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OPERATING AGREEMENT

THIS AGREEMENT. encered into by and berween___ 5311t3 Fe Energy Resources, Inc.

heremarsr geugnaten ana
‘etefreg to as Uperaior . ina the ugratory party or parnes owter mnin Operator. OMeNMes nerenarter reterted 10 maivadualiv herein
1s "NonOperator *. ind coilecnveiv s 'Non-Operators .

WITNESSETH:

WHEREAS. the parues to this agreement are owners of oi and gas leases andior od and gas wnreress in the tand identified in

Zxhubit "*A’", ind the parnes hereto have reached an sgreement 10 expiore and develop tlese ierses andror od and gas mreresn for the
producton of od and gas to the extent and as heremafrer provided.

NOW, THEREFORE. it s agreed a2 follows:

ARTICLE 1.
DEFINTTIONS

As used in this agreement. the following words and terms shail have the meanngs here ascribed to thern:

A. The term “‘oil and gas’’ shail mean od. gas, c fiead gas, gas cond and all other liqud or gasess hydrocarbons
ind other marketable substances produced therewith. uniess an inwent to iimit the inclusiveness of this term 13 specficaily scrted.

8. The terms '‘oil and gas lexse’”’, ‘‘lemse’ 1nd “lessehold’” shall mexn the ol ind gas lexses coverny wacs of land
lying within the Contracty Ares which are owned by the psroes to this agreement.

C. The term ‘‘cil and gas interess’’ shail mesn uniemsed fee 1nd mmersi wnteresn 1 waco of land lymg within the
Contract Ares which sre cwned by parnes o this agreement.

D. The term '*Contract Ares’’ shall mesn all of the lands. oif and gas lessenold interesss and oil and gas interests Meended 1o be
developed and operseed for ol and gas purposes under this agreement. Such lands. od and gas lessencid interesss and oil and gas mreress
are descnbed i Exhibiz A",

E The werm '‘drilling unst’' shall mesn the sres fired for the dnlling of one well by order or rule of sy saee or
federal body having suthonty. If 2 drilling unx is noe fixed by any such ruie or order. a dnlling unit shail be the dniling ynit es esesblish-
ed by the patrern of drilling in the Conract Ares or as fixed by express agreement of the Drilling Partes.

F. The term '‘drillsite’" shall mean the ol and gas iemse or interest on which 2 proposed weil is 10 be locared.

G. The terms ''Drilling Party " and "'Consenting Party * shall mesn 1 party who sgrees 1o oun tn and pay 1ts share of the cnst of
any opersoan conducted under the provisions of this agreement.

H. The terms ‘‘Non-Drilling Purty'’ ind '‘Noa<Consenong Parry * cthall mesn 2 party who elects not o perocipate
N s proposed operznon. .

Unlewm the comsest ocherwise clesrly indicstes. words usd in the unguiar incdude the plural, the phosl inciudes the
ungular, and che gender inchxdes the mascubine and the fermnme.

ARTICLE 1.
EXHIBITS

The following exixibits. a3 indicated below and sreached hereto. are mcorporated in and made @ part hereot:

X A. Exhibn ''A"’, shall inciude the following informenon:

(1) Kdemnficanion of lands subject to this sgreement,

(2) Resreenons, o sy, & 10 depehs. lormenom, or substances.

(3) Percentages or fracnonsl interess of parties o this agreement,

(4) Ol snd gas ienses endior oul and gas meeresss subject to thm agreement,

(3) Addremss of pros for noace purposss.
3 C. Exhiba 'C'*, Acxunung Procedure.
3 D. Exhibic ‘D", lnsarance.
3 E
F

f

Exhibis ‘‘E’", Ges Balancing A gresmens.
Exhibie *'7*", Nan-Diacrwminsncs and Certficstson of Noo-Segregessd Facilices

f

If ey proveson of sy exhibit, cxcapt Exhibis 2™ ind ‘G, 4 wiconmswnt wich any proveson contamed i dpe body
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¥ ARTICLE IIL
INTERESTS OF PARTIES

A. Oil and Gas interests:-

If any party owns an oud and gas interest in the Contract Area, that interest shali be treated for ail purposes of thiv agreement
and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit *B'". and the owner thereot
snall be deemed to own both the royaity interest reserved 1n such lease and the interest of the lesses thereunder.

B. Interests of Parties in Costs and Production:

Unless changed by other provisions. all coses and liabiliies wncurred in operauons under this agreement shall be borne and
paid. and ai] equipment and materais acquired in operations on the Contract Area shall be owned, by the parties as their interests are set

forth in Exhibit **A"". In the same manner, the partes shall also own all producuon of oil and gas from the Contract Ares subject to the
payment of royaities to the extent of __a1]1 burdens of record which shail be borne as herenafter set forth.

Regardiess of which party has contributed the leasets) and/or od and gas interests) hereto on which royalty is due and
payable. each party enatled to recewve 1 share of production of oil and gas from the Contract Ares shail bear and shail pay or deliver, or
cause 1o be paxd or delivered, to the extent of its interest in such production. the royaity amount sapulated heremnabave and shall bold the
other parnes free from any liability therefor. No party shall ever be responsible. however, on a price baus higher than the price received
by such party, to any other party’s lessor or roysity owmer, and if any such other party’s lessor or royalty owner shoukd demsnd and

recewve sertlement oa a higher price basis, the party conmbuting the affected lease shail bear the additional rovaity burden atmbutable to
such higher price.

Nothing contained in this Article 11.B. shail be deemed an assignment or cross-assignment of interests covered hereby.
C. Excess Roynities, Overriding Royuities and Other Prymena:

Unless changed by other provisions, if the interest of any parry in any lease covered hereby is subject to any royaity,
overriding royalty, production psyment or other burden on producuon in excess of the amount stpulated in Article HLB., such party so
burdened shall assume and alone besr all such excen oblig and shall ind fy and hold the other parties hereto harmless from any
and all claims and demands for payment asserted by owners of such excess burden.

D. Sabsequendy Created Interests:

f any party should heresfrer create an overrding royeity, production payment or other burden paysble out of production
aaributabie to its working mverest hereunder, or f such 2 burden exsted prior o this agreement and is not sex forth n Exhibit ““A"", or
was nox disclosed i writing © sl other parties prior to the exerution of this agreement by ail partzes. or 1s not @ jointly acknowiedged and
acxepeed obligastion of sll parties (any sech interest being heremafter referred to as '‘subsequently created interest’’ irrespectve of the
trming of its cression and the party out of whose working interest the subsequently crested interest s devived being heremnafter referred
© 1 “buru.‘ly").& :

1. If the burdened party & required under this agreement to assgn or relinquish to sny other party, or parces. sl or a poroon
of its working interest andjor the production sttributable thereto, said other party, or parties. shail recesve seid asignment andjor
production free and clesr of mid subsequenty crested interest snd the burdened party shall indemnify end save mid ocher party.
or partiey, harmiew from any sand all clsirms end demands for payment ssserted by owners of the subsequendy crested interest:
nd,

2. If the burdened party fails t pay, when due. its share of expenses chargenble bereunder. 1il provisions of Artcie VI1.B. shall be
endorcesble agsinw the subsequently crested interes in the same menner s they are enforcesbie againm the working interest of
the burdened parvy.

ARTICLE IV.
TITLES
A. Title Examination:

Tide examination shall be made on the drillsiee of sy proposed weil pricr o commencement of drilling "cri!
mmmnmu&mﬂumhmmh—dhddpmm orpi-dw lndud
«d. in the drifling unit sround such well. The opinion will inchade the cwnership of the working interest, menersis, roysity, []
m&rdwv&mmuu&h#hﬂ.Mhﬂﬂnﬂ.Mdmmmﬁmn anc

g mteress w the drillsite, or w be ncluded i8 such drilling unit. shall furaish to Operator il shetracts (including federsl
reporol, titke opsuons, otle papers and curstive materal in 113 possesmon free of charge. All such miormanon not i the

made svaulsble to Operywor by the paraes. but y for the of the ude, shail be cbtamed by Operseoy. _ shal
cummktnhmhlmmundubymu&lm.Cﬂdnﬂﬁmmﬂuﬂb&wb | part
heretn. The cost incusrred by Operamor in this tte progrum shall be baroe a3 foliows: ’l)

»
S--Optian—e—t—Cases sved_by-Op . .y betraces sod._ticke, nemem. -

~amam— T

shut+a gus royeity opwuons snd divimon order utie oo

P
y-or-oy L -2~ 929
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ARTICLE IV
conanued

¥, Opuon No. 2. Costs incurred by Operator in procuring abstracts and tees paia outside 2Uornevs or ude examinzuon
ncluding prebminary, supp!l',emmul. snutn eas rovaity ooinions and division order uue apimons snail be borne ov the Drilling Parties
@ the proooruon that the wterest of each Dniling Partv vears 10 tne tora 1nterest ot ail Drilling Parues as sucn :ncareses appear 1n Ex

e A Opcrator $71dU MaKe NO CNarge 10r services renaered dv ics stalf aLOrneys of otner sersonnel in tne perrormance of Uie 100ve
Jncuons.

fach oanv srad de resoonsiole tor securing curauve matter ang COOUNR JMELCMENIS ¢ yreements required 1n connecton
*1tn leases or 01l ana 2as interests conuributed bv such party Operator shall be responsibte for e oreparation ang recording ot pooung
<€314n2U0NS or declarauons as weil s the conduct of hedfings oefore gOVernMentai a€eNCIES (O tNe securing ot SDACINQ Or pooing oraers.
T8 shatl not prevent anv partv trom appearing on 1ts own dehalf 2t anv such neaning.

~No weil shali be drilled on the Contract Area unul after 11" the utie to :ne drillsite or dniling urit has been exaruned as above
provided. and {2 the title has been approved by the examuung actornev or tide has been accepted ov ad of the parues wno are 10 par-

ucipate n the dnilling of the weil.

B. Loss of Title:

—Fa si-Fule-Sheuid and-gas of-lease. ok ~be-losi-ih PP PP EIPt PR e u 4
* re rhe 4 - 1ROy reTaits-1T

reducuon of wnterest trom that shown on Extubit A", the party contnbuung the aifected lease or interest shall have nmety

uon will not be subject to Aructe VIILB.. and failing to do so. this agreement. nevertheless. shail conunue i force il remaming od
and gas leases and interesws: and.

(2) The party whose od and gas lease or interest is affected by the ude failure shall bear zlone the-efitre loss and it shall not be
snuted to recover from Operator or the other parties any development or operaung costs which it
but there shall be no additional liatnlity on its part to the other partes hereto by reason

() There shali be no recoacnve adiustment of expenses incurred or revenues r from the operaton of the mterest which has
been lost. but the interests of the parties shall be revised on an acreage baus. a3 of g€ uime 1t 18 determmed finaliv that utie failure has oc-
curred, so that the interest of the party whose iezse or wnterese 1s aHected e utle izure wil therearter be reduced in the Contract
Ares by the amount of the interest lost:

ic) If the propornonate interest ot the other parues h in anv producing well therewfore drilled on the Contract Ares s
:ncreased by reason of the ade failure. the party whose 23 faled shall receive the proceeds artmbutable to the ticresse m such in-
terest (less coses and burdens attributable thereto) upami’it has been reimbursed for unrecovered costs pawd by it In connecnon with such
well:

'd) Should anv person not 2 party ge'this agreement. who s determuined to be the owner ot anv interest 1n the ude whxch has
‘atled. pav 11 anv manner anv part e COSt ot operation. devetopment. or equipment. such amount shail be paxd to the party or parues
~ho bore the costs whxch ar retunded:

e} Anv liabdity jo~-iccount to a third party for prior production ot ol and qas which inses bv reason of nde tmlure shail be
or partes whose ude fauled in the same proportions in whach they shared 1n such pror producton: and,
shall be made to the joint account for legal expenses. rees or salanes. 1n connecbion with the defense of the interest

+—tom-by-MNen-Fovenane-or—firven a oA Ouer—lirshrough ho—or it anv—raneal.-shut- vl
ptyment. funenom rovsity of roveity payment. 18 not paxd of s erToneousiy pud. and &3 1 resulkt 2 lesse or interest theran
there shall be no monetarv lishility ageinst the party who filed 1o make such payment. Unles the party who fuled o

the Contract Area on account of ownersiup of the lesse or mterest whach has termu
required payment shall not have been fully rembursed. st the ame of the loss. |

or wells previously shandoned) from so much of the 23 i3 NeCeTIArY to effect revmburement:
{s) Proceeds ol o and gms. less opersang therewdore accrued to the credit of the lost interest. on an scresge bems.

mtmﬁ.mmmmmmnm.‘mmmdmm

mﬂhmm-mmunmmdw«dmm-wul&du
dpmhmmﬁudhh“mmmm:ﬁuwmm:mﬂ.

'ml—s.uandum-dmﬂmmmhﬂhuvmm‘am‘wmd%m

,‘O&hch-:;ulmo‘ . to&’.d\.!hﬂmbﬂhmr\mhwllﬂwbl above, shall be

and shall be barne ov uli paroes (1 proporoon 1© ther muress. There snall be no resiuscment of e 1 the remamng
e Conat Ares.

of

- g Vs
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ARTICLE V.
OPERATOR

A. Dexignanon and Responsibilities of Operztor:

Saata Fe Energy Resources, Inc.

shail be the
OpeunrormszuaczA:a.mdshauconduc!mdmrmmuhavemummdaﬂmmmmﬁmm&aunﬂlﬂd
‘equired by. and wthum the limits of this agreement. |t shail conduce il such operanons m s good and worimaniike manmer, but rt shail

have no liabiliry 2s Operswor to the other parues for lowses sustamed or iabiliies maurred. except such © may remis from grom
nesi ® or wilful miscond

B, Retignation or Remaval of Operator 2ad Selectioa of Sacoessor:

1. Resi

. ganon or Removal of Operamor: Operator may resign st any tme by giving wreen nooce thereoi to Nan-Opersmors.
, s .
e Oremaoe soat e e e v et e S AT DAL T U 2Rt T AR 1
Operawr, Operzor shail be to have rengny o mvmghm DN, CRSTPr-he-srirrnen-oi-T-SarrEner, .
mzybzrmnvdi{itﬁhwr&mmmthudn&sm,uMMLmaﬁphczdinmgv%. %22 be.
itfirmagve vow of two (2} or more Non-Ovperstors owning 1 majority interest besed on ownership as shown on Exhibi **A** remsming

aiter exciudmg the voung interest of Opersror. Such rengnanon or removai shail not become effective unal 7:00 o'dack A M. oa the

first day of the ceiendar maonth followmng the expiranon of nineey (50) days after the givmg of nooce of resgnancn by Operssor o acoon

by the Noa-Operstor to remove Operator, uniess 1 successor Operstor has been seiected md assumes the duties of Opermnr st en earbier
dn!.Omu.dmdﬁmﬁndmdra?mormﬂuﬂhbmmdbyt.httamhuidu:Noquem.Amdlcu-
parare name or soructure of Operstor or transier of Operstor's mteres: to any single submidiary, parent or sucoessor corprmtion shell oot

be the bams for removal of Operator. *becomes bankrupt, insolvent, or is placed in receivership.

2 Sefacnon of Successor Operstor: Upon the resignanon or rerhowsd of Opersror, 3 successor Operstr shail be selacesd by
the parnes. The saremor Operxor shail be seiected from the parnes cwmmyg an interex m the Contracy Ares m the time such saco=mor
Opersux s seterwsi. The saccessar Opersmor shall be selecyed by the sifirmanrve vote of two (2) or more parmey ownmng 3 mejority neeres
besdd on ownership = shown on Exhibie *‘A**; provided, however. if tn Operzmr which hes been remover fails  vow or vows caly o

4 ivvedd, the Operstr shall be selected by the stirmetrve vote of two () or tore parties ownmng & mekoricy inesrest bayed
on ownership = shown on Exhibit '‘A’" remaming aiter excluding the voung nterest of the Opersmr that wes removed.

C. Employes:

The number of employees used by Operstor 1n conducting operanons hereundey. their selecton. and the hours of inkor end the
compensinon far sernices performed shall be determmmned by Operzeor. and all such empioyess shall be the empicyvem of Oparseor.

D. Drilling Comtracts:

Al wells drillad on the Contracs Ares shail be drifled on ¢ competitive contracy bemis st the tstal rates prevmling in the sren. H ik 50
demres. Operssor sary empioy its owa wois and equipment m the drilling of weils. but ins charges thereior shall oot eacend the preveiling
rasem mn the aren enel the eman of sach charges shall be sgrem apam by the partes in writing before drilling operations e o, snd
sxch work shall be parforsssd by Oparssor wader the sume serms end conditions s are Cusoma—_y sad wsesl i the are ix conseawef in-
dependent comacers who sre doing work of s sioilar aanere.

ARTICLE V1.
DRILLING AND DEVELOPMENT

A, Initisl Weils

Osor before the__318C deyal May . 1925, Oparsxx sll cocumence the drifing of o vl for
ol sod ges & e kollowwg locenon:

1650' FNL & 1650' FEL Section 29, T-22-S, R-34-E

10d shall charesiter consmmme the driling of the wull wich dwe diligmor © 15,000' or a depth
sufficient to test the Devonian Formation

unlem grawer of other pracucaily mpeetrebie subsraace or condition w the hole. which renders further dniling
~M|ln_mwmﬂnwmmamm¢-ﬂnll—dﬂh-

uumuﬁ:ﬁnnnm&.hmﬂh“hh#ﬂnnnﬁhﬂw
evemt Operssr shall be remured © tem only the formenon or formencos © which this agreamast mwy spply. v
o e - -
s SRR ¢ AREEnE oup
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ARTICLE V1
comtinued
. in Operator’'s judgment, the well will not produce od or gas 1 paving quanoges. and it wshes to plug 1nd abendon the
wved as 2 drv hoie. the provisions of Arncle V1 E.l. shall thereaster appiy.

3. Subsegquent Overstions:

. Proposed Operanons: Should any party hereto desire to dnil any weil on the Conwact Ares other than the well provided
1or i Aracle VI.A.. or to rework. deepen or plug back a dry hole driled at the xount expense of all parces or a weil jointly owned by all
‘he parues and not then produang n paving quanntes, the parry deniring o dnll. rework. deepen or plug back such a weil shail grve the
other parnes wneen nooce of the proposed operaton. specifying the work to be performed. the locanon. proposed depth. objectrve forma-
uon and the esumared cost of the operadon. The parues receiving such a nooce shail have thirty (30) davs aiter recept of the noace
ithin which to noaty the party wishing to do the work whether they elecy to parncipate 1n the cost of the proposed operanon. if a drill-
ng ng 18 on iocaaon. novce of 3 proposal to rework. plug back or drill deeper may be given by telephone and the response perod shall be
\umited to forty wight (48) hours. emel Si-Sonusden—Sundovend-lega-helideve Failure ot 2 party recetving such nooce to repty withun
ne penod above fixed shall consarute an election by that party not to parnapame i the cost ot the proposed operzuon. Any noace of
responise given by telephone shail be prompdy confrmed n wnung.

if all parnes elect to participste in such a proposed opersuon, Operator shall, mthin nmery (90) davy after exprration of the notice
penod of turty (30) days (or s prompuly as posuble aiter the expuration of the forty-eght (48) hour penod when 1 drilling nig s oo loca-
uon. as the case may be), actually commence the proposed opersnon and compiete it with due diligence xt the nsk and expense of all par-
ues hereto; provided, however, sad commencement date may be extended upon wmirten notxe of same by Operator to the other partes.
for a penod of up to thirty (30) additional days . in the sole opinion of Operamr, such additional time is rexsonsbly necesmry o cbtam
permits from governmental suthorites. surface rights {inchuding rights-of-wny) or 2pproprmsee drilling equipment. or ™ compiese teie ex-
aminsoon of Qurtive macer required for titie spproval or accepunce. Notwithstanding the force msjeure provesions of Articke X1. d the
actual opersnon has not been commenced within the ume provided (inchuding sny extenwon therend & specificaily permirted herem) and
d any party hereto suil desires t conduct said operstion, written nodice proposmg same st be resubmitted to the ouber parties in sccor-
dance with the provimons herenf 18 if no prior proposal had been made.

2. Operanons by Less than All Purtes: f any party receiving such nooce as provwded in Aruce VIB.1. oc VIDL.1. (Opton
No. 2) elects not to perucipace i the proposed opertaon, then, 1n order to be enatied 1o the benefits of ths Articie, the party or paroes
giving the nooce and such other partes e shall elect ™ parucipete i the opersoon shail, wichin ainety (90) dayy siter the exparasion of
the noace penad of thurty (30) days (or = prompty 23 posmble sfter the exparsnon of the forty-aght (48) hour period when 3 drilliag ng o
on jocation. 13 the cxae mey be) acrually comenence the proposed operation and compéete it with due diligence. Operstor shall periorm il
work for the sccount of the Consenting Perties: provided, however, if no drilling nig or other equipment 1 oa incsoon, and i Oparssor &
1 NonConsenting Purty, the Conameing Parties shail either: () request Opersmr to periorm the work required by such proposed opers-
ton for the scoount of the Consenting Partiss. or (b) designate coe (1) of the Consenning Parnes s Operator w perform such wark. Con-
senung Parves, whes cossdecting oparstions o the Contract Ares pursumnt 1o this Arncke V1B 2, shall comply wrch ail wermm el con-
ditions of chis agremmens.

U iew chan all paroes spprove sny propossd operstion. the propomng party, mnmediseely wuer the expirston of the applicable
noace perod. shall adviar the Consenting Parties of the weal inesrese of the purnes spproving such operetios end its recomsmemdetion =
zommmmwmnmm.mmmm wichin jorty-ight (48) bours

fensh boprbusdopend-iagai-telidoyehaiver recuipe of such notce. shall sdvise the proposing perty of ity desire m (a) lismit par-
ummn:hmtm.hu&ﬁi"f'a(‘)mmmmdwm e, snd
tashure © advier the proposng party shall be deemed an election under (s). [a the event & drilling ng i o8 kncation, the e pareniond or
such 1 response shall oot excesd & weal of lorry-eght (48) houns (nchisive of Serurday, Sundey end legal bolideys). The proposing parry.
o 10 cacoon. may wihdrsw such propassl i there 8 msufficiet paroopenon sad shall prompdy ooofy ol peres of sech dacmon.

The esore con ead nek of conducting Sech opersions shall be boree by the Comsmting Partis i’ che proportioms ey bave
riacwd W bewr sy wnder the e of the preculing persgraph. Comsmeng Parom sl bemp the imsshold exsem arvalvefpin ach

opersacns irer snd clas of ol s end eacumbrancm of every kind cresssd by or enmng irom e aparsocns of the P-an.
U mech e apersooe remits @ s dry hoke. de Cansamaing Partins shall plag s shundon the wall sad resmore dhe merisce locs their
sole com. ok snd expanae Ul sy well drilled. revorted. despened or piugged back under the provons of this Arncie s pro-
Judd“-nmwg_c—qhﬂu*dnudDMLu:*
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ARTICLE VI
contmued
ind the well shall then be cumned over to Operator and shall be operated by 1t at the expense and for e iccount ot the Consenung Par-
“u8. LICN COMMeENCEMEnt ot CDEFAUONS or the arilling. reworking. deeoening of prugging 0CK ot v sucn wed bv Consenung Parues
7 ccoraance sath the proviuoas ot this Arucle, each Non-Consennng Partv shail be deemed to have reynquisned to Consenung Parues.
ing e Consenung Parues shall own and be enuted to recave. 1n proporuon to theu respecuve ntereses. all of such Non-Consenang
2ty s iaterest n the wetl and share ot proaucgon theretrom unai the proceeds Of e sale of sucn share. caiculated at the welk. or
~arket vaiue tnereot 'f sucn share 1 not soid. (aiter deducunig Proqucuion taxes. €XCIse WXES. [OVULY. ~vernaing covalty and other n-

=rests not excentea by Arucie WD, pavaoie out of or measurea ov the production trom sucn weu accruing ViUt Fespect to Such ineerest
-nul 1t revert) shail equas the towd of the toilowing:

3) 100% of each such Non-Consenung Partv’s share of the cost of any newly acquured surtace equipment bevond the weilhend
zonnecuons (including, but not limnited to. stock tanks, separators. tresters, pumpng equipment and ppng). plus 100% of esch such
Non-Consenung Party s share ot the cost of operanon of the weli commencng with first producton and continuing unnj each such Non-
Consentmg Partv's relinquished interest shall revert to it under other provisions of tus Artcle. 1t beng agreed that esch Non-
Consennng Party s share ot such costs and equpment will be that interest which would have been chargeanie to such Non-Consennng
Party had wt parncipated wn the well from the beginnung of the operanons: and

yb)&% of that pornon of the costs and expenses of drilling, reworking, deeperung. plugging back. tesang and compicting,
aiter deducung any cash contnibuoons received under Artice VII.C.. and 300 % of that poroon of the cost of newiy sogatfed equig-
ment 1n the well (to and including the weilhead connections), which would have been chargesble 1 such Non Consentung Party of it had
parucpated theremn.

An election not t0 parncipete 1n the drilling or the deepening of a weil shail be deemed an election not t© partucipete m say re-
woriing or plugging back operanon proposed in such s well. or poroan thereof, v which the mitial Non-Consent electon appiiad that is
conducted st sny ume prior to full recovery by the Consenang Parties of the Non Consenting Party's recoupment sccount. Any sach
reworking or plugging back operanion conducted during the recoupment period shall be deerned part of the cost of opersnon of sid well
and there shall be sdded to the surns to be recouped by the Consenting Parties one hundred percent (100% ) of that porton of dwe comes of
the reworking or plugging back operstion which would have been chargeable to such Non-Consenong Party had it perocipessd therem. If
such 1 reworking or pluggmng back operatson s proposed durng such recoupment penod. the provisons of this Arocie VIB. shail be wo-
plcable 53 between sxd Consennng Partes in sud well.

During the period of time Comsmnting Parties sre entitied 0 receive Noa-Consenong Puty's share of production. or the
proceeds therefrom, Cossanting Parties shall be responmbie for the payment of ail production. severmre. excise. gathering snd ather
rmumnm.“mqmwwnmmmamumumnA:-
ucie {ID.

In the case of any reworking. plugging back or desper drilling opersnon. the Consewring Parties shall be permuesed © use. free
of comt. il camng, tubing and other equipment m the wedl, but the cwnership of all such equmpment shall remam unchangad: sodl wpon
sbandonmens of 1 well sfter such reworiing, plugging back or derper drilling, the Consencng Pwties shell sccoune for ol sach equip-
ment to the owners theread. wich each party recerving 3 prapargonsse part i kind or in valee. hes cost of mivage.

Wichin axry (60) days sfuwr the compienon of any operwtion under thw Arncie, the party conducting the oparsorms for the
Cmm?m“h‘ﬁkmmm-umdmnm-dmdnmﬂdg
.m-in-n-ndhmdmm.mu.m.m.dmmﬂhm«.u@
opuos. the oparsang party. & kisu of en roemasd satement of mach coses of oparsons, mey nabme o deemied seaeement of manthly bul-
ummm.wu—uwmnmm-wm,.umu—f-@m
mhhbﬂhﬂ“hmmdnﬂudﬂmdﬁhw
curred m 0w oparston of the well, Ity wvch § SavmEN of the quensry of o aad gas predeced rom 1t and the wacwst elipraceeds
Mmmudnd'.-m—-mmu-—ﬁnmhn—nmmdldg
Mw-ym.whﬂut—nmﬁmm;bnuun.mw
Jdevm-mdmmﬂcmmawmqudimnﬁnvm
ohuch wouid have bren cwned by 3§ Non Consmang Parey hed # paracwessd theren shall be crodsed aguenst the weal . cones
4 the worx done and of the EQUIDMENT purchased n determunmng when the wserest of such Non Consenong Party shail revs e s
Jbove provided: and d there o 2 credit balance. 1t shall be pasd o0 such Noa Conmmung Party

’
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ARTICLE V1
continued

If and when the Consenung Parties recover from a Non<Consenting Partv s relinquished tnterest the amounts provided lor above.
the reinquished interests of s’uch Non-Consenung Party shall automaucally revert to 1t. and. from and aiter such reversion. such Non
Consenung Party shall own the same interest in such well. the materiai and equipment in or pertang thereto. and the production
herefrom as such Non-Consentng Party would have been enutied to had it parucipated in the dnilling, reworking. deepening or plugging
hack of said weil Thereafter. such Non-Consenung Party shall be charged with and shall pay 1ts proporuonate part of the further costs ot
the operauon of said well i accordance with the terms of this agreement and the Accounnng Procedure attached hereto

Norwithstanding the provisions of this Article VI.B.2., it is agreed that without the mutual consent of all parues. no wells shall
e completed in or produced from a source of supply from which a well located elsewhere on the Contract Area 1s producing. unless such
~ell conforms 1o the then-emsung well spacing pattern for such source of suppiy.

The provisions of this Article shall have no application whatsoever to the dniling of the tnitial well described in Article VI A.
except (a) as to Arucie VILD.1. (Option No. 2), if selected. or (b) as to the reworking, deepening and plugging back of such tiual well
after it has been drilled to the depth specified in Articie VI.A. if it shall thereafter prove to be 2 dry hoe or. if wnitaily completed for pro-
ducton, ceases to produce in paying quanuues.

3. Stand-By Time: When a well which has been drilled or deepened has reached ity authorized depth and all tests have been
completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a1 party's notce proposing 1
reworking, deepening, pluggming back or completing operation in such 1 weil shail be charged and borne as pert of the drilling or deepen-
ing operation just compileted. Stand-by costs subsequent o all parties responding, or exprration of the response time permitted, whichever
first occurs, and prior to agreement as to the parucipating interesss of all Consenting Partes pursuant to the terms of the second gram-
matical paragraph of Article V1.B.2, shall be charged to end borne ay part of the proposed operztion, but if the proposal is subsequentdy
withdrawn because of insufficient perticipation, such stand-by costs shall be allocated between the Consentng Parties in the proporton
esch Consenting Party's interest as shown on Exhibit **A’’ bears to the total interest as shown on Exhibit "*A’’ of all Consenung Par-
oes.

4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to 3 ''deepening’’ opertion shall
aiso be applicable to any proposal w directionally control and intenconaily deviate 8 well from vertcal so a3 to change the bortom hole
location (herein cailed *‘sidecracking'”), unless done o streighten the hole or m drill around junk in the hole or because of other
mechenscal difficulties. Any party having the right to participate i s proposed sidetracking operstion that does not own an interest in the
sffected well bore at the teme of the notice shall, upon electing © participate, tender to the weil bore owners its proportionate share (equal
0 if3 interest @ the sdetracking operssion) of the value of that portion of the existing well bare t be utlized as follows:

(a) ¥ the prupemi s for sideracking sn existing dry baole, rembursement shall be on the besis of the scrual coss ncurred in
the initial drilliang of the wall down © the depth m which the sidetracking operstion i mnitieved.

mummihm.dmummmugmyﬁdu'nﬂu
andmbnuum-mmmmimwfm“mn
provions of Exhibie *C"’, lam the estimased comt of mivaging and the extimated cost of plugging snd shandoning.

In the event that notice for & sidetracking opersion is given while the driling rig © be wiliaed is o8 locaton, the response penod
shall be limised 1 forty-eight (48) hours, exclusive of Sarurdey, Sundey md legal holidays: provided, however, sny party may request and
recsive up w sight (§) sddicional deys sfuer expirstios of the forty eight (48) hours within Mnrw;mdbymhrtlu\dbyume
mmﬁc-ufqmnhtlmhum&nn&nﬁdﬁnﬂnmwnhm.m-
huﬂh““*nﬁﬁ.“hn“unmwh—hhwﬂ § par-
17's earem ss shows an Pxhdeie "'A’" bamry 1 the weal intwrest @ shows o Bxhibie A" of ll the elscring paroes. in o othes -
namce the reaponse paricd ® s propoml for sideracking shell be imined w tharty (30) deys.

C. TAKING PRODUCTION IN KIND: |
LT aren
Mmﬂ&utﬂw“hdmwmdﬂd#pmw Q-::! b
mdeMmhuhMMdeumd * [

MWMMMH.MymWMhhMiWGMWM;
mduwmdmmuhmnﬂm,mmﬂumdmﬂ
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hd ARTICLE V1 v

continted
required to pay for only its proportionsate shase of such part of Operator's suriace facilities which it yses.
'

Each party shall exerute such division orders and conuacts 13 mav be necessary for the sale of its interest in producton from
the Contract Ares. and. except as provided in Artice VI B., shall be enutied 1o recmve payment directly trom the puschaser thereot for
1ts share of all productica.

In the event anv party shall fail to make the srrangements necessary to take in kind of separatelv dispose ot its proportoonate share of
the oil produced from the Coatract Ares. Operstor shall have v.he right. subject to the revoczuon at will by the party owning it, but not
the obligation. to puschase t to.0 20 ume to time, {oc the account of the non-uaking party at “he
best pric ecbuinhtAR Ior%&PM &%\ﬁﬁ’iﬁﬂy‘éﬁiﬁ& thall be subject siways to the righe of the
owner of the production to exercise st any time its nght to take in kind, or separately dispose of. its share of all oil not previously
delivered to # purchaser. Any purchase or sale by Operator of any other perty's share of oil shail be only for such rexsonable periods of

time a3 are consistent with the minimum needs of the industry under the particular ciscumstances, but in no event for 1 period in excess
of one (1) year.

In the event one or more parties’ separate disposition of its share of the gas causes splitstream deliveriex to separate pipelines sndior
deliveries which on 1 day-to-day basis for any resson are not exactly equal to 2 party ‘s respective proportionate share of total gas saies to
be sllocated 1o it. the balencing or accounting between the respective accounts of the partdes shall be in accordance with ay gas balancing
igreement between the parties hereto, whether such sn agreement is artached as Exhibit *'E"°, or is a2 separate sgreement.

D. Access to Contract Ares and Information:

Each perty shall have acress to the Contract Ares st ail reasonsble times, at its sole cost and risk to inspect or chasrve operstions,
and shall have scress st ressonable times t information pertaining to the development of operstion thereof, including Operssar's books
and records relating therew. Operstor, upon requese, shafl furnish esch of the other parties with copies of 2l forms or reparts filed with
governmental agencies, daily drilling reports, well logs, tenk tables, daily gruge end run tickets and reports of stock on hend st the first of
esch manth, ind shell make sveilable sampies of sy cores or cuttings tsken from any well drilled on the Contract Ares. The cos of
gethering snd furnishing information 1 Non-Opersior, other then thst specified above, shall be charged to the Non-Opersmr that e
quests tie informetion.

E. Abandoament of Weiln

1. Ab :mthquh.Ewbmynﬂdﬁ!ldudemdpummnAtﬁcthB! any well which bas { en

drifled or deepened under the terms oot be plugged and ebeadoned
it o o i S T T, R B SR e i
within forty-eight (48) recetpt of notice of the proposl b pheg mnd sbundon
such well, such party shall be deemed m have consented 1 the proposed ehandonment. Afl such weils shall be plugged snd shandoned in
acrordance with applicable reguletions and st the cose, risk end expense of the percies who perticipered in the comt of drillieg or deepening
such well. Any party who cbjects to plugging and sbandoning such well shall have the right o tske over the well and conduct farther
operstions ia sewch of ol endior gas subject v the provisions of Artice V1B,

2. Absndossge of Wells thet heve Producsd: Excee for eny weil in which s Non-Coosent operstion be bamn coareced

L e L S o B TR

be phigged and sbandoned in accordence with spplicable reguistions snd st the cost, risk sad expense of parties harem. i, wichin
thirty {30} days after receipt of notice of the proposed sbandonment of any wedl, sl parties do not agree to the thandonmet of sach well,
those wt nun' i 3 the § dmhm&:ls)dnq.nmmmuﬂdhm

‘&."“pwhms E'Eﬂc metrial end equipment, devermined in scrordence with the provisions of
m"c‘uuﬂudmuumﬁudm-dmmmmﬂ—w
the non-sbendoning parties, without warvanty, exprem or implied, a9 1 Gtle or a8 ©0 quantity, or Gitness for use of the eyuipmmnt and
mseerial. ol of its interem in the well and releted equipmene, wgether with ity inaarest in the leaschold exsw = ', but only & w, the in-
tevvsd or ineervals of the ormesion or formacions then open ® production. Y the insarem of the shandoning party is o inchwie es ol end
§1 interex. such party shall exerute and deliver 1o the non-shendoning party or perties en oif snd g besse. limited to the intervel or in-
tervels of the formstion of (rmecions then open W production, for ¢ term of one (1) yewr and w0 ioag thearesher s oil endéor ges i pro-
duced rom the inearval or intervels of the formetios ar formations covered thereby, such lesse 10 be on the form sctached s Exhibie

IS

o oaal OPaE | Gamy v
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ARTICLE VI
continued

""B"". The assignments or leases 5o limited shall encompass the *‘drilling unit” " upon which the well is located. The payments by, and the
assignments or leases to. the assignees shall be in a ratio based upon the relationship of their respective percentage of participation in the

Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of
interests :n the remaining portion of the Contract Area.

Thereafter. abandoning parties shall have no further responsibilitv. liabilitv, or interest in the operation of or production from
the well in the interval or intervals then open other than the rovaities retained in any lease made under the terms of this Article. Upon re-
quest. Operator shall conunue 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 resuit of the separate ownership of the assigned
well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to

repurchase its prior interest in the well (using the same valuation formuia) and participate in further operations therein subject to the pro-
visions hereof.

3. Abandonment of Non-Consent Operations: The provisions of Article VL.E.1. or VLE.2. above shall be applicable as between
Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles: provided. however. no well shall be
rermanently plugged and abandoned unless and until all parties having the right to conduct further operations therein have been notified

of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article
VIE.

ARTICLE VII.
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be several. not joint or collective. Each party shall be responsible onlv for its obligations, and
shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the liens granted
among the parties in Article VI1.B. are given to secure only the debts of each severally. It is not the intention of the parties to create, nor
shail this agreement be construed as creating, a mining or other partnership or association. or to render the partes liable as partmers.

B. Liens and Payment Defaults:

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

If any party fails or is unable to pay its share of expense within sixty (G0) days after rendition of 2 statement therefor by
Operator, the non-defaulting parties, including Operator. shall. upon request by Operator. pay the unpaid amount in the proportion that
the interest of each such party bears 1o the interest of all such pardes, Each party so paying its share of the unpaid amount shall, to obtain
reimbursement thereof, be subrogated to the security rights described in the {oregoing paragraph.

C. Payments and Accounting:

Except a8 herein otherwise specifically pravided, Operator shall promptly pay and discharge expenses incurred in the development
and operation of the Contract Arez pursuant to this agreement and shail charge each of the parties hereto with their respective propor-
tionste shares upon the expense basis provided in Exhibit *'‘C"". Operator shall keep an accurate record of the joint account hereunder,
showing expenses incurred and charges and credits made and received.

Operetor—at-its-elees hatl-hevethe-right-from-timeto-timeto-d d-end ivefrom-the other parties payment-in-adva
of their respective shares of the estimated amount of the expense to be incurred in operations hereunder durin
month, which right may be exercised only by submission to each such party of an itemized stat
with an invoice for its share thereof. Each such statement and invoice for
on or before the 20th day of the next preceding mon
fifteen (15) days after such estima '
due shall j

ch estimated expense, together
in advance of estimated expense shall be submitted
shall pay o Operator its proportionate share of such estimiie within
ice 1s received. f any party fails to pay its share of said estimate within said time, Lﬁtamoum
provided in Exhibit '*C’* until paid. Proper adjustment shall be made monthly between advances snda tusl ex-

i~ d—shat h-sertshall beas_and-pax its share of actual od.and no mars 'xf .
PrmEstorEeaneT perey Py Ppop P R
£

D. Limitation of Expenditures:

1. Drill or Deepen: Without the consent of all parties. no well shall be driffed or deepened, except any well dniiﬂh*'\

pursuant to the provisions of Articie VI.B.2, of this agreement. Consent to the drilling or deepening shail inclu‘_s:/\g‘{i;,.,f
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ARTICLE VII
continued

X Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has ceached its
authorized depth. and all tests have been completed. and the resuits thereof furnished to the parties. Operator shall give immediate notice
to the Non-Operatars who have the right to participate in the completion costs. The parties receiving such natice shall have forty-eight
148) hours texciusive of Saturday, Sunday and legal holidays) in which ta elect to participate in the setting of casing and the completion at-
cempt. Such election. when made, shall include consent to all necessarv expenditures for the completing and equipping of such well. in-
cluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shall
constitute an election by that party not to participate in the cost of the completion attempt. If one or more, but less than all of the parties.
2lect to set pipe and to attempt a completion. the provisions of Article VI.B.2, hereof (the phrase '‘reworking, deepening or plugging

hack '’ as contatned in Article V1.B.2. shall be deemed to include *‘completing ") shall apply to the operations thereafter conducted by less
than all parties.

2. Rework or Plug Back: Without the consent of all parties. no well shall be reworked or plugged back except a well reworked or
plugged back pursuant to the provisions of Articie V1.B.2. of this agreement. Consent to the reworking or plugging back of 2 weil shall

include ail necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage
and/or surface facilities.

3. Other Operations: Without the consent of all parties. Operator shall not undertake any single project reasonably estimated
to require an expenditure in excess o(._"[hen.t;;thmsand_a_rﬁ_rmm:_:’_“_:ﬁollus 320,000.00 )
except in connection with 2 weil. the drilling, reworking, deepening, compieting, recompieting, or plugging back of which has been
previously authorized by or pursuant to this agreement; provided, however, that. in case of explosion, fire, flood or othe sudden
emetgency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are required
to deal with the emergency to safeguard life and property but Gperator, as promptly as possible, shall report the emergency to the other
parties. If Operator prepares an authority for expenditure {AFE) for its own use, Operator shall furnish any Non-Operator so requesting
an information copy thereof for any single project costing in excess of_Twenty thousapd and no/10Q---«---~~-
Doflars ($__20,000.00 ) but less than the amount first set forth above in this paragraph.

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

Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the
party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties own and have con-
tributed interests in the same lease to this agreement. such parties may designate one of such parties to make said paymenss for and on
behalf of all such parties. Any party may request. and shall be entitled to receive, proper evidence of all such payments. In the event of
failure to make proper payment of any rental. shut-in well payment or minimum royaity through mistake or oversight where such pay-
ment is required to continue the lease in {orce, any loss which resuits from such non-payment shall be borne in accordance with the pro-
visions of Artcle IV.B.2.

Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production
of a producing gas well, at least five (5) days (exciuding Saturday. Sunday and legal holidays), or at the earliest opportunity permitted by
circumstances, prior to taking such action. but assumes nao liability for failure to do so. In the event of failure by Operator to so notify
Non Operator. the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment
shall be borne jointly by the parties hereto under the provisions of Article [V.B.3.

F. Taxes:

Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem taxation all property
subject to this agreement which by law should be rendered for such taxes. and it shall pay ail such taxes assessed thereon before they
become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not
be limited to, royalties, overriding royaities and production payments) on leases and oil and gas interests contributed by such Naon-
Operstor. If the d valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royaities, over-
riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure 1o the benefit of the owner or
owners of such leasehold estate. and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-
tiom. If the sd valorem tanen ara beasd in whole or in part upon separste valustions of ench party 's working interest, then notwithstanding
anything to the coniriry hersin, charga o the joint account shill be made and paid by the paeues herets in acrordsnes with the tax
value genersced by ench party's working interest. Operator shall bill the other parties for their proportionate shares of sll tax payments in
the manner provided in Exhibit 'C"".

If Operstor considers any tax assessment improper, Operator may, at its discretion, protest within the tiime andsymansier
prescribed by law, and prosecute the protest to a final determination, uniess all parties agree to sbandon the protest prior to figg deter-
minstion, During the pendency of ad ative or judicial proceedings, Operator may elect to pay, under protest, il such mufmd any
interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tx for thatthe ac.

count, together with any interest and penaity accrued, and the total cost shall then be assessed against the parties. and be paid b! , a8
provided in Exhibit *'C'".
,;ﬁm‘.\;{'
to

Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upon
the production or handling of such party’s share of oil andior gas produced under the terms of this agreement. | | é
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ARTICLE V11
continued

G. Insuraace:

At all times whie operations are conducted hereunder. Operator shall compiy with the workmen's compensation law of
:he state where the operanons are being conducted: provided. however. that Operator mav be 2 sev-insurer for liabdity under sud com-
pensauon laws in which event the only charge that shall be made to the oint account shall be as provided in Exhibit "G Operator shail
diso carrv or provide insurance tor the benetit of the 101t account of the parties as outined w Exhubit **D°". artached to and made 2 part
hereot. Operator snail require all contractors engaged in work on or for the Contract Area to compiy with the workmen s compensation
'aw ot the state where the operauons are being conducted and to manun such other msurance as Operator mav requure.

In the event automobue public Liability insurance is speafied in sud Extubie "D, o1 subsequentiv recewves the approvai of the
paruss. no duect charge shall be made by Operator for premiums pad for such insurance for Operator s automoave equipment.

ARTICLE vTl.
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement. insofar as they embrace acreage in the Conract Area. shall not be surrendered in whole
or 1n part urdess all parues consent thereto.

Hovever.:houldanypurydeﬁntomnmdaiuhmmmyhneorinmymmm.mdmzomamd:not
agree or consent thereto, the party desiring 10 surrender shall asugn. without express or umplied warranry of ttle, all of its interest in
sudxk:uz.otpomcnthaed.mdmyvdl.mlmﬁdmdequm:whidlmxyhzloczmdthmmdanyri;!milwv&m
zhuenhuu.'curtd.wLhep-roanotcr.mmnngtomchmnmdmmemwdmemm;pcmumuxludamdmdgnin-
terest. the sxsigning party shall execute and deliver to the party or parties not consentng to such surrender 1n o and gas kewse covering
such oil and gas interest for 2 term of one (1) year and 30 long thereafter 13 ail and/or gas s produced from the land covered thereby, such
lease to be on the form artached hereto as Exhibit **B''. Upon such asmgnment or lexse, the assigning party shall be relieved from all
wﬁmmmmg.wtmwm.mﬁrqm(nthemtaumpdahadmdmeopcwmdnyvdl
actributabie thereto, and the asugning party shall have no further interest in the assigned or leased pr and its equp md pro-
ducton other than the royalties retaned in sny lesse made under the terms of this Arode. The party assgnee or leser shall pay to the
party asugnor or lexsor the reasonable saivage value of the larter 's interest in any weils and equipment attributabie ro the ssigned or less-
ed screage. The value of ail materis} shall be determined in accordance with the provesions of Exhibit *'C'", lews the esumseed cost of
salvagmg and the esumated cost of plugging and sbendoning. If the asugr or lesse is in favor of more than one party, the mterest
shall be shared by such paroes in the proportons that the interest of each bears to the toal interest of all such pertes.

Any ssugnment. lexse or surrender made under this provision shall not reduce or change the ssugnor s, lewsor ‘s or surrendering
Party s wnterest as it wey immediately before the amignment, lesse or surrender tn the balance of the Contract Aren; snd the acresge
1mgned, lessed or surrendered, mnd subsequent operstions thereon; shail not theresfrer be subject to the 1erms and provisions of this
agreement.

B. Rmﬂul:—-inﬁl._—x

If sny party sacwres o renews of sty ol end gas lemse subject to this agreement. all other partes shail de notfied prompedy, end
shall have che righe for s period of thirey (30) deyy following recespt of such sotce in which to elect to participate in the owaership of the
renewal lease. mscder @ such lesse affects lands within the Contract Area. by peying to the party who acquired it their several proper pro-
poroonate shares of the scquimtion cost alloceted to that part of such lease »nthin the Contract Area. which shall be in proportos tw the
nteresss heid at that ume by the partes in the Conzract Ares.

If some. but less than ail, of the parties elect 1o participate in the purchese of & renewal lesse, it shall be ocwned by the parnes
who elext to paracpeee theremn, i 8 reoo based upon the reletionship of their respective percentage of perncipston m the Conerect Ares
to the aggregate of the peycentages of participssion in the Contract Ares of il partes parncipating n the purchese of such reewsl lesse.
Any renewsl ieme n which iess than all paroe elect to paroopste shall not be subject to this agreement.

Esch party who participsees m the purchase of & renewsl lease shall be pven :n amgnment of its proporuonate mesvest theren
by the acquanng party.

The proveicns of tes Arucie shall spply 10 renewsl lmses whether they are for the entre nasrest covered by the expwring lense
or cover only ¢ pornan of i3 ares or an Desrest therein. Any renewsl lmae taken before the expwrsnon of s predecemor lesse, or taken or
contracted for wwchan nx (6) moaths sher the experstion of the exmnng lesse shall be subisct to this proveeon: but any lesse con-
tracted for more than mx (6) monchs sfar the expwrscion af an exmang iemar shall 80t be deemed 2 renewal lesse and shall not be Jibsect o
the provesons of the agresmex.

The provimons o ths Arocie shall siso be spplicable 0 cxummons of ol and ges iemes.

C. Acreage or Cash Contnbutions:

thmumlum'm.dnymmmt«amvﬁumdaﬂmtwdﬂﬂm‘dt cn“:a:hc
operaton on the Conaact Ares. uxch contnbunon shall be pad to the party who conducted the drniling or other '“Mbr
pplaed by 11 Lganm the comt of such dnllng or other operoon Uhmuﬁauunumdm.hmﬂq cany:
ibuton 1 made shull prompudy (ender an smgrument of the acTeage. without warranry of nde. w the Dnllng
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ARTICLE VIII
onntinued
said Drilling Parties shared the cost of drilling the weil. Such acreage shail become a separate Contract Area and. to the extent possible. be
governed by provisions ndcnuul to this agreement. Each party shall prompdy noufy ail other parues of any acreage or cash contributions
it may obtawn 1n support of iny well or any other operauon on the Contract Area. The above provisions shall also be applicable to op-
uonal nghts o eamn acreage outside the Contract Area which are mn support of a3 well driled inside the Contract Area.

If anv party contracts for any consideranon relating to disposiuon of such party’s share of substances produced hereunder. such
onsideranon shall rat be deemed a contributon as contemplated in ts Arucie VIILC.

D. Maintenance of Uniform Interest:

For the purpose of maintamning uniformity of ownership in the od and gas leasehola . :erests covered by this agreement. no
party shall sell. encumber, wransfer or make other disposition of its interest in the leases embraced within the Contract Arez and i wells,
equipment and producuon unless such disposition covers exther:

L. the enure interest of the party wn all leases and equipment and production; or
2. an equal undivided interest in all leases and equipment and producton in the Contract Area.

Every such sale. encumbrance. transfer or other disposition made by any party shall be made expressly subject to thit agreement
and shall be made without prejudice to the nght of the other parues.

If, at any tme 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 appownt a single trustee or agent with full authority to receive notices. approve expenditures, recerve billings for
and 2pprove and pay such party’s share of the joint expenses, and to desl generaily with. and with power to bind. the co-owners of such
party’'s unterest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter
into and execute all contracts or agreements for the disposition of their respective shares of the ol and gas produced from the Coneract
Area and they shail have the right to receive, separately, peyment of the ssle proceeds thereof.

E. Waiver of Rights to Partition:
If permitted by the laws of the state or states in which the property covered hereby is located. esch party hereto owning 1n

undivided interest in the Conaact Area waives any and all rights it may have to partition and have set aside 10 1t in severalty its undivided
interest therein.

8%&%8%!&‘5:8%&&83
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Shouldmym@vwﬂdwmymdmmmm&:zﬁnmLamnﬂm
Ares. 1t shall prompuy give written notice to the other parties. with full informason in

md&udhmp‘dﬂ(vmmhrﬁy nllm'md b

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agr is not intended to creste, and shall not be construed to creste, s reistionship of parmership or sn wsociation
for profit between or smang the parties hereto. Notwithsanding sny provision herein that the rights and limbilicies hereunder are weveral
1nd not jomt or collective, or thet this sgreement and operstions hereundes shall bot constitute & parmership, il, for federal income tax
purposss, this agreement and the operstions hervunder are regarded a1 & partnership, each party hereby afiected elects  be excluded
mwmmdmdhwd&M“K“Mlm& ‘AT ddhla“lmﬁn&dl%lapa
mrted and suthonzed by Seconon 761 of the Code and the reguistions pr gaond ther . Operseor » sudhorized and directed to ex
ecute on behall of ench party hereby sffected such evidence of tha electon s may be required by the Secreeary of the Tressury of the
Unuted Stsces or the Federsl [nternal Rewenue Service, including sprafically, but aot by way of lmication, all of the rerurns, sutementy.
and the deta requared by Federsl Regulations 1.761. Should there be sny requiremenc that each party hereby affected give further
mamm.-ammummmuwwmm-mumm}hw
FchtlInunnlmkvba-mhmuﬂhud\im.&mm“ﬁnymauhwm
-munmmhmmﬁhﬂh.l-ymawmuhdhmamh-ﬁd\“&.‘mum
Amuhﬂanyhmhmuhdhwhnmm—ihuhhm“K. 1,
Subud:"A".dd\tlmaMlmC&dI”‘.MMQ“&&MW”WMH‘“k o per-
merted. ench party hereby affected shall raske much elacoon s may be permereed or requared by such lews. [n making the
M.mhuhmummhm&nvdbynd«mm“mguﬂwumwr
compuaoon of partersup tasable nwome LT
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ARTICLE VIII
continued

sard Drilling Parues shared the cost of drilling the well. Such acreage shall become a separate Contract Area and. to the extent possible, be
governed bv provisions identical to this agreement. Each party shall promptiy noufy all other partiss of any acreage or cash contributions
1t may obtan in support of anv well or any other operation on the Contract Area. The above provisions shall also be applicable to op-
uonal nights to earn acreage outside the Contract Area which are i support of a weil drilled inside the Contract Area

it anv partv contracts tor anv considerauon relating to disposition o1 such party s share of substances produced hereunder. such
_onsideratuon shau not be deemed 2 contribution as contempiated in this Arucle VIILC.

D. Maintenance of Uniform Interest:

For the purpose of mantaining uniformity of ownership in the ol and gas leasehold interests covered by this agreement. no

12 rarty shail sell. encumber. transfer or make other disposition of its interest 1n the leases embraced within the Contract Area and in wells.
13 squipment and production unless such dispostition covers erther:
14
15 1. the enure interest of the party in all leases and equipment and production: or
16
. 2. an equal undivided interest n ail leases and equipment and production in the Contract Area.
i8
! Every such sale. encumbrance. transier or other disposition made by anv party shall be made expressly subject to this agreement
e} ind shall be made without prejudice to the right of the other parues.
M
22 If, at any time the interest of any party is divided among and owned by four or more co-owners. Operator. at 1ts discretion. may
hE require such co-owners to appoint a single trustee or agent with full authority to receive nouces. approve expenditures. receve biilings for
24 ind approve and pay such party’s share of the joint expenses. and to deal generaily with. and with power to bind. the co-owners of such
25 party's interest within the scope of the operations embraced in this agreement: however. all such co-owners shall have the nght to enter
5 nto and execute all contracts or agreements for the disposition of their respecuve shares of the oii and gas produced from the Contract
e Area and they shall have the right 1o receive. separately, payment of the sale proceeds thereof.
3
29 E. Waiver of Rights to Partition:
30
31 If permutted by the laws of the state or states in which the property covered hereby is located. each party hereto owning an
32 undivided interest 1n the Contract Area waives any and all rights 1t may have to partition and have set aside to 1t tn severalty its undivided
33 iaterest theren.
14
A r——F—Preferentmi-Right-to-furchaser—
16
—37 Should any party desice to-sailall oc.any past, ofite i das—tbis . oh ok -ty
38 Area, 1t shall promptly give written notice to the other parties. with full mformauon concerming its proposed sale. which
39 name and address of the prospective purchaser (who must be ready. willing and able to purchase), the fice. and all other terms
4)  of the offer. The other parues shall then have an optional prior right, for a perod of ¢ Ivs after receipt of the notice, to purchase
41 on the same terms and conditions the interest which the other part to sell; and. if this optional night is exerased. the purchas-
42 ing pardes shall share the purchased interest in th: ons that the mterest of each bears to the total interest of ail purchasing par-
43 ties. However, there shall be n tal right to purchase in those cases where any party wishes to mortgage 1ts interests, or to
4 dispose of its t ¥ merger. recrpanizanon, consolidation. or sale of all or substannailv ail of its assews to 2 subsidiary or parent com-
15 p I 1o a subsidiacy of 2 paren: pany_oc 1o anw c vn which any one-gass ' —trbre- .
46
47 ARTICLE IX.
48 INTERNAL REVENUE CODE ELECTION
49
s This agreement is not intended to create, and shail not be construed to create. a relationship of parmership or an sssociadon
51 for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilides hereunder are several
52 and not joint or collective. or that this agreement and operations hereunder shall not consutute a partnership, if. for federsi income tax
53 purposes, this agreement and the operations hereunder are regarded as a parmership, each party hereby affected elects o cluded
S4 from the application of all of the provisions of Subchapter *'K'", Chapter 1, Subtitle '*A"", of the Internal Revenue Code of . s per-
5% mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directad to ex-
56 ecute on behall of each party hereby affected such evidence of this election as may be required by the Secretary of the Tressury of the
57 United States or the Federal Internal Revenue Service, including specifically, but not by way of limitaton. all of the returns, statemen-s,
b and the data required by Federal Regulations 1.761. Shouid there be any requirement that each party hereby affected give further
39  evidence of this election. each such party shall execute such documents and fumnish such other evidence as may be reqm:eby the
x) Federal Internai Revenue Service or as may be necessary to evidence this elecoon. No such party shall give any notces or ke i |ny other
4]  action inconsistent with the election made hereby. If any present or future income tax laws of the state or sttes in which theontract
62 Areais located or any future income tax laws United States contain provisions similar to those 1n Subchaprer K™, @ ger 1.
n3  Subttle **A’". of the Internai Revenue Code o . under which an election simiiar to that provided by Section 761 of the Calle is per-
Y mitted. each party hereby affected shail make such election as mav be permirted or required by such laws. In making the fore L"‘g elec-
5 uon. each such party states that the income derived by such party from operations hereunder can be adequately determined wi "’ut the
v computauon of parmership taxable income. ;
/)7
58
59
70
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A.APL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982
ARTICLE Vil
continued
said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and. to the extent possibie. be
governed bv provisions xdcnual to this agreement. Each party shall promptly noufy all other parties of any acreage or cash contribuucns

1t may obuan w support of my well or any other operauon on the Contract Area. The above provisions shall also be applicabie to op-
nonal nghts to earn acreage outude the Contract Area which are in support of a well drilled inside the Contract Area.

U anv partv contracts for any conuiderauon relaung to disposiuon of such party's share of substances produced hereunder. such
consideravon stail 1~1 be deemed a contributon as contemplated in this Arucle VII.C.

0. Maintenance of Uniform Interest:

For the purpose of mantamning uniformity of ownership 1n the o and gas leasehold  .:erests covered by this agreement. no

12 rarty shall sell, encumber. transfer or make other disposition of its interest tn the leases embraced within the Contract Arez and in wells,
13 equipment and producuon unless such disposition covers ather:
14
13 U the enure interest of the party 1 all leases and equipment and production; or
16
17 2. an equal undivided interest in all leases and equipment and producuon i the Contract Area.
18
i9 Every such sale. encumbrance. transfer or other disposition made by any party shall be made expressly subject to this agreement
20 and shall be made without prejudice to the right of the other parues.
21
22 If, at any tme the wnterest of any party i3 divided among and owned by four or more coowners, Operator, at its discregon, may
23 require such co-owners to appoint a3 ungle gustee or agent with full authority to recerve noaces. approve expenditures, recesve bilings for
24 nd approve and pay such party ‘s share of the jont expenses, and to deal generally with, and with power to bind, the co-owners of such
2% party ‘s interest within the scope of the operstions embraced in this agreement; however. all such co-owners shall have the right to enter
2% into and execute ail conoracts or agreements for the disposition of their respective shares of the ol and gas produced from the Contract
27 Ares and they shall have the right to receive, seperately, payment of the ssle proceeds thereof.
28
29 E. Waiver of Rights to Partitioa:
30
31 If pertitted by the laws of the sate or states in which the property covered hereby is jocated, esch party hereto owning an
32 undivided interest in the Contract Area waives any and all nights it may have 1o partition and have set aside 0 1t in severalty its undivided
33 interest theven.
34
33——F— P sufaventisl-Right-10-Purchoser
X%
37 Shouldmymmmﬂmamymduummmﬂumuwmnanumu"mththum
38 Ares, it shall prompuly give written notice to the other parties, with full informanon con m sale, which shail include the
39 mmmdd&udhmﬂénu(vhombuady.-md b
40 a
41
41
43
44
43
46
47 ARTICLE IX.
8 INTERNAL REVENUE CODE ELECTION
9
0 This agreement is not intended o creste, and shall 6ot be construed to creste, 1 relationship of partnership or sn essocistion
st for profit berween or emang the parties hereto. Notwithanding any provision herein dat the rights end bebilities heveunder are wveral
52  and not yont or collective, or thet this agreement and operstions hereunder shall aot constitute s pardership, i, for federal income tar
$3  purposss. this agreement mad the operstions hereunder are regarded s 3 partership, each perty hereby affected elects m be excluded
54 trom the spplicanan of all of the provemons of Subchepeer *'K**, Chapter |1, Subtide **A ", of the Inwrnal Revenue Code of 1934. &3 per-
55 mured and suthonzed by Section 761 of the Code and the regulstions promulgated dhereunder. Operseor 8 suthorized end directed 1o ex-
s6  ecute on behall of ench party heveby aflected such evidence of this election s may be required by the Secretary of the Tressury of the
$7  Unsted Ststes or the Federsl Internal Revenue Service, ncluding specifically, but not by way of imitstion. ol) of the returns, satemencs.
58 nd the dets requared by Federsl Regulstions 1.761. Should there be any requirement thet esch party hereby effected pre further
9 maumﬂmmummm-dwmmm-mumrQbyw
80 Federsl Internal Revenue Service or @ tasy be Secemary ™ evidence this ehection. No such party shall give sy nonces or ke iy other
6 acton mconmment with the eloction made hereby. if any present or future ecome taz lews of the mae or xates i which eonact
62 mum&unyhmmuhdhwhmm'—f&nhnm K. i,
83 Subud:"A“.dchtlmundlme&dIN.MM-““&MW”S«M?6ldh. s pey
4 muried. ench party hereby sffected thall make such electon m may be permerced o requared by such v [ making the elec
69 uon. each mach party mates that the wcome denved by such party from opersnons hereunder can be adequately devermaned t the
66  compuuoon of partheriup trable mcome AR
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ARTICLE X.
CLAIMS AND LAWSUITS

Oocnmrmymkmymgkunmmmdzhirdpnm&mngechxmmm‘mg‘bvmopenuomhmndﬂdmmdimn
toes not exceed___Twenty Thousand & no/100 —=== bl pieaedveteiteetodiatt ~Dollars
+.20,000.00 : and o the payment 1 1 compiere setlement o such clum of swt. U the amount required for sertiement ex-
- ¢eds the above wumount. the parues hereto shall assume and take over the further handling ot the claurmn or sust. uniess sch authonry u
qdunm‘mOveluxAJJcmumdzxpausoihzndhng,mdm;.orothgvuediadm;mgmchthimorsmtihnllbeumgmla-
pensecimep-mapumpnungmmemum&mnvhthmednmormzm.u:chxmumanzxgnmnmvpnmordmyp.nyu
sued on account of any maner ansing from operstons hereunder over whach such individual has oo controt because of the ngho pven
Ope-uorbythisxmmz.mchpnnyﬂuﬂimmdhtdynoufy:ﬂothemmdmedmornmsbaﬂbemednuyclhsdum
cr swe wnvolving operations hereunder.

ARTICLE XI.
FORCE MA JEURE

U any party is rendered unable. wholly or in part. by force maeure to carry out 1ts obliganons under this agreement, other than
the obligruon to make money paymens. that party shall give o all other parnes prompe wneen nooce of the force majeure wich
reasonably full peroculars conceraing 1t; thereupon. the obligsnons of the party giving the nonce. so far s they e affiscted by the force
majeure. shall be suspended during, but no ionger than, the conunuance of the force mapeure. The affected perty snall use sil ressonsble
diligence 1o remove the force majpure uruaton as quickly as pracucable.

The requirement that any force majeure shall be remedied with il rezsonsble dispaech shail not require the sertiernent of serikes,
lockouts. or othey labor difficuity by the parry mvolved, conmrary to sts wishes: how ail such difficuities shall be handied shall be enarely
within the discretion of the party concerned.

The term “‘force majeure’’, a3 here employed, shall mesn an act of God. strike. lockout. or other industral distachence. st of
the public enemyy, wer, blockade, pubtic noe, lighting, fire, scorm., fiood. expiosion, governmentsl actom, governmental delary, restramt
or inacton, unavailsbility of equipment, and eny ocher cause, whether of the kind specificaily enumerated above or ocherwise, which o
not rexsonsbly within the coatrol of the party claiming suspenson.

ARTICLE XIL
NOTICES

All nooces suthorized or required betweem the pertes and required by sny of the provesom of this agreement. uniem otherwise
speaficaily provided, shall be given in writing by mmi or telegram. postage or charges prepmd, or by telex or telecopeer wad sddremed ©
the parties 1 whom the noGce is given o the addresses tister on Exhibit *'A'". The ariginsang sooce given under any provision berent
shafl be deerned gives only when receirved by the party © whom such aotice & directed. snd the tme for sach party to pive sy sotice o
response thereso shall res from the dewe the origineting notice © recerved. The second or any responsive notice shall be deemed given
when deposicsd in the mml or with the siegraph company, with postage or charges prepmed, or st by telex or wriecopiar. Each party
shall have the right m change ity addrem st sny time. mad from tme w ome. by pving sTieen actice thereal m sl oshar purties.

ARTICIE XII.
TERM OFf AGREEMENT

This egreement el remam in full force and effect o o the oil end gas iesars andior o and gas meeress subjuct herew for the
pertod of tme selacted below provided. however, 20 party herew shall ever be consrosd s haviag sy right, otie or ¥ @ of © a0y
\ense or ol and g mwTen conenbused by mry other party beyond the wrm of dhis sgreement

. ) . . ) - imd-i-bor- a-10-y-pen-
ctr-Corrurrrer—virhe-ry-prel e rar el

3 Optom No. 1 ln the rvamt the wull dmcribed in Article VIA. or say schesquent well drilled uader my proveos of dws
sgreemen. ruuins w proshection of ol andior g = peying quaneities. this sgresenene shall costmme @ foroe 1o long & swy sech well o
-&m.wnw&dm-lh-“pcdd_io_”ﬁ-_mddww
however. d. pror 1 the expurstion of sach sdditicasl pariod. ane ar mare of the parnes harew are esgaged @ drilling, rewurking, deepen-
n;ah,.hd.—.a-—n.na*lﬂaﬁm.ﬁq—ﬂa—--hud-im*
cwe have been cumpirend and  producuon ressisy thareirom, this sgreemans shall comomer @ (rce e proveded herem. [n die the
-dlh:td-mw.k.a-ymdww.m-uhh&.dnm-th Capable
of producng ol enbor gas rom the Casract Ares. this agresment shall wrumasse wains driling. derpunmng. plagpng back

g Opersoons are ced orchn _ 90 deys from the deae of shandonenens of wmd well.

It s agreed. howewer. that the tervmnsnon of the sgremment shell 5ot relieve sy party herew trom eny abeliry
aorved or scuached pror o the deee of Such tEYTEENSION.
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ARTICLE X1V,
K COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Reguistions and Orders:

This agreement shall be subject to the conservauon iaws of the state in which the Contract Area 15 located. to the valid rules.

regulattons. and crders of m;' duly consututed reguiatory body of sud state: and to all other aori:cable federal. state, and local laws, of -
dinances. ruies. regulanons, and orders.

B. Governing Law:

This agreement and all mattery pertaining hereto, including, but not limited to, matters of pertormance. non-performance. breach.
remedies. procedures. rights, duties and interpretation or construction. shall be governed and determuned by the taw of the state in which
the Contract Ares s located. If the Contract Area s in two or more states, the law of the state of

New Mexigo
shall govern.

C. Regulatory Agencies:

Nothing herein conmined shall grant, or be construed to grant. Operator the right or authority t0 waive or relesse sny rights,
privileges, or obligations which Non-Operstors may have under federal or state lawy or under rules, regulations or orders promulgated
under such laws in reference to oil. gas and mineral operations. including the ocation, opersuoa. or production of weils, on tracss offset-
ung or adiacent to the Congact Arex. .

With respect to operations hereunder, Non-Operators agree to release Operator from any and ail losses. damages, injuries, claims
and cauwss of action ansing out of, incident to or resulting direcily or indirectly {rom Operator’s interpretation ot applicaton of rules,
rulings, regulations or ocders of the Department of Energy or predecessor of successor agencies to the extent such interpretanion or ap-
plication was made in good faith. Each Non-Operator further agrees to rexmburse Operamor for any amounts applicable w such Noa-
Operator's share of production that Operator may be required to retund, rebate or pay as a resuit of such an incoerect nterpreution of
ipphication. together with interest and penaities thereon owing by Operator s 1 resuit of such incorrect interpretanon or applicanon.

Non-Operstors authorize Operator to prepare and submit such documents 1s may be required to be submitted to the purchaser
of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the ' 'Crude Oil Windail Profit Tax Act
of 1980, a3 same may be amended from time (o time (**Act’"), and any valid regulations or rules which may be issued by the Tressury
Depertment from time to time pursusnt to said Act. Each party hereto agress to furnish 1ny and all certifications oc other informadon
which iy required to be furnished by said Act in 2 timely manner ind in sufficient detail to permit compliance with said Act.

ARTICLE XV.
OTHER PROVISIONS

See Article XIV. attached hereto and made a part hereof.




ARTICLE XV
OTHER PROVISIONS
A. REWORKING OPERATIONS

Notwithstanding any language set out in Article VI(B) o the contrarv. each non-consenting
party to a reworking operaton on a well conducted pursuant to Article VI(B) shall, 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 formations 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 (afler deducting 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 untl it reverts) shall equai 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. NONDISCRIMINATION

In connection with the performance of work under this agreement, the Operator agrees 10
comply with all of the provisions of Section 202 (1) to (7) inclusive, of Executive Order 11246 (30
F. R. 12319), which are hereby incorporated by reference in this agreement, and of all provisions

of said executive Order 11246 and all rules, regulations and relevant orders of the Secretary of
Labor,

C. COVENANTS RUN WITH THE LAND

The terms, provisions, covenants and conditions of this agreement shall be deemed o be
covenants running with the lands, the lease or leases and leasehold estates covered hereby, and all
of the terms, provisions, covenants and conditions of this agreement shall be binding upon and
inure to the benefit of the parties hereto, their respective heirs, executors, administrators, personal
representatives and assigns.

'D. LAWS AND REGULATIONS

All of the provisions of this agreement are expressly subject 1o all applicable laws, ordery,
rules and regulations of any governmental body or agency having jurisdiction in the premises, and
all operations contempiated hereby shall be conducted in conformity therewith. Any provision of
this agreement which is inconsisert with any such laws, orders, rules or regulations is hereby
modified 0 as 10 conform therewith, and this agreement, as so modified, shall continue in full
force and effect.

E. PRIORITY OF OPERATIONS

UnmyWMmemmmmWMmyw&m
nmmmmmmmwmumqwm.
such proposals shall be considered and disposed of in the following order of priority:

1.  Proposals w0 do additional testing, coring or logging.
2. Propomls 1o aternpt a compietion in the objective zone.
3 wmﬂummmmmmm in ascending

4. Pmlsmsd&m&ewﬂnrud\anymmtbdowmempnﬂmﬂnnmd
objective.
S.  Proposals to deepen the well, in descending order.

ARTXV-1



F. REGULATORY PROVISIONS
1. Liquid Hydrocarbons:

Non-Operators hereby authorize Operator to file with the purchaser of crude oil or other
liqud hydrocarbons or with any other person required by law. any swtement or certification
required by any ruie, regulation or order issued thereunder or by any other law, rule, or reguiation
relating to the pricing of crude oil and other tiquid hydrocarbons or the taxaton 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 certification requirements. In making any filing or certification with any purchaser of
crude oil or other liquid hydrocarbons, each Non-Operator chall 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 t0 a
higher price 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 Non-Operator receives a greater sum for the sale of its share of production
than that to which such Non-Operator is entitied, such Non-Operator shail prompty refund any
excess sums 30 collected to the person entdtled thereto together with any interest 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 addition to any other rights or remedies which it may
have as a result of making such refund, (i) shail have the lien provided by Article VIL.B. to secure
such reimbursement and (ii) shall be authorized to collect from Non-Operator’'s purchaser of
production all revenues attributable to Non-Operator's share of production until the full amount
required to be paid or refunded by Non-Operator has been recovered.

3. Opam‘lldnmy'

Operator shall use its best judgment in making any of the filings and cerifications referred
10 above in prosscuting any filings and applications. However, in no event shall Operator have any
liability o any Non-Operator in making and prosecuting any such filing oc in rendering any
sarement or certification, absent bad faith, gross negligence or willful misconduct. Any penalties
incurred as a result of any incorrect certification, statement or filing shail, in absence of bad faith,
gross negligence or willful misconduct, be charged to the parties owning the production to which
the penaity pertains. [n no event shall any error by Operator relieve any Non-Operator of the
liability for any refund under Paragraph 3 above.

G. OPERATOR PROTECTION
l. Assignment:

No:ﬁmuwunﬁuadimd&mofminuumbjeanmwﬁum
be effective a3 10 Operaxr or the other parties herewo until the first day of the month following the
mmma)mmnwmdmwmm
assignment, transfer or disposition and (ii) the person receiving such assignment, transfer or
dLmddmhuMobﬁandbyhmmsﬁ:ﬁmymeobm.pufmnm@be
bound by all of the covenants, terms and conditions of this Agreement. Pncrtomd\danewma
Openator nor any other party shall be required o recognize such assignment, mmftrordx;:onnm
fa’mypwpmebmnuycmunmndaladusivdywimupnymhn;s:d\wk
transfer, or dispositon in all maners under this Agreement including billings. No asugnment or

ARTXV-2



other transfer or disposition of an interest subject to this Agreement shall relieve a party of its
obliganons 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 party has previously agreed or consented prior to the
effectve date aforesaid for the drlling, testng, completing and equipping, reworking,
recompleting, side-tracking, deepening, plugging-back. or plugging and abandoning of a well even
though such =peraton is performed after said effective date, subject however 1o such party's right

1o elect not to partcipate in completion operations under Article VI.B and Article VIL.D, Option
No. 2., not previously consentad to.

2. Atormneys Fees:

[n the event any party hereto shall ever be required to bring legal proceedings in order to
collect any sums due from any party under this Agreement, then party or parties shall aiso be
entitled to recover all court costs, costs of collection and a reasonable attomey'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 perpenuities, the suspension of the absolute power of alienarion 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 shail nevertheiess be effective for the maximum period (but no longer than the maximum
period) permitted by such rule which will result in no violation.

[. 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 enforce any rights, benefits or obligations under this Agreement.

J. OPERATOR'S REORGANIZATION AND STATUS CHANGE

l.  Notwithstanding, the second sentence of Article V.B.1, in the event of a transfer of
all Operamr's inserest © a corporation which controls, is controlled by or is under common control
with Operator or in the event of a transfer of all Operator's interest to0 any person as a part of the
transfer to such person of all or substantially all of Operasor's ail and gas properties, such transferee
shall automatically become the successar Operasor without the approval of Non-Operators.

2. FormepmpoaofmﬁchV.B..OpaurMbeMromminu_min
the Contract Area if it is a general partner of a limited parnership which owns an interest in the
Contract Area or if it owns a carried or reversionary working interest in the Contract Area.

K. OVERHEAD RATE ADJUSTMENT PROVISIONS

[n the event the drilling well rates or the producing well rates provided for in Section
0I.1.AQ3) of the Accounting Procedure shall ever be iess than the prevailing rates being charged by
financially responsibie prudent operators in the area for comparable operations, then Operagor may
give written notice of such higher previiling rases 0 Non-Operasors. The higher prevailing rates
mﬁmmmmmmuMmMudumm_o{umm
following thirty (30) days from the giving of said notice unless a Non-Operator by written notce 10
Operator within sad thirty-day period shall do either of the following:

ARTXV-3
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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 partes 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.or's notice. In this event
Non-Operator shall take over operations as of the beginning of the month following

said thirry-day period unless the existing Operator shall agree 1o operate at such lesser
rate.

Any new rates esmblished pursuant 1o this provision shall be subject to adjustment in the manner
provided by Section III.1.A.(3) of the Accounting Procedure, but otherwise the procedure set out in
these provisions shail 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. §36S, 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 assumption
of this Operating Agreement. In the event of an assumption, Operator or said other party shall be
entitled to adequate assurances as to future performance of debtor's obligation hereunder and the
protection of the incerest of all other parties.

ARTXV-4
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AMERADA HESS CORPORATION

By

v L 4

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

ARTICLE XVI.
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit oi the parues hereto and to their respecuve hers. devisees.
222l representauves. successors and assigns.

This insoument may be executed in anv numoer ot counterparts. each ot which shall be consicerea 2n criginai for ail purposes.

IN WITNESS WHEREQF. th:s agreement shall be etfective as ot lst day of May 19 96
OPERATOR
SANTA FE ENERGY RESOURCES, INC.

APPROVED

., s y .
A s /
s

L S
{ Ay -

R. I. Arnold, Attorney-in-Fact

NON-OPERATORS

SOUTHWESTERN ENERGY PRODUCTION COMPANY

: By:

hid
G-
:'.“‘
— 4:1
Signacure Page to Operaging Agresmmmt
daces _May lIst, 1996
Baucho Unit Well #1 Area/Fleld/Ua

Councy/MRCIIN of Lea

stace of DNew Mexico
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AMERADA HESS CORPORATION

By

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

ARTICLE XV1L.
MISCELLANEQUS

This agreement shail be binding upon and shall inure to the benetit of the parues hereto and to thewr respecuve heirs. devisees.

-2gal representauves. successors and assigns.

This insrument may be executed in anv number ot counterparts. eacn ot which shall be consigeres an onginal for ail purposes.

IN WITNESS WHEREQOF. this agreement shail be etfective as ot lst day of May 19 36
OPERATOR
APPROVED  cANTA FE ENERGY RESOURCES, INC.
7
et ’

_ O
By: //'/L’.‘L g//

R. I. Arnold, Attorney-in-Fact

NON-OPERATORS

SOUTHWESTERN Y PRODUCTION COMPANY

/
: By: L/J X W s~

(/B/. Brick Robinson
Attorney-in-Fact ?7, &y

yra

Sigusture Page to Opersting Agreememt
ascee _May lst, 1996
Baucho Unit Well #1 Area/Tield/u

Councy/RECIR of Lea

seate of New Mexico
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AMERADA HESS CORPORATION

AAPL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE XVI.
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benetit of the parues hereto and to thewr respecuve hetrs, devisees.

-2gal representauves. successors ang assigns.

This insrument mav be executed in anv number ot counterparts, each ot which shall be consigerea an oniginal for all purposes.

IN WITNESS WHEREOF. this agreement shall be etfecuve as ot Lst day of Hay 19 96
OPERATOR
APPROVED SANTA FE ENERGY RESOURCES, INC.
v
>N
‘ By: »// . U

R. 1. Arnold, Attorney-in-Fact

NON-OPERATORS

SOUTHWESTERN ENERGY PRODUCTION COMPANY

By: By:
-
le
— eQ}
Signaturs Page to Opareting Agreememe
daved _May ist, 1996
|Baucho Unit Well #1 Araa/Field/th

County/PRCian of Lea

seace of _New Mexico
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ARTICLE XVI.
MISCELLANEOUS

This agreement shall be binding upon and shail inure to the benefit of the parues hereta and to their respective heirs. devisees.
iegal representatives. successors and assigns.

This instrutnent may be executed in anv number o1 counterparts. each of which shall be considered an original for s} purposes.

9 IN WITNESS WHEREOF, this sgeeement shall be etfective as of __L8E __ day of May 1996

2 OPERATOR
‘z APPROVED  sanTA FE ENERGY RESOURCES, INC.
{

. 4
17 ' By: // Gy b

18 R. I. Arnold, Attorney-in-Fact

’ NON-OPERATORS

24 AMERADA HESS CORPORATION SOUTHWESTERN Y PRODUCTION COMPANY

o Byt By: 6 (s~

9 u Brick Robinson

10 Attoruey-in~Fact 27, ]
31 Robert E. Landreth 01/6
et | e D

33 ByLLX\_x\..:\k\ vamEe - *\3“‘\ Vi
14 Robert E. Landreth

A-
60

to td

o
65 T

67 Signature Page to Opsrsting Agrewmamc

dared _May lst, 1996
Baucho Unit Well #1 Arsal/Tield/t

County/RExixn of Lea
seare ot New Mexico




EXHIBIT “A”

Attached to and made a part of that certain Operating Agreement dated May 1Ist, 1996
by and between Santa Fe Energy Resources, Inc., as Operator, and Southwestern
Energy Production Company, as non-operator.

I. CONTRACT AREA A:

[nitial 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

T-22-S, R-34-E
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

. INTEREST OF PARTIES IN CONTRACT AREA:
Contract Area A:

INITIAL WELL (If completec .;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)

Wi W1

Company BPO APO
Santa Fe Energy Resources, Inc. 50.0% 37.5%
550 West Texas, Suite 1330
Midland, Texas 79701
Southwestern Energy Prod. Company 50.0% 37.5%
5600 North May Ave.
Suite 200
Oklahoma City, Oklahoma 73112-3979
Amerada Hess Corporation -0- 25.0%
P.O. Box 2040
Houston, Texas 77252-2040

100.0% 100.0%

WOA294-1



Contract Area B:

Company Wi
Santa Fe Energy Resources, Inc. 50.0%
Southwestern Energy Production Company 50.0%
100.0%
Contract Area C:
Company WI
Santa Fe Energy Resources, Inc. 25.0%
Southwestern Energy Production Company 25.0%
Amerada Hess Corporation 50.0%
100.0%

HI. SCHEDULE OF LEASES AND LANDS:

Lease #1:

Lease #2:

Lease #3:

Lease #4:

WOA294-2

Fed. Lease #:

Date:
Lessor:
Lessee;
Description:

Fed. Lease #:

Date:
Lessor:
Lessee:
Description:

Fed. Lease #:

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

NM-92781

March 1, 1994

United States of America

Santa Fe Energy Operating Partners, L.P.
T-22-S. R-34-E

Section 17: All

Section 19: Lots 3 & 4, E/2 SW/4, SE/4
Section 20: 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, SE/4
Section 19: E/2NE/4, NW/4NE/4

Lea County, New Mexico




Lease #5:

Lease #6:

Lease #7:

Lease #8:

Fed. Lease #:

Date:
Lessor:
Lessee:
Description:

Fed. Lease #:

Date:
Lessor:
Lessee:
Description:

Fed. Lease #:

Date:
Lessor:
Lessee:
Description:

Fed. Lease #:

Date:
Lessor:
Lessee:
Description:

1V. SUBJECT TO:

NM-69596

December 1, 1987

United States of America

Lynn A. Sawyer

T-22-S. R-34-E

Section 18: Lots | & 2, NE/4, E/2NW/4
Section 19: Lots 1 & 2, SW/4NNE. 4, E/2NW/4
Section 29: W/2

Section 30: Lots 1-4, NE/4, E/2W/2

Lea County, New Mexico

NM-070544

July 1, 1949

United States of America

William §. Ricker

[nsofar 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

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.
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EXHIBIT "B"

Attached to and made a part of that certain Operating Agreement dated

May lst, 1996 , by and between S5anta Fe Energy
Resources, Inc, , as Operator and Southwestern
Energy Production Companv, et al , as Non-Operators.

OMITTED
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_ Tecommended by the Councn
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TULSA OK TaIO) Sotieney PU[
EXHIBIT e v
Attached to and made a part of that certain Qperating Agreement dated May lst, 1996
2y and between Santa Fe Fnergy Resources, Inc. 4 Operator, and Southwestern

Energy Production Coppany, et al as Hon-Jperatorg,

ACCOUNTING PROCEDURE
JOINT OPERATIONS

[. GENERAL PROVISIONS

1. Definitions

“Joint Property” shall mean the reai and personal property subject to the agreement to which this Accounting Procedus
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” shail 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” shall mean the party designated to conduct the Joint Operations.

“Non-Operators” shail mean the Parties to this agreement other than the Operator.

“Parties” shail mean Operator and Non-Operators.

“First Level Supervisors” shail mean those empioyees whose primary function in Joint Operations is the direct supervisu
of other employees and/or contract labor directly employed on the Joint Property in a field operating capacity.
“Technicai Empioyees” shaill mean those employees having special and specific engineering, geologicai or other profe
sional skills. and whose primary function in Joint Operations is the handling of specific operating conditions and probler
for the benefit of the Joint Property.

“Personal Expenses” shail mean travel and other reasonable reimbursable expenses of Operator's empioyees.
“Material” shall mean personai 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 Claasification Manuai
most recently recommended by the Council of Petroleum Accountants Societies.

2. Statement and Billings

Operstor shail bill Non-Operators on or before the iast day of each month for their proportionate share of the Joint .
count for the preceding month. Such bills will be accompanied by statements which identify the authority for expendity
lease or facility, and all charges and credits summarized by appropriste classifications of investment and expense exc

that items of Controllable Material and unususl charges and credits shall be separstely identified and fully described
detail. )

3. Advances and Payments by Non-Operators
thirey (30)

A.  Unless otherwise provided for in the agreement. the Operator may require the Non-Operstors o advance tt
share of estimated cash outiay {or the succeeding month's operation within Gimestif) days after receipt of the t
ing or by the {irst day of the month for which the advance is required. whichever is later. Operstor shall adjust e
monthly billing w reflect advances received from the Non-Operators.

_ thirty (30) .

B. Each Non-Operator shail pay ita proportion of all hiils within tilteeswxy days after receipt [ w
within such time. the unpaid balance shail bear interest monthly at the prime rata in effect at Chase
Maphatcan Bank on the first day of the month in which delinquency occurs plus 2% or the maxir
contract rate permitted by the applicable usury laws in the state in which the Jaint Pmper_ty is located. whiche
is the iesser. plus attorney’s [ees. court costs. and other costs in connection with the collection of unpaid amoun

4. Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operstor 10 prowst or question the correctnes the
provided. however. all bills and statements rendered ts Non-Operators by Operatwor during sny calendsr vear ~hail
clusiveiy be presumed (o be true and correct after twenty-four (24) months following the end of any such calendar »
uniess within the xaid twenty-four (24) month period & Non-Operawr Lakes writtan exception thereto and makes claif
Operator {or adjustment. No adjustment (avorable to Operator shail be made uniess it is made within the same pre~cr
peruad. The pruvisions of this paragraph shall not prevent adjustments resulting {rom a physical inventory of tontroll
Material as provided for 1n Section V.

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
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A, A Non-Qperator. upon notice in writing to Operator and all other Non-Operators. shall have the right 1o audit Opera-
tor's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24} month
period following the end of such calendar year: provided. however. the making of an audit shall not extend the ume
for the taking of written exception o and the adjustments of accounts as provided for in Paragraph 4 of this Section
[ Where there are two or more Non-Operators. the Non-Operators shall make every reasonanie effort to conduct a
!oint audit in 3 manner which will resuit in a mimnimum of inconvenience to the Uperator. Operator shall bear no par-
tion of the Non-Operators’ audit cost incurred under this paragraph uniess agreed to by the Operator. The audits
shall not be conducted more than once each year without prior approval of Operator. except upon the resignation or
removal of the Operator. and shall be made at the expense of those Non-Operators approving such audit.

5. Audits

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 ather 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 notfy all Non-Operators of the Operator’s propesal. and the agreement or approval of
a majority in interest of the Non-Operators shall be controlling on all Non-Operators.

II. DIRECT CHARGES
Operator shall charge the Joint Account with the {ollowing items:
1. Ecological and Environmental

Costs incurred for the benefit of the Joint Property as a resuit of governmentai 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 poliution control procedures as required by applicable laws and regulations.

2. Rentals and Royaities

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

3. Labor

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

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

(3) Salsries and wagus of Technical Employees directly employed on the Joint Property if such charges are exclude
{rom the overhead rates.

{4) Salaries and wagus of Technieal Employees either tamporarily or permanently assigned to and directly employe
in the oparstion of the Joint Property if such charges are excliuded from the overhead rates.

B. Operator's cost of holiday, vacation. sickness and disability benefits and other customary allowances paid to employes
whose salaries and wages are chargeable W the Joint Account under Paragraph 3A of this Section 1. Such costs unde
this Paragraph 3B may be charged on & “when and as paid basis” or by “percentage assessment” on the amount
salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section [l. [{ percentage assessme:
is used. the rate shall be based on the Operator’s cost experience.

C. Expenditures or contributions made pursuant 1o assessments imposed by governmental authority which are applicab
1o Operstor's costs chargesble to the Joint Account under Paragraphs 3A and 3B of this Section [I.

D. Personal Expenses of thase employees whose salaries and wages are chargeable to the Joint Account under Paragray
3A of this Section i1,

4. Employes Beneflts
Operatwor's current costa of established plans for employees’ group life insurance. hospitalization. pension. retirement. -Lo
purchase. thrift. bonus, and other bene(it plans of a like nature, spplicable 0 Operator’s laboe cost chargeable to the los
Acvount under Paragraphs A and 1B of this Section {1 shall be Operator's sctual cost not to exceed the pervent must rede
ly recommended by the Council of Petroleum Accountants Societies.

3 Material '
Material pyrchased o furnished by Opersior for use on the Joint Property as provided under Secuon IV Only <uch Mater

<hall be purchased for or transferred 1o the Joint Property as may be required for immediate use "‘T r‘:"f”"“:’" practy
and cunsi-tent with efficient and economical operations. The accumulation af surplus wtacks shall be avoude

[ Transportation
TFJH\W”J[II!H ol t‘ﬂ'U'U) | M‘u“ﬂ necessan for the Juint ”mrallons but ‘Ubﬂ(‘ to the ’O“OWM. limitatnes
Shall e el
v 1 Material is musend W the luiat Praperty [rom the {iperawr ~  arehouse or other properties. no charge -hatl tw

h ke Matet
10 the Lent Account fue o distance yreater than the distance from the nexrest reliable ‘"”'yfg."l;- ;‘Tw: '
i~ nuemaily 1y silabie or ratlvas recening puint nearest the Juint Property unless agreed
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B. [{f surplus Mavtenal i8 moved to Operator's warehouse or other storage point. no charge shall be made to the Joint Ao-
count for a distance greater than the distance to the nearest reliable supply store where like material is normadls
available. or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be

made to the Joint Account for moving Material to other properties belonging to Operatar. uniess agreed to by the
Parties.

in the application of subparagraphs A and B above. the option o equalize ar charge actual trucking cost 1s avatiahe
+~hen the acvua’ ~harge 1s 3400 or less excluding accessoriai charges. The 3400 w11l he adjusted ta the amount mast
recently recommended by the Council of Petroleum Accountants Socteties.

Services

The cost of contract services. equipment and utilities provided by outside sources. except services excluded by Paragrach
10 of Section I and Paragraph i ii. and iii. of Section {II. 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 costof professional consuitant services or contract services of technical personnel not directly engaged on the Juint
Property shall not be charged to the Joint Accournt unless previously agreed to by the Parties.

Equipment and Facilities Furnished By Operator

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

tvelve percent ( Z %) 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 .lhe'immedi-
ate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates published by the
Petroleum Motor Transport Association.

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages or losses
incurred by fire, flood. storm, thelt, sccident. or other cause, except those resuiting from Operator’'s gross negligence ot
willful misconduct. Operator shall furnish Non-Operator written notice of damages or losses incurred as soon as practicabic
after 1 report thereof has been received by Qperator.

Legal Expense

Expense of handling, investigating and settling litigation or claims. discharging of liens, payment of judgements anc
amounts paid for settlement of claims incurred in or resuiting 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 {ees or expense of outside attor
neys shail be made unjess previously agreed to by the Parties. All other legal expense is considered to be covered by th
overhead provisions of Section [IT unless otherwise agreed to by the Parties, except as provided in Section I. Paragrap
3.

Taxes

All taxes of every kind and nature amessed or levied upon or in connection with the Joint Property, the operation thereg
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. I the ad vals
rem taxes are based in whole or in part upon separate vaiustions of each party’s working interest, then notwithstandin
snything to the contrary hersin, charges t0 the Joint Account shall be made and paid by the Parties hereto in accordanc
with the tax value generatad by esch party’s working interest

nsurance

Net premiums paid for insurance required to be carried for the Joint Operstionrs (or the protection _o{ the Partiex [n t}
event Joint Operations are conducted in & state in which Operator may act as self-insurer for Worker’s Compensation ant
or Employers Liability under the respective state's laws. Operator may. st its election, include the risk under it~ el
INSUPANCE PrOETRM and in that event. Operator shall include s chargs at Operstor’s coat nat Lo exceed manuai rates

Abandenment and Reclamation

Coss ineurred far abandenment of the Jaint Propeety. including vonts required by governmental or other reviilaty
suthority.

Communications

| ] i b i com tems. including rudiu o
Cast of acquiring. leasing. installing. opersting. repairing and maintaining municsLon sy . '
micrawave {acilities directly serving the Joint Property [n the event communication factlities sysuems q"r\hm{\.(h.:» .In"
Property are Operstur owned. charges 1o the Joint Acconnt <hall be marde as provided 1~ Paragraph 8 of this Sect

(Mher Fxpenditures

. e - o
ARy uther expenditure not covered or deult with 1n the foreguing prosiwns of this Section 1f. or n hﬁm:‘u“l. Gt
1« of direct beaefit Lo the Juint Property and s incurred by the Uiperator 1n the necesaary and pruper cun -
peratwns
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[Il. OVERHEAD

1. Overhead - Drilling and Producing Operations

i

B

As compensation for agministrative. supervision. office services and warenousing costs. Uperator shall charge driiling
and proquc'ng operations on either:

1X) Fixed Rate Basis. Paragraph 1A. or
) Percentage Basis. Paragraph 1B

Unless otherwise agreed to by the Parties. such charge shall be in lieu of costs and expenses of all offices and saiarie
or wages plus applicable burdens and expenses of all persannel. except those airectly chargeable under Paragrapi
3A. Secuon [I. The cost and expense of services from outside sources tn connection with matters of taxation. traffic
accounting or matters before or involving governmental agencies shail be considered as inciuded in the overhead rate

provided for in the above selected Paragrapn of this Section III uniess such cost and expense are agreed to by th
Parties as a direct charge to the Joint Account.

The salaries. wages and Personal Expenses of Technical Emplovees and/or the cost of professionat consuitant service
and contract services of technical personnei directly employed on the Joint Property:

t ) shail be covered by the nverhead rates. or
1X ) shall not be covered by the overhead rates.

The salaries. wages and Personal Expenses of Technical Employees and/or costs of professionai consuitant servic
and contract services of technical personnel either temporarily or permanently assigned to and directly employed :
the operation of the Joint Property:

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

Overhead - Fixed Rate Basis

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

Drilling Well Rate $ _6,000.00
(Prorated for less than a (ull month)

Producing Weil Rate § 600.00

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

(1) Charges for drilling weils shail begin on the date the well is spudded and terminate on the date the dr
ing rig, completion rig, or other units used in compietion of the well is released. whichever is later, exc
that no charge shall be made during suspension of dritling or compietion operations for fifteen (15)
more consecutive calendar days.

(2) Charges for wells undergoing any type of workover or recompietion for & period of five (5) consecut
work days or more shall be made at the drilling weil rate. Such charges shall be applied for the per
from dats worknver operations, with rig or other units used in workover. commence through date of
or other unit release, except that no charge shall be made during suspension of operatioms for fift
{18) or more consecutive caiendar days.

(b) Producing Well Rates

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

(2) Each active completion in & multi-compieted weil in which production is not commingied down hole s
be considered as a one-weil charge providing each compietion is considered a separate well by the gove
ing reguliatory authority.

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

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

i5) All other inactive welis (inciuding but not limited to inactive wells covered by unit allowabte. lease al
able. transferred allowable. ete.) shall not qualify {or an overhead charge.

41 The well rates shail be adjusted as of the lirst day of April each vear following the effective date of the agree:
tu which this Accounting Procedure is attached. The sdjustment shail be computed by muitiplying the rate
rently 1n use bv the percentage increase or decrease in the average weekiv earnings of Crude Petroleum and
Production Workers for the lust calendar yesr campared to the calendar vear preceding as shown by the r
of average weekly earnings of Crude Petroleum and Gas Production Warkers as published by the United 5
Department of Lubor. Bureau of Labor Staustics. or the equivaient Uanadian index 1s published by Stau
¢ anada, as apglicable. The iasted rates shall be the rates currently 1n gse diux vr minus the compute

atment

inerhead - Percentage Basis

1y Operator <hall charge the Juint Account at the following rates:

-
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Percent | 1 of the cost of deveiooment of the Joint Property exclusive of costs = +1ded
ander Paragrapn 10 of Section [ ana ail salvage credits.

1al Deveiopment

‘01 Operating

Percent %) of the cost of operating the Joint Property exciusive of costs provided under
Paragrapns 2 and 10 of Section 1. all salvage credits. the value of injected suostances purchased for secondary

recoverv and all taxes and assessments which are levied. assessed and paid upon the mineral interest 1n and
o the Joint Property.

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

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section {11, development
shall inctude all costs in connection with drilling, redrilling. deepening. or anv remedial operations on any or all
wveils invoiving the use of drilling rig and crew capabie of drilling o the producing interval on the Joint Prop-
erty: also. pretiminary expenditures necessary in preparation for drilling and expenditures incurred in abandaning
when the weil is not completed as a producer. and ortginal 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 II1. All other costs shall be considered as operating.

Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and instailation of fixed assets. the expansion of
{ixed assets. and anv 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 ta the beginning of construction. ar shmloim
Account for overhead based on the following rates for any Major Construction project in excess of § :

A3 %of first $100.000 or total cost if less. pius
B. ——2__ %of costs in excess of $100.000 but less than $1,000.000. plus
C. 1 %of costs in excess of $1.000.000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph. the component parts of a single
project shail not be treated separately and the cost of drilling and workover wells and artificial lift equipment shail be
excluded.

Catastrophe Overhead

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

A 3 % of totai costa through $100.000: plus
B. 2 %of total costs in excess of $100,000 but less than $1.000.000: plus
C. L % of total costs in excess of $1.000,000.

Expenditures subject to the overheads sbove wiil not be reduced by insurance recoveries. and no other overhead provi
sions of this Section {11 shail apply.

Amendment of Rates

The overhesd rates provided for in this Section [I[ may be amended from time to time only by mutusl agreement betweer
the Parties herew il. in practice. the rates are found to be insufficient or excessive.

1V. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsible for Joint Aceount Material and shall make proper and timely charges and credits for all Material mave
ments affecting the Joint Property. Operator shail provide all Material for use on the Joint Property. however. at Operstor
option. such Material may be supplied by the Non-Operstor. Operstor shsll make timely disposition of idle and/or surplu
Material. such disposal being made either through sale 1o Operator or Non-Operator. division in kind. or sale o outsiders
Uperator may purchase. but shall be under no obligation Lo purchase. interest of Non-Operators in surplus condition A or |
Material. The disposal of surplus Controlisble Material not purchased by the Operstor shall be agreed to by the Parties.

Purchases

Material purchased shail be charged at the price paid by Operator after deduction of all discounts received. lnAcm 4
Material found to be defective or returned to vendar for any other reasons. credit shall be passed to the Jaint Accour
when adjustment has been received by the Uperator

[ransfers and Dispusitions

Material furnished W the Joint Property and Material transferred from the Joint Property or disposed of by Q\E Operato
Jniexs utherwise agreed W by the Parties. shall be priced on the (ollowing basis exclusive of cash discounts:

Q‘{!




A. New Materal (Condition A)',

1) Tubular Goods Other than Line Pipe

‘a) Tubular goods. sized 2" inches OD and larger. except line pipe. shall be priced at Eastern muil published
caricad base prices effective as of date of movemnent plus transportation cost using the 30.000 pound carload
welght pasis to the raillway recetving point nearest the Joint Property for wnich published rail rates for
tubuiar goods exist. If the 80.000 pound raii rate 15 not offered. the 70.000 pound or 90.000 pound rail rate

may De used. Freight charges for tubing will be calculated from Lorain. Ohio and casing from Youngstown.
Ohio.

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

tc) Spectal end finish tubular goods shall be priced at the iowest published out-of-stock price. f.o.b. Houston.
Texas. plus transportation cost. using Oil Fieid Haulers Association interstate :30.000 pound truck rate, 1o
the raliway receiving point nearest the Joint Property.

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

(2} Line Pipe

fa) Line pipe movements (except size 24 inch OD and iarger with walls % inch and over) 30.000 pounds or more
shall be priced under provisions of tubular goods pricing in Paragraph A.(1Xa) as provided above. Freight
charges shall be calculated from Lorain. Ohio.

{b) Line pipe movemnents (except size 24 inch OD and larger with walls % inch and over) less than 30.000 pounds
shail be priced at Eastern miil published carioad base prices effective as of date of shipment. plus 20 percent.
plus transportation costs hased on freight rates as set forth under provisions of tubular goods pricing in Para-
graph A.(1Xs) as provided above. Freight charges shall be caiculated {rom Lorain. Ohio.

(¢} Line pipe 24 inch OD and over and ¥% inch wall and larger shall be priced f.o.b. the point of manutu:tgre
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 shali be
priced at quoted prices plus freight to the raiiway receiving point nearest the Joint Property or at prices
agreed o by the Parties.

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

{4) Unused new Material. axcept tubular goods. maved from the Joint Property shall be priced ai the current new
price. in effect om dats of movement. as listed by a relisble supply store nesrest the Joint Property, or point of
manufacturs, plus transportation costs. if applicable, to the raiiway receiving point nearest the Joint Property.

Unused new tubulars will be priced as provided above in Paragraph 2 A (1) and {2).

B. Good Used Material (Condition B}

Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Materisl moved to the Joint Property

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

(8) At seventy-five parcent (75%) of current new price. as determined by Paragraph A. if Material was onginally
charged o the Joint Account as new Material or

{b) At sixty-five percent (65%) of current new price, as determined by Parsgraph A. if Materiai was originally
charped o the Joint Account as used Matarial.

i Mauerial not used on and moved frem the Joint Property
Al seventy-five percent (75%) of current new price as detarmined by Paragraph A
The cost of reconditioning, 1f any. shail be absorbed by the trans(erring property.

¢ Other Used Materiai

1 Condaition U

Materiat which 1s not in sound and serviceable condition and nut suitaole for 13 uriginal function untl a.(thzr mni
ditioning shail be priced at [ifty percent (50%) of current new price as determined by Paragraph A. The cost o
reconditioning <hall be charged 0 the receiving propertv. provided (ondition L value plus cost of recondmomjl
Joes not exceed LUondition B value.



2} Condition D

Material. excluding junk. no longer suitable for its originai purpose. but usable for some other purpose shall be
oriced on a basis commensurate with its use. Operator mav dispose of Condition D Material under procedures
normaily used by Operator without prior approval of Non-Uperators.

‘a1 Cas.~z < :bing. or dritl pipe used as line pipe shall be priced as Grade * a~d B : .mless line pipe of com-
parable size ana weight. Used casing. tubing or driil pipe utilized as iine pipe snail be pricea at used line
7ipe prices.

)

ising. tubing or drili 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 snalt
he priced on a non upset basis.

13) Condition E

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

D. Obsolete Materiat

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

E. Pricing Conditions

(1} 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 actual loading or unloading costs sustained at the stocking
point. The ahove rats <nall be adjusted as of the first day of April each year following January 1. 1985 by the same
percentage increase or decresse used to sdjust overhead rates in Section [{[, Paragraph {.A(3). Each year, the
rate calcuiated shall be rounded to the nearest cent and shail be the rate in effect until the first day of Aprii next
year. Such rate shall be published each year by the Councii of Petroleum Accountants Societies.

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

Premium Prices

Whenever Material is not resdily obtainable at published or listed prices because of national emergencies, strikes or other
unusuai causes over which the Operator has no control. the Operator may charge the Joint Account for the required
Materiai at the Operator's actual cost incurred in providing such Material. in making it suitable for use. and in moving
it 1o the Joint Property: provided notice in writing is furnished to Non-Operators of the proposed charge prior w0 billing
Non-Operstors for such Material. Each Non-Operator shall have the right. by so electing and notifying Operator within
ten days after receiving notice from Operator, to furnish in kind all or part of his share of such Material suitable for use
and acceptable to Operator.

Warranty of Material Furnished By Operator

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

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

1.

Periodic Inveniories, Notice and Representation

At reasonable intervais. inventories shall be taken by Operator of the Joint Account Conu'olllble Ml!&n‘ll. Wnugn notice
of intention to take inventory shall be given by Operstor at least thirty (30) days before any inventory is to begin so thal
Non-Operators may be represented when any inventory is taken. Failure of Non-Operstors to be represented at an inven:
worv shall bind Non-Uperstors to accept the inventory taken by Uperator.

Reconciliation and Adjustment of Inventories

Adjustments o the Joint Account resulting [rom the reconciliation of a physieal inventory shall be made within :"
months (ollowing the taking of the inventory. [nventory adjustments shall be made by Operator to the J°"‘l' ’;’FF"“"‘ o
averages and shortages, but. Operator shall be held sccountabie only for shortages due 1o lack of reasonsble diligence.

Special Inventories

Special inventwories may be taken whenever there is any sale. change of interest. or change of Operator in U‘;‘BIM PN(:T
It ~hall be the duty of the party seiling to notify all other Parties as quickly as possible alter the transfer o‘ mumth e
place In «uch cases. both the seller and the purchaser shail be governed by such inventory In cases involving a chang
{ Operator all Parties shall be governed by such inventory.

F xpense of Conducting Invenwories

- ~les red ) n
M v fee o g perantie ventaries soall ot e marged to tne Jmat Acvount cnress ddf tn by
Parties

8 The vxpense of conduycting <pectal inventories <hall be charwed to the Parties requesting such inventories, excent it
cenwries required due to change of Operator shail be charged 0 the Joint Account



EXHIBIT "D"

"~ INSURANCE

Attached hereto 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

, a8 Non-Operators.

Production Company, et al

Operator shall at all times during the terms of this Agreement or an extension thereof, and
at all times reiative 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, pius Workmen's

Compensation Insurance as may be required by Federal Law, if applicable, plus Employers Liability
Insurance.

() 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 shail include Contractual Liability coverage and shail include Products Liability
and Compieted 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 10 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 ail 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, shail
furnish to Operator Certificates of Insurance as evidence of such insurance coverage.

WPA23]



EXHIBIT “E”

Attached to that ccrtain Operating Agreement dated
May 1, 1996 by and between SANTA FE ENERGY RESOURCES. INC.. as
Operator, and Southwestern Energy Production Company, ¢t al. as Non-Operator

GAS STORAGE AND BALANCING AGREEMENT

L. 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 fands 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, unliess 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 all 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 shail 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 o 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 OQverproduced 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. If 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 Party 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 Ulimate 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 well 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”

Altached to that certain Operating Agreement dated
May 1, 1996 by and betweecn SANTA FE ENERGY RESOURCES. INC .. as
Operator. and SOUTHWESTERN ENERGY PRODUCTION COMPANY | ct al.
- as Non-Operator.

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

EQUAL OPPORTUNITY CLAUSE

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

(1)

(2)

(3)

(4)

(5)

(6)

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.

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.

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. 1965, and shall post copies of the
notice in conspicuous places available to employees and applicants for employment

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.

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.

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.

i \worddatattopaziexh-f doc Page |



hd ’

(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
subcontrazt or purchase order as the contracting agency 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
shali:

(1)  File with the Office of Federal Contract Compliance or agency designated by it,
a complete and accurate report on Standard Form 100 (EEQ-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 betore March 3 1st;

(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 11246, 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 $10.000
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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