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@ Santa Fe Snyder Corporation

June 22, 2000

ViA FACSIMILE (972) 768-1590 AND
CM RRR 7099 3220 0006 1576 0562
Mr. John J. Fleet, I

P.O. Box 25028

Dallas, Texas 75225-1028

Re: Proposed 13,700’ Morrow Test
Paloma Blanco “18” Fed Com Ne 1 Well
1,980’ FNL & 660’ FEL
Section 18, T-23-S, R-34-E
Lea County, New Mexico
PALOMA BLANCO PROSPECT — NM-0964

Dear Mr. Fleet:

I have attempted to contact you by phone several times this week to discuss the referenced well
proposal but have not received a return phone call. With reference to your letter dated May 21, 2000,
wherein you and Ms. Alice Dickey propose to Farmout to Santa Fe rather than participate, please be
advised that your proposal is acceptable in principal. However, the lease form you propose as part of
the agreement is unacceptable. The lease appears to be intended for use in the state of Oklahoma and
has many deficiencies that render it unworkable. Attached is lease form that is widely used in New
Mexico (Form 342P) that would be acceptable.

If you would contact me at your earliest convenience, I would be happy to discuss the matter. My
direct number is (915) 686-6712. : .

Sincerely,

SANTA FE SNYDER §0RPORATION
Stevenl . Smi£ s
Senior Staff Landman
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Enclosure

cc: Ms. Alice J. Dickey
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Producer’s 88— Producer’s Revised 1981 New Mexico Form 342P, Paid-up Printed and for sale by Hall-Poorbaugh Press, Roswell, N.M.

OIL & GAS LEASE

THIS AGREEMENT made this day of 19 , between

(Post Office Address)

herein called lessor (whether one or more} and {

1. Lessof, in consideration of TEN AND OTHER DOLLARS in hand pald, receipt of which is here acknowledged, and of the royalties herein provided and ot the agresments of
herein contained, hereby grants, lsases and lets exclusively unto lessee for the purpose of Investigating, exploring, prospecting, drilling, and operating for and prodgucing oll and 'gh:al.irsus:ce-
ting gas, waters, other fluids, and alr into subsurface strata, laying pipe lines, storing oll, building tanks, roadways, telephone lines, and other structures and things thereon to produca'. save,

take care of, treat, process, store and transport said minerals, the following described land In County, New MexIco, to-wit:
Said land Is estimated to comprise. acres, whether It actually comprises more or less,
2. Subject to the other provisions herein contained, this lease shall remain in force for a term of ears from this date (called “prl "
long thereatter as oll or gas Is produced from said |a'nd or from land with which sald land Is pooled. Y ¢ primary term")and as
3. The royaltles to be paid by lessea are: (a) on oil, and other liquid hydrocarbons saved at the weil of that produced and saved from said land
same to be delivered at the weils or to the credit of leasor In the pipeline to which the wells may be connected; (b} on gas, inciuding casinghead gas or other gaseous substance produced
from said land and used off the premises or used In the manufacture of gasaline or other products, the market value at the well of of the gas used,
provided that on gas sold on or off the premises, the royalties shali be of the amount realized from such sale; (¢) and at any time when this lease Is

not validated by other provisions hereof and there Is a gas and/or condensate well on said land, or land pooled therewith, but gas or condensate i8 not belng so sold or used and such welt is
shut in, either before or after production therefram, then on or before 80 days after said well is shut in, and thereafter at annual intervais, lessee may pay or tender an advance shut-in royalty
equal to $1.00 per net acre of lessor's gas acreage then held under this lease by the party making such payment or tender, and so long as sald shut-in royaity is pald or tendered, this lease
shall not terminate and it shall be conaldered under all clauses heseof that gas Is belng produced from the leased premises in paying quantitiea. Each such payment shall be paid or tendered
to the party or parties who at the time of such payment wouid be entitled to recelve the royaities which would be paid under this lease iIf the well wers in fact producing. The payment or
tender of royalties and shut-in royalties may be made by check or draft. Any timely payment or tender of shut-in royaity which is made in a bona fide attempt to make proper payment, but
which is erroneous in whole or in part as to parties or amounts, shall nevertheless be sufficient to prevent termination of this lease In the same manner as though a proper payment had been
made if lessee shall correct such error within 30 days after lessee has received written notice thereof by certifled mail from the party or parties entitied to receive payment together with such
written instruments (or certified coples thereof) as are y to ble J to make proper payment. The amount realized from the sale of gas on or off the premises shall be the price
established by the gas sales contract entered into In good laith by lessee and gas purchaser for such term and under such conditions as are customary in the Industry. "Price” shatl mean the
net amount received by lessee after giving effect to applicable regulatory orders and after application of any applicable price adjustments specified in such contract or regulatory orders. In
the event lessee compresses, treats, purifies, or dehydrates such gas (whether on or off the leased premises) or transports gas off the leased premises, lessee in computing royalty
hersunder may deduct from such price a reasonable charge for each of such functions performed.

4. This is a paid-up lease and lessee shall not be obligated during the primary term hereof to commence or continue any operations of whatsoever character or to make any payments
hereunder in order to maintaln this lease in force during the primary term; however, this provision Is not intended to relieve | of the abligation to pay royalties on actual production pur-
suant to the provislons or Paragraph 3 hersof.

5. Lessee Is hereby granted the right and power, from time to time, to pool of combine this lease, the land covered by it or any part or horizon thereot with any other land, leases, mineral
estates or parts thereof for the production of oil or gas. Units pooled hereunder shall not exceed the standard proratlon unit fixed by law or by the Oll Conservation Division of the Energy and
Minerals Department of the State of New Maexico or by any other lawful authority for the pool or area in which sald land is situated, plus a tolerance of ten percent. Lessea shall tiie written
unit designations in the county in which the premises.are located and such units may be designated from time to time and either before or after the completion of wells, Drilling operations
on or production from any part of any such unit shall be considered for ail purposes, except the payment of royalty, as operations conducted upon or production trom the land described in
this lease, Thare shall be allocated to the land covered by this lease included in any such unit that portion of the total production of pooled minerals from welts in the unit, after deducting any
used In lease or unit operations, which the net oil or gas acreage In the land covered by this lease included in the unit bears to the total number of surface acres in the unit. The production 3o
allocated shal! be considered for all purp , including the payment or delivery of royalty, to be the entire production of pooled minerals from the portion of sald land covered hereby and in-
cluded in said unit in the same manner as though produced from sald land under the terms of this lease. Any pooled unit designated by lessee, as provided herein, may be dissolved by
lassee by recording an appropriate instrument in the County where the iand is situated at any time after the completion of a dry hole or the cessation of production on said unit.

8. If at the expiration of the primary term there Is no well upon said land capable of producing oil or gas, but lessee has commenced operations for drilling or reworking thereon, this lease
shail remain in force so long as operations are prosecuted with no cessation of more than 80 consecutive days, whether such operations be on the same well or on a different or additional
weil or wells, and if they result in the production of oil or gas, sa long therafter as oil or gas Is praduced from said land. If, after the explration of the primary term, all wells upon sald land
should become incapable of producing for any cause, this lease shall not terminate if lessee commances operatlons for additional drilling or for reworking within 80 days thereafter. if any
dritling, additional drilling, or reworking operations hereunder result in production, then this lease shall remain in full force so long thereafter as oil or gas i3 produced hereunder.

7. Lessee shall have free use of oll, gas and water from said land, except water from lessor's wella and tanks, for all operations hereunder, and the royalty shali be computed after deduc-
ung any so used. Lessee shall have the right at any time during or after the expiration of this lease to remove all property and fixtures piaced by lessee on said land, including the right 10
araw and remove all casing. When required by lessor, lessee will bury all pipe lines on cuitivated lands below ordinary plow depth, and no well shall be drilled within two hundred feet (200 ft.)
of any residence or barn now on sald land without lesaor's consent. Leasor shall have the privilege, at his risk and expense, of using gas from any gas well on sald land for stoves and inside
iights in the principal dwetling thereon, out of any surplus gas not needed for operations hereunder.

8. The rights of either party hereunder may be assigned In whole or in part and the provisions hereof shall extend to their heirs, executors, adminlstrators, successors and assigns; but no
change in the ownership of the land or in the ownershlip of, or rights to recelve, royaities or shut-in royaities, however accompiished shali operate to enlarge the obligations or diminish the
rignts of lessee: and no such change or division shali be binding upon lessee for any purpose untif 30 days after lessee has been furnished by certified mall at lessee’s principal place ot
business with acceptable instruments or certified copies thereof constituting the chain of titie from the original lessor. If any such change in ownership occurs through the death of the
owner, lessee may, at its option, pay or tender any royalties or shut-in royalties in the name of the deceased or to his estate or to his heirs, executor or adminlstrator until such time as lessee
has been furnished with evidence satisfactory to lessee as to the persona entitied to such sums. An assignment of this lease in whole or in part shall, to the extent of such assignment,
relieve and discharge lessee of any obligations hereunder and, |f lessee or assignee of part or parts hereof shall fail or make defauit In the payment of the proportionate part of royalty or shut-
in royaity due from such lessee or assignee or fail to comply with any of the provisions of this iease, such detault shall not atfect this lease insofar as it covers a part of sald lands upon which
Mssee or any assignee therof shall properly comply or make such payments.

9. Should lessee be prevented fram complying with any express or impltied covenant of this lease, or from conductling drliling or reworking oparations hereunder, or from producing oil or
gas hereunder by reason of scarcity or inability to obtain or use equipment or material, or by operation of force majeure, or by any Federal or state law or any ordaer, rute or regulation of
govermentmental authority, then while so pravented, lessee’s duty shall be suspended, and fessee shall not be liable for tailure to comply therewith; and this lease shall be extended while
and 30 long as lessee Is prevented by any such cause from conducting drilling or reworking operations or from producing oli or gas hereunder; and the time while lessee is so prevented shall
not be counted against lessee, anything in this lease to the contrary notwithstanding.

10. Lessor hereby warrants and agrees to defend the title to said land and agrees that lessee at its option may discharge any tax, mortgage or other llen upon sald land, and In the event
Jessee does s0 It shall be subrogated to such llen with the right to enforce same and to apply royaities and shut-in royaities payable hereunder toward satisfying same. Without Impalrment of
lessee's rights under the warranty, if this lease covers a less interest in the oil or gas in all or any part of said land than the entire and undivided fee simple estate (whether lessor's Interest |a
hersin specified or not) then the royalties, shut-in royalty, and other payments, if any, accruing from any part as to which this lease covers less than such full interest, shall be paid only In the
proportion wheh the interest therein, If any, covered by this leass, bears to the whole and undlivided fee simple estate therein. Should any one or more of the parties named above as lessors
fall to exacute this lease, It shall nevertheless be binding upon the party or parties executing the same.

11. Lessee, its or his successors, heirs and assigns, shall have the right at any time to surrender this lease, in whole or In part, to lessor ar his heirs, successars, and assigns by dellvering
or malling a release thereof to the lessor, or by placing a release thereof of racord in the county in which said land is sltuated; thereupon lessee shall be relieved from all obligations, express-
od or implled, of this agreement as to acreage so surrendered, and therafter the shut-in royalty payable hereunder shall be reduced in the proportion that the acreage covered heraby is reduc-
ed by said release or releases,

Executed the day and ysar flrst above written.




