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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 WELL COSTS

LEA COUNTY, NEW MEXICO

SANTA FE 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Santa Fe which superseded this order.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% (1/4th 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. | 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
1s 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 untii 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.! 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.

! See Harper Oil Company v. Yates Petroleum Corporation, 105 NM
430 (1987).
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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 Well" 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 REQO Industries v. Natural Gas Pipeline Co, 932 F.2d

JE U ————
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447 (5th Cir. 1991)° For this very reason, this pooling order, like all 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

o

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 Sl

W. Thomas Kellahin
Kellahin & Kellahin

P. O. Box 2265

Santa Fe, New Mexico 87504
(505) 982-4285

* 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

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




STATE OF TEXAS

)
) 8S.
COUNTY OF MIDLAND )

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 truc and correct to the best of my
knowledge and belief.

Subscribed and sworn to before me this 33 day of November. 1998, by Gregory
Wilhelm

7%(4/4@44/\/—

om'y Public

.......

e LEIEE “WISEHART

AN Notary Public
| $TATE OF TEXAS §
7\

y Comm. Exp. 02/09/3000)

My Commisgion Expires: Seal
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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:

CASE NO. 11715
ORDER NO. R-10764

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

QRDER QF THE DIVISION
BY THE DIVISION:

This cause came on for hearing at 8:15 a.m. ocn February 6, 1997 at Santa Fe, New
Mexico, before Examiner Michae! 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,

EINDS THAT:

(13  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 the Morrow formation underlying the S/2
of Section 29, Township 22 South, Range 34 East, NMPM, Lea Counry, New Mexico,
thereby forming a standard 320-acre gas spacing and preratrion unit for any and all
formations and/or pools developed on 320-acre spacing within said vertical extent, which
presently includes but is not necessarily limited 1o the Undesignated Antelope Ridge-Atocka
Gas Pool and dedicating said unit to its proposed Gaucho Unit Well No. 2 (API Ne. 30-
025-33682) to be drilled at a standard gas well location in the NE/4 SW/4 (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.

EXHIBIT

.
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4) There are other owners of mineral interest in the proposed proration unit
who have not agreed to pool their interests.

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

(6) To avoid the drilling of unnecessary wells, to protect ccrrelative rights, io
prevent waste and ‘o afford to the owner of each interest in said urit the oppormunity 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 shouid be approved by peoling ail
mineral interests, whatever they may be, within said unit.

@) Santa Fe Energy Resources, Inc. should be designated the operator of the
subject well and unit..

(8)  Any non-consenting working interest owner should be affcrded 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.

)] Any non-consenting working interest owner who does not pay his share of
estimated well costs should have withheld from production his share cf rsasonable well

costs pius an additional 200 percent thereof as a reasonabie charge for the risk involved
in the drilling of the well.

(1)  Any non-consenting interest owner should be arfcrced the oppertunity to
object 0 the actual well costs but actual well costs should be adopted as the reasonable
wel] ccsts in the absence of such objection.

(11) Following determination of reasonable weil costs, any ncn-consenting
working interest owner who has paid his share of estimated costs should pay to the
cperator any amount that reasonable well costs exceed estimated well costs and should

receive from the 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 proportionate share of such
supervision charges attributable 10 each non-consenting working interest, and in addition
thereto, the operator should be authorized to withhold from production the proporucnaie
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share of actual expenditures required for operating the subject well, not in excess of what
are reasonable, antributable to each non-consenting working interest.

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

(14) Upon the failure of the operator of said pooied unit to commernce drilling
of the well :1c which said unit 13 dedicated on or before May 15, 1997, the order pooiing
said uni: should become nul! and void and of no further effect whatsoever.

(15)  Thould all the parties to this force-pooling reach voluniary agreement
subsequent to entry of this order, this order should thereafter be cf no further effect.

{16) The operator of the wel} and unit should notify the Director of the Division
in writing of the subsequent voluntary agreemert of all parties subject to the force-pcoling
provisicns of thus order.

[TIS THEREFORE ORDERED THAT:

9] All mineral interests, whatever they may be, from the surface to the base
>f the Morrow formation underlying the S/2 of Section 29, Township 22 South, Range 34
East, NMPM, Lea County, New Mexico, are hereby poocled to form a siandard 320-acre
gas spacing and proration unit for any and all formations and/or pools developed on 320-
acre spacing within said vertical extent, which presently 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) tc te drilled
at a standard gas well lccation in the NE/4 SW/4 (Unit K) of said Secticn 29.

PROVIDED HOWEVER THAT, the operator of said unit shall commence the
drilling of said well on or before the ‘ifteenth day of May, 1997, and shall thereafier
continue the drilling of said well with due diligence to a depth sufficient to test the
Morrow formation.

PROVIDED FURTHER THAT, in the event said operator does not commence the
drilling of said well on or before the fifteeath day of May, 1997, Decretory Paragraph No.
(1) of :his 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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PROVIDED FURTHER THAT. should said well not be drilled to completion, cr
abandonment, within 120 days after commencement thereof, said cperator shall appear
before the Division Director and show cause why Decretory Paragraph No. (1) of this
order should not be rescinded.

) 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 sa:d well, the operator shall furnish the Divisicn and each known working
interest owner in the subject unit an itemized schedule of estimated well costs.

(4)  Within 30 days from the date the schedule of estimated well costs is
furrished to him, any non-consenting werking interest owner shall have the right to pay
his share of estimated well costs to the 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 fcr operaung costs but shall not be liable for
risk charges.

®) The operator shall furnish the Division and each known working interest
owner an itemized schedule of acrual weil costs within 90 days following completion ¢f
the well; if no objection to the actual well costs is received by the Division and the
Division has not objected within 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-
corseating working interest owner who has paid his share of estimated costs in advance
as prcvided above shall pay to the operator his pro rata share of the amount that reasonable
weil costs exceed estimated well costs and shall receive frem the operator his pro rata
share of the armount that estimated well costs exceed reasonable well costs.

(7 The operator is hereby authorized to withheld the following c¢osts and
charges from production:

(a) The pro raia share of reasonable well costs artributable 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.

STATE OF NEW ME

WILLIAM J.
Direcior

SEAL
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OPERATING AGREEMENT

THIS AGREEMENT. entered into by and between__ 5203 Fe Energy Resources, Inc.

Lefemaner demmmated and
ccrerreg 0 a5 U0eryior  ind the s1gnatory party or parnes OUEr tNan UDerainf. sOMEUMES Neranarier reterred (o mdivadualy heren
15 "Non<Uoerator *, ina collecuvety as Non<Operators

WTTINESSETH:

WHEREAS. the purnes to this agreement are owners of oil and gas lezses anajor od and gas interests 1n the land denofied in
Zxhubwe **A'". ind the parnes hereto have reached an agreement to explore ana deveiop these ieases andior ol and gzs meereses for the
producnon of od and gas o the extent and as heremafter provided.

NOW, THEREFORE. it 1 agreed as follows:

ARTICLE I
DEFINITIONS

As used in this sgreement. the following words and terms shall have the meanungs here ascnbed to them:

A. The term '‘oil and gas * shall mean od. gas, casmghead 223, gas condensate. 10d all other liquid or gaseous hydrocarbons
uul other marketsble substances produced therewnth. uniess an intent to lme the inciusveness of this term « speceelly sawed.

B. The terms '‘oil and gas lease’’. “lesse ' axi '‘lemsehold’” shall mean the mi ind gas lexses covermg traces of land
\ying wthin the Contracy Ares which 1re owned by the paroes w this agreemenc

C. The term ‘oil and gas interests’’ shall mesn unlensed fee and mmeral interess 11 oaws of lind lymg wrhin the
ontract Ares which are owned by parnes © this agreement.

D. The term '‘Conmact Ares”’ shall mexn ail of the lands, oud 1na gas leasehold interesss and o and gas interests mtended o be
Jeveloped and operated for ou ind gas purposes under this sgreement. Such lands. ou and gas lemencid interests and ol and ges meerests
ire described m Exhibie ‘A",

E. The term ‘‘drilling unie’’ shall mesn the area fized for the dnlling of one well by onder or rule of sy saee or
federal body having authonry. lf a drilling uns is not fixed by any such ruie or order. a dniling unt shail be the dniling unst s extablish-
od by the pattern of drilling 1n the Conwact Area or 13 fixed by exprems agreement of the Drilling Parties.

F. The term “‘drillsite " shall mean the o and gas lesse or \nterest on which 1 proposed weil is 1o be locaed.

G. The terms "*Drilling Parry ” and **Consenung Party * shall mesn 2 party who agrees to o tn and pay 1ts share of the cost of
iny operstan conducted under the pr > of tha ser .

H. The terms ‘'Nam-Drilling Party’’ ind ''Noo-Consenang Party ' shsll mexn 2 paxy who elects not to perucpere
in 2 proposed opersoon. .

Uniew the commemt ocherwise clearty indicates. words used in the unguiar ndude the piural, the phural incindes the

ARTICLE 1I.
EXHIBITS

The followwng exivibits. a3 indicsted below end srached herew. are mncorporsted in and made 3 part hereot:
3 A. Exhibiz “*A"’, shail inciude the followwg informanon:
{1) denuficenion of lands subjecx o this sgreement,
() Resorycoons, o sy, 13 w0 depths, {ormmenons, or subsances.
(3) Percmrages or fracoonsl interests of parties o this agreement.
(4) Ol end gae \emses sndior cul nd gms wweresa subject o th agreement.
(3) Addremss of paross for nooce purposss.

i

C. Exhibis ''C"°. Accounung Procedure.

D. Exhibit "'D°*", lnserencs.

E. Exhibit ‘€', Ges Oalancmg Agreement.

F. Exhibe 7", Noa-Discremmenca wd Cartficancn of Nom-Segregpsand Faciiin.
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y ARTICLE HI.
INTERESTS OF PARTIES

A, Oil and Gas Interests:

lf any party owns an od and gas wnterest in the Contract Area. that interest shall be treatea for ail purposes of this agreement
and dunng the term hereot as if it were covered by the form of oil and gas lease actached hereto as Exhibit “B'*. ind the owner wereot
shall be deemed to own both the royaity uiterest reserved 1n such lease and the interest of the lessee thereunder.

B. laterests of Parties in Costs and Production:

Unless changed by other provisions. all cosa and liabilities incurred in operations under this agreement shail be borne and
pad. and all equipment and matertals acquired in opersuons on the Coneract Ares snall be owned, by the parues as their interests are set

forth in Exhibit **A"*. ln the same manner. the parues shall 2iso own all producnon of oil and gas from the Conwract Ares subject ta the
payment of royaities to the extent of__a1l burdens of record which shail be borne as heremnafter set forth.

Regardles of which party has contributed the ieasets) andior od and gas mnterests) herews on which royairy is due and
payable. each party ennded 1o recerve & share of producton of oil and gas from the Contact Ares shall bear and thal) pay or deliver. or
cause 10 be paxd or delivered, 1o the extent of its mterest 1n such producton. the royalty amount supulated hermnabove and shail bold the
other parues free from any liability therefor, No party shall ever be responsible. however. on a price baus higher than the price recetved
by such parvy, to any ather party’s lessor or royaity owner, and if any such other party’s lessor or rovaity owmer should demend and
recesve settlement on a higher price basis. the party contnbuting the affected lease shail bear the additionai royaity burden attnbutable o
such higher prce.

Nothing contained in this Article {[1.B. shail be deemed an 2sugnment or cross-assignment of interests covered hereby.
C. Excess Royaities, Overriding Royaities snd Other Payments:

Unless changed by other provisions, if the mterest of any party in any iezse covered hereby is subject to any rovaity,
overnding roysity, production payment or other burden on production in excess of the amount stipuiated in Article IILB.. such party so
burdened shall 2xsume and alone bear 21 such excess obliganons and shail indermnify and hold the other parues herewo harmiess from any
and all claims and demands for payment asserted by owners of such excess burden.

D. Subsequendy Created Loterests:

If any parry should heresfter creswe an overnding rovaity, producton payment or other burden paymble out of production
anbutable t ity working interes hereunder, or i such s burden existed prior to this agreement and is noc set forth in Exhibit A" or
s not disciose©d i writing w il other partes prior to the executon of this agreement by 1il parves. or 1s not s jointy scknowiedged and
accepeed obligatiom of all parties (any sach interest being heremnmaiter referred to as '‘subsequently crested interem '’ irrespectve of the
nming of its cression wad the party out of whose working interest the subsequentiy created interest i3 derived bemng heremafter referred
o a3 "bwdendy.:y"}nt

1. If the burdened party & required under this agreement to assign or relinquish to my other party, or perties, all or a porton
of its working mrere sndior the production sttributabie thereto, sad other party, or partes, shall recerve snid sssignment snd/or
production free and clear of sid subsequendy crested interest and the burdened party shafl indemnify and stve sid ocher party,
or perties, harmiem from sy and ail cisims snd demands for payment stserted by owners of the subsequendy crested mteres:;
and,

2. If the burdened party tails to pry, when due. ity share of expenses chargesble hereunder. all provisions of Article VIILB. shall be
enforcesble aguinst the subsequenty crexted interext in the same manner 33 they are enforcesble agamst the warkmg mterest of
the burdened party.

ARTICLE IV.
TITLES
A, Tide Esnminstion:

Title examination shall be made on the drillsize of sy proposed well prior to commencement of drifling "_ot.d
h&ﬁ.h!—nm&hmﬂhn&mm&-nﬂuddpmm.uabdn‘_@d-
«d. in the drilling unit sround mxch weil, The opinion will inchude the ownership of the working interes. minersls, royulty, T []
roysity end production peyments under the sppiicable iesses. At the tme 3 wedl is proposed, esch party contributing lesses anc

pmuunnh&iﬁn.unhhﬁaﬁhaﬂ&&.m.ﬂhﬂmmnﬂm&m‘m
de&mo&mdmthhmmdm.Alln:h'nhnmnmnainmt
Mnnh&m(bsluhwm.wlmbmemddnude.MhMbyOwnux_
caume nthe w be examined by sruormeys on s walf or by outsde arxneys. Copies of all title opmsons shall be furuighd

heretn. The com ncurred by Operitor in this nde program shall be barne ss dolows: ’l-i
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3 APL FORM 010 - “ODEL FORM OPERATING AGREEMENT 1 .82
ARTICLE IV

conanued

X Opwon No. I Costs incurred bv Operator n procuring aostracs and tees paid oulside ittornevs tor utle examnauon
ncluding prebmunarv. suppfemental. snutn gas rovaiey opimions and division order uue dowions snail be borne ov the Drilling Parnes
7 the preooruon that the nterest ot each Dniling Party bears to the totar interest ot 2il Driling Parties as such :ntereses appear 1n Ex

P, ~,
wse A ‘JDEr20r sNAU Maxe NO CNArge (Or SArVICes rendered Dy (1S Stall JLIOMNEevYs Or OUer fersonne: 1n the oeriormance ot e aoove
Tancuans.

E.lch party sta oe responsiole 1or securing curagve (matter 1na COCHMNE Jmencments ¢ :Jreements recuired in connecucn
a1t {eases or o ana gas wnterests contribured bv such party Uperator snaii be responsioie tor whe creparauon ana recording ot pooung
iesignauons or declarauons as wed as the conduct ot hearings detore gOvernmental agENCIEs 100 tNe securing of SPacing of POoung orders.
This shad not prevent anv partv trom appearing on s own oehalf at anv suca heanng.

No wey shall be drilled on the Contract Arez unul after 11 the utie 0 the drilsite or dniling unit has been exarmuned as adove
frovided. and (2) the ute has been approvea bv the exarmirung attomev or utie has been ccedtee ov al of the parues wha are o par-

ucipate 1n the driling ot the wed,

B. Loss of Tide:

—Fettureoi-Tiler-Shouid ou-and-gas ot leate ok A oelostth laslure-ot-ttie—smen-inee-revie

reducuon of uiterest from that snown on Extubit "A ', che party conubuung che ufected lease or iterest shail have munety
trom tinal determinauon of utle talure to acquire a new iease or other mstrument cunng the enaretv ot the e failure,

ind gas lesses and interesws: and.
ta) The party whose od and gas lease or ntersst 13 affected by the ude failure shall bear ajone theefinre ioss and it shall not be
enuded to recover from Operator or the other parties any development or operaung costs whch it
but there shall be no additonai liabiicy on 18 part to the other parues hereto by reason
b) There shall be no retroacuve adjustment of expenses uncurred or revenues r. from the operaton of the nmerest which has
beent lost. but the interests of the parties shail be revised on an acreage baus. as ol ume it 18 determmed hnallv that oue taure has oc-
curred. so that the ineerest of the party whose iease or interest 13 aifected e tte (adure wail therearter be requced tn the Contract
Ares by the amount of the interest lost:
ic) f the propornonate wnterest of the other parves h n anv producing well therewiore dniled on the Congact Area o
ncreased by reason of the ade fulure. the party whose u a3 failed shall recetve the proceeds artmbutable o the incresse m such in-
rerest {less cases und burdens actnbutable thereto ugst’it has been rewmbursed {or unrecovered caszs pad by 1t (n connecnon with such
weil;
id) Should anv person not a party sethis agreement. wha s determined to be the owner ot any interest in the ude whxch has
taled. pav 11 anv manner anv part e cost ot operation, deveiopment. or equipment. such amaunt shall be pad to the party or parues
who bore the costs whach ar refunded;
‘e} Anv Labuity o~3ccount to 3 third party for prior production of ol and gas which inses by reason of nide tmlure shail be
o parves whose ute fuled 1n the same proportions 1n which they shared i such prior producoon: and,
shail be made to the joint account for legal expenses. tees or wianes. in connection with the defense of the mterest

mle B abA [ VORI | G e .
o ough

the Congact Ares on sccount of ownerdup of the lesse or mterest whuch hay termu
required payment shall not have been fully revnbursed. st the ume of the ioss. {ros

mcMMMmﬂmM\-m.mwmdmm
he-sttnbutad mmumm-mhﬂ.uauwmdw«dmwwmtdm
pornon of Mpmummdhwmwmmmmmmm:ud.
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und shall be borne by all PAMDE N PrOPOTDON (O Lhew MEETeEss. There snall De N0 resdiusoment Of NLETEIT 1N the reTnammg
ne Concract Ares.
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ARTICLE V.

OPERATOR
A. Designanon and Responmbilities of Operator:
Santa Fe Energy Resources, Inc. shalk be the
Overator of the Conract Area, and shail conduct ana direct ana have ruil congro of ail opersoons on te Contract Acez a3 peraed and

required by. and wthin the limits of this agreement. it shail conduct il such operanons m 1 good and workmanuke menner, but 1t shall

have ro iiability as Operstor 0 the other partes for iomes susramed of abuites mAUTED. except such a3y May remis from gros
nequgence or wmilful musconduct.

8. Kesignarion or Removai of Operstor and Selection of Successor:

1. Resirnsnon or Removal of Operatwor: Operator may reugn at any ame by giving wrmten nouce thereai o Nan-Operumors.
{f Operttor termmates s legei exmsrence’no louger owns an mrerest hereunder i g
Operamr. Operamor shall be deemad to have rengned wichout mv%ﬁhﬁ&?xﬁ‘? mt% Eé’é’m mg@!%ith .
rruybzrmadi{izEn'horrdusumumoutiuduuahaamds.ubmnanﬂvmnbmh\motuplmmmzav%. %22 be!
affirmaave vote of two (2) or more Noa-Operscors cwning s muiority interest besed on owmership ss shown on Exhibic '*A‘° remsinmg
Uter exciuding the voung neerext of Operamr. Such reugnaton of removai shail not become effernve unoi 7:00 o 'cack A M. on the
frw day of the calendar mondh followmg the exmranon of nmery (90) days arver the givmg of nonce of resignanon by Operssar or acton
by the Noa-Operszxrs  remove Opersor, unles & succesor Operstor has beens selectent and exsumes the duties of Operseor ax en eariier
date. Operator, after effective date of resignstion or removal. shall be bound by the terms hereof 1s 2 Noa-Operstor. A change of & cor
porate name or sructure of Operazac of transier of Opersoe's mteres to tny nngle subsidiary, parent or succrswor corporstion shall oot
be the bams kor removal of Opersmr. *becomes bankrupt, insolvent, or is placed in receivership.

2. Selernmn of Succesor Operator: Upon the rexgnsnon or removal of Opersror, 3 successor Operstr shall be selecwed by
‘he parues. The succemor Operstor shall be seiecren from the pertes cwnmg sn moerese m the Contract Ares o the Cae-sucls SICOEmOr
Operstor 18 sedeceed. The sucoessor Operaor shail be selerted by the sffirmanve voue of two (2) or more paroes cwnng & mMegEEKy oseres
tused on ownership s3 shown on Exhibit **A""; provaded. however, f an Opersmr which has besn removed fxils w vow or vows mly to
suceed itself, the ssccessor Operstar shell be selected by the athrmasrve voue of two (7) or more partes cwnng a mioriey ismsrest based
on ownership &3 shown on Exhibit ‘*A’" remammg after exciuding the vouny interest of the Operator that was removed.

C. Empioyees

The number of empioyees used by Operator 1n conducting operstions hereunder. their selecuon, and the hours of labor and the
compensstion for services performed shall be determemed by Operstor. and all sich empioyees shail be the empioyess of Operseor.

D. Drilling Contracts:

Al weils drillad on the Contract Ares shall be driflerd on 2 competitive contract basis ¢ the usual rzees preveding i the ere. i it 20
d—;hmﬂhmn&ﬂmhu*ﬁqdv&hhmmﬂmdhm
ryemm m the ares and the rame of sack charge shail be sgrasd apom by the partes i writing beiore driliing operstons sne commnesd, wnd
mﬁﬂhﬂuhm*h-“ﬂm-nmdlﬂhhni_dh—
dependent coneracss wio are doing work of & snsler nstwre.

ARTICLE V1.
DRILLING AND DEVELOPMENT

A, lnitisl Well:

Osor beforeche_ 3 15C deyal May . 1926 . Oparawor shall cocomeace ¢ drfiieg of v well hy
o e g & o followwag locemon:
1650' FNL & 1650' FEL Seéction 29, T-22-S5, R-34-E

wd shail tharesioer comnmme the drilling of the well wicth due diligrace © | 5,000’ or a depth
sufficient to test the Devonian Formation

Jm—mamwmmnnamﬁmummmmwm
.mmﬁaulﬂ'&wﬂ.anﬂuﬂmwwmﬁuwmm—ﬁnludﬂ.

n-m-&i—nnmhmﬂhu-nmnnqﬁhmc
e Operscy shall be requaresd 0 text only the Ermmoon or formenons © which this sgresme Sy Wty
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ARTICLE V1
conunued

£ in Operator s wudgment. the well will not produce od or gas in paying quananes, and 1t wshes o plug and abendon the
~ed a5 3 arv hole. the proviwons of Artcie V1E 1. shall therearter appiy.

B. Subsequent Oversuoas:

| Proposed Operaucns: Shouid anv party hereto desire to dril any wed an the Conwact Ares other than the wedl provided
‘or i Aracie VILAL or to rework. deepen or plug back a dry hole dniled at the ot expense o ail parues or 2 well wintly owoed by ail
ne parues and not then produng in paving quanntes. the party deuring to dnil. rework, deepen or plug back such a well shail give the
sther parues wnrten noace of the proposed operation. specifymnyg the work m be performed. the iocanon. proposed depth. otmectrve forma-
uon and the esumaced cose of the opersaon. The parnes receaving such 2 nooce thail have thirry (30) davs after recepr of the nouce
arthin which to nonfv the party wishung to do the work whether they elect to parucpate tn the cost of the proposed operanan. If a dril-
g 11§ 1S O locanon. notce ot 3 proposal W rework, plug back or dnil desper may be given by telephone and the response penad shail be
iumted 1o forty-eight (48) hours. enel si-SerisderSund d-logai-holid Failure ot 2 party tecetving such nooce to repty withun
he penod abave fixed shall consarute an elecuon bv that party not to paroapate 1 the cost of the proposed operanon. Any nooce or
response fiven by teiephone shail be promptly contirmed n wriong.

Uf all parues elect to partcipate m such a proposed opersoon. Operator shall, snthin nmery (50) davs after exprrazion of the noace
period of thurty (30) days (or as prompuly as possible sfter the expurznion of the forty eght (48) hour penod when 1 dniling rig is on locs-
uon, a3 the case may be), acrually commence the proposed operstion and compiete it with due diligence st the risk and expense of ol par-
tues hereto: provided, however, said commencement date may be extended upon wnitten notce of same by Operator to the ocher partes,
for 1 period of up to thirry {30) additionsi days i, in the sole opmion of Operamr. such additionsl Gme © ressonably necesry o obein
permues from government suthonnes. surface rights (including rights-of-wxy) or sppropraste drilling equspment. or w compless e ex-
iminanon or curiave mater required for Gde approval or accepeance. Notwithstanding the force majeure provisions of Arucie X1 d the
acrual operanon has ot been commenced within the tme provided (inchuding any exvenmon thereof a1 specxficaily permutied herem) and
f any party herew wmil desires to conduct sasd operation, written notce propomng same must be resubemtted to the other partes m socor
dance with the provisions hereol 23 if no pror proposai had been made.

2. Opersnons by Lexs than All Paroes: If any party receiving such nooce 13 provided m Artcle V1.B.1. or VII.D.1. (Opdon
No. 2) elerts not to perocmpece 1 the proposed opersoon. then. 1 order to be enatled to the benefits of this Aracie. the party or paroes
givng the noace tnd such other partes a3 shall elect to parncipate m the operagon shall. widhin ninety (50) days siter the exparanon of
the noace penod of thirty (30) days (or 23 prompdy &3 possbie siter the exprancn of the forty-aght (48) hour penod when 1 drilling rig is
on location, &3 the case may be) scrually commence the proposed operaton and complete « wich due diligence. Opersmr shall perform all
work for the account of the Consencing Perties; provaded, however, i 00 dnilling ng or other equipment s on locsoon. ind i Oparsor o
1 Non-Consennng Party, the Consanting Parties shall either: (s) request Operstor to periorm the work required by such proposed opera-
tan for the scoomt of the Conssnring Parties. or (1) designate one (1) of the Consenong Parnes s Operstor o perform such wark. Coo-
wnung Paroes, ween condurting operations o the Cantract Ares pursusnt 1 ths Arocie V1B, shall comply with sl erws e con-
ditians of this sgremmeme.

U lem chan all parnes spprove sny propossd operstion. the propomng party, mrwmediseely siwr the exprscon of the spplicable
notce perwod. shall sdvise che Consenong Parties of the wesi inemrest of the parties spproviag such operscon and ies recomsmendation &
mmmcﬂ-qmwmmmm-mmc-—.m wichin lorty-aght (48) hours

ok préundopei-agai-selidopshehar recaipe of sach notce. shall advier the proposing party of its desire w (a) lismie par-
mwwmlmuu’!n&ﬁi"A"ah)mywmmdmh imaresn. and
tashare 10 svise cae propomng perty shall be denned mn elartion under (s). {n the event a drilling ng & on loctan. the tese parsined for
such 3 response shall not excesd o tol of lorty <ight (48) hours tinchuive of Serardsy, Sundey and legal bolideys). The propouing party.
i 0 elacton, mey wwchdraw such proposel i there s mmiicent parocpenan ead shad prompdy noofy ol partes of mech detision.

m-vmdﬂdm-hu—ﬂhhnmc_.m-&mmh
clacwd © bewr wme undw the wrmm of the precwiing peragraph. th'uﬂ-uwn—-ﬂ*-n

oparsuons iree snd clear of ol ens and encumbrences of svary kind crasss by or srmng from the aparsoons of the . Puron.

If ;ach en oparsoos remies ® & dry hole. dhe Conssaeing Parties hefl plag end shundns the well mad rery che marfece ther

vole com. sk and expanse Uf sy well drilled. reworkad, despaned or phagged beck umdar the provesons of this Arocie ¢ pro-

Jucer of v mdior gm © pryg quasotes. e Consmtng Paros thal compient @04 apay the wull © produce o her o _ rek.
—
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ARTICLE VI
continued
.ng the well shall then be tumed over to Operator and shail be operaad bv it 2t the sxpense ang Ior e 1ccount ot the Consenang Par-
.$ . CON CCMMeNncement Of ODEYauons lor the anding. reworxing, deepening Of PIUREING DICK Of 10V SUCN el bv Censenang Parues
- ccordance v e proviuoas of this Arucle, eacn Non<Consennng Party snail be deemed to nave reunquisiied 0 Consenang Parves.
.na e Consenund Partes shail own ang be enyued to recave. Proporuon 0 whewr respecuve witerests, ail of such Non-Consenaong
Tiriv conterest in tne wed ana share ot progucuon theretrom unai the oroceeds of the S3ie Of Sucn share. taiculated at the weil. or
TArXet vaige tnerect 7 schothare 1s not soud. fatter deductng Proauction taxes. exclSe tiXes, roVAty ~ve-ricung rovalty and other -

=r25ts not exceptea ov Arucie LLLD. pavaole out ot or measurea bv the producton (rCM SUCH ¥eu ACCTUINg WILN respect to such interest
-nt e reverss) snay eguas the rotai of the tolowing:

4] 100% of eacn such Non-Consennng Partv’s share ot the cost of any newiv acquired suriace equipment bevond the weithesd
‘onnecuons (including. but not limited to. stock tanks, separators, treaters. pumpmg equipment and pipwng), plus 100% of esch such
Non<Consenung Party s share ot the cost of operanon of the weli commenang with first producnon and conanuing unal each such Non-
Consenung Party 3 rehnquished imterest shall revert 1o it under other provimons of this Arncie. 1t beng agresd thar esch Non-
Consenang Partv s share ot such costs and equipment wiil be that interest which would have been chargeaoie to sucn Non-Consenang
Party had wt parucipaced 11 the well {rom the beginmuag of the operanons: and

b»@_’, of that poruon of the coses and expenses of drilling, reworking, deepening, plugging back, tesung and compieng,
iter deducung any cash contnbunons recetved under Article VIILC.. and 300 % of that porpon of the cost of newly acqufed equip-
ment i the weil {to and including the weilhead connections), whach would have been chargeable 1o sach Noa-Consenang Perry o it bad
purocpated therem.

An election pot to perticipete ! the driling or the deepaung of a well shall be deemed 20 elernon not ™ partcipete it may re-
waring or plugging back operatnaon proposed in such s weil, ar poroan thereof. o which the inital Noo-Consent electon apphied that is
conducted st any ame pnar w full recovery by the Consencng Partes of the Noa-C ung Party's recoup Any such
reworkmg or plugging beck operston conducted during the recoupment period shall be deemned part of the cost of opersnon of sid weil
and there shall be added to the sums to be recouped by the Consenting Partees ane hundred percent (100% ) of that porton of the cosss of
the reworiang oc pluggng back operston which would have been chargesbie to such Nan-Consentng Party had it perocpated therein. If
such 3 reworking or plugging back operanon 15 proposed durmg such recoupment perad. the provemsons of this Arocie V1.B. shall be sp-
placable 11 berween saxd Consenung Paroes in sud well,

During the period of teme Comgnting Parties are entitied m receive NonConsenting Party's share of production. or the
proceeds thereirom, Consmting Parties shall be responmble lor the payment of all producnon. seversare. exase. gathering s other
taxes. sod sl roysity, overriding royaity mad other burdens spplicable 1o Non-Consenong Party 's share of production not excapmd by As-
nce M.D. ’

In the case of any reworking, plugging back or desper drilling opersnon. the Consencing Partoms shall be perminmd © use. free
of com. sl camng, tubing end other equapment m the well. but the ownership of el such equipmene shall remam uachengud: sad wpon
sbandooment of 1 well after much reworking, plugging back or derper drilling. the Consencmng Partes shall accoan for sl sach equip-
ment w0 te owners theread. wwh each party receving 13 proporoonste part m kind or n velee. ke com of mivage.

Withm sxry (60) deys shwr the compieton of my operston under ths Arncie, the party conducong the oparsacms for the
Conssnong Paros shall furmeh each Non Consenong Party wxch sn mvenaory of the equepemmt @ e connected o the wall. and s
(termand saaemsen of dw com of dnlling, derpenmyg, pluggag back. g, compirang, snd emappmg e wel for producoon: or, & 1T
opon. the oparsang party. @ lieu of s cemused seasement of Such coNes of cparsnan. may subee 1 detmied sestement of Swmehly bal-
mmmm.munuc-—nhunmm--wﬂm,m-m#m
opersnons ior the Conmmung Paroe shell hunuh the Non-Consmnng Parties wvch s sasced st of o cosss end linieling »-
mmmwc—mdﬂd.wmnmdhmddd—npﬁb—n-l&-ns—l*-—h
me*dnd'.mmmmummhh—qumdtdg
produced durng my monds, Consenang Parnes shall usr nedestry accepend mechods such 1. Dut oot isesd 1, MEwrag spPenodic
wed I Any emount renkand from the wale o other dapaEnOn of SREDMMRK Hewty scqurvd 1 comecton it my saciiBipersace
whach wouid have bren owned by s Non Consenong Party had ¢ parncpesnd theresn shall be crechend sgmnet twe weal e
+ (he wort dane and of the FQUIDMIENt PUrChENd 0 determaning when the marext of Ruch Non Consenong Farry shal revegBo @
sbove provaded. ind i there © 3 crecht balance. 1t shall be pmd o mch Non Consenung Party }
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ANAPL FORM ()l0.0DEL FORM OPERATING AGREEME’- 1982
ARTICLE V1
contmued

If and when the Consenung Partes recover from a Non-Consenung Partv s rei:nquished 1nterest the amounts provided tor above
he relinquished tnterests of s’uch Non-Consenung Party snall automaucailv revert to 1t. and. from and atter such reversion. such Non
Consenung Party shail own ahe same interest in such well, the material and equipment in or pertaining thereto. and the production
“herefrom a5 such Non-Consenting Party would have been enutied to had «t parucipated in the dniling, reworking, deepenuing or plugging
hack ot said well. Thereafter. such Non-Consenung Party shall be charged with and shall pav its oroporuonate part ol the further costs ot
the operauon of said well in accordance with the terms ot this agreement and the Accounung Procedure atrached hereto

Notwithstanding the provisions of this Arucle VI.B.2.. it 1s agreed that without the mutuai consent of all parues. no weils shall
e compieted in or produced from a source of supply from which a well located elsewhere on the Contract Area 1s producing. uniess such
well conforms to the thenexisung weil spacing pattern for such source of supply.

The provisions of this Article shall have no appiication whatsoever to the dnlling of the wiual weil described in Arucle VI.A.
except {a) as o Arucie VILD.L. (Opton No. 2), if selected. or (b) as to the reworking, deeperung and plugging back of such imtial weil
after 1t has been drilled to the depth specified in Article VI.A. if it shall thereafter prove to be 2 dry hole or, d irutiaily completed for pro-
duction. ceases to produce in paying quanuties.

3. Stapd-By Time: When 2 well which has been drilled or deepened has reached its authorized depth and all tess hawe been
completed, and the resuits thereof furnished to the partes, stand-by costs incurred pending response w a party’s potice proposing a
reworking, deepening, plugging back or completing operation in such 2 weil shaill be charged and borne as part of the drilling or deepen-
g operaton fust completed. Stand-by costs subsequent to all perdes responding, or expiration of the response time permitted, whichever
first occurs, and prior 0 agreement as to the participating interesss of all Consenting Parties pursuant to the terms of the second gram-
matcal parsgraph of Article V1.B.2, shail be charged to and borne as part of the proposed operaton, but i the proposal is subsequendy
withdrawn because of insufficient parocipation. such stand-by costs shail be allocated between the Consenang Parties in the propornon
each Consennng Party's interest as shown on Exhibit '“A’" besrs to the toui interest as shown on Exhibit “*A"" of all Consenting Par-
Des.

44§m&aﬁumw.d}_wwﬁmddﬁsmttwﬁnbhm:“de!pa\ing"oga:&mﬁuﬂ
i3y be applicsble to mny proposal to directionally control snd intenconally deviate & well from verucal 5o &8 to change the bottom hole
locanan (herein catled **sidetracicing' "), uniess done o streighten the hole or W drill sround munk i the hole or because of other
mechunical difficuities. Any party heving the right to perticipate n 1 proposed sidetracking operation that does oot own an interest in the
sffected well bore at the time of the notice shall| upon electing o participate. tender to the well bore owners its proportionate share (equal
© i3 interen i the sideoracking apersion) of the velue of that porton of the existing well bare to be utilized 25 follows:

{s) K the prupenst i for sichearacking en existing dry hole, rembursement shall be on the besis of the actusl coss mcurred m
the inicial drilllng of the well down © the depth s which the sidetracking operanion is mitisted.

(%) U the propoml is for sidetracking & well which hms previously produced, reimbursement shall be oo the basis of the well's
waivabie meternls :nd equipment down w the depth &t which the sidetracking operstion is initissed, devermined in eccordance with the
provisons of Exhibie **C"’, lums the estimased cost of saivaging and the extimesnd comt of plugging snd shandoning.

In the evens that nocice for & sdecracking operstion i given while che drilling rig W be uclised is on location, the respone period
Mh&:‘dnhyd#(mmmwdm.&&ydhﬂb&wwum.uymmymm
mwndﬂmm&ﬂd_mdhh‘?w(mm'ﬂ'—Mn@dhmhﬂwbym
ncurted during sach ersmdad response period. ¥ more thas cne parvy eects © tae sach sdditional time to respand © the notce, stand:
hu“h““hpﬁﬁ.“hn@dctmﬁ&iumw g par:
q's'—--Muhﬂi"A"hnhuﬂhuhal&“A"ddhmwh other m-
samcm the response pariod v & propossl for sidewracking shall be lmissd w chirty (30) deyx.

C. TAKING PRODUCTION IN KIND:

LY

Mmﬂ*uhﬂawﬁybﬂdmmmddddpwwu WNH
exchrmve of producton winch mey be used & develop and producng opersncns end n preparng snd ﬂmdpbr
th‘madmwyu.uymmedhhMHhﬂaMhmy
mdmmmduthMhﬁm.mMmumdm&




A e 4y —

"
1

12
13

14
13
16
17
18
19
20
2
2
23
24
23
%
7

i
12
13
E))

37

41
42
43
43

47

I
1
b3

13

b2

61
62
63

63

47

LA L Ty v . ---4'. rtaara e e—m— e .- —

ARTICLE V1
continued
required to pav for only it Pr?pomomu share of such part of Operstor's surface facilities which it uses.

Each party shall exerute such division orders and contracts a1s mav be necessary for the saie ol it interest 1n producnon from
the Contract Ares. and. except a1 provided in Artice VIB.. shali be enatled to receive psyment directly trom the purchaser thereot for
s thare of all producton,

{n the event anv party shail (2il to make the arrangements necessary to take in kind or separstely dispose of its proporucnate share of
the oil produced from the Contract Ares. Operstor shall have the right. subiect to the revocauon st will by the party ownimg it. but not
the obligagon, ta purchase ﬂ oil o 3el) jt 1 o "t time 10d {(rqrm time to Ume, {or the sccount of the non-akng party st “he
beat pricevoemnB AR |of6:&afwﬂ i&i&&ﬁg‘gmy‘éﬁ?ﬁ& thail be subject always ta the right of the
owner of the producticn to exercise st any time its right to take in kind, or seperately dispose of. its share of all oil not previously
delivered to 1 purchaser. Any purchase or sale by Operstor of any other perty's share of oil shall be only for such rexsonable periods of

time a3 are conai with the mini needs of the industry under the particular ciscumstances, but in no event for 2 period in excess
af one 11} year.

In the event one or more parties’ separate disposition of its share of the gas causes splitstream deliveries 10 separate pipelines sndior
delivenes which on s day-o-day basis for any rerson are not exactly equal to a party s respective proportionate share of total gas sles to
be allocated to ir. the balancing or accounting between the respective scrounts of the purties shall be in accordance with sy ges balancing
agreement between the parties herew, whether such an agreement is artached as Exhibit *'E*", or is 2 separate sgreement.

D. Accent to Contract Area and Information:

Each party sthall have scress to the Contract Ares st ail reasonsble times, st its sole cost and risk to inspect or chserve operstions,
1nd shail have acxess 1t ressonable times to information pertaining to the development or operstion thereol, including Opersior's books
and records relating theretn. Operstor, upon request, shal furmish each of the other parties with copies of all forms or repares filed wich
governmental sgencies, daily drilling reports, well logs, tenk tables, daily gruge end run tickets and reports of smck on hend at the firee of
each month, and shail make sveilable semples of my cores or cuttingy taken from sy well drilled on the Contract Area. The cou of
gethering end furnishing indormation © Non-Operstor, other then thae specified sbove, thail be charged to the Noa-Operamy that re-
quess te informetion.

E. Abandoament of Wella:

1. Absndonment of Dry Holes: Except for eny wedl drilled or deepened pursusnt to Ardcle V1.B.2., iny well which bas { en

drilled or devpened under che terms of and j ' a0t be plugged and shendoned
m&mlhmds&'gndwmm %ﬂé‘%wmymﬂhm
within forty-eight (48) » i receipe of notice of the propoml m phuy sad shandon
such wedl, such party shall be deemed t have consented i the proposed shandonment. All such wells shall be plugged snd shandoned in
sccordance with spplicable regulstions and st the cost, risk end expense of the pervies who perticipsted in the cost of drilling or despening
such well. Any party who objects w plugging snd shendoning such weil shall have the right 1o tske over the well and conducs herther
operstions in search of ol end/or g sabjert o the provisions of Article V1.B.

1. Abmdonsssgs of Waells thet have Produced: Except for any well in which s Non-Coment operstion bet bama consbucwd

hereander for which the Consenting Parties have ace bees kelly cvi = berei i well which hae bem .
munhmummummm SEPly 10 suc

be plugged and sbendoned i sccordence with spplicable reguistions and st the cost, risk sod expense of parties harom. }, wichin
thirty (30) days after receipe of notice of the proposed shendonment of any well, all perties do not agree to the shandonmens of sach well,

!bﬂl!'!ﬁﬂi %0 coounug § y the § of the formstionis) thest open w0 productions shall tender 1 each of the other
wwm‘sﬂgng:ﬂcd?i meterial gnd equipment, determined in eccordance with the prowisions of
Exhibit *'C"", less the estionssed coet of saivaging and the eximesnd cont of plugging end sbandoning. Each sbandoning parcy shell amign
the non sbendoning parties, wichout warrenty, ezprem or implied, s 1 Stle or a8 © quentity, or fimems for e of the equipmens and
roscerial, ol of 22 interem i the well and releted equipment, wgether with irs intaren in the legsehold excase 23 10, but caly = w, the in-
terval or inaervels of the forwarion or lormerions thes opes 10 production, i the invarest of the shandoning party i or inchedes e ol end
3m inerest. such party shall execute and deliver 1o the non-shandaning perty or parties an ol and gus lexse. limived to the intervel or -
tervels of the formstion or nrostions thes open W production, for & term of one (1) yesr sod 10 long thereshus 25 oil sndiar gas i pro-
duced lrom dhe otervel or inervels of the fonmetios or formetions covered thereby, such lesse w0 be o the form sceached e Bxhibie

et BRSNS  mrmm
L e Satnl o PR  qam

vell



[ O O N

Al

AAPL FORM 610 - M.EL FORM OPERATING :\GREEMEN1-‘)82

ARTICLE VI
continued

B The assignments or leases so limited shall encompass the *'drilling unit'* upon which the wetl is located. The payments by, and the
assignments or leases to, the assignees shal be in a ratio based upon the relationship of their respective percentage of partcipation in the

Contract Area to the aggregate of the percentages of participation in the Contract Area of ail assignees. There shall be no readjustment of
interestsin the remaining portion of the Contract Area.

Thereafter. abandoming parues shall have no lurther responsibility. liabilirv, or interest in the operation of or production from
the weil in the interval or intervals then open other than the rovaities retaned in anvy lease made under the terms of this Article. Upon re-
juest. Operator shall contunue to operate the assigned well for the account of the non-abandoning parues at the rates and charges con-
‘emplated bv this agreement. plus any additionai cost and charges which mav arise as the resuit of the separate cwnership of the assigned
~ell. Upon proposed abandonment of the producing intervails) assigned or leased. the assignor or lessor shall then havs the option to

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

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

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

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be several. not joint or collective. Each party shall be responsible only for its obligations. and
shall be Uable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the liens granted
among the parties in Article V11.B. are given to secure only the debts of each severaily. It is not the intention of the parties to create, nor
shall this agreement be construed as creaung, a mining or other parmership or association. or to render the parties liable as partners,

B. Liens aad Payment Defaults:

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

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

C. Payments and Accounting:

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

Gperttor—st-itn-eleenon—shell-havethe cight-leom-time-ta-timesa-d d-end pe-fram-the-atherporn R-adva
of their respective shares of the estimated smount of the expense to be incurred in operations hereunder durin,
month, which right may be exercised only by submission to each such party of an itemized stat
with an invoice for its share thereof. Each such statement and invoice for
on or before the 20th day of the next preredmg mon
fifteen (15) days after such estima

ch estimated expense, together
in advance of estimated expense shail be submitted
shall pay to Operstor its proportionate share of such esun*{ within
ice 13 received. If any party fails to pay its share of said estimate within said time, tf amount

due shall j provided in Exhibit **C"" until paid. Propcr adjustment shall be made monthly between advances lnd. tual ex-
(1o the-tnd-thet-each-party-chall-beasand-pay its-prop shate oi actual-axp d.-aad_no more _h; .
ag

D. Limiwation of Expenditures: H

. Drill or Deepen: Without the consent of all parties. no weil shall be drilled or deepened. except any well M‘dﬂ'\‘

pursuant to the provisions of Article VL.B.2. of this agreement. Consent 1o the drilling or deepening shail mclu&ﬁ U

-1 \
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ARTICLE V1I
continued
S —Opticr-Mo-—t:rtH-necesmev-enpenditunesfos-the-drilling-er-deepening testing - completing-and-aquipping-olthe-well~including
rec y 3 dice.surfsca {acilird

T Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such wel) has reached its
authorized depth, and all tests have been completed. and the results thereof furnished to the pacties, Operator shall give immediate notice
to the Non-Operators who have the right to participate in the completion costs. The parties receiving such nouce shall have forty-eight
“8) hours (exclusive of Saturday, Sunday and legal holidavs) in which to elect to participate in the setting of casing and the completion at-
tempt. Such elecuon. wnen made. shall include consent to all necessarv expenditures for the completing and equipping of such well. in-
cluding necessary tankage and/or surface facilities. Failure of any party receiving such nouce to reply »uthin the period above fixed shall
constitute an election by that party not to participate in the cost of the completion attempt. If one or more. but less than all of the parties.
clect to set pipe and to attempt a completion. the provisions of Article VIB.2. hereof (the phrase “'reworking, deepening or plugging

back " as contaned in Article V1.B.2. shall be deemed to tnclude ' completing ) shall apply to the operauons thereafter conducted by less
than all parties.

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

include all necessary expenditures in conducting such operations and completing and equipping of saxd well. including necessary tankage
and/or surface faciities.

3. Other Operations: Without the consent of all parues. Operator shall not undertake any single project reasonably estimated
to tequire an expenditure in excess of_’Iknen.t;L.tbmsand_am_BQZ_l_Q_O:‘_"::_“.Donm 1320,000.00 )
except in connection with a well. the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been
previously authorized by or pursuant to this agreement: provided. however, that, in case of explosion. fire, flood or othe: sudden
emergency, whether of the same or different nature. Operator may take such steps and incur such expenses as in its opinion are required
10 deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other
parties. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operator so requesting
an information copy thereof for any single project costing in excess of _Twenty thousand and no/100--~~-=----
Dollars ($__20,000.00 ) but less than the amount first set farth above in this paragraph.

E. Rentals, Shut-in Well Paymeats and Minimum Royaities:

Rentals. shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the
party or parties who subjected such lease to this agreement at its or their expense. in the event two or more parties own and have con-
tributed interests in the same lease 1o this agreement, such parties may designate one of such parties to make said payments for and on
behaif of all such parties. Any party may request. and shall be entitled to receive, proper evidence of all such payments. In the event of
failure to make proper payment of any rentai. shut-in weil payment or minimum royaity through mistake or aversight where such pay-
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-
visions of Article 1V.B.2.

Operator shall notify Non-Operator of the anucipated completion of a shut-in gas well. or the shutting in or return to production
of a producing gas well, at least five (5) days {excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by
circumstances, prior to taking such action, but assumes no liability for faiture to do so. In the event of {ailure by Operator to so noufy
Non-Operator. the loss of any lease contributed hereto by NonOperator for failure to make timely payments of any shut-in well payment
shail be borne jointly by the parties hereto under the provisions of Articie {V.B.3.

F. Taxes:

Begmning with the first calendar year after the effective date hereof, Operator shall render for ad valorem taxation all property
subject to this sgreement which by law should be rendered for such taxes, and it shall pay ail such taxes assessed thereon before they
become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens {to include, but not
be limited to, rayalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
Operator. If the assessed vajuation of any leasehold estate is reduced by reason of its being subject to ourstanding excess roysities, over-
riding royaities or production payments, the reduction in ad valorem taxes resuiting therefrom shail inure to the benefit of the owner or
owners of such lessehold estate. and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-
siom. i she sd valorern tanes sre beaed in whole or in part npon separste valustions of sach parry ‘s working interest, then notwithstanding
nything td the coitiraty herein, carged 16 the jolnt account shall b made and patd by the parvizs Rerem in scrordanes wirh the tax
value genersied by ench party 's working interest, Operator shall bill the other parues for their proportionate shares of all tax psyments in
the manner provided In Exhibit ‘'C™".

If Operstor considers any tax assessment improper, Operator may, at tts discretion, protest within the lime wncsimannes
prescribed by taw, and prosecute the protest to # final determinatian, unless all parties agree to sbandon the pratest prior to figy deter-
minstion. During the pendency of administrative or judicial proceedings. Operator may elect to pay. under protest, ail such uxdmd any
interest and pensity. When any such protested assessment shall have been finally determined, Operator shall pay the ax for m%: e

count, together with any interest and penaity accrued. and the total cost shall then be assessed agamnst the parties. and be paid b! e, as
provided in Exhibit *'C'".

Pt -4\
. SN ASS AN
Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxles imposed upor_\ e to
the production or handling of such party’s share of oil andior gas produced undes the terms of this agreement. ! */ - j*i Vo
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ARTICLE VI
continued

G. losuraace:

At all umes whie operauons are conducted hereunder. COperatar shall compiy with the workmen s compensauon lw of
‘he sute where the operanons are being conaucted: provided. however. that Operator mav be a setf-insurer for Labuity under said com-
pensauon uws i which event the only charge that shall be made to the 1wt account thall be as provided in Exhitie "C**. Operator snail
10 carrv or provide wisurance tor the beneut of the jount account of the parues as outhned wn Extubit * 07", actached to and made a part
nereor. Operator snad require all contractors engagea in work on of tor the Contract Area to cOMpty with the workmen s compensauon
‘aw o the state where the operauons are beng conducted and to maintun such other msurance as Operator mav requure.

In the event automobie public labdity insurance s speaified in sad Extubie ""D*". or subsequenty receives the approval of the
Faraes. no direct charge shall be made by Operator for prermuums pad for such insurance for Operator s zutomotve equipment.

ARTICLE V1L
ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The iexses covered by this agreement. insofar as they embrace acreage 1 the Contract Area. shail not be surrendered in whole
of 1 part unless all parues consent thereto,

However, shouid any party desire to surrender its interest in any lemse or n any porton thereof, and the other partes do not
agree or consent thereto, the party demnng to surrender shall asugn, without express of ymplied warranry of utle, ail of s meerest m
such lease. or pornon thereol, and any well, material and equipment which mav be located thereon and any rights m production
thereafter secured, to the partes not consenng to such surrender. if the wnterest of the asmgning party 1s or includes an oil end ges m-
teresy, the asugrung party shall execute and deliver to the party or partes not consentmg to such Rirrender an oil and ges lesse covering
such od and gas interest for a term of ooe (1) year and 30 iong theresfter 1s o and/or gas = produced from the land covered thereby, such
lease t0 be on the form attached herewo a2 Exhibit '*B’’. Upon such axugnment or lesse. the ssugnng party shail be relieved from all
obligations thereafter accruing, but oot theretofore accrued. with respect to the mterest 2sugned or lessed and the operation of sny weil
iaributabie thereto, and the asugning party shail have no further interest in the assigned or lessed pr and its equip md pro-
duction ocher than the royaities retained in any lesse made under the terms of this Artncle. The party asugnes or lessee shail pay 10 the
party asmgnor or lessor the ressonsble salvage value of the latter s interest n any wells and equipment attributable to the swigned oc less-
ed screage. The value of sl materisi shail be devermmed in accordance with the provesons of Exhibit “'C*", lews the esommeed cost of
salvagng and the estnated cost of plugging and shendoning. If the or lexse n in favor of more than one party, the weeres

&

shall be shared by such parnes in the proportions that the interest of each bears w0 the total ineerest of all such paroes.

Any asugnment. lesse o surrender made under this provision shail not reduce or change the sssignor's, lessor 's or surrenderng
party’'s witerest as it was immediately before the sssgnment. lexse or surrender i the balance of the Contract Ares; mnd the acreage
1smgned, lessed or surrendered, and subsequent operstions thereon. shall nat therexiter be subect to the terms and provisions of this
agreement.

B. Rmvdul_n‘mdk—x

If any party swres & renewsl of sty oif and gus lense subject tm this agreemene. ull other partes shall oe notified prompdy, end
shail have the righe for & period of thirty (30) days following receipe of such notce i which to elect 1o parucipate m the owaership of the
renewal lense. mniar a8 such lease sffects lends wichin the Contract Ares. by peymg to the party who scyured it their several praper pro-
portonace shares of the scquemtion com allocated to that part of such iesse ;chin the Contract Ares. which shall be in proporaon o dhe
intereses held at that ome by the parties @ the Contract Ares.

If some. dut lem than sll. of the partes elect to parocipate n the purchase of 1 renrwsl lesse. it shall be owaed by the perues
who elert 10 parocipee therem, 0 1 rato besed upon the reistonship of their respecnve percenage of perncpenon m the Conoract Ares
10 the aggregae of the percentages of parucipation in the Contract Ares of all paroes paracipsting m the purchese of such renewal lesve.
Any renewal lesse 1 which less than sll peroes elact to parocpste shall not be subject o this agreement.

Each party who partcipstes m the purchase of & renewsl iese shall be pren ;n amgnment of 13 propornonste murex theren
by the acquanng party.

The proveions of this Aracie shall apply 10 renewel iasss whether they are for the entwre nseret covered by the expanng lexse
ar:vwuutylu:rumdnnuum”.&yuﬂbuﬁnh&nhwdnmu.a&ma
cantracted lor sachan ms (6) months sfter the expwssion of the exsong teaar shall be subject to dus provemon: but any lesse con-
tracted for more dhan wz (6] mondhs sfeer the exprstion of an exang jesse shall oot be deemed & renewal ieese and shall nor be Jibyect
the provessu of the agresmene.

The provemons n the Asocie shall siso be sppiicsble t© exummons of ol and gas lemens.

C. Aceage or Cash Contnbunoas:

thrmum|unlm.dnymmmfaumnMomdaﬁm&uern c'vq_‘ad\c
Jperanon on the Conuact Ares. such conmbuoon whall be pasd 1o the party who conducted the dnllng or other '“Mb!
1oplsed by 1t aganm the com of mech dniling or ocher aperaoon Ud!mvhumunmhmdm.hm.'! con
gibunon u made thall prompuy tender 1n ssmgnrment of the acresge, Mthoul wuTanry ol ode.  the Onilng



AAPL FORM 610 - MODEL FORM OPERATING AGREEMENT 1782

ARTICLE VIII
continued
said Drilling Partes shared the cost of drilling the well, Such acreage shall become 1 separate Contract Area and. to the extent possible. be
governed bv provisions idenaaai to this agreement. Each party shall prompty noufy all other parues of anv acreage or cash contribunons
1t May obtan 1 support of iny weil or any ocher operauon on the Contract Ares. The above provisions shall also be applicable o op-
ucnal ngnts o earn acreage ouwside the Contracy Area which are in support of a well driled inside the Contract Area.

lf anv party contracts for anv considerauon relating to disposiion of such party s share ot substances procuced hereunder. such
considerauon shal rot be deemed a conturibunon as contempiated in this Arucle VILC.

D. Mauintenance of Uniform [aterest:
For the purpose of manwning undormity of ownership in the ol and gas leasehola  :-srests covered by this agreement. no

party shall sell. encumber, transfer or make other disposition of its interest i the leases embraced wwhin the Contract Area and in wells,
equipment and producuon unless such disposiion covers erther:

14

[§] L. the enure interest of the party in ail leases and equipment and producuon: or

16

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

1B

9 Every such sale. encumbrance. transfer or ather disposition made by any party shall be made expressiy subject to this agreement

20 and shall be made whthout preyudice to the right of the other parues.

21

22 If, at any ume the interest of any party is divided among and owned by four or more coowners, Operaror, at its discredon, may

23 require such co-owners to appount 1 single trustee or agent with full authonty to receive notices, approve expenditures, recetve bilings for

24 and approve and pay such party's share of the jomnt expenses, and to desl generally with. and with power o bind. the co-owners of such

23 perty's interest sthin the scope of the operations embraced in this agreemnent: however, all such co-owners shall have the right w0 enter

26 nto and execute all contracts or agreements for the disposition of their respecuve shares of the oi and gas produced from the Contract

27 Ares and they shail have the right to receive, separately, peyment of the sale proceeds thereol.

28

29 E. Waiver of Right to Partition:

30

3 If permurted by the laws of the state or sutes in which the property covered hereby © located, esch party hereto owning an

32 undivided interest in the Coatract Ares waives any and all nights it may have to partition and have set aside o 1t in severalty its undivided

33 interest theren.

34

33— Prad ial-Right-10-Pureh

36

37 Shouldmyp-nydsnmﬂdlormypmdmmmmduthamz_ormnﬂm

38 Ares. it shall prompdy grve written notice to the other parves, with full informaton

1 nmmd&udhmnﬂnﬂ(vhomhrdy nllmmd .

40 o

4l

42

43

44

43

Ab

47 ARTICLE [X.

“ INTERNAL REVENUE CODE ELECTION

9

0 This agr 1 noe i ded to0 creste. snd shall not be consrued to creste, s relstionship of parmership or s msociation
31 for profit berween or among the pares heretn. Notwithmanding any provision herein that the rights and sbilities hereunder are several
52 and not oint or collective, or that this agreement and opersdons hereunder shall aoe conseitue o parmership, i, for federsl mcome 121
S3  purposes. this agreement and the operstions hereunder are regarded s & parmership, each party hereby affected eects o be excluded
14 from the spplicatsan of all of the provisions of Subchapeer ‘K", Chapeer |, Subtitie **A ", of the [nternal Revenue Code of (934, & per-
11 matted and suthonzed by Secoon 761 of the Code and the reguistions promulgated dhereundey. Operstor s sythorized end directed to ex
% u:u&onbahddxﬁmhﬁy“lﬂ\rﬂ&mdmim-uyhmﬁhwmdd\!'rmndm
17 Uruted Ststes or the Federal Internal Revenue Service, mcluding sprafically, but not by way of lmication. ull of the rerurns. sutements.
58 and the dees requwed by Federsl Regulstions | 761. Should there be may requirement thet esch party hereby affected give further
w mumm.mmmummmuwmmm-mumqmw
&0 Fdlnlh“mmu-mhmcmmm.wﬁmﬂjﬂnymamﬁym
6l mmmhmmw,Inymahnn‘auntuhﬂdhmamhﬁddu‘mum
62 Ares s located or sy furure ncome tax et of the Unitsd Staees coneain provisions similer w thoue i Subchapeer K™ [
5)  Subtitie A" of the lnternal Revenue Code of 1934, under whuch mn election seraler 0 thet provided by Sectian 761 of the B per-
o4 merted. ench party hereby affecwed shall raske much election s May be permerad or requared by much lrwn. ln malong the . dec
6y Lo, ench soch party wates that the mcome denived by mch party from opersaons hereunder can be sdrquately devermaned t the
66  compuuban of partervup uxable mcome R
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ARTICLE VIl
continued

said Drilling Parues shared the cost of drilling the well. Such acreage shall become a separate Contract Arez and. to the extent possible. be
governed by provisions identical to this agreement. Each party shail prompuy nouty all other partes of any acreage or cash contmbunons
1t mav obtan in support of any well or any other operation on the Contract Area. The abave provisions shall also be applicable o op-
nonal rights to earn acreage outside the Contract Area which are 1n support of a well drilled inside the Contract Area.

{f any party contracts tor anv consideration relatng to dispositon ot sucn party's share of substances produced hereunger. such
snsuleration stau not be deemed 2 conuthbution as contemptated in this Arucle VIILC.

D. Maintenance ot Uniform Interest:

For tne purpose of mantaning uniformity of ownership in the o and gas leasehold interests covered bv this agreement. no
prarty shail sell, encumber. transter or make other disposition of its tnterest tn the leases embracea within the Contract Area and in wells.
equipment and producuon vnless such disposinon covers either:

|. the enure interest of the party in all leases and equipment and producuon: or
2. an equal undivided nterest 1n all leases and equipment and production n the Conuact Area

Everv sucn sale. encumbrance. transter or other disposiuon made bv anv party shall be made exoressly subject to this agreement
:nd shall be made without preudice to the night of the other parues.

If, at anv tume the interest of any party is divided among and owned bv four or more co-owners. Operator. at its discrenon, mav
require such co-owners to appoint a single trustee or agent with full authariey (o recetve nouces. approve expenditures, recetve billings for
and approve and pay such party s share of the joint expenses. and to deal generally with, and with power 10 bind. the co-owners of such
party’s interest within the scope of the operations embraced in this agreement: however. all such co-owners shail have the right to enter
into and execute all contracts or agreements for the disposition ot their respecuve shares of the o1l and gas produced from the Contract
Area and thev shall have the right to recewve, separatelv, pavment of the sale proceeds thereof.

E. Waiver of Rights to Partitioa:

!f permutted by the laws of the state or states in which the propertv covered hereby 15 located. each party hereto owning an
undivided interest in the Conuract Area waves anv and all rights 1t may have to parution and have set aside to it in severairy irs undivided
wnterest theremn.

Shauld any parry desire o sell-allocany pact-giis— dar—this N

nl

. -
- ey —e-EeneT

Area, it shall prompuly give written notice to the other partes. with full informauon concerming 1ts proposed sale. which
name and address of the prospective purchaser (who must be ready, willing and able to purchase), the
of the offer. The other parties shall then have an optional prior right. for a penod of ¢t
on the same terms and conditions the interest which the other part
ing parnes shall share the purchased interest in th
ues. However. there shall be n

Tice. and alf other terms
3vs alter receipt of the notce, to purchase
to seil: and. if this opuional right is exerased, the purchas-
ons that the interest of each bears to the total interest of all purchasing par-
Gal right to purchase in thase cases where anv party wishes 1o mortgage its interests, or to

¥ merger, reorganizanon, consolidation. or sale of all or substanvaiiv ail of its assets to a subsidiary or parent com-

5 ol 2 parenr ¢ 0010 anu o 1nwhich- 3y cne-pert ol -

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create. and shall not be construed to create. a refaunonship of parmership or an association
for protit between or among the partes hereto. Notwithstanding any provision herein that the rights and liabilities hereunder are several
and not joint or collective, or that this agreement and operatons hereunder shall not consurute a parmership, if. for federat income tax
purposes. this agreemnent and the operations hereunder are regarded as a parmership, each party hereby affected elects cluded
from the application of all of the provisions of Subchapter 'K, Chapter L. Subtitle **A’". of the Internai Revenue Code of as per-
mitted and authorized by Section 761 of the Code and the reguiations promuigated thereunder. Operator 1s authorized and directed to ex-
ecute on behalf of each party hereby aifected such evidence of this election as may be required by the Secretary of the Tressury of the
United States or the Federal Internal Revenue Service, inciuding speafically, but not by way of limitaron, all of the returns, statemen-s.
and the data required by Federal Regulations 1.761. Shouid there be any requirement that each party hereby affected give further
evidence of this election, each such party shall execute such documents and furnith such other evidence as may be reqmr@by the
Federai Internal Revenue Service or as may be necessary to evidence this election. No such party shail give any notices or take & lny other
1cuon inconsistent with the election made hereby. If any present or future income tax laws of the state or suates in which thedontract
Area 1s located or any future income tax laws United States contain provisions similar to those 1n Subchapter “'K**, C& er 1.
Subtitte ** A", of the Internal Revenue Code o , under which an election simiiar to that provided by Section 761 of the Colis per-
mitted. each party hereby affected shall make such elecnon as may be permutted or required bv such laws. in making the fore ""‘g elec-
w1on, each such party states that the income derived by such party from operauons hereunder can be adequateiy determined wi I"ul the
computauon of partmership taxable income. :

Doanen astayess o veg o

Pon el A bt Ut Y
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ARTICLE VI
continued
sad Dnlling Parties shared the cost of drilling the well. Such acreage shail become a separate Contract Area and. (o the extent possible. be
governed by provisions idenncal to this agreement. Each party shall promptly nouty il ather parues of any acreage or cash contributions

. {
't may obain in support of iny well or any other operaucn on the Contract Area. The above provisions shall alsc be applicable o op-
nonal nghts o earn acreage outude the Contract Area which are in support of 2 well driled wnside the Contract Area.

4 anv party contracts for any conmderauon relating to disposiuon of such party’s share of substances produced hereunder. such
considerauon srail 1~ be deerned a conuibuoon as contemplated n this Arucle VIIL.C.

D. Mantenance of Uniform [aterest:

For the purpose of mantaning uniformity of ownership in the oil and gas leasehold  erests covered bv thus agreement. no
rarty shall sell, encumber, transier or make other disposition of its interest in the leases embraced within the Contract Area and tn wells,
equipment and producuon uniess such disposition covers ather:

)

L the enure interest of the party in ail leases and equipment and producton; or

2. an equal undivided interest in all lesses and equipment and producton wn the Contract Area.

Every such sale. encumbrance. transier or other disposition made by any party shall be made expressiy subject to this agreement
and shall be made without prejudice to the right of the other parnes.

lf, at any ume the interest of any party is divided among and owned by four or more coowners, Operator. at ity discretion, may
require such co-owners to appoint a2 ungle trustee or agent with full authority to receive notices, approve expenditures, receive biflings 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 wathin the scope of the operations embraced 1n this agreement; however, il such co-owners shall have the right to enter
1nto and execute all contracts or agy for the disposition of their respecuve shares of the od and gas produced from the Conmact
Ares and they shall have the right to recewve, separately, payment of the sale proceeds thereol.

E.  Waiver of Rights to Partitioa:

U permitted by the laws of the state or states in which the property covered hereby is located. ench party hereto owning an
undivided interest tn the Contract Ares waives any and ail rights it may have to partton and have set aside to 1t in severaity its undivided
interest theran.

EI N JEAR. SEAL S A

B O aad ial-Right-so-Pureh

Should any perty desire to seil all or eny part of its incerests under this sgreement. or its rights
Ares, 1t shall prompdy give writzen aotice to the other parties, with full informason mg.i
name snd addrem of the prospective purcheser (who must be ready, willing and ), the purchase price, end sll other terms
of the offer. The osher parties shall than have an optional prior ri period of ten (10) days after receipe of the notice, to purchase
on the mme wrms ad tnnditions ¢ interent whi party proposes to seil; and, if this aptonal right is exercised. the purchas-
ing parties shall e the purchased the propartions that the interest of each bears to the tocal mnterest of all purchasing par-
prefevencial right t© purchase in those cases where any party wishes o MOrtgage 3 MLETENs, Of t0
dispose of iy imesstiiie by maarger, reorgenization, consolidation. or sale of all or substantially all of ity swets o & subsidiary or parent com-

g e avbeck ans ane sasen - Y QY gy
yaf o PERy.o8 g Ppany - 4 parey TRpErIry-of-the-senem

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

mmtbwhmddmm.dhlm&mmm,nMdMummﬁaﬁm
lor profit between or among the parves hereto. Notwithganding mny provison herein that the rights and bebilities hereunder are wveral
Mnamamkin.ad\nd\imlndmhcwndu“ncﬂmtlmﬁ.l.hhﬁﬂh&mm
purposes, thes agreement and the operstions hereunder are regarded o & parmership, each party hereby affected elects ® be excluded
bund\!wﬁumduﬂddnmdSuM“K".ml.&ﬁ&"A".th“lﬂmC&dlw.npﬂ
m«dmdud\mudbykm76ldh&hdmmmubndm.miNWndﬁmedmn
enmunWdurhmhuwyMuha*ndmm-myumﬁhhmdwhmndm
Uruted States or the Federsl internal Revenue Service, mcluding speafically, but aot by way of limitsrion. all of the returns. atements,
MWMMMWWI.76|.MMhmwmmmhﬂmMpwmm\a
mam“.dmmummmuwwmm-mumqhw
Fd-'nllm!ndwma-mhmnm&m.&mmﬂnnymawﬁym
mmmmmMw.inyw—luwm’ukﬂdh—a“h-ﬁd‘h‘mum
mannyhmmuhthMwmﬂnhhw"K". 1,
W"A".dwmmc&d|m.m-m-mnhmuwwmveldm_ o per-
m.mmwwmumm-myumamn@mmmm
m.mﬁ%mnm&nhmhvﬂhnﬁmh@mm&mhm,w
compuubon of parthertup tatsbie ncome i
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ARTICLE X.
CLAIMS AND LAWSUITS

Oncnu:rmvmbmvmgkunmmndmudmdzmndamamzmgmowlmhmdmmd:m
:oes not exceed___Twenty Thousand & 00/ 100-—————~eo o oe oo oo ~Doliary
s 20,000.00 : and if the payment 13 in compsete settiement o such claum or sw, U the amount required for sertiement ex-
eeas the apove wmount. the parties hereto shall assume and take over the furtner handling ot the clain or swit. urLes such authonty 1§
Jeiegateg 10 Operstor. All coso and expenses of handling. sertimng. or otherwise discharmag such clam or sust shall be 1t the yount ex-
sense of the parnes parnapsung 1n the operanan from whuch the dam or st anses. If 2 clum s mace 1gamst any party or o any party s
sued on acrount of any matter wrng from opersnons hereunder over which such individual has no control because of the nghts given
Operator by this agreement, such party shall immexdiateiy noafy all other paroes, and the clamm or st shall be treated &t sy other dum
or suit wvolving operznons hereunder,

ARTICLE XI.
FORCE MA JEURE

f any party 18 rendered unable. wholly oc in part. by force maseure to carry out 13 obliganons under this agreement, othey than
the obligstion to make money paymenus. that party shall give to all other partnes promp wnrmen noace of the force majeure wich
reasonably full paroculers concertung it; thereupoa, the obligatons of the party piving the noace. so far 21 tey zre affected by the force
mareure. shall be suspended during, but no longer than, the contunuance of the force mayeure. The aifected party shall use ail ressonable
diligence 10 remove the force majeure sirustion a3 quickly as pracocable.

The requirement that any force mapeure shaill be remedied with ] rexsonsble dispecch shall not require the sertiemene of strikes,
lockouts., or ocher lsbor difficuity by the party invoived, contrary o its washes: how al) such difficulnes shail be handled shall be entirely
within the discretion of the party concerned.

The term ‘‘force mepeure ', a3 here empioyed, shall mesn an act of God. strike. jockout, or other ndustral disrarbmexe. act o
the public enemy, war, biockade. pubtic not. lightnmyg, fire. storm. flood, exps pover i scoon, gover i delwy, restramnt
of inachan, uneveilability of equipment, mnd any other cause, whethey of the kind spenfically enumersted sbove or odherwine, winch is
not resxsansbly wnthn the controi of the party cisiming suspenson.

ARTICLE XIL
NOTICES

All nooces suthorized or required between the pertes and required by any of the provisions of this agreement, unies otherwie
spenificaily prowwded, shall be given in writing by mal or telegram. postage or charges prepad, of by teiex or teleropeer© snd sddresed w
wmmmhmim-hhﬁdmm"A'ﬂ‘l’hmmpmmhnypwi-had
shail be dermed grven anly when received by the party © whom such notce i directed. and the tme for such party to give ey sotice in
response therew shall rus from the dame the origineting nooce @ received. The second or sy responsive notce shall be dassaed given
when deposiced i the mail or with the wiegraph company, with postage or charges prepad. or st by telex or triecopier. Bach party
shall heve the right w chamge i3 addrem st soy cme, and from ome w ame, by giving writen aotice thereof o ol other parvies.

ARTICILE XTI
TERM OF AGREEMENT

This sgreement shall remamn in full force sod effect 2 o the il md gas lewses sndir oo and pam nneress subject berew for the
perod of ame selacted below: provwded. however, 0o party herew sheil ever be constusd s heving any nght, e of WMrER ® of © ey
lesse or ol and g cEText conenbused by eny other purty bryand the wym of this cgrusment.

T GO YT T Ry SR ER e

3 Opoon No. 2 la die evest the well danribed i Articke VIA. or say mebesquent well drillad under mny provem of thia
Lgreemme. renits ® prodecon of oil ssdior gas W pryig wusatites. this cgrewnent shell coatwee @ foree w long o any seck weil o
weils produce. or wre cupshle of producoon. sed for m additionel penod of 30 deys trom cessenon of all production: provided,
however. . pnor 1 the expwstion of nach sdditional parod. one or ore of the parte barew are eagaged i dnling. rewariting, deepen-
u”.ﬁ.—‘umoﬂlﬂcﬂm.u.—ﬂa—--m—i-&w-
tame heve bem compiresd and i producson resin hereirom, this egreemen shell contmes i ke = proveied herem. (s the e
weil deacrbesl 8 Arocie VIA.. or any sabeseent well dnfied hareunder, resuits i ¢ dry hole, 1nd 80 other well i producing. € capable
of prodecny ol enblr g rom e Comwract Ares. this sgremment shall wreunes union drifling. darpumng. phigyng back :
Ny opertoans W ¢ ced ovcum __90 deyy from the dew of shendonmment of wed wel.

It & agreed. howewer. that the wermmmsoon of the sgremment shall ace releve ey party herew from eny Esbslicy
acTued or jrched pnor o the dete of Such terMEasnon.
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ARTICLE XIV.
K COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws. Regulations and Orders:

This agreement shall be subject to the conservauon laws of the state 1 which the Contract Area s jocated. to the valid rules.

regulauons. ind orders of any duly consututed regulatory body of said state: and to ail other arrucable federai. state, and local laws, or-
dinances. rutes, regulauons. and orders.

B. Govemning Law:

This agreement and 1ll matters peruining hereto, including, but not limited to, matters of performance. non-performance. breach,
remedies. procedures. rights. duties and interpretation or construcnon. shall be governed and determined by the law of the swte n which

the Contract Ares ss located. If the Contract Area s in two or more states, the law of the state of New Mexico
shall govern.

C. Reguistory Agencies:

Nothing herein contined shail grant, or be construed to grant, Operator the right of authority to waive or relesse any rights.
privileges, or obliganons which Non-Operators may have under federal or state laws or under rules, regulanons or orders promuigated
under such laws in reference to oil. gas and minerai operations. including the location. operation. or production of weils, on tracts offset-
ung or adcent to the Contract Ares. ’

With respect to operations hereunder, Non-Operators agree (o release Operator from any md all losses, damages, injuries. claims
and cua of action anising out of, incident to or resulting directly or indirectly from Operate 's interpretanon or spplication of rules,
rulingy, regulations or ocders of the Deperument of Energy or predecessor of successor agencies to the extent such interpretanon or ap-
plication wes made in good faith. Each Non-Operstor further agrees to remburse Operator for any amounts sppiicable to such Noa-
Operator's share of production that Operacor may be requured to refund, rebate or pay as a resuit of such an mcorrect mterpretation or
ipplicanion. together sath interest and penaities thereon owing by Operator s a result of such incorrect interpretanon or applicaton.

Non-Operstors authorize Operstor to prepare and submit such documents 13 may be required to be submirted to the purchaser
of any qude od sold hereunder or to any other person or entity pursuant to the requirernents of the ' ' Crude Oil Windfail Profit Tax Act
of 1980°", a3 same may be amended from time to time (‘‘Act’'), and any vaiid reguiations or rules which may be issed by the Tressury
Department from time to time pursusnt to szid Act. Each party hereto agrees w furnish sny and all cernfications or other informatgon
which is requoed to be furnished by said Act in 2 timely manner and in sufficient detsil to permrt compliance with said Act.

ARTICLE XV.
OTHER PROVISIONS

Sea Article XV. attached hereto and made a part hereof.

14 -



ARTICLE XV
OTHER PROVISIONS
A. REWORKING OPERATIONS

Notwithstanding any language set out in Article VI(B) to the contrarv. each non-consenting
party to a reworking operation on a well conducted pursuant to Arucle VI(B) shall, upon
commencement of such operations, be deemed to have relinquished to consenting parties, and the
consenting parues shail own and be entitied to receive, in proporton to their respectuve 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 formatons 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 (afier 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 intervais of
the formadon or formations which are subject to said reworking operations accruing with respect to
such interest untl 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. NONDISCRIMINATION

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

C. COVENANTS RUN WITH THE LAND

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

'D. LAWS AND REGULATIONS

All of the provisions of this agreement are expressly subject o all applicable laws, orders,
rules and regulations of any governmental body or agency having jurisdiction in the premises, and
all operations contemplated hereby shall be conducted in conformity therewith. Any provision of
this agreement which is inconsistent with any such laws, orders, rules or regulations is herevy
modified 30 as © conform therewith, and this agreement, as 50 modified, shail continue in full
force and effect.

E. PRIORITY OF OPERATIONS
Uumydmeﬂaeisnmdmmeopuuimpmpmadinmuﬂmwid\mywdlaﬁoa
mMmMuﬁuﬂMwﬁawmhmome.
such proposals shall be considered and disposed of in the following order of priority:

1. Proposals 10 do additional testing, coring or logging.
. Proposals 1 attempt a completion in the objective zone.
3 wmuqmmmmmmm in ascending

4. WmmmeMmymmmwmmm
objecuve.
S.  Proposals to deepen the well, in descending order.

ARTXV-1



F. REGULATORY PROVISIONS
L. Liquid Hydroéarbons:

Non-Operators hereby authorize Operator to file with the purchaser of crude oil or other
liqud hydrocarbons or with any other person required by law, any saement or certification
required by any rule, regulation or order 1ssued thereunder or by any other law. rule. or regulation
reiating to the pricing of crude oii and other tiquid hydrocarbons or the taxaton thereof. To the
extent that Operator may by law be authorized to do so. Non-Operators hereby authorize Operator
10 agree with any purchaser to relieve Operator (in whole or in part as Operator may determine) of
any filing or certificarion requirements. In making any filing or certification with any purchaser of
crude oul or other liquid hydrocarbons, each Non-Operator <hail be solely responsible for fumishing
o Operator or such purchaser or any other person required by law any exemption certificate,
independent producer certificate or any other evidence required by law to entitle Non-Operator to a
higher 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 w@x to which any Nom-
Operator may be entitled by law.

2. Refunds:

[n 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 Non-Operator shall prompty refund any
excess sums so collected to the person entitled thereto together with any interest thereon required by
law. In the event Operator is required for any reason to make any such refund on any Non-
Operator's behalf and such Non-Operator refuses upon Operator's request to reimburse Operator
for the amount so paid, then Operator, in addition to any other rights or remedies which it may
have as a resuit of making such refund, (i) shall have the lien provided by Article VII.B. to secure
such rambursement and (ii) shall be authorized to collect from Non-Operator's purchaser of
production all revenues attributable o Non-Operator's share of production untl the full amount
required to be paid or refunded by Non-Operator has been recovered.

3. Operstor’'s Liability:

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

G. OPERATOR PROTECTION
1. Assignment:

No assignment or other transfer or disposition of an interest subject 1 this Agreement shall
be effective as 10 Operator or the other parties herew until the first day of the month following the
month in which (i) Operator receives an authenticased copy of the instrument evidencing such
assignment, transfer or disposition and (i) the person receiving such assignment, transfer or
disposiion has become obligated by instrument satisfactory to Operator to observe, perform and be
bound by ail of the covenants, terms and conditions of this Agreement. Prior 10 such date, neither
Operator nor any other party shall be required o recognize such assignment, transfer or dispositon
for any purpose but may continue © deal exclusively with the party making such assignment,
transfer, or dispomnton in all maers under this Agreement including billings. No asugnment or
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other transfer or disposition of an interest subject to this Agreement shall relieve a party of its
obliganons accrued prior to the effective date aforesaid. Further, no assignment, transfer or other
disposidon shall relieve any party of its liability for its share of costs and expenses which may be
incurred in any operation to which such party has previously agreed or consented prior to the
effeczve date aforesaid for the dniling, testng, completing and equipping, reworking,
recompleting, side-tracking, deepening, piugging-back. or plugging and abandoning of a weil even
though such ~peradon is performed after said effectve date. subject however to such party's right
t0 eiect not to parucipate in compietion operatons under Artcie VI.B and Article VII.D, Opdon
No. 2., not previously consented to.

2. Attomeys 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 aiso be
entitied to recover all court costs, costs of collection and a reasonable attorney's fee, which the lien
provided for herein shall also secure.

H. PERPETUITIES

It is not the intent of the parties that any provision herein violate any applicabie law
regarding the rule against perpetuities, the suspension of the ahsolute power of alienation or other
rule regarding the vesting or duration of estates, and this agreement shall be construed as not
violating such rule to the extent the same can be so conswued consistent wath the intent of the
partes. I[n the event, however, any provision hereof is determined to violate such rule, then such
provision shall nevertheless be effective for the maximum period (but no longer than the maximum
period) permitted by such rule which will resuit in no violation.

[. NO THIRD-PARTY BENEFICIARY CONTRACT

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

J. OPERATOR'S REORGANIZATION AND STATUS CHANGE

.  Notwithstanding, the second sentence of Article V.B.1, in the event of a transfer of
all Operator’s interest 10 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 t0 any person as a part of the
transfer to such person of all or substantially all of Operaor's oil and gas properties, such transferee
shail automaticaily become the successor Operasor without the approval of Non-Operators.

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

K. OVERHEAD RATE ADJUSTMENT PROVISIONS

In the event the drilling well rates or the producing weil rases provided for in Section
m.x.m)dmmmmnnmuumumnmmmmby
Mymﬁbp@mh”mhwﬂm@,ﬂm%my
give wnten notice of such higher prevailing rases © Non-Operasors. The higher prevailing rates
mdﬁdhnﬂn@adﬂbm:“dﬁwmhuﬂaudd\e&mmyo!mmm
fdbwin;mmy(w)ay:ﬁunme;imdnidmdamuahwwwﬂmmdam
Operator within said thirty-day penod shall do either of the following:



(a)  Object 10 the proposed rates on the basis the same does not represent the prevailing
rate as aforesaid. In such event. the parties shall amempt to agree upon such
prevailing'rates, failing which such rates shall be determined by law.

(b) Propose t0 operate for a lesser rate (which shall never be less than the rate then in
effect under the Agreement) than that proposed by Opera.or's notice. In this event
Non-Operator shall take over operations as of the beginning of the month following
said thirty-day period unless the existing Operator shall agree to operate at such lesser
rate,

Any new rates established pursuant to this provision shall be subject to adjustment in the manner
provided by Section I1I.1.A.(3) of the Accounting Procedure, but otherwise the procedure set out in
these provisions shail not be exercised on a greater frequency than once each twelve months.

L. BANKRUPTCY

If, following the granting of relief under the Bankruptcy Code to any party hereto as debtor
thereunder, this Agreement should be held to be an executory contract within the meaning of 11
U.S.C. $365, then the Operator, or (if the Operator is the debtor in bankruptcy) any other party,
shall be entitled 10 a determination by debtor or any trustee for debtor within thirty (30) days from
the date an order for relief is entered under the Bankruptcy Code as to the rejection or assumption
of this Operating Agreement. In the event of an assumption, Operator or said other party shall be
entitied to adequate assurances as to future performance of debtor's obligation hereunder and the
protection of the interest of all other parties.
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VALPL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE XVI.
MISCELLANEOUS

v

This agreement shall be binding upon and shall inure 1o the benefit of the parues hereto ana to their respecuve hewrs. devisees.
egal fepresen@uves, SUCCessors and assigns.

This inscrument may be executed in anv numoer ol counterparts, eacn ot which shall be consiaeren an origunal tor ad purposes.

B IN WITNESS 'WHEREOF. this agreement shall be etfecuve as ot lst dav of May 19 96
]

I3

12 OPERATOR

13 SANTA FE ENERGY RESOURCES, INC.
i APPROVED

1 1 1 P -

: o o T

16 }[ - ‘ A

17 - L e

i8 R. I. Arnold, Attormey-in-Fact
i9

20

2l

! NON-OPERATORS

24 AMERADA HESS CORPORATION SOUTHWESTERN ENERGY PRODUCTION COMPANY

g By: By:

63

—
[} ’ 3
66

67 Signacure Psgs to Operating Agreemamc

daeed May lIst, 1996
69 Gaucho Unit Well #1 Arsa/Field/un
70

County/FReian of lea

staze of New Mexico
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L.A.PL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE XVI.
MISCELLANEQUS

This agreement shall be binding upon and shall inure 10 the beneut of the parues hereto and to their resperuve heirs, devisees.

-2gal representanves. successors and assigns.

This insrument may be executed in any number or counterpars. eacn of which shall be consisered an originai for ail purposes.

IN WITNESS WHEREOQF. this agreement shall be etfecuve as ot Ist

day of ___ May 1996

OPERATOR
APPROVED SANTA FE ENERGY RESOURCES, INC.

b1 P

- e
ya

PR AN |

] P b (/{,"" / .
By: //°'—/ Copy Lo

AMERADA HESS CORPORATION

R. I. Arnold, Attorney-in-Fact

NON-OPERATORS

SOUTHWESTERN/ Y PRODUCTION COMPANY
7
V \(
\
By: By: L/ @: jb\i (o~
{ ¥. Brick Robinson
Attorney~in-Fact 97/ 2
"
—~ ey
Signacure Page to Oparating Agreemamt
daced May lst, 1996
Baucho Unit Well #1 Arsa/Tleld/th

Cauncy/REKIIN of lea

seate of _New Mexico




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

1 ARTICLE XVI.
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This agreement shall be binding upon and shall inure to the benefit of the parues hereto ana to thewr respecuve heirs. devisees.
2gal representauves. successors and assigns.

This insument mav be executed in anv number of counterparts. eacn ot which shall be consiaerea an oniginal for ail purposes.

’ IN WITNESS WHEREOF. this agreement shali be erfecuve as ot lst dav of Hay 1936

= OPERATOR
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13 AMERADA HESS CORPORATION SOUTHWESTERN ENERGY PRODUCTION COMPANY

28 By: By:
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state of New Mexico
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A.APL FORM 610 - «IODEL FORM OPERATING AGREEMENT™1982

1 ARTICLE XVI.

2 MISCELLANEOUS

3

4 This agreement shall be binding upon and shall inure to the benefit of the parues hereto and to their respectve heirs. devisees.
p legal representauves. successars and assigns.

e

- This instrurnent may be executed in any number ot counterparts, each of which shall be considered an origunsi for il purposes.
3

9 IN WITNESS WHEREOF. this sgreement shall be esfective as of __18E __ day of ___May 1996
0
1
12 OPERATOR
13 APPROVED _ gaNTA FE ENERGY RESOURCES, INC.
14
" ﬁ . ’ - //
6 \_,___, Yy, /(/ Q/

////‘/ - -

17 By: - bt ya i

18 R. I. Arnold, Attorney-in-Fact
19

0
21

2 NON-OPERATORS
23

54 AMERADA HESS CORPORATION SOUTHWESTERN Y PRODUCTION COMPANY
25

26
7 ‘

>R By: By: - é L}\/

9 u Brick Robinson

;0 Attorney-in-Fact ?7, L//

31 Rebert E. Landreth

2o | - hre
3 By S e Pese s\ Gemmenes ‘*\3\‘\\7
34 ~ Roberl E. Landreth

6% =y

67 Signacure Page to Operacing Agreememt
dsced _May lst, 1996
Baucho Unit Well ¢1 Araa/TioLd/t

County/Rexixy of Lea
teace of _New Mexico




EXHIBIT “A”

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

I. CONTRACT AREA A:

Initial Well located 1650 FNL & 1650° FEL Section 29, T-22-S, R-34-E
and being the proration unit dedicated to the initial well.

CONTRACT AREA B:

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

T-22-S, R-34-E
Section 17: All
Section 18: All
Section 19: All
Section 20: All
Section 29: All
Section 30: All

CONTRACT AREA C:

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

1I. 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)

Wi WI

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

100.0% 100.0%

WOA294-1



Contract Area B:

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

HI.  SCHEDULE QF LEASES AND LANDS:

Lease #1:

Lease #2:

Lease #3.

Lease #4:

WO0A294-2

Fed. Lease #:

Date:
Lessor:
Lessee:
Description:

Fed. Lease #:

Date:
Lessor;
Lessee:
Description:

Fed. Lease #:

Date:
Lessor:
Lessee:
Description:

Fed. Lease #:

Date:
Lessor:
Lessee:
Description:

NM-66271

June 1, 1986

United States of America
Vincent J. Duncan
T-22-S, R-33-E

Section 25. NE/4
T-22-S. R-34-E

Section 30: SE/4

Lea County, New Mexico

NM-61360

July 1, 1985

United States of America

G. B. Zimmerman

Insofar and only insofar as
lease covers

T-22-S, R-33-E

Section 25: W/2

Lea County, New Mexico

NM-92781

March 1, 1994

United States of America

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

Section 17: All

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

Lea County, New Mexico

NM-66272

July 1, 1986

United States of America

Peter Press

T-22-S, R-34-E

Section 18: Lots 3 & 4, E/2 SW/4, SE/4
Section 19° E/2NE/4, NW/4NE/4

Lea County. New Mexico




Lease #5-

Lease #6

Lease #7:

Lease #8:

Fed. Lease #:

Date:
Lessor:
Lessee:
Description:

Fed. Lease #:

Date:
Lessor:
Lessee:
Description:

Fed. Lease #:

Date:
Lessor:
Lessee:
Description:

Fed. Lease #:

Date:
Lessor:
Lessee:
Description:

IV. SUBJECT TO:

NM-69596

December 1, 1987
United States of America
Lynn A. Sawver

T-22-S, R-34-E

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

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

Lea County, New Mexico

NM-070544

July 1, 1949

United States of America

William J. Ricker

Insofar and only insofar as lease covers
T-22-S, R-34-E

Section 20: NE/4, SW/4

Lea County, New Mexico

NM-94623

March 1, 1995

United States of America

Santa Fe Energy Resources, Inc
T-22-S, R-34-E

Section 28: All

L.ea County, New Mexico

NM-96050

December I, 1995
United States of America
J.0. Easley, Inc.

T-22-S R-34-E

Section 29: NE/4

Lea County, New Mexico

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

Company, et al, as Non-Operators.

B. Farmout Agreement dated February 20, 1996 between Amerada Hess
Corporation and Santa Fe Energy Resources, Inc. covering the SE/4
Section 29, T-22-8, R-34-E, as to depths below the base of the Morrow

formation.
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EXHIBIT "B"

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

May lst, 1996 , by and between Santa Fe Energy
Resources, Inc. , as Operator and Southwestern
Energy Production Company, et al , as Non-QOperators.

OMITTED
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EXHIBIT oo "
Attached to and made a part of that certain Qperating Agreement dated Mav lst, 1996
2y and Letween Santa Fe Energy Resources, Inc. as Qperatcr, and Southwestern
Energy Production Company, et al as Hon-Jperators,

ACCOUNTING PROCEDURE
JOINT OPERATIONS

[. GENERAL PROVISIONS

1. Definitions

“Joint Property” shall mean the reai and personal property subject to the agreement o which this Accounting Procedu
is attached.

“Joint Operations” shall mean ail operations necessary or proper for the development. operation. protection and maint
nance of the Joint Property.

*Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint Oper
tions and which are to be shared by the Parties.

“Operator” shail mean the party designated to conduct the Joint Operations.

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

“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shail mean thase employees whose primary function in Joint Operations 13 the direct supervisi
of other employees and/or contract labor directly empioyed on the Joint Property in a field operating capacity.
"Technical Employees” shall mean those emplioyees having special and specific engineering. geologicai or other profe
sional skiils. and whose primary function in Joint Operations is the handiing of specific operating conditions and probler
for the benefit of the Joint Property.

"Personal Expenses” shail mean travel and other reasonable reimbursable expenses of Operator’s employees.
“Material” shall mean personal property, equipment or supplies acquired or heid for use on the Joint Property.
“Controilable Material” shall mean Materisi which at the time is so ciassified in the Matertal Classification Manuai
most recently recommended by the Council of Petroieurmn Accountants Societies.

!0

Statement and Billings

Operstor shall bill Non-Operators on or before the last day of each month for their proportionats share of the Joint :
count for the preceding month. Such billa wiil be sccompanied by statements which identify the authority for expenditu
lease or {acility, and sil charges and eredits summarized by appropriate ciassifications of investment and expense exc
that items of Controilable Matarial and unusual charges and credits shall be separately identified and fully described
detail.

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

A. Unless otherwise provided for in the agreement. the Operator may require the Non-Operators to advance tf
share of estimated cash outlay for the succeeding month’s operation within fifisamti®) days aftar receipt of the t
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 (rom the Non-Operators.

thirey (30) )

B. Each Non-Operator shall pay its proportion of all hills within faltemxstk days after receipt. [{ payment is not m
within such time. the unpaid balance shall bear interest monthly at the prime rate in effect 2t .E____‘ Chase
Maphartan Bank _ on the first day of the month in which delinquency occurs plus 2% or the maxim
contract rate permitted by the applicable usury laws in the state in which the Joint Propeny is located. whiche
is the iesser. plus attorney’s fees. court costs. and other costs in connection with the collection of unpaid amoun

4. Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operstor to protest or question the corréctiness thei
provided. however. all bills and statements rendered ta Non-Operators by Operator during any cslendsr year hall
clusively be presumed (o be true and correct aftar twenty-four 124) months following the end of any such calendar «
unless within the said twenty-four (24) month period 8 Non-Operstor takes written exception thereto and makes ¢l
Operator for adjustment. No adjustment favorsble to Operator shall be made uniess it is made mg.hm the same pre~cr
perind. The pruvisions of this paragraph shall not prevent adjustments resuiting {rom a physical inventory of Controil
Mawrial as provided for 1n Section V.

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.




i

Audits

i

/

A. A Non-Operator. upon notice in writing to Operator and all other Non-Operators. snall have the right to audit Opera-
tor’'s accounts and records relating to the Joint Account for any calendar year within the twenty-four 124) month
neriod following the end of such calendar year: provided. however the making of an audit shall not extend the time
for the taking of written exception to and the adjustments of accounts as provided for 1n Paragraph 1 of this Section

\Where there are two or more Non-Operators. the Non-Operators shall make every reasonabie effort to conduct a
int audit in 3 manner which wll resuit in a minimum of inconvenience o the t)perator. Operator shall hear no por-
tion of the Non-Operators’ audit cost incurred under this paragraph unless agreed to by the Operator The audits
<hatl not be conducted more than ance each year without prior approvai of Operatwor. 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 noe contrary provisions
in regard thereto. Operator shail notify all Non-Operators of the Operator's proposal. and the agreement or approvai of
a majority tn interest of the Non-Operators shall be controlling on all Non-Operators.

I1. DIRECT CHARGES
Operator shall charge the Joint Account with the following items:
1. Ecological and Environmental

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

2. Rentals and Royaities
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 Lavel Supervisors in the field.

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

{4) Salaries and wages of Technieal Employees either temporarily or permanently assigned to and directly employe
in the operation of the Joint Property if such charges are excluded {rom the overhead rates.

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

C. Expenditures or contributions made pursuant to assessmentas imposed by governmental authority which are spplicab
w Operator's costa chargeable Lo the Joint Account under Paragraphs 3A and 3B of this Section {1.

D. Personai Expenses of those employees whose saiaries and wages are chargeable to the Joint Account under Paragra;
3A of this Section {1,

4. Empleyes Beneflta

Operawr's current costa of established plans for employees’ group life insursnce, ho:piqliuhon. pension, retirement, -lo
purchase. thrift. bonus, and other benefit plans of a like nature. applicable to Operator’s labor cost chargeabie o the lu
Acvount under Paragraphs 1A and 3B of this Section {I shall be Operator’s actual cost not to excoed the pervent must recet
iy recommended by the Council of Petroleum Accountants Societies.

S. Material
Material purchased or furnished by Operator for use on the Joint Property as provided under Secvon {V Only <uch Mater

-hall be purchased for or transferred W the Joint Property as may be required for immediate use and 18 reasonably prace
1nd consistent with efficient and economicat operations. The accumulation nf surplus stocks shall be avouded

[ Transportation

Tranpurtalion of cmplosevs and Material necessary for the Juint (iperations bul subject Lo the following hmitatinn.

Wl S
A If Mterial ix movet b (he Joint Property from the (1perator « « arehouse or other properties. no Chl;l':' w:r : o
10 the Toint Acvount fur 5 distance ereater than the distance from the nearest refiable woply “s"(: ;Jrl'-. )
i v auematly 1 stlable ar rgiinay recens ing puint Avarest the Juint Property uniess agreed W by the




10.

11

14.

0

8. [Isurplus Material is moved to Operator's warehouse or other storage point. no charge snail be made to the Joint 1.
sount for a distance graater than the distance to the nearest reliabie supply store where like material is normasiv
avatlable. or railway feceiving point nearest the Jaint Praperty uniess agreed to by the Parties. No charge snaii ne

~ade to the Joint Account for moving Mater:al tc other properties belonging to Operator. uniess agreed to ov ne
Parties.

In the appiication of subparagraphs A and B above. the option o equalize ar charge actual trucking cost 1s ava:iania
xhen the a~r:a' ~harge 1s $400 or less excluding accessoriai cnarges. The 3400 <" he adjusted to the amount =ast
recently recommended by the Counctl of Petroleum Accountants Jocieties.

Services

The cost of contract services. equipment and utilities provided by outside sources. except services excluded by Paragranh
10 of Section [ and Paragrapn i. ii. and iii. of Section [1l. The cost of professionai consultant services and contract ser-
vices of technical persannel directly engaged on the Joint Property if such charges are exciuded fram the overhead rates.
The costof professional consultant services or contract services of technical personnel not directly engaged on the Joint
Property shall not be charged to the Joint Accourt uniess previously agreed to by the Parties.

Equipment and Facilities Furnished By Operator

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

tweive percent { ?2’ %) 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 autornotive equipment. Operator may elect to use rates published by the
Petroleum Motor Transport Association.

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or repiacement of Joint Property made necessary because of damages or losse:
incurred by fire, flood. storm. theft. accident. or other cause. except those resuiting from Operator’'s gross negligence ot
willful misconduct. Operator shall furnish Non-Operator written notice of damages or losses incurred as soon as practicabie
after 3 report thereof has been received by Operator.

Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens. payment of judgements an:
amounts paid for settiement of claims incurred in or resulting from operations under the agreement or necessary o protec
or recover the Joint Property, except that no charge {or services of Operator's legal staff or fees or expense of outside attor
neys shall be made unjess previously agreed to by the Parties. All other legai expense is considered to be covered by th
averhead provisions of Section 111 unless otherwise agreed w0 by the Parties, except as provided in Section I. Paragrap
3.

Taxes

All taxes of every kind and nature amessed or levied upon or in connection with the Joint Property, the operation thereo
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. if the ad vali
rem taxes are based in whole or in part upon separate valustions of each party's working interest. then nogwnthsundin
anything to the contrary herein, charges W the Joint Account shail be made and paid by the Parties hereto in accordanc
with the tax value genaratad by each party’s working interest.

[nsurance

Net premiums paid for insurance required o be carried for the Joint Operations for the protection 9( the Partiex {n 1t
event Joint Operations are conducted in a state in which Operator may sct as nll~inwm lqr Worker's Compensation un¢
or Empioyers Lisbility under the respective state's laws. Operator may. at its election. include the risk under i1s el
insurance program and in that event. Operstwor shall include s charge st Operstor’s cost not to exceed manual rates

Abandenment and Reclamatien

Costs incurred for sbandenment of the Jaint Property. including costa required by governmental ar other rewiilato
suthority.

Communications

Cast of acquiring. |easing. installing. opersting, repairing and maintaining communicstion syluws. including ur:l.u’.
microwave fscilities directly serving the Jornt Property [n the event communication facilities systems Tf;'ﬂl‘i ¢ ;"
Mroperty are Operator vened. charges to the Jaint Acconint Mall he made as provided 1~ Paragraph # of this Sectn

(Mher F.xpenditures

utoa

ANy ulher pependiture not cusered ur dexlt with 1 the fureguing prosisions of this Section {1, or 1n .\lit'llu!"l l‘I‘( !
s ul direct beneflit o the Juint Property and i~ incurred By the tiperator in the necessary ang pruper vunduyct 02

Iperatns




[II. OVERHEAD

‘)verhead - Drilling and Producing Operations

It

R

As compensauon for administrative. supervision. office services and warenousing costs. Uperator shail charge artiling
1nd proqaucrnz operations on either:

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

U'nless otherwise agreed to by the Parties. such charge shali be in lieu of costs ana expenses of all offices and salarie
or wages plus applicable burdens and expenses of ail personnel. except those airectiy cnargeable under Paragrapi
JA, Secyon il. The cost and expense of services from outside sources in connection with macters of taxaion. tratfic
accounting or marters before or involving governmental agencies shail be considered as included in the overhead rate

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

The salaries. wages and Persot_ml Expenses of Technical Employees and/nr the cost of professional consultant service
and contract services of technical personnel directly empioyed on the Joint Property:

) shall be cavered by the overhead rates. or
1 X ) shall not be covered by the overhead rates.

The salartes. wages and Personai Expenses of Technical Employees and/or costs of professionai consuitant servics
and contract services of technicai personnel either temporarily or permanently assigned to and directly employed
the operation of the Joint Property:

i) shail be covered by the overhead rates. or
(X } shail not be covered by the averhead rates.

Overhead - Fixed Rate Basis

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

Drilling Well Rate 3 _6,000.00
{Prorated for iess than a full month)

Producing Well Rate 3 __600.00

(2) Application of Qverhead - Fixed Rate Basis shail be as follows:
ta) Drilling Well Rate

{1) Charges for drilling wells shail begin on the date the well i3 spudded and terminate on the date the dr
ing rig, compietion rig, or other units used in compietion of the weil is relessed. whichever is later. exc
that no charge shail be made during suspension of drilling or compietion operations for fifteen (15)
more consecutive calendar days.

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) consecut
work days or more shail be made at the drilling weil rate. Such charges shail be appiied for the per
from date workover operationa. with rig or other units used in workover. commence through date of
or other unit reiease. except that no charge shail be made during suspension of operatioms for fift
(15) or more consecutive calendar days.

{b) Producing Well Rates

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

{2) Each active completion in a muiti-completed well in which production is not commingied down hole s
be considered as a one-well charge providing esch compietion is considered & separate weil by the gove
ing reguiatory authority.

(3) An inactive gas weil shut in because of overproduction or {ailure of purchaser to take the production s
be considered 23 a one-well charge providing the gas well is directly connected to a permanent s
outlet.

(4

A one-well charge shall be made for the month in which plugging and sbandonment operations are ¢
pleted on any well. This one-weil charge shaill be made whether or not the weil has produced except w
dritling well rate applies.

15) Al other 1nactive wells {inciuding but not limited to inactive weils covered by unit allowable. lease ai
able. transferred allowable. etc.) shall not qualify for an overhead charge.

141 The weli rates shall be adjusted as of the lirsc day of April each vear (ollowing the elfective date of the agreer
10 which this Accounung Procedure 1s sttached. The adjustment shail be computed by muitiplying the rate
~ently In use by the percentage increase or decrease in the sverage weekiy earnings of Crude Petroteum and
Production Workers for the iast calendar year compared w0 the calendar vear preceding as shown by the
ol average weekly earmings of {Urude Petroleum and Gas Production Workers as pubiished by the United 5
{lepartment of Libor. Bureau of {abar Staustics. or the equivaient {anaaian index as published by Stat:
Canadi. as atphcable. The amusted rates <hall be the rates curreativ 1n use 0ius ur minus the compute

S~iment.

inerhead - Perventage Basis

St tUperator shatl charge the Joint Account at the {ollowing rates:
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1a) Development

Porcent ! “iof the cast of deveiopment ot the Joint Praperty avclusive of eosts provided

ander Paragrapn 10 of Secuon {[ ana all salvage credits.

“ob tperating

Percent ( %) of the cost of operating the Joint Property exciusive of costs provided under
Paragrapns 2 and 10 of Secuon I1. all salvage credits. the value of injected substances purchased for secondary
recoverv and all taxes and assessments which are levied. assessed ana paid upon the mineral interest in and
to the Jaint Property.

121 Aoplication of Overnead - Percentage Basis shall be as follows:

For the purpose of determining charges on a percentage basis under Paragraoh 1B of this Section [1]. development
shall include ail costs 1n connection with drilling. redrilling. deepening, or anv remedial operations on any or al
veils involving the use of drilling rig and crew capable of drilling to the producing interval on the Joint Prop-
ertv: aiso. preliminarv expenditures necessary 'n preparation for drilling and expenditures incurred in abandoning
wnen the weil is not completed as a producer. and original cost of construction or installation of fixed assets. the
expansion of fixed assets and any other project clearly discernible as a fixed asset. except Major Construction as
defined in Paragraph 2 of this Section [1[. All other costs shall be considered as operating.

Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and instaiiation of fixed assets. the expansion of
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operstion of the
Joint Property, Operator shail either negotiate a rate prior to the beginning of construction. or shali ch the Joint
Account for overhead based on the following rates for any Major Construction project in excess of § _ZS.D‘BK..QQ_ :
A3 %of first $100.000 or total cost if less, pius

B.——2 _ %of costs in excess of $100.000 but less than $1,000.000. plus

C. _l— % of costs in excess of $1.000.000.

Total cost shall mean the gruss cost of any one project. For the purpose of this paragraph. the component parts of 2 single
project shall not be trested separately and the cost of drilling and workover wells and artificiai lift equipment shall be
excluded.

Catastrophe Overhead

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

A. 3 %ol wtal costa through $100.000; plus
B._ 2 % of total costs in exesss of $100,000 but less than $1.000,000: plus
C. .._._L__. % of total costs in excess of $1.000,000.

Expenditures subject to the overhesds above will not be reduced by insurance recoveries. and no other overhead provi-
sions of this Section II] shail spply.

Amendment of Rates

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

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

Operator is reaponsible for Joint Account Material and shall make proper and timely charges and credits for all Materai move
menu affecting the Joint Property. Operator shall provide all Material for use on the Joint [’roper_ty: hovfever. st Operator
option. such Materisl may be supplied by the Non-Operator. Operator shail make timely disposition of idle snd/or surplu
Material. such disposal being made either through sale o Operator or Non-Operator. division in kind. or sale L outsider:
Operator may purchase. but shall be under no cbligation to purchase. intarest of Non-Operators in surplus condition A or |
Material. The dispossl of surplus Controliable Msterial not purchased by the Opersior shail be agreed o by the Parties.

Purchases

Material purchased shall be charged at the price paid by Operator a{ter deduction of ail discounts received. lnAcue 4
Material found o be defective or returned Lo vendar for any other reasons. credit shall be passed ta the Joint Accour
w hen adjustment has been received by the (Jperator

Transfer and Dispusitions

Material furnished 0 the Joint Property and Material transferred from the Joint Property or disposed of by ¢e Operato
Jntess utherw ise agreed W by the Parties. shail be priced on the following basis exclusive of cash discounts:

@
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Material. excluding junk. no longer suitable for its originai ourvose. but usabie for some ather purpose shail be
priceq on a basis commensurate with its use. Uperator may dispose of Condition D Material under procedures
~ormaily used by Operator without prior approvail of Non-perators.

2y Coandition D

ar Las -~z - :bing. or drill pipe used as line pipe shall pe oriceq as tirade * 2nd B - .miess {ine pipe of com-
parabie si1ze and weight. Used casing, tubing or drill pipe utiiized as line pipe snail be pricea at used line
~tpe prices.

‘b1 ising. tubing or drill pipe used as higher pressure service lines than standard line pipe. e.g. power o1l lines.
shall be priced under normal pricing procedures for casing. tubing, or drill pipe. Upset tubular goods shail
be priced on a non upset basis.

13) Condition E

Junk shall be priced at prevailing prices. Operator may dispose of Condition £ Material under procedures nor-
maily uulized by Operator without prior approvai of Non-Operataors.

D. tbsolete Material

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

E. Pricing Conditions

{1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25¢) per hundred
weight on all tubular goods movements, in lieu of actuai loading or unloading cosets 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 1.A(3). Each year, the
rate calculated shall be rounded to the nearest cent and shail be the rate in effect until the {irst day of April next
vesr. Such rate shall be published each year by the Council of Petroleum Accountants Societies.

i2) Material involving erection costs shall be charged at spplicable percentage of the current knocked-down price of
new Material.

Premium Prices

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

Warranty of Material Furnished By Operator
Operator does not warrant the Material furnished. In case of defective Material, credit shail not be passed to the Joint
Account until adjustment has been received by Operator {rom the manufacturers or their agenc.

V. INVENTORIES

The Operator shall maintain detailed records of Controliable Material.

1.

Periodic Inventories, Notice and Rapresentation

Al reasonable intervals. inventories shall be taken by Operator of the Joint Account Controliable Material. Written notice
of intenuion to take inventory shall be given by Operstor at least thirty (30) days before any inventory is o begin so thai
Non-Operators may be represented when any inventory is taken. Failure of Non-Operators (o be represented at an inven:
wory shall bind Non-Uperators w accept the inventory taken by Uperawr.

Reconciliation and Adjustment of Inveniaries

] i ilisti jeal i | be made within s
Adjustmenta 1o the Joint Account resulting from the reconcilistion of a physical inventory shal }
months following the taking of the inventory. Inventory adjustments shall be made by Operator 1o the Jomlt l(\ig;;ount for
averages and shortages. but. Operator shall be heid sccountabie only lor shortages due to lack of reasonabie diligence.

Special [nventories

Spevral inventories may be taken whenever there 1 anv sale. change of interest or change of Op!hnmr m{z.rt .{l?:::r:t:m
It <hall be the dutv of the party selling to nouify ali other Parties as quickly a3 possible after lle transfe vo"m L
place [n <uch cases. both the seiler and the purchaser shail be governed by such invenwry In cases invoiving [ 4
of Uperator ail Parties shall be governed by such inventory.

b xpense of Conducting [nventories

[ TN T mLOls 2 paernntie ventaries snall not e marged Lo (ne farnt Avrount miess aereed Lo byoth

Parties

. except 1y
R The expence of «onducting wpecial inventories shaii be charged to the Parties requesting such inventories. excep
cenwries revuired due w change uf (perator shail be charged Lo the Joint Account



EXHIBIT "D"

INSURANCE

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

Resources, Inc. , a8 Operator and Southwestern Energy
, as Non-Operators.

Production Company, 2t al

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

(a) Statutory Workmen's Compensation Insurance as may be required in the state or states
where work under this Agreement, or activities relative thereto, will be performed, plus Workmen's

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

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

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

(d) Insurance coverage of the types and amounts as set out in subsections (a), () 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 o cover the subcontractors, service companies, or others so empioyed and all
of their empioyees, except that Operator may require each such subcontractor, service company, or
other person or organization to provide his, its or their own insurance coverage of the types and in
the amounts specified hereinabove, and such person or organizaton, under such circumstances, shail
furnish to Operator Certificates of Insurance as evidence of such insurance coverage.

WPALl]



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, ¢t al, as Non-Operator

GAS STORAGE AND BALANCING AGREEMENT

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

2. During the period or periods when any Party hereto has no market for all of its share of
gas produced or its purchaser does not take its full share of gas produced. the other Parties shall
be entitled to produce each month in proportion to their respective rights of participation in this
production one hundred percent (100%) of the allowable assigned or, in the absence of an
assigned allowable, the maximum production capacity, and said other Parties shall be entitled to
take and deliver to its or their purchaser such gas production; provided, however, no Party shall
be entitled to produce, own and dispose of each month more than two hundred percent (200%) of
its share of the allowable or maximum production capacity, as the case may be, unless it has gas in
storage. Any such Party taking or marketing gas production in excess of the amount to which it
would have been entitled had all Parties taken their respective shares is hereinafier 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 (hereinafier referred to as an “Underproduced
Party”) not taking or marketing its full share of the gas produced shali 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, royaities, overriding rovalties, production payments and other such payments
and taxes on production for which it is obligated by law or by lease or contract (including the
Operating Agreement), and nothing in this Gas Balancing Agreement shall be construed as
affecting such obligations. Each Party hereto agrees to indemnify and hold harmless the other
Parties hereto against all claims, losses or liabilities arising out of its failure to fulfill such
obligations.

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

7. When the gas sales from a reservoir in well permanently cease, Operator shall be
responsible to determine the final accounting of underproduction and overproduction and each
Overproduced Party shall account to and compensate each Underproduced Party with a sum of
money equal to the amount actually received, less applicable taxes, by an Overproduced Party
from the sale of that part of the total cumulative volume of gas produced which the
Underproduced Party was entitled to take and payment for such overproduction shall be in the
order of accrual, provided, that if such Overproduced Party has paid the royalties attributable to
such overproduction to which the Underproduced Party’s interest is subject, the amount of such
royalties shall be deducted from such payment. As to any gas which any Partv 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
hability with respect to the correctness of the funds received by it from anv 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
deferred gas production from other wells subject to this Gas Balancing Agreement, and to the end
that production from one completion in a well subject hereto may not be utilized for the purpose
of balancing deferred gas production from other completions in that well.

10. Notwithstanding anything contained herein to the contrary, no Party shail 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 1o consent to out of balance sales until the Party
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destring to sell has furnished Operator with adequate assurance of such Party’s ability to pay
future costs which may be subsequently chargeable to such Party under the Operating Agreement
and to pay any potential cash balancing under this Gas Balancing Agreement upon depletion.
Such assurance may be in the form of a bond or letter of credit or in any other form as the
Operator deems appropriate. A Party may not produce more than one hundred percent (100%) of
its proportionate share of Ultimate Recoverable Reserves without the written approval of one
hundred percent (100%) of the working interest owners of such reserves.

Operator shall incur no liability to other working interest owners for its good faith
administration of the gas balancing provisions 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 Ifany 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 etfective date of the assignment attributable to the
assigned interest. The seiling or assigning Party shall look solely to its purchaser or assignee for
any interest in the gas or cash payment to which such Party may be entitled. If any Overproduced
Party sells or assigns all or any portion of its interest in the well or completion, the interest sold or
assigned shall be burdened by the right of all Underproduced Parties to take a portion of the gas
produced attributable to such interest as provided herein, and the assignee shall be subject to the
obligation to make cash payments to the Underproduced Parties as provided herein that become
payable after the effective date of such assignment. The assignor shall remain primanly liable to
the Underproduced Parties for any cash payment payable with respect to the period prior to the
effective date of the assignment.
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EXHIBIT “F”

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

Unless exempted by Federaf law, reguiation or order. the tollowing 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)

(2)

(3)

(4)

)

(6)

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

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

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

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

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

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

liiworddatavtepaziexh-f doc Page 1



g ’

(7} The Contractor will include the provisions of paragraphs (1) through (7) in every
subcontract or purchase order unless exempted by rules. regulations, or orders of
the Secretary of Labor issued pursuant to Section 204 of Executive Order 11246 of
September 24, 1965, so that such provisions will be binding upon each
subcontractor to vendor. The Contractor will take such action with respect to any
subcontract or purchase order as the contracting agency may direct as a means of
enforcing such provisions including sanctions for roncompliance: Provided,
however, that in the event the Contractor becomes involved in. or is threatened
with, litigation with a subcontractor or vendor as a result ot such direction by the
contracting agency, the Contractor may request the United States to enter into such
litigation to protect the interests of the United States

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

(1) File with the Office of Federal Contract Compliance or agencyv designated by it,
a complete and accurate report on Standard Form 100 (EEO-1) within 30 days
after signing of this Agreement (uniess such a report has been filed in the last 12
months), and continue to file such reports annually, on or before March 31st;

{2) Develop and maintain a written affirmative action compliance program for each
of its establishments in accordance with the regulations of the Secretary of Labor
promulgated under Executive Order 11246, as amended.

CERTIFICATE OF NONSEGREGATED FACILITIES

Contractor certifies that he does not and will not maintain or provide for his employees any segregated
facilities at any of his establishments, and that he does not and will not permit his employees to
perform their services at any location, under his control, where segregated facilities are maintained
Contractor understands that the phrase “segregated facilities™ includes facilities which are in fact
segregated on a basis of race, color, creed, or national origin, because of habit, local custom, or
otherwise. Contractor understands and agrees that maintaining or providing segregated facilities for
his employees or permitting his employees to perform their services at any locations, under his control,
where segregated facilities are maintained is a violation of the Equal Opportunity Clause required by
Executive Order No. 11246 of September 24, 1965, and the regulations of the Secretary of Labor set
out in 41 CFR Chapter 60. Contractor further agrees that (except where it has obtained identical
certifications from proposed subcontractors for specific time periods) it will obtain identical
certifications from proposed subcontractors prior to the award of subcontracts exceeding $10,000
which are not exempt from the provisions of the Equal Opportunity Clause; that it will retain such
certifications in its files, and that it will forward the following notice to such proposed subcontractors
(except where the proposed subcontractors have submitted ‘identical certifications for specific time
periods):

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

worddatattopaziexh-f.doc Page 2






\/ Santa Fe Energy Resources, Inc.

CERTIFIED MAIL

February 17, 1997

Mr. Robert E. Landreth Mr. Dan Foland
505 N. Big Spring, Ste. 507 Amerada Hess Corporation
Midland. Texas 79701 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
Compulsory 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 10 call should you have any questions.

Very truly yours,

, , /‘
‘\' N/
7

Joe Hammond

Sr. Landman
ce: New Mexico Oil Conservation Division
2040 S. Pacheco St.
Santa Fe, NM 87505 EXHIBIT
Cantral Division
550 W, Texas, Swte 1330 gauchol.doc

Midland, Texas 787C1
815/887-3681
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QIL AND GAS EXPLOQRATICN

—— -~

QS N BIC SRAING, SUITE SO7 MIDLAND TEXAS 797G1 1915 884.478" FAXH 10'9) 644-4702

March 21, 1997

FACSIMILE: $15/686-6734

Mr. Randy Arnold
Santa Fe Energy
Midland, TX
Re:  Gaucho Unit Weil No’s. 2 and 4
Lea County, New Mexco
Dear Mr. Arnold:

For some time ] have been intarested in making a trade with Enros involving leases in
Prtchfork Ranch Field. The thought occurred to me that I might offer Enron 2 farmout of
my interest in one or toth of the captioned wells, on essentially the same terms previously
discussed with Santa Te, 1n exchange for certain Enron interests.

1 would like to0 know if Santa Fe would have a problemr with my pursuing such an
arrangement. Obvicusly tdming is important, with the Gaucho No. 2 already drilling, and
it would certainly take until the end of next week to work ou: a trade with Earon. I would
need Santa Fe's permission 10 extend my election deadline to accomplish that.

1 have not discussed this matter with Enron  If1 were to do so, obvicusly some discussion
of the status of my interest and participation in these wells would be necsssary, but it
would not be my intent to discuss in amy way the mors private negodations or
conversations we have had.

1 would appreciate it if you will give me your thoughts in this regard at your earfiest

convenience.
Sincerely,
NS AN TN
Robert E. Landreth
REL/sp

EXHIBIT

b«
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”,"r’ ' Santa Fe Energy Resources, Inc.

March 24, 1997

Mr. Robert E. Landreth

505 N. Big Spring

Suite 507

Midland, Texas 79701

Re: Gaucho Unit #2 Well

Compulscry Pooling
Order No. R-10764
S/2 Sec. 29, T-22-S, R-34-E
Lea Counry, New Mexico
SFERI Cont. #NM-30,107-002

Dear Mr. Landreth:

Rerersnce is made o the above captioned Compulscry 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-
corsent the Gaucho Unit #2 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
capticned order. As you are aware, should you sell/assign vour interest in the Gaucho Unit #2
Well 1o a third party, such third party must pay its proportionate share of well costs tc Santa Fe by
Friday, March 28, 1996 at 5:00 p.m. CST or you {or such party) wiil automatically be in a non-
ccnsent status.

lease indicate your receipt hereof by signing and retumning to the undersigned one copy of this

letter by Fax at 686-6714.
Yours very truly, /é//

R L Arnold
Division Exploration Manager

JWH/erw

RECEIVED this day of March, 1997.

By:

Robert E. Landreth

EWOR1725

Cantral Division

£50 W, Taxaa. Suire ;330 EXHIBIT

Mudland, Taxas 79701

915/687-3881 ! ;
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OIL AND GAS EXPLORATION

508 N. 8 G SPRING SUITE 507 MIDLAND. TEXAS 797C (918 5846 17@) FAY? (815 684-4783

March 28, 1997
FACSIMILE: 915/686-6714

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

Attention: Mr. Randy Amold 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 elect 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. Encicsed herewith is a check for
$116,250.00, representing my 9.375% working interest 10 casing pcint, based on the AFE
which you furnished, executed copy of which is attached.

With respect an Operating Agreement for this well, [ have only the Operating Agreement
dated May 1, 1996 which was prepared for the Gaucho Unit No. 1 well. I assume that I
wiil be executing an Operating Agreement which covers only the S/2 Secticn 29, T2IS,
R24E. 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 cnly to working interest, [ do have an overriding royalty as a
result of pricr trades with Amerada Hess, and [ beiieve this paragraph needs t0 modified
so that it is clear that my override would not be relirquished under those circumstances.
Also, Sharon Miller in your Houston office has indicatad that Santa Fe is willing to market
my share of the gas and 10 make disbursements thereon, although I have not yet received

her letter.

Sincerely,

Rabert E. Landreth
REL/sp

EXHIBIT

Y
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/(/ / Santa Fe Energy Resources, Inc.

VIA FACSIMILE & U.S. MAIL
Fax #683-4783

March 31, 1997

Mr. Robert E. Landreth
505 North Big Spring
Suite 307

Midland, Texas 797v!

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

Dear Mr. Landreth:

Pursuant o0 our telephone conversation concerning the Caucho No. 2 Well. piease be advised that
while fishing for stuck drill pipe substantial circulation was lost in the hole. Eifforts to restore
circulation for further fishing operations were deemed inadvisable due to the hole condition. Santa
Fz has therefore proceeded to abandon the initial hole and skid the rig 75 feet 1o the east in order 1o
re-drill this well. The new well name will be the Gaucho Unit No. 2-Y Well and it will spud
immediately.

Plzase indicate your concurrence to this abandcnment and redrill by signing and returning one
copy of this iemter 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 45.3125% (35.640625% NRI)
Southwestern 45.3125% (35.640625% NRI)
Robert E. Landreth 9.375% ( 7.21875% NRI)

Cenmai Dinaion
£50 W. Texas. Sutte . 33C
Midland. Texas 7970!

$15/887.3551 EXHIBIT

S




Mr. Robert E. Landreth
March 31, 1997

Page 2

Should yeu have any further questions, piease do not hesitate to call.

Yours vez truly,

JoeW Ha.mmond CPL
Senior Lanaman

JWH/efw

This abandonment and rednill is
AGREED TO AND ACCEP'I'ED
this \ 2 dayof Rq‘\-\\ , 1997,

By:

Robert E. Landreth

EWORL1753

;
I
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OlL AND GAS EXPLORATION

508 N RB'G SPRING SUITE 5O7 MIJLAND TEXAS 7970°

1)
April 1, 1997 RECEIVED
APR 03 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

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

Dear Joe:

Enclosed please find an executed copy of your letter dated March 31, 1997, evidencing
my electicn to participate in the re-drilling of the 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 [ mentioned in my March 28 letier, I do not
know if it is Santa Fe’s intent that I execute the Operating Agreemert dated May 1, 1996,
which describes the Gaucho Unit No. 1 well as being the Initial Well. I suppose I could
execute that agreement subject to a modification to the effect that | 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. T aiso
pcinted out in my March 28 letter that Article XV-A needs to be revised because of an
overriding royalty interest which I own under NM61360 which is separate and apart from
my working interest.

Sincerely,

?5 e%\,.M"*
Robert E. Landreth

REL/sp

EXHIBIT

9
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\ 7 , Santa Fe Energy Resources, Inc.

N

April 8, 1997
Mr. Robert E. Landreth
505 N. Big Spring
Suite 507
Midland, Texas 7970!
Re: JOA
Gaucho Unit #2-Y Well
Lea County, New Mexico
SFER! Cant. ¥NM-30,107-002
Dear Robert:

Enclosed for your file is 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 eariiast convenience.
Should you have any clarifications to the JOA please return those along with the signature page.

Yours very truly, I

\_/
(/Joe W. Hammond, CPL
Senior Landman

JWH/efw
| Encl a/s

EWORI773

Canirel Division
560 W.Taxas. Swie 1130
Midand, Tezas 79701

914/587.3581
EXHIBIT

L 10
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CIL AND GAS EXPLCRATION

806 N. BIS SPRING SUITE 507 MiCLAND. TEXAS 73701 (9151 Qs 478} Faxd 10150 ¢84-47023

April 15, 1997

FACSIMILE: 915/636-6718%

Mr. Jo&¢ Hammond

Santa Fe Enargy Rasources, Inc.
550 W. Texas, Suite 1330
Midland, TX 79701

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

Dear Joe:

With respect 1o the captioned, after reviewing Exhibit “A™ which you furnished it would
appear that the following changes need 10 be made:

1. Contract Ares C. If we are going to have s single Operating Agreement covering
multiple sectiors, it would appear that the N/2 of Section 20, which has been

proposed as the spacing unit for the Gaucho Unit #4, should be set out separately,
showing my 37.5% working interest and Amerada's 12.5% working interest.

2. Schedule of Leases and Lands: The lease summary lists NMS1360 rwice (lease
No. 2 and lease Na. 9), but in neither place is the NW/4 of Section 20 shown.

Your lenter of April 8 stated that if ] had any clarification to the JOA that I should return
those along with the signature page The clarifications which [ have in mind arc the

following:
1. As previously noted, Article XV-A should be revised to add the following

sentence: “This provision does not apply 16 any overriding royalty interest owned
by a non-consenting parry.”

2. It is understood that with respect to Article VI-A, for the purposes of my joinder,
the Initial Well shall be the Gaucho Unit #2 or #2-Y. located in the NE/4 SWid

Section 29, T22S, R3I4E, with the depth of said well being sufficient to test the
Morrow formation.

EXHIBIT

5//




Qne final note: Since I am a working interest owner in the Gaucho Uuit #2 do I need to
sign the Communzation Agreement? ‘

1 thought it might be best 10 discuss these items before making changes to the JOA.
Please advise if you see any problem.

Sincerely,

N EECN

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 completian of the Gaucho Unit #2:

1 Daily notificetion of drilfing activity and/or operations by telephone to Sandy Page
(915/684-4781) ar FAX (915/684-4783).

2. Fumnish the foillowing items which are applicable under this Agreement to the
8ddress shown above.

A One copy of all forms filed with the RRC or NMOCD, including a location
B. One copy of field and finel prints of all logging and wireline surveys.

Any logs Operator elects to run.

One copy of daily mud logging report and final report.

One copy of preliminary and final core analyses.

One copy of all DST repors.

m ® o o

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) 515/686-9882 in
sufficient time to allow him to witness the operation.
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Santa Fe Energy Resources, Inc.

April 21, 1997

Mr. Robert E. Landreth
305 N. Biz Spning
Suite 307

Midland, Texas 79701

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

Dear Robert:

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

I, Enclosed is a3 Revised Exhibit "A" which reflects the N/2 of Section 20 as a separate
Contract Area. Please insert this into your copy of the Operating Agreement.

(S

The Schedule of Leases and [Lands has beesn amended tc also reflect the NW/4 of
Section 2.

Your clarifications as 1o your override and as to the Gaucho 2 and 2-Y Well as being your injual
well uncer the JOA are acceptable to Santa Fe.

At vour earliest convenjence please forward your executed JOA signature page for our files.
1 / .
Yours very truly,

g Al e www-—/z&
Joe W. Hammond, CPL
© Senior Landman

SWH/efw
| Encl ass

EWOR1802

Cantsl Civsien

SSQ W Texas. Swte | 53<
Midiandt. Taxas (873!
91%/487.259)

EXHIBIT

bz



EXHIBIT “A™

Altached 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
Producuion Company, as non-operator.

Revised 4/21/97

L CONTRACT AREA "A" - INITIAL WELL:
T22S-R3I4E
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 Well 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. | WELL
Company w1
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 73112-3979
100.0%

i1 CONTRACT AREA "B" - FIRST SUBSEQUENT WELL:

T23S-R34E:

Section 29:  §/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 & 16350 FWL,
Section 29, T-22-S, R-34-E, Lea County, New Mexico

INTEREST OF PARTIES IN CONTRACT AREA "B":

INITIAL WELL: GAUCHO UNITNQ. 2 & 2-Y WELLS
Company WI(BPO 300%) W1 (APO 300%)
Santa Fe Energy Resources, Inc. 45.3125% 25.00%

550 West Texas, Suite 1330
Midland, Texas 79701

EXHIBIT

b 3
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INITIAL WELL: GAUCHO UNITNQ. 2 & 2-Y WELLS
Company WI{(BPO 100%) W1 (APO 300%)
Southwestern Energy Prod. Co. 45.3125% 25.00%

5600 North May Ave.
Suite 200

Oklahoma City, Oklahoma 73112-3979

Amerada Hess Corporation -0-% 12.50%
P.O. Box 2040
Houston, Texas 77252-2040

Robert E. Landreth 9.3750% 37.50%
505 N. Big Spring

Suite 507

Midland, TX 79701

100.00% 100.00%

. CONTRACT AREA "C':

T-22-S, R-34-E

Section 20: N/2 Limited to depths from the surface to the base of the Momrow
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":

INTTIAL WELL: GAUCHO UNIT NO. | WELL
Company W
Santa Fe energy Resources, Inc. 31.25%

5350 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%
505 N. Big Spring, Suite 307
Midland, Texas 79701

100.00%

IV. CONTRACT AREA "D":

T-22-8, R-33-E
Section 25: Ail

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

WOA294-2



INTEREST OF PARTIES IN CONTRACT AREA "D™:

Company Wi

Santa Fe Energy Resources, Inc. 50.00%

Southwestern Energy Production Company 50.00%
100.00%

V. CONTRACT AREA "E':

T-22-8, R-34-E

Section 28: All

INTEREST OF PARTIES IN CONTRACT AREA "E™:

Company Wil

Santa Fe Energy Resources, Inc. 25.00%

Southwestern Energy Production Company 25.00%

Amerada Hess Corporation 50.00%
100.00%

SCHEDULE OF LEASES AND LANDS:

Lease #1:

Lease #2:

Lease #3:

Lease #4:

WO0A294-3

Fed. Lease #:

Date:
Lessor:
Lessee:
Description:

Fed. Lease #:

Date:
Lessor:
Lessee:
Description:

Fed. Lease #:

Date:
Lessor:
Lessee:
Description:

Fed. Lease #:

Dale:
Lessor:
Lessee:

NM-66271

June |, 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

T-22-S,. R-34-E

Section 20: NW/4
Section 29: SE/4

Lea County, New Mexico

NM-92781

March 1, 1994

United States of America

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

Section 17: All

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

Lea County, New Mexico

NM-66272

July 1, 1986

United States of America
Peter Press



Lease #4 Cont'd

Lease #5:

Lease #6:

Lease #7:

Lease #8:

WOA294-4

Description:

Fed. Lease #:

Date:
Lessor:
Lessee:
Description:

Fed. Lease #:

Date:
Lessor:
Lessee:
Description:

Fed. Lease #:

Date:
Lessor:
Lessee:
Description:

Fed. Lease #:

Date:
Lessor:
Lessee:
Description:

T-22-S, R-34-E

Section 18: Lots 3 & 4, E/2SW/4, SE/4
Section 19: E/2NE/4, NW/4NE/4

Lea County, New Mexico

NM-69596

December 1, 1987

United States of America

Lynn A. Sawyer

T-22-S, R-34-E

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

Section 30: Lots 1-4, NE/4, E2W/2

Lea County, New Mexico

NM-070544

July 1, 1949

United States of America

William J. Ricker

Insofar and only insofar as lease covers
T-22-S, R-34-E

Section 20: NE/4, SW/4

Lea County, New Mexico

NM-94623

March 1, 1995

United States of America

Santa Fe Energy Resources, Inc.
T-22-S. R-34-E

Section 28: All

Lea County, New Mexico

NM-96050

December 1, 1995

United States of America
J.O. Easley, Inc.

T-22-S. R-34-E

Section 29: NE/4

Lea County, New Mexico
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QL AND GAS EXPLORATION

SO3 N. 8:Q IFRING. JUITE 837

MIDLAND, TEXAS TR70! 191S) 684 47381 PAXS (91%) 884-4782
May 2, 1997 RECEIVED |
MAY 05 1937
LAND DEPT.
Mr. Joe Hammond MIDLAND. TX
Santa Fe Energy Resources, Inc.

5500 W. Texas, Suitel330
Midland, TX 79701

Re:  Gaucho Unit #2-Y Weil
Operating Agreement
Dear Mr. Hammond:

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

Mexico.

Sincerely, | K‘\\
5P
ence.

EXHIBIT

/Y

L4




w
A.A.PL. FORM 610 - +iODEL FORM OPERATING AGREEMENT ™ 1982

ARTICLE XV1.
MISCELLANEQUS

b —

This agreement shall be binding upon and shall inure to the benefit of the parues hereto and to their respective heurs. devisees.
5 legtl representauves. successors and assigns.

This insrument may be executed in any number ot counterparts, eachi of which shall be cennaered an onigunad for s purposes.

9 N WITNESS WHEREOF. this agreement shall be eriecuve asof __188 _dayof ___May 19.9%
10

1

2 OPERATOR

13 APPROVED  saNTA FE ENERGY RESOURCES, INC.

14

;Z ____..__l..:-—-—-—' 7 //
17 ‘ By? // /(”;/Q

18 R. I. Arnold, Attorney-in-Fact
9

0

21

n NON-OPERATORS

23

34 AMERADA HESS CORPORATION SOUTHWESTERN Y PRODUCTION COMPANY
Eb]

26 v

27 /

-g By: By: 4 d L~

a9 [/B/ Brick Robinson

;O Attormey-in-Fact QZ I

3{ Robert E. Landreth

12 ‘ . )l/{
3 By: e s e\ Gegmmeee W 3’*‘\\ 7
14 Robert E. Landreth

EXHIBIT
e ]

o A “——/g

67 Signacure Page to Operating Agresmmc

deeed _May lst, 1996
Gaucho Unit Well ¢! Area/Tield/t
70

Councy/RRCson of Lea
s of _New Mexico




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

March 18. 1998

Robert E. Landreth
500 N. Big Sering, Ste. 507
Midtand, TX 79701

Re: Jomt Interest Audit - Sarta Fe Energy Resourcas, Inc.
Property Nams: Gaucho Unit No. 2-Y, Gaucho #4 and Abe Unit %2
Audit Period - inception to current period

Dear Mr. Landreth:

We have madc arrangemants with the Operator to conduct an audit of their accounts and records for
the subject properties and audit period. The audit will be conducted in Santa Fe's Houston office

commencing on August 17, 1908. We sstimate the audit fieid work can be compieted b‘ywaudm{s
in two weais or sarlier compistion date.

We respectively request your parnticipation in this audit to the extant of your share of the non-opesating
Imersst and your timely exscution of the snciosed audit baliot. Audit labor wiil De calcuiated based

on actual ime spent on sach propsrty using the cumemt CCPAS rate. Actuai and reasonabie axpansas
wiit be prorated bassd on the labor allocation. Repart preparstion lime will be commensurats with

the findings.

Ptegss return the audit bafiot to the address listed beiow for Scuthwestemn Energy Campany. Alt
participamts wilt be fumished a copy of the audit report and related subsequent cormespondence.

Thank you for your time and attention to this matter.
Sincerely,

Maupin ang Associates inc.

Enciosure

€G. Southwestern Energy Company
Attention: Linda Hecberger
P.C. Box 1408

Fayettoville, AR 72702- 1408

— i smcee e yx

1816 Soulh Voas, Sts. 1000
Mouston, TX 77057

17620 Loyola Dr. « No. 1711 R « Auroru, CO 80013 « (303) 680-7974 » Fax (303) 699

EXHIBIT

[




