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HAND DELIVERED 

Mr. Michael E. Stogner 
Chief Hearing Examiner 
Oil Conservation Division 
2040 South Pacheco 
Santa Fe, New Mexico 87505 

Re: MOTION TO DISMISS 
NMOCD Case 12008 
Gaucho Unit Well No. 2 and Gaucho Unit Well No. 2-Y 
Application of Robert E. Landreth for determination of reasonable 
well costs pursuant to Order R-10764, Lea County, New Mexico 

Dear Mr. Stogner: 

On behalf of Santa Fe Energy Resources, Inc., please find enclosed 
our Motion to Dismiss the referenced case which is currently set for hearing 
on the December 3, 1998 Examiner's docket. 

hand delivered: / 
Rand Carroll, Esq. 

Attorney for Division 
William F. Carr, Esq. 

Attorney for Robert E. Landreth 



STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE APPLICATION OF CASE NO. 12008 
ROBERT E . LANDRETH FOR A DETERMINATION 
OF REASONABLE W E L L COSTS 
LEA COUNTY, NEW MEXICO 

SANTA F E ENERGY RESOURCES, INC. 
MOTION TO DISMISS 

Comes now Santa Fe Energy Resources, Inc. ("Santa Fe "), by its attorneys, 

Kellahin and Kellahin, enters its appearance in this case as an interested party in 

opposition to the applicant, Robert E. Landreth ("Landreth") and moves the Division to 

dismiss the application on the grounds that the applicant has failed to state a claim for 

relief, and in support thereof states: 

SUMMARY 

Landreth is attempting to object to the costs of Santa Fe's Gaucho Unit Well No. 

2 by seeking a determination from the Division of the reasonable costs associated with 

the Gaucho Unit Wells No 2 and 2-Y. He wants to rely upon Division Order R-10764, 

issued on February 14, 1997 in Case 11715, which compulsory pooled his 37.5 % interest 

in a spacing unit consisting of the S/2 of Section 29, T22S, R34E, Lea County, New 

Mexico. 

Unfortunately for Landreth, this order no longer has any effect on his interest 

because subsequent to the entry of this order, Landreth signed a voluntary agreement with 

Santa Fe which superseded this order. 



RELEVANT FACTS 

(1) On September 16, 1996, Santa Fe Energy Resources, Inc. ("Santa Fe") wrote 
to Robert E. Landreth ("Landreth") and proposed the drilling of the Gaucho Unit Well 
No. 2 to be dedicated to a Morrow formation spacing unit consisting of the S/2 of Section 
29, T22S, R34E, Lea County, New Mexico. In addition, Santa Fe provided Landreth 
with a copy of Santa Fe's existing Joint Operating Agreement ("JOA") being used for the 
N/2 of this section. 

(2) Landreth owns a 37.5% working interest in this spacing unit. 

(3) On February 14, 1997, the Division entered order R-10764 in Case 11715 
which granted the application of Santa Fe Energy Resources, Inc. ("Santa Fe") for a 
compulsory pooling order for the drilling of the Gaucho Unit Well No. 2 which, among 
other things, pooled the working interest of Landreth and of Amerada Hess from the 
surface to the base of the Morrow formation underlying the S/2 of Section 29, T22S, 
R34E, Lea County, New Mexico. See Exhibit 1 

(4) The balance of the working interest in this spacing unit were already subject 
to a JOA dated May 1, 1996. See Exhibit 2 

(5) On February 17, 1997, and in accordance with Order R-10764, Santa Fe sent 
Landreth an AFE for the Gaucho Well No. 2 and notice of his right to elect to participate 
in this well. See Exhibit 3 

(6) On March 4, 1997, Santa Fe commenced drilling the Gaucho Well No. 2 

(7) On March 21, 1997, Landreth acknowledged that he knew the Gaucho Well 
No. 2 was being drilled and asked Santa Fe to extend his election period under the 
compulsory pooling order so he could attempt to trade his interest to Enron. 
See Exhibit 4 

(8) On March 24, 1997 while drilling at 3,783 feet Santa Fe lost circulation in the 
Gaucho Unit Well No. 2 and the drill string separated. See Exhibit 5 

(9) On March 24, 1997, Santa Fe extended Landreth's election to March 28, 1997 
at 5:00 PM. See Exhibit 6 
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(10) On March 28, 1997, having been verbally notified by Santa Fe of the 
condition of the Gaucho Unit Well No. 2 and Santa Fe's intention to immediately redrill 
this well, Landreth advised Santa Fe that he desired to divide his 37.5% interest such 
that: 

(a) 9.375% (l/4th of his total interest) would be voluntarily committed to 
Santa Fe's JOA pursuant to which he would pay his share of the well costs; 
and 

(b) 28.125% (3/4th of his total interest) would be involuntarily committed 
to a compulsory pooling order pursuant to which he would go "non-
consent" and be subject to a 200% risk factor penalty. See Exhibit 7 

(11) About March 30, 1997, Santa Fe skidded the rig approximately 75 feet and 
successfully re-drilled the well (now called the Gaucho Well No. 2-Y) to the Morrow 
formation. See Exhibit 5 

(12) On March 31, 1997, Santa Fe formally advised Landreth of its intention to 
abandon the Gaucho Unit Well No. 2 and skid the rig and redrill this well as the Gaucho 
Well No. 2-Y and specifically advise him that "This redrill is proposed under the 
existing JOA and AFE." (emphasis added) See Exhibit 8 

(13) On April 1, 1997, Landreth returned to Santa Fe his signed concurrence to 
this abandonment and redrilling (See Exhibit 8) along with his cover letter dated April 
1, 1997 in which he asked for modifications to the Santa Fe proposed JOA including his 
interest in both the Gaucho Unit Well No. 1 and Gaucho Unit Well No. 2-Y. 
See Exhibit 9 

(14) On April 8, 1997, Santa Fe forwarded to Landreth a first revised Exhibit "A" 
for his review and asked that he approve Santa Fe's JOA and sign the appropriate 
signature page. See Exhibit 10 

(15) On April 15, 1997, Landreth advised Santa Fe that he had reviewed the first 
revised Exhibit "A" and wanted additional changes. See Exhibit 11 

(16) On April 21, 1997, Santa Fe wrote Landreth stating "Your clarifications as 
to your override and as to the Gaucho 2 and 2-Y Well as being your initial well under 
the JOA are acceptable to Santa Fe" (emphasis added) See Exhibit 12 and forwarded 
to him the final Revised Exhibit "A" which showed that: 
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(a) Landreth's interest in the Gaucho Wells No. 2 and 2-Y before payout 
is 9.375% and after payout is 37.50%: 

(b) specifically included in Contract Area "B" both the Gaucho Unit Well 
No. 2 and 2-Y; and 

(c) subjected his 37.5 % working interest such that 28.125 % of his interest 
in both wells was subject to a 300 % penalty and that after recoupment of 
his share of those costs and penalty from his share of production, he would 
regain his full 37.5% interest. See Exhibit 13. 

(17) On April 30, 1997 Landreth accepted Santa Fe's JOA including the final 
Revised Exhibit "A" by signing the signature sheet for the Santa Fe JOA (Exhibit 15) 
and returned it to Santa Fe by cover letter dated May 2, 1997. See Exhibit 14. 

(18) On June 9, 1997, Landreth signed a written casing point election on the 
Gaucho Well No. 2-Y. 

(19) On June 18, 1997, Santa Fe completed the Gaucho Unit Well No. 2-Y for 
production from the Morrow formation. The well is currently producing 8.55 MMCFG 
per day and has a produced a total of 3.768 BCFG and 18,703 barrels of condensate. 

(20) On March 18, 1998, Maupin and Associates, Inc. an independent auditing 
firm, notified Landreth that it was auditing the costs associated with the Gaucho Unit 
Well No. 2-Y. See Exhibit 16 

(21) On April 24, 1998, some 10 months after the well was completed and with 
knowledged that there is an ongoing audit of the well costs, Landreth complained to the 
NMOCD that he had not been provided with actual well costs by Santa Fe. 

(22) On June 4, 1998, Landreth requested a Division hearing concerning 
reasonable actual well costs which was delayed until Maupin and Associates could 
complete the audit of well costs. 

(23) By November 1, 1998, the audit was complete and showed the total costs 
associated with this operation were $2,578,267.35 and were allocated as follows: 

Gaucho Unit Well No. 2 $ 728,186.81 
Gaucho Unit Well No. 2-Y $1,797,891.98 
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ARGUMENT AND AUTHORITIES 

Division Order R-10764 specifically provides that "(13) Should all the parties to 

this force pooling reach voluntary agreement subsequent to entry of this order, this order 

shall thereafter be of no further effect." The order was issued on February 14, 1997. 

Thereafter, on April 30, 1997, Landreth signed and accepted Santa Fe's Joint 

Operating Agreement including the final Revised Exhibit "A" and in doing so agreed to 

the redrilling of this well and agreed that he was participating for 25 % of his interest 

(9.375 % WI) and going "non-consent" as to the remaining 75 % of his interest (28.125 % 

WI) as to both the Gaucho Unit Wells No. 2 and 2-Y. Revised Exhibit "A" is clear and 

unambiguous. When the language of a contract can be fairly and reasonably construed 

in only one way, the contract is not ambiguous and the court cannot rely upon parol or 

extrinsic evidence to determine the intent of the parties.1 Exhibit "A" has but one 

meaning when it shows Landreth's after 300% payout interest to be 37.5%. If his 

interest was still subject to the compulsory pooling order then it should have listed 

Landreth's after payout interest as 9.375 % and not 37.5 % and it should have listed Santa 

Fe and Southwestern's before payout interests as 25% and not 43.3125%. Exhibit "A" 

has but one meaning when it shows both the Gaucho Unit Wells No. 2 and 2-Y as the 

"Initial Well". If the JOA was not to also include the costs of the Gaucho Unit Well No. 

1 See Harper Oil Company v. Yates Petroleum Corporation, 105 NM 
430 (1987). 

Santa Fe Energy Resources, Inc's 
Motion to Dismiss 

-Page 5-



2 then the schedule would have only shown the 2-Y well as the initial well. It did not. 

The intention is clear—after the consenting parties (Santa Fe and Southwestern Energy) 

have recovered Landreth's 28.125% share of the costs of both the Gaucho Unit Wells 

No. 2 and 2-Y, plus a 200% penalty, from 28.125% of his total share of production 

(37.5%) from the Gaucho Unit Well No. 2, then he will regain his full 37.5% interest 

in the production. 

Although the Gaucho Unit Wells No. 2 and 2-Y are the "Initial WeU" under 

Article VI.A of the JOA, Santa Fe entered into an agreement with Landreth which 

allowed him to participate for 25% of his interest and to go non-consent as to the 

remaining 75 % of his interest. Therefore, in accordance with Article VI.B.2 of the JOA, 

his remaining 75% interest is "non-consent" as to both wells. 

Because the parties, subsequent to the issuance of this pooling order, have reached 

a voluntary agreement any dispute over reasonable well costs cannot be resolved by the 

Division. If that dispute cannot be resolved by the parties, then the matter will be the 

subject of contract litigation in District Court. 

A conservation commission cannot under the guise of meeting its statutory mandate 

to prevent waste and protect correlative rights act as an adjudicator of contractual 

controversies. For example, see REO Industries v. Natural Gas Pipeline Co, 932 F.2d 
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447 (5th Cir. 1991)2 For this very reason, this pooling order, like ail Division pooling 

orders, provides that the order is effective only when the parties have not reached an 

agreement. This order provision is mandatory because the Oil & Gas Act vests the 

Division with jurisdiction only when the parties "have not agreed to pool their 

interests...". See NMSA 1979, Section 70-2-17.C. In this case, the compulsory pooling 

order has been replaced by Landreth's voluntary agreement with Santa Fe. 

WHEREFORE Santa Fe Energy Resources Inc. requests that the Division Hearing 

Examiner grant this motion to dismiss Oil Conservation Division Case 12008. 

W. Thomas Kellahin 
Kellahin & Kellahin 
P. O. Box 2265 
Santa Fe, New Mexico 87504 
(505) 982-4285 

2 This case deals with the doctrine of primary jurisdiction and the Texas 
Railroad Commission's jurisdiction, holding, among other things, that the 
Commission could not decide contract interpretation and damage issues. 
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CERTIFICATE OF SERVICE 

I certify that a copy of the foregoing motion was hand delivered to opposing counsel this 25th 
day of November, 1998. 



STATE OF TEXAS 

COUNTY OF MIDLAND 
) SS. 

AFFIDAVIT 

I, Gregory Wilhelm, the Division Land Manager for Santa Fe Energy Resources, 
Inc., being first duly sworn and under oath, state that I am personally aware of the facts 
set forth in this motion and each factual statements is true and correct to the best of my 
knowledge and belief. 

iregory jwilĥ lm 

Subscribed and sworn to before me this d a y 0 f November. 1998, by Gregory 
Wilhelm 

Rotary Public 

My Commission Expires: Seal 

5 J TH r. WISEHART 
T h C % \ Notary Public 

STATE Of TSXAS 

^ ^ ^ ^ H , C«nm. t*9- 0a/Oi/tPQO| 





f 

I I STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

IN THE MATTER OF THE HEARING 
CALLED BY THE OIL CONSERVATION 
DIVISION FOR THE PURPOSE OF 
CONSIDERING: 

APPLICATION OF SANTA FE ENERGY RESOURCES, INC. FOR 
COMPULSORY POOLING, LEA COUNTY, NEW MEXICO. 

This cause came on for hearing at 8:15 a.m. on February 6, 1997 at Santa Fe, New 
Mexico, before Examiner Michael E. Stogner. 

NOW, on this 14th day of February, 1997, the Division Director, having 
considered the testimony, the record and the recommendations of the Examiner, and being 
fully advised in the premises, 

(1) Due public notice having been given as required by law, the Division has 
jurisdiction of this cause and the subject matter thereof. 

(2) The applicant, Santa Fe Energy Resources, Inc., seeks an order pooling all 
mineral interests from the surface to the base of tbe Morrow formanon underlying the S/2 
of Section 29, Township 22 South, Range 34 East, NMPM, Lea County, New Mexico, 
thereby forming a standard 320-acre gas spacing and proration unit for any and all 
formations and/or pools developed OQ 320-acre spacing within said vertical extent, which 
presently includes but is not necessarily limited to the Undesignated Antelope Ridge-Atoka 
Gas Pool and dedicating said unit to its proposed Gaucho Unit Well No. 2 (API No. 30-
025-33682) to be drilled at a standard gas wed location in the NEM SWM (Unit K) of said 
Section 29. 

(3) The applicant is an interest owner in the S/2 of said Section 29 and as such 
has the right to drill for and develop the minerals underlying the proposed gas spacing and 
proration unit. 

CASE NO. 11715 
ORDER NO. R-10764 

ORDER OF THE DIVISION 

BY THE DIVISION: 

FINDS THAT: 
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<A) There are other owners of mineral interest in the proposed proration unit 
who have not agreed to pool their interests. 

(5) At the time of the hearing Santa Fe Energy Resources, Inc. and Amoco 
Production Company, Inc., both owners of certain mineral interests in the proposed unit, 
entered appearances through legal counsel. 

(6) To avoid the-drilling of unnecessary wells, to protect correlative rights, to 
prevent waste and to afford to the owner of each interest in said unit the opportunity to 
recover cr receive without unnecessary expense his just and fair share of the gas in any 
pool resulting from this order, the subject application should be approved by pooling ail 
mineral interests, whatever they may be, within said unit. 

(7) Santa Fe Energy Resources, Inc. should be designated the operator ofthe 
subject well and unit. 

(8) Any non-consenting working interest owner should be afforded the 
opportunity to pay his share of estimated well costs to the operator in lieu of paying his 
share of reasonable well costs out of production. 

(9) Any non-consenting working interest owner who does not pay his share of 
estimated well costs should have withheld from production his share cf reasonable well 
costs pius an additional 200 percent thereof as a reasonable charge for the risk involved 
in the drilling of the well. 

(10) Any non-consenting interest owner should be afforded the opportunity to 
object :o the actual well costs but actual well costs should be adopted as die reasonable 
well ccsts in the absence of such objection. 

(11) Following determination of reasonable well costs, any non-consenting 
working interest owner who has paid his share of estimated costs should pay to the 
operator aay amount that reasonable well costs exceed estimated well costs and should 
receive from tbe operator any amount that paid estimated well costs exceed reasonable well 
costs. 

(12) $6,000.00 per month while drilling and $600.00 per month while producing 
should be fixed as reasonable charges for supervision (combined fixed rates); the operator 
should be authorized to withhold from production the proponionate share of such 
supervision charges attributable to each non-consenting working interest, and in addition 
thereto, the operator should be authorized to withhold from production Lhe proponionate 
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share of actual expenditures required for operating the subject well, not in excess of what 
are reasonable, attributable to each non-consenting working interest. 

(13) All proceeds from production from the subject well which are not disbursed 
for any reason should be placed in escrow to be paid tc the true cwner thereof upon 
demand and proof of ownership. 

(14) Upon the failure of the operator of said pooled unit to commence drilling 
of the well to which said unit ts dedicated on or before May 15, 1997, the order pooling 
said uni: should become null and void and of no further effect whatsoever. 

(15) "liould all the panies to this force-pooling reach voluntary agreement 
subsequent to entry of this order, this order should thereafter be of no further effect. 

(16) The operator of the well and unit should notify the Director of the Division 
in writing of the subsequent voluntary agreement of all parties subject tc Lhe force-pooling 
provisions of this order. 

TT T.S THFRFFORF. ORDERED THAT: 

(1) All mineral interests, whatever they may be, from the surface to the base 
of the Morrow formation underlying the S/2 of Section 29, Township 22 South, Range 34 
East, NMPM, Lea County. New Mexico, are hereby pooled to form a standard 320-acre 
gas spacing and proration unii for any and all formations and/or pools developed cn 320-
acre spacmg wiihin said venical extent, which presendy includes but is not necessarily 
limited :o the Undesignated Antelope Ridge-Atoka Gas Pool. Said unit is to be dedicated 
to the applicant's proposed Gaucho Unit Well No. 2 (API No. 30-025-33682) to be drilled 
at a standard gas well location in the NEM SW/4 (Unit K) of said Section 29 

PROVIDED HOWEVER THAT, the operator of said unit shall commence ths 
drilling of said well on or before the fifteenth day of May, 1997, and shall thereafter 
continue the drilling of said well with due diligence to a depth sufficient to test the 
Morrow fonnation. 

PROVTDED FURTHER THAT, in the event said operator does not commence the 
drilling of said well on or before the fifteenth day of May, 1997, Decretory Paragraph No. 
(1) of this order shall be null and void and of no effect whatsoever, unless said operator 
obtains a time extension from the Division for good cause shown. 
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PRQVTDED FURTHER THAT, should said well not be drilled to completion, or 
abandonment, within 120 days after commencement thereof, said operator shall appear 
before the Division Director and show cause why Decretory Paragraph No. (1) of this 
order should not be rescinded. 

(2) Santa Fe Energy Resources, Inc. is hereby designated the operator of the 
subject well and unit. 

(3) After the effective date of this order and within 90 days prior to 
commencing said well, the operator shall furnish the Division and each lenown working 
interest owner in the subject unit an itemized schedule of estimated well costs. 

(4) Within 30 days from the date the schedule cf estimated well costs is 
furnished to him, any non-consenting working interest owner shall have the right to pay 
his share of estimated well costs to die operator in lieu of paying his share of reasonable 
well costs out of production, and any such owner who pays his share of estimated well 
costs as provided above shall remain liable fer operating costs but shall not be liable for 
risk charges. 

(5) The operator shall furnish the Division and each known working interest 
owner an itemized schedule of actual weii costs within 90 days following completion cf 
the well; if no objection to the actual well costs is received by the Division and the 
Division has not objected wiihin 45 days following receipt of said schedule, the actual well 
costs shall be the reasonable well costs; provided however, if there is an objection to 
actual well costs within said 45-day period the Division will determine reasonable well 
costs after public notice and hearing. 

(6) Within 60 days following determination of reasonable well costs, any non-
consentmg working interest owner who has paid his share of estimated costs in advance 
as provided above shall pay to the operator his pro rata share of the amount that reasonable 
well ccsts exceed estimated well costs and shall receive frcm the operator his pro rata 
share of the amount lhat estimated well costs exceed reasonable weii costs. 

(7) The operator is hereby authorized to withhold the following costs and 
charges from production: 

(a) The pro raia share of reasonable well costs attributable to each non-
consenting working interest owner who has not paid his share of 
estimated well costs within 30 days from the date the schedule of 
estimated well costs is furnished to him; and 
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DONE at Santa Fe. New Mexico, on the day and year hereinabove designated. 
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MODEL FORM OPERATING AGREEMENT 
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OPERATING AGREEMENT 
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OPERATOR Santa Fe Energy Resources, lac. 

CONTRACT A WF A See Exhibit "A" 

COUNTY QRcPASHSM OF L e a STATE OF "ew Mexico 

COPYRIGHT \ m - ALL RIOHT3 RESERVED 
AMERICAN ASSOCIATION OF PETROLEUM 
LANDMEN. Ut» CONTINENTAL LIFE BUILDING. 
FORT WORTH. TEXAS. 761W. APPROVED FORM. 
A . A . P . L . NO. 610 REVISED 

EXHIBIT 



A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT i982 

TABLE OF CONTENTS 

Article 

I . DEFINITIONS 

IT. EXHIBITS 

III. INTERESTS OF PARTIES 
A. OO. AND GAS INTERESTS 
B. INTERESTS OF PARTIES IN COSTS AND PRODUCTION 
C. EXCESS ROYALTIES. OVERRIDING ROYALTIES AND OTHER PAYMENTS 
D. SUBSEQUENTLY CREATED INTERESTS 

IV. TITLES 
A. TTTLE EXAMINATION 
B. LOSS OF TTTLE.. 

1. Failure ot Tide. . . . 
2. Low by Non-Payment of Erroneous Payment of Amount Due. 
3. Other Losses 

V. OPERATOR 
A. DESIGNATION AND RESPONSffiOjnES OF OPERATOR 
B RESIGNATION OR REMOVAL OF OPERATOR AND SELECTION OF SUCCESSOR 

1. Resignation or Removal of Operator 
2. Selection oi Successor Operator 

C. EMPLOYEES 
D. DRILLING CONTRACTS 

VI. DRILLING AND DEVELOPMENT 
A. INITIAL WELL 
B. SUBSEQUENT OPERATIONS 

1. Proposed Operations 
2. Operations by Less than All Parties 
3. Stand-By Time 
4. Sidetracking 

C. TAKING PRODUCTION IN KIND 
D. ACCESS TO CONTRACT AREA AND INFORMATION 
E. ABANDONMENT OF WELLS 

1. Abasataunent oi Dry Haas 
2. Arandoninent oi WeQs due nave Produced 
3. Ahamaaiuaau oi NeaCoaaaeat Operaoons 

C PAYIaTjafflNHp) ACCOUNTING 

1. DrflflrDapaa 
1 Rework or Pta« Back 
3. Other Operation* 

E. REST ALS. SHUT4N WELL PAYMENTS AND MINIMUM ROYALTIES 
f. TAXES 
G. INSURANCE 

VTA. ACQUISITION, MAINTENANCE OK TRANSFER OF INTEREST 
A. SURRENDER OF LEASES 
B. RENEWAL OR EXTENSION OF LEASES 
C ACREAGE OR CASH CWTWRUTONS 
o. mA*mn*Hea pr VNBOHM vrrvuan 
L WAIVER OF RIGHTS TO PARTITION 

x. q,Agf| A,Kg 'Awy/TTT 

XI. PORCE MAJEURE 

XB. NOTICES 

Xm. TERM OF AGREEMENT 

XTV. (X)MPUANCE WTTH LAWS AND REGULATIONS 
A LAWS. REGULATIONS AND ORDERS 
B GOVERNING LAW 
C REGULATORY AGENCIES 

XV. OTHER PROVISIONS 

XVI. MISCELLANEOUS 

vn. OF PARTIES 
A. UABEJTT4E' PARTIES 



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

OPERATING AGREEMENT 

THIS AGREEMENT, entered into bv ina h*rw~n S a n t a Fe Energy R e s o u r c e s , I n c . 

r.eremarter aesutnatea ma 
-itrrea to is Operator ma the sisnatorv pirrv or Dimes otner tnin Operator, sometimes neremurer rrrerrea to maindually herein 

15 Non-Ooeramr '. ina cotlecnvesv is Non-Operators '. 

WTTNESSETK: 

iO WHEREAS, the carnes to this agreement ire owners of oil ina tu ina/or mi ind (is interests in the lind identified in 
; 1 -thirnt "A", ind the parties hereto hive reached in agreement to explore ino develop these leases and/or oii ind las interests tor the 
; 2 production of oii ind gas to the extent ind is hereinafter provided. 

13 

U NOW, THEREFORE, it is agreed is follows: 
n 
16 A R T I C L E I. 

i ' DEFTNmONS 
18 
19 As used in this agreement, the following words and terms shall hive the meanings here ascribed to them: 
29 A. The term ' 'oil and gas ' shall mean od. gas, casmghead gal. gas condensate, ind ill other liquid or gaseota hrthocxrpoos 
21 ind other marketable tuhstances produced therewith, unless an intent to limit the indusvenes of this term is soecificalry stated. 
22 3. The terms "oii and gas leaae". "lease" ind "leasehold" shall mean the ml ind ; u leases covering tracts oi land 
2 3 .vmg wirJun the Contraa Area which are owned br the pemes to this agreement. 
2t C. The term "oil and gas interests" shall mean unlrturi fee ind mineral interests in tracts of land lying wrrhm the 
2? Contract Area which are owned by parties to this agieTiitr-nt. 
26 D. The term ' 'Contract Area" shall mean all of the lands, od ana gas feasehold interests and oil and gas interests anirnrirrl to be 
27 developed and uuaauxi for od and gas purposes under this agreement. Such lands, od md gu Irnmnal interests and oii aad gas interests 
28 ire descr died in Fjhibit "A". 
29 F_ The term "drilling unit" shall mean the area Sxed for the drilling of one well by order or rule oi any state or 
'•0 federal body having authority. If a drilling unit is not died by any such rule or order, a drilling unit shall be the drilling tout as establish-
31 ed by the pattern of drilling in the Contract Area or u fixed by express agreement of the Drilling Piroes. 
52 f The term "driusite" shall mean the od and gas lease or interest on which i uruuuatd weU is to be located. 
>3 G. The terms "Drilling Parry" and "Consenting Parry ' shall mean a pirrt who • trees to loin in and pay its shave oi the cost of 
M my upeiauoii conducted under the piuvaiuiis of this agreement. 
3? H. The terms "Non-Drilling Party" ind "Non-Consenting Firry" shall mean a ptrrr "ho elects not to parnctpare 
30 m a rjrrjDoaed uaau ausn. 

3 7 

-.g Unlets tht cntaam uthawiat deerty indicates, worth used in the singular indue* the plural, the prurtJ incrades the 
19 singular, and dat *——r gender "N IT*TT the rnataniline and the ferntnxne. 
40 
41 ARTICLE n. 
32 EJCHram 
43 

are mcorporated m and made a part hereof: 
3 A. Extnbit "A", shall indnde the fauowtntj caiumtuon: 

46 (1) Iderrntacagson ol landa subject to that aaini ini . 
47 (2) Raacraoatasa. d aery, at as oassdat. fornattsrass, or tuittttticts. 
4g (3) PtxTSBBfnaes or u ti imita interests of eavtstt to that aasssement. 
49 (4) OQ and gat leases and/or cal and fat •lauuu subject to tha agieemeuu 
V) (5) Addresaaai ol parejta tor tastact pttryutti 
11 f l n Faa bit "R"i F n - if I ittt 
12 3 C. Ealatat " C " . Auunaiuatg rVotedore. 
13 3 O. EajaDat "O". Laaarancsi. 
<4 3 E. ExhdM " E " . Gaa Hattrtrwig Agraarnem. 
11 3 F ri l l*-' "f". Mm n'fitatmtnna and Gaaiafkauun cd Nonpar lajMl Fabanet. 
y, 1 r rabjiii "0"i T t Pa—aaa 1 
17 If any nui aaaa ed any exttcat. extxsat riliiiiii "H" and " G " . is a i i r w i n i with any p w t u a contaataad <>4ke body 

<g if ilia umimt itn |> 111 aaaa w rfar tmnr rt rtlaf laramnr thai m— i "£ 

» ' t 
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1 , ' ARTICLE III. 
2 INTERESTS OF PARTIES 
3 

* A. Oii ind G u interests: 

i If iny piny owns in oil ind gas interest in the Contrict Ara. thit interest shill be treitea (or iii purposes oi this isreement 
ind dura!, the term hereof is if it were covered bv the form af oil ind gas leise attached hereto is Exhibit "B", and the owner tnereot 

3 shall be deemed to own boch the royiity interest reserved in such leise ind the interest of the lessee thereunder. 
9 

10 B. Interests of Pert ies in Costs end Production: 
11 
12 Unless changed by other provisions, ill costs ind liibdibes incurred in operanons under this agreement shall be borne and 
13 pud. ind all equipment and materials acquired in operations on the Con met Area snail be owned, by the parties as their interests are set 
14 forth in Exhibit "A". In the same manner, the parties shall ilso own all producnon of oil and gas from the Conmct Area subject to the 
15 payment of royalties to the extent of a l l burdens of r e c o r d which shad be borne as hereinafter set forth. 
16 
17 Regardless of which party has contributed the leasets) andior od and gas interesns) hereto on which royalty is due and 
18 payable, each parry ennded to receive a shirr of production of od and gas from the Contrict Area shall bear and shall pay or deiivH-. or 
19 cause to be paid or delivered, to the extent of its interest in such production, the royalty amount snpulated hereinabove and shall bold the 
20 other parties free from any liability therefor. No party shall ever be responsible, however, on a pnet basis higher than the price received 
21 by such parry, to any other party's lessor or royalty owner, and il any such other parry's lessor or royalty owner should demand and 
22 receive settlement on a higher price basts, the party contributing the affected lease shall bear the additional royalty burden attributable to 

23 such higher pnee. 

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

28 
29 Unless changed by other provisions, d the interest of any parry in any lease covered hereby is subject to any royalty. 
30 overriding royalty, production payment or other burden on production in excess of the amount snpulated in Article ULfi.. such party so 
31 burdened shall assume and alone bear all such excess oc baa nans and shall indemnify and hold the other parties hereto harmless from any 
32 md all claims and demands for payment asserted by owners of such excess burden. 

33 
54 • . Sabeequendy Created Interest!: 

35 
36 any parry should he rafter create an overriding royalty, production payment or other burden payable out of production 
37 arrxibutable tn its wueaiug interest heieienln. or d such a burden existed prior to this agreement and is noi sn fm til in Exhibit A , oc 
\$ wv not tlis kmni m writing to nt other senses prior to the etecuoon of this a.jreernent by ill parties, or is not a pumily wai" l.ilg. il and 
39 accepted otataaaarat oi a l Barnes (any aaca interest being hereinafter lefaied to as 'subatxniendy created interest" irrespective of the 
40 nrnmg of io creation aad the parry out of wheat working interest the subsequently created interest is derived being hereinafter referred 

41 :o is 'burdened tarry "\ and: 

42 
43 1. lf tne burdened perry is retStnred tinier this aariuntnt to assign or rcliopuBh to my otner parry, or perries* iD or a poroon 
44 of is •m lung ntercK andfar tne production attritatanle thereto, ssid other perry, or pei us* shall receive std asstasutMnt tndkx 
4} praductson free end deer oi snd sufaeeQventiy crested unerase end the burderted perry shsfl ukWnirury end save said other perry, 
46 or parties, han&iesa from any and til r**TfTTi and deaBsndi for peymenc asserted by owners of the subawaptsutj created interest; 
47 ant 
48 
49 2. Ii the burdened party taut to pay, when due. its than of m»i ia i chargeable hereunder. aH utuvmoni oi Artade VH2B. shal] be 
V) gatutieaiiae assart* the ailawamiiry created interest in the tame manner as they are enforceable against the working interest of 
51 dat burdened parry. 
52 
» AjmcxE rv. 
M T I T L E S 
51 
56 A. Tina FTMmartoeii 

58 Tfek 1— thai bt made oa tht driWtt of tar prtxposed wed pnor tn ctsmmeraraBsem cd iWHng otstroafa or. if 

59 tteDriaenf towBraxnjtK 
60 ed. in the drilling una) around aucb wed. Tht ccaroon tnB include tht uwitnahia oi tht worbng interest, rnnwrsat, royalty, aktnidini 
61 royalty and rjroductjno rjeyrnenti larader the atasiarxble leases. Al the mne a wefl is rarorssaed. each parry ccrirrAurjng leases andajr*") « * 
62 eat mttrtsts ts tht drutate. or ta be asxsuded in such drilling una. thai furatab to Operator aU abarracts Caradudiitt seders! kskt statu; 
63 -rpornt title opeuons. ntie papers and cunov* raatenai m ro ixaaLatoa tree of charge. All such inlormioori not m the noaaaa&ori rx a 
64 made available tn Operator by (he panes, but necessary for the exatntnaxton of the ode. shau be obtained by Optratec_Olna^ai thai 
65 cause ntie to be eaantaed by artorneys on 10 staff or by outade limners Copies of tO adc opttuons shall be furtai6ad te eaca parr 
66 herein. The coat iixcurrtcj by Operator m din ode program shall be borne as Moan: J I - J 
67 • F * . 
68 " Qaaaai Ma I fatal am a ti Ctataaua in iitiininiig alaiiau and rtrk ataaaaaaaa I tarsi rang a M * g ? 3 t ^ » * S j S f f " 
69 sfauim est rcrrarrv ooariam and diveaon order tr*- TCsr)'-^' i»"n h« • • i I ill • tinmilih e ii.irneart as iwahtr'at'tgWr1"**' 
70 I I I 1 I r T T — " g ' ' I J • ••• "i > - i , 

2 
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ARTICLE IV 
continued 

i£_ Option No. J Costs incurred bv Operator tn procuring aostracts and tees paia outsiae ittornevs tor title examination 

nduding prebminarv. sucowmentai. snut-m eis rovaitv amnions and diusion oraer nue ooinionsi snail be borne ov the Drilling Parties 

n the proportion tnat the interest ot each Drilling Partv Dears to the total interest 01 ill Drillini Pirties as sucn interests appear in EJ 

"ipit A Operator snau maxe no cnarge tor services renaereo pv its stall attorneys or ocner personnel in tne oertormance ot tne arx>*e 
' jncnans. 

; 3 
l-i 

lo 

rich partv s.-.ad se resoonsiole fer securing curauve matter lr.a ocoiing jmencments ^reements reauired m connection 
^.itn leases or oil ana 9as interests contributea bv sucn partv Operator snail be resoonsioie tor tr.e preparation ana recording ot pooling 
:esianauons or declarations as wed as tne condua ot hearings oetore governmental agencies ior tne securing ct spacing or pooling oraers. 
T~his shall not prevent anv panv irom appearing on its oom oehail at anv sucn hearing. 

No wed shall be drilled an the Contract Area until alter ! 11 the utie :o the drillsite or aniline unit nis oeen examined as icove 
provided, and 121 the title has oeen approvea bv the examining attornev or tiue has oeen accrotea pv aii ot the paraes who are to par­
ticipate in the dnlling ot the wed. 

B. Loaa o( Tidei 

Failure ai T i t ln S h u l d a ail and i i-ah« aa ln«r through lady fc'hteh lag icjuiu i 
19 

29 

21 

23 

24 

21 

26 

29 
29 
30 
M 
; 7 

<3 

'•4 

•9 

l l 

-2 
.) 
14 

41 

4 « 

.9 

' 0 

' I 

32 

M 

S3 

Vi 

<7 

•8 
' 9 

aO 

n l 

>l 

-( 

; ninety i dav 
acquis-

g od 

reduction ot interest trom that snown on Exhibit "A", the partv contributing che attected (ease or mteresc snail have t 
trom final determination ot ude tadure to acquire a new lease or other instrument cunng the ennretv ot the title failure.i 
tion will not be subject to Article VTII.B.. and failing to do so. this agreement, nevertheless, shall continue in force avaoail t 
and gas leases and interests: and. 

ta) The parry whose od and gas lease or interest is affected by the utie fadure shall bear alone trie^eriare toss and it shall not be 
maded to recover from Operator or the other parties any development or operaang costs which it rna-fnive theretofore paid or incurred, 
but there shall be no additional liability on its part to the other paraes hereto bv reason ot̂ auch ntie fadure: 

b) There shall be no retroaenve adjustment of expenses incurred or revenues receiver! from the operation of the interest which has 
been lost, but the interests of the parties shall be revised on an acreage bans, as olthtfume it is determined linallv that ntie failure has oc 
curred. so that the interest of the party whose lease or interest is affected Sywe utie la dure wui thereafter be reduced tn the Contract 
Area by the amount of the interest lost: 

tc) l i the proportionate interest of the other pames neroer^n anv producing well theretofore drilled on the Contract Area a 
jicreased by reason of the ode fadure. the party whose ntla^nas failed shall receive the proceeds attributable to the increase m such in­
terest (less costs and burdens attributable thereto! uoarflt has been reimbursed for unrecovered costs paid bv it in connection with such 
*ed: 

td) Should anv person not a party termis agreement, who is determined to be the owner oi anv interest in the ode whrh has 
tailed, pay in anv manner anv pan oHfie cost ot operation, development, or equipment, such amount shall be paid to the party or parties 
»ho bore the costs which a/ex*refunded: 

e) Anv liability to^iccount to a third partv for pnor produaion ot oil and gas which arises bv reason ol ntie failure shall be 
borne by the parpr'or parties whose nd* failed in the same proportions in which they shared in such prior production: and. 

tf) Nq^ftarat shall be made tn tht pint account for legal expenses, lees or salaries, in connection with the defense of the interest 
Sy any parry hereto, it bean* tht tn ten son of the parties hereto that each shall defend out to its interest and bear all expenses in 

Mttaatweak 

by Maxi l la* - I V . at1 Krnrnmt Pun U. iheiaat t i r 

payment, rranarnoa roytart ar royalty payment, ts not paid or a eiiuieuuslv paid, and as a result a lease or interest i 
there shall he no inueteuo liabuiry aaaarflt the party wha failed to make such payment. Unless the parry who faded tojraska^me required 
pavment secures a new lease covering the same interest within nmery <90i davs from the discover* oi the fadurejc^rtaeie Proper payment, 
whach actruoraon will not be subset! to Arrack VTII.B.. tht ei teres ts of the parties shall be revised on ar^atreage batata. enWcovr aa oi the 
date of ternuiuoon of the least involved, and tht parry wno failed to make rrroper pavment tnUraHrsnger be credited with ta asterest m 
the Contract Area on account of ownerstup of the tease or mteres wharh has terrraruKtx^Jtfine event the parry who tailed to traake the 
required payment shall not have been fully rwmburxed. at the time of the test, frratrtfie xocreds at the sale of od and gat arxnbutaole to 
ie loac interest, calculated on in acreage baas, (or the deveropmeni ara^atefanng costs therewaore P»ad on account of tuch interest, it 
.-all be resrneursed lor umetuveied actual coaa trverrtcsbrr paud>»Ht1but not tor its share ca the crat ot any dry hole ptmxaiy drilled 
or welli previously ibarasoned) from to much af the Mksawu] a is neCTSttry to effect rermbui lemmt: 

(a) Procteoi of od and gaa. lea oraraont ejsteftaet. dvemotbre accrued to the credit the ksat interest, 
up re the ansount ot unieimtied roto: 

,bl Proceada. lea opsarauj etjacroxa. thetwsftar accrued arenbuiable to the lost interest on an acreate baxn. of that poroon oi 

cal and ( • thereafter pnftAasttrwwj^arkaad ItaJurang producnon from aay weia thereafter dnDed) which, in the ttsassa ed nach leaae 

iiimawMua. aeaibj b^artrsbijtxwti to tht ksat trreertat oa 89 acrtaag baas, up to the ariount of unrtiinei«f casts, tht proceeds of ittd 

gaa to be contributed by tht other paroaa in uiupuuun to thaw respective mterests: and. 

up ea tht aeaoutM of utatuwatd coats, that m«y bt pad by anv parry who a. or becomes tnt owner of t 

awnataa at-pttaxaapaaaa, ta aka fa—an I n 

Other All /tBetarrU'otjir maa cheat let forth in Ameses PV B I ana IV B 2 above. 

trabnu 

L. 
shall be taBnoaats 

and inall be brarne ov all paraes in ptupuiuon to the* mterests. There trull be no rv^atustment oi interests in trie rrrruurung 

•jse Lor met Area. r' i 
•-I 
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ARTICLE V. 

OPERATOR 

13 

16 

A. r w i y ~ " and Responti bill ties cd Operator: 

, Santa Fe Energy Resources, Inc. shall be the 
Operator 01 tne Contract Area, ana shall condua and direct and have mil control ot all operations on tne Contract Area as iw i mined and 

-1 required bv. and within the limits oi this agreement, it shall conduct ail such croeraaoos tn a food and woiamaniike tzianner. but tt shall 

1 have r.o iiabiiitv as Operator to tiie other paraes tor josses " ' " " i or uabuiaes mnirred. except such as may resrait trotn aroas 

10 netugenct or willful uusmuuuct-

11 
12 B. Reaiftuuion or Rexrsovai oi Operator and SeJecraoo oi Successor: 

13 
;4 1. r t o m i i o n rjr Reraoval ol Qua atm. Operator may resign at any rime by rrvma wrrtren notice tn erect to NosrOraeriTrjrs. 

if Operator terminates its legal enstts«*no longer owns an mteres^rgreimder m ^ ^ c r s c t A r ^ o r g g g p a f f t « a f f e y < r J S S 5 l ^ t t h 

Operaror. Operaror shall berjeemed ta have resigned without any action by iNon-Qua altars, naipi ilu iikiuaar«a-araassHaa»vOtaTaCT ^ e : 

. may be rerooved d it taut or refuses to carry out its dunes hereiroder. or becomes insolvent, banlrrimt or rs placed in lua i iuaup, i 

13 ir&maave vote oi two (21 or more Non-Open ran owning a auasriry interest based on uwitaaiiin as shown on Fxhmir " A " I manning 

19 liter eardudxnt the voang in tes est oi Operator. Such resgriaraoti or removal shall not becrjtne etfecnve una! 7 00 o clack A-M. on the 

;0 Srst day oi the " i — r r s o o r h following the expuauun oi nmety (901 days alter the living oi notice ot irsignartrtri by Operator or acraon 

21 TT the Non-Operators to rernove Operttor. unless a siicresaor Operator has oeen selected tod assumes tne duties or Operator at an earaer 

222 date. Operttor. after ettecuae date of resiaaxaoon or rernoral. shall be bound by the terms hereof as a Non-Operator. A chaeaat oi a cor-

23 pcarate itaxne or srrocriire of Operator or traxttter of Operator's interest to any sangle subtaraiary. parent or successor crsrecaraDtai asa l tarat 

24 be the baas ior rtratrjeaiof Operator. -becomes bankrupt, i n s o l v e n t , ot i s placed in r e c e i v e r s h i p . 

25 

26 2. Setoxan of Surxtaspr Operator Upon the trsumaraon or redsovaa of Operator, t s i r r i - r r r Operator shall be i 

27 ILL I I I I U U f lu an11aaa ri|amii« ihall hr rati ml dim ihi im ia i ua g an iiiriinr an rl~r finirtrT i n r IT rht r 

23 0 r L i i L u II uiu ml Tin a i m ma rt|iinmr ihtll In aki ml **T w « d rwniTlnr nw»wynwinwwie« • 

29 baaed on ueiasabip aa lhotrn on Exhibit " A " ; firrrnded. lauatiu. d an Operator wtiarh has pan lenajieu fads to vote nr v o — raarr to 

30 I_J_I.LIJ iutal. till I I I I I • • n | i i i m r tfiatl ht a ki ml li| iln i i f i inaim id in n IT) nr mnrr pTtrm n-r~ig t mtinrirr r m 1 1 

11 on uwuershg) as shown on Exhibit " A " rernarnfflg after exdiadtng the voting interest oi the Operator that was rrraoswa. 

32 

33 C Empioyeei! 
34 
33 The number of eutuiuittj used by Operator in conducing operations hereunder, their aetecrjon. and the floats oi kasor and the 

36 croatpenssaon for serraoai pei foi med shall be detauitised by Operator, and all such uiiukiit i j shall be the emptor— ed Optra—. 
37 
38 • . Drullxuj CoaUraoai 

39 

40 A J welk draVal cat eba Contract A m that be drilled on a i n-igieiiiire corirract baat at tht aaad rasa errradaxg ia Bat araa. g « t o 

41 li.—I.I. ftimanr t T nagarrr m i—n — a trrrl 1i igi n i r rhr initmg rd —rift H * • — * * — r - * * — * " * * * — * ^ 

42 r x — n i h e a — a a i * M r — o r f a j d c l ^ 

45 

46 

47 

48 

49 

30 

31 
32 A . Initial Waui 

AjmCtE VL 
DULUNG AND OtVELOnOSNT 

M n . ^ a ^ w H t a 3 l 3 t May U - * 1 . 0 * M W * * * llll B» Srawtaj a t . . 

35 cal aad fat « a»» toatowaaj ksraooa: 

36 1650' FNL & 1650' FEL Section 29, T-22-S, R-34-E 
37 
38 
Vr 
t0 ual asal Usa utsar coaeaaae eat Ji a a i | ot cat wtsl aaaa dat I j a m t to 1 5 , 0 0 0 ' o r 

dl s u f f i c i e n t t o t e s t t h e D e v o n i a n F o r m a t i o n 
62 

•>! 
o4 

o3 
oo 

0 7 

eel 

64 

"0 
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A i m C T E V I 

cnrmmjed 

If. in Operator s :udrxnent. the well will not produce od or gu in paying quinones. and it wishes to plug and abandon the 

%ed J J a on hoie. the provisions of Arocle V l .E . l . shall thereiuer apply. 

S u b s e q u e n t O o e y a t i o o i : 

[4 

15 

:s 
19 

20 

21 

22 

23 

24 

23 

26 

29 

30 

31 

32 

33 

34 

35 

36 

17 

M 

39 

40 

41 

42 

45 

44 

43 

46 

47 

48 

49 

30 

31 

32 

I J 

34 

33 

36 

37 

3J 

39 

OO 

61 

'.2 •>) 
r i 

•l3 

<> 
0? 

4 

69 

"0 

[ Proposed Operanons: Should anv parry hereto desire to anil any wed on the Contract Area other tnin tne wed provided 

or in Article V7.A-. or to rework, deepen or plug back a dry hole drilled at the icnnt ot ail parries or a well windy owned by ail 

me pames and not then producing in paving quannnes. the perry desiring to dnil. rework, deepen or plug Pack such a well shall grve the 

other pames written nooce of the proposed operation, specifying the work to be pertorTjied. the locanon. proposed depth. oiiieLUie forrna-

uon and the esnmared cost of the operanon. The parties receiving such a nooce shall have thirty (301 davs after receipt of rhe nonce 

vtthin which to nonrv the parry wishing to do the work whether they elect to participate ui the cost of the proposed operanon. 11 a drill­

ing ng is on locanon. nonce ot a proposal to rework, plug back or dnil deeper mav be given by telephone ind the response period shall be 

limited to forty-eight (48) hours. — ' - c '— Tunis- m i ' -g- ' Fadure ot a party receiving such nooce to reply within 

•Jie period above fixed shall consnrute an election bv that parry not to participate tn the cost at the proposed operaaon. Any nooce or 

response given bv telephone shall be promptly confirmed m wnong. 

Lf all parces elect to participate in such a proposed opera Don. Operator shall, withm ninety (90) days after exriirirjon of the ttrarkz 

period of thury (30) days (or as promptly as possible after the exptreraon of the forry-eight (48) hour period when a drilling n f is oo loca­

tion, as the case may bei actually lornrnence the praecned upnatton and com^arte tt with due exigence at the nsk and essseaxc oi afl par-

ues hereto: provided, however, said crirnrneraoernent date may be extended upon written oooce of same by Operator to the other parries, 

for a period oi up to thtrry (30) additional days d. in the sole orjaruon oi Operator, such adratinrttl time a rexarjrtabry necessary to obtaan 

permits from govrxrimenai authorities, surface rights (trxduding rights-of-way) or auuiupiaue txriilmg erpiasment. or m uiitjtata tstje ex 

imuuoon or curtate matter required for ode approval or acceptance. Ncarerrthsraradiag the iorct mtieurt Ltuituuta oi Arrack X L i the 

actual ooeraooo has not been rnmiiwrved within the tone ui in tied (rrtrharhng any eaiensajti thereof as aperrfirally pel ua lied herein 1 and 

d any party hereto anil desires to conduct saad operaoon. written nooce proposalg same mutt be resubemcted to the other Paroes in accor­

dance with the piO'LMmii hereof as ii no prior proposal had been made. 

2. Caserations bv Len than All Faroes: li any party receiving such nooce as provided in Article V l .B . l . or VTJT2L1. (Option 

No. 2) eiecs not to paitaupare tn the prupottd operaoon. then, to order to be enatled to the benefits af dut Arrack*, the parry ar tarries 

giving the rioace and such other paraes at shall elect to raurtaeaue n the operaoon shall, wrtnaa ninety (90) days after the t u e f t m of 

the nooce period of thirty (30) days (or as prorrapdy at poeabie after the exptranon oi the kirry-es^ is 

on locaoon. at the caae mary be) acrsiaty i iaitnait i tht propoaed operation and uaupleie a with due diliaenct. Operator sraal paskaui aO 

work tor the accoarst of tit* Gtrawjaaag PBrtaBK rarc/vtied, however, d no drilling rig or orher etsuaprnent a on locaxaon. aad if Oaarator a 

i . '^•Cunaeuung ratty, eat Cotaatataaf Partttl ahall either (t) request Oratrtxor to peraorm tht stork required by such utiaauaal opera­

tion for rhe account oi A t Crr i i i i i i r i | PojTxtv or Ib) designate one {I) of the Cctssenrang Prraei at Optrttor to rarfca-m such work. Con-

saang Ptraet. wstai taaaaatxaag uasatuuat on the Cccrract Area purxuaast to tha Artxckt VTA2L, shea) comply with a l teraai a d con-

' l l U l a H l Oaf tiaaaw B a - B V o a B o B L 

Lf lea thm all p r a iy»iu i my 

nod. ihm* td rm cte C rini.ri.nnf P r a d dk* m i 

CO w f h f d M T t i l t C O L a M M a - a a f • N R M « f h t 9 l l l d p t T X t t A W i t l f c t h t f 

• I iffaaaoaataaaaka m i l ajl I i i i i i ) i| i i n rapaatof 

rrintnrm to audi parry i asaartat aa asowa oa Exhabar " A " or (k)carry ttt 

taaairt to sonar dat araaoaauj party thai bt daeanad as tsamaa uoaar ( t l la dat event a 

such a reaxasse thai not exceed a total oi tarry eight (48) hours (arachtarre of Saturday 

at its cktrxton. may wvttadrtw such aroBoaat H 

Tht i 

rxrry. warhxa lury least (41) hours 

parry oi i s aaart to 4i) Baag oar-

•af t l as— aad i n ,mi r i • d wary kaadcfataal ty m mmm* * * * * * * * * < * * * C a l ' m ' % r w 

tka • a ary lawa. Gaaaaaia« M a i riarf 

aa If aay a H dneWat. reworkaa. aaajanaa or paaaaaa back uaaar rhe tiu of tha Ararat raawkxtt^t ( 

i a rna f euaaaatsaa, tot Caaaoaaasj PBTTJBB aat l ctaaaaat aad aaaa A t wtsl a> ^xxouce^ai^ehaB^tokc 

3 



\ A P L. FORM 010 MODEL FORM OPERATING AGREEMENT • 1982 

AjmCLEVl 
corrnTiueri 

.nd iht well shall then Be turned over to Operator and shall be operated bv it at tne eipense ana lor -jr.; iccount ot the Consenoni Par-

.5 -ron commencement ot operations tor the anilina. rewornina. aeeoenina or piuegtna Diet ot inv sucn *ed bv Consenting Parties 

- iccordince wtn tne provtsions ot this Arnde. eacn NonConsennnt Partv snail be deemed to nave reimrjuuned to Consenoni Parries, 

.no tne '-onsenuna Parties shad own and be enutled to receive, in proportion to inetr respective interests, ail ot sucn Non-Consennna 

•-inv . merest m tne weu and share ot proaucnon tnererrom unni the oroceeos oi tne sue oi lucn snare. Liicutated at the well, or 

- l rxe t vaiue tnereol : v j c n snare is not sold, litter deducting production taxes, excise taxes, rovajtv -noma rovaltv and other in-

-rrsts not excepteo ov Arucie HI D. pavaDle out ot or measured ov the production rrcm sucn *eu accrjina ^itn respect to sucn interest 

-noi it reverai snail euuai the toiai ot the following: 

ai 100% ot eacn such Non-Consenting Parry s share ot the cost of any newiv acquired surtace equipment bevond the weilhead 

.3 jonnections (including, but not limited to. stock tanks, separators, treaters. pumpmg equipment and ptptngj, plus 100% of each such 

i -+ \'onConsennng Parrv s share oi the cost of operaoon of the well commencing with first producnon and cononuing unul each such Non-

'.5 Consenuna Parry s relinquished interest shall revert to it under other provisions of tha Article, n being agreed that each Non-

i o Consentma Partv s share ot such costs and equipment will be that interest which would have been chargeaoie to sucn Nan-Consennng 

; ' Partv had it participated in the well from the beginning of the operaoons: and 

18 

19 

20 

21 bi 300 » ot 
rxsroon of the costs and expenses of drilling, reworking, deepening, plugging back, testing and ccinxpxevaBg. 

22 after deducting any cash ccatrtbuooru received under Article VHT.C and 3 0 0 % ot that rxiroon ot the cost of newly acaratrer} eqtap-

23 rnent in the wed Ito and including the weilhead connections 1, which would have been chargeable to such Nan-Consenting Parry xt at had 

24 parocgaued therein. 

25 

26 

28 An election not to particxpate in the drilling or the deepening of a well shall be deemed an elecoon not to paiia_axue in any re~ 

29 working or piugjmg back caxeraoon propoaed tn such a wed, or portion dsereof. to which rhe inrnal Noo-<^sriaent election appbad that is 

30 crxxducted at any orne prior tn hall lemvei y by the Consenting Parties of the Noo-Ccaxaentsng Party s rrrorjupenem terra ntt Aay such 

31 irwortxng or plugging back operaoon conducted during the rtraupment period shall be ikajxaul part of the coat of upaauun of aad well 
: 2 and there shall be added to the sums to be recouped by the Conamtxng Parries one hundred percent (100% lof that poroon oi rhe ooarx oi 

? 3 the reworking or plugging back oceraoon which would have been chargeable to such Non-Ccexarsong Parry had it pat uupaied therein. U 

54 such a reworking or plugging back ocserarjon a piuuuatd during such recctupment period, the utirrisaum of this Arode V1J9. shall be ap-

35 placable as between saad Corraryirmg Parties in said well. 

56 

37 

58 

!9 CXaraig the panod ofl taste Caaaastaag Piroes art entrded tn receive NcciCxassessrstig Parry s share oi pmkmkai, or the 

40 proceeds tha ell uoa. Ctsaaaasruj Parata Baal be " f r " * ior tht payment oi all pratwrjon. m m s u n . excise, taihei tag and other 

H n e s . and a l royaary. owarrkakaf royakry aad other burdens auaacjbaf to Nco-Coossrnrarig Parry s ihare ot prtxfucooti not i n eiiaal by Ar-

42 txde OLD. 

43 

44 

41 

46 In the caae oi any uwukatg . pauajBna back or deeper drutauj opes mop. the Gmtfiwen] Paraes aaall be i 

47 of coat, at caaang. tubmg and other easitamtra as tht area, but tht ownershap ol all such i 

48 i l i a t n m i i a oi i wail artcr aach nwsjaUig, pauasaof hack or deeper drunng. dat fniwriiaaj Parrsea ahaa account kar at such aatna-

49 maart to the owners dvereoi. trail each party ituBvtuf io artxataroottaat part as tarsd or at vtaat. att coat oi atlvtat. 

30 

51 

52 

' < VVIthan aurry 1603 days attar tht iiaraaeunii of any u>a nam under thtt Artsde. rhe parrv iuiaki»-un| the otwrtejoa* ior the 

54 r taanraig P v t a trial fianaah tarJi r i m r n n t i m i i Parry with at atanasry ol tht eattaaaaat • m t ujuamual to tht wai . aod an 

itenaaad attamini of ch* coat oi dtsaahtj. Jtapaneiig. ntiigaaig back, testarig. consasarorig. aad leuaapaig ose weii lor rroductsrat; or. at ra 

Ktfj. Each atonta (Jwxaarwar. (karate, eht taat dat Cuaaaaat, Parata art taeuj i iant iaa i i • at u laal above,.ttw parry • • • " ' • I dat 

' i oeatraonat for tht Otaataaa j rxroai aati jurttah tht Nemf. m g rsrnai wwh aa aaaaaad naaatag al a l coaa aad aahatwa as-
•o .-urred m ah* i i a i n u a af th* weal. I real tha with t aaaaaaat ei the aittnaii) ea sal and aaa aintirad waaa n and do iraii iaa taaan i . i I 

xl reaauwi troai rase taa cd riw? aa# 

I rrvjauctd dureig tay month, "laiatnmg Paraai thai vat ilOaai i a-Lipid iiaihndt aach av but oat aaaaal to. •*» ââ aaair aux̂ ac 

• h « h would have bava owned bt t Non-Cjiaeniaig Pam had a uaiaraaaaf rheretn thai bt u u a n l aaaaat tht total i 

t the wort done and of the eouasrnent purtiuaed <n deiei uaasang when tht «arrest of tuch NoaO'iiarinng Parrv snai i 

• .now provided and if there B a credit balance, it shall be paed to aach NoB-GatUxtsiaBg Parry 

I I I l a t H a i a i 
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ARTICLE VI 
continued 

li and when the Consenting Parties recover from a NonConsenting Partv s relinquished interest the imounts provided lor iPove. 

•he relinquished interests of such Non-Consenting Party shall automatically revert to it. and. from and alter such reversion, such Non 

Coruenung Parry shall own .the same interest in such well, the material and equipment in or pertaining thereto, and the production 

•herefrom as such Non-Consenting Parry would have been entitled to had it participated in the drilling, reworking, deepening or plugging 

Hack ot said well Thereafter, such NonConsenting Panv shall be charged with and shall pay us proportionate part ol the (urther costs ol 

the operation oi said well in accordance with the terms ol [his agreement ind the Accounting Procedure attached hereto 

Notwithstanding the provisions of this Article VI.B.2.. it is agreed that without the mutual consent of all parties, no weils shall 
be completed in or produced from a source ol supply from which a well located elsewhere on the Contract Area is producing, uniess such 
*ell conforms to the then-existing well spacing partem for such source of supply. 

10 

I I 

12 

13 

14 

15 

16 The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VT.A. 

17 except (a) as to Article VII.D.l. (Option No. 2). d selected, or ib) as to the reworking, deepening and plugging back of such initial well 

18 after it bas been drilled to the depth specified Ln Article VT.A. if it shall thereafter prove to be a dry hole or. if Lnioaily completed for pro-

19 duchon. ceases to produce in paying quantihes. 

20 

21 

22 

23 3 Stind-By Time: When a well which has been drilled or deepened has reached its authorised depth and all tests hare been 

24 completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party 's notice proraxnng a 

23 reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-

26 mg operation just completed. Standby costs subsequent to all parties responding, or expiration of rhe response time permitted, whichever 

27 first occurs, ind pnor to agreement as to the pextsciparing interests of aH Consenting Parties pursuant to the terms of the second gram-

23 truncal paragraph of Article VI.B.2. shall be charged tn and borne as part of che proposed operation, but d the proposal is subsequendy 

29 withdrawn because of ulsufficient participation, such stand-by costs shaU be allocated betaeeii the Consenting Parties in the riroportton 

30 each Consenting Party's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " oi all Consenting Par 

31 ties. 

32 

33 

34 

33 4. Sideoacting: Except as hereinafter provided, those prwiaiotn oi this igicement applicable to a ''deepening" operation shall 

36 also be aripficabie to any ra rer aai to uuetttaiafly control and mtentsonaily deviate a well from vertical so ts to change the bottom hole 

37 Ironon (herein calked ''saiaWaaJurif"), uaiaeai done to straighten the hole or to drill around funk in rhe hole or because of other 

38 iTtechanacal rrrrnoirrirt Any parry having the right to psraacate in a piuuuted lideu acking uuerauuu that does not own an interest in the 

39 ifwt leil wefl bore at the taat oi the " thai, upon eirtrttng eo participate, ir-iaae to the well bore owners its piopua iiraw.tr share (equal 

40 to its mrerest in Aa aidtsjajlittg eaatariOB) oi the value oi that rjorbon of the exxsrxrig well bore to be utuixed ts fallows: 
41 

42 

43 

44 (a) I tk* aaaaaat • ior aaaaaardtaag an exxatxog dry take, retrnburserraent shal be cas the basts oi tht actual coats incurred ra 

43 th* BBSCBB araaast of Vat a o l dcara as Bat OOBta at aiiith tht adetrarJrjng rastrwnna it aattxatad. 

46 

47 

48 

49 i » If the prtxsoatl a for aotvarjao* t wet which bat ormaary prtxdttad. i raid ta a n a ut shal bt oa th* baat of th* weBs 

30 sarrabar rraeteraUa and - r - r ~ — ' obtra to tht death at whacb tht ndtruaJuug operanon a ii i i i inf, iha juauul in accedence with the 

31 r - • • -rr-- \m t i II nm! in -• •-'-•-f-i - J ^— : —•* 'r*-|T~l —' ~*—'—~T 
32 
33 
34 
33 la tht event that notice for t statu acting cgstraaoa it grven whue the druwag rig to be lanfaaa ia on location, the rtstsome period 

3* aha! be wnaad to ferry eight (Ag) hours, earfaarve of Sarartkry, Sunday and kraal hoaekm; premdad. bowrvw. my parry may request and 

37 reisave up a> eiaht (a, adtwao^ 

31 il II II tig tun i i t i i t i i l i itgi IIII I I iiiiiiiii tl m i n •*• r~~T -* ' *~ — ' •*"** - - — - — ' - • » - — ~ — ~ * 

39 1i) i ail d i l l 1u lan i ta l 1 I I I aaaa IOI a a i i a latatg i l i f^—l l ~ | ' ' l ' ' " ' " ~ ~ * *4f""'» 

60 ry't aaanat • assert ea brfcabit " A " b a n to Oat astal aaaraa ta dtown ea trawkit " A " oi a l the eatcrang rarrjes. h another m 

61 states the rwaaraae parad ts a aroaoad for aaall a t a g Otal bt kataad ao taaary (303 ' 

62 

63 

64 

63 C . T A X I N G reOOUCTTON IN tUNDi 

66 

I 
67 Each c-rrv irad rate n rand or wvjeraeety diapoat of rts tautxatiunaa. thare oi U cd wsd gaa produced froor eke Cbetrari Are. 

•tarajH-ki 61 exrhaave of r»oduct»on whach may be uted ta Jt i tkjgtmni tad raroducsng oaaraooet and ai preparsig tad twxrxf^ tsj^ral gat (or 

69 irurkrong purrjoaa asd prrsjucrson unarvotdariy kxa Aay exert exitestarurt tanarrtxl io tht taking ia tad ar separBxaBBt'pKty by any 

70 parry of us rtmprj-tasraaar than cd rhe ertxdurttea thai be bora* by aach parry Aay parry taksng «s asarr of p n * H a l j * * j ^ £ > l be 

7-
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9 9 
ARTICLE VT 

(xirninuerj 
I required to pay lor only ia proportionate share ol ludi pin ol Operator i turface licuiuei which it uses. 
i Each parrv shall execute such division orders and contracts as mav be necessarv lor the sale ol its inierest in prodiacoon trom 
I the Contract Area. and. except at provided in Article V0£.. shall be enaded to receive pt rment directly trorn the cmrcftaser thereof for 
' its share of all producnon. 

In the event anv parry shall fail to make the arrangements necessary to take in kind or separttelv dispose ol its propornonate share of 
3 the od produced from the Contract Area. Operator shall have the right, subiect to the revocation it will by the parry owning it. but not 

the oblitaoon. to purchase such oil or seal jt to others it tnt time and from ome in time, lor the tccoum of the non-taxing parry at 'he 
shall be subiect always to the right of the 

11 owner of the production to exercise tt any rime itl right to take in kind, or separately dispose of. its share of all oil not previously 
1 2 delivered to i purchaser. Any purchase or sale by Operator of any other party 's share of oil shall be only for luch reasonable periods of 
15 time as are consistent with the minimum needs oi the industry under the particular circumstances, but tn no event for a period in excess 
14 of one 11) year. 
15 

16 In the event one or more parries' separate dispraa tion of its share of the its causa split stream deliveries to separate pir t̂inra and/or 
17 deliveries which on a day-today basis for any reason are not exactly equal to i party I respective propcrtionate shirt of total gas sales to 
18 he allocated ro it. the tjtlaradng or accounting between the respective accounts of the ptrrjes shall be tn acrrxdarice with any gaa baaaracxng 
19 igreemeut between the paraes hereto, whether such an atreernent is artached as ttxlnbrt " E " . or is a separate lgtLernextL 
20 
21 • . Access to Contract A r o and lniormationi 
22 
23 each party shall have access to the COT tract A m at all reasonable times, it its sole cost ind risk to inspect or uuxu u igagtrkeit, 
24 and shall hate access at irsrtrxoahle times to mfxsrtnaiasn ptx-txtrdag to the deveteprnent or operation thereof, inducting Opes asm's brjofcx 
23 and ircnrds rekttng thereto. Operttor. upon request, shafl fdrrush each of the other tarries with COp (3x9 oi all forms or reran fated with 
26 tcrverrxmental aa>r«-ses, dairy fxrilUng rerjorrt. wet) leas, taak tables, daily gruge md run udkets ind rfpofts of stock oo haod att the fifst of 

27 adi month, md thai) make iTtibble mmpka o. tnv a r e ar airana3 taken from toy weU dnDed oa the Contract A m . The cmt of 

28 ftaaWmj tod huinahfflj mfaa^rion to N « Operator, othtr than that apeofied above, ihall be char fed to the Nao~Opemar that re-
29 queso tile Bilannaison. 
30 
31 fL AbanrJxsnnaeat oi Weilai 

32 
33 1. Ahajakruitmt ofl Dry Holes: Exrpept far any area tiriUed or tieepened purtuant to Article VI.B.2.. any weU wrack haa f «n 
34 drilled or detpeneil trndrr rhr terms of rha tgi fauna tnd isw uoustif 03 br̂ exteprjatTed a t dnbpk trail race be pf tigged teal abarwirraerl 
33 w i r i ^ . t t k t c ^ r ^ ^ 

36 ' — r ~ l i ~ t ^ * ? * ' ~ i r tri 1-!!! l if Tnir i i ) Tatiat lat'ltaal hnliilapal ifirr rii ripi nf nnin nf Thr rrT~7~' *" r * " l — — * ~ 
37 such wefl. such party thai bt deemed to harre corttenerd ta tht riroposed tisaodorirneni. All such weth stall bt ptugyed tad tbaadrstsed In 

38 acrvjrtfcaract with tgxsaastbkf rtsffaauJuut aad at dat coat, rail aoo1 **|'*">* of tht uuiitl who ptrttopatsej ifl tht crat of orttaaaj of Aaaaasax*, 
39 tuch wel. Aay parry who cxbltxa to alafajafl aad + - * t ' * i f sods well shall hart rat right to cakt orer the wel tod oaaiagt sxartbtr 

40 ccamraat ia aarca oi o i aadJor pa aatrttxt a tht rartrraacta oi Arracje V U . 
41 

^ 2. afVbaattaaM Co! Wefc that, botta} Proâ a-awtd*1 Fjttr,a, for any w?eai is wbiiJi a Nntt-ConaetBat optrmcn baa (was cjaaVaaaaCBBal 
O haeiatwaJer fee •awJaO-! aht Ce3aaeet*HeVM Pwartiaa traaiTt aot tMea) fcdrr nBisontd aa bauiaLi prr îaieî  anr vhkih haa bt̂ afat aBBwiaaBtaaVl aa t 
44 p r r ^ x o d r - k e p k s a t d 
4) be prarjed and trarawariial fa trxorraaar. with arspacaUt retcdatsora arid a tht maL rrak asd erpartai oi K e n t tartsta karaaa. at. tririwa 
4 0 ihirty f vfflnayt artrr rerwarw na* iwwir.nl ih» p . ^ . . ! J — . i « i r » ' ^ «»y — p r t - p f if? nrff *fr— "» 
4 7 thrae ayjaaxt w craarjritar iea r^rs-trsan frrsta the prerralft) of the farrattiuoii) aSeg open ta uauiiuxtjjn thafl wrier to each af tttt other 
48 rarooiaTpr l l ies^^ 
49 Uiibrt " C " . lest tht i aaiaatiil coat of atrragsng and rhe in mitaj cam mi fkrutjirig asd aewnrtoetasg. each abaradorsing parry astfl taaian 
y> th* nm atia»knai| partxev wttiiout warranty, etssroa or aiauaaal, aj to ajtat or it to oaaajry, or tata ffar tat of dat eaaiaBBai aad 
'1 rraatsxaj tfl cd ia totrtai m tht w*fl aad rtittad ii|iauwaji». traajthtr wrtB in iutaaa ia tht kstadscttxf estjtt ta ta. bat casry at to, the kt-
^ terra; ar akarraa al dat fcwaiarsoo at farasahtaa thai epm W QraducMB. H tttt Itnartai oi th. augu«»aa| ptrry a or tscaaaa ai oi aad 
^ |as asttrest, such party thai execute and iMrver ro the nrxn-wberidrsrixng parry or paraes tn od and gaa lease, lirnreed tn the i 
34 terrata of tht kaaaauua or auriiaautaa taaa open to |ai>ha.ikai. tar a term of one (1) year and to has* thtrtxtfar as oil i 
3' I I fina rhr aaanef nr aai nah id iht kauaaaa it kaiiaaaau a aai itiuili) anil kaa in tti ai ihr fnm i 1 k - 1 — 

36 

57 
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AKT1CLE V I 

continued 

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

2 assignments or leases to, the assignees shall be in a ratio based upon the relationship ol their respeaive percentage ol participation In the 

5 Corttna Area to the aggregate of the percentages of participation in the Contraa Area of all assignees. There shall be no readjustment of 

_• interests in the remaining portion of the Contraa Area. 

•> 
rhereafter. abandoning parties shall have no further responsibility, liability, or interest in the operation ol or produaion from 

'he well m the interval or intervals then open oiher than the rovalues retained in any lease made under the terms ol this Article. Upon re-

^ litest. Operator shall continue to operate the assigned well lor the account of the non-abandoning parties it the rates and charges con-
0 'emplated bv this agreement, plus any additional cost and charges which may arise as the result ol the separate ownership of the assigned 

i f l -veil. Upon proposed abandonment ol the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to 
11 repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-
1 2 visions hereof. 
13 

-4 .̂ Abandonment ol Non-Consent Operations: The provisions of Article Vl.E.l. or VI,E.2. above shall be applicable as between 

13 Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles: provided, however, no well shall be 

16 r^fnanently plugged and abandoned unless and until all parties having the right to condua further operations therein have been notified 
12 of the proposed abandonment and afforded the opportunity to elea to take over the well in accordance with the provtsions of this Article 
18 VIE. 
19 
20 ARTICLE V I I . 
2 1 EXPENDITURES AND LIABILITY OF PARTIES 
22 
2 ' A. Liability of Parties: 
21 

The liability of the parties shall be several, not joint or collective. Each pany shall be responsible onlv for its obligations, and 

26 <;hall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the liens granted 

2"" among the parties in Article VII .B. are given to secure only the debts of each severally. It is not the intention of the parties to create, nor 

23 shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partners. 
29 

30 B. Liens and Payment Defaults: 
31 

2̂ Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share 
33 ol oil and/or gas when extracted and its interest in all equipment, to secure payment of its share of expense, together with interest thereon 
34 at the rate provided in Exhibit "C" . To the extent that Operator has a security interest under the Uniform Commercial Code of the 
33 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-
36 taming ol judgment bv Operator for the secured indebtedness shall not be deemed an eleaion of remedies or otherwise affect the lien 
37 rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of i . ; share 
38 of expense. Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from 

39 the sale ol such Non-Operator's share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each 
40 purchaser shall be entitled to rely upon Operator s written statement concerning the amount of any default. Operator grants a like lien 

41 and security interest to the Non-Operators to secure payment of Operator 's proportionate share of expense. 
-42 

43 If anv parry fails or is unable to pay its share of expense within sixty (601 days after rendition of a statement merefor by 

4*4 Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the piopottion that 
43 the inierest of each such panv bears to the interest of all such parries. Each party so paying its share of the unpaid amount shall, to obtain 
46 reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph. 
47 

48 C. Payments and Accounting; 
49 
30 Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses incurred in the development 
31 and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respective propor-
32 tionate shares upon the expense basis provided in Exhibit " C " Operator shall keep an accurate record of the joint account hereunder, 
5 3 showing expenses incurred and charges and credits made and received. 

54 
33 Outlaid1, ai in eleerigeii Khali haw lhe right from time lo time In demand and reetive from ihe other parries |itymem in advance 
VJ of their respective shares of the estimated amount of the expense to be incurred in operations hereunder diirhii.tba'-nextrsucceeding 
57 month, which right may be exercised only by submission to each such party of an itemiz^6jx^tgn»**-r^icnaximztr6 expense, together 
58 with an inroice for its share thereof. Each such statement and mvoiceforjbc-pa-yTm of estimated r-rr-erise shall be submitted 
59 on or before the 20th day of the next prKt6'mgnmmiiJaeirplfffSMpiy to Operator its r-ror-ortionate share of such r-stunte within 
60 fifteen (15) days after such estOTiatfjrad-trrvTjic^^ If any party fails to pay its share of said estimate within said time. tfljLamount 

61 due shall beaiinrtr-esrls^rovided in Exhibit " C " until paid. Proper adjustment shall be made monthly between advances andia tual ex-
62 egnseTTjTiheend thai each party r,haU bear and pay itt prnrmninnaie ihira nf iquil aapaniei incurred, and nn more ^ 

64 D. Limitation of Expenditures: 

66 l . Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except anv well cWtaJ^^ttTJened 

67 pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the drilling or de-epening shall includpy^^> \ i , . 

r- - .v-it-it aum m i f f - AHI - I i i i - t-i 

. - . . - J I I • V i t i t c i . t :»i n i f t l > - i . - y n - ' « , i 
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ARTICIi: VII 
tontinuecl 

1 -9—Bpt-rcTr-t'vo-H-' AH i w n u f i enpendiiuee-i tor ihe drilling or HogT-oningi ir/cring, completing and nouipping of ihe welli including 

2 necessary tankage andtor syrf-ira firilitiat 

3 

4 3 Option No. 2. AU necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its 

5 authorized depth, and all tests have been completed, and the results thereof furnished to the parties. Operator shall give immediate notice 
(j to the Non-Operators who have the right to participate in the completion costs. The parties receiving such nouce shall have forty-eight 

:4B) hours lexdusive of Saturday, Sunday and legal holidavs) in which to elect to participate in the setting of casing and the completion at-
S tempt. Such election, wnen made, shall include consent to all necessarv expenditures for the complet-ic ind equipping of such well, in-
i eluding necessarv tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shall 

10 constitute an election bv that party not to participate in the cost of the completion attempt. If one or more, but less than all of the parties. 
11 i-lect to set pipe and to attempt a completion, the provisions of Article VI.B.2. hereol (the phrase 'reworking, deepening or plugging 
1 2 l̂ ack" is contained in Article VI.B.2. shall be deemed to include ' completing ') shall apply to the operations thetealter conducted by less 
1 3 than all parties. 

14 

15 2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except a well reworked or 
16 plugged back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the reworking or plugging back of a well shall 

17 include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage 
IS and/or surface facilities. 
19 

20 3. Other Operations: Without the consent of all parties. Operator shall not undertake any single project reasonably estimated 
21 to require an expenditure in excess nf T w e n t y t h ™ ' g ^ n d and n o / 1 0 0 fVillars i i 2 0 , 0 0 0 . 0 0 ) 

22 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been 

23 previously authorized by or pursuant to this agreement: provided, however, that, in case of explosion, (ire. flood or othei sudden 
24 emergency, whether of the same or different nature. Operator may take such steps and incur such expenses as in its opinion are required 

25 to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other 

26 parties. If Operator prepares an authority for expenditure (AFE) for its own use. Operator shall furnish any Non-Operator so requesting 

27 an information copy thereof for any single project costing in excess nf T w n t y t h r * Isant i and n o / 1 0 0 ' 

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

29 
30 E. Rentals, Shut-in Well Payments and Minimum Royalties: 

31 
32 Rentals, shut in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the 
33 parry or parries who subjected such lease to this agreement at its or their expense. In the event two or more parties own and have con-
34 tributed interests in the same lease to this agreemeni. such parties may designate one of such parties to make said p2yments for and on 
33 behalf of all such parries. Any party may request, and shall be entitled to receive, proper evidence of all such payments. In the event of 
36 failure to make proper payment of anv rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-
37 ment is required to continue the lease in force, any loss which results from such non payment shall be borne in accordance with the pro-

38 visions ol Article 1V.B.2. 

39 

40 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production 
41 of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by 
42 circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify 

43 Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment 

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

45 
46 F. Taxes: 

47 

48 Begirining with the first calendar year after the effective date hereof. Operator shall render for ad valorem taxation all prctperty 
49 subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they 
50 become delinquent. Prior to the tendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not 
51 be limited to. royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
52 Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over-
53 riding royalties or production payments, the reduction in ad valorem taxes resulting thr-refrom shall inure to the benefit of the owner or 
•54 owners of such leasehold estate, and Operaior shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-
ss (Inn. II i h* —t valorem ***•» mrm bam-ii in whole or in pan upon >i#r*»r»t-- valu-uicma o i n r h pntry s working intere-it, then notwithstanding 

56 anything td the contrary' liSeirt, cllM88 In Ilit MM KGMilU jhilS hf !T3* snd paid by !»ir j « a !" «.•!••''»•'••». •*? '"« 
17 valua generated by each party'% working interest. Operator shall bill the other parties for their proportionate shares of all tax payments in 
58 the manner prryrided In c2thibit " C . 

39 
60 U Operator considers any tax assessment improper. Operator may, at its discretion, protest within lh* liiiW WtfV*laflflct 
61 prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to fiSf deier-

62 miniticm. During the pendency ol administrative or judicial proceedings. Operator may elect to pay. under protest, all such taxrxMnd any 

63 interest and ptniln. When my such protntrd assessment 3tuU hivt bern (imlly dnexmine-u, Opentor shall pay the ux for UieflBBit tc 
64 count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid b^pjem. as 

65 provided in Exhibit "C" . J j 

66 ,-.-rris?i:--!̂  
67 Each party shall pay or cause to be paid aU production, severance, excise, gathering and other taxes imposed upor|-rir^wratj«s*ea to 
68 the production or handling of such party 's share of oil and/or gas produced under the terms of this agreement, i * ^ ' 

10-
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A R T I C L E VTI 
cwraTiued 

1 G. Insurance: 

* At ill times while operations axe conducted hereunder. Operator shall ccmpiy with the workmen s compensation law of 

( 'he state where the operanons are bans' conducted: provided, however, that Operator mav be a seiiinsurer tor liabiiirv under said com-
< pensauon avj in wnich event the only charge that shall be made to the toint account snail be as provided in Exhibit " C " . Operator snail 

iLSO carrv or provide insurance tor the benefit ot the loint account ot the parties as ouiiined in Exhibit ' D ". attached to and made a part 
lereot. Operator snail require all contractors engageo in work on or lor the Contraa Area to compiv witn the workmen s compensauon 

•1 aw ol tne sute wnere the operauons are being conduaed and to maintain such other insurance as Operator mav require. 

10 In the event automotnle public liability insurance is speciiied in said Exhibit "D". or subsequendv receives the approval oi the 
11 parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator s automoave equipment. 
12 
1} ARTICLE VOI. 

14 ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST 
15 

!6 A. Surrender of Leases: 
\ 7 

18 The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, snail not be surrendered in whoat 
19 or in pan unless ail parties consent thereto. 
20 
21 However, should any parry desire to surrender its interest in any lease or in any ponioo thereof, and the other paraes do not 
22 agree or consent thereto, the parry desiring to surrender shall assign, without express or implied warranty of title, all of ha interest tn 
23 such lease, or portion thereof, and any well, material and equipment which mav be located thereon and any rights in rsrcaxucbon 
24 thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an cal and gas m 
" terest, tbe assigning parry shall execute and deliver to the parry or paraes not consenting to such surrersder an od and gsa Itssse covering 
.6 such od tod gas interest for a term of one (1) year and so long thereafter ts od and/or gas a produced from the land covered rhereby, such 

27 lease to be on the form attached hereto as Exhibit "B" Upon such assignment or lease, the assigning party shall be resaeved from ill 
28 oougarscrts ihaeafter accruing, but not tjwjetxsfore accrued, with respect to the interest assessed or leased and the casrntaon of any wed 
29 attributable thereto, and the assigning party shall have no further interest in the assiassed or leased premises and its ecfujratnent and pro-
30 ducuon other than the royalties retained in any lease made under the terms of this Article. The parry asxurnee or lessee shal] pay to the 
31 party asagnor or lessor the reasonable salvage value of the latter s interest tn any weds and equipment attributable to the «—*gr—l or leas-
32 ed acreage. The value of all material shall be deseiuimed in accordance with the utravtstoui ol Exhibit " C " . less the i milieu il coat of 
3 3 salvaging and the estimated cost of pwfjmg and abandoning If the aaagrunent or lease n in favor of more than one party, tbe interest 
34 shall be shared by such parties in the pcocoroorts that the interest of each bears to the total interest of all such perries. 
35 
36 Any assignment, lease or surrender rnade under tha provision shall not reduce or change the assignor s. lessor's or surrersdertng 
37 party s interest as it was tmrrteduia-ry fjetore the astaasiment. lease or surrender in the balance of the Contraa Area: and the acreage 
38 assurned. leased or surrendered, aad aihaaiajim urjei metis thereon, shall not thereafter be subiect to the terms and piweauna of this 
39 agreement, 
40 
41 B. Ranrwti eg Bmtiiiiiu oi I m«ti 
42 
4} If 1 ) 1 * 0 • • • i i ina a tf iaf «i | al anil liaai ailai i in ihit i| mil ill nrhrr f a n t*— It — n-j jff pi |i I) i J 

44 shall have the rtjrat for t aasrtod ot ttttrry (30) dtrys tritaowt̂  receipt of such norsce ta arbach tnekect to pwtacapete m rhe ownerahmp of the 
43 renewal lease, irxtoatr aa audi latatt afcctJ latldt wrrhin the Contract Area, by paytag to the parry who eciauared it thear several proper pro-
46 portaonatc shares of the actaatwrjon coat »nw—-« to that part of such leaae widun the Corrtract Area, wruch shall be n taapuitjou to the 
47 interests held at that tame by the parnet tn the Conn-art Area. 
48 
49 U tome, but les than aH. of tht paraes ekrct to rjarrjariete as the purchaae of a recap**! leaae. rt sfaul be owrsatf by the parties 
30 IIIi iIn i in |»tila l « l lllinii a ill ! • • il igati ifat littlaiiahgi it1 ihiir n annul pnrrnrtfT rf rtrr-T| *~*~ * — 
31 n iht iu i i | i i i id lha |« att i itf |s.i« awiati ai itn risntran rtrrt rd ill narrin ptntnrrtTT-g - ^ T I ' ' —*• 1 1 

52 Any renewal lets* as wrttch lest than all parties esta to raaitatsptw shall not bt subyen to thai aajreeroem 

53 
34 Each parry who pmerjL*mu at the tjurchaw* of t renewal lease shall be pven an etaafxastni of its praecaTsorttte interest therem 

55 by tht artauartng parry 

36 
37 The piTjvsstarat of that Artxcar treat apasry to rtxatwej lasaws wrtrther they are for the ttstare anaaTtst covered by the esssiring lease 
34 or cover only i portion of as arts or an tstartst thartsn Aay rtrarwal atawr taken btabre tht extarttion of m predecessor leaae. or taken or 
39 crantrtcttd far wwjtaa tu (61 irasnrhs after the tsteaneson of dat exxsong leaae shad be suwaan to dut pmaon: but any lease isawfcor con 
60 tranrt to rrtrare tjv^ 

Pl the prvretatartt of dwa aajreasaxesst. «̂  

6) The piuveaaana as that Artiest thai aato be aytietir.li te uiastttvau ct od and gat testes. 

0-4 - P 
o3 C Acreage or Cash Contributions: -rri 
(io . _ 

o? VVtule tha agreement o m lorre. ii any party con tracts (or a conirtburjon of case, tower* the drubng of ftwtdj or.aat*. other 
ivs operation on me Contract Area, such contribution shall he paid to the parrv who coraducted the drilling or other °PW»*X« "W wtall be 
tr9 aopued bv it aasunst the coat ol each dnilang or casser rsrarnraon If the ccmcrvbuocMi br aa rhe torn of acreage: the parrgttl nhaH Jj^ con 
'0 tribuoon is marar vrull prtartptlv trrider in tsgrjTtent of the acrtsuat. without warranty of ode. to tne Orvlruj f S f M s e ^ a ^ ^ r n i 

II 
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70 

ARTICLE VIII 
cMitmupd 

said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and, to the extent possible, be 
governed bv provisions identical to this agreement. Each party snail promptly notify all other parties of any acreage or cash contribuuons 
ii may obrain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable to op 
ucnal ngnts to earn acreage outside the Contract Area which are in support of a well drilled inside the Contraa .Area. 

If anv panv contracts for anv consideration relating to disposition ol such party s share ot substances proouced hereunder, such 
consideration shaU ret be deemed a contribuaon as contemplated in this Arucle V1I1.C. 

D. Maintenance of Uniform Interest: 

For the purpose of maintaining uniformity of ownership in the od and gas leasehold :-rests covered bv this agreement, no 
party shall sell, encumber, transfer or maice other disposition of its interest in the leases embraced wiLhin the Contract Area and in wells, 
equipment and production unless such disposiuon covers other: 

1 the entire interest of the pany in all leases and equipment and production: or 

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

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

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

E. Waiver of Rights to Partition: 

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

ARTICLE OC. 

INTE11NAL R£Vtt>TUtt CO DC ELECTTOtN 

This ijreernent is not ntended ts create, and shal not be construed tn create, a iiWtaiihiyi of pat tiies vhau or an association 
ior profit between or among the parties fkeretn. r̂ drrwithxcaneartg any pttwttkti hertsn that the rights and eatsawiei htrtjurxder are several 
and not pent or cofaactjve, or that dui agi etineilt aod uuaiuoru hereunder shal not ccaxaoruae i ita u » ship, af. kr xederai income tax 
purposes, thai agi etiiMiit aod the lajerinum heresander are legatded at t paituenhau, each party rwjreby eferted elects to be excluded 
from dvt appbcitxxi of tU at th* pruvaaorn c«: Surxmarxer K " Gnarxrr I. Subatlc "A", of the toatroat' Revenue Code of 1934. at per 
rnmed and authorued by Section 761 of the Code and the refuamons promulgated thereunder Operator • warranted and directed to rv 
ecuat on behalf of each party hereby aAtcnd such evidence of thia election at rnay be rettuared by the Secretary of the Treasury of the 
United Stata or rhe Federal httrnd fewaxtr Sernrr avekjdang tpecaSraaVy, but not by way of atnatarjon. ill of the returns, statements, 
arid the data rrsauarrd by Ftderal Itasjukaxoea 1.761. Should then bt aay rvwuartnier" that each parry raereby a63atrted give runner 
evtdence of thai eatnn. each audi parry thai execute such cfantrtsassej tad rurtaatl Bach other ermience at may be rtouirsf-by the 
Federal Internal Itrvtnue Servxce or at atty bt oarssaary to ersdetsce that eaaraon. No auch parry thai an* any raoocas or take £ y other 
•coon evnanntn. with the earrttrjn made (ttrtwy. V any prom or future ascotne tn Iran of the ttsai or states as whach rha^cntract 
Area a located or any future aoexsne tax I m cd tht Uttaaad 5*ates contaan picwatKxat atsauar ts dsoae ta Vabr̂ vttstrr " K " . ( 4fc* r r I. 
Subtrde A of the Internal favtsrut Code of 19M. urtatr whach an estcooa tender w that ra-rrvided by Section 761 of theCatFn per 
rnmed. each parry rwawby afatxrtrd trail rttakt such eesraon as may bt ttertnaread or rttaaered by auch Wren. In rrvakaag the asrtsjpg elec 
uon. each tach parry states that the ricratne den red by aach parry from opttwaom hmrvaan tan b» adessuatefy determmed wifeut the 
compuiaoon of partnership tajuasar ire cene 
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ARTICLE V I I I 

continued 

! said Drilling Paraes shared rhe cost of drilling the well. Such acreage sĥ U become a separate Contraa Area and. to the extent possible, be 

2 governed bv provisions identical to this agreement. Each party shall promptly nouiy all other parties ot anv acreage or cash contnbuaons 
; it mav obtain in support oi anv well or any other operation on the Contraa Area. The above provisions shall also be applicable to op-

•innal rights to earn acreage outside the Contract Area which are in support ot a well drilled mside the Contract .Area. 

(f anv partv contracts tor anv consideration relating to disposition ot sucn party s share ot substances producea hereunder, such 
ensitieranon snau not be deemed a contribution as contemplated in this Article VIII.C. 

D. Maintenance 01 Uniform interest: 

! I For tne purpose of maintaining uniformity of ownership in the oil and eas leasehold interests covered bv this agreement, no 
12 partv shall seii. encumber, transfer or make other disposition of its interest tn the leases embraced within tne Contract Area and in weils. 
1 3 equipment and production unless such disposition covers either: 
I-i 

15 1. the enure interest of the party in all leases and equipment and produaion; or 
16 

[~ ' .an equal undivided interest tn all leases and equipment and production in the Contract Area 

:s 
19 Everv sucn sale, encumbrance, transfer or other disposiuon made bv anv party shall be made expressly subiect to this agreement 

20 ind shall be made without preiudice to the right of the other parties. 
21 

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

2 3 require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive tailings for 
21 jnd approve and pay such party's share of the joint expenses, and to deal generallv with, and with power to bind, the co-owners of such 
25 parrv s interest within the scope oi the operations embraced in this agreement; however, all such coowners shall have the right to enter 
20 into and execute all contracts or agreements for the disposiuon ot their respective shares of the oii and eas produced frorn the Contraa 
Z" Area and they shall have the right to receive, separately, pavment of the sale proceeds thereof. 

IS 
29 E. Waiver of Rights to Partition: 

50 
31 If permitted bv the laws of the state or states in which the properrv covered hereby is located, eacn partv hereto owning an 
32 undivided interest in the Compact Area waives any and all rights it may have to partition and have set aside to tt in severalty its undivided 
33 interest therein. 

3-1 
—Pteiciimial nigh ' Purehasei— 

36 
-iU ^hnniv, mu p->«™ ri«.r« ~n ~- p-~ - J •»- -* ••"- 4" "n"T *i "* " i -• thrr iini inTrrcTq in-the CuimuuaM. 

38 Area, it shall promptly give written notice to the other parties, with full iniormauon concerning its proposed sale, wruchshjdl-inrJu'aTt^ 
39 name and address of the prospective purchaser (who must be ready, willing and able to purchase*, thepyjj^rcac^rTc^and i i i other terms 
40 of the ofier. l~he other parties shall then have an optional prior right, for a penod ofjejij4#rTfawafrer receipt of the notice, to purchase 
41 on the same terms and condiuons the interest which the other party^a^poSeTmseu; and, il this optional right ts exercised, the purchas-
42 inn paraes shall share the purchased interest inthe^p*opOrtions that the interest of each bears to the total interest oi all purchasing par-
43 ties. However, there shall bengjisate'enluSright to purchase in those cases where anv party wishes to mortgage io interests, or to 
\4 dispose oi itsuiierasertJvmereer, reorganization, consolidation, or sale of ali or substantially ail of its assets to a subsdiarr or parent com-
5 5 p*iTf̂ Tr *o a tnr>nj4i-a.-y rst a parrot c^mpJnvj n r Kr an" f n m i w n " n - ' h u ' t l -"»y f r f " * —•fn— • I i 
46 

47 ARTICLE I X . 

48 INTERNAL REVENUE CODE ELECTION 
49 

50 This agreement is not intended to create, and shall not be construed to create, a relationship of partnership or an association 
5 I for profit between or among the paraes hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several 
52 and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if. for federal income tax 
>3 purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby affected electa to bejatduded 
•vl from the appucaaon of all of the provisions of Subchapter " K " . Chapter I . Subtide " A " , of rhe Internal Revenue Code of PEW, as per-
55 mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and directed to ex-
56 ecute on behalf of each partv hereby affeaed such evidence of this election as may be required by the Secretary of the Treasury of the 
57 United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statement. 
58 and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further 
59 evidence of this election, each such party shall execute such documents and furnish such other evidence as may be requiraB-by the 
60 Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shall give any notices or take %xiy other 
61 action inconsistent with the election made hereby. If any present or future income tax laws oi the state or states in which the^ontract 
t-,2 Area is located or anv future income tax lawsjoX^he United States contain provisions similar to those in Subchapter " K " , Counter 1. 
->3 Subtitle " A ". of the internal Revenue Code ofwaa. under which an election similar to that provided by Section 761 of the Caet is per-
'•4 mitted. each parry hereby affected shall make such election as mav be permitted or required bv such Laws, ln making the forertuig elec-
^ '.ion. each such parry states that the income derived bv such pany from operations hereunder can be adequately determined *tufciui the 
'yff computation of partnership taxable income. r^.-; 

69 

^0 
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ARTICLE VTA 
continued 

snd Drilling Partita shared the cwt of drilling the well. Such acreage shall become a separate Contract Area and. to the extent possible, be 

governed bv provisions idenocal to this agreement. Each party shall promptly noury ill other paraes of any acreage or cajh contributions 

it may obtain in support of iny well or any other operation on the Contraa Area. The above provisions shall alio be applicable to op-

•ional rights to earn acreage outside the Contract Area which are in support o( a well drilled inside the Contract Area. 

'd anv oanv contracts for any consideration relating to disposiuon ol such partv s share ot substances produced hereunder such 
considerauon sri:] -t-t be deemed a contribuoon as contemplated in this Article Vlll C. 

0. Maintenance of Uniiortn Interest: 

14 

16 
17 
18 
19 
20 
21 
22 
23 
24 
2} 

26 

27 

28 

29 

30 

31 
32 
33 
34 

34-
36 

37 

38 

39 
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41 
42 
43 
44 
45 
46 

47 

48 

49 

50 

51 
52 
53 
54 
55 
56 

57 

5JJ 

59 

60 

61 

62 

63 

64 

65 

66 

6? 

68 

69 

70 

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

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

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

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

U, at any time the interest of any parry is divided among and owned by four or more co-owners. Operator, at in discretion, may 
require such co-owners to appoint a single trustee or agent with full authority to receive nonces, approve expenditures, receive bufcgs for 
and approve and pay such party's share of the joint expenses, and to deal generally with, and with power to brad, the co-owners of such 
party s interest within the scope of the operations enibmed in thia 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 od and gas produced from the Contract 
Area and they shall have the right to receive, separately, payment of the sale proceeds thereof. 

E. Waiver of Rights to Partition: 

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

P i l e •i-Mftta. Pai iaa t t i 

Should any parry desire to seal all or aay part of io interests under thia agreement, or ita ri^tssnd-amtftsa in the Contract 
Area, it shall promptly (rre written notice to the other paraes. with full iniorrnaoan etarjeerroggja propuaed sale, which shaD include the 
name and iddresa al att laututuiae (who must be ready, wulmg tndjhtoMtTpilrchaael. the purchase price, and aU other terms 
of tht crier. The aaW partia anal mm Bare tn optional pnorjTjbjt^tera~pmod of ten (10) days after receipt of the nooce. tc purchase 
on tht same mrntrnteomaVem mt mart* wrucljjhr^rJSeTparTy propoaes to sett; and. ii thh optxaeial right is exercised, the purchas 
m« paroei ast! m m mt uwt^mmmVgmmxtf^Kvnoaraaai thai tht interest of each bean to tht total interest of all purchasing par­
ties. However, aaaa abaf i i •ff^iaaii i i i l right to purchase in those aaes where aay party wisha to mortgage its interests, or ro 
dispose rijxasaaaaaTay aarsar, laaaaaiiai <i cianuiidanon. or sale of aH or aueararraafly all of its assets as a subakaary or parent com 

atataaay id I pap— fnaajaaj, ea a» aay MHaeta y i ubiia aay aai a i l I n a • aiataa 

ARTICLE DC. 

rNTERNAl REVENUE CO DC ELECTION 

Ths agreement a not mtended to create, ass ihal aa be construed to create, i lelaajuaiabjp of taa tue ship or an tsaocuoon 
(or profit berween or among the paroei hereto. Ncewithsrjxidrig any p r w w i Serein that tht nghtJ and aabOrtses htrrtaader are several 
and not team or collective, or that tha agreement tad operiocm hereunder shal not constitute a peiuiejhip, i . for federal income tax 
purpoaa. tha agreemeni and tht uotrauum hereunder art retarded m • paitimdup, each party hereby anocted elects to be excluded 
from the appheaoon of all of tht provaiasta d SubUaattii " K ^ Cheater I. Sobdtlt "A", of the wstraal b i t s * Code of 1954. as per 
matted and auttierued by Section 761 of tht Goat aid tht rtflutaiore promulgated thereunder Operator a euthontrd and direned to ei 
ecute on behalf of each parry hereby eoaned aach evidence of tha eiecoon at may be reoiured by tht Secretary of tht Treasury of the 
United States or the Federal Internal Revenue Service, asdudauj xprofcsJy. but not by sny of laasataDoa. all of the remmi. "atements. 
and tht data reouared by Federal ILrfuiaoom I 761. Should there bt tay rvjaaawaent that each parry htrtby effected eve further 
rndenct of tha tatreoa. aaa aach party shad execute auch doranena aid fiarsaah such other evidence • may be requardfbv the 
Federal tai«™i lu^taue Str>« • 

M or future aa ma tza lee* of tht soar or aaaa in which ihe (Sontract : with the r hereby It my 

Subtitle A", of the Internal "ntnue Coat of 19V. lander wtuds at easrnca ataaar to that provided by Seroon 761 of the teat a per 

mined, each parry hereby atoned thai react aach cetrooa ta may be pereeatttd or reauered by auch lews. In makaog che ^ ' t p «*ec 

uon each ajch parry suits that the erase derived by auch parry from oparatsons hereittider can be arjeouaieiv detertisaned wifeut the 

compuuoon of pat tnei ship tauueat income 

I'i 

12 
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ARTICLE x. 

CLAIMS AMD LAWSUITS 

Operator mav settle tar single uninjured third purr damage claim or nut arising trom operiooos hereunder ii th* eipeadinire 
:oes not n r a l Twenty Thousand & no/ 100 Dnlkn 

2 0 , 0 0 0 . 0 0 . and ii the payment a in complete settlement or sucn claim or suit. Ll the amount required for 
eeos the aoove amount, the parties hereto shall assume and take over the further handling ol the claim or suit, unless such authority is 

Jeieaaieo ro Operaior. All ctsa and expenses oi handling, settling, or otherwise discharging such claim or jmf shall be at ose ratnt ex­
pense oi the pames paroapaong in the operaoon from which the daim or suit arises. U a claim ts maoe against anv party or rf anv party is 
sued on account of u r matter arising from operations hereunder over which such individual has no control because of the rights given 
Opentor by this agreement, such parry shall immediately notify all other paroes. and the Harm or suit shall be treated as any othtsr daim 
or suit involvmg opera rjorts heretinaer. 

ARTICLE XJ. 

FORCE MAJEURE 

li any party ts rendered unable, wholly or in part, by force maieure to carry out its othgacons under cha agi mmm. other than 
the obligation to make money payments, that party shall give to all other parties prompt written notice oi the force majeure with 
reasonably full particulars concerning it; thereupon, the obiigaaons of the parry giving the nooce. so far as they are irfected by the force 
maieure. shall be " T*—<H during, but no ion ger than, the continuance of the force maieure. The aifected parry snail use ail reasonable 
diligence to remove the force matcure situation as quickly is practicable. 

The rwruiremerit that any force maieure shall be remedied with til ressntiable dispatch shall not require the Kiuesoatu of strikes, 
lockouts, or other tabor difficulty by tht parry involved, contrary to its wishes; how all such difficulties shall be handled thai, bt entirely 
within the uisLituoti of tht parry u.ta ti utu-

Tht term "force majeure , as here rtiipejted. shaH i 
the public enemy, war. blockade, pubbc not. Hghmang. Sre. 
or inaction, unavadajjibry of eipiatenerit. aad toy other cause, 
not ii'ta tiaoly within tht control of the party I liHimg 

an act of Cod. strike, kxtout. or other inihistnal daaxasassee. act ol 
rV*id. i nikmrai g i1 ^' 'ffift1* tcoon. g*'™ " HIIMIIH«A desny, renyatot 

»beihg of tht kind specifically enumerated above or otherwise, wbach ts 

ARTICLE JUL 

NOTICES 

All nooces authorised or required btfuju the pames and required by any of the ptuiaioni ol cha igietiiiut. units*, 
speciftrilly pnmded, shal bt fjvta an wntxog by maal or tiitgigiu. pottage or charges prepaad. or by teiex or ulnigMi tad 
the paraa tn whom the nooce a gives • the addresses asrad on Exhibw "A". The ca-igmenog notice even utsder aoy 
shaH bt deemed grata oafy artxea rarssriad by txat party B whom i u ^ 

d ran fraei the aaa dat urigineiiii| nooce a received. The second or my luputuiva nooce srtai be 
ke end or with the aagaraph compaay. with pottage or charges prosed, or asat by tests or 

shaH bane the right m caaage in addraa at aoy oast, aad from mnt to oate. by 

to 
hereof 

ARTICLE XHL 

TERM Off AGREEMENT 

Tha agreement ihefl i inaai in full iorce and tlstct aa B the cal and gs leases andAor cal and pa a » * s a subiact 
penod of ome ajanul betow-. piunial, however, ao party bertto shaD ever be utiaiuai • barvaag gay right, adc or eaen 
leeer ar oil gad ga aasnag laai tiiiaai by ary other parry beyond the e r a of tha agreaaaai. 

for tht 
ta any 

• Otaae Me. 1. t« I a. af aai m aad g » ta atio aaa 

>) liiliieaaa-aaaaeaai mi I I n e n 

2. la the exeat dm wai amcnaad in Artiest VIA. , or aay 
son ol oil mm* mm m mymm mmmion. rim tmmmm ^ JII ti i • fora m tag • aty 

warn eetjduct. or art tanas* of pgiaa^xaai, aad for at i i tn i ptsned of 2fl desa tram ceaaaon of al 

. a", pnor sa aai eanraeaoa af tuck aaaaaoaal genad. oat tar atort of est 

" ' " ' ^ e e l T g e e l Z l a i r ^ ^ dial u i r n m mot m at u i laed Iseraa. fa tat 

wall tatscnead • Aradt Vt.A.. or aiy iirtmnuii ael MM havtuatar. rtaian • i dry htat. aad ao oomr ad a pmo>rmt-

of tha 
tfl ca­

ll u acreed. however, the) the tentsxaswaaon of tha 
accruei) or irtached pnor ro the dear ot such mine—'ei 
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1 ARTICLE XIV. 

2 , COMPLIANCE WITH LAWS AND REGULATIONS 
3 

4 A. Laws, Regulations and Orders: 

6 This agreement shall be subject to the conserviuon laws ot the state in which the Contract Area a iocated. to the valid rules, 
reeuiauons. ar.d orders ol any duly consututed regulatory body of said state; and to all other arrucahle federal, state, and local laws, or 

3 dinances. rules, regulauons. and orders. 
9 

10 B. Governing Law; 
I I 

'2 This agreement and all matters pertaining hereto, including, but not limited to. matters of performance, nonperformance, breach, 
13 remedies, procedures, rights, duties and interpretation or construction, ih^ii be governed and determined by the law ot the state tn which 
14 the Contract Area is located. 11 the Contraa Area is in two or more states, the law of the state of New M e x i q o 
13 shall govern. 
16 
17 C. Regulatory Agencies: 
18 

19 Ntithjng herein contained shall grant, or be construed to grant. Operator the right or autlsohty to waive or relate any rights. 
20 privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated 
21 under such laws in reference to oil. gas and mineral operations, including the locaoon. operation, or production of welk. on tracts offset-
22 ting or adjacent to the Contraa Ares. 
23 

24 With respect to operations hereunder. Non-Operators agree to release Operator from any and all losses, damages, injuries, claims 
25 and causes of action arising out of, incident to or resulting directly or indirectly from Operator s inugpietanon or »pplirytiri of rules. 
26 rulings, retaliations or or den of the Department of Energy or predecessor or successor agencies to the extent such in us in eu uon or ap-
27 plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-
28 Operaior s share of production that Operator may be required to refund, rebate or pay as a result of such an mcorrect mtarpretanon or 
29 anptaanon. together with interest and penalties thereon owing by Operator as a result of such incorrea in tei pr eta ooo or application. 
30 

31 Non-Opera tors authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser 
32 al any crude ou sold hereunder or to any other person or entity pursuant to the requiieiuena of the "Crude Oil Windfall Profit Tax A n 
33 of 1980". as same may be •rr-rw*H from time to time ( "Aa") , and any valid regulations or rules which may be issued by the Treasury 
34 Depattment from time to time pursuant to said Aa . Each parry hereto agrees to furmsh any and all certifies noro or other tnformarjon 
35 which ts required to be furnished by said Act in a timely manner and in sujficsent detail to permit crjrnplixnce with said Aa. 
36 

37 ARTICLE XV. 

J* OTHER PROVISIONS 
39 
40 5 M A r t i c l e ZV. attached hereto and made a part hereof. 
41 
42 
43 
44 
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ARTICLE XV 

OTHER PROVISIONS 

A. REWORKING OPERATIONS 

Notwithstanding any language set out in Article V\CB) to the contrarv. each non-consenting 
party to a reworking operation on a weii conducted pursuant to Article VI(B) shall, upon 
commencement of such operations, be deemed to have relinquished to consenting panies. 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 (after 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 formanon or formations which are subjea to said reworking operations accruing with respect to 
such interest until it reverts) shall equal the total of those certain costs as further described in 
subparagraphs (a) and (b) of the third grammatical paragraph under Article VI(B) 2, hereof. 

B. NO^KOUMLNATION 

In cowiection with the perforrriance of work under this agreement, the Operator agrees to 
comply with all of the rjrovisions of Section 202 (1) to (7) inclusive, of Executive Order 11246 (30 
F. R. 12319), which are hereby lrcorporaod by reference in this agreement, and of all revisions 
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, precisions, covenants and ctonditions of this agreernent shall be deemed to 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 agnxrnent shall be binding upon and 
inure to the benefit of the parties hereto, trteir respective heirs, executors, administrators, personal 
rtpresen tati ves and aTrigrri 

D. LAWS AND REGULATIONS 

All of the provisions of this agreernent are expressly subject to all appticable laws, orders, 
rules and regulations of any govertomental body or agency raving jurisdiction in the premises, and 
all operations conaemptatod hereby shall be concocted in conformity therewith. Any rjrovision of 
this agreement wtuch is inccriasaem with any such laws, orders, rules or reŝ uations is tercuy 
modified so as to conform tiherewirh, and this agreerrent, as so nxxiified, stall continue in full 
force and effect. 

E. PWORTTY OF OPERATIONS 

If at any time there is rnore than one cperahon proposed in connection with any weii subject 
to thia agreernent, then utiles, ail paiUt̂ aMing paraes agree on the jeqiwce of such operations, 
such proposals stall be corundered and ctispceed of in the rc4Jowmg order of pnonry: 

1. Proposals to cto ad 
2. Prorxmis lo iiternpt a cornpkrion in the objective zone. 
3. Prorjosais to plug tack and ancmpt complettoru in shallower rones, in ascermiing 

order. 
4 Proposals to side-tract the well to reach any tone not below the original authcriad 

objective. 
5. Proposals to deepen the well, in ciescer*din| crter. 
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F. REGULATORY PROVISIONS 

1. Liquid Hydrocarbons: 

Non-Operaiors hereby authorize Operator to file with the purchaser of crude oil or other 
liquid hyclrocarbons or with any other person required by law. any statement or certification 
required by any rule, regulation or order issued thereunder or by any other law, rule, or regulation 
relating to the pricing of crude oil and other liquid hydrocarbons or the taxation thereof. To the 
extent that Operator may by law be authorized to do so. Non-Operators hereby authorize Operator 
to agree with any purchaser to relieve Operator (in whole or in part as Operator may determine) of 
any filing or certification requirements. In making any filing or certification with any purchaser of 
crude ou or other liquid hydrocarbons, each Non-Operator <hail 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 enade Non-Operator to 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 Nori-
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 entitled, such Nco-Operator shall promptly refund any 
excess sums so collected to the person entitled thereto together with any interest thereon required by 
law. In the event Operator is received 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 cither rights or remedies which it may 
have as a result of making such refund, (i) shall have the lien provided by Article VU.B. to secure 
such reimbursement and (ii) shall be authorized to collect from Non-Operator's purchaser of 
production all revenues amributabte to Non-Operator's share of production until the full amount 
required to be paid or refunded by Nori-Cperator has been recovered. 

3. Opera*afi liability: 

Opentor shell use its beat judfrnent in making any of the filings and certifkaoons referred 
to above in prrjsecuring any filings and applications. However, in no event shall Operator have any 
liability to any NcftOrjexilcr in making and ptosecuong any such filing or in rerioerrng any 
satBsment or certificarion, absent bad faith, gross negligence or willful rrusconduct. Any penalties 
incurred as a result of any incorrect certification, statement or filing shall, in absence of bad faith, 
gross negligence or wulful misconduct, te charged to the parties owning the production to which 
the penalty pertains. In no event shall any error by Opentor relieve any r̂ orrOorrator of the 
liability for any refund under Paragraph 3 above. 

G. OPERATOR PROTECTION 

1. Assignmenc 

No aisignrnent or other transfer or disposition of an interest subject to this Agreement shall 
be effective is k> Ctoeraior or the olher paroei hereto until the first day of the rnonth following the 
month in which (i) Operaior receives an audteanoied copy of the iiumiment evidencing such 
assignment, transfer or Aiynmhn* md (ii) the person receiving such assgrtment, transfer or 
dispoBQon has become obligated by insrxument satisfactory to Operator to observe, perform and be 
bound by all of the covenants, terms and conditions of this Agreement Prior to such date, neither 
Operator nor any other party shall be required to recognize such assigrunent, rronsfer or disposition 
for any purpose but may continue to deal exclusively with the party making such assignment, 
transfer, or dispoaoon tn all rriaoen under this Agreement including billings. No assignment or 
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other transfer or disposition of an interest subiect to this Agreement snail relieve a parry of its 
obligations accrued prior to the effective date aforesaid. Further, no assignment, transfer or other 
disposition shall relieve any party of its liability for its share of costs and expenses which may be 
incurred in any operation to which such party has previously agreed or consented pnor to the 
effec~:\e date aforesaid for the drilling, testing, completing and equipping, reworking, 
recompleting, side-tracking, deepening, piugging-back, or plugging and abandoning of a well even 
though such ^Deration is performed after said effective date, subject however to such parry's right 
to eiect not to participate in completion operations under Arucle VI.B and Article vn.D, Option 
No. 2., not previously consented to. 

2. \ttomeys Fees: 

In 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 also be 
entitled to recover aU court costs, costs of collection and a reasonable attorney's fee, which the lien 
provided for herein shall also secure. 

H. PERPETUITIES 

It is not the intent of the parties that any provision herein violate any applicable law 
regarding the rule against perpetuities, the suspension of the absolute power of alienation or other 
rule regarding the vesting or duration of estates, and this agreernent 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 detennined to violate such rule, then such 
rjrovision shall nevertheless be effective for the maximum period (but no longer than the maximum 
period) permitted by such rule which will result in no violation. 

I. NO THIRD-PARTY BENEFICIARY CONTRACT 

This Agreernent 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 obtigations under this Agreernent 

J. OPERATOR'S REORGANIZATION AND STATUS CHANGE 

1. Nctwithstanding, the second sentence of Article V.B.I, in the event of a transfer of 
all Operator's interest to 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 to any person as a part of the 
transfer to such person of all or s«i>stantially all of Operator's ol and gas rxr^rties, such transferee 
shall aiisomaocally become rhe surxessor Operaior without the approval of Non-Operators. 

2. For the purposes of Article V.B., Operator shall be cx*isidered to own an interest in 
the Contraa Area if it is a general partner of a limited rjannership which owns an interest in the 
Contract Area or if it owns a carried or reverswnary working inierest in the Contract Area. 

K. OVERHEAD RATE ADJUSTMENT PROVISIONS 

In the event the drilling well rases or the producing well ratea provided for in Section 
ffl. 1 .AQ) of the Acoaurtang Procedure shall ever rx k « than the prevailing rates being charged by 
financially responsible prudent uunaton in the area for comparable operations, then Operator may 
give written rwbce of such higher r«reviiling rates to Norv-ClperaiDn. The higher prevailing rates 
specified in said notice shall become the effective rates hereunder as of the first day of the month 
fouowing thirty (30) days from rhe giving of said rtotice unless a Nori-Operator by wnaen iwtice to 
Operator within said thirty-day rxriod shall do either of the fouowing: 
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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 panies 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 tx* less than the rate then in 
effect under the Agreement) than that proposed by Opera .o r s notice. In this event 
Non-Operator shall take over operations as of the beginning of the month following 
said thirty-day period unless the existing Operator shall agree to operate at such lesser 
rate. 

Any new rates established pursuant to this provision shall be subjea to adjustment in the manner 
provided by Section 03.1.A.(3) of the Accounting Procedure, but otherwise the procedure set out in 
these provisions shall not be exercised on a greater frequency than once each twelve months. 

L. BANKRUPTCY 

If, following the granting of relief under the Banlcnrptcy Code to any parry hereto as debtor 
thereunder, this Agreement should be held to be an executory contraa within the meaning of 11 
U.S.C. §365, then the Operator, or (if the Operator is the debtor in bankruptcy) any other party, 
shall be entitled to a deternunation by debtor or any trustee for debtor within thirty (30) days from 
the date an order for relief is entered under the Bankruptcy Code as to the rejection or assurnption 
of this Operating Agreement In the event of an assumption. Operator or said other party shall be 
entitled to =^q'i?^ assurances as to future performance of debtor's obligation hereunder and the 
protection of the interest of all other parties. 
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ARTICLE X V I . 

MISCELLANEOUS 

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

This instrument mav be executed in anv numoer ol counterparts, eacn ot which shaU be consiaerea an original tor all purposes. 

IN WITNESS WHEREOF, this agreement shall be eifecttve as ot . 1 s t . Jay of . May 19. 96 
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O P E R A T O R 

SANTA FE ENERGY RESOURCES, INC. 
APPROVED 

R. I . Arnold, Attorney-in-Fact 

AMERADA HESS CORPORATION 

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

SOUTHWESTERN ENERGY PRODUCTION COMPANY 
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Stgnacura Pag* co o p o r a t l n t M * » 

May 1st. 1996 

Oaucho Unit Well #1 A f M / r i e l d / U n 
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ARTICLE XVI. 

MISCELLANEOUS 

This agreement shall be binding upon and shall inure to the benelii ot the parties hereto and to their respecnve heirs, devisees, 

egal representatives, successors and assigns. 

This instrument may be executed in anv number or counterparts, eacn oi which shall be consiaerea an original for ail purposes. 

IN WITNESS WHEREOF, this agreement shall be eifecuve as ot l s t day ot M a Y 19. 96 
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OPERATOR 

APPROVED S A N T A F E ENERGY RESOURCES, INC. 

R. I . Arnold, Attorney-in-Fact 

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

SOUTHWESTERN j^ESGY PRODUCTION COMPANY 
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VA.P .L . FORM 610 • M O D E L FORM O P E R A T I N G A G R E E M E N T - 1982 

ARTICLE X V I . 

MISCELLANEOUS 

This agreement shall be binding upon and shall inure to the benetit ot the parties hereto ana to their respective heirs, devisees, 

.egal representatives, successors ana assigns. 

This instrument mav be executed in anv numoer ot counterparts, eacn oi which shall be consiaerea an original tor ail purposes. 

IN WITNESS WHEREOF, this agreement shall be etfenive as ol . l s t . Jav ot Mav 19. 96 
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R. I . Arnold, Attorney-in-Fact 
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SOUTHWESTERN ENERGY PRODUCTION COMPANY 

By: 

Slfutura r i |« to Opcratlnt 

tmx.t May l s t . 1996 
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A.A.P.L. FORM 610 - tvtODEL FORM OPERATING AGREEMENT^!982 

ARTICLE X V I . 

MISCELLANEOUS 

Thu agreement shall be binding upon and shall inure to the beneiit oi the parties hereto and to their respective heirs, devisees, 

legal representatives, successors and assigns. 

This instrument may be executed in any number ol counterpara. each oi which shall be considered an original lor all purposes. 

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

AMERADA HESS CORPORATION 
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APPROVED ̂  SANTA FE ENERGY RESOURCES, INC. 

R. I . Arnold, Attorney-in-Fact 

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

SOUTHWESTERN Y PRODUCTION COMPANY 

Brick Robinson 
Attorney-in-Fact 
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EXHIBIT "A 

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

I. CONTRACT AREA A: 

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

CONTRACT AREA B: 

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

_—— — * * 
Section 17 

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

CONTRACT AREA C: 

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

II. INTEREST OF PARTIES IN CONTRACT AREA: 

Contract Area A: 

INITIAL WELL (If completed from surface to base of the Morrow) 

Company WI 

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

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

Company 
WI 

BPO 
WI 

APO 

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

50.0% 37.5% 

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

50.0% 37.5% 

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

100.0% 100.0% 

WOA294-1 



Contract Area B: 

Company 

Santa Fe Energy Resources, Inc. 
Southwestern Energy Production Company 

50 0% 
5 M % 

100.0% 

Contract Aren C: 

Company 

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

_WI 

25.0% 
25.0% 
50.0% 

100.0% 

III. SCHEDULE OF LEASES AND LANDS: 

Lease #1 

Lease ttl: 

Lease #3: 

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

Fed. Lease tt: 
Dale. 
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 
Section 19 
Section 20 

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

SEM 

Lea Countv, New Mexico 

Lease #4: Fed. Lease #: 
Date: 
Lessor: 
Lessee: 
Description: 

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 Countv, New Mexico 

WOA294-2 



Lease #5 Fed. Lease #: 
Date: 
Lessor: 
Lessee: 
Description: 

NM-69596 
December 1, 1987 
United States of America 
Lynn A. Sawyer 
T-22-S. R-34-E 
Section 18 Lots 1 & 2, NF./4, E/2NW74 
Section 19 
Section 29 
Section 30 

Lots 
W/2 
Lots 

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

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

Lease #6 Fed. Lease #: 
Date: 
Lessor: 
Lessee: 
Description: 

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

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

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 

Lease #8: Fed. Lease # 
Date: 
Lessor: 
Lessee: 
Description: 

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

IV. SUBJECT TO: 

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

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

VVOA294-3 
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EXHIBIT "B" 

Attached to and made a p a r t o f t h a t c e r t a i n Operat ing Agreement dated 
May 1st . 1996 , by and between Santa Fe Energy 
Resources. I n c . , aa Operator and Southwestern 

Energy Product ion Company, e t a l , as Non-Operators. 

OMITTED 



".aiTEB 601, 

EXHIBIT " c 

Attached to and made a pan of chat c e r t a i n Operating Agreement dated May I s t , 1996 
by and between Santa Fe Energy Resources, I n c . aa Ooerator , and Southwestern 
Energy Product ion Company, et a l as Hon-Qperatora. 

ACCOUNTING PROCEDURE 
JOINT OPERATIONS 

I . GENERAL PROVISIONS 

1. Definitions 

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

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" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 
"Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 
"Controllable Material" shall mean Material which at the time is so classified in the Material Claaaification Manual 
most recently recommended by the Council of Petroleum Accountants Societies. 

Statement and Bil l ing. 

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the Joint . 
count for the preeadintr month. Sues billa will be accompanied by statements which identify the authority for expenditu 
lease or facility, aad ail charge* and credit! summarized by appropriate classifications of investment and expense exc 
that items of Cofttroilabl* Material and unusual charges and credits shall be separately identified and fully described 
detail. 

1. Advances and Payments by Non-Operators 
t h i r t y (30) 

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

t h i r t y (30) 
B. Each Non-Operator shall pay iU proportion of all hills within ttbaexXtOk days liter receipt. If payment is not m 

wiihin such time, the unpaid balance shall bear interest monthly at the prime raw in effect at Tn* CTtaae— 
H i n h i t t i n Rank 0 n the first day of th* month in which delinquency occurs plu* A or the ma*irr 

contract rat* permitted by the applicable usury laws in the state in whieh the Joint Property is located, which, 
is lhe lesser, plu* attorney's fee*, court co»t*. and other cost* in connection with the collection of unpaid amoun 

4. Adjustments 

Payment of any such bill* shall not prejudice the right of any Non-Opera tor to protest or question the corrector, ihei 
provided, however, all bill* and tuument i rendered to Non-Operauin by Operator during »ny e»lend*r year .hall 
clusively be presumed to be tme and eorreet after twenty-four (24) month* following the end of any such calendar ^ 
unless within the said twenty-four (24) month period a Non-Operator take* written exception thereto and makes cUir 
i >p*rator for adjustment. No adjustment favorable to Operaior shall be made unless it is made within the same prr-* r 
penud. The pruvimons of this paragraph shall not prevent adjustment* resulting from a physical inventory of ( onimll 
Material as provided for in Section V 

COPYRIGHT* 1985 by the Council of Petroleum Accountants Societies. 

i -



1. Audits 

A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, snail have the right to audit Opera­
tor s accounts and records relating to the Joint Account for any calendar year within the twenty-four i24l month 
aenod following the end of such calendar year: provided, however, the making of an audit shall not extend the time 
'.or trie taking of written exception to and the adjustments of accounts is provided for in Paragraph 4 of this Section 
I Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to conduct a 
joint audit ;n a manner which will result in a minimum of inconvenience to the operator. Operator shall bear r.o por­
tion of the Non-Operators' audit cost incurred under this paragraph unless agreed to by the Operaior The audits 
shall not be conducted more than once each year without prior approval of Operator, except upon the resignation or 
removal of the Operator, and shall be made at the expense of those Non-Operators approving such audit. 

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

6. Approval By Non-Operators 

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

II. DIRECT CHARGES 

Operator shall charge the Joint Account with the following items: 

1. Ecological and En vironmental 

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

2. Rentals and Royalties 

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

3. Labor 

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

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

(3) Salaries aad wagea of T*dmkal Employee* directly employed on the Joint Property if such charges are exclude 
from tha oeerfeaad rata*. 

(4> Salaria* aad wat as «** Technical Employee* either temporarily or permanently assigned to and directly employe 
in th* ' T m ' L m ol the Joint Property if such charge* are excluded from the overhead rates. 

B. Operator's coat of holiday, vacation, sickness and disability benefits and other customary allowances paid to employe* 
whoa* salaries and wags* are chargeable to the Joint Account under Paragraph 3A of this Section II. Such costs undi 
this Paragraph 3B may be charted on a 'when and a* paid baaia" or by "percentage assessment- on the amount . 
salaries and wage* ehargeable to th* Joint Account under Paragraph 3A of thi* Section II. If percentage asaessmei 
is used, the rate shall be baaed on the Operator's coat experience. 

C Expenditure* or contribution* made pursuant to assessments imposed by governmental authority which are applicab 
to Operator s costs chargeable to the Joint Account und*r Paragraph* 3A »nd 3B of thi* Section II. 

D. Person*! Expense* of tho** employee* whoa* salaries and wage* are ch*rg*abl* to th* Joint Account under Paragrai 
JA of this Section II. 

4. EmpUyee Benefits 

Operator s current cost* of established plana for employees group life iruurai*^hospitalisation, pension, retirement, -to 
purchase, thrift bonus, and other benefit plan* of a like nature, applicable to Operator I labor cost chargeable to the lo. 
Account under rHragraph* IA and 38 of this Section II shall be Operator i actual cost not to exceed the percent m«.i r~e, 
ly recommended by the Council of Petroleum Accountant* Societies. 

S Mal* rial 

Material purchased or furnished by Operaior hr ua* on the Jo.nl Property as provided under Section IV Only ^ Mater 
.hall be purcha*d for or transferred to ihe Joint Property a* may be required for .mmeduu* ua* and « reasonably pram, 
mrl i-onM.ieni «ith efficient and economical operitwn*. The armmulitwn nf <urplu« «ux«s «hali ne avomen 

t> Transportation 

Trjn.uurui.un „f , n.plg*^. .nd Mal*nal nece^arv for the Jumi Operations but <ub)Kl to lh* following l,m.ui,..n. 

\ If Mairrul ,. m,„ M | u , ,h, l„.ni I'mpertv from the Oprraujr. * arrhous* or other properties, no chsrrf -hjll 
iu ih, W u m for , l , . u n « irre.ur than the distance fmm the nearest reliable supply store »here • ,k* ~<„ , 

w m j i h jvjiUUIf.ir r-4,l«4> rrvrmng uuiM nearest the Joint Property unless acrerd to bv in, art, 



[f surplus Material is moved to Operator's warehouse or other storage point, no charge snail be made to the Joint A.;-
•:ount for a distance greater than the distance to tne nearest reliable supply store where like material is norra:iv 
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge snail ne 
made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to Cy :r.s 
Parties. 

In the application of subparagraphs A and B abovp, the option to equalize or charge actual trucking cost is a'-aiiani" 
A hen the a-"jv ^har^e is £4.00 or less excluding accessorial cnarges. The S4rH* ^ b e adjusted to the amount ~,ost 
recently recommended by the Council of Petroleum Accountants SiKieties. 

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph 
10 of Section II and Paragraph i. ii. and ii i . of Section [ I I . The co3t 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 cost̂ of professional consultant services or contract services of technical personnel not directly engaged on the Joint 
Property shall not be charged to the Joint Account uniess previously agreed to by the Parties. 

8. Equipment and Facilities Furnished By Operator 

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

twelve percent < t 2 w per annum. Such rates shall not exceed average commercial rates currently pre­
vailing in the immediate area of the Joint Property. 

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

9. Damages and Losses to Joint Property 

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

10. Legal Expense 

Expense of handling, investigating ind settling litigation or claims, discharging of liens, payment of judgements am 
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to protec 
or recover the Joint Property, except thai no charge for services of Operator's legal staff or fees or expense of outside attor 
neys shall be made unless prsmooaly agreed to by the Parties. All other legal expense is considered to be covered by th 
overhead proviiio— at? Sectioa I I I unless otherwise agreed to by the Parties, except as provided in Section I . Paragrap 
3. 

U . Taxes 

All taxes of every kind snd nature assessed or levied upon or in connection with the Joint Property, the operation thereo 
or the production the re from, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad M U 
rem taxes are baaed in whole or in part upon separate valuations of each party's working interest, then notwithstandm 
anything to the contrary herein, eharfee to the Joint Account shall be made and paid by the Parties hereto in accordant 
with the tax value generated by each party's working interest. 

12. Insurance 

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Parties In if 
event Joint Operations are conducted in a S U M in which Operator may act a* self-insurer for Workers Compensation an 
or Employers Liability under the respectivs state's laws. Operator may. at i u election, include the risk under ,t> .«•! 
insurance program and in that event. Operator ihell include a charge st Operator's cost not to exceed manual r i k« 

13. Abandonment and Reclamation 

Cosu incurred for abandonment of the Joint Property, including .-osu required by governmtnul ° r <» n« r ' " t f " ^ " 
authority. 

14. C sen m unic aliens 

Cost of acquiring leasing, installing, operating, repairing and ma.nuining communicst»n systems, including ra.l.o a 
microwave facilities directly lervinf the Joint Property In the event communication facilities system* <«r%.ng the i.„ 
Properly are Oper.tor owned, chsrge* to the Joinl Account .hall h . made w provided i - Paragraph H nr thi- >M-t,.,n 

15 Other Ftpenditures 

\r,- olhrr rTpendilure nol .uverrO or dealt »nh >n the forcing provisions of this Section II. or in Section III <^ 
uf dirrvt benefit to the Joint Property and .n.urrnd b, the Operator in th* necewary and prxiprr lun.lu.t • •> .r, 

i iprraiKjn-
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I I I . OVERHEAD 

Overhead - Drilling and Producing; Operations 

As compensation for administrative, supervision, office services ana warenousine costs. Operator snail charge onilins 
ina prooucni operations on either: 

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

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

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

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

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

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

A. Overhead - Fixed Rate Basis 

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

Drilling Well Rate I 6.000.00 

(Prorated for less than a full month) 

Producing Well Rate $ 600.00 

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

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

ing rig, completion rig. or other units used in completion of the well is released, whichever is later, exo 
that no charge shall be made during suspension of drilling or completion operations for fifteen (151 
more consecutive calendar days. 

(2) Charges for wells undergoing tny type of workover or recompletion for a period of five (5) consecut 
work days or more shall be made st the drilling well rate. Such charges shall be applied for the per 
from data wnekuvsr operations, with rig or other units used in workover. through date of 
or other unit release, except that no charge shall be made during suspension of operations for f i f t 
(16) or more consecutive calendar days. 

Ib) Producing Well Rates 

(1) An active well either produced oc injected into for any portion of the month shall be considered ss a c 
well charge for the entire month. 

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

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

(4) A one-well charge shall be made for the month in which pluggmif * n d abandonment operations are c 
pleted on any well. This one-well charge shall be made whether or not the well has produced except « 
drilling well race applies. 

i5) All other inactive wells I including but not limited to inactive wells covered by unit allowable, lease al 
able, transferred allowable, etc.) shall not qualify for an overhead charge. 

ti The well rates shall be sdrusted as of the first day of April each year following che effective date of the agreer 
to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the rate 
-entlv in use bv the percentage increase or decrease in ihe average weekly earnings of Crude Petroleum and 
Production Worker* for the last calendar year compared to the calendar vear preceding as shown by the i 
nf average weekly earnings of Crude Petroleum and Gas Production Workers as published by the United S 
Department uf Labor. Bureau uf I jbor Statistics, or the equivalent Canadian index as published by Stati 
' unada. . i - .mulu-uhlr. The aniusted raie« <hall I * the rates currenilv in u-e plus nr minus the compute! 

. - i n i f i n 

H iKerhead - Percentage Rxsis 

11 i Hwrator "hall charge the Joint Account at the following rates: 

4-



1 a J Development 

Percent I \ i of the cost of devpiooment. ot trie Joint Pmoer'.v exclusive of costs provided 
•-inder Paragrapn 10 of Section 11 ana all salvage creaits. 

•':> ' 'peratine 

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

i - l Application of Overhead - Percentage Basis shall be as follows: 

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III . development 
shall include all costs in connection with drilling, redrilling. deepening, or any remedial operations on any or all 
-veils involving the use of drilling rig and crew capable of drilling to the producing interval on the Joint Prop­
erty also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning 
vnen the well is not completed as a producer, and original cost of construction or installation of fixed assets, the 

expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction as 
defined in Paragraph 2 of this Section I I I . All other costs shall be considered as operating. 

Overhead - Major Construction 

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

A 5 % of first J100.000 or total cost if less, plus 

B. i Tfc of costs in excess of $100,000 but less than $1,000,000. plus 

C. • % 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 shall not be treated separately and the cost of drilling and workover wells and artificial l i f t equipment shall be 
excluded. 

3. Catastrophe Overhead 

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

A 5 \ , f tstaj a m through 1100.000: plus 

B 1 % at total eosta ia sxeaas of 1100.000 but lea* than $1,000,000: plus 

C . % of total costs in ties** of 11.000.000. 

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

4. Amendment of Ratea 

The overhead rate* provided for in thb Section I I I may be amended from time to time only by mutual agreement betweer 
the Psrties hereto if. in practice, the rate* ar* found to be insufficient or excessive. 

IV PRICING OF JOINT ACCOUNT MATERIAL PURCHASES. TRANSFERS AND DISPOSITIONS 

Operator i * responsible for Joint Account Material and ahall make proper and timely charge* and credit* for all Material move 
menu affecting the Joinl Property. Operator shall provide all Maunai for ua* on th* Joint Property, however, at Operator 
option, such Maurial may be supplied by th* Non-Operator. Operator shall mak* timely dispo*ition of id I * and/or surplu 
Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sal* to outsider; 
Operator may purchase, but shall be under no obligation to purchas*. inurest of Non-Operators in surplus condition A or I 
Material Th* disposal of surplus Controllable Material not purchased by the Operaior shall be agreed to by th* Ptrties 

1 Purchases 

Material purchased shall be charged at th* price paid by Operaior after deduction of all discounts received. In case c 
Material found lo be defective or returned lo vendor (or any olher reasons, credit shall be passed lo the Joint Accour 
* hen adjustment haa been received by ihe Operator 

2 Translrn, and Oppositions 

Mauris! furnished to ihe Joint Propenv and Material transferred from the Joint Propenv or disposed of by the Operauj 
jniess utner* is* agreed lo by me Parties shall be priced on ihe following basis exclusive of cash discounts: 

3" 



'21 Condition D 

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

ai l. as -z • ;bing, or drill pipe used as line pipe shall oe oriceo as Urade - 2nd B - -miess line pipe of com-
parapie size and weight. L'sed casing, tubing or drill pipe utilized as line pipe snail be priced at used line 
"•ipe prices. 

1 b 1 ising. tubing or drill pipe used as higher pressure service lines than standard line pipe. e.g. power oil lines, 
shall be priced under normal pricing procedures for casing, tubing, or drill pipe. L'pset tubular goods shall 
be priced on a non upset basis. 

1:!) Condition E 

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

D. Obsolete Material 

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

E. Pricing Conditions 

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

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

3. Premium Prices 

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

4. Warranty of Material Puj-nished By Operator 

Operator does not warrant th* Material furnished, ln caae of defective Material, credit shall not be paaasd to the Joint 
Account until adjuUnsut haa ban received by Operator from the manufacturers or their agents. 

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

1 Periodic Inventories. .Notice and Representation 

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

>. Reconciliation and Adjustment of Inventories 

Adjustments to the Joint A 
months following the taking 
overages and thorui 

1 Special Inventories 

Adjustments to the Joint Account resulting from th* reconciliation of . physical inventory^hall Ibe mad.• smhin >• 
mowing the taking of the inventory. Inventory adjustment* shsll be made by Operator » ttaJomt ^count Io, 

overages and shortages, bu" Operator snail be held accountable only for .nonages du* to lack of reasonable diligence. 

Special inventor** msy be taken whenever there a anv sale, change of interest, or change of Operator i n ^ /»'"« 
l,\nall be ih, dutv of th, partv selling to notify all other P.rt.es a* quickly as possible ater the transfer 0 
Place In , u l-h cases both ihe seller and lh. purchaser shall be governed by such inv.ntorv In cases involving , ch.ng 
,( Operator all Parlies shall be governed by such inventory 

K1 pens* of Conducting Inventories 

. s - f j u i ' . - i..-ri...|1 <- -wntur^ - a l l n..i •• -arge-t l - ine l..mt Vi-.unt "reed t tn 

11 Th, of mnduct.ng special inventories shall be charred to the Pan.es requesling ,uch mvenlones. except 1, 
.,nuines required due tu change uf Operator shall be charred to lhe Joint Account 
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EXHIBIT "D" 

INSURANCE 

Attached hereto and made a part of that certain Operating Agreement dated 
May l s t . 1996 , by and between Santa Fe Energy 

Resources, Inc . , as Operator and Southwestern Energy 
Production Company, at a l , as Non-Operators. 

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

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

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

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

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

WPA231 



EXHIBIT "E" 

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

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

GAS STORAGE AND BALANCING AGREEMENT 

1. In accordance with the terms of the Operating Agreement to which this Exhibit "E" 
Gas Storage and Balancing Agreement is attached, each Party thereto has the right to take its 
share of gas produced from lands subject to said Operating Agreement and market the same. In 
the event any ofthe 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 ofthe allowable or maximum production capacity, as the case may be. unless it has gas in 
storage. Any such Party taking or marketing gas production in excess of the amount to which it 
would have been entitled had 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 shall be credited with gas in 
storage equal to its full share of the gas produced under this Agreement, less its share of gas used 
in lease operations, vented or lost, and less that portion such Party took or delivered to its 
purchaser. The Operator (as that term is defined in the Operating Agreement) will maintain a 
current account of the gas balance between the Parties and will furnish all Parties hereto monthly 
statements showing the total quantity of gas produced, the amount used in lease operations, 
vented or lost, the total quantity of liquid hydrocarbons recovered therefrom, and the monthly and 
cumulative over-and-under account of each Party. 

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

5. After 30 days notice to the Operator, any Underproduced Party at any time may begin 
taking or delivering to its purchaser its full share of the gas produced less such Pany'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% ofthe 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 Pany the right from time to time, to 
produce and take or deliver to its purchaser its full share of the gas production to meet the 
deliverability tests required by its purchaser. 

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

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

9. 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 
defened 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 Ultimate Recoverable Reserves without the written approval of one 
hundred percent I 100%) ofthe working interest owners of such reserves. 

Operator shall incur no liability to other working interest owners for its good faith 
administration ofthe gas balancing provisions c-rained 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. I f 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 ofthe 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 vvith respect to the period prior to the 
effective date of the assignment. 
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EXHIBIT " F " 

Attached to that certain Operating Agreement dated 
May 1, 199fi by nnd between 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 shall 
apply during the performance of this contract: 

EQUAL OPPORTUNITY CLAUSE 

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

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

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

(3) The Contractor will send to each labor union or representative of workers with 
which he has a collective bargaining agreement or other contract or understanding a 
notice to be provided by the agency contracting officer, advising the labor union or 
workers' representative of the Contractor's commitments under Section 202 of 
Executive e Order 11246 of September 24, 1965, and shall post copies of the 
notice in conspicuous places available to employees and applicants for employment. 

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

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

(6) In the event of the Contractor's noncompliance with the Nondiscrimination clauses 
of this Agreement or with any of such rules, regulations, or orders, this Agreement 
may be cancelled, terminated or suspended in whole or in part and the Contractor 
may be declared ineligible for further Government contracts in accordance with 
procedures authorized in Executive Order 11246 of September 24. 1965, and such 
other sanctions may be imposed and remedies invoked as provided in Executive 
Order 11246 of September 24, 1965, or by rule, regulation, or order of the 
Secretary of Labor, or as otherwise provided by law. 
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(7) The Contractor will include the provisions ot" 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 "fhe Contractor will take such action with respect to anv 
subcontract or purchase order as the contracting agencv mav 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 ofthe United States 

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

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

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

CERTIFICATE OF NONSEGREGATED FACILITIES 

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

CERTIFIED MAIL 

February 17, 1997 

Mr. Robert E. Landreth 
505 N. Big Spring, Ste. 507 
Midland. Texas 79701 

Mr. Dan Foland 
Amerada Hess Corporation 
P. O. Box 2040 
Houston, Texas 77252-2040 

RE: COMPULSORY POOLING 
CASE NO. 11715 
ORDER NO. R-10764 
T-22-S, R-34-E. Sec 29; S/2 
Lea County, New Mexico 

Gentlemen: 

Referencing the above captioned acreage, please find enclosed herewith, a copy of 
Compuhory Pooling Order No. R-10764 and our associated AFE for the drilling of the 
Gaucho Unit No. 2 well. 

Please advise Santa Fe of your election to participate or elect to non-consent under the 
order within 30 days of receipt hereof. 

Please do not hesitate to call should you have any questions. 

Very truly yours. 

Joe Hammond 
Sr. Landman 

cc: New Mexico Oil Conservation Division 
2040 S. Pacheco St. 
Santa Fe, NM 87505 

Cantrai OMtwn 
S90W.1tau.Smt* 1330 
Midland. Tfcxai 797C1 
91M87-3M1 
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OIL ANO CAS EXPLORATION 

1 0 3 N. a i C » ^ B ! w a , S U I T E 507 MI0 l>M3 T C l A j 78701 i t l l l a 6 A - 4 7 S l F A X * 10191 • * * 

March 21, 1997 

FACSIMILE: 915/686-6734 

Mr. Bandy Arnold 
Santa Fc Energy 
Midland, TX 

Re: Gaucho Unit Well No' s. 2 aad 4 
Lea County, New Mexico 

Dear Mr. Arnold: 

For some time 1 have been interested in making a trade with "Enron involving leases ia 
Pitchfork Ranch Fieid. The thought occurred to me that I might offer Enron a farmout cf 
my interest in one or both af the captioned wells, on essentially the same terms previously 
discussed with Santa. re, in exchange for certain Enron interests. 

1 would like to know if Santa Fe would have a problem with my pursuing such an 
arrangement. Obviously riming is important, with the Gaucho No. 2 already drilling, and 
it would certainly take until the end of next week to work out a trade with Enron. I would 
need Sania Fe's permission :o extend my election deadline to accomplish that. 

I have not discussed this matter with Enroti If I were to do so, obvicusiy some discussion 
of the status of my interest and participation in these wells would be necessary, hut it 
would not be my intent to discuss in any way the mare private negotiations or 
conversations we have had. 

I would appreciate it if you will give me your thoughts in this regard at your earliest 
convenience. 

Sincerely, 

" ^ ^ ^ V ^ ^ ^ a f e ^ c ^ j l ^ ^ ^ 

Robert E. Landreth 
REUsp 
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V Santa Fe Energy Resources, Inc. 

March 24, 1997 

Mr. Robert E. Landreth 
505 N. Big Spring 
Suite 507 
Midland, Texas 79701 

Rc: Gaucho Unit #2 Well 
Compulsory Pooling 
Order No. R-10764 
S/2 Sec. 29, T-22-S, R-34-E 
Lea County, New Mexico 
SFERI Cont. #NM-30,107-002 

Dear Mr. Landreth: 

Reference is made :o the above captioned Compulsory Pooling Order and your request for an 
extension of time in which to elect to participate and pay your pro rata share of costs or non-
consent the Gaucho Unit 42 Well proposal. 

Please be advised that Santa Fe hereby grants to Robert E. Landreth, and/or to your successor or 
assigns, an extension until Friday, March 28th at 5:00 p.m. CST in which to elect under the above 
captioned order. As you are aware, should you sell/assign your interest in the Gaucho Unit #2 
Well to a third party, such third parry must pay its proportionate share of well costs to Santa Fe by 
Friday, March 28, 1996 at 5:00 p.m. CST or you (or such parry) will automatically be in a non-
consent status. 

Please indicate your receipt hereof by signing and returning to the undersigned one copy of this 
letter by Fax at 686-6714. 

Yours very truly, 

R. I . Arnold 
Division Exploration Manager 

JWH/erw 

RECEIVED this day of March, 1997. 

By: 
Robert E. Landreth 

EWOR1725 

Cantrai Divuion 
550 WTaxai. Suit* .330 
Mutland. T u u T370! 
915/'fl87-38Sl 



OIL AND GAS EXPLORATION 
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March 28, 1997 

FACSIMILE: 915/686-6714 

Santa Fe Energy 
550 W. Texaa Suite 1330 
Midland, TX 79701 

Attention: Mr. Randy Arnold and 
Mr. Joe Hammond 

Re: Gaucho Unit No. 2 Well 

Gentlemen: 

In line with your letter of March 24, 1997 and our related conversations and agreement, 
please be advised that I elea to participate in the drilling of the captioned well to the 
extent of 25% of my 37.5% working interest, with the balance to be subject to the 
Compulsory Pooling Order in effect for this well. Enclosed herewith is a check for 
Sl 16,250.00, representing my 9.375% working interest to casing point, based on the AFE 
which you furnished, executed copy of which is attached. 

With respect an Operating Agreement for thia well, I have only the Operating Agreement 
dated May 1, 1996 which was prepared for the Gaucho Unit No 1 well. I assume that I 
will be executing an Operating Agreement which covers only the S/2 Section 29, T22S, 
R34E. The prior Operating Agreement contains a provision in Article XV-A to the effect 
that non-consenting parties relinquish all interest in a reworking operation. While this is 
probably intended to apply only to working interest, I do have an overriding royalty as a 
result of prior trades with Amerada Hess, and I beiieve this paragraph needs to modified 
so that it is clear that my override would not be relinquished under those circumstances. 
Also, Sharon Miller in your Houston office has indicated that Santa Fe is willing to market 
my share of the gas and to make disbursements thereon, although I have not yet received 
her letter. 

Sincerely, 

Robert E. Landreth 
REL/sp 



AFP 

VIA FACSIMILE & U.S. MAIL 

Fax #684-4783 

March 31, 1997 

Mr. Robert E. Landreth 
505 North Big Spring 
Suite 507 
Midland, lexas ?97ul 

Re: Gaucho Unit No. 2-Y Well 
S/2 Sec. 29, T-22-S, R-34-E 
Lea County, New Mexico 

Dear Mr. Landreth: 

Pursuant to our telephone conversation concerning the Gaucho No. 2 Well, please be advised that 
while fishing for stuck drill pipe substantial circulation was lost in the hole. Efforts to restore 
circulation for further fishing operations were deemed inadvisable due to the hole condition. Santa 
Fe has therefore proceeded to abandon the initial hoie and skid the rig 75 feet to the east in order to 
re-drill this well. Tne new well name will be the Gaucho Unit No. 2-Y Well and it will spud 
immediately. 

Please indicate your concurrence to this abandonment and redrill by signing and returning one 
copy of this letter by Fax »(915) 686-6714 within 48 hours. This redrill is proposed under the 
existing JOA and AFE. 

For vour information, current well ownership is as follows: 

Santa Fe 
Southwestern 
Robert E. Landreth 

45.3125% 
45.2125% 

9.375% 

(35.640625% NRI) 
(35.640625% NRI) 
( 7.21875% NRI) 

Central Oivuion 
5S0W.T»xas. Suite : 33C 
Midland. T»xw 79701 
915/687.3551 EXHIBIT 



Mr. Robert E. Landreth 
March 31, 1997 
Page 2 

Should you have any further questions, please do not hesitate to call 

Yours very .truly, 

( J Joe W. Hammond, CPL 
Senior Landman 

JWH/efw 

This abandonment and redrill is 
AGREED TO AND ACCEPTED 
this day of fir^vX , 1997. 

By ^ x ^ ^ s S * ^ \ . ^ t ^ ^ 
Robert E. Landreth 

EWOR1753 



O I L AND G A S E X P L O R A T I O N 

sos M u s S P R I N G s u r e 507 M I D L A N D T E X A S 7 S 7 0 ' 

April 1, 1997 R E C E I V E D 
APR 0 3 1997 

FACSIMILE: 686-6714 LAND DEPT. 
MIDLAND. TX 

Mr. Joe Hammond 
Santa Fe Energy Resources, Inc. 
550 W. Texas, Suite 1330 
Midland, TX 79701 

Attention: Mr. Joe Hammond 

Enclosed please find an executed copy of your letter dated March 31, 1997, evidencing 
my election to participate in the re-drilling ofthe captioned well. 

I believe this would be a good time to address the Operating Agreement covering this 
well, insofar as it affects my interest. As I mentioned in my March 28 letter, I do not 
know if it is Santa Fe's intent that I execute the Operating Agreement dated May 1, 1996, 
which describes the Gaucho Unit No. 1 well as being the Initial WeU. I suppose I could 
execute that agreement subject to a modification to the effect that I am executing only as 
to the contract area covering the Gaucho Unit No. 2 (and possibly the Gaucho Unit No 
4), and that the initial well affecting my interest is the Gaucho Unit Well No. 2. I also 
pointed out in my March 28 letter that Article XV-A needs to be revised because of an 
overriding royalty interest which I own under NM6I360 which is separate and apart from 
my working interest. 

Re: Gaucho Unit Well No. 2-Y 
Lea County, New Mexico 

Dear Joe: 

Sincerel v. 

Robert E. Landreth 

REUsp 



April 8, 1997 

Mr. Robert E. Landreth 
505 N. Big Spring 
Suite 507 
Midland, Texas 79701 

Re: JOA 
Gaucho Unit #2-Y Well 
Lea County. New Mexico 
SFERI Cant. &NM-30,107-002 

Dear Robert: 

Enclosed for your file ia a. Revised Exhibit "A" pertaining to the above captioned well and the 
applicable JOA in your possession. Please review and insert appropriately. 

Please execute the JOA and retum the signature page at your earliest convenience. 

Should you have any clarifications to the JOA please return those along with the signature page. 

Yours very truly, n 
//Joe W. Hammond, CPL 

Senior Landman 

JWH/cfw 
I Encl a/s 

EWOR1773 

Corneal Otvuion 
E60W.T»iu«. Suit* 1230 
Midland. Ifcsai 79701 
915/5fl7-3i51 



<ZRO&L\1 £. Jla.niis.tti 
C I L ANO CAS EXPLORATION 
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April 15, 1997 

FACSIMILE: 9l5/6«6-€71f-

Mr. Joe Hammond 
Santa F« Energy Raiourccs, Inc. 
550 W. Texas, Suite 1330 
Midland, TX 79701 

Re: JOA Gaucho Unit #2-Y Well 
Lea County, New Mexico 

Dear Joe: 

Whh respect to the captioned, after reviewing Exhibit "A" which you furnished, h would 
appear that the following changes need to be made: 

1 Contract Area C: If we are going to have a single Operating Agreernent covering 
multiple section*, it would appear that the N/2 of Section 20, which oas been 
proposed as the spacing unit for the Gaucho Unit #4, should be set out separately, 
showing my 37.5% working interest and Amerada'j 12.5% working interest. 

2. Schedule of Leases and Lands; The lease summary lista NM61360 twice (lease 
No. 2 and lease No. 9), but in neither place is the NWM of Section 20 shown. 

Your letter of April 8 stated that if I had any clarification to the JOA that I Bhould return 
those along with the signature page The darificttion*- which I have in ™ ^ are the 
following: 

1. As previously noted, Article XV-A should be revised to add the following 
sentence: "This provision does not apply to any overriding royalty interest owned 
by a non-consenting party." 

2. It is understood that with respect to Article VI-A, for the purpose* of my joinder 
the rnrdal Well shall be the Gaucho Unit #2 or s£-Y. located in the NE/4 SW/4 
Section 29, T22S, R34E, with the depth of said well being sufficient to test the 
Morrow formation. 



One final note: Since I am a working interest owner in the Gaucho Unit #2 do I need to 
sign the Comrrninuation Agreement? 

I thought it might be best to discuss these items before making changes to the JOA. 
Please advise if you see any problem. 

Sincerely, 

Robert E. Landreth 

REL/sp 



GEOLOGIC REQUIREMENTS 

ROBERT E. LANDRETH, 505 N. Big Spring, Suite 507, Midland, TX 79701, has the 
following requirements concerning the drilling and completion of the Gaucho Unit #2: 

l Daily notification of drilling activity and/or operations by t cleo hone to Sandy Page 
(915/684-4781) or FAX (915/684-4783). 

2. Turnish the following items which are applicable under this Agreement to the 
address shown above. 

A. One copy of all forms filed with the RRC or NMOCD, including a location 
plat 

B. One copy of field and final print* of all logging and wireHae surveys. 
Airy logs Operator elects to run. 

C One copy of dairy mud logging report and final report 

D. One copy of preliminary and final core analyses. 

E. One copy of all DST reports. 

F. Final copy of well history report. 

3 Information and decisions relating to testing, coring, logging, plugging, please 
notify. SCOTT TANBERG at 915/694-4781 or (residence) 915/686-9882 in 
sufficient time to allow him to witness the operation 



Santa Fe £n«xgy Resources, Inc. 

Apnl 21, i997 

Mr. Robert E. Landreth 
505 N. Big Spring 
Suite 307 
Midland, Texas 79701 

Re: Gaucho Unit #2-Y Well 
Lea County, New Mexico 
SFERI Coat. #NM-30,107-02Y 

Dear Roben: 

Referencing your letter of April 15, 1997 and our recent telephone conversation, please be advised 
of the following: 

I . Enclosed is a Revised Exhibit "A" which reflects tha N/2 of Section 20 as a separate 
Contract Area. Please insert this into your copy of the Operating Agreement. 

Your clarifications as to your override and as to the Gaucho 2 and 2-Y Well as being your initial 
well under the JOA are acceptable to Santa Fe. 

At your earliest convenience please forward your executed JOA signature page for our files. 

The Schedule of Leases and Lands has been amended to also reflect the NW/4 of 
Section 20. 

Joe W. Hammond, CPL 
Senior Landman 

JWH/efw 
I Encl a/s 

EWOR1S02 

Cantrai Ciwsvon 
SSOWTixM.aute ' . i ic 
Midlwxt. T«a i 79?;! 

EXHIBIT 



EXHI HIT "A" 

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

I . CONTRACT AREA "A" - INITIAL WELL: 

T22S-R34E 
Section 29: N/2 Limited to depths from the surface to the base of the Morrow 
Lea County, New Mexico Formation 

Gaucho Unit No. 1 Weii located 1650' FNL & 1650' FEL. 
Section 29, T-22-S, R-34-E, Lea County, New Mexico 

INTEREST OF PARTIES IN CONTRACT AREA "A": 

INITIAL WELL: GAUCHO UNIT NO. 1 WELL 

Company WI 

Santa Fe Energy Resources, Inc. 50.0% 
550 West Texas, Suite 1330 
Midland, Texas 79701 

Southwestern Energy Prod. Company 50.0% 
5600 North May Ave. 
Suite 200 
Oklahoma City, Oklahoma 73 112-3979 

Revised 4/21/97 

100.0% 

I I . CONTRACT AREA "B" - FIRST SUBSEQUENT WELL: 

T22S-R34E: 
Section 29: S/2 Limited to depths from the surface to the base of the Morrow 

Formation 
Lea County, New Mexico 

Gaucho Unit No. 2 Well located 1650' FSL & 1650' FWL, 
Section 29, T-22-S, R-34-E, Lea County, New Mexico 

INTEREST OF PARTIES IN CONTRACT AREA "B 

INITIAL WELL: GAUCHO UNIT NO. 2 & 2-Y WELLS 

Company WI (BPO 300%) WI (APO 300%) 

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

45.3125% 25.00% 

WOA294-1 



INITIAL WELL: GAUCI (0 UNIT NO. 2 & 2-Y WELLS 

Company Wl (BPO 300%) Wl (APO 300%) 

Southwestern Energy Prod. Co. 
5600 North May Ave. 
Suite 200 
Oklahoma City, Oklahoma 731 ! 2-3979 

45.3125% 25.00% 

Amerada Hess Corporation 12.50% 
P.O. Box 2040 
Houston, Texas 77252-2040 

Robert E. Landreth 
505 N. Big Spring 
Suite 507 

9.3750% 37.50% 

Midland, TX 79701 
100.00% 100.00% 

I I I . CONTRACT AREA "C"; 

T-22-S. R-34-E 
Section 20: N/2 Limited to depths from the surface to the base of the Morrow 
Formation. 
Lea County, New Mexico 

Gaucho Unit No. 4 Well located 1650' FNL & 2310' FEL 
Section 20, T-22-S, R-34-E, Lea County, New Mexico 

INTEREST OF PARTIES IN CONTRACT AREA "C": 

INITIAL WELL: GAUCHO UNIT NO. 1 WELL 

Company WI 

Santa Fe energy Resources, Inc. 3 1.25% 
550 West Texas, Suite 1330 
Midland, Texas 79701 

Southwestern Energy Prod. Company 31.25% 
5600 North May Ave. 
Suite 200 
Oklahoma City, Oklahoma 73112-3979 

Robert E. Landreth 37.50% 

IV. CONTRACT AREA "D": 

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

T-22-S. R-34-E 
Section 17: Ail 
Section 18: All 
Section 19: All 
Section 20: S/2 
Section 30: All 
Lea County, New Mexico 

505 N. Big Spring, Suite 307 
Midland, Texas 79701 

100.00% 

WOA294-2 



INTEREST OF PARTIES IN CONTRACT AREA " » " ; 

Company Wl 

Santa Fe Energy Resources, Inc. 50.00% 
Southwestern Energy Production Company 50.00% 

100.00% 

V. C O N T R A C T AREA " E " : 

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

I N T E R E S T OF PARTIES IN CONTRACT AREA " E " : 

Company 

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

WI 

25.00% 
25.00% 
50.00% 
100.00% 

S C H E D U L E OF L E A S E S AND LANDS: 

Lease #1: Fed. Lease tt: 
Date: 
Lessor: 
Lessee: 
Description: 

NM-66271 
June I , 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 

Lease #2: Fed. Lease #: 
Date: 
Lessor: 
Lessee: 
Description: 

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 
T-22-S. R-34-E 
Section 20: NW/4 
Section 29: SE/4 
Lea Countv, New Mexico 

Lease #3: 

Lease #4: 

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

Fed. Lease tt: 
Dale: 
Lessor: 
Lessee: 

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

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

Lea County, New Mexico 

NM-66272 
July 1, 1986 
United States of America 
Peter Press 

WOA294-3 



Lease U4 Cont'd 

Description: 

Lease #5: Fed. Lease # 
Date: 
Lessor: 
Lessee: 
Description: 

Lease #6: Fed. Lease # 
Date: 
Lessor: 
Lessee: 
Description: 

Lease #7: Fed. Lease #: 
Date: 
Lessor: 
Lessee: 
Description: 

Lease #8: Fed. Lease #: 
Date: 
Lessor: 
Lessee: 
Description: 

T-22-S. R-34-E 
Section 18: Lots 3 & 4, E72SW/4, SEM 
Section 19: E/2NE/4, NW/4NE/4 
Lea County, New Mexico 

NM-69596 
December 1, 1987 
United Slates of America 
Lynn A. Sawyer 
T-22-S. R-34-E 
Section 18: Lots 1 & 2, NEM, E/2 NWM 
Section 19: Lots 1 & 2, SW/4NE/4, E/2NW/4 
Section 29: W/2 
Section 30: Lots IM, NEM, E/2 W/2 
Lea County, New Mexico 

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

WOA294-4 



tcRofj&ii S. Jlandxztfi 
OIL AND CAS EXPLORATION 
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May 2. 1991 

Mr. Joe Hammond 
Santa Fe Energy Resources, Inc. 
5500 W. Texas, Suitel330 
Midland, TX 79701 

R E C E I V E D | 
MAY 0 5 1997 

LAND DEPT. 
MIDLAND, TX 

Re: Gaucho Unit #2-Y Well 
Operating Agreement 

De-?r Mr. Hammond; 

Please find enclosed a signed signature sheet for the captioned well in Lea County, New 
Mexico. 

EXHIBIT 



A.A.P.L. FORM 610 - .viODEL FORM OPERATING AGREEMENT^!982 

ARTICLE X V I . 

MISCELLANEOUS 

Thia agreement shall be binding upon and shall inure to ihe beneiit oi the parties hereto and to their respective hem. devisees, 

legal representatives, successors and assigns. 

Tnis instrument may be executed in any number oi counterparts, eacrt ot which shad be ccnsioerea an original (or all purposes. 

IN WITNESS WHEREOF, thia agreement shall be etfecnve al ol l 8 t day oi M a y 

AMERADA HESS CORPORATION 
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11 

12 

13 
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15 
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17 

ia 

19 

:o 
i i 

22 

13 

11 
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ia *y-

19 

30 

3! Robert E. Landreth 
3 2 

33 Bv: . \ - t ^ y 
34 Robert E. Landre th 
35 
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40 
41 
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44 ' 
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51 
52 
53 
54 
53 
56 
57 
58 
59 
60 
61 
62 
63 
54 
65 
66 
67 
68 
69 
70 

19. 96 

OPERATOR 

APPROVED ^ SANXA F E ENERGY RESOURCES, INC. 

By: 2 ^ 
R. I . A r n o l d , A t t o r n e y - i n - F a c t 

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

SOUTHWESTERN PRODUCTION COMPANY 

f. Brick Robinson 
Attorney-in-Fact 

EXHIBIT 

* M * May 1s t . 1996 

Qaucho Unit Wall III 

Tifia Csuacr/nRtm of 

tun •< New Mexico 



Aaupin and Associates Inc. 
Oil and Gas Auditing and Accounting Services 

March 16. 1008 

Robert E. LandretA 
SOO N. Big Soring. Ste. 507 
Midland. TX 70701 

Re: Joint Interest Audit - Santa Fa Energy Resources, inc 
Property Mama: Gaucho Unit No. 2-Y, Gaucho #4 and Abe Unit *2 
Audit Period - inception to currant period 

Dear Mr. Landreth: 

We have made arrangements wrtft ma Operator to conduct an audit of their accounts and records for 
tna subject properties and audit period. The audit will he conducted in Santa Fe's Houston a ffice 
commencing on August 17, 10M. We estimate the audit fieid work can so completed by two auditors 
in two weeks or earlier completion date. 

We respectively request your pari tei pation in this audit to tne extant of your snare of tne no operating 
(merest and your timely execution of me enclosed audit ballot. Audit labor writ be calculated based 
on actual time spent on aacn property using tne current CCPAS rata. Actual and reasonable expensas 
Mit be prorated based on tna labor aadcatton. Report preparation time will ba commensurate with 
the findings. 

Pease retum the audit ballot to tne address listed below for Southwestern Energy Company. Alt 
participants will be furntsned a copy of the audit report and related subsequent correspondence. 

Than* you for your time and attention to mis matter. 

Sincerely, 

Maupin and Associates Inc. 

Enclosure 

c c Southwestern Energy Company 
Attention: Linda Herberger 
P.O. Box 1408 
Fayetteviile, AA 72702-1408 

Santa Fe &*eray Resources. Inc. 
Mr. Jim Cseaal - Zfc$r ft.* . 
1616 South VOSS. Ste. 1000 
Houston. TX 77057 

17620 Loyola Dr. • No. I7U R« Aurora. CO 80013 • (303) 680-7978 • Fax (303) 6Q4̂ "eBBBBBBBBaBBBBl 
EXHIBIT 


