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to
repurchase its prior interest in the well (using the same valuation {ormula) and participate in further operations therein subject to the pro-

visions hereol.

Except as to cost participation, the
3. Abandonment of Non-Consent Operations: Fhe provisions of Article VLE.I. or VLI.2. above shall be applicable as between

Consenting Parties in the event of the proposed abandonment of any svell excepted from said Articles; provided, however, no well shall be
permanently plugged and abandoned unless and until all parties having the right to conduct further operations therein have been notificd
of the proposéd abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article

VLE.*

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be scveral, not joint or collective. Each party shall be responsible only for its obligations, and
shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the liens granted
among the partics in Article VILB. are given to sccure only the debts of each severally. It is not the intention of the partics to create, nor

shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partners.

B. Liens and Payment Defaults:

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

and security interest to the Non Operators to secure payment of Operator’s propostionate share of expense.

If any party fails or is unable to pay its share of expense within sixty (60) days alter rendition of a statement therefor by
Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that
the interest of each such party bears to the interest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain

reimbursement thereof, be subrogated to the security riphts described in the foregoing paragraph.
C. Payments and Accounting:

Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development
and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respective propor-
tionate shares upon the expense basis provided in Exhibit *'C"". Operator shall kecp an accurate record of the joint account hereunder,

showing expensces incurred and charges and credits wade and received.

Operator, at its clection, shall have the right [rom time to time to demand and receive from the other parties payment in advance
of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding
month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together
with an invoice for its share thereol. Each such statement and invoice for the payment in advance of estimated expense shall be submitted
on or before the 20th day of the next preceding month. Fach party shall pay to Operator its proportionate share of such cs(imﬂe within
fifteen (15) days after such CT mate and in\)z,f(i(:e is rmici\‘id. If any party fails to pay its share of said estimate within said time, t[é'{"t,‘nmoum
due shall bear imercsrgdg*p e %%hibit'sgg il p(;?i‘g‘f. Proper adjustment shall be made monthly between advances and; :clual ex-

i 3

pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more. 3 "
f

D. Limitation of Expenditures: i t
H

écpened

=

L. Drill or Deepen: Without the consent of all partics, no well shall be drilled or deepened, except any well drilled o

pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the drilling or deepening shall inclu(lé‘f;iir; 3 SN
*As to any well excepted from Article VI.E.l or VI.E.2, the Consent}qngaﬁtgés shall

plug and abandon the portion of the wells to which the Non-Consent \operation applied
at their sole cost, risk and expense. Therealter, the well shall be:pldggad and aban-
Hrexpelisg, of all

doned in accordance with applicable regulations at the cost, risk anfl
parties having the right to conduct further operations in such wdllmes
*%2% per annum higher than the prime lending rate of the Texas Co(igiﬁiélg'y"

Dallas, Texas e
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1 3 Option No. 1: All necessary expenditures for the drilling or deepening, testing, completing and equipping of the well, including
2 necessary tankage andfor surface facilities.
3
4 Kl Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached 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 partics receiving such notice shall have forty-eight
7 (48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the completion at-
8 tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in-
9 cluding nccessary tankage andfor surface [acilities. Failute of any party receiving such notice to reply within the period above fixed shal
10 constitute an election by that party not to participate in the cost of the complcti)o(n attempt. I one or more, but less than all of the partics,
11 clect to set pipe and to attempt a completion, the provisions of Article VLIB.2. hereof (the phbrase *‘reworking, decpening or plugging
12 back™’ as contained in Article VEB.2. shall be decined to include *“completing ™) shall apply to the operations thereafter conducted by less
13 than all partics. Consenting parties not paying necessary expenditures within thirty (30)
14 days of receipt of a written notice therefor shall be considered non-consent.
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.3.2. 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 cquipping of said well, including necessacy tankage
18 andlor 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 ol Twenty Five Thousand Dollars (322,000 )
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 ol 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 turnish any Non Operator so requesting
27 an mfommnon 0)(56 thereof for any single project costing in excess of Ten Thousan
28 Dollars (3 ) 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 apreement at its or their expense. In the event two or more parties own and have con-
34 tributed intecests in the same lease to this agreement, such pactics may designate one of such partics to make said payments for and on
35 behalf of all such parties. Any party may request, and shall be entitled to reccive, proper evidence of all such payments. In the event of
36 [(ailure 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 lorce, any loss which results from such non payment shall be borne in accordance with the pro-
a8 visions of Article 1V.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 (cxcluding Saturday, Sunday and legal holidays), o at the carlicst opportunity permitted by
42 circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify
43 Non-Operator, the loss of any lease canttibuted hereto by Non Operator for failure 1o make timely payments of any shut in well payment
44 shall be borne jointly by the parties hereto under the provisions of Article 1V.13.3.
45
46 F. Taxes:
47
48 Beginning with the first calendar year after the cffective date hereof, Operator shall render for ad valorem taxation all property
49  subject to this agreement which by law should be rendercd for such taxes, and it shall pay all such taxes assessed thercon before 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 royaltics and production payments) on leases and oil and gas interests contributed by such Non-
52 Operator. Il 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 paynients, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or
54  owners of such leaschold estate, and Operator shall adjust the charge to such owner or owners so as to ceflect the benelit 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"’
59 B
60 If Operator considers any tax asscssment improper, Operator m ay, at its discretion, pratest within the time ,m(l.;"{m:lnner
61  prescribed by law, and prosccute the protest 1o a final determination, unless alt parties agree to abandon the protest prior to fi "1\ deter-
62  mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such tax V:md any
63  interest and penalty, When any such protested assessment shall have been finally determined, Operator shall pay the tax {or lhe‘]o‘nt ac-
64 count, together with any interest and penalty accrued, and the Lotal cost shall then be assessed against the parties, and be paid b}f them, as
65  provided in Exhibit “*C’". ¢ gl
6 !
67 l
68
9 L. .
70 subject to the provisions of Article XV, Other Provisions
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G. Insurance:

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

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

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

ARTICLE VHI.
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole

or in part unless all parties consent thereto.

However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not
agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest in
such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production
thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
terest, the assigning party shall execute and deliver to the party or partics not consenting to such surrender an oil and gas lease covering
such oil and gas interest for a term of one (1) year and 50 Iong thereafter as oil and/or gas is produced from the land covered thereby, such
". Upon such assignment or lease, the assigning party shall be relieved from ali

lease to be on the form attached hereto as Exhibit
obligations thereafter accruing, but not theretofore nccruvd, with respect to the interest assigned or leased and the operation of any well
attributable thercto, and the assigning party shall have no {urther interest in the assigned or leased premises and its equipment and pro-
duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessce shall pay to the
party assignor or lessor the reasonable salvage value of the lgster s intercst in any wells and equipment attributable to the assigned or leas-
ed acreage. The value of all material shall be determined in pgordmne whh thepravisions of Exhibil "™ less the estimated cost of
salvaging and the estimated cost of plugging and abandoning. If the assignment or lcase is in favor of more than one party, the interest
shall be shaced by such pacties in the proportions that the interest of cach bears to the total interest of all such parties.

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

B. Renewal or Extension of Leases:

If any party sccures a rene %I any oil ('r_}'nﬁ lease subject to this agreement, all other parties shall be notificd promptly, and
shall have the right for a period olji‘tﬁrrrye(% (]’KW fu?lowmg receipt of such notice in which to clect to participate in the ownership of the
renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it their several proper pro-
portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shall be in proportion to the
interests held at that time by the parties in the Contract Area.

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

Each party who participates in the purchase of a renewal lease shall be piven an assignment of its proportionate interest therein

by the acquiring party.

The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease
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
contracted for within six (6) months after the cxpiration of the existing lease shall be subject to this provision; but any lease mken or con-

tracted for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and shall not be$ ‘ubject to

A'll

the provisions of this agreement.

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

C. Acreage or Cash Contributions:

".i

While this agreement is in force, if any party contracts for a contribution of cash towards the drilting ol 4 Well or;any other

operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other ()p(:fat.lon ﬂ}ld sl)all be
applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the party to wlmn’l tlle con-

tribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling [’1rucs m the p oﬁortlons
*by a reasonable appraisal of its current fair market value jJ” i
a

**In the event such part 3581gnor s or lessor's interest in the

shall pay the Operator,
deficiency.

e bene[” of the assignees, a sum equal to th

e ||v‘l||"

. ot 'll

oresaid..salvage;

value is less than such artzls share of such estimated costs, Lhema&mlgnl?g party
1
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k ARTICLE Vil
continued

said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and, to the extent possible, be
governed by provisions identical to this agreement. Fach party shall promptly notify all other parties of any acreage or cash contiibutions
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 Arca which are in suppost of a well drilled inside the Contract Arca.

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

consideration shall not be deemed a contribution as contemplated in this Article VIIL.C.

D. Maintenance of Uniform Interest:

Fors] i rmaintain foermivno B iLanel_pae_Loasebold_i b th

party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced within the C

"7 and in wells,

equipment and production unless such disposition covers cither:

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

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-owness, Operator, at its discretion, may
require such co owners to appoint a single trustee or agent with {ull authority to reccive notices, approve expenditures, reccive 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 {rom the Contract

Area and they shall have the right (o reccive, scparately, payment ol 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 sct aside (o it in severalty its undivided

interest therein.

on the same terms and conditions the interest which the other pagts Oses Lo sell; and, if this optional right is exercised, the purchas-
ing parties shall share the purchased interest in itions that the interest of cach bears to the total interest of all purchasing par-
ties. However, there shall be n Tittal right to purchase in those cases where any party wishes to mortgage its interests, or to

dispose of its in 7 merger, reorganization, consolidation, or sale of all or substantially all of its assets to a subsidiary or parent com-
5 FERCCONPAAY—BEto— RN F-eampany-—-which-any-one-partyowns-a-majority—aithe-stock.
ARTICLE IX.

INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall not be construed o create, a relationship of partnership or an association
for profit between or among the partics 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, cach party hereby alfected elects to be excluded
from the application of all of the provisions of Subchapter “*K™", Chapter 1, Subtitle **A”", of the Internal Revenue Code of 1954, as per-
mitted and authorized by Section 701 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex-
ecute on behalf of each party hereby afflccted 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, indluding specifically, but not by way of limitation, all of the returns, statements,
and the data required by Federal Regulations 1.701. Should there be any requirement that-each party hereby affected give further
evidence of this election, each such party shall exccute such documents and furnish such other evidence as nay be requiréd by the
Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take ;'my other
action inconsistent with the election made hercby. Il any present or future income tax laws of the state or states in which thq:;bbnkracl
Area is located or any future income tax laws of the United States contain provisions similar to those in Subchapter “*K"", G apter 1,
Subtitle A", of the Internal Revenue Code of 1954, under which an election similar to that provided by Section 761 of the C,Odels pet-
mitted, each party hereby affected shall make such clection as may be permitted or required by such laws. In making the l()rcé 'i‘;g elec-
?l‘l(?llt the

tion, each such party states that the income derived by such party from operations hercunder can be adequately determined wi
T 3 \

computation of partnership taxable income.

solreed aLting by

ot Pabeteen L s



RolNe RN BN« WAV IR SRS L B

10

AADPL FORM 610 - wODEL FORM OPERATING AGREEMENY - 1982

.

ARTICLE X.
CLAIMS AND LAWSUITS

Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure
Twenty-Five Thousand Dollars

does not exceed
3 25,000 yand if the payment is in complete settlement of such claim or suit. if the amount required for settlement ex-

ceeds the above amount, the parties hereto shall assume and take over the futther handling of the claim or suit, unless such authority is
delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the patties participating in the operation from which the claim or suit arises. Il a claim is made against any party or il any party is
sued on account of any malter arising from operations hereunder over which such individual has no control because of the rights given
Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim

or suit involving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreciment, other than
the obligation to make money payments, that party shall give to all other parties prompt writien notice of the force majeure with
reasonably full particulars concerning it; thercupon, the obligations of the patty giving the notice, so far as they are allected by the force
majeure, shall be suspended during, but no tonger than, the continuance of the force najeure. The affected party shall use all reasonable

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

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

within the discretion of the party concerned.

The term *‘force majeure’’, as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, act of
the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, governmental delay, restraint
or inaction, unavailability of equipment, and any other cause, whether of the kind specilically enumerated above or otherwise, which is

not reasonably within the control ol the party claiming suspension.

ARTICLE XII.
NOTICES

All notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise
specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed to
the parties to whorm the notice is given at the addresses listed on Exhibit “*A’". The originating notice given under any provision hereof
shall be decmed given only when received by the party to whom such notice is dirccted, and the time for such party to give any notice in
response thereto shall run from the date the originating notice is reccived. The second or any responsive notice shall be deemed given
when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopicr. Each party
shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all other parties.

ARTICLE XIII.
TERM OF AGREEMENT
This agreement shall remain in full force and elfect as to the oil and gas leases andfor oil and gas interests subject hereto for the
period of titne selected below; provided, however, no party hereto shall ever be construed as having any right, title or intcrest in or to any

lease or oil and gas interest contributed by any other party beyond the term of this agrcement.

EE] Option No. I: So long as any of the oil and gas leases subject to this agreement remain or arc continued in force as to any part

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

0 Option No. 2: In the event the well described in Article VLA, or any subsequent well drilled under any provision of this
agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue in force so long as any such well or
wells produce, or are capable of production, and for an additional period of days from cessation of all production; provided,
however, if, prior to the expiration of such additional period, one or more of the partics hereto are engaged in drilling, reworking, deepen-

ing, plugging back, testing or attempting to complete a well or wells hercunder, this agreement shall continue in force until such opera-
tions have been completed and if production results therefrom, this agrecment shall continue in force as provided herein. In the gvent the
well described in Article VLA, or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, ¢f capable

ol producing oil and/or gas from the Contract Arca, this agreement shall terminate unless drilling, deepening, plugging back o

D
z =04,

[ rework-
:

ing operations are commenced within days from the date of abandonment of said well.

y
hich has

It is agreed, however, that the termination of this agreement shall not relicve any party hereto from any liability

SR
fe
W

accrued or attached prior to the date of such termination.

-13-
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ARTICLE X1V.
COMPLIANCE WITII LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

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

dinances, rules, regulations, and orders.

B. Governing Law:

This agreement and all matters pertaining hereto, including, but not linsited to, matters of performance, non- performance, breacl,
remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of the state in which
the Contract Area is located. I the Contract Area is in two or more states, the law of the state of New Mexico

shall govern.
C. Regulatory Agencies:

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any rights,
privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated
under such laws in reference to oil, gas and mincral operations, including the location, operation, or production of wells, on tracts offset-

ting or adjucent to the Contract Area.

With respect to operations hereunder, Non Operatots agree to release Operator from any and all losses, danages, injuries, claims
and causes of action arising out of, incident to or resulting diiectly or indirectly from Operator’s interpretation or application of rules,
rulings, regulations or orders of the Department of Encigy or predecessor ar successor agencies to the extent such interpretation or ap
plication was made in good faith. Each Non Operator further agrees to reimburse Operator for any amounts applicable to such Non
Operator's share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or

application, together with interest and penalties thercon owing by Operator as a result of such incorrect interpretation or application.

Non Operators authorize Operator to prepare and submit such documents as may be 1equired 10 be submitted 1o the purchaser
of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the **Crude Oil Windfall Profit Tax Act
of 1980, as same may be amended from time to time (" Act’'), and any valid regulations or rules which may be issued by the Treasury
Department from time to timie pursuant to said Act. Each party hereto agrees to {uinish any and all certifications or other information
which is required to be furnishied by said Act in a timely manner and in sulficient detail to permit compliance with said Act.

ARTICLE XV.
OTHER PROVISIONS

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

A. Any party creating the necessity for separate measurement
fagilities shall alone bear all costs of such facilities. Any party
using separate production measurement facilities shall keep accurate
records of such production in accordance with applicable state and
fe@eral regulations, and upon Operator's request, under the terms of
this agreement or any agreement executed in conjunction with this
agreement, true and complete copies of said records shall be furnished
to Operator. Said production records supplied to the Operator shall
be. treated as confidential information and shall be used by Operator
only to the extent necessary to fulfill its duties as operator.

B. With regard to the Initial Well as provided for under Article VI A.
hereof, if such well is lost and the bore hole junked and abandoned
because of mechanical difficulties or difficulties reaching total
depth because of an impenetrable subsurface which are not the result
of Nearburg Producing Company’s (hereinafter referred to as "NPC")
gross negligence or willful misconduct, and NPC has incurred cgsts in
excess of 40% of the anticipated authorlzatlon for expendltures for
such well, Nearburg at 1its election may discontinue drllllng
operations and the obligatory well requirement as committed to @n that
certain Letter Agreement dated September 14, 1990, by and betw'én the
parties hereto shall be fully satisfied. Any subsequent or subV‘ltute
well drilled thereafter shall be drilled, owned and operated [$ybject
to the provisions of Article VI. B. Subsequent Wells hereof..[#in the
event NPC has incurred cost less than 100% of said AFEVHS NPC
shall, upon final accounting, settle with Santa -Fe Energ'1®pe% tlng
Partners, L.P., (hereinafter referred to as "Santa Fe") i mreg to
the 20.2% additional carried working interest, as hereinaf .rwﬂﬁii ed.
Such credit to be granted by NPC subject to the prOVl51TnS¢hTmArt r
Fppt 1 anthorired ayowviitiey by e

XV K. hereof.

4 o0l Patrchega Lanrs
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* C. Notwithstanding any other provisions herein, if during the term of
this agreement, a well is required to be drilled, deepened, reworked,
plugged back, sidetracked, or recompleted, or any other operation that
may be required in order to (1) continue a lease or leases in force
and effect, or (2) maintain a unitized area or any portion thereof in
force and effect, or (3) earn or preserve an interest in and to an
oil and/or gas and other interest which may be owned by a third party
or which, failing in such operation, may revert to third party, or (4)
comply with an order issued by a regulatory body having jurisdiction
in the premises, failing in which certain rights would terminate, the
following shall apply. The party desiring to drill, deepen, rework,
plug back, sidetrack, recomplete, or to perform any other operation
that may be required pursuant to this paragraph D, shall give the
other parties written notice of the proposed operation specifying the
work to be performed, the location, proposed depth, objective
formation, and the estimated cost of the operation. The parties
receiving such notice shall have fifteen (15) days after receipt of
the notice within which to notify the party wishing to do the work
whether they elect to participate in the cost of the proposed
operation, and any party electing to participate must pay its share of
the cost within the fifteen (15) day period after receipt of the
notice, failing in which the party electing to participate but not
timely paying will be considered a non-participating party. If a
drilling rig is on location, notice of a proposal to rework, drill,
deepen, plug back, sidetrack, recomplete, or any other operation
pursuant to _this paragraph D may be given by telephone and the
response period shall be limited to forty-eight (48) hours inclusive
of Saturdays, Sundays, and legal holidays. . Failure of a party
receiving such notice to reply or pay its share of the cost within the
period above fixed shall constitute an election by that party not to
participate in the proposed operation. Any notice or response given
by telephone shall be promptly confirmed in writing.

Should less than all of the parties elect to participate and pay their
proportionate part of the costs to be incurred in such operation,
those parties electing to participate shall have the right to do so at
their sole cost, risk, and expense. Promptly following the conclusion
of such operation, each non-participating party agrees to execute and
deliver an appropriate assignment or lease of the total interest of
each non-participating party in and to the lease, leases, agreement,
or rights which would have terminated and which otherwise may have
been preserved by virtue of such operation and in the drilling unit
upon which the well was drilled excepting, however, wells theretofore
completed and capable of producing in paying quantities. Such
assignment shall be made to the participating parties in the
proportion that they bore the expense attributable to the non-
participating parties’ interest,

D. All costs and expenses incurred by Operator in securing attorneys,
geologists, engineers, exhibits and related documentation, for the
preparation and filing of material relative to the sale of oil and/or
gas production, but not an oil and/or gas interest, shall be borne by
all parties in accordance with their respective interest as set forth
on Exhibit "A" attached hereto and part a part hereof.

E. All costs and expenses including fees and expenses of attorneys
and consultants incurred by Operator which may arise due to other
operators in the area applying for non-standard locations and/or other
requlatory hearings shall be borne by all parties in accordance with
their respective interests as set forth in Exhibit "A" attached hereto
and made a part hereof.

F. Notwithstanding any provisions contained herein to the contrary,
it is agreed and understood that during such times as major supply
stores are charging out-of-stock prices, Operator shall, when
furnishing tubular goods for the account of Non-Operator, price such
tubular goods to Non-Operator on the same basis but not more than the
actual price paid by Operator. Operator shall add to the mill base
thg same percentage as major supply stores are adding for out-of-stock
prices on the date that tubular goods are moved from stock inventory.
Prgv1ded further, that should Operator be required to pay Eastern mill
price, tubular goods shall be charged to the joint account based upon
Eastern mill price plus freight and out-of-stock price fee.

1A (A)
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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
to permit perfection of the hereinabove described security interests
by placing said NOTICE of record in the county in which the Contract
Area is located and in accordance with the Uniform Commercial Code of
the State in which the Contract Area is located.

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

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

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

60-250 (Employment Opportunity for Veterans);

60-741 (Employment Opportunity for Handicapped

Individuals); :

1-1.710 (Subcontracting With Small Business
Concerns);

1-1.805 (Subcontracting With Labor Surplus Area
Concerns);

1.1.1310 (Subcontracting With Minority Business
Enterprises);

1.1.2302-2 (Environmental Protection).

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

I. If a party to this agreement elects not to participate in a
proposed operation, fails to timely pay its share of the cost involved
in such operation, and is determined to be a non-participating party,
or if any party hereto is in default in payment of its share of
expenses charged pursuant to this agreement for the period of time
while the non-consenting parties interest is subject to the provisions
of Article VI.B.2. or VII.B, said parties shall not have access to or
be entitled to receive well information with regard to operations
conducted on the contract area.

J. For a period of three (3) years following the effective date
hereof, the lands as set forth and outlined on Exhibit "A-1" attached
hereto and made a part hereof are included in an Area of Mutual
Interest as between the parties to this agreement or their affiliates.
If during said term, any party to this agreement or any employee,
affiliate, partnership or investor of any party to this agreement
acquires an o0il and gas interest, leasehold or contribution
(hereinafter referred to as "Interest") in any acreage or land within
said Area of Mutual Interest, the acquiring party shall within fifteen
(15) days notify the other parties to this agreement. Each non-
acquiring party shall have the option to participate in such
acquisition for its pro-rata share as set forth on Exhibit "A"

attached hereto. Notice by the acquiring party shall include a copy
of any lease or conveyance document along with an invoice with
support, for all acquisition costs. Fach party to this agreement

shall have fifteen (15) days within which to notify the acquiring
party of its election to either participate in such acquisition by
paying its pro-rata share of such costs, or its election not to
participate in such acquisition. I1f less than all parties elect to
participate in any acquisition, those parties electing to participate
shall have the right to acquire their pro-rata share of the interest
of tpose parties electing not to participate. Any party electing to
participate shall pay its net share of all acquisition costs within
fifteen (15) days of notification of each participating parties’ final

igte¥est.. Failure by any participating party to pay its net share
ylthln said Qe;iod shall be considered an election not to participate
in such acquisition. The acquiring party shall make the appropriate

assignment or conveyance to each acquiring party within fifteen (15)
days following payment by such acquiring party.



K. As a promotion for the acquisition of the Ewing Prospect from
Santa Fe, Nearburg Exploration Company (hereinafter referred to as
"NEC") agrees with regard to the Initial Well only to pay 79.8% of the
total 1Initial Well costs to casing point for a 60% net working
interest. As an additional consideration, NEC agrees to exchange
$66,000 in acreage acquisition costs owed to Santa Fe by NEC for an
additional carry of 20.2% working interest in the Initial Well to
casing point. With regard to the 79.8% promotion for a 60% net
working interest and the additional 20.2% working interest promotion
as an exchange for acreage costs, NEC will carry Santa Fe for 100% of
Initial Well costs to casing point. It is anticipated that Santa Fe
will acquire the full interest of Felmont 0Oil Corporation (Felmont) in
the proration unit for the Initial Test Well and if so acquired, Santa
Fe will participate in such well for a 40% working interest. NEC
shall not be burdened by any excess burden created by Santa Fe as the
result of such acquisition whether by purchase, farmout or non-
consent.

If Santa Fe does not acquire the interest of Felmont, Santa Fe’'s
working interest in the Initial Well will be 15% and NEC agrees to
carry said 15% working interest to the extent of a $66,000 credit
against drilling and completion or plugging and abandonment expense of
the Initial Well. If Santa Fe fails to acquire the interest of
Felmont, a settlement will be made with regard to said $66,000 credit
after completion of the well as a dry hole or a completed for
production well. If Felmont’'s interest is acquired by Santa Fe, no
settlement shall be made for before casing point costs but Santa Fe
will pay its full share of all after casing point costs and expenses.

This provision Article XV K. shall apply only to the Initial Well,
except as to the excess burden created by Santa Fe after the date
hereof and all subsequent wells or operations shall be conducted and
costs shared as set forth on Exhibit “A" attached hereto and made a
part hereof and subject to Article VI B.

L. This operating agreement shall be subject to that certain Letter
Agreement dated the 14th day of September, 1990, by and between
Nearburg Exploration Company and Santa Fe Energy Operating Partners L.
P. and in the event of conflict between the terms and provisions of
this operating agreement and the terms and provisions of the Letter
Agreement, the Letter Agreement shall prevail.

M. Nearburg Exploration Company and Santa Fe Enerqgy Operating
Partners L. P. expressly acknowledge that Nearburg Producing Company
has been designated operator although Nearburg Producing Company owns
no interest in the contract area. Nearburg Producing Company’s
operatorship shall, for the purposes of Article V A. through D. be
tied to the interest of Nearburg Exploration Company and the vote of
Nearburg Exploration Company under the terms of this operating
agreement shall be considered the vote of Nearburg Producing Company.
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ARTICLE XVI.
MISCELLANEQUS

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

legal representatives, successors and assigns.

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

IN WITNESS WHEREOQF, this agreement shall be effective as of

1

OPERATO

7th

day of

September

1990

R

NEARBURG PRODUCLNG COMPANY

%%/M

MARK K. NEARBURG
Vice President

NON-OPERATORS

SANTA FE ENERGY OPERATING PARTNERS

L.P.
By:

Santa Fe Pacific Exploration Co.

Manpgi

neral Partner

{"ﬂ"ﬂm"

* Subject to terms and conditions of Letter Agreement dated October

- 15-

NEARBURG EXPLORATION COMPANY

. %//M

) MARK K. NF/\RBUR(,

1990.

5th,
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ACKNOWLEDGEMENTS

STATE OF TEXAS )
COUNTY OF MIDLAND )

The foregoing instrument was acknowledged before me on the
day of %311§$L9m;€gy\ , 1990, by MARK K. NEARBURG, Vice
President of NRARBURG PRODUCING COMPANY, a Texas Corporation.

m QM oy Unu/\/v

Notary'PhblEi}7 tate ﬁf7Texas

& win, f
Ty MARY 0uNGS
?& p\{xl Hotary Public, State of Tevas ,
,,,,I;:F'.-‘-%&,« My Commission Expire; 10-26-92 {
i

PHIAY
a

S S S RS S e TR S SE S aSE S TS

Notary’s Nare rinte

2,

i,

Notary’s commission expires:

STATE OF TEXAS §
§
COUNTY OF MIDLAND §
The foregoing instrument was acknowledged before me this /QQA%C day of
() , 1980, by T. S. Parker, Attorney-in-Fact of SANTA FE
PACIFIC EXPLORATION COMPANY as Managing General Partner for SANTA FE ENERGY
OPERATING PARTNERS, L.P., a Delaware corporation on behalf of said

corporation.
iA::?‘:?'E;AAAAAAAAAA(\AA&AAAAAAAV
R VA VA Sandra Lavers
My comm1351o§(e TeE
! o P ol Notary Public, State of Texas » /
A Lt
< :L';'ﬁ"'_'f}-:/ My Commission Expires 7-30-94 ! o /A/
thv:--- vvvvvvv vvva ‘\-;, ris -
Notary Public

STATE OF TEXAS
COUNTY OF MIDLAND )

This instrument was acknowledged before me on the§5¢§.day of
\ r 1990, by MARK K. NEARBURG, as Attorney-in-

Fact Vfor NEARBURG EXPLORATION COMPANY, a sole proprietorship.

A A D R T o g o
—~-»bavuo.,bSY)?’:‘.:S:calii‘i\"'i m C/l/\./\ A
d

MARY YOUNGS Notary Publicq,
Motarg Pubtic, ¢ oatn ¢ Notary’s Namg,

Notary’s commission expires:
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EXHIBIT "A"

Attached to and made a part of that certain
Operating Agreement dated September 17, 1990,
between Nearburg Producing Company, as Operator
and Santa Fe Energy Operating Partners, L.P.,
et al as Non-Operators

Identification of Lands Subiject to this Agreement

Northeast Quarter (NE/4); Northeast Quarter Southeast
Quarter (NE/4 SE/4) of Section 17; West Half (W/2);
Northeast Quarter (NE/4) and Southwest Quarter
Southeast Quarter (SW/4 SE/4) of Section 16, All in
Township-18-South, Range-25-East, Eddy County, New
Mexico

Restrictions as to Depths

None

Percentage Interest of Parties to this Operating
Agreement

A. Northeast Quarter (NE/4); Northeast Quarter
Southeast Quarter (NE/4 SE/4) of Section 17;
South Half Northwest Quarter (S/2 NW/4 and
Northeast Quarter Northwest Quarter (NE/4 NW/4) of
Section 16, both in Township-18-South, Range-25-
East, Eddy County, New Mexico

Nearburg Exploration Company 60%
Santa Fe Energy Operating Partners L.P. 40%
B. Northwest Quarter Northwest Quarter (NW/4 NW/4);

Southwest Quarter (SW/4); Northeast Quarter (NE/4)
and Southwest Quarter Southeast Quarter (SW/4
SE/4) of Section 16, Township-18-South, Range-25-
East, Eddy County, New Mexico

Nearburg Exploration Company 60%
Santa Fe Energy Operating Partners L.P. 15%
Felmont Oil Corporation 25%

0il and Gas Leases subject to this Operating Agreement

Lessor: State of New Mexico, 0il and Gas Lease
v-3067 :

Lessee: Santa Fe Energy Operating Partners, L.P.

Date: September 1, 1989

Description: NE/4 NW/4; S/2 NW/4 Section 16,
Township-18-South, Range-25-East
Eddy County, New Mexico

Recording:

Lessor: State of New Mexico, 0il and Gas Lease
v-3019

Lessee: Santa Fe Enerqgy Operating Partners, L.P.

Date: August 1, 1989

Description: NE/4; NE/4 SE/4 Section 17,
Township-18-South, Range-25-East
Eddy County, New Mexico

Recording:

Lessor: State of New Mexico, 01l and Gas Lease
LG-9278

Lessee: Coquina 0Oil Corporation

Date: February 1, 1981

Description: NE/4; NW/4 NW/4; SW/4; SW/4 SE/4 Section

16, Township-18-South, Range-25-East
Eddy County, New Mexico



Addresse of Parties

Nearburg Producing Company
P. O. Box 823085

Dallas, Texas 75382-3085
(Mr. Tim MacDonald)

Nearburg Exploration Company
401 E. Illinois, Su. 300
Midland, Texas 79701

(Mr. Bob Shelton)

Santa Fe Energy Operating Partners L.P.
500 W. Illinois, Su. 500

Midland, Texas 79701

(Mr. Larry Murphy)



THERE IS NO EXHIBIT "B" TO THIS
OPERATING AGREEMENT
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EXHIBIT oo

that certain Operating Agreement dated September 17, 1990,

AL%Jaec::‘vev(égx)larl\‘l(tlaﬂalsllfragp{ki’rrtoo ucing Company, as Uperator, aiid-Ssanta Te Energy Operating Partmersy

L. P., ett al, as Non-Operators

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENDERAL PROVISIONS

1. Definitions

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

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

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

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

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

“Parties” shall mean Operator and Non-Operators. _

“First Level Supervisors” shall mean those employees whose primary Tunclion in Joint Operations is the direct supervision
of other employees and/or contract labor directly employed on Lhe Joint Property in a [icld operating capacity.
“Technical Employees” shall mean those employees having special and specific engineering, geological or other profes-
stonal skills, and whose primary function in Joinl 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 'etrolcum Accountants Societies.

2. Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionale share of the Joint Ac-

count for the preceding month. Such bills will be accompanied by statements which identily the authority for expenditure,

lease or facility, and all charges and credils summarized by appropriate clussifications of investinent and expense except

ahat iltems of Controllable Material and unusual charges and credits shall be separately identified and [ully described in
etail.

3. Advances and Payments by Non-Operators

A. Unless otherwise provided for in the agreemenl, 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 laler. Operalor shall adjust each
monthly billing to reflect advances received from the Non-Operators.

B.  Each Non-Operator shall pay its proportion of all bills wilhin [ifteen (15) days aftler receipt. If payment is not made
within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at _Lexas Commerce
Bank of Dallas,Dallas,Texas ., the firsl day of the month in which delinqueney occurs plus A% or the maximum 2%
contract rate permitted by the applicable usury laws in the state in which the Joint 'roperty is located, whichever
is Lthe lesser, plus atlorney’s fees, court costs, and olher costs in connection with the collection of unpaid amounts.

4. Adjustments

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

COPYRIGIIT® 1985 by the Council of Petroleum Accountants Societies.
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Audits

A. A Non-Operator, upon nolice in writing to Operator and all other Non-Operators, shall have the righl to audit Opera-
tor’s accounts and records relating to the Joint Account lor any calendar year within the lwenty-lour (24) month
period following the end of such calendar year; provided, however, the making of an audit shall not oxten(l. the l.i!ne
for the laking of wrilten exceplion to and the adjustments of accounts as provided for in Paragraph 4 of this Seclion
I. Where there are two or more Non-Operators, the Non-Operalors 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-
Lion of the Non-Operators’ audit cost incurred under this paragraph unless agreed to by the Operator. The audits
shall nol be conducted more than once each year without prior approval of Operator, except upon Lhe resignation or
removal of the Operatlor, and shall be made al the expense of those Non-Operators approving such audit.

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

Approval By Non-Operators

Where an approval or other agreement of the 'artics or Non-Operators is expressly required under other sections of Lhis
Accounting Procedure and if the agreement. to which this Accounting I'rocedure is altached 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.

L DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

.Cﬂ

Ecological and Environmental
Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfly environ-

mental considerations applicable to the Joinl Operations. Such costs may include surveys of an ecological or archaeological
nature and pollution control procedures as required by applicable laws and regulations.

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

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

(2) Salaries of IMirst Level Supervisors in the ficld.

(3) Salaries and wages of Technical Employees direclly emiployed on Lhe Joint Property il such charges are excluded
from the overhead rates.

(4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly emploved
in the operation of the Joint Property if such charges are excluded from the overhead rates.

B. Operator’s cost of holiday, vacation, sickness and disability benelils and other customary allowanees paid to employees
whose salaries and wages are chargeable lo the Joint Account under Paragraph 3A of this Section [1. Such costs under
this Paragraph 3B may be charged on a “when and as paid basis” or hy “perceniage assessment” on Lthe amount of
salaries and wages chargeable to the Joint, Account under Paragraph 3A of this Seclion 1. 1 percentage assessment
is used, the rate shall be based on the Qperalor’s cost experience.

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

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph
3A of this Section I1.

Employee Benefils
Operator’s current costs of established plans [or employees’ group life insurance, hospitalizalion, pension, retirement, stock
purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operalor's labor cost chargeable to the Joint -

Account under Paragraphs 3A and 3B of this Scction 11 shall be Operator's actual cost nol Lo exceed the percent most recent-
ly recommended by the Council of Petroleum Accountants Socielies.

Material
Material purchased or furnished by Operator for use on the Joint 'roperty as provided under Section IV. Only such Material

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

Transportation
Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations:
A. If Malerial is moved to the Joint I'roperty from the Operatlor’s warchouse or other properties, no charge shall be made

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

9.




10.

11.

12.

13.

14.

B. If surplus Material is moved to Operalor’s warehouse or other storage point, no charge shall be made to the Joint. Ac-
count for a distance grealer than the distance lo 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 Malerial lo other properties belonging to Operalor, unless agreed to by the
Parties.

.

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

Services

The cost of contract services, equipment and ulilities provided by oulside sources, except services excluded by Paragraph
10 of Section I1 and Paragraph i, ii, and iii, of Seclion H1. The cost of professional consultant services and contract ser-
vices of technical personnel directly engaged on the Joinl Property if such charges are excluded {rom the overhead rates.
The cost of professional consullant services or contract services of technical personnel not directly engaged on the Joint
Property shall not be charged to the Joinl Account unless previously agreed lo by the I'arties.

Equipment and Facilities Furnished By Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities al rales commensurale
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, olher operaling expense,
insurange, taxes, depreciation, and interest on gross investment less accumulaled depreciation not to exceed

see below HFRKPERY EXXXXXXE) per annum. Such rates shall nol exceed average commercial rales currently pre-

vailing in the immediale area of the Joint Property.

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

Damages and Losses {o 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, theflt, accident, or other cause, excepl those resulling from Operator's gross negligence or
willful misconduct. Operator shall furnish Non-Operator wrillen notice of damages or losses incurred as soon as practicable
aller a report thereof has been received by Operator.

Legal Expense

Expense of handling, investigating and settling litigalion or ¢laims, discharging of licns, payment of judgements and
amounts paid for setllement of claims incurred in or resulling from operations under the agreement or necessary to protect
or recover the Joint Property : ay: : Seryie erator’ : : i

head o £ Soction LI unl horw! | to by the Varti idod in Section L P oh
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Taxes

All laxes of every kind and nalure 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 Operalor for the benefil of the Parties. 11 the ad valo-
rem laxes 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 herclo in accordance
with the lax value generaled by each party's working interest.

Insurance

Net premivms paid for insurance required {o be carried for the Joint Operations for the protection of the Parties. In the
event Joint Operations are conducled in a state in which Operator may act as self-insurer for Worker's Compensalion and/
or Employers Liability under the respeclive 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 Lo exceed manual rates.

Abandonment and Reclamation

Coslts incurred for abandonment of the Joinl Iroperty, including costs required by governmental or olher regulatory
authority.

Communications

Cqst of acquiring, leasing, installing, operaling, repairing and maintaining communiecation syslems, including radio and
microwave facililies directly serving the Joinl Property. In the event communication facilities/systems serving the Joint
Property are Operalor owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section I1.

Other Expenditures

_Any ol:ller expengliture not c;overod or deall with in the foregoing provisions ol this Section 11, or in Seclion [II and which
is of dlt"e(lt. benefit Lo the Joint Croperty and is incurred by the Operator in the necessary and proper conduct of the Joint
Operations.
* % i 3 ¢ ;
the prime rate of interest in effect at Texas Commerce Bank of Dallas, Texas on the
first day of the month in which usage occurs plus two percent (2%).
3.
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HI. OVERIHEAD

1. Overhead ~ Drilling and Producing Operations

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

(X) Fixed Rate Basis, Paragraph 1A, or

() Percentlage Basis, Paragraph 113

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 wilh matters of taxation, tralfic,
accounling 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 I1I 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 Technieal 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 rales, or
(x) shall not be covered by the overhead rales.

iii. The salaries, wages and Personal Tixpenses of Technical Employees and/or costs ol 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:

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

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

Drilling Well Rate § 070200-00
(Prorated for less than a full month)

Producing Well Rate § 600.00

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

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

(2) Charges for wells undergoing any type of workover or recompletion for a peviod of five (5) consecutive
work days or more shall be made at the drilling well rale. Such charges shall be applied for the period
from date workover operalions, wilh rig or other units used in workover, commence Lhrough 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 Rales

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

(2) Bach active completion in & 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 separale well by the govern-
ing regulalory authority.

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

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

(5) Al other inactlive wells (including bul not limited to inactlive wells covered by unit allowable, lease aliow-
able, transferred allowable, etc.) shall not qualily for an overhead charge.

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

B. Overhead - Percenlage 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 11, all salvage credits, the value of injecled subslances purchased for secondary
recovery and all taxes and assessments which are levied, assessed and paid upon the mineral interest in and
to the Joint 'roperty.

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

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section 111, development
shall include all costs in conneclion with drilling, redrilling, deepening, or any remedial operations on any or all
wells involving the use of drilling rig and crew capable of drilling to the producing interval on the Joint Prop-
erty: also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning
when the well is not completed as a producer, and original cost of construction or installation of fixed assets, the
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction as
defined in Paragraph 2 of this Section I11. All other costs shall be considered as operating.

Overhead - Major Consiruction

To compensale 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 assel required for the development and operation of the
Joint Property, Operator shall either negoliate a rate prior to the beginning of construction, or shall charge the Joint

Account for overhead based on the following rates for any Major Construction project inexcessof $
A.2-0 % of first $100,000 or total cost if less, plus

B. _3__9____ % of costs in excess of $100,000 but less than $1,000,000, plus

C. _2..0— % of costs in excess of $1,000,000.

Tot:.:l] cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single
pro‘{ect shall not be treated separately and the cost of drilling and workover wells and artificial lift equipment shall be
excluded.

Catastrophe Overhead

To compensate Operalor for overhead cosls incurred in the event of expendilures resulling from a single occurrence due
to oil spill, blowout, explosion, fire, storm, hurricanc, or other calastrophes as agreed lo by the Parties, which are necessary
to restore the Joint Property lo the equivalent condition that exisled prior lo the event causing the expendilures, Operator
shall either negotiate a rate prior to charging the Joinl Account or shall charge the Joint Account for overhead based on
the following rates:

A 229 % of total costs through $100,000; plus

3.0
B.____ _ %of tolal costs in excess of $100,000 but less than $1,000,000; plus
C. .ii____ % of total costs in excess of $1,000,000.

EXDenditures subject to the overheads above will nol be reduced by insurance recoveries, and no other overhead provi-
sions of this Section 111 shall apply.

Amendment of Rates

The overhead rates provided for in this Section IJI may be amended from time lo time only by mutual agreement between
the Parties hereto if, in praclice, the rates are found lo 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 shail 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 1o Operator or Non-Operator, division in kind, or sale to outsiders.
Opera_tor may purchase, but shall be under no obligalion Lo 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

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

Transfers and Dispositions

Material furni.shed lo the Joint "voperty and Material transferred from the Joint Property or disposed of by the Operator,
unless otherwise agreed Lo by the Parties, shall be priced on the following Lasis exclusive of cash discounts:




A.

New Material (Condition A)

(1) Tubular Goods Other than Line Pipe

(a) Tubular goods, sized 2% inches O1) and larger, except line pipe, shall be priced al Eastern mill published
carload base prices effective as of date of movement plus Lransportation 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. IT 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 {rom Youngstown,
Ohio.

(b) For grades which are special (o one mill only, prices shall be computed al the mill base ol that mill plus trans-
portation cost [rom that mill to the railway receiving point nearesl the Joint Properly as provided above in
Paragraph 2.A.{1)(a). For transportation cosl from points olher than Eastern mills, the 30,000 pound Qil Field
Haulers Associalion interstate truck rate shall be used.

(c) Special end finish tubular goods shall be priced at the lowest published out-of-stock price, l.o.b. Houston,
Texas, plus transporlalion cost, using Oil Field Haulers Association inlerstate 30,000 pound truck rate, to
the railway receiving point nearesi, the Joinl Property.

(d) Macaroni tubing (size less than 2% inch OI2) shall be priced at the lowest published out-of-stock prices I'.'o.b.
the supplier plus lransportation costs, using the Qil Field Haulers Association inlerstale truck rate per weight
of tubing transferred, Lo the railway receiving point nearest the Joint Property.

(2) Line Pipe

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

{(b) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) less than 30,000 pounds
shall be priced al Eastern mill published carload base prices effeclive as of date of shipment, plus 20 percent,
plus transporiation cosls based on freight rates as sel forth under provisions of tubular goods pricing in Para-
graph A.(1Xa) as provided above. Freight charges shall be calculated from Lorain, Ohio.

(¢) Line pipe 24 inch OD and over and % inch wall and larger shall be priced {.o.b. the point of manuflacture
at currenl new published prices plus transportalion cost to the railway receiving point nearest the Joint
Property.

(d) Line pipe, including fabricated line pipe, drive pipe and conduil not listed on published price lists shall be
priced at quoted prices plus freight lo the railway receiving poinl nearest the Joinl Properly or at prices
agreed to by the Parties.

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

(4) Unused new Material, except Lubular goods, moved [rom the Joint Property shall be priced at the current new
price, in effect on dale of movement, as listed by a reliable supply store nearest the Joint Properly, or point of
manufacture, plus Lransportation costs, il applicable, Lo the railway receiving poinl nearest the Joint Property.
Unused new tubulars will be priced as provided above in Paragraph 2 A (1) and (2).

Good Used Material (Condition B)

Material in sound and serviceable condition and suitable for reuse withoul reconditioning:
(1) Material moved to the Joint Property

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

(a) At seventy-five percent (756%) of current new price, as determined by Paragraph A, il Material was originally
charged to the Joint Account as new Material or

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

(3) Material not used on and moved from the Joint Property
At seventy-five percent (76%) of current new price as delermined by Paragraph A.

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

Other Used Material

(1) Condition C
Material which is nol in sound and serviceable condition and not suitable for its original function until after recon-
ditioning shall e priced al {ifty percent (50%) of current new price as determined by Paragraph A. The cost of

reconditioning shall be charged to the receiving property, provided Condilion C value plus cost of reconditioning
does not exceed Condilion B value.
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(2) Conditlion D

Material, excluding junk, no longer suitable [or its original purpose, but usnl:)lf! for some ogher purpose shall be
priced on a basis commensurale with its use. Operator may dispose of Condition I» 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 I.ine 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 stan'dar(] line pipe, e.g. power oil lines,
shall be priced under normal pricing procedures for casing, tubing, or drill pipe. Upset tubular goods shall - -
be priced on a non upset basis.

(3) Condition E

Junk shall be priced at prevailing prices. Operalor may dispose of Condition E Material under procedures nor-
mally utilized by Operator wilthoul prior approval of Non-Operalors.

! 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 thal which would justify a price as provided above may be specially priced as agreed to by the Parties.
Such price should result in the Joinl Account being charged with the value of the service rendered by such Material.

E. Pricing Conditions

(1) Loading or unloading costs may be charged Lo the Joinl Account at the rate of twenly-five cents (25¢) per hundred
weight on all tubular goods movements, in lieu ol actual loading or unloading costs sustained at the stocking
point. The above rale shall be adjusted as of the first day of April each year following January 1, 1985 by the same
percenlage increase or decrease used Lo adjust overhead rates in Section 111, Paragraph 1L.A(3). Each year, the
rate calculated shall be rounded 1o the nearest cent and shall be the rale in ellect until the {irst day of April next
year. Such rale shall be published each year by the Council of Petroleum Accounlants Socielies.

(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 nalional emergencies, strikes or other
unusual causes over which the Operalor 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 I'roperty; provided notice in wriling is furnished to Non-Operators of the proposed charge prior to billing
Non-Operators for such Material. Each Non-Operator shall have the right, by so elecling and notifying Operalor within
ten days after receiving nolice from Operator, to furnish in kind all or part of his share of such Material suitable for use
and acceptable to Operalor.

4.  Warrantly of Material F'urnished By Operator

| Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the Joint
| Account until adjustment has been received by Operalor from the manufaclurers 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 Controliable Material. Written notice
of intention to take inventory shall be given by Operator al least thirly (30) days before any inventory is lo begin so that
Non-Operators may be represented when any inventory is taken. Failure of Non-Operators Lo be represented at an inven-
tory shall bind Non-Operators Lo accept the inventory taken by Operator.

2. Reconciliation and Adjustment of Inventories
Adjustments to the Joint Account resulling [rom 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 {or shortages due to lack of reasonable diligence.

3.  Special Inventories
Special inventories may be laken whenever there is any sale, change of iulerest, 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 afler the transfer ol 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 Conducling Inventories

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

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

-




EXHIBIT "D"

ATTACHED TO AND MADE A PART OF THAT CERTAIN
OPERATING AGREEMENT DATED SEPTEMBER 17, 1990,
BETWEEN NEARBURG PRODUCING COMPANY, AS OPERATOR,
AND SANTA FE ENERGY OPERATING PARTNERS, L. P.,
ET AL, AS NON OPERATORS

INSURANCE

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

(a) Workmen’s compensation insurance in accoxrdance with the
requirements of the laws of the State or States where work is
conducted and employers liability insurance of Five Hundred
Thousand Dollars ($500,000.00) bodily injury by accident and Five
Hundred Thousand Dollars ($500,000.00) bodily injury by disease
per employee, with a policy 1limit of Five Hundred Thousand
Dollars ($500,000.00) for bodily injury by disease.

(b) Public liability insurance with 1limits of One Million
Dollars ($1,000,000) as to any one person, and One Million
bollars ($1,000,000) as to any one occurrence.

(c) Automobile public 1liability 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 1liability of Ten Million Dollars
($10,000,000) each occurrence and Ten Million Dollars
($10,000,000) aggregate.

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

Operator —carries Control of Well Insurance covering his
proportionate share of expenses involved in controlling a
blowout, the expense of redrilling and certain other related
costs. Coverage wunder this insurance 1is available to non-
operating working interest owners. Such insurance is optional,
bowever, and if not rejected by the non-operating working
interest owners prior to spud date, they will be billed
accordingly. Any working interest owner rejecting above coverage
shall be responsible for his proportionate share of such loss,
anything in this agreement to the contrary notwithstanding.

Operthr 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 SEPTEMBER 17, 1990 BETWEEN
NEARBURG PRODUCING COMPANY, AS OPERATOR, AND
SANTA FE ENERGY PARTNERS, L. P.,
ET AL, AS NON-OPERATORS

GAS BALANCING AGREEMENT

During the period or periods when any party hereto has no market for,
or such party’s purchaser is unable to take, or if any party fails to
take its share of gas, the other parties shall be entitled to produce,
take and deliver each month one hundred percent of the allowable gas
production assigned to the unit area by the appropriate governmental
entity having jurisdiction, and each of such parties shall be entitled
to take its pro-rata share of such production. All parties hereto
shall share in and own the condensate recovered at the surface in
accordance with their respective interests, but each party taking such
gas shall own all of the gas delivered to its purchaser.

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

In addition to its share, each underproduced party, until it has
recovered its underproduction and balanced its gas account, shall be
entitled to take or deliver a volume of gas equal to twenty-five
percent (25%) of each overproduced party’'s share of gas produced. If
more than one party is entitled to take additional gas, they shall
divide such additional gas in proportion to their unit participation.

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

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

If, after one (1) year from the date of first sales and on a quarterly
basis thereafter, an out-of-balance condition exists because of any
party’s inability or failure to take or deliver its share of
production, then at the election of either the over-balanced party or
the under-balanced party, either may require a cash balancing. The
price basis for a cash-balancing pursuant to terms of this paragraph
shall be the lower of either the over-balanced party’'s or parties’
average price received during the period for which the cash balancing
covers or the under-balanced party’s or parties’ average gas purchase
contract price for such period. 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
oflfirst sales of gas by the first party selling any gas from the
well.



" EXIIBIT "F"
' ATTACHED TO AND MADE A PART OF THAT CERTAIN
OPERATING AGREEMENT DATED SEPTEMBER 17, 1990,
BETWEEN NEARBURG PRODUCING COMPANY, AS OPERATOR,
AND SANTA FE ENERGY PARTNERS, L. P.,
ET AL, AS NON-OPERATORS

NOTICE OF JOINT OPERATING AGREEMENT LIEN

STATE OF NEW MEXICO {

COUNTY OF EDDY (

WHEREAS, A Joint Operating Agreement dated September 17,
1990 has been entered into between Nearburg Producing Company, as
Operator, and the undersigned parties, as Non-Operators, wiFh
respect to the exploration, development and operation of their
Working Interest and Mineral Interest, insofar as said interests
pertain to the following described land (hereinafter called
"Contract Area") in Eddy County, New Mexico, to wit:

Northeast Quarter (NE/Q); Northeast Quarter Southeast
Quarter (NE/4 SE/4) of Section 17; West Half, (W/2);
Northeast Quarter (NE/4) and Southwest Quarter Southeast
Quarter (SW/4 SE/4) of Section 16, All in Township-18-South,
Range-25~East, Eddy County, New Mexico

And Whereas said Operating Agreement provides in part that
the parties hereto have granted certain lien priorities in the
above referenced property, fixtures and production located
thereon or produced therefrom, to wit:

"Liens and Payment Defaulls:

Each Non-Operator grants to Operator a lien upon it oil and
gas rights in the Contract Area, and a security interest in
its share of o0il and/or gas when extracted and its interest
in all equipment, to secure payment of its share of expense,
together with interest thereon at a rate provided in Exhibit
"C" to the above referenced Operating Agreement. To the
extent that Operator has a security interest under the
Uniform Commercial Code of the state, Operator shall be
entitled to exercise the rights and remedies of a secured
party under the Code. The bringing of a suit and the
obtaining of judgment by Operator for the secured
indebtedness shall not be deemed as election of remedies or
otherwise affect the lien rights or security interest as
security for the payment thereof. 1In addition, upon default
by any Non-Operator in the payment of its share of expense,
Operator shall have the right, without prejudice to other
rights or remedies, to collect from the purchaser the
proceeds from the sale of such Non-Operator's share of oil
and/oxr gas until the amount owed by such Non-Operator, plus
interest, has been paid. FEach purchaser shall be entitled
to rely upon Operator’s written statement concerning the
amount of any default. Operator grants a like lien and
security interest to the Non-Operators to secure payment of
Operator’s proportionate share of expense."
WHEREAS, it is the intent of the parties to file this

instrument of notice in the records of Eddy County, New Mexico.

NOW, THEREFORE, the undersigned parties do hereby grant to
each other those rights under the said Agreement regarding a lien
priority and security interests upon the property described above
insofar as said parties’ property is covered by the terms of the
Jant Operating Agreement outlined herein.

A. carbon, photograph or other reproduction of this Notice
shall be sufficient as a financing statement.
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. The original of the Operating Agreement herein referenced,
. "or a copy thereof, 1is maintained at Operator's office at 401 E.
* Illinois, Suite 300, Midland, Texas 79701.

This instrument may be executed in multi-counterparts, no
one of which need be executed by all parties hereto and the same
shall be binding upon those parties, as well as their successors
and assigns, who execule same, whether or not all named parties
join in execution hereof. Counterparts thus executed shall
together constitute bult one and the same instrument. In the
interest of facilitating, filing or recording this instrument
thus executed in multi-counterparts, each executing party hereby
authorizes removal of signature and acknowledgement pages and
reassembly of the same into a single document composed of one
copy of the substantive portions of this instrument attached to
multiple, separately executed signature and acknowledgement

pages.
t
Executed LULhis /ZM%iday' of &225(&2 , 1990, to be effective

s NS |
however, the 17th day of Sgptember, 1990.

OPERATOR

v NEARBURG PRODUCING COMPANY

By: Mark K. Nearburg o~
its: Vice President

NON OPERATORS

SANTA FE ENERGY PARTNERS, L.P.
By: Santa,fe laciffc Exploration Company

Managfing @erral Partuer APPROVED
> '

By : gjgijlﬁéf 14; Eﬂw
its: Attorney-in-Fact ‘ ' !

NEARBURG EXPLORATION COMPANY

T *

By: Mark K. Nearburg
its: Attorney-in—“dact
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DCRNOWLEDGEMENTS

STATE OF TEXNMS
COUNTY OF MIDLAND )

The foregoing instrument was acknowledged before me on Fhe
2h day of SiptendA)N , 1990, by MARK K. NEARBURG, Vice-
President of NEWRBURG PRODUCING COMPANﬂfrW Texas Corporation.

'Egtejgf Texas
Print :

DO FEEAE
MARY YOUNGS

Motary Public, State of Texas
< My Commission Expires IO~257‘92
"‘33‘5‘&{»:&"

[

Notary PubJi
Notary’'s Nan

r

Notary's commission expires:

STATE OF TLEXAS

§ .
S
5

COUNTY OF MIDLAND

The foregoing instrument was acknowledged before me this gogxf day of
A , 1990, by T. S. Parker, Nttorney-in-Fact of SANTA FE
PACIFIC EXPLORNATION COMPANY as Managing General Partner for SANTA FE ENERGY

OPERATING PARTMERS, L.P., a Delaware corporation on behalf of said
corpor%}ﬁ%ﬁﬁf‘A““**A*‘***AA ~~~~~~ :

>

RACN
/5 ) Sandra Lavers
MRS :
CR R Z/ '“/ Motary Public, State of Texaos

My com 11@5;1_,@?’ ex‘pi{‘fesipion Expires 7.30.94 !

A R R T Sy

"/\ 24 /%/"/ £LeNEa

Notary Public

STATE OF TEXAS )

COUNTY OF MIDLAND )
Thi iniirument was acknowledged before me on theéﬂ;£\day of

é&l&( P 43\ 1990, by MARK K. NEARBURG, as Attorney-in-

—=r r

Fact fol: NEARBURG EXPLORATION COMPANY, a sole proprietorship.

PN \\‘i‘;m_ e p \C
TASRST 33:9@5‘55‘;“. Not rY ]:)ul:

i MARY YOuGs P” notanys
Ioliay Pudh, Siate
My Commisyion !::vuriw

of Tr}m;;
10 76.92

RIS \«'-S‘ < TN
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RENIYH ‘WA’?‘.V‘?'&"S iy
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EXHIBIT "F"

ATTACHED TO AND MADE A PART OF THAT CERTAIN
OPERATING AGREEMENT DATED SEPTEMBER 17, 1990,
BETWEEN NEARBURG PRODUCING COMPANY, AS OPERATOR,
AND SANTA FE ENERGY PARTNERS, L. P.,

ET AL, AS NON-OPERATORS

NOTICE OF JOINT OPERATING AGREEMENT LIEN

STATE OF NEW MEXICO (

COUNTY OF EDDY (

WHEREAS, A Joint Operating Agreement dated September 17,
1990 has been entered into between Nearburg Producing Company, as
Operator, and the undersigned parties, as Non-Operators, with
respect to the exploration, development and operation of their
Working Interest and Mineral Interest, insofar as said interests
pertain to the following described land (hereinafter called
"Contract Area") in Eddy County, New Mexico, to wit:

Northeast Quarter (NE/4); Northeast Quarter Southeast
Quarter (NE/4 SE/4) of Section 17; West Half (W/2);
Northeast Quarter (NE/4) and Southwest Quarter Southeast
Quarter (SW/4 SE/4) of Section 16, All in Township-18-South,
Range-25-East, Eddy County, New Mexico

And Whereas said Operating Agreement provides in part that
the parties hereto have granted certain lien priorities in the
above referenced property, fixtures and production located
thereon or produced therefrom, to wit:

"Liens and Payment Defaults:

Each Non-Operator grants to Operator a liem upon it oil and
gas rights in the Contract Area, and a security interest in
its share of oil and/or gas when extracted and its interest
in all equipment, to secure payment of its share of expense,
together with interest thereon at a rate provided in Exhibit
"C" to the above referenced Operating Agreement. To the
extent that Operator has a security interest under the
Uniform Commercial Code of the state, Operator shall be
entitled to exercise the rights and remedies of a secured
party under the Code. The bringing of a suit and the
obtaining of judgment by Operator for the secured
indebtedness shall not be deemed as election of remedies or
otherwise affect the lien rights or security interest as
security for the payment thereof. 1In addition, upon default
by any Non-Operator in the payment of its share of expense,
Operator shall have the right, without prejudice to other
rights or remedies, to collect from the purchaser the
proceeds from the sale of such Non-Operator’s share of oil
and/or gas until the amount owed by such Non-Operator, plus
interest, has been paid. Each purchaser shall be entitled
to rely upon Operator’s written statement concerning the
amount of any default. Operator grants a like lien and
security interest to the Non-Operators to secure payment of
Operator’s proportionate share of expense."

WHEREAS, it is the intent of the parties to file this
instrument of notice in the records of Eddy County, New Mexico.

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

A carbon, photograph or other reproduction of this Notice
shall be sufficient as a financing statement.
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The original of the Operating Agreement herein referenced,
or a copy thereof, is maintained at Operator’'s office at 401 E.
Illinois, Suite 300, Midland, Texas 79701.

This instrument may be executed in multi-counterparts, no
one of which need be executed by all parties hereto and the same
shall be binding upon those parties, as well as their successors

-and assigns, who execute same, whether or not all named parties
join in execution hereof. Counterparts thus executed shall
together constitute but one and the same instrument. In the
interest of facilitating, filing or recording this instrument
thus executed in multi-counterparts, each executing party hereby
authorizes removal of signature and acknowledgement pages and
reassembly of the same into a single document composed of one
copy of the substantive portions of this instrument attached to
multiple, separately executed signature and acknowledgement

pages.

Executed this /Aﬁt//day of d:ld/cgj , 1990, to be effective
however, the 17th day of S?ptember, 1990.

OPERATOR

NEARBURG PRODUCING COMPANY

By: Mark K. Nearburg /o~
its: Vice President

NON OPERATORS

SANTA FE ENERGY PARTNERS, L.P.

S Parker
1LS' Attotney-in-Fact

y: Santa,le Pac1 c Exploration Company
Ma:jﬁéggj %}Partner APPROVED
(%{5!

NEARBURG EXPLORATION COMPANY

%M

t Mark K. Nearburg
its: Attorney-in-fact
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ACKNOWLEDGEMENTS

STATE OF TEXAS )
COUNTY OF MIDLAND )

The foregoing instrument was acknowledged before me on the

i&!&daY’of %~4§¥ggv}41> , 1990, by MARK K. NEARBURG, Vice-
President of NEWRBURG PRODUCING COMPANY 3 Texas Corporation.

WCM/‘

SS% Y Notary Publi gtateggf Texas
MARY YOUNGS Notary's Na rinted:

; Motary Public, State of Texas
W issi ires 10-26-92 -
e My Commission Expies 1026 Notary's commission expires:

STATE OF TEXAS

5
§
5

COUNTY OF MIDLAND

foregoing instrument was acknowledged before me this 40&‘4 day of
AC?;@%F , 1990, by T. S. Parker, Attorney-in-Fact of SANTA FE
PACIFIC EXPLORATION COMPANY as Managing General Partner for SANTA FE ENERGY
OPERATING PARTNERS, L.P., a Delaware corporation on behalf of said
corpor%ﬁQ%ﬁ@f““‘**“"***“*“~*~~ :
1(‘?‘”“ A ”(‘“ Sandra Lavers

M B
: Notary Public, Slute of Texas

AR G
A ©
My COIIT}I "Sad aft” expyGeesizion Expires 7.30.94
(T .
LA b T CPT0 VIURUUG R
K;;;éziﬂ/Ca’ flereow

Notary Public

T A

STATE OF TEXAS
COUNTY OF MIDLAND )

Ltz&éiﬁi3§3§§?ent was acknowledged before me on the&*t%\day of

» 1990, by MARK K. NEARBURG, as Attorney-in-
Fact foitx NEARBURG EXPLORAFION COMPANY, a sole proprietorship.

Y e E X/} \C/(L‘L %/(M/‘)
1 W o Notary Pu State |of Texas
”(ﬁﬂrvmmmn g Notary's ale Printed:
1y Puph 29 0f Toean
My Commigy f' ' Flecas

Notary’'s commission expires:

STATE OF NEW MEXICO, County of Eddy,ss. Ihereby certify that thisinstrument was filed for record on the
19 day of October JAD 1990 ot 4:01 o’clock__P. M., and duly recorded

in pobw 7" ree 500 of the Eddy County Records gm
KAREN DAVIS, County Clerk % Deputy




Nearburg Exploration Company

O and Gas Exploration
401 €. Hinors, Sate 300
Midland. Texas 79701
915-686-8235

FAX 915 686-7806

September 14, 1990

Mr. Larry Murphy

Santa Fe Energy Company

Suite 500, United Bank Building
500 West Illinois

Midland, Texas 79702

Re: Ewing and J.R. Prospects
Sections 16, 17, 28, 29 and
33, T-18-S, R-25-E
Eddy County, New Mexico

Dear Mr. Murphy:

Nearburg Exploration Company (NEC) desires to acquire an undivided 60
percent interest in both the captioned prospects from Santa Fe Energy
Company (Santa Fe) and commit to drill one (1) initial test well on the
Ewing Prospect at a mutually agreeable location under the following terms
and conditions.

Ewing Prospect

1. As consideration for the purchase of an undivided 60 percent
interest in the Ewing Prospect consisting of 720 acres located in
Sections 16 and 17, T-18-S, R-25-E, Eddy County, New Mexico, NEC
will carry Santa Fe to casing point for its share of all before
casing point well costs. It is anticipated that Santa Fe will
acquire the interest of Felmont 0Oil Corporation (Felmont) and
thereby participate for an undivided 40 percent. Nearburg’s
agreement to carry Santa Fe for 100 percent of its before casing
point working interest shall be divided as 1) a 1/3 for 1/4 carry
to casing point on Nearburg’s 60 percent working interest, and 2)
an additional carry of $66,000 as consideration for an assignment
of oil and gas lease rights.

2. On o0il and gas leases where Santa Fe owns less than 100
percent working interest in the Ewing Prospect, NEC will receive
an assignment of 80 percent of Santa Fe’s undivided interest so
as to receive a full 60 percent working interest throughout the
Ewing Prospect.

3. NEC and Santa fe will enter into a mutually acceptable

. operating agreement designating Nearburg Producing Company
' (Nearburg) as Operator, authorizing Nearburg to commence the
initial test well on the Ewing Prospect within sixty (60) days.




Mr. Larry Murphy
September 14, 1990
Page -2-

As set forth above, NEC will pay in addition to the 1/3 for 1/4
promotion Santa Fe’s remaining 20.2 percent well costs to casing
point if Santa Fe acquires the interest of felmont. However, if
Santa Fe does not acquire such interest, Santa Fe’s working
interest in the test well will be 15 percent and NEC agrees to
carry said 15 percent working interest to the extent of a $66,000
credit against drilling and completion cost of the test well. If
Santa Fe fails to acquire the interest of Felmont, a settiement
will be made with regard to the $66,000 credit after completion
of the well. However, if Felmont’s interest is acquired by Santa
Fe, no settlement shall be made for the 100 percent carry of
Santa Fe’s 40 percent working interest before casing point but
Santa Fe will pay its full share of all after casing point costs.

4. At closing Santa Fe will deliver to NEC an assignment of the
undivided interest in the oil and gas leases set forth above,
free and clear of any overriding royalty interest, reversionary
interest, non-consent interest, or other burden reserved or
hereinafter created by Santa Fe.

5. If the obligatory initial test well is lost and the hole
Jjunked and abandoned because of mechanical difficulties which are
not the vresult of Nearburg’s gross negligence or willful
misconduct, and Nearburg has incurred costs on such junked and
abandoned hole in excess of 40 percent of the AFE cost furnished
simultaneously with this agreement, Nearburg at its election may
discontinue drilling operations, and it shall be considered that
Nearburg’s obligation to drill the initial test well has been
satisfied. Any portion of the $66,000 credited to Santa Fe as
their share of drilling cost to casing point not spent on such
junked and abandoned hole shall be reimbursed to Santa Fe. All
subsequent drilling operations shall be subject to the operating
agreement to be entered into.

If the above terms and conditions are agreeable, NEC further
desires to acquire the J. R. Prospect on the following basis.

J. R. Prospect

1. NEC will attempt to acquire by bid at the September 18, 1990
New Mexico State Land Sale Tracts V-6, V-7, and V-0-2 for the
Jjoint account of both NEC and Santa Fe. If successful in its
bid, the leases will owned by NEC 60 percent and Santa Fe 40
percent with NEC and Santa Fe entering into a mutually acceptable
operating agreement designating Nearburg as Operator and
requiring that if either party elects not to participate in a

. test well proposed on such acreage that the party electing not to

" participate will sell, at cost, its entire interest in all of the
prospect acreage to the party electing to drill.
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2. NEC agrees to advise Santa Fe prior to bidding of NEC bid
amounts on each tract set forth above; however, NEC reserves the
right to bid any amount on a total or per acre basis, and Santa
Fe agrees to hold NEC harmless with no claim against NEC in the
event that NEC’s bids are not sufficient for acquisition of the
tracts.

3. On January 1, 1991, Santa Fe agrees to reimburse NEC for
Santa Fe’s 40 percent share of the cost to purchase the acreage
in the J. R. Prospect, including brokerage or other costs
directly chargeable to the acquisition of this tract.

As you have been advised, we intend to drill the Ewing Prospect within
ten (10) days which will require Santa Fe to convey the oil and gas leases
to NEC immediately so a permit to drill can be filed and approved. 1 will
immediately prepare for your review an operating agreement to be used with
respect to both the Ewing and J. R. Prospects.

We desire to receive your assignment and for NEC, Nearburg and Santa
Fe to execute said operating agreement prior to Friday, September 21, 1990
which will effectuate closing.

Notwithstanding anything in the operating agreement to be entered into
to the contrary, in the event of conflict between this letter agreement and
said operating agreement, this letter agreement shall prevail.

If you agree to the terms and conditions set forth above for NEC's
acquisition of the above interest, please so evidence your acceptance of
these trade terms and your commitment to deliver the required conveyances
to NEC by executing one (1) copy of this agreement in the space provided
below.

Thank you for your cooperation.
Yours very truly,

oA

Bob Shelton
Land Manager

AGREED TO AND ACCEPTED THIS
18th day of September , 1990

SANTA FE ENERG OPERATING PARTNERS, L.P.
Sén ,7ac1f1c Exp. Co., Mgn. mOVEDGen Partner

AE T 5. Parkér T
\ —
T1t1e. Attorney-in-Tact ]




CAMPBELL & BLACK, pP.A.

LAWYERS

JACK M. CAMPBELL JEFFERSCN PLACE
BRUCE D. BLACK
MICHAEL B. CAMPBELL
WILLIAM F. CARR

BRADFORD C. BERGE SANTA FE, NEW MEXICO 87504-2208
MARK F. SHREZRIDAN

WILLIAM B, SLATTERY November 21, 1990

SUITE | - 11O NORTH GUADALUPE

POST OFFICE BOX 2208

TELEPHONE: (SO5) 988-442!

TELECOPIER: {S0O5) 983-6043

CERTIFIED MAIJL-
RETURN RECEIPT REQUESTED

Santa Fe Energy Operating Partners, L.P.
500 West Illinois

Suite 500

Midland, Texas 79701

Attn: Mr. Larry Murphy

Re: Ewing State No. 1 Well
1980 feet from the North and West lines
of Section 16, Township 18 South, Range 25 East,
N.M.P.M., Eddy County, New Mexico

Gentlemen:

Enclosed for your information is a copy of an application filed by Nearburg Producing
Company on this date, seeking an order from the New Mexico Oil Conservation Division
compulsory pooling the interests of Torch Energy Advisors Inc. in the W/2 of Section 16,
Township 18 South, Range 25 East, NM.P.M.,, Eddy County, New Mexico.

This application has been filed to assure that all interests in the W/2 of Section 16 are
dedicated to the Ewing State No. 1 Well regardless of the outcome of your negotiations
with Torch Energy Advisors Inc. concerning your ownership interests in this tract.

Should you not be able to resolve your current conflict with Torch concerning this acreage,
Nearburg Producing Company will look to you for any damages they may sustain as a
result of this problem.

truly yours,

WILLIAM F. CARR
ATTORNEY FOR NEARBURG PRODUCING COMPANY
WEC:mlh
Enclosure




SENDER: Complete items 1 and 2 when additional services are desired, and complete items

3 and 4.
Put your address in the "RETURN TO'’ Space on the reverse side. Failure to do this will prevent this
card from being returned to mo:. The return receipt fee will provide you the name of the person delivered
to and the date of delivery. For additional Yees the following services are available. Consult pastmaster

¥or fees and chaeck box{as) for additional service(s) requested.
1. Show to whom delivered, date, and addressee’s address. 2. (J Restricted Delivery
(Extra charge) (Extra charge)
4. Article Number

3. Article Addressed to:
| P 106 LG LA

Santa Fe Energy Operating Type of Service:
Partners, L.P. . Registered 7 insured
500 West Illinois, Suite 500 mg;xaa [J cop
Midland, Texas 79701 Express Mail ] etyin Receipt |
Attn: Mr. Larry Murphy Always obtain signature af addressee
or agent and DATE DELIVERED,
6. Signature — Address B. Addressee’s Address (ONLY if
X requested and fee paid)

8. Signature — Agent ol )
x Wagpda tiade Y ¢ =7
13 3

7. Date of Delivery,
720
DOMESTIC RETURN RECEIPT

PS Form 3811, Mar. 1988  * U.S.G.P.O. 1988-212-865
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TORCH OIL & GAS COMPANY
1221 LAMAR, SUTTE 1600
HOUSTON, TEXAS 77010

dool

TEL. 713 » 650-1246
FAX 713 ® §55-1866

December 12, 1580

NEAREURG PRODUCING COMPANY
Expleration and Precductien
401 E. Illinois, Ste. 300
Midland, Texas 79701

Attention: Mr. Bob Shelton, Land Manager

RE: LETTER AGREEMENT
Ewing State #1
Ewing Prospect
16~T188=-R25E
Eddy County, New Mexico

Dear H¥r. Shelton:

Pursuant t¢c a review of the circumstancesz surrounding the

driliing of the FEwing State #1 well, TORCH OIL AND GAS COMPANY
(9TOGCOY) proposes the acceptance of the following to resoive the
current state of affairs regarding the drilling and completien
attempt of the captioned well.

i,

NEARBURG DPRODUCING COMPANY (MNEARBURGM) agrees to pay, and
THGCO agrees to accept (Subject to the preferential right to
purchase of Santa Fe Operating Partners, L.P. as ¢ontained in
that certain Exploration Agreement effective May 27, 1983),
the sur of Thirty Three Thousand Five Hundred Dollars
($33,500.00) for an assignment of all its right title and
interest, insofar and only insofar as it pertains to the
wellbore ef the csptioned well. Said assignmeant to be made
without warranty <f title either expressed or implied;

NEARBURG further agress to furnish copies of all well data and
completion reports within 24 Eours of conducting same:

TORCH further agrees not to exercise any rights that it may
have available to protast, prevent or delay the completion of
the Ewing State #i well.

N
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If you are agreeable to the abeve, please signify your
acceptance in the space provided below and return one original with
your company check to my attention.

ij;f truly yours,
A Shwn

SCOTT GUY, C
Landman

AGREED AND ACCE i his /-2 day of December 1950.
TORCH §1L GAS/ COMPANY
;‘v B
bv: // —

MATTEEW S. REMSEY}/Fice—President

AGREED AND ACCEPTED, this day of December 1%50.
NEARZURG PRODUCING COMPANY

by:




