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OPERATING AGREEMENT 

THIS AGREEMENT, enured into by md orr*,™ S a n t a Fe Energy R e s o u r c e s , I n c . 

neremaner aenenateo ana 
•;ierrw to is Ooentor . inn the sgnau-rv parrr or parnes otner man Goeraujr. somenmes neren-aner rnerrea to mainduallv herein 
15 Non Operator . md coilecnvav as Non-Operators '. 

WITNESSETH: 

10 
11 
12 
13 
l-l 
15 
16 
17 

"•VHEREAS. the parnes to this agreement are owners of oil and gas ieases and/or oil and gas interests m the land identified in 
Exhibit " A ". ind the parnes hereto have reached an agreement to explore and develop tnese ieases ano/or oii and gas tnteresrs for the 
production ol od and gas to the extent and as heremaiter provided. 

NOW. THEREFORE, it is agreed as follows: 

A R T I C L E I. 

DEFINITIONS 
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As used in this agreement, the following words and terms shail have the meanings here ascribed to them: 
A. The term "oil and gas ' shail mean od. gas. casmghead gas. gas condensate, and ail other liquid or gaseotm hydrocarbons 

ind other marketable substances produced therewith, unless an intent to limit the tndusiveness or this term is speaficairf TT*—* 
B. The terms "ail and gas lease''. '"esse ' and "tesschoad" shail mess the od and gas leases covering tracts oi land 

lying within the Contract Are* which are owned by the parties to this agieeinent. 
C. The term "oil and gas interests'' shall mean nni»«—^ f R ma rrunerti interests in tracts of land lying wrrhrn the 

Contract Area wrdch are owned by parnes to this agi cement, 

D. The term ' 'Contract Ara ' shaii mean ail of the lands, od and gas leasehold interests and od and gas interests r ,—**~l to be 
developed and operated for od and gas piirposes under this agreement. Such lands, od and gas i»«—interests and oil and gas interests 
ire described in Exhibit "A". 

E. The term "drilling unit" shall mean the area fixed for the drilling of one weil by order or rule of any state or 
federal body having authority, li a drilling unit is not axed by any such rule or order, a drilling unit shail be the drilling utxit as establish* 
cd by the pattern of drilling in the Contraa Area or as fixed by express agreement oi the Drilling Parnes. 

F. The term ''drillsite'' shall mean the od and gas lease or interest on which a piopuaui weU is to be located. 
G. The terms ' 'Drilling Parry'' and "Consenting Parry" shail mean a parrr who agrees to join tn and pay its share of the cost of 

iny up"'uni conducted under the provisions oi this icreeinent-
H. The terra ''Nan-Drilling Pirrj" and ''NonCoroCTani Pimr ' <haii mttn i parry who electa not to participate 

Unless the < 
unguis/, ind the I 

detrrr uidicstes. words used in the sinfuiar in dixie the piurti. che ptun* im imlen the 
fender lucJudn the nssc*iine sod the feminine-

ARTICLE 0. 
EXHIBITS 

Tne fottowvig esrfBDHL ss iflAnied below md sttscned hereto, sre incorporated in snd flisde t part hereof̂  
3 A. Exh-bo "A", shail memdc the foifawvig niornxaaon: 

(1) tttiiiifriituu of laads •itipM to due agiwiinii. 
(2) Reauaaauun. af any, as to derxhs. forrnatsocts. or Turf em n 
(3) r̂ ercacf&ujes or Ci as m asal rflfasfcati of pafTjcs to that agrtssasent. 

(4) OO and gaa leases and** od and fas manestl subiect to tha agreement. 
(5) AsclraaTaaa of pafTjaa for foai'f' pueysraras. 

• n Eaeaoh " l " i I m if I • • • 
3 C. Exist* " C " . . 
3 D. EaMac "O", I 
CI E. rUracit " E " . Gaa I 
3 F. Eettsi "f", ] 
• <7 TaMii "(•••i Tm 

If any inmanun of any iihwlai, escape Exh-eta " E " and " G " . n 
of Ins larasaToYBax, dsf pnvttUM aV dafl bod* Ot oxii I 

wna any p i u m a i crxotaaoasi 

I 
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1 , ' ARTICLE III. 
2 INTERESTS OF PARTIES 
3 

4 A. OU u d G u interests:-

'i U *->T pany ownj an od and gas interest in the Contract Area, that interest shall be treated for ail purposes of this agreement 
and during the term hereof as if it were covered by the form of oil and gas iease attached hereto as Exhibit "B". ind the owner thereot 

•) snail be deemed to own both the royally interest reserved in such lease and the interest of the lessee thereunder. 
9 

10 B. Interests of Parries in Coats and Production: 
11 

12 Unless changed by other provisions, ill costs and liabilities incurred in operauons under this agreement shall be borne and 
13 paid, and ail equipment and materials acquired in operations on the Contract Area shall be owned, by the parnes as their interests are set 
14 forth in Exhibit "A". In the same manner, the parnes shail also own all production of oil and gas from the Contract Area subject to the 
15 payment of royalties to the extent of a l l burdens of r e c o r d which shall be bome as hereinafter set forth. 
16 
17 Regardless of which parry has contributed the leasets) and/or od and gas interestfs) hereto on which royalty is due and 
18 payable, each party ennded to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or 
19 cause to be paid or delivered, to the extent of its interest in such production, the royaity amount sopulated hereinabove and shall sold the 
20 other parnes free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received 
21 by such parry, to any other party's lessor or royalty owner, and d any such other parry's lessor or royalty owner srjould demand and 
22 receive settlement on a higher price basis, the party coirnbuting the affected lease shall bear the additional royalty burden attnbutable to 

23 such higher price. 

24 
25 Nothing contained in this Article III.B. shall be deemed an assignment or cross assignment of interests covered hereby. 
26 
27 C. Excess Royal ties. Overriding Royalties and Other Payments: 

28 
29 Unless changed by other ptrjvriions. ii the interest of any parry m any lease covered hereby is subiect to any royalty. 
30 overriding royalty, produce-on payment or other burden on production in excess of the amount stipulated in Article ULB.. such parry so 
31 burdened shall assume and alone bear aU such excess oobranons and shall indemnify and hold the other parties hereto harmless from any 
32 ind all rlarrm and demands for payment asserted by owners of such excess burden. 

33 
34 • . Subsequently Created Interests! 

35 
36 Lf any parry should haeafua create an overriding royalty, prr-d-jcrion payment or other burden payable out of product ion 
37 attributable tn its wmkiug mterest hneiaiiln. or d such a burden ex3sted prior to this agitmmit and is not set form in Exhibit "A", or 
3g was not ilialinl ra writing to al oraer parnes prior to the ex ecu non of this agreement by all parties, or is not a iotntry tijjsuwledged and 
39 iccepted ia1 alga-tat oi a l Barries (any aach mterest being heremaiter lefened to as 'subseauendy crested interest" irrespective of the 
40 drmng of its u ixekxa aaaa the party out oi whose working interest rhe subsequently created intxrest is derived being Iseientailer icfened 

41 co as ''burdestarj tarty'*), and: 

42 
43 1. lf the burisened parry a required under dus agreement to assagn or relinquish lo any other parry, or parnes. aU or a poroon 
44 of its working mterest anrlAar the production aroHfautaole thereto, said other parry, or parties, shall receive sand taantxaaent andior 
41 prnrairTion free and dear of said tutatnuuidy created interest and the burdened parry shall mrlr-mnify and save said other party. 
46 or partita, harmless from any and aD claims and lirmerah for payment aitaied by owners of rhe juumiuiiiili created mterest: 

47 and. 

48 
49 2. U the rjurdtaxea parry fad* to pay, when due. its share of t-meims cxiargeable thereunder. aU utwraaais of Arock VTIJB. shall be 
10 ei tat tret •> aaaarxat the airawaiienuy created mterest m the same mariner as they arc enfcxnaete agaaast the wortmg interest of 
51 the hardened party. 
52 
i) AjrncxE rv. 
M T T T U S 
11 
56 A. Tide FraaariiaTtnni 

18 rait . — ~ ~ ~ * > thai be made on me drilaate of any prrxptsted t-ej prior m uuunutaemm al ca-uaing orjerroafe or. J 

19 -he l>iaaig rVoes so reeaaasst. 
60 ed. as the druang unat around audi wea. The expatnon wul include the uautiahau of tat working mterest. rrtnerrh. royalty. aaVa-rndini 
61 rr-Txiry and production payments ixnder the aptiakscae teaaes. At tr* lime a wea ia propraed. each parry contributing leases aridajr^d ant 
62 gas mtarests so the drutate. or to be asducW as audi driOituj uatt. sbal rurmeh to Operator all abstracts frndiadaag federal ksattstatu; 
63 reportat due oranicna. title papers tad ct-retree matera* in ra l • r n free of charge. All such mfariMticn not ta rhe p JJt i g y i of a 
64 mane available to Operatrr by the parnes. but necessarv for the euranwson of the ode. shafl be obetaned by Operaeoc f^iitMi' shal 
65 cause ode to be exanssned by attorneys on its staff or by ourjade atrrameys. Cotwea of aU title oprruons ihafl be fui Utah (it © e s a i parr 
66 hereto. The coat oscumd by Operator m tha ode program shall be borne as fc>0o«n: } I - J 
67 » y ^ 
68 • rjaaaa »lt. I Caatj aawuiad ai Oaaaana in nrrmiimg itairarn and nrla eaatttaattatUi i 11 iiig |i 

69 shut-a gas ^ j ^ ^ ^ ^ 

2 
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A R T I C L E rv 
conanued 

X- Opaon No. 2. Costs incurred by Operator in procuring abstracts md lees paia outside attorneys tor title examinauon 
nduamg preurmnarv. supplemental, shut-in jis rovaitv opinions and division oraer tiue amnions, snail be borne ov the Drilling Parries 

,n the proooraon that the interest ot each Drilling Paxtv bears to the total interest ot ail Drilling Parties as sucn interests appear in Ex 
.-.ioit A Operator snm mixe no cnarge ior services renaerea ov its suit anornevs or otner sersonnei in tne performance ol tne aoove 
unctions. 

rich panv sr.au oe resoonsiole tor securing curative miter ana cooune imer.cments .r lure-ments required in connection 
»iin leases or oii ana sis interests contributed bv sucn pirrv Operator snail be rrsoonjiDte ior ute oreparation ana recording ot pooune 
-esianiuons or declarations is weii is trie condua ot hearints oelore governmental afiencies tor tne secunna ot spacing or pooling oraers. 
T"ILS snail not prevent anv panv trom appearing on its own oehaii at inv such Hearing. 

13 
U 
15 
io 

No weil shall be drilled on the Contract Area until aiter ll the utie to tne dnilsite or aniUns ur.it his been examined is ibove 
provided, ind (2] the utie has been approved bv the examining attomev or tide has been accreted ov ad ot the parries who are to par­
ticipate in the drilling ot the weii. 

a. Losa of Title: 

19 
19 
20 

1 FaiiureniTiie.sk* i oii and gai i-iho • ha Inn tiirquan iaalM vhieh toss remits i 

2S 
29 
30 
M 
; 2 
<3 
'--1 
-5 

•9 
•0 
ii 
-12 

u 

IA 

i7 

.9 
'0 
M 
52 
M 
M 
5̂ 

V) 
57 

•« '9 ju­ts! il 

o4 
"0 

ir Itni*. or ml* 
the party contnbuting the aliected lease or interest snail have nmery I davs 

acquisi-
g od 

reduction ot interest irom that shown on Exhibit '.V 
irom tinal determinauon ot ude failure to acquire a new iease or other instrument curing the ennretv ot the tiue tiuure. i 
tion will not be subject to Article Vlll.B.. and failing to do so. this agreement, nevertheless, shail continue in torce aŝ acful r 
and gas leases and interests: and. 

(a) The parry whose od and gas lease or interest is affected by the utie failure shall bear alone thê etmxe loss and it shaU not be 
enuued to recover from Operator or the other parties any development or operaong costs which it mafnave theretofore paid or incurred, 
but there shall be no additional liabtlity on its part to the other parnes hereto bv reason oj^uch utie Injure: 

to) There shall be no retroactive adjustment of expenses incurred or revenues receivesfrom the operation of the interest which has 
been lost, but the interests of the parties shall be revised on an acreage bans, is oftheume it is determmed Imaliv that Due failure has oc 
:urred, so that the interest of the party whose lease or mterest ts aifected bâ ihe title ladure wul thereafter be reduced m the Con rr act 
Ares by the amount of the interest lost: 

(c) If the proportionate interest of the other parties herê erm anv producing well theretofore drilled on the Contract Area is 
^creased by reason of the ode fadure. the party whose otje'nas failed shall receive the proceeds attnbutable to the increase m such in­
terest (less costs and burdens attributable thereto) laraariit has been reimbursed for unrecovered costs paid bv it in connection with such 
well: 

d*l Should anv person not a panyter'this agreement, who is determined to be the owner oi inv interest in the ode wharh has 
'ailed, pay tn anv manner anv panloHhe cost ot operation, development, or equipment, such amount shall be paid to the parry or parties 
»hc bore the costs which areWtSrerunded: 

:e) Anv liability ta^accouni to a third party for pnor produaion ot oil and 9as which irises bv reason of ntie failure shall be 
borne by the parpjrar parties whoa* ode failed in the same proportions in which they shared in such pnor production: and. 

(0 Nĝ enara* shail be made to trie iomi account for legal expenses, tees or salaries, in connection with the defense of the interest 
LlaimearlSy any parry hereto, it being the intention of the panies hereto that each shall defend ntie to its interest and bear all expenses in 
. « U m in t i n * 

-r-fco by M—rV> af i^atwn Own If, threat* •Ir 
payment, mgurmam royalty or royalty payment, ts not pud or is erroneous!? paid, and as a result a less* or interest therem ajijaarTaii i, 
there thall be no inuueut i liability agaanst the party who failed to make such payment. Unless the parry who failed to trjetWlae matured 
parrnent secures a new lease covering rhe same mterest within nmery (901 davs from the discoverv ot the fsduretrj^rixte proper payment, 
wruch acquisition will not be subvert to Article VT0.B.. the mtarests of the parnes shall be irvtard on an̂ aereage basts, etfeuit* as of the 
date of termmaraon of the lease involved, and (he party who failed to make proper parrnent anUniHoriger be credited and) an asterea m 
the Contract Area on account of owtsershap of the leaae or mterest which has teTiruriatea>hime event the parrv who auted eo make the 
required payment shall not have been fully reimbursed, at the ome of the loss, froasrtne prerenal of the sale of od and (ta irrrabutabtr to 
•it loai mterest. calculated on an acreage betas, for the ifcvetuaamcut andjoawtiong COSTS tivereroaore paid on account of audi interest, it 
.-all be reimbursed lor uarta.ij.eied actual coats uSerriiaori ptud^rttloiit not for its share ot ra* coat of any dry hole prtwvoualy trilled 
or wells previously teatmaoneu1) from to much of the kJjaatlg at ts riecexaarv to effect i tuiittarsement: 

la) rYoratda of od and gas. teat oparaeaig eraattatL theretotore accrued to the credrt of the bat interest, on an acreage basts, 
up to the amount of unmumed coats: 

ib) rVoreads. teat oparatstuj eaateataesT thcreartar accrued attnbuiabte to th* lost interest on an »crrs«* baatt. of that portion ai 
od and gas thtraaftcr prod^acaa^vemeaiurata (aaa In aang production from any weik thereafter dnM) which, in the aeaeace of such lease 

tiajtlht gtfiayuiafaa to rhe as* tnttrtat oa ta acrtaa* baatt. up to th* amount of immovet ed casts, the proceeds of uad 
i of dsê arTand (aa re be contnoutta be th* orhar parata in piupuoon ra thtw lexunuit anontsu: and. <«c 

v&Hjumami. up m th* aeaouaa of jeattuverad coto, tha* may be patd by anv parry who a. or tiecrjmes. the owner of tistjaterest 
tin i i p ligi il n n a g i f g ii tin " n i i - i n ' | r ~ " ' | • — ^ 

3 Other Lcaaas: AU icaaet rnLrU C och*r thai rhott set tar* * Arocka (V B I and IV B 2 above, shall be «a#^ates otrtar that rrtsaa 

md shall be bom* ay all paa-taa in ptotwioon to th*v tnarresa 

ihe Contract Are*. 

trt tor* * Aracies IV B I and IV B 2 above 
There snail be no rtadtuscment a mteresa in the rrmawung « tpon of 

3 
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ARTICLE V. 

OPERATOR 

A. Oaupuxma and RtasitananlTUities oi Operator: 

, Santa Fe Energy Resources, I n c . shall be the 

Operator ol ihe Contract A n a . mo shall conduct and direct arm have lull control ol all uuesanuais on me Coo tract Area as uesiuiuasi and 

3 required bv. and withm the trjxtts or mis agreement. It thall conduct all such ooeranoos tn a good and v/ortirjanlike trtaaner. but it shall 

9 have no liability as Operator to the other parties for leases or iiatnlines incurred, except such as mav result from gross 
10 negligence or wuifui min laaiuct. 
U 
12 B. Rn i rn i r ina or Remcrrai of Operator and Selection of Saujetaut: 

13 
14 I Itesiariaraon or Removal ol Operator Operator may resign at any rjxne by gmng vntten nonce thereot to NoarCaseraiors. 

' ' ™ » » - a ^ e x r r t e n c e f a o tegerowns an mtere^rgretmder ? i ^ ? « r ? a Are^cr g & f n t f c ^ o t ^ J t s ^ 

16 ' Jpntujt. Qpqatut shall be rirrmrn to have resigned without anv tcrion by Non-Opoaujrs. m w n Hit jaMtuuti oi • mp I aaaa Ooeratrjr^ 

17 may be removed tf it fails or refuses to carry out ta dudes hereunder, or becomes insolvent, bankrupt or ts placed in nsrx4v*rarap\ try tne 6 ~ 

15 irJxrmaove voce of two IZl or more Non-Chseraeors owning a maiohry mterest based on aiilty as shown on Pvhii% " A f * 11 n i ' " 1 ' 1 ^ 

19 uter excluding the vorxng interest of Operator. Such resignation or removal shall not beoome etrecdve unnl 7-00 o'ekadt AJvt- on the 

20 first day of the calendar mnrirh following the tapuanuu of ninety (90) days after the giving of nonce of resignation by Otaeraaor or acxioo 

21 =T me Ncm-Ooeratcrs to riraove Operator, tiniest a g« i nv« Operator has been sutxiutl and assumes the mines at Operator at an earlier 

22 ute. Operator, liter exfecuve date of resignation or removal, shall be bound by the terms hereof as a Noo-Operatnr. A cJxattae td a cor-

23 porant name or srrncrure of Operator or rranster oi Operator l interest to any stntie suiistdiaTV, parem or successor erauuaaxajn sbafl not 

24 be the basts tor renxorel oi Operator, " b e c o m e s b a n l t r u p t , i n s o l v e n t , o r i s p l a c e d i n r e c e i v e r s h i p . 

25 

26 2. ^ r - 1 " " of Successor Opgator: Upon the reaujoaason or reihovai of Operator, a Operator shall he 

27 dvettn-nes. T h e t a r i a t a OptSTttor shail be selected from rne ptrrxes ownaog an taterest m the CraOTtcx Area g the 

25 Operator n ta iaa n ai. The stacrjestor Operaror shall be win mi by the arfh insure vote of two (2) or rnore parties ownaog a 

29 baaed on uwitetttxas aa ahessro on Esjijbet " A ' * ; uiuvaleu. however, if an Ouesatur which has been luuuied fans to voat or saaaai otsty to 

30 succeed ttsesf. the soccesscr Operator shall be sexectedby the tiauiuture vote of two I1) or more partaca owraag a inaiaka eateratt based 

31 on owtieaship at vsown oa Ezhiba " A " rerntrmmg after excludmg the voong mterest of the Opera cor that was 11 naiital 

32 
33 C Enmioyeaai 
34 

35 The niimber of tuauauiiu used by Operator in t undue mig operaucau hereunder, their sesecraon. and the hours of ttbor and the 

36 oxtneiensabon for servroa u a fumed shall be deuaiiiiued by Operator, and all such uuulu j iu shall be rhe ini(iai)iaa of Opt una-. 
37 
38 • . r>01ing Coausrrtctxa 

39 

40 A l weilt oraaatl on the Ceaxtrtq Area thai be drilled on a rraiafiiine contract beast at the ntsaal rata i aatg ta dta trwa. g k to 

41 <j*aares.Caxtraagreaajry 

42 rasa n toe ar«ttt i t talx»MO<atit^ 

43 such t ^ ^ t t t a a T t t t h t t t a j ^ y O | l t l t t i t atatartia*attt»txtsM 

41 

46 

47 

a 
AsTTTCLE VI. 

yj DWIiJNG AND DeTVTrjLOPKrrNT 
51 
52 A. InJrjaa Weill 

11 

54 
" - t * - * » 3 l 3 t Ll£Z_ 

11 od and p i a« tht i 

56 1650' FNL f, 1650' FEL Section 29, T-22-S, R-34-E 
57 
54 
59 
60 and irate Jiiiatttt cxstttttte the targets) of rat vats anna t W ttttaatxc* to 1 5 , 0 0 0 ' o r a d e p t h 
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A R T I C L E VT 

CTjrmrruerj 

<J. in Operator s ludgment. the well will not produce od or gu in paring quinooes. and it wishes to plug and arndon the 

*ed is a dry hole, the provisions of Article VI E . l . shall thereaiter apply. 

3. Subsequent Operations: 

1. Proposed Operaoons: Should any party hereto desire to anil any weil on the Contraa Ares other than the well provided 

:cr ui Arocie VI.A.. or to rework, deepen or plug back a dry hole drilled it the xjtnt expense ot all paroo or a weii aotndy owned by ail 

iie parnes and not then producing in paying quanones. the parry desirmg to anil, rework, deepen or plug back such a well shall give the 

other parties wnnen nonce of the proposed operation, specifying rhe work to be performed, the location, proposed depth, obiertrve fortna-

jcm and the estimared cost of the operaaon. The parnes receiving such a nonce shall have thirty (30) days aiter receipt of rhe nonce 

•vithin which to nooiy the parry wishing to do the work whether thev elect ro participate in the cost of the proposed operanon. 11 a drill­

ing ng is on iocaoon. nonce ot a proposal to rework, plug back or driU deeper mav be given by telephone and the response penod shall be 

limned to forty -eight 148) hours, easeta****-*! iantadau 'jiiaaam and legal Itaaakwoi Failure ol a parry receiving such nooce tn repry within 

•ne penod above fixed shall consorute in election bv that partv not to participate in the cost ot the proposed operaaon. Any nooce or 

response given by telephone shall be promptly confarmed m wnong. 

19 

:o 
21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

33 

34 

35 

36 

57 

35 

39 

40 
JI 
l l 
43 
44 
45 
46 
47 
48 
49 
50 
51 
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54 
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56 
37 
58 
59 
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61 
'.2 
"3 
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if ail parties elea to participate in such a propoaed opera Don. Operator shall within ornery (90) days after expiration of the f 

period of thirty (30) days (or as promptly as possible alter the exTJsrancrj of the forty-eight (48) hour period when a drilling rig it oa loca­

tion, as the case may be), actually crjnsiTience the pt opened operauon and oauuteie it with due diligence at the nsk and • »|—<~ of all par­

ties hereto; provided, however, said conxrnencesxient date may be extended upon written notice of same by Operator to rhe other parties, 

for a penod of up to thirty (30) additional days d. m the sole opauon of Operator, such »Hininul time it reasnabty necessary to obtain 

permits from gcrvernmentai authonnes. surface rights (including nghts of-wry) or appropnate drilling equipment, or to cornptete tade ex-

aminarjon or curaave matter required for ode approval or acceptance. N'" — ihT—wiwig the force maieure provxsksns of ArrarJe X L if rhe 

actual operation has not been r w i w w J within the time pi uv tied (including any caitaaon dsereof as speoiicaily pa iui tied harem) end 

if toy parry hereto toll desires to corjduct said castration, trntten nooce propoang same must be resubmitted to the other partis as accor­

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

2. Operations bv Lest than AB Parties: if any party recn-rmg such nooce as piuvaied in Arocie VI .B. l . or VTJJD.1. (Option 

No. 2) elects not ro participate tn the prnpnaeil operaaon. then, in order to be enatied to the benefits of tha Article, the party or tarries 

giving the notice and such other parties aa thall elect to participate tn the shalL withxa tunety (90) days after the eiaaaniai of 

the nooce penod of thtrry (30) days (or as piuiuud > as poaeable after the expcranon of the forty-eight 1481 hour penod when a baton | ng a 

on location, as the case may be) actuaty naraiiaria t tot lautauaed operation tad crxairjtrte it with due diligence. Operator thai perioral aU 

work ior the acrxaxat of the Ctaaanbnf rVraet; rarowtded. however, d no drilling ng or other equaprnent a on location, and al Operator it 

a Non-Cottamtaaj Parry, rat Cotaaaaaaf Portia thall either: (a) request Operator to perform rhe work required by such prtxpnaed opera­

tion tor the acrxaaat oi Oat Crratiiltsa] rrrtxei. or fb) clesumite one (1) of the Gornarinrig Psroas m Operator to perioral such work- Con-

sen rang rartxts, waaa ctattotsxatj oaarttsoai oa rat Contract A n a rxartuaaat to tha Ararat V L B J L lhal crxaspry smh a i strata aaot con­

li lea than all oarnes ttoaun say protteaed " y — r a t 1 

looct penod. shoal adrtar the Gsritantxag (Vises of the total axttrot of the ( 

to «hethei rhe C rata list g Ptrtsoa saoaU procoad vita rat ( 

• I if T i ii l i j i f a i I ) 11 g 11 i a i j i| aha rnrotat of such i 

m ipaiaai to such parry i ntereat aa shown an Esdsahit " A " or (t) carry to ( 

faahare tg aoVue the prtspraang party thai bt aaasssnd an elacTxoa taodar (al la ( 

of rat ettariHi 

nt r f m i r—r '' i t*"''**"— 
advsae the propoaang ratrry of its deaare ta (a) aaaa par-

fl! ^ i Q B ^ C t k t t a t B B B t a a f a f P o i 

evant a ktatlg n f ii oa Ittabon. the taaat ftartattaad br 

Suaaty tad legal bnaksaytX The ( 

aad atal protspdy ootn^ a l parata of : 

Uaachea 

sole coa. nsk aad 

Jucar of od anrtrtr 

l l r ta l t twoatt faem 

mm eatfl mm latttre the tartar. ta t taaKa 

the trtrratont of lha Artxxt reatatfc I 

tat awl t> 
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A j m C L E V I 
connnued 

ind the well shall then be turned over to Operitor and shall be operated bv it at the expense ana ior tr.e account ol the Consenting Par­

is I con commencement ot ooe/iuons ior the drilling. reporting, deepening ot plugging oicx oi inv suos wed bv Consenting Parties 

t iccordince with the provisions ol this Aracle. each Non-Coruenring Parrv shall be deemed to have reunouisned to Consennng Parties. 
ma tr.e Consenting Parties snail own and be entiued to receive, in proportion to tneir respective interests, all ot such Non<2otisenang 

îrtv s interest in the weil and share ot production tnerelrom unui the proceeds oi tne sale oi sucn share, calculated at the well, or 
"iritet vaiue iflereor r sucn share is not soid. latter deducting production taxes, excise taxes, rovntv. -vending rovaltv and other uv 
irests not excepted DV Article lli.D. pavaDie out ol or measured ov the production irom sucn weii accruing witn respect to sucn mterest 

.nui it reverts i snail equal the total ot the totlowing: 

1" 
19 
19 
20 
: i 

23 
24 
25 
26 
27 
28 
29 
30 
31 
52 
33 
34 
35 
36 
37 
38 
39 
40 
al 
•12 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
s i 

54 
ss 

Vi 
I T 

8̂ 

•n 
ix) 

I 

a) 100% ot eacft such Non-Consennng Party s share ol the cost of any newlv acquired surface equipment bevond the wellhead 
connections tmduding. but not limited to. stock tanks, separators, treaters. pumping equipment and piping), plus 100% ol each such 
\on-Consenung Parrv s share ol the cost of operanon of the well commencing with first producuon and continuing unnl each such Non-
Consenung Parrv j relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
Consennng Party s share ot such costs and equipment will be that interest which would have been chargeaoie to such Non-Consenting 
Partv had it paroctpated in the well from the beginning of the operaoons; and 

bi 300 r„ gi rhat portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and 
aiter deducting any cash conrjilsutsons received under Arode VTTJ.C, and 3Q0 % of that portion ot the cost of newly 
ment in the well (to and including the wellhead connections!, which would have been chargeable to such Non-Consenting Parry d it had 
participated thereto. 

An election not to participate in the drilling or the deepening of a well shall be dexaued an eiemuu not to ptiutJejete as any re­
working or ptuggmg back nrawanrei propoaed in such a wed. or portion thereof, to which the tasnal Noa-Cottaent election appear! that ia 
conducted at any time pnor to full reuitei y by the Ciin sent rig Parties of the Non-Caxasesxtiag Parry's rtcouxaxtsit arrrarrtt Any such 
reworking or plugging back norrannn crsaducted during the recoupment penod shall be Warned part of die coat of upesauun of said well 
and there shall be added to the sums tn be recouped by the Ginsentiiig Partses one hundred percent (100%1 of that poroon of dxe cxaats of 
the itwmkiug or plugging back operation which would have been chargeable to such Non-Gansennng Party had it uaiiiuiauaal thereto. If 
such a reworking or pluggmg back ooerauon a uiuuuaeU during such recoupment penod. the pioveauns of this Arocie VTJ3. shod be ap-
pucabie as uaiaeeu said Consenting Parnes In said well. 

Durtsg the period raf 
piucttiB laauauoan* 

tack HI D. 

PH tats are Qirjrtled to receive NonOsnterirsng Parry i share 
anal be iraaaaalat ior the payment of aQ pnakjctmn i 
•sd other burdena to Non-Cooaenexog Parry i share of production not t 

Partsca shall be peiuauad as ase. free [n the case of any reweanrsrtg. eauasaasg back or daoper eVunhg oraeraraon. rhe Coisteattag 
of coat, al eating, oibtng and oeher eqsatrasserM an the wed. but the uautaihap of all such 
ibttstkjnmem of t weal after audi itamktug. peuglang tack or deeper driaang. the 
masrt to the tivyaen rhasfaxsf. with earas party itctsiug its ptTjttgrtiiBtiw part tn kifaa or in vaaat. 

vVitrttn tutty (601 davs attar the luaitpaiurai of any naarartrai under thai Aracle. the party lundai laig rhe oparteanaa ior tbc 
Cjxatprang PsratB shal hjt-tatah each r4eB<̂ eaaeBeaag Ptrry with aa mveaeary oi the eetaataaaat • aad main wf to tha wo*, aant an 

tattaaat ed the coca of driaang. Jteinnoig. pkigaaag keck, testang. nraesttsng. aad ifaiaaaig the well lor produensa: or. at its 

mas. Each monct imtmtm. dasmg rot wmt « • C U M M M H Ptrtaa are baang rtsasktarata • orovaaad ekewê the tarty < 
operations tar the C inattirtag Ptrtaa aha! fttrata. rat Noa-C iiaanini Ptrnot wwjs aa aatttatd nastttsi of t l ctatj i 
.-urred oi che laaium of the wall, inaatha with a tttaaaaaat oa the a Jam I) ad oa and fat ant i i l trooa H and the waa 
rtaaatd from rhe teat of the waft's workaag eeeartat areaacana tatratg the pi tinting naaatfe. la fi I ** aajtaaaty of OJari mm 
pratajrid durtsg any mcerrh. C tsaanrtu rSnjta shal a t ndtttn i n m i l nafdsoda such a. bat act kaaaaad ss. n 

•hach would have been owned rv a Non-rni rai| Ptm had a gtinrtiiad aatrttn thai at cntaaaa •onattst the as _ 

* ihe won done and of the eatiaatrant purchaser) <a detertnaung wften the asaerest of turn f^<jaaaBieang Parrv shad rrtogBto « i 

jbove pronard: and d there a a credit balance, it thall be paad to such NceCaemnnBt Parry - j r ) 

j t 

o9 

•o 
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17 

18 

ARTICLE V I 

cnnrinued 

If ind whm tne Consenting Paraes recover from i Non-Consenung Panv s relinquished mterest the amounts provided lor iboie 
che relinquished interests of such Non-Consenting Party shall automatically revert to ,t. and. from and alter such reversion, such Non 
Consenung Piny shall own .the same interest in such weU. the matenal and equipment in or pertaining thereto, and the production 
therefrom as such NonConsenting Party would have been entitled to had it participated ,n the drilling, reworking, deepening or plugging 
Hack of said well Thereafter, such Non-Consenung Party shall be charged with and shall pay its proportionate part of the further costs ol 
the operauon of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto 

Notwithstanding the provisions of this Arucie VLB.2.. it is agreed that without the mutual consent of all parties, no wells shall 
be completed in or produced from a source of supply irom which a well located elsewhere on the Contract Area is producing, unless such 
fell conforms to the then-exisung well spacing pattern for such source of supply. 12 

13 
14 
15 

6 The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VI A. 
except (a) as to Arocie VII.D.l. (Option No. 2). if selected, or io) as to the reworking, deepening and plugging back of such iniuaj well 
after it has been drilled to the depth specified in Article VI A. if it shall thereafter prove to be a dry hole or. if initially completed for pro-

19 ducnon, ceases to produce tn paying quanoues. 
20 
21 
22 

2' 3. Stand-By Tune: When a well which has been drilled or deepened has reached its authorized depth and all tests hare been 
completed, and the results thereof furnished to the parnes. stand-by costs incurred pending response to a parry's tsoocr proposing a 
reworking, deepening, plugging back or rornpaeting operanon in such a well shall be charged and borne as part of the drilling or deepen­
ing operanon just cuuipleted. Standby costs subsequent tn all parties responding, or expiration of rhe response oroe permitted, whichever 
first occurs, and prior to agreement as to the parrxripaang interests of all Consenting Parties pursuant to the terms of the second gram 

23 truncal paragraph of Article VI.B.2. shall be charged to and borne as part of the proposed operarion. but if rhe proposal is subsequently 

29 withdrawn because of insufncient participation, such stand-bv costs shaU be allocated uttwcui the Consenting Parnes in the proportion 
30 each Consennng Parry's mterest as shown on Eaxubrt "A" bears to the total mterest as shown on Exhibit "A" of all Consenting Pir 
31 oes. 
32 
33 
34 

35 4. Sidetracking: Except as rserxstaurer piovided. rhoae uiwakta of this agreement arxptacahte to a "jVauuimg11 operation shall 
36 also be amicable to any rxtxpoaal to direxrutauury antral and mtentionauy deviate a weQ Irom vertical so as to change rhe bottom hole 
37 location (herein called ''sidetracking'"), unless done In straighten the hole or tn drill around funk in the hole or because of cither 
38 irierhanrxl difficulties. Any parry raasnttg the right to pertatspate to a urouuted sidetracking uyaaiiun that does not own an interest in the 
39 afaected well bore at the tease oi the notice thai, upon ewrrtng to paiiiupate, tender to the well bore uaaui its ra*oportionate share (equal 
40 to its iraterest in eat aknxnckieaj oaaraaton) of the value of that portion of the «•!•«• ing weU bore to be utilized as fcaTosrs: 
41 
42 
43 
44 (a) 8 the aaaaaaatt m ior aidaarecadaag aa esrarmg dry beta, remsfairaernent shal be an the tanas of rhe actual coats incurred in 
45 the txaxei draaaai Caf tsae aaaa dotra ID the cages at aruca the eslcu a&Jksng operation ia am ismi. 
46 
47 
48 
49 0) U the propnatl it ior sidetracking a wel wrack baa previously produced, naiil mm thai be oa the bases of the wed s 
50 ssaVaUe maianek) and eouxpraent dotra to th* <zepth at arbarh the tskwaJutig oraeneaon a asttaaaat, ifcamttail ia auiaiaauce with the 
51 proeaasai of Pirates '*C'* t aaaa dak esexaaaasd coat of aattaeaag and the tatarattetf coat of phtesatag tad laatBdkxQaig. 
52 
55 
54 
55 la the event that tiotant far a tatttitdkang operation ie erven white rhe driaang rig to be ueafatn ia on location, rhe response penod 
56 anal be teztttd to farty-eight (4J) toitri. eatsatree of Saturday. Sunday and legal brxanays; p. uvitati. however, any party may request and 
57 rtcarve up to atatt (8) addttxaeal days etar esanratitia ed 
58 cicssrrtd dtarasg inch eretadad i utj iimi period. • tanrt that one party tttro to take tod) adratttasei heat to rvapond to the tsooce. stand 
59 by cxaaa axel bt i l j . i i i f tetaaea tta aartiai raajpg 111 I neat ta rtaatnad oa t eay-to-day btata ia the tt-ttacratsa each ajarnng par 
60 ty'i eatrat at dsotn oa bhttal " A " atari ts tat total tsxarea • ttotra oa Sitae* " A " of al the t a r a g parnes. m toother tn 
61 tteacat rhe rattcaae atrial as t aa ug laad far l i imi i ttg thai at ttttttd a rharty (Waeyt. - , 
6J T 
65 <r 

63 C. TAJLTNG nOOUCnON (N UNDi 
6 6 - -
67 each parry thai take ts kaad or teearteaty (hapoat of ra atvjpnraraxtttt tbart of l l tal aad gaa produced Irate t^Ossytjtci Area. 

68 etduave of producooa which may be used as drretnaaseat tad producaag optrttaont and ta ptaaarsag tad * 1 t l B K ^ j _ ^ *** ^ 

69 ttvsrkevwig r*irr»tB atrf 
70 party of as eroperoaratar share of the prrjducoon thai be borne by aach party Any party caksog aa then of | 

7-



ARTICLE VI 
corniTiued 

I trqutred 10 pay for only its proporoonate share oi such pan oi Operator s surface facilitiei which it uses. 

) Each partv shall execute such division orders and contracts as msv be necessarv for the sale of its interest tn prrjducrjon from 

4 the Contract Area. and. except as provaied in Article VTJJ3.. shall be enntled to receive payment directly from the purchaser thereof for 

5 its share of all producuon. 

j 

In the event anv parry shall fail to make the arrangements necessarv to take in kind or separately dispose ot its propornonate share of 

1 the oil produced from the Contract Area. Operator shall have the right, subject to the revocation at will by the parrv owning it. but not 
C i the obligation, to purchase such oU or sell it <o others it any time and from time to time, for the account of the non-taking party at "he 

10 best p n c ^ m ^ m W ^ h P m m m S i , . W i f c i ^ W o > t \ a W ° p t f f i o r shall be subiect always to the right of the 

11 owner of the production to exercise at any time its right to take in kind, or separately dispose of. i a share of all oil not previously 

12 delivered to a purchaser. Any purchase or sale by Operator oi any other party's share of oil shall be only for such reaseaiable periods of 

1 3 ume as are crmsistent with the minimum needs of the industry under the particular cucximstaaces. but m no event for a period bs excess 

14 oi one (1) year. 

13 
16 In the event one or more parties' separate ilisprisiiion of it) share oi the gas causes splitstresrn deliveries to separate psrxdines andJor 

17 deliveries which on • day-to-day basis b r any reason are not exactly equal to a party i respective proportionate share ol total gas sales to 

13 be allocated ro it. the balancing or accotmotig between the respective accounts oi the parties shall be in accoroance with any gaa raatsrrng 

19 igieement between the poxtses hereto, whether such an is attached as Esjiibit " E " , or is a separate agnriimal 

20 

21 D. Access to Contract A r e a aad Ixtiotxnationi 

22 

2 3 Each party shaU have stress to the Contract Area at all reasonable rimes, al its sole coal and risk to inspect or observe uuni ikeu . 

24 and shall have access at reasonable rimes to infrxtriaaon pertaining to the development or operation thereof, inducting Opes aim's books 

2) and records rexaritig thereto. Orjericor, upon request, shall fornith each of the other parnes with copses of til forms or i tpuiu Bed with 

26 gsjveimiafiiial seexxests. daily drilling lepmis. trefl top, tank tables, ctaily gauge tod run Dtxtets and iepulis of stock on hand et tbc first of 

27 each nsonth. tad thafl make tvtilabie samples of tny cores or corrmgj taken froro any well drilled oo the Cantrta Area. T h * coal of 

29 gathering n d farnxahxne thaWrniiinti lo Ncxa-Orjertirtr, ccher than that sptofied above, shall bt charged to rhe Nctv-OrMjsxanr that tt-

29 quests the miuauatiiun. 

30 

31 E . Abtiwionaseat of Wetlai 

32 

33 I. Ahtnitrtxmmi of Dry Holes: rjtcept for any weal drilled or tseepeaed purssuant to Arrack VI.B.2.. any weU wrath baa t en 

34 drilled or deepened under the terrns of this tgiexspeni end a prrwapsed to Isxyxiiuijleted ta i ttry bote shall not be plugged tad tftataVtwd 

33 without the cotaem o f ^ W S r t o ^ ^ c t ^ e ^ c r j ^ ^ ^ c e should tny party t t l to reply 

36 within t^-cgnx(4f j )hnutt(aaaaitt i i i t f t t a n f i j i , T i a dip n i Itgtl hnli rfitatl liter rtctrpi of ncesce of the prtwjctaa P prag atd itatsxfan 

37 such weU. such party aha! br deemed to hare crjnsented » t h e propceard afsandonment. AB such weils shall be plugged and tltatlreseii ta 

38 aajuriiatict with ag^taajtV rtyaiHittM tad at tht oat . r ta and terpens* of th* ptrtsa who ttuutJatied in the coat of C M B B J or det| init i | 

39 such srel. Any torn/ srho obfecrj ts raviawwig tod araratiling aoch well troll have the rigfat » t a k » orer the wesl tad oaeaaKt further 

40 exserttxoat ia statTa of tal attain1 ( ta •Afar* BP tjtt pTOwtttons of Arocie V1.B. 

41 

42 2. Arxaaaratattatt t j Want mm m m fnmmmk b tsp t k v tny weal in wrsica t NorKxsnteat oprrsexcts baa kaaa iitawtia I 

* i henttatttr i s tnat t 

44 p r o o V a « . t x * « * 

« be pruned id ifiwtsriiii tt m •ititain arras egi i ttli regmatfani and tl dtt txat, fxat aad etvseratt of af tt pacta h u t §, withta v m l 1 

*6 thirty (30) days later rertspt of nrjtsce of the prrxpoted atraMnrmyrrrl of any well, iH parbei do not agree to the aaattlutuiteta of wmm wen. 

47 thoae trtssxatt tn rxsnranaae tea casertrltai from the jpnarreifil of ihe Irxrmtttaafi) then open to piuuucrion shall ttssnW m tach of rat ranter 

48 r a ^ S T p p o r r f c ^ ^ 

49 Exzciat ' C ' \ I r * the eseinsaeetf cnet o« I* 

50 tht ttsnabtttaaaati pta-taea, eritrxotit aa ia twt , esxvea or aoratatL a td (tat or a to rsatattry, or ttoxea ior ase of tat ttaaattttnt and 

' t rrtateratL tO of i a ktrttrtsa in the wesl mat related etfiatitgri, luaatthei trrtb i a ill t a l l ia tht I f f hail estate a eo. bat oafy tt ta, tht itt-

' 2 t r s ^ o r t a t r y t h a t r a t o r t a ^ | a r > • or esexana • o i tnd 

" I B arterest, soch party tha i execute and deliver to the rsonwbaridorixng parry or fxarraes tn od tnd gal atase. limited to the i 

34 icwwaoi the kjrtwarjrwi or ta'ttswuout ttttn open to laudttukat, lor t term of one ( I ) year and •> loag thereerter ta od i 
1 ' duced front tht tnarval or tstts-vaai of the Icainwuua or luinsatiuua corered trttraby. such ttttt w be on the fcsrta i 

36 

37 

38 
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ARTICLE VI 
continued 

1 " B " . The assignments or ieases so limited shall encompass the "drilling unit'' upon which the well is located. The payments by, and the 

2 assignments or leases to. the assignees shall be in a ratio based upon the relationship ol their respective percentage of participation in the 
3 Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of 
4 interests in the remaining portion of the Contract Area. 

I 

Thereafter, abandoning parues shail have no further responsibility, liability, or interest in the operauon of or production from 
the sveil in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon re-

^ !iuest. Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
^ templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned 

10 -rveil. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to 
11 repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subiect to the pro-
I 2 visions hereof. 
13 

'4 3. Abandonment of Non-Consent Operations: The provisions of Article VI.E.l. or VI.E.2. above shall be applicable as between 
1 Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles: provided, however, no well shall be 
'6 permanently plugged and abandoned unless and until all parties having the right to condua further operations therein have been notified 
17 o{ the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article 
18 VIE. 
19 

20 ARTICLE V I I . 
2 ! EXPENDITURES AND LIABILITY OF PARTIES 
22 
2 ' A. Liability of Parties: 
21 

The liability ol the parties shall be several, not joint or collective. Each party shall be responsible oniv for its obligations, and 

26 shall be liable only for its proportionate share of the costs of developing and operating the Contract Area Accordingly, the liens granted 
27 among ihe parties in Article VII.B. are given to secure only the debts of each severally. It is not the intention of the parties to create, nor 
28 shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partners. 
29 

?0 B. Liens and Paymenl Defaults: 
31 

32 Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share 
33 of oil and/or gas when extracted and its interest in all equipment, to secure payment of its share of expense, together with interest thereon 
34 at the rate provided in Exhibit "C" . To the extent that Operator has a security interest under the Uniform Commercial Code of the 
35 state. Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
'6 taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise aifect the lien 
37 rights or securiry interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of i . i share 
38 of expense. Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from 
39 the sale of such Non'-Operator's share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each 
10 purchaser shall be entitled to rely upon Operator s written statement concerning the amount of any default. Operator grants a like lien 
41 and security interest to the Non-Operators to secure payment of Operator s proportionate share of expense. 
12 
13 If anv party fails or is unable to pay its share of expense within sixtv (60) days after rendition of a sutrrnerrt therefor by 
44 Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount tn the proportion that 
45 the interest of each such pany bears to the interest of all such parties. Each parry so paying its share of the unpaid amount shall, to obtain 
16 reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph. 
47 

43 C. Payments and Accounting: 
-19 
50 Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses incurred in the development 
51 and operation of the Contraa Area pursuant to this agreement and shall charge each of the parties hereto with their respective propor-
52 uonate shares upon the expense basis provided in Exhibit "C" . Operator shall keep an accurate record of the joint account hereunder. 
53 showing expenses incurred and charges and credits made and received. 
54 
55 Operaier. at in eleewawi ihall have ih# righl Irom time lo time in demand and renivt (mm tht other parties payment in advance 
56 of their respective shares of the estimated amount ol the expense to be incurred in operations hCT™nderdunng_iJi»-«esr5ucc^ing 
57 month, which right may be exercised only by submission to each such party of an itemitedjtatsmjarw-rjfsTic^ expense, together 
58 with an invoice for its share thereof. Each such statement and mvoiCT forjh^4x»yTTtr3iTln^dvance of estimated expense shall be submitted 
•>9 on or before the 20th day of the next preceding month^J-aerrpa^ to Operator its proportionate share of such estirra&e within 
60 fifteen (15) days after such esumaJfcaaieirri'rSce^^ If any party fails to pay its share of said estimate within said rime, tfl^amount 
61 due shall torjriteresrB^rorlded in Exhibit , - C " until paid. Proper adjustment shall be made monthly between advances and* tual ex-
62 BenscTeTtheend thai each party shall bear and pay in proportionate ihire nf actual avpantai incurred, and nn mnrp . 

64 D. Limitation of Expenditures: - j w 
65 -+J 
66 i . Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well drrJfH£T*§# tP e n e a ' 
67 pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the drilling or deepening shall i nc lud i r> j^^ \ i ,> 

68 - ^ m ^ 
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ARTICLE V I I 
continued 

1 ~~9—Ouliun No. 1: Alt necessary expenditures ior- the drilling or dcppcning, testing! complaling ana equipping ol the welL including 
2 iiicusary tankage and/er inrfara firilitieti 

3 
4 (3 Option No. 2; All necessary expenditures (or 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 parries receiving such notice shall have forty-eight 
7 :48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate m the setting of casing and the completion at-
S tempt. Such election, when made, shall include consent to all necessarv expenditures for the completing and equipping of such well, in-
9 eluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shall 

10 constitute an election by that party not to participate in the cost of the completion attempt. If one or more, but less than ail of the parties. 
11 elect to set pipe and to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase "reworking, deepening or plugging 
12 hack" is contained in Article VI.B.2. shall be deemed to include "completing") shall apply to the operations thereafter conducted by less 
13 than aU parties. 
14 

1 5 2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except a well reworked or 

16 plugged back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the reworking or plugging back of a well shall 
17 include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage 
18 and/or surface facilities. 
19 
20 3 Other Operations: Without the consent of all parties. Operator shall not undertake any single project reasonably estimated 
21 to require an expenditure in excess nf T w e n t y f-hraic^nrl and n o / 1 0 0 tTnllar* n 2 0 , 0 0 0 . 0 0 ) 
22 except in connection with a well, the drilling, reworking, deepening, completing, recompieting. or plugging back of which has been 
23 previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or othe 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 tile 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 iu own use. Operator shall furnish any NonOperator so requesting 
27 m information copy thereof for any single project costing in excess nf Twpnf-y t -hmisanr i Aind n o / 1 0 0 ' 

23 Dollars i t 7 0 . 0 0 0 . 0 0 ) but less than the amount first set forth above in this paragraph. 

29 

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

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

38 visions of Article IV.B.2. 

39 

40 Operator shall notify Non-Operator of the anticipated completion of a shut in gas well, or the shutting in or return to production 
41 of a producing gas well, at least live (5) days (excluding Saturday. Sunday and legal holidays), or at the earliest 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 contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment 

44 shall be borne jointly by the parties hereto under the provisions of Article 1V.B.3. 

45 
46 F. Taxes: 
47 
48 Beginning with the first calendar year after the effective date hereof. Operator shall render for ad valorem taxation all property 
49 subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon 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 royalties and production payments) on leases and oil and gas interests contributed by such Non-
52 Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over-
53 riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or 
54 owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc­
es linn, tf th* «d valorem tmaa* ara haMil in whola or in p«t upon 4#fw«t« valuation! of Mch parry 'a working interest, then notwithstanding 
36 anything ft) the Wrltrary herein. c l t»RS tO the join! KGJHtlJ l i l lB bt JTiJdf Kid piW by t i l t f * t l ! 3 * - r « 5 !» X T * * * * " " f l <*X ••« 

57 value generated by each party'* working interest. Operator shall bill the other parties for their proportionate shares of all tax payments in 

58 the manner provider] in Exhibit " C " . 

60 If Operator considers any tax assessment improper. Opera'" m J y . a t i f discretion, protest withirt the lim* MC^lUlflet 
61 prescribed by law, and prosecute the protest to a final determination, unless all parnes agree to abandon the protest prior to fi^) deter-

62 minauon. During the pendency of administrative or judicial proceedings. Operator may elect to pay, under protest, all such taxeaWi any 

6} intrrai and penalty. When any such protntcd assessment shaU have, betn finally dttermined, Operator ihaU pay the ox for thepht ac-
64 count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid bkpjern, a 

65 provided in Exhibit "C". rlA 

66 ,<STiSji-s>l 
67 Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed urxm«rJ«mT^fesject to 
68 the production or handling of such party's share of oil and/or gas produced under the terms of this agreement. I J j - j j " | 

69 v^yp^ 
; - ; .e df - n i ntf-rHM. -1 -rt n t ,» i ' . i r t : . ; i I 

! ^ t t i m t j t l t v ' i t c r w n u n : t o • • 

-e.K j u A t x c u I J i u ' ^ K ' - e i i W U f H n f 1 
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A R T I C L E VII 
continued 

1 G. Insurance: 

) At ill time while operauons ue conducted hereunder. Operator shall comply with the workmen s compeniiuon law of 
; the state where the operanora are being conducted: provided, however, that Operator mav be a self-insurer for Lability under said com-

pensauon laws m which event the only charge that shall be made to the ioint account shall be as provided in Exhibit "C". Operator shall 
also carrv or provide insurance lor the beneht of the ioint account ot the parnes as outlined in Exhibit "D", attached to and made a part 
hereot. Operator snail require all contractors engaged in work on or for the Contraa Area to compiv with the workmen s compensation 

3 law ot the state where the operauons are being conducted and to maintain such other insurance is Operator mav require. 

) 
10 !n the event automobde public liability insurance is specified in said Exhibit "D". or subsequently receives che approval of the 
11 parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator s automoove equiprnent. 
12 
13 ARTICLE VTil. 
1 4 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 
15 

16 A. Surrender of Leases: 
17 

18 The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whok 
19 or in pan unless all parties consent thereto. 
20 

21 However, should any party desire to surrender its interest tn any lease or in any portsoo thereof, and the other parties do not 
22 agree or consent thereto, the parry desiring to surrender shall assign, without express or implied warranty of tide, all of in mterest is 
23 such lease, or portion thereof, and any well, material and equipment which may be located thereon and any nghts in production 
24 thereafter secured, to the parties not consennng to such surrender If the interest of the assigning parry is or includes an oil and gas tn 

terest, the assigning parry shall execute and deliver to the party or parties not consenting to such surrenoer an oil and gas lease covering 

.5 such od and gas mterest for a term of one (1) year and so long thereafter as cai and/or gas a produced from the land covered thereby, such 
27 lease to be on the form attached hereto as rZxJiimt "B". Upon such assagnment or lease, the assuming party shall be relieved from all 
28 obligations thereafter accruing, but not theretofore accrued, with respect to the mterest atngnerl or leased and the operation of any wdl 
29 attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equitanent and pro-
Mi ducooo other than the royalties retained in any lease made under the terms of this Arrack. The party assignee or lessee shall pay to the 
31 party assignor or lessor the reasonable salvage value of the latter s interest in any weUs and equipment attnbutable to the ««»gr—" or keas-
32 ed acreage. The value of all material shall be determined in accordance with the uiu» taunt of Exhibit " C " . less the i iiniaaul coat of 
}3 salvaging and the estimated cost of plugging and arjendorung. If the assignment or lease is in favor of more than one party, use interest 
34 shall be shared by such parties in the proportions that the mterest of each bears to the total interest of all such parties. 
35 
36 Any assignment, lease or surrender rnade under this provision shall not reduce or change die assignor s. lessor s or surrendering 
37 party s interest as it was immediately before die assessment, lease or surrender m the balance of the Contract Area: and the acreage 
38 assumed, leased or luiieuJtsed. and aurjaeoucnt operations thereon, shall not thereafter be subiect to the terms and piuvissuns of this 
y) agreement. 
40 
41 B. Rassraral or Wia.».L.i of Laaasau 

42 
43 If any party aararea • ituaeal oi any cal and gas aaaa lubsect to tha agreement, al other parties shall oe raottaad prtasasny, and 
44 shall hare the right far a seresd of thirty (30) days fcaaowang recetpt of such raotice ia whtcfa to elect to paiutipate in the uaiau ship of the 
43 i email lease, toacaar aa aach lease taaxctt kktsdl wwhin the Contract Area, by paying to the party who acxasared it ihea aesnaal proper pro-
46 portxanate shares of the »••»••»• coat «n~~—< to that tart of such lease wirhm the Contract Ares, arhach shaD be aa piuuuiiiun a the 
47 interests held it that rime by the parnes in the Contract Area. 
4a 
49 U tome, but Its than afL of the parties elect to parorjpate in the purchase of • renewal lease, it thai be crwrsed by the parnes 
50 who elect to |taris gaaa thereat, in a raoo based upon the iieassxniiti of their respecnve percentage of participation m theCotaract Area 
51 to the aggregate of rhe pnijuuuna oi |aaia gasim in the Contract Area of al parties paingnirig tn the pun hail of tuch renewal lease 
32 Any renewal Itsat m which less than al penes elect to paruuuete shall not be nibjui to this aaBteuaeut. 

53 
54 Each parry who psrttcasstei as the purchase of I renewal least thai be even an aaâ ntnent of its proportionate mterest therein 
53 by the acouanng party 
56 
57 The ptuvasuna of tha Arracit shal apply to itnaeal leases whether they are fee rhe tntare asserts! covered by the eâ string lease 
51 or cover only i porraon of m ares or an asserts! lhareaa. Any renewal aaae taken before the exiariooa af ta uteutvessoi lease, or taken or 
59 contracted lor wsehaa aa (61 irxooths after tat taper arson of tht exxeong knot thai he tuMtct to thai proveaon: but any lease taaatkor con 
60 tncttd for ntort tha 

61 the provatons oi thai aaratasntnt. * • 

o 3 The pruvaaont ai that Arockt thai also bt applsoatat to laataaaau of ad and fat states. 

o4 . P 
c>5 C. Acreage or Caah Coambatiotu: -fr) 
to _ v l 
o? while tha aarrernent a as lorce. if any parry conrrarts tor a contrxbunon of caah towards the druang of k-wtJ ortaaa). other 
ivi operation on the Contract Area such conrnbuoon shall be paad to the parrv who conducted the drilling or other Jua r i a l (pd shafl be 
69 aptdard bv n igaanst the coat ot tuch dnlhng or other optrataon U rhe txntTTbutsrxa be tt the ksrm of acretaje. rhe \mir%m9wm9^<^*> 
"0 cruxuoon u mane shall promptly tirades" an taagruTxent of the arrets*, without warranrv of otae. oo rhe r>slarig f h r t i e s e t t f ^ e j ^ r a 
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ARTICLE VTO 
continued 

1 said Drilling Paro.es shared the cost of drilling the well. Such acreage shall become a separate Contraa Area and. to the extent possible, be 
2 governed bv provisions identical to this agreement. Each parry shall prompdy notify aU other parties of any acreage or cash contributions 
3 it may obtain in support of iny well or any other operauon on the Contraa Area. The above provisions shall also be applicable to op-
4 uonal rights to earn acreage outside the Contraa Area which are m support of a well drilled inside the Contraa Area. 
5 

h U anv panv contracts for any consideration relating to disposiuon of such pany s share of substances produced hereunder, such 
consideration shall n;t be deemed a contribuaon as contemplated in this Arucie VIII,C. 

16 

19 

.Maimeoance of Uniform Interest: 

11 For the purpose of maintaining uniformity of ownership in the od and gas leasehold :erests covered bv this agreement, no 
1 2 party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Contraa Area and in wells. 
13 equipment and production unless such disposition covers other: 
14 
15 1. the entire interest of the pany in all leases and equipment and production: or 

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

Every such sale, encumbrance, transfer or other disposiuon made by any parry shall be made expressly subjea to this agreement 
20 and shall be made without prejudice to the nght of the other parties. 
21 

22 If, at any time the interest of any party is divided among and owned by four or more co-owners. Operator, at its disuetaau, may 
23 require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive biSnes for 
24 and approve and pay such party 's share of the joint expenses, and to deal generally wirh. and with power to bind, the co-owners of such 
25 party I interest within the scope of the operadons enitu aced in this agreement: however, all such co-owners shall have the right to enter 
26 into and execute all contracts or agreements for the chspositxm of their respective shares of the od and gas produced from the Contraa 
27 Area and they shall have the right to receive, separately, payment of the sale proceeds thereof. 
28 
29 E. Waiver of Rights to Partition: 
30 
31 If permitted by the laws of the state or states in which the prupmy covered hereby is located, each party hereto owning an 
32 undivided interest in the Contract Area waives any and all rights tt may have to partition and have set asade to it in severalty its undivided 
33 interest therein. 
34 
W-
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 ARTICLE DC. 

INTERNAL REVENUE CODE ELECTION 
49 

50 This agreement ts not intended to create, and lhal not be construed eo create, a itlaaaaiihap of parxnersabap or an association 
51 for profit between or among the pat-ties hereto. Norwirhstatsoatig any provaaon herem that tht rights and aaraeiii i herrsander are several 
52 and not joint or ccaaarove. or that thai aglttlueiH tad ouenuum hereunder shal east ctxaaotute a pai uaa dap, I . far tederal income tax 
53 purposes, that agreement and tht ounauuru hereuasder arc regarded aa a partnershap. each parry hereby atxected elects eo be excluded 
54 from the appwnoon of aU of the tnuvuro oi Subĉ sapeer " K " . Craapeer 1. Subtitle "A", of the uaataal Revenue Code of 1934. as per 
55 mined and authorised by Secnon 761 of the Code tnd the reanilaoom promulgated thereutaaer. Operwaor a auduriaed and directed to ex 
56 ecute on behalf of each party hereby anas.led such tiideutt of tha ciecoon aa may be reauired by the Secretary of the Treasury of the 
57 United States or the Federal Internal Rr»rnue Service, tarjudeng sprcafkaly. but not by way of aenaxoon. al of the returns, suuemrnrs. 
51 and the data rrssuared by Federal Retjuasrione I 761. Should there be any reaaaretaam that each party hereby affected give further 
59 evidence of tha taarhon. each such parry shal tservnt such donatntm aad fiartaeh such other evidence at may bt reautr*f-by the 
60 Fexieral hatrnal Revenue Service or aa o«ry be n inttan to rnattact thia eksroon. No such party thai gtve any ncasces or take py other 
61 action auurisuaant wrth rhe earnest inane ttereby H tny treats* or future ascoase tat awn of tht ttttt or sates in wrath dlatanntract Q | ssa,ut* ta t • te, 1 ^ laataetartta, w s u i wear a n t a t j a laaaaaaBB ssata nat ty • at s s s a a fm saaaaaia — • • • • • < * m • • i — — — - — __ . _ . 

6i Area o located or any future tenets* tu a m d tht United States cratatai provnaana sstalar to those ca Subchapter " K " . <W*< '• 
Subtrtle "A ". of the Internal lurvemat Code of I 9 X itradtr atach an eatctxoa tttttar to that provsxled by Section 761 of the Cage, per 
mud. each parry hereby afsecat* thai itastt such electron at may be pereaRad or rcauared by auch keen, la tnakaag the tcretipg ekec 
'jon. each such party tares that tht axcotnt derived by aach parry from atatrarjoru r«T«atith*- can be toratiaieiy deunraned t l a i i the 

compuuoon of partrsersrup uuuBte a a. ume . ' 

•"i-i 
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ARTICLE VIII 
continued 

1 said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contraa Area and. to the extent possible, be 

2 kjoverned bv provisions identical to this agreement. Each party shall promptiy notify all other parties of any acreage or cash contnbutions 
*' i : may obtain tn support of any well or any other operation on the Contraa Area. "The above provisions shail also be applicable to op-
• nonai rights to earn acreage outside the Contraa Area which are in support of a weil drilled inside the Contract Area. 

1 If anv partv contracts lor any consideration relating to disposiuon oi such party s share ot substances produced hereunder, such 
_cnsideration shaii not be deemed a contribution as contemplated in this Article VIII.C. 

n D. Maintenance of Uniform Interest: 

1 1 For the purpose of maintaining uniformity of ownership in '_he oil and eas leasehold interests covered bv this agreement, no 
12 partv shail sell, encumber, transfer or make other disposition of its mterest in the leases embraced within the Contract Area and in wells. 
1 3 equipment and produaion unless such disposition covers either: 
14 
H 1. the entire interest of the party in all leases and equipment and production: or 
16 
i ~ 2. an equal undivided interest tn all leases and equipment and production m the Contraa Area. 
18 
19 Every such sale, encumbrance, transfer or other disposition made by anv party shall be made expressly subiea to this agreement 
20 and shall be made without prejudice to the right of the other parties. 
2\ 

22 If, at anv time the interest of any party is divided among and owned by four or more co-owners. Operator, at its discretion, mav 

2 3 require such co-owners to appoint a single trustee or agent with hill authority to receive notices, approve expenditures, receive billings tor 
-1 and approve and pay such party's share of the joint expenses, and to deal generally wtth. and with power to bind, the co-owners of such 

25 party's interest within the scope of the operations embraced in this agreement: however, all such co-owners shall have the nght to enter 
26 into and execute all contracts or agreements for the disposiuon of thar respective shares of the oil and gas produced from the Contraa 
2" Area and they shall have the right to receive, separately, payment of the sale proceeds thereof. 
23 
29 E. Waiver of Rights to Partition: 
50 

31 If permuted by the laws of the state or states in which the property covered hereby is located, each party hereto owning an 
32 undivided interest in the Contract Area waives anv and all rights it may have to partition and have set aside to it in severalty its undivided 
33 interest therein. 
34 

F:—Preferential Right ta Pwrehaaei— 

36 
1 2 ^ r i n n l f , 1 W » p i r r u A t t t r r n l n _ t m \ \ i l | r , f — y , p r . ~< . r f i n « ™ t r ' k " * f l * ™ * - * * — nm . . . m . m k * . • • J M J j n ^ JT,. 

38 Area, it shall promptly give written nouce to die other parties, with full informauon concerning its proposed sale. whichsjuiiHiidulaTtiic 
39 name and address of the prospective purchaser (who must be ready, willing and able to purchase 1, thejjujy^**Me"pTiceTand all other terms 
4() of the offer. The other parties shall then have an optional prior neht. for a periodoUejw^-Ortfaysafter receipt of the nooce, to purchase 
41 on the same terms and conditions the interest which the other partjjix^fwSS^o sell; and. if this optional right is exercised, the purchas-
42 ing parties shall share the purchased interest inthe^p^epoTGonX^^ the interest of each bears to the total interest of i l l purchasing par-
4 3 ties. However, there shall beng^nwfereTTuaw to purchase in those cases where any parry wishes to mortgage its interests, or to 

dispose of i«jnjer*»ertJv""merser. reorRanizauon. consolidation, or sale of all or SUDS tan nail v all of its assets to a subadiirr or parent com-
")<, ^_ p - r f t - r Z t n rt t n h*Mf4fa rv rxt i pa r*»T i T f n m p t r i v t n i n v m m p i t i i i i n n / h u - h i n v nnm. f t n t t i i nmmum * • • ! « • ' « • ' mi tmm n i L i i 

46 
47 ARTICLE IX. 

48 INTERNAL REVENUE CODE ELECTION 
49 

50 This agreement is not intended to aeate, and shall not be construed to create, a relationship of parmership or an association 
51 for profit between or among the parues hereto. Notwithstandin g any provision herein that the rights and liabilities hereunder are several 
52 and not ioint or collective, or that this agreement and operations hereunder shall not constitute a partnership, Lf. for federal income tax 
53 purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected elects to bejaduded 

from the application of all of the provisions of Subchapter " K " , Chapter 1. Subtitle " A " , of the Interna! Revenue Code of f y M . as per-
5̂  mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex-
% ecute on behalf of each parrr hereby affeaed such evidence of this election as may be required by the Secretary of the Treasury of the 
57 United States or the Federal Internal Revenue Service, induding sfjeofically, but not by way of limitation, all of the returns, statements. 
58 and the data required by Federal Regulations 1.761. Should there be any requirement that each parry hereby affected give further 
9̂ evidence of this election, each such party shall execute such documents and furnish such other evidence as may be requiit&by the 

GO Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any nonces or take i$y other 
61 acuon inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which the*Gonu*aa 
62 Area is located or any future income tax lawsjc^j&e United States contain provisions similar to those in Subchapter " K ' \ Copier I . 
r>3 Subtitle " A " , of die Internal Revenue Code of fSM. under which an election similar to that provided by Section 761 of the Giifc is per-
f-A mitted. each party hereby affeaed shall make such election as mav be permitted or required bv such laws. In making the forertuifi. elec-
!*> tion. each such party states that the income derived by such pany from operations hereunder can be adequately determined vdfiriut the 
\6 computauon of parmership taxable income. ., ITT îv 

69 
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ARTICLE v m 
continued 

said Drilling Parties shared the cost of drilling tht well. Such acreage shill become a separate Contraa Area and. to the extent possible, be 
governed bv provisions identical to this agreement. Each party shall promptly notify all other parties of any acreage or cash contributions 
it may obtain in support of iny weil or any other operauon on the Contraa Area. The above provuioru shall also be applicable to op-
nonal rights to earn acreage outside the Contraa Area which ire in support ol a well drilled inside the Contraa Area. 

If anv panv contracts for any consideration relating to disposition ol such party's share of substances produced hereunder, such 
consideration sr-aU n-t he deemed a contribution as contemplated in this Article VIII.C. 

D. Maintenance of Uniiorm Interest: 

For the purpose of maintaining uniformity of ownership in the oil ind gas leasehold itrests covered by this agreement, no 
party shill sell, encumber, transfer or make other disposition of its mterest in the leases embraced within the Contraa Area and in wells, 
equipment and produaion unless such disposition covers either: 

I the entire interest of the party in ill leases and equipment and production; or 

2. an equal undivtded interest in all leases and equipment and production in the Contraa Area. 

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

If. at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion, may 
require such co-owners to appoint a single trustee or agent with full authority to receive nooors. approve expenditures, receive btSngs for 
and approve and pay such party s shire of the pint expenses, and to deal generally with, tnd with power tn bind, the co-owners ol such 
party 's interest within the scope of the operations euibi aced in this agreement; however, all such co-owners shall have the right to enter 
into and execute ail contracts or agreements for the disposition of their respective shares of the oil and gas produced front the Contraa 
Area and they shall hive the nght to receive, separately, payment of the sale proceeds thereof. 

E. Waiver of Rights to Partition: 

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

Piaaa ml Bight 

Should any party desire to sell all or any pan of io interests under this agreement, or its nghtsg»d-<nti*ests tn the Contract 
Area, it shall promptly give wntxea notice to the other parnes. with full iniormaoon I U U U umgjat nTTijiuaied sale, which shall include the 
name and uliliui of a * unagei.lwt saa i,ham (who nun be ready, inOrag andjewa-to-furdvase), the purchase price, and all other terms 
of the otter. The oBnar aartjea akaal mm kane an otaional prior njtu^or^penod of ten (10) days alter receipt of the nooce. to purchase 
on che same wraaa easf raadBDcaas saw aaaerest arhachjbt-otfferparr/ pru t̂jau to and, il chas opoorial right is esxrdsed. the purchas­
ing paroes shaal mmm mt aaanieaad ^aBest-ISme umuiauum that the mterest of each bears to the total interest ol all purchasing par 

Call right to purchase in those casts srhere any parry wishes eo mortgage its interests, or to 
dispose atjpjasaajaafi by aMrgar, raavyjaauaooa, consrslidBtion. or sale of all or subatantialry aO of its aaw.li to a aioatdsary or parent cam-

try uf • etaaesuaaaaattaty, m tn aaj naiaawy • whira my waa t—ij nwa-t-awaf iy ul mi atmsVi 

AJtTICL£ DC. 
INTERNA! REVENUE CODE ELECTION 

Tha agreement is not ra tended to create, aad thai not bt construed to create, • i»la«»asahap of uti uaa ship or an nsomoon 
ior profit between or among che paroes hereto. Ncarwithataasaaiog any pro* aaon heran chat the nghts tod ttaUmes hereunder are several 
and not must or collective, or that dia agreement and operiooni hereunder shal act constitute a pat uies snap, if. ior federal income tat 
purposes, tha agreement aad the uuerauoni hereunder art ugatutd aa a uaa uses ahtu. each parry hereby aaaerted elects to be excluded 
from the appweaoon of all of the provstaora ol Subchapter " K " . Chapter I. Subtitle "A", of the Interne! Revenue Code ol 19V*. as per 
mined and autrtorued by Scans 761 af the Cade and the rrfulanm promulgated tharnsnder. C»?eraaor a authorized tnd directed to ex 
ecute on behalf of etch parry hereby afierted such rrsdencr of thai eleroon aa may bt required br the Secretary ol the Treasury of the 
United States or the Federal Internal Revenue Service, ndudang tprcsficaly. but net by way ol wasstaoon. all of the returns, statements, 
and the data rrsauared by FaderaJ kaguatrsona 1 761. Should there bt any reaajareaeat that each parry hereby aoected git further 
evsdenc* ol thai canon, each audi parry thai etarutt such ttutuuaauu aad haraaeh auch other evsdence aa may be reiauinf-by the 
Federal Interaal Revenue Serrtct or • taay be na t a p as rvideact thai ehrao No such parry dsal give tny ttcejca or take (fry other 
action iKontuteiu snth the esaraon rnadt hereby H aoy present or future tacoma tn lean of the net or aaaa in which tha^ontract 
Area o located cr any future ascomt taut t r ^ 1 

Subtitle ' A ". of the Internal Revenue Codec. 1954, under which m ettrttoa sender to that provided by Serooa 761 ol the Cttlpn per 
mmed. each parry hereby aoected shal make audi etarooa • may bt ptfrnatted or reaaiared by such atari. In maaong the > o r * t £ l d < t 

uon. each such party Kites chat che ancone derived by tuch parry from uunauuni hereunder can bt adeouauHy dttermaned i M ' ov 
cornpuuoon of partnership tajubtr osrome ' " . - I 
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ARTICLE X. 

CLAIMS AND LAWSUITS 

Operator may settle my untie uninsured third p«rry damage claim or juit irmni from operioooj hereunder ii the espenchrure 
.'.oa not rtrrm Tvencv Thousand & no/100 -rwi.r. 
s 20,000.00 : utd il the payment ts in complete settlement at such claim oc suit. 11 the amount required tor 
rcos the above amount, tne parties hereto shall assume and take over the further handling ot the claim or suit, unless such autbonry is 

jcieeated to Operator. All costs and expenses of handling,, settling, or otherwise discharging such claim or suit shall be at the Kant ex­
pense of the paroes partsctpaong in the operation from which the daim or suit irises. 11 a claim is maae agamst any parrr or tf any party is 
sued on account of any miner arising from operaoons hereunder over which such individual has oo control because of the nghts given 
Operator by this agreement, such parry shall irnmrrtiatriy notify all other paroes. and the daxm or suit shail be treated as any other daim 
cr suit involving ccexahora hereunder. 

ARTICLE XI. 

FORCE MAJEURE 

U any party ts rendered unable, wholly or in pan. by force maieure to carry out irs obligations under this agreement, other than 
the obligation to make money payments, that party shall give to all other parties prompt written nooce ol the force maieure with 
reasonably full paraculars concerning it; thereupon, the oWigaoons of the party giving the nooce. so far as they are affected by the force 
masrurt. shail be aisramrird during, but no longer than, the continuance of the force maieure. The aifected party shall use all reasonable 
diligence to remove the force majeure situation as quickly as practicable. 

The requirement that any force mapeure shall bt remedied with all reasonable dispatch shall not require the xiiltiiaaa ol strikes, 
lockouts, or other labor difficulty by the party involved, contrary to its sashes: bow all such dif&ulos shall be handled shal be entirely 
within the discretion of the parry LUUUB md. 

The terra ''force maieure '. u here utspauyed. shall mean an aa of God. strike, lockout, or other industrial 
the public enemy, war. blockade, public not, hgfatnang, fjrt, storm, flu**!. expaoaaoo. gums umental action, govts MISHHSI oasay, 
or inacoon. unanrtaUxliry of equapmem. and any other cause, whether of the kind speoficallr enumerated above or uusauaaa, 
not reasonably within the control oi the parry cxasmmg w^— 

ARTICLE XTL 

NOTICES 

All nooces authoruted or required buataju the paroes and required by any of the piuveauns of thd agreement, latitat 
sperifirally provided, shal be given in writing by mail or telegram, pottage or charges pm—d. or by testa or Hantaan and 
the paroes to whom the nonce ia given • tha addrtsaes listed on Exmbat "A". The orupnaong nooce given under aery uiuaaaui 
shall be deeizad |r»ta aoir whass rec 

al rata Irons tht dan* tat ortgaaatiug aooct a rem ml. The second or any iesuutia»t nooce thai be 
• a aaaa! or with Cat aaatgrash ccasapany, snth p'snaaa or charges utipaarl or sent by teats or 

shafl nave dat nadag aa daaaaai as etaâ taa at ana onac* asd ofoni easse to onae, by 

btseui 
ice in 
axren 

ARTICLE XUL 

TERM Of AGREEMENT 

Thai agitesuew shal remaaa in full lorcc and efitct aa to the oU and gat leases andior od and gat aiterests subprx hereto 
period of tsme •Ianiil besosr prtroded. Iiuaaiai. as parry hereto shall ever be ujuauuau • bevaag any right, beat or aaaa eat • a 
lease? or od and naa mtcreat cotavtcsaaad py any ceikar party beyond dat tars of that egyeeaxent. 

for the 
tansy 

1 y— 

VI.A.. or aay 
dsa aa/aataasar a ^ er«» 

r4 90 A f aroan casaaaaoa of s l 

atataja. oaa or aanre ol tha aarnat havens are aaanagad at drusang, 

a ^ artaW hart̂ asxto. reauta 

darya Braaa me bate of axaattaontaaai oi aad. vesV 

It is agiud. huwa w that the arraanan 

accrued or irtached prior to the daat ol such 

of tha 
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ARTICLE XIV. 

, COMPLIANCE WITH LAWS AND REGULATIONS 

A. Lain. Regulation! and Orders: 

6 This agreement shall be subiect to the conservation laws of the state in which the Contraa Area is located, to the valid rules. 
'erulauons. and orders oi any duly consututed regulatory body ol said state; and to all other aprucable federal, state, and locil laws, or-

B dinances. rules, regulations, and orders. 
9 

10 B. Governing Law: 
11 

12 This agreement and all matters pertaining hereto, including, but not limited to. matters of performance, non-periormance. breach. 
13 remedies, procedures, nghts. dudes and interpretation or construction, shall be governed and determined by the law of the state in which 
14 the Contract Area o located. I i the Contran Area is in two or more states, the law of the state of New M e x i c o 
13 shall govern. 
16 
17 C. Regulatory Agencies: 
18 
19 Nothing herein contained shall grant, or be construed to grant. Operator the right or authority to waive or release any rights. 
20 pnvileges, or obligations which Non Open tors may have under federal or state laws or under rules, regulanons or orders promulgated 
21 under such laws in reference to oil, gas and mineral operations, including the location, operaoon. or produaion of wells, on tracts offset-

22 ting or adtacent to the Contract Area. 

23 
24 With respect to operations hereunder. Non Operators agree to release Operator from any and all losses, damages, tn runes, claims 
25 and a\ua of acdon arising out of, incident to or resulting directly or indirectly Irom Operator's inua pt eta non or •prt'tr*"'*" oi rules, 
26 rulings, retaliations or orders of the Department of Energy or predecessor or successor agencies to the extent such interprets non or ap-
27 plica nan was made in good faith. Each Non-Operator further agrees to reimburse Operator ior any amounts applicable to such Non-
28 Operator's share of production that Operator may be required to refund, rebate or pay as a result oi such an incorrea tnterpretaaon or 
29 ippbcaodn. together with inua est and penalties thereon owing by Operator as a result of such incorrect interpretation or ippUcaoon. 
30 
31 Non-Operators authorize Opeiator to prepare and submit such documents as may be required to be submitted to the purchaser 
32 oi any crude od sold hereunder or to any other person or entity pursuant to the requirements of the "Crude Oil Windfall Profit Tax A a 
33 oi 1980", as same may be arf"'*"-< from time to ome("Aa" \ and any valid regulations or rules which may be issued by the Treasury 
34 Department from time to ome pursuant to said Act. Each party hereto agrees to furnish any and all certifies nora or other informaaon 
33 wtsich is required to be furnished by said Act m a timely manner tnd in sufficient detail to permit compliance with said Act. 
36 
37 ARTICLE XV. 
35 OTHER PROVISIONS 
39 

40 Seat A r t i c l e . 1 7 . a t t a ched he re to aad made a pact h e r e o f . 
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ARTICLE XV 

OTHER PROVISIONS 

A.. REWORKING OPERATIONS 

Notwithstanding any language set out in Article VlfB) to the contrarv, each non-consenting 
party to a reworking operation on a weil conducted pursuant to Article VT(B) shail, upon 
commencement of such operations, be deemed to have relinquished to consenting parties, and the 
consenting parties shall own and be entitled to receive, in proportion to their respective interests, all 
of such non-consenting party's interest in the well, its leasehold operating rights and share of 
production therefrom, only insofar as the interval or intervals of the formation or fcnrnariorLS which 
are being reworked and to which such non-consenting party does not desire to join in the reworking 
thereof, until the proceeds or market value thereof (after dediicting production taxes, windfall 
profits taxes, royalty, overriding royalty and other interests payable out of, or measured by the 
production from such well, only insofar as the production secured from the interval or intervals of 
the formation or formations which are subject to said reworking operations accruing with respect to 
such interest until it reverts) shall equal the total of those certain costs as further described in 
subparagraphs (a) and (b) of the third grammatical paragraph under Article VI(B) 2, hereof. 

B. NOWISCRIMINATION 

In connection with the perforrnance of work under this agreement, the Operator agrees to 
comply with all of the provisions of Section 202 (1) to (7) inclusive, of Executive Order 11246 (30 
F. R. 12319), which are hereby ir»corporated by reference in this agreement, and of all provisions 
of said executive Order 11246 and ail rules, regulations and relevant orders of the Secretary of 
Labor. 

C. COVENANTS RUN WITH THE LAND 

The terms, precisions, covenants and conditions of this agreement shall be d«rned to be 
covenants ruining with the lands, the lease or leases and leasehold estates covered hereby, aad all 
of the terms, provisions, ct>vertant3 and coniitiorts of this agreement shail be binding upon and 
inure to the benefit of the parties hereto, their respective heirs, exearton, administrators, personal 
rr̂ xesentarivea md *>**'fT>< 

D. LAWS AND REGULATIONS 

All of the precisions of this agreement axe expressly subject to all applicable laws, enters, 
rules and regulations of any govcnmental body or agency having junsdkaion in the premises, and 
ail c*perarions confanpiased hereby shall be conducted in conJbnniry thenrwith. Any provision of 
this agreement which is mcrnsutent with any such laws, ccden, rules or regulations is hereby 
modified so as lo cxmrorm therewith, and this î reemeru, as so modified, shail continue in full 
force and effect. 

E. PWORTTY OF OPERATIONS 

Lf at any une there is more than one operation uiut̂ uacd in cctrnecaon with any well subject 
to this mtnema*. then unkeaa all pwtiopapna parties afjree on rhe sernjence of such ocentkxu, 
such prorjosals shall be considered and disposed of in the following order of priority: 

1. FYorxmis to do additkxt̂  
2. Proposals to txternpt a cximptaQon in the cfcjecnve rone. 
3. Proposals to piug back and attempt cc*rap4eaons in shallower zones, in ascending 

order. 
4. Proposals to side-tract the well to reach any zone not below the original aiithorued 

objective. 
5. FYorxxsals co deepen the well, in tiescendiTuj order. 
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F. REGULATORY PROVISIONS 

1. Liquid Hydrtxarbons: 

Non-Operators hereby authorize Operator to file with the purchaser of crude oil or other 
liquid hycirocarbons or with any other person required by law. any statement or certification 
required by any rule, regulation or order issued thereunder or by any other law, rule, or regulation 
relating to the pricing of crude oil and other liquid hyarccarbons or the taxation thereof. To the 
extent that Operator may by law be authorized to do so. Non-Operators hereby authorize Operator 
to agree with any purchaser to relieve Operator (in whole or in part as Operator may determine) of 
any filing or csmficanon requirements. In making any filing or certification with any purchaser of 
crude oil or other liquid hydrrxarbons, each Non-Operator 'hall be solely responsible for furnishing 
to Operator or such purchaser or any other person required by law any exemption certificate, 
independent producer certificate or any other evidence required by law to entitle Non-Operator to a 
higher pnce for the sale of his production or for a lower rate of tax thereon, and upon a Non-
Operator's failure to furnish the same. Operator shall certify to such purchaser for such Non-
Operator's interest the lower price and/or higher rate of tax. Operator shall have no duty to seek 
any refunds on behalf of any Non-Operator of any overpayment of any tax to which any Non-
Operator may be entitled by law. 

2. Refunds: 

In the event any Nor-Operator receives a greater sum for the sale of its share of production 
than that to which such Non-Operator is entitled, such Non-Operator shall promptly refund any 
excess sums so collected to the person endued thereto together with any mterest thereon required by 
law. In the event Operator is required for any reason to make any such refund on any Non-
Operator's behalf and such Non-Operator refuses upon Operator's request to reimburse Operator 
for the amount so paid, then Operator, in adriition to any other rights or remedies which it may 
have as a result of making such refund, (i) shail have the lien provided by Arucie VTJ.B. to secure 
such reimbursement and (ii) shall be authorized to collect from Non-Operator's purchaser of 
production all revenues attributable to Non-Operairx'J share of producdon until the full amount 
required to be paid or icrunded by Non-Operator has been recovered. 

3. Operators liability: 

Ctperaaor shall use its beat judgment in malting any of the filings and cerofkancris referred 
to above in prosecuting any fiUrigs and applications. Flowever, in no event shall Operaror have any 
liability to any Non-Operator in maJdng and prosecuting any such filing or in rendering any 
statement or cerufkarion, absent bad faith, gross iiegligence or willful miscoriduct. Any penalties 
incurred as a result of any incorrect certiftabon, statement or filing shall, in absence of bad faith, 
gross negligence or willful misconduct, be charged to the parties owning the producdon to which 
the penalty pertains. In no event shall any error by Operator relieve any hrbn-Operator of the 
liability for any refund under PiJigrsph 3 above. 

G. OPERATOR PROTECTION 

I. Assignment: 

No assignment or other transfer or disposition of an interest subject to this Aareement shall 
be dfetive as to Operator or the other parte, hereto until the first day of the month following the 
month in which (i) Operator reserves ao autheraicaied copy of the iristTument evxienang such 
assignment, transfer or <ti«r*»rif»i aad (ii) the person receiving such assignment, transfer or 
disposition has become cougaied by instrument satisfactory to Operator to observe, perform and be 
bound by all of the covenants, terms and coridirions of this Agreement. Prior to such date, neither 
Operator nor any ctther party shall be required to reragruze such assignment, transfer or (iisprwnon 
for any purpose but may continue to deal exclusively with the party making such assignment, 
transfer, or disposition in ail rnanen under this Agreement inducting billings. No assortment or 
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other transfer or disposition of an interest subject to this Agreement shall relieve a party of its 
obligations accrued prior to the effective date aforesaid. Further, no assignment, transfer or other 
disposition shall relieve any party of its liability for its share of costs and expenses which may be 
incurred in any operation to which such parry has previously agreed or consented prior to the 
effec-ve date aforesaid for the drilling, testing, compieung and equipping, reworking, 
recompieting, side-tracking, deepening, plugging-back. or plugging and abandoning of a well even 
though such operation is performed after said effective date, subject however to such party's nght 
to elect not to participate in completion operations under Article VI.B and Article VTJ.D, Option 
No. 2., not previously consented to. 

2. Attorneys Fees: 

In the event any party hereto shall ever be required to bring legal proceedings m order to 
collect any sums due from any party under this Agreement, then party or paities shall also be 
entitled to recover all court costs, costs of collection and a reasonable attorney's fee, which the lien 
provided for herein shall also secure. 

H. PERPETUITIES 

It is not the intent of the parties that any provision herein violate any applicable law 
regarding the rule against perpetuities, the suspension of the absolute power of alienation or other 
rule regarding the vesting or duration of estates, and this agreement shall be construed as not 
violating such rule to the extent the same can be so construed consistent with the intent of the 
parties. In the event, however, any provision hereof is determined to violate such rule, then such 
provision shall rievertheless be effective for the maximum period (but no longer than the maximum 
period) permitted by such rule which will result in no violation. 

I . NO THIRD-PARTY BENEFICIARY CONTRACT 

This Agreement is made solely for the benefit of those persons who are parties hereto 
(including those persons succeeding to all or part of the interest of an original party if such 
succession is recognized under the other provisions hereof), and no other person shall have or claim 
or be entitled to eriibrce any rights, benefits or obligations under this Agreement. 

J. OPERATOR'S REORGANIZATION AND STATUS CHANGE 

1. rtawidtstaudmg. the second sentence of Article V.B.1, in the event of a transfer of 
all Operator's interest lo a corporation which controls, is controlled by or is under cornmon control 
with Operator or in the event of a transfer of ail Operator's mterest to any person as a part of the 
transfer to such person of all or substantially ail of Operator's oil and gas properties, such transferee 
shall automatically become the successor Operalor without the approval of Non-Operators. 

2. For the purposes of Articie V.B., Operator shall be considered to own an interest in 
the Contract Area if it is a general partner of a limited partnership which owns an interest in the 
Contract Area or if it owns a earned or reversionary working interest in the Contract Area. 

K. OVERHEAD RATE ADJUSTMENT PROVISIONS 

In the event the drilling well rates or the producing well rata provided for in Section 
fU.l.AO) of the AoaMvting Procedure shall ever be lest than the prevailing rata being charged by 
financially responsible prudent operators in the area for coritparabte operations, then Operator may 
give written notice of such higher prevailing rates to Ncn<>perators. The higher prevailing rates 
specified in said nooce shall become the effective rata rtemitiet as of the first day of the month 
fc4kiwuig thirty (30) days from the giving of said nooce unless a Ncn-Operaior by written nonce to 
Operaior within said thirty-day period shall do either of the following: 
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(a) Object to the proposed rates on the basis the same does not represent the prevailing 
rate as aforesaid. In such event, the parties shall attempt to agree upon such 
prevailing'rates, failing which such rates shall be determined by law. 

(b) Propose to operate for a lesser rate (which shall never be less than the rate then in 
effect under the Agreement) than that proposed by Opera-ors nouce. In this event 
Non-Operator shall take over operarions as of the beginning of the month following 
said thirty-day period unless the existing Operator shall agree to operate at such lesser 
rate. 

Any new rates established pursuant to this provision shall be subject to adjustment in the manner 
provided by Section 1H.1.A.(3) of the Accounting Procedure, but otherwise the procedure set out in 
these provisions shall not be exercised on a greater frequency than once each twelve months. 

L. BANKRUPTCY 

If, following the granting of relief under the Bankruptcy Code to any party hereto as debtor 
thereunder, this Agreement should be held to be an executory contract within the meaning of 11 
U.S.C. §365, then the Operator, or (if the Operator is the debtor in bankruptcy) any other party, 
shall be entitled to a determination by debtor or any trustee for debtor within thirty (30) days from 
the date an order for relief is entered under the Bankruptcy Code as to the rejection or assurnption 
of this Operating Agreement In the event of an assumption. Operator or said other party shall be 
entitled to **Wpian» assurances as to future performance of debtor's obligation hereunder and the 
protection of the interest of all other parties. 
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V A . P . L . F O R M 610 - MODEL FORM O P E R A T I N G A G R E E M E N T - 1982 

ARTICLE X V I . 

MISCELLANEOUS 

This, agreement shall be binding upon and shall inure to the benelii oi the parties hereto and to their respective heirs, devisees, 
egal representatives, successors and assigns. 

7his instrument may be executed in anv numDer or counterparts, each ol which shall be consiaerw an original lor all purposes. 

IN WITNESS WHEREOF, tha agreement shall be elective as ot . 1st . dav ol . May 19. 96 
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16 

17 

18 

19 

:o 
.'1 

O P E R A T O R 

SANTA FE ENERGY RESOURCES, INC. 
APPROVEO 

— 

R. I . A r n o l d , A t t o r n e y - i n - F a c t 

\ A AMERADA HESS CORPORATION 

25 
26 

28 B y ; -

29 
30 
31 
32 
33 
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68 
69 
70 

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

SOUTHWESTERN ENERGY PRODUCTION COMPANY 

By:. 

S l f u c u r * t * t * to Operating 

d«.< May 1st. 1996 

Baucho Unit Well ffl ArM/FUld/Uo 

C o u a c W M C M l of 



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

ARTICLE X V I . 

MISCELLANEOUS 

This agreement shail be binding upon and shall inure to the benefit ot the parnes hereto and to their respective heirs, devisees, 
egal representatives, successors and assigns. 

This instrument may be executed in anv number ot counterparts, eacn ot which shall be considered an original lor ail purposes. 

IN WITNESS WHEREOF, this agreement shall be etlecove as ol l s t day ol M a y 19. 96 

:o 

i i 
12 
13 
14 
n 
16 

OPERATOR 

APPROVED SANTA FE ENERGY RESOURCES, INC. 

I V . 

By: 
R. I . Arnold, Attorney-in-Fact 

23 
,4 AMERADA HESS CORPORATION 
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28 B v : 

N O N - O P E R A T O R S 
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31 
32 
33 
34 
35 

36 
37 
38 

39 
40 
41 
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43 
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49 
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51 
52 
53 
54 
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60 
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66 

67 
68 
69 
70 

SOUTHWESTERN PRODUCTION COMPANY 

B r i c k R o b i n s o n 

A t t o r n e y - i n - F a c t 

Gaucho Unit Well III 

Slputurt f«l« to 0?«r«lln| M " 

4»t.4 May l s t . 1996 

Aru/rield/Ui 

Tipa 



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

ARTICLE XVI. 

MISCELLANEOUS 

This agreement shail be binding upon and shall inure ro rhe beneiit ot the parues hereto and to their respective heirs, devisees, 

egal representatives, successors ana assigns. 

This instrument mav be executed in anv numDer ot counterparts, each ot which shall be considered an original for ail purposes. 

IN WITNESS WHEREOF, this agreement shall be etfective as ot . 
10 

11 
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21 

23 
24 AMERADA HESS CORPORATION 

23 
26 

23 B y : 

29 
30 
31 
32 
33 

l s t . dav ot . May 19. 96 

OPERATOR 

APPROVED SANTA FE ENERGY RESOURCES, INC. 

3 
TW>-

By: 
/ 

c R. I . A r n o l d , A t t o r n e y - i n - F a c t 

34 
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38 
39 
40 
41 
42 
43 
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45 
46 
47 
48 

49 
50 
51 
52 
53 
54 
35 
56 
57 
58 

39 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 

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

SOUTHWESTERN ENERGY PRODUCTION COMPANY 

B y : 

Sifnatun f»l« to 0»«ratln| 

4.c.4 May 1 s t . 1996 

Baucho Unit Well ffl Arai/ricld/Ui 

CouoXT/MCMI of 



A.A.P.L. FORM 610 - iviODEL FORM OPERATING AGREEMENT^ 982 

ARTICLE X V I . 

MISCELLANEOUS 

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

This instrument may be executed in any number ol counterparts, each oi which shall be considered an original lor «U purposes. 

IN WITNESS WHEREOF, this agreement shall be etfective as of l s t day of M a y 

.1 

9 

10 

11 

12 

13 

14 

15 

16 

19 

:o 
21 

23 
AMERADA HESS CORPORATION 

25 

26 

27 

2R 

19. 96 

OPERATOR 
APPROVED^ SANTA FE ENERGY RESOURCES, INC. 

I . Arnold, Attorney-in-Fact 

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

SOUTHWESTERN Y PRODUCTION COMPANY 

29 
30 
31 R o b e r t E . L a n d r e t h 

32 

f . B r i c k R o b i n s o n 

A t t o r n e y - i n - F a c t 

33 Bv: \'.,.^ \ 
34 HoberL E 

35 
36 
37 
38 
39 
40 
41 
42 
43 
44 ' 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 

:.andreth 

Slanatur* ra|« Co Oparotlna Aar» 

«.<.. May 1st. 1996 

Gaucho Unit W>11 III 

, I.P.a Cauaty/hKMfl «t 

tuu *t New Mexico 



EXHIBIT "A 

Attached to and made a part of that certain Operating Agreement dated May lst, 1996 
by and between Santa Fe Energy Resources, Inc., as Operator, and Southwestern 
Energy Production Company, as non-operator. 

I. CONTRACT AREA A: 

Initial Well located 1650' FNL & 1650' FEL Section 29, T-22-S, R-34-E 
and being the proration unit dedicated to the initial well. 

CONTRACT AREA B: 

T-22-S. R-33-E 
Section 25: All 

Section 17 All 
Section 18 All 
Section 19 All 
Section 20 All 
Section 29 All 
Section 30 All 

CONTRACT AREA C: 

T-22-S. R-34-E 
Section 28: All 

II. INTEREST OF PARTIES IN CONTRACT AREA: 

Contract Area A: 

INITIAL WELL (If completer :om surface to base of the Morrow) 

Company Wl 

Santa Fe Energy Resources, Inc. 50.0% 
Southwestern Energy 50.0% 
Production Company 100.0% 

INITIAL WELL (If completed below the base of the Morrow) 

Company 
Wl 

BPO 
Wl 

APO 

Santa Fe Energy Resources, Inc. 
550 West Texas, Suite 1330 
Midland, Texas 79701 

50.0% 37.5% 

Southwestern Energy Prod. Company 
5600 North May Ave. 
Suite 200 
Oklahoma City, Oklahoma 73112-3979 

50.0% 37.5% 

Amerada Hess Corporation -0- 25.0% 
P.O. Box 2040 
Houston, Texas 77252-2040 

100.0% 100.0% 

WOA294-1 



Contract Area B: 

Company Wl 

Santa Fe Energy Resources, Inc. 
Southwestern Energy Production Company 

50 0% 
50.0% 

100.0% 

Contract Area C: 

Company 

Santa Fe Energy Resources, Inc. 
Southwestern Energy Production Company 
Amerada Hess Corporation 

Wl 

25.0% 
25.0% 
50.0% 

100.0% 

III. SCHEDULE OF LEASES AND LANDS: 

Lease #1 

Lease Wl: 

Fed. Lease tt: 
Date: 
Lessor: 
Lessee: 
Description: 

Fed. Lease #: 
Date: 
Lessor: 
Lessee: 
Description: 

NM-66271 
June 1, 1986 
United States of America 
Vincent J. Duncan 
T-22-S. R-33-E 
Section 25: NE/4 
T-22-S. R-34-E 
Section 30: SE/4 
Lea County, New Mexico 

NM-61360 
July 1, 1985 
United States of America 
G. B. Zimmerman 
Insofar and only insofar as 
lease covers 
T-22-S. R-33-E 
Section 25: W/2 
Lea County, New Mexico 

Lease #3: 

Lease #4: 

Fed. Lease #: 
Date: 
Lessor: 
Lessee: 
Description: 

Fed. Lease #: 
Date: 
Lessor: 
Lessee: 
Description: 

NM-92781 
March 1, 1994 
United States of America 
Santa Fe Energy Operating Partners, L.P. 
T-22-S. R-34-E 
Section 17 
Section 19 
Section 20 

All 
Lots 3 & 4, E/2 SW/4, SE/4 
SW/4 

Lea County, New Mexico 

NM-66272 
July 1, 1986 
United States of America 
Peter Press 
T-22-S. R-34-E 
Section 18: Lots 3 & 4, E/2 SW/4, 
Section 19: E/2NE/4, NW/4NE/4 
Lea County, New Mexico 

SE/4 

WOA294-2 



Lease #5: 

Lease #6: 

Lease #7: 

Lease #8: 

Fed. Lease it: 
Date: 
Lessor: 
Lessee: 
Description 

Fed. Lease rt: 
Date: 
Lessor: 
Lessee: 
Description: 

Fed. Lease It: 
Date: 
Lessor: 
Lessee: 
Description: 

Fed. Lease li: 
Date: 
Lessor: 
Lessee: 
Description: 

NM-69596 
December I , 1987 
United States of America 
Lynn A. Sawyer 
T-22-S,R-34-E 
Section 18 
Section 19 
Section 29 
Section 30 

Lots 
Lots 
W/2 

Lots 

& 2, NE/4, E/2NW/4 
& 2, SW/4NE4, E/2NW/4 

-4, NE/4, E/2W/2 
Lea County, New Mexico 

NM-070544 
July 1, 1949 
United States of America 
William J. Ricker 
Insofar and only insofar as lease covers 
T-22-S. R-34-E 
Section 20: NE/4, SW/4 
Lea County, New Mexico 

NM-94623 
March 1, 1995 
United States of America 
Santa Fe Energy Resources, Inc 
T-22-S. R-34-E 
Section 28: All 
Lea County, New Mexico 

NM-96050 
December 1, 1995 
United States of America 
J O. Easley, Inc. 
T-22-S. R-34-E 
Section 29: NE/4 
Lea County, New Mexico 

IV. SUBJECT TO: 

A. Gaucho Unit Agreement dated December 20, 1995 and approved by 
the United States Department of the Interior, Bureau of Land 
Management effective March 20, 1996 between Santa Fe Energy 
Resources, Inc., as Operator and Southwestern Energy Production 
Company, et al, as Non-Operators. 

B. Farmout Agreement dated February 20, 1996 between Amerada Hess 
Corporation and Santa Fe Energy Resources, Inc. covering the SE/4 
Section 29, T-22-S, R-34-E, as to depths below the base of the Morrow 
formation. 

WOA294-3 



EXHIBIT "B" 

Attached to and made a part of that certain Operating Agreement dated 
Mav l s t . 1996 , by and between Santa Fe Energy 
Resources. Inc. , aa Operator and Southwestern 
Energy Production Company, et al , ag Non-Operators. 

OMITTED 



W I S H 601, » r a 

cow mm »rt»<1 bv '«» Courto 

EXHIBIT 
\ttached to md made a part of chat certain Operating Agreement dated Hay 1st, 1996 
bv and between Santa Fe Energy Resources, Inc. aa Operator, and Southwestern 
Energy Production Company, et a l as Son-Ooerators. 

ACCOUNTING PROCEDURE 
JOINT OPERATIONS 

I. GENERAL PROVISIONS 

t. Definitions 

"Joint Property ' shall mean the real and personal property subject lo the agreement to which this Accounting Procedm 
is attached. 
"Joint Operations" shall mean all operations necessary or proper for the development operation, protection and maint 
nance of the Joint Property. 
"Joint Account" shall mean the account showing the charges paid and credits received in the conduct of the Joint Oper 
tions and which are to be shared by the Parties. 
"Operator" shail mean the party designated to conduct the Joint Operations. 
"Non-Operators'' shall mean the Parties to this agreement other than the Operator. 
"Parties" shall mean Operator and Non-Operators. 
"First Level Supervisors" shall mean those employees whose primary function in Joint Operations is the direct supervisn 
of other employees and/or contract labor directly employed on the Joint Property in a field operating capacity. 
Technical Employees" shall mean those employees having special and specific engineering, geological or other profi 

sionai skills, and whose primary function in Joint Operations is the handling of specific operating conditions and problei 
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 

most recently recommended by the Council of Petroleum Accountants Societies. 

2. Statement and Billing* 

Operator snail bill Non-Operators on or before the last day of each month for their proportionate share of the Joint , 
count for the preceding month. Sues bills will be accompanied by statements which identify the authority for expenditu 
lease or facility, aad all charges and credits summarized by appropriate classifications of investment and expense exc 
that items of ControllabU Material and unusual charges and credits shail be separately identified and fully described 
detail. 

Advances and Payments by Non-Opera ton 
t h i r t y (30) 

A. Unless otherwise provided for in the agreement the Operator may require the Non-Operators to advance tl 
share of estimated cash outlay for the succeeding month's operation within SfttflOstiUB days after receipt of the 1 
ing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust e 
monthly billing to reflect advances received from the Non-Operators. 

t h i r t y (30) 
3. Each Non-Operator shall pay its proportion of all hills within IstsssDXSttt days after receipt. If payment is not m 

within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at Thf Chase— 
Minhi fr in Rank o n th, first day 0 f the month in which delinquency occurs plus 2k or the mix in 

contract rate permitted by the applicable usury laws in the slat* in which the Joint Property is located, whichi 
is the lesser, plus attorney's fees, court costs, and other coats in connection with the collection of unpaid amoun 

4. Adjustments 

Payment of any such bills shall not prejudice the right of any Non-Opera tor to pretest or question the wrrwinre thei 
provided, however, all bills and statements rendered ta Non-Operators by Operator during tny calendar year -ha.il 
clusively be presumed to be true and correct afler twenty-four (241 months following the end of any such calendar * 
unless within the said twenty-four 124) month period a Non-Operator takes written exception thereto and make-* i lair 
Operator for adjustment. No adjustment favorable to Operator shail be made unless it ia made within the same pr«-< r 
period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of Conirnll 
Mairrtal as provided for in Seetion V 

COPYRICHT* 1985 by the Council of Petroleum Accountants Societies. 



Audits 

A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the nght to audit Opera­
tor's accounts and records relating to the Joint Account for any calendar year within the twenty-four 124> month 
period following the end of such calendar year: provided, however, the making of an audit shall not extend the time 
for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this Section 
I Where there are two or more Non-Operators, the Non-Operators shall make every reasonaDle effort to conduct a 
joint audit in a manner which will result in a minimum of inconvenience to the Operator. Operator shall bear no por­
tion of the Non-Operators audit cost incurred under this paragraph unless agreed to by the Operator. The audits 
ihall not be conducted more than once each year without prior approval of Operator, except upon the resignation or 
removal of the Operator, and shall be made at the expense of those Non-Operators approving such audit. 

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

6. Approval By Non-Operators 

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

I I . DIRECT CHARGES 

Operator shall charge the Joint Account with the following items: 

1. Ecological and Environmental 

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

2. Rentals and Royalties 

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

3. Labor 

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

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

(3) Salaries aad nappes of Technical Employees directly employed on the Joint Property if such charges are exclude 
from tho i 

(4) Salaries aad eat as of Technical Employees either temporarily or permanently assigned to and directly employe 
in tho < n— Ml low of tts* Joint Property if tuch charges are excluded from the overhead rates. 

B. Operator's coat of holiday, vacation, sicknaea and disability benefit* and other customary allowances paid to employei 
wnose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section II. Such costs und< 
this Paragraph 3B may be charged on a "when and aa paid basts" or by "percentage assessment" on the amount < 
salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section II. If percentage assessmei 
is used, the rate shall be baaed on the Operator's coat experience. 

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

D. Personal Expenses of those employees whose salaries and wages are chargeable lo the Joint Account under Paragrai 
JA of this Section II. 

Employee Benefit* 

Operator s current costs of established plans for employees group life insurance, hospitalisation, pension, retirement -to 
purchase, thrift bonus, tnd other benefit plans of • like nature, applicable to Operator * labor cost chargeable to ihe i»< 
Account under Paragraph* IA and 38 of this Section II shall be Operator's actual cost not lo exceed the perant m«.i r«ei 
ly recommended by the Council of Petroleum Accountants Societies. 

Material 

Material purchased or furnished by Operalor far us* on th* Joint Property at provided under Section IV Only <uch Mater 
-hall be purchased for or transferred lo the Joint Property u may be required for immediate use and it rrsjon*bl> pro. ii. 
ond itin>i.teni »uh efficient tnd economical operations. Th* accumulation nf »urplu« stocks «nall he avoided 

Transportation 

Trin-uuruii.in uf ,-mplmrv. j n d MaU-rial necessary for (he Joint Operations but subject to th* following limiuin."-

V If Mitmai i« rnuv«| ui the hunt I'mpertv from ihe np*riu>r • »ar»hous» or other properties, no charge -hill ! - • 
io ih, l,„n, \, ,,.um fur .. ,1,-uniT *Tval»r lhan the Ji,un,t from the nearest reliable supply »u>re .here • ,*r 
i. nurmaiU J> jiUUIe nr rail«a* rrvemng puinl nearest ihe Joint Property unless agreed to b> mr t j n -



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

in the application of subparagraphs A and B above, the option to equalize or charge actual trucking cost is available 
-vhen the ac"ja "harge is J400 or less excluding accessorial charges. The i-40<> - i : ! ! be adjusted to the amount most 
recently recommended by the Council of Petroleum Accountants Societies. 

~. Services 

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraoh 
10 of Section 11 and Paragraph i. ii. and iii. of Section I I I . The cost of professional consultant services and contract ser­
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rates. 
The cosuof professional consultant services or contract services of technical personnel not directly engaged on the Joint 
Property shall not be charged to the Joint Account unless previously agreed to by the Parties. 

8. Equipment and Facilities Furnished By Operator 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate 
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense, 
insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to exceed 

twelve percent ( _ L ? _ % ) per annum. Such rates shall not exceed average commercial rates currently pre­
vailing in the immediate area of the Joint Property. 

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

9. Damages and Losses to Joint Property 

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

10. Legal Expense 

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements an< 
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to protec 
or recover the Joint Property, except that no charge for services of Operator's legal staff or fees or expense of outside attor 
neys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be covered by th 
overhead provision*af Soetfaa I I I unless otherwise agreed to by the Parties, except aa provided in Section I . Paragrap 
3. 

11. Taxes 

All taxes of every Und and nature aaaeasad or levied upon or in connection with the Joint Property, the operation thereo 
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad val< 
rem taxes are based in whole or in part upon separate valuations of each party's working interest then notwithstandm 
anything to the contrary herein, charts* to th* Joint Account shail be mad* and paid by th* Parties hereto in accordant 
with the tax value generated by each party's working interest 

12. Insurance 

Net premiums paid for insuranc* required to be carried for the Joint Operation* for the protection of the Parties In tl 
event Joint Operations are conducted in a m i l in which Operalor may act a* self-insurer for Worker's Compensation an, 
or Employer* Liability under th* r*sp*etiv* SUM'S laws. Operator may. at its election, include the risk under it., -el 
insurance program and in lhal event. Operalor shall include a chsrgs at Operator * eoat not lo exceed manual rat,-, 

IS. Abandonment and Reclamation 

Coal* incurred for abandonment of tin Joint Property, including- i-oau required by fovernmtnul or other rn,,.i.,i„ 
authority. 

14. Communication* 

oat of acquiring leasing, s ta l l ing , operating, repairing and maintaining communication systems, including r - j . l , u « 
ucrowsv* facilities directly wrvint th» Joint Property In ih* event communication fictliiiH system* ̂ nmg tne n.. 
roperty are Op»r«iur owned, iharge* lo ihe Joint Arco'int ,h«ll he made a* provided i» Paragraph * nf th.-

IS. Other F.tpenditure* 

*nv ulhrr rtprndilure not loverrd or dealt vuth m ihe forrgumg yruvmonsof ihis Section II or in Secliun III 
i .u fd i r rv i benefit lo ihe Joint Property and ., m.-urrrd the i Iperator in the necewary and pruper .-un.lu. t i r. 
I iperaiKjn-



1 
III. OVERHEAD 

Overhead - Drilling and Producing Operations 

As compensation for administrative, supervision, office services and warenousing costs. Operator shall charge dnilinj 
and prooucng operations on either: 

X 1 Fixed Rate Basis. Paragraph IA. or 
' i Percentage Basis. Paragraph IB 

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs ano expenses of all offices and salane 
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragrapi 
!A. Section 11. The cost and expense of services from outside sources in connection with matters of taxation, traffic 
accounting or matters before or involving governmental agencies shall be considered as included in the overhead rate 
provided for in the above selected Paragrapn of this Section I I I unless such cost and expense are agreed to bv th 
Parties as a direct charge to the Joint Account. 

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

i I shall be covered by the overhead rates, or 
iX ) shall not be covered by the overhead rates. 

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

I ) 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 S 6.000.00 

(Prorated for less than a full month) 

Producing Well Rate t 600-00 

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

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

ing rig, completion rig. or other units used in completion of the well is released, whichever is later, exo 
that no charge shail be made during suspension of drilling or completion operations for fifteen 115) 
more consecutive calendar days. 

(2) Charges for well* undergoing any type of workover or recompletion for a period of five 15) consecut 
work days or more shail be made at the drilling well rate. Such charges shall be applied for the per 
from data workover operations, with rig or other units used in workover. commence through date of 
or othar unit release, except that no charge shail be made during suspension of operations for f i f t 
(IS) or more eonaocutive calendar days. 

lb) Producing Well Rates 

(I) An active well either produced OE injected into for any portion of the month shall be considered as a ( 
well charge for the entire month. 

12) Each active completion in a multi-completed well in which production is not commingled down hole s 
be considered ss a one-well charge providing each completion is considered a separate well by the govt 
ing regulatory authority. 

13) An inactive gaa weil shut in because of overproduction or failure of purchaser to take the production s 
be considered as a one-well charge providing the gas well is directly connected to a permanent s 
outlet. 

(4) A one-well charge shall be made for the month in which plug*™*" and abandonment operations are c 
pleted on any well. This one-well charge shall be made whether or not the well has produced except « 
drilling well rate applies. 

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

' u The well rates shall be adjusted as of the first day of April each year following the effective date of the agreet 
to which this Accounting Procedure is attached. The adjustment shail be computed by multiplying the rate 
remlv in use bv the percentage increase or decrease in ihe average weekly earnings of Crude Petroleum and 
Produclion Workers for the last calendar year compared to the calendar vear preceding as shown by the r 
of average weekly earnings of Crude Petroleum and lias Production Worker? as published by the United S 
Department of Labor. Bureau uf l-abor .Statistics, or the equivalent Canaaian index is published by Stan 
' anaila. ; i - .iKplu-alile. The uutusled rate- -hall lie the rates currentlv in u-e plus nr minus the computet 

i . - i n i v i i i . 

H iKerhead - Percentage Basis 

I i i iperaior ''hall charge the .luint Account at the following rates: 
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i a I Development 

Percent I M of the cost of development ot the Joint Property exclusive of costs r—'vided 

under Paragrapn 10 of Section II ana ail salvage credits. 

•ni Operating 

Percent ( f>) of the cost of operating the Joint Property exclusive of costs provided under 
Paragrapns 2 and 10 of Section I I . all salvage credits, the value of injected suo.stances purchaser for secondary 
recoverv and all taxes and assessments which are levied, assessed and paia upon the mineral interest in and 
to the Joint Property. 

'-) Application of Overnead - Percentage Basis snail be as follows: 

For the purpose of determining charges on a percentage basis under Paragraph IB of this Section III . development 
shall include all costs in connection with drilling, redrilling. deepening, or anv remedial operations on any or all 
•veils 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 weil 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 I I I . All other costs shall be considered as operating. 

Overhead - Major Construction 

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of 
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the 
Joint Property. Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint 
Account for overhead based on the following rates for any Major Construction project in excess of S 2S.QQo.00 : 

A 5 % of first $100,000 or total cost if less, plus 

B. ? % of costs in excess of $100,000 but less than $ 1,000.000. plus 

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

Totai cost shall mean the gross cost of any one project For the purpose of this paragraph, the component parts of a single 
project shall nol be treated separately and the cost of drilling and workover wells and artificial lift equipment shall be 
excluded. 

3. Catastrophe Overhead 

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

A 3 % of total costs through $100,000-. plus 

B 1 % of total costs in w m of $100,000 but leas than $1,000,000: plus 

C 1 % of total cost* in excess of $1,000,000. 

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

4. Amendment of Rate* 

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

IV PRICING OF JOINT ACCOUNT M A T E R I A L PURCHASES. TRANSFERS AND DISPOSITIONS 

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material move 
menu affecting the Joint Property. Operator shall provide all Material for use on the Joint Property, however, at Operator 
option, such Materiel may be supplied by th* Non-Operator. Operator shall make timely disposition of idle snd/or surplu 
Material, such disposal being mad* either through tale to Operator or Non-Operator, divition in kind, or sale to outsider! 
Operator may purchase, but thall be under no obligation to purchase, interest of Non-Operators in surplus condition A or I 
Material The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties. 

t Purchases 

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

- Transfer* and Oispusitiun* 

Material furnished to the Joint Propertv and Material transferred from ihe Joinl Property or disposed of by the Operato 
jniess otherwise agreed io b> ihe Parlies, shall be priced on the following basis exclusive of cash discounts: 
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A. Sew Matenal (Condition A). 

i l l Tabular Goods Other than Line Pipe 

| a) Tubular goods, sized 2\ inches OD and larger, except line pipe, shall be priced at Eastern mill published 
carload base prices' effective as of date of movement plus transportation cost using the 80.000 pound carload 
weight oasis to the railway receiving point nearest the Joint Property for wnich published rail rates for 
tubular goods exist. If the 80.000 pound rail rate is not offered, the 70.000 pound or 90.000 pound rail rate 
may be used. Freight charges for tubing will be calculated from Lorain. Ohio and casing from Voungstown. 
Ohio. 

1 bi For grades which are special to one mill only, prices shall be computed at the mtil base of that mill plus trans­
portation cost from that mill to the railway receiving point nearest the Joint Property as provided above in 
Paragraph 2.A.(Ua). For transportation cost from points other than Eastern mills, the 30.000 pound Oil Field 
Haulers Association interstate truck rate shall be used. 

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

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

(2) Line Pipe 

(a) Line pipe movements I except size 24 inch OD and larger with walls inch and over) 30.000 pounds or more 
shall be priced under provisions of tubular goods pricing in Paragraph A.UXal as provided above. Freight 
charges shall be calculated from Lorain. Ohio. 

(b) Line pipe movements (except size 24 inch OD and larger with walls V, inch and overl less than 30.000 pounds 
shall be priced at Eastern mill published carload base prices effective ss of date of shipment, plus 20 percent 
plus transportation costs based on freight rates as set forth under provisions of tubular goods pricing in Para­
graph A.( IX a) as provided above. Freight charges shall be calculated from Lorain. Ohio. 

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

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

(3) Other Material thaJJ be priced at th* current new price, in effect at dat* of movement as listed by a reliable supply 
store nearest th* Joint Property, or point of manufacture, plus transportation costs, if applicable, to the railway 
receiving point no*ra*I th* Joint Property. 

(4) Unused new Ifctaartai. except tabular goods, moved from th* Joint Property shall be priced at the current new 
price, in effect ea dat* of umoiuout sa listed by a reliable supply store nearest the Joint Property, or point of 
manufacture, plus transportation coat*, if applicable, to the railway receiving point nearest the Joint Property. 
Unused new tubular* will be priced as provided above in Paragraph 2 A l l ) and (2). 

B. Good Used Material (Condition B) 

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

11) Material moved to th* Joint Property 

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

12) Material used on and moved from the Joint Property 

la) At seventy-five percent (75*) of current new price, as determined by Paragraph A. if Material was originally 
charged to th* Joint Account u new Matenal or 

l bl At *ixty-fiv* percent (68%) of current new prie*. as determined by Paragraph A. if Material was originally 
charged to th* Joint Account aa used Matonal. 

i l l Material not ua*d on and moved from th* Joint Property 

At **Y«niy-fiv» percent (75%) of eurrtnt n«w prie* u d*t*nnin*d by P*rigT»P" A 

The cost of rtconditioninf, if any. shall bt ibtorbtd by the transferrin! property 

< iHher Used Material 

• l i IUndition C 

Material »hich i , not in *jund and -ervicrsble rondmon and not ,uiiaole lor its onrmal function until after recon^ 
dmoning shall be priced at fiftv percent i50%l of current new price aa determined by Paragraph A The cost of 
reconditioning shall be charged to the receiving propertv provided Condition C value plus cost of reconditioning 
does not exceed Condition B value 
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2) Condition D 

Matenal. excluding junk, no longer suitable for its ongmai purpose, but usable for some other purpose shall be 
priced on a basis commensurate with its use. Operator mav dispose of Condition D Material under procedures 
normally used by Operator without prior approval of N'on-Uperators. 

<ai t as.-'i : ;bing. or drill pipe used as line pipe shall be priced as Grade - and B ; .mless line pipe of com­
parable size and weight. Used casing, tubing or dnii pipe utilized as line pipe snail be priced at used line 
mpe prices. 

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

Ll) Condition E 

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

D. Obsolete Matenal 

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

E. Pricing Conditions 

11) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25*) per hundred 
weight on all tubular goods movements, in lieu of acrual loading or unloading costs sustained at the stocking 
point. The above raw -nail be adjusted as of the first day of April each year following January 1. 1986 by the same 
percentage increase or decrease used to adjust overhead rates in Section UI . Paragraph l.A(3). Each year, the 
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next 
year. Such rate shall be published each year by the Council of Petroleum Accountants Societies. 

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

3. Premium Prices 

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

A. Warranty of Material Furnished By Operator 

Operator does not warraat tbo Material furnished. In ease ot defective Material, credit shall not be peaaed to the Joint 
Account until adjustment has bean received by Operator from the manufacturers or their agents. 

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventors**. Notice and Representation 

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

>. Reconciliation and Adjustment of Inventoriea 

Adju«tments to the Joint Account resulting from tho reconciliation of a physical inventory shall be mad* within su 
months following the taking of th* inventory. Inventory adjustments shall be made by Operator to the Joint Account foi 
overages and shortages, but Operator thall be held accountable only for ihortage* due to lack of reasonable diligence. 

:!. Special Inven tori** 

Special inventories may be taken whenever t h m ts anv sal*, change of interest or change of Operator in the Joint Propert> 
Ii -hall be ihe dutv of the partv selling to notifv all other Parties aa quickly as poatible after the transfer of interest taJie 
Place In <uch cases both the seller and the purchaser shail be governed by such inventory In cases involving a chang 
.f Operalor all Parties shall be governed by such inventory. 

1 Expense of Conducting Inventories 

•, ,x -lu.i:-.' :..-r..»ii«- ••v.-ni..nr, -nail n..| • . -.irged f> me .l..mt Wc>unt :-..*«> an reed M >>- •-. 
I'artir-

I ! Th, r i W n v of inducting special inventories shall be charged to the Parties requesting such inventories, except it 
rntune-i required due to change of Operator shall be charged to ihe Joint Account 



EXHIBIT "D" 

INSURANCE 

Attached hereto and made a part of that certain Operating Agreement dated 
Mav lst . 1996 , by and between Santa Fe Energy 

Resources, Inc. , as Operator and Southwestern Energy 
Production Company, et al t as Non-Operatora. 

Operator shail at all times during the terms of this Agreement or an extension thereof, and 
at all times relative thereto, carry insurance to protect the parties hereto as follows: 

(a) Statutory Workmen's Compensation Insurance as may be required in the state or states 
where work under this Agreement, or activities relative thereto, will be performed, plus Workmen's 
Compensation Insurance as may be required by Federal Law, if applicable, plus Employers Liability 
Insurance. 

(b) Public Liability Insurance with bodily injury limits of not less than $100,000 for death 
or injury to one person, and not less than $300,000 for death or injury to more than one person in 
any one accident; and Public Liability property damage liability insurance with a limit of not less 
than $ 100,000 for any one accident for loss of or destruction of, or damage to property. Said public 
Liability insurance shall include Contractual Liability coverage and shall include Products Liability 
and Completed Operations coverage. 

(c) Automobile Liability Insurance with bodily injury policy limits of not less than $ 100,000 
for death or injury to one person, or not less than $300,00 for death or injury to more than one 
person in any one accident and property damage liability insurance with a limit of not less than 
$100,000 for any one accident, for loss of or destruction of or damage to property. 

(d) Insurance coverage of the types and amounts as set out in subsections (a), (b) and (c) 
hereinabove on subcontractors, service companies, and all others who may have bee engaged, 
contracted with, or otherwise employed by Operator in the performance of this Agreement with such 
insurance coverage to cover the subcontractors, service companies, or others so employed and all 
of their employees, except that Operator may require each such subcontractor, service company, or 
other person or organization to provide his, its or their own insurance coverage of the types and in 
the amounts specified hereinabove, and such person or organization, under such circumstances, shall 
furnish to Operator Certificates of Insurance as evidence of such insurance coverage. 
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EXHIBIT "E" 

Attached to that certain Operating Agreement dated 
May 1, 1996 by and between SANTA FE ENERGY RESOURCES. INC.. as 

Operalor. and Southwestern Energy Production Company, et al. as Non-Operator 

GAS STORAGE AND BALANCING AGREEMENT 

1. In accordance with the terms of the Operating Agreement to which this Exhibit "E" 
Gas Storage and Balancing Agreement is attached, each Party thereto has the right to take its 
share of gas produced from lands subject to said Operating Agreement and market the same. In 
the event any of the Parties hereto is not at any time taking or marketing its share of gas or has 
contracted to sell its share of gas produced to a purchaser which does not at any time while this 
Agreement is in effect take the full share of gas attributable to the interest of such Party, the terms 
of this Agreement shall automatically become effective. 

2. During the period or periods when any Party hereto has no market for all of its share of 
gas produced or its purchaser does not take its full share of gas produced, the other Parties shall 
be entitled to produce each month in proportion to their respective rights of participation in this 
production one hundred percent (100%) of the allowable assigned or, in the absence of an 
assigned allowable, the maximum production capacity, and said other Parties shall be entitled to 
take and deliver to its or their purchaser such gas production; provided, however, no Party shall 
be entitled to produce, own and dispose of each month more than two hundred percent (200%) of 
its share of the allowable or maximum production capacity, as the case may be, unless it has gas in 
storage. Any such Party taking or marketing gas production in excess of the amount to which it 
would have been entitled had al! Parties taken their respective shares is hereinafter referred to as 
an "Overproduced Party". All Parties hereto shall share in and own the liquid hydrocarbons 
recovered from such gas by lease equipment in accordance with their respective interests and 
subject to the Operating Agreement, but the Party or Parties taking such gas shall own all of such 
gas delivered to its or their purchaser. 

3. On a cumulative basis, each Party (hereinafter referred to as an "Underproduced 
Party") not taking or marketing its full share of the gas produced shall be credited with gas in 
storage equal to its full share of the gas produced under this Agreement, less its share of gas used 
in lease operations, vented or lost, and less that portion such Party took or delivered to its 
purchaser. The Operator (as that term is defined in the Operating Agreement) will maintain a 
current account of the gas balance between the Parties and will furnish all Parties hereto monthly 
statements showing the total quantity of gas produced, the amount used in lease operations, 
vented or lost, the total quantity of liquid hydrocarbons recovered therefrom, and the monthly and 
cumulative over-and-under account of each Party. 

4. Each Party producing, taking or delivering gas to its purchaser shall pay severance 
taxes, excise taxes, royalties, overriding royalties, production payments and other such payments 
and taxes on production for which it is obligated by law or by lease or contract (including the 
Operating Agreement), and nothing in this Gas Balancing Agreement shall be construed as 
affecting such obligations. Each Party hereto agrees to indemnify and hold harmless the other 
Parties hereto against all claims, losses or liabilities arising out of its failure to fulfill such 
obligations. 

5. After 30 days notice to the Operator, any Underproduced Party at any time may begin 
taking or delivering to its purchaser its full share of the gas produced less such Party's share of 
gas used in operations, vented or lost. In addition to such share, each such Underproduced Party 
including the Operator, until it has recovered its gas in storage and balanced the gas account as to 
its interest, shall be entitled to take or deliver to its purchaser a share of gas determined by 
multiplying 50% of the interest in the current gas production of the Overproduced Party or Parties 
by a fraction, the numerator of which is the interest of such Underproduced Party and the 
denominator of which is the total percentage interest of all Underproduced Parties currently 
taking or delivering to a purchaser. Notwithstanding the foregoing, no Underproduced Party shall 
be allowed to recover its gas in storage as provided herein during the months of November, 
December, January and February. 
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6. Nothing herein shall be construed to deny any Party the right from time to time, to 
produce and take or deliver to its purchaser its full share of the gas production to meet the 
deliverability tests required by its purchaser. 

7. When the gas sales from a reservoir in well permanently cease, Operator shall be 
responsible to determine the final accounting of underproduction and overproduction and each 
Overproduced Party shall account to and compensate each Underproduced Party with a sum of 
money equal to the amount actually received, less applicable taxes, by an Overproduced Party 
from the sale of that part of the total cumulative volume of gas produced which the 
Underproduced Party was entitled to take and payment for such overproduction shall be in the 
order of accrual, provided, that if such Overproduced Party has paid the royalties attributable to 
such overproduction to which the Underproduced Party's interest is subject, the amount of such 
royalties shall be deducted from such payment. As to any gas which any Party hereto may take 
for its own use or sell to a third Party purchaser affiliated with such selling Party, such amount of 
money payable for the amount of such gas which such Party has taken or sold over its 
proportionate share thereof shall be based upon the fair market value of such gas prevailing in the 
field where such gas was produced at the time such gas was produced. Operator shall make 
payment and provide supporting accounting documentation to the Underproduced Party or 
Parties within ninety (90) days following cessation of production The operator shall have no 
liability with respect to the correctness of the funds received by it from any Overproduced Party 
or on account of the failure of any Overproduced Party (other than Operator if it is overproduced) 
to pay into the balancing account any amount due hereunder. 

8. Nothing herein shall change or affect each Party's obligations to pay its proportionate 
share of all costs and liabilities incurred, as its share thereof is set forth in the Operating 
Agreement. 

9. I f a well is completed in two or more gas-producing reservoirs, each completion shall 
constitute a separate well for purposes of this Agreement. The terms and provisions of this 
Agreement shall apply separately to each well subject hereto and/or separate completion in such 
well to the end that production from one gas well may not be utilized for the purpose of balancing 
deferred gas production from other wells subject to this Gas Balancing Agreement, and to the end 
that production from one completion in a well subject hereto may not be utilized for the purpose 
of balancing deferred gas production from other completions in that well. 

10. Notwithstanding anything contained herein to the contrary, no Party shall have the 
right to produce more than its proportionate share of Ultimate Recoverable Reserves from any 
separate completion in any well subject hereto without the consent of all other Parties having 
working interests in such completion. As used herein, the term "Ultimate Recoverable Reserves" 
is defined as the sum of cumulative production to date together with estimated quantities of 
natural gas which geological and engineering data indicate to be recoverable in future years from a 
completion in a particular well under existing and anticipated economic and operation conditions, 
as such quantities may be from time to time revised. Operator shall be responsible for determining 
the Ultimate Recoverable Reserves attributable to each separate completion and shall advise each 
of the non-operators of its determination from time to time as such determination is made, but no 
less frequently than once every twelve (12) months. For a period of thirty (30) days following 
mailing of a notice of determination, Non-Operators may submit to Operator proposed 
adjustments to such reserve determination which Operator may accept or reject, and any revision 
by Operator shall be made within said thirty (30) day period. Operator's determination, however, 
shall be final unless within thirty (30) days after mailing to Non-Operators of any such reserve 
determination or a revision thereof. Non-operators comprising not less than twenty-five percent 
(25%) of the working interest in the completion zone for which the determination is made request 
an independent determination of reserves. If such a request is made, then such reserves for such 
completion zone shall be determined by an independent reservoir engineering consulting firm 
acceptable to a majority of working interest owners, and the cost of such independent 
determination shall be charged to the joint account. 

At such time as a Pany had produced eighty percent (80%) of its proportionate share of 
Ultimate Recoverable Reserves, such Party may make no further sales of gas production from 
such completion zone which will not be in balancing with the sales of other Parties without 
Operator's consent. Operator may refuse to consent to out of balance sales until the Party 
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desiring to sell has furnished Operator with adequate assurance of such Party's ability to pay 
future costs which may be subsequently chargeable to such Party under the Operating Agreement 
and to pay any potential cash balancing under this Gas Balancing Agreement upon depletion. 
Such assurance may be in the form of a bond or letter of credit or in any other form as the 
Operator deems appropriate. A Party may not produce more than one hundred percent (100%) of 
its proportionate share of Ultimate Recoverable Reserves without the written approval of one 
hundred percent (100%) of the working interest owners of such reserves. 

Operator shall incur no liability to other working interest owners for its good faith 
administration of the gas balancing provisions contained herein. In the event Operator is sued by 
any third Parties as a result of Operator's actions in enforcing these provisions, the costs and 
expenses of Operator's legal defense shall be charged to the joint account. 

11. If any Underproduced Party sells or assigns all or any part of its interest in the well or 
completion then, unless the assignment instrument otherwise specifically provides, such sale or 
assignment shall include all of the interest of such Underproduced Party in gas to be produced 
attributable to such assigned interest, all of such Underproduced Party's right to make up gas 
attributable to such assigned interest, and all of such Underproduced Party's right to any cash 
payment that may be due hereunder after the effective date of the assignment attributable to the 
assigned interest. The selling or assigning Party shall look solely to its purchaser or assignee for 
any interest in the gas or cash payment to which such Party may be entitled. If any Overproduced 
Party sells or assigns all or any portion of its interest in the weil or completion, the interest sold or 
assigned shall be burdened by the right of all Underproduced Parties to take a portion of the gas 
produced attributable to such interest as provided herein, and the assignee shall be subject to the 
obligation to make cash payments to the Underproduced Parties as provided herein that become 
payable after the effective date of such assignment. The assignor shall remain primarily liable to 
the Underproduced Parties for any cash payment payable with respect to the period prior to the 
effective date of the assignment. 
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EXHIBIT "F" 

Attached to that certain Operating Agreement dated 
May 1, 1996 by and between SANTA FE ENERGY RESOURCES. INC. ns 

Operator, and SOUTHWESTERN ENERGY PRODUCTION COMPANY, ct al. 
ns Non-Operator. 

Unless exempted by Federal law, regulation or order, the following terms and conditions shall 
apply during the performance of this contract: 

EQUAL OPPORTUNITY CLAUSE 

A. During the performance of this contract, the CONTRACTOR agrees as follows: 

(1) The Contractor will not discriminate against any employee or applicant for 
employment because of race, color, religion, sex, or national origin. The 
Contractor will take affirmative action to ensure that applicants are employed and 
that employees are treated during employment, without regard to their race, color, 
religion, sex, or national origin. Such action shall include, but not be limited to the 
following: Employment, upgrading, demotion, or transfer, recruitment or 
recruitment advertising; layoff or termination; rates of pay or other forms of 
compensation; and selection for training, including apprenticeship. The Contractor 
agrees to post in conspicuous places, available to employees and applicants for 
employment notices to be provided by the contracting officer setting forth the 
provisions of the nondiscrimination clause. 

(2) The Contractor will, in all solicitations or advertisements for employees, placed by 
or on behalf of the Contractor, state that all qualified applicants will receive 
consideration for employment without regard to race, color, religion, sex, or 
national origin. 

(3) The Contractor will send to each labor union or representative of workers with 
which he has a collective bargaining agreement or other contract or understanding a 
notice to be provided by the agency contracting officer, advising the labor union or 
workers' representative of the Contractor's commitments under Section 202 of 
Executive e Order 11246 of September 24. 196S, and shall post copies of the 
notice in conspicuous places available to employees and applicants for employment 

(4) The Contractor will comply with all provisions of Executive Order 11246 of 
September 24, 1965, and of the rules regulations, and relevant orders of the 
Secretary of Labor. 

(5) The Contractor will furnish all information and reports required by Executive Order 
11246 of September 24, 1965, and by the rules, regulations, and orders of the 
Secretary of Labor, or pursuant thereto, and will permit access to his books, 
records, and accounts by the contracting agency and the Secretary of Labor for 
purposes of investigation to ascertain compliance with such rules, regulations, and 
orders. 

(6) In the event of the Contractor's noncompliance with the Nondiscrimination clauses 
of this Agreement or with any of such rules, regulations, or orders, this Agreement 
may be cancelled, terminated or suspended in whole or in part and the Contractor 
may be declared ineligible for further Government contracts in accordance with 
procedures authorized in Executive Order 11246 of September 24, 1965, and such 
other sanctions may be imposed and remedies invoked as provided in Executive 
Order 11246 of September 24, 1965, or by rule, regulation, or order of the 
Secretary of Labor, or as otherwise provided by law. 
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(7) The Contractor will include the provisions of paragraphs (1) through (7) in every 

subcontract or purchase order unless exempted by rules, regulations, or orders of 
the Secretary of Labor issued pursuant to Section 204 of Executive Order 11246 of 
September 24, 1965, so that such provisions will be binding upon each 
subcontractor to vendor. The Contractor will take such action with respect to any 
subcontract or purchase order as the contracting agencv may direct as a means of 
enforcing such provisions including sanctions for noncompliance: Provided, 
however, that in the event the Contractor becomes involved in. or is threatened 
with, litigation with a subcontractor or vendor as a result of such direction by the 
contracting agency, the Contractor may request the United States to enter into such 
litigation to protect the interests of the United States. 

B. If required to do so by Federal law, regulation, order, Contractor agrees that he 
shall: 

(1) File with the Office of Federal Contract Compliance or agency designated by it, 
a complete and accurate report on Standard Form 100 (EEO-1) within 30 days 
after signing of this Agreement (unless such a report has been filed in the last 12 
months), and continue to file such reports annually, on or before March 3 lst, 

(2) Develop and maintain a written affirmative action compliance program for each 
of its establishments in accordance with the regulations of the Secretary of Labor 
promulgated under Executive Order 1 1246, as amended. 

CERTIFICATE OF NONSEGREGATED FACILITIES 

Contractor certifies that he does not and will not maintain or provide for his employees any segregated 
facilities at any of his establishments, and that he does not and will not permit his employees to 
perform their services at any location, under his control, where segregated facilities are maintained 
Contractor understands that the phrase "segregated facilities" includes facilities which are in fact 
segregated on a basis of race, color, creed, or national origin, because of habit, local custom, or 
otherwise. Contractor understands and agrees that maintaining or providing segregated facilities for 
his employees or permitting his employees to perform their services at any locations, under his control, 
where segregated facilities are maintained is a violation of the Equal Opportunity Clause required by 
Executive Order No. 11246 of September 24, 1965, and the regulations of the Secretary of Labor set 
out in 41 CFR Chapter 60. Contractor further agrees that (except where it has obtained identical 
certifications from proposed subcontractors for specific time periods) it will obtain identical 
certifications from proposed subcontractors prior to the award of subcontracts exceeding SI0,000 
which are not exempt from the provisions of the Equal Opportunity Clause; that it will retain such 
certifications in its files, and that it will forward the following notice to such proposed subcontractors 
(except where the proposed subcontractors have submitted identical certifications for specific time 
periods): 

NOTICE TO PROSPECTIVE SUBCONTRACTORS OF REQUIREMENT FOR 
CERTIFICATIONS OF NONSEGREGATED FACILITIES: A Certification of Nonsegregated 
Facilities as required by the May 9, 1967, order on Elimination of Segregated Facilities, by the 
Secretary of Labor (32 F R. 7439, May 19, 1967), and as required by the regulations of the Secretary 
of Labor set out in 41 CFR Chapter 60, and as they may be amended, must be submitted prior to the 
award of a subcontract exceeding $10,000 which is not exempt from the provisions of the Equal 
Opportunity Clause. The certification may be submitted either for each subcontract or for all 
subcontracts during a period (i.e., quarterly, semi-annually or annually). 
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