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OPERATING AGREEMENT

THIS AGREEMENT. entered into by and between____>30t2 Fe Energy Operating Partners, L.P.

heranatter demignated and
reterred to as *‘Operator”’, and the uignatory perty or parues other than Operator. somenmes heremnafter reterred to individually herein
as "‘Non-Operator'’, and collecuvely as ‘*Non-Operators "

WITNESSETH:

WHEREAS. the partes to this agreement are owners of oil and gas leases and/or oil and gas interests 1n the land wdenufied in
Exhibit ‘*A’’, and the parnes hereto have reached an agreement to expiore and develop these lesses andior ail and gas mnteresss for the
producton of oUl and gas to the extent and as heremafter provided,

NOW, THEREFORE, it is agreed as follows:

ARTICLE 1.
DEFINITIONS

As used in this agreement, the following words and terms shall have the meanungs here ascribed to them:

A. The term ‘ol and gas’’ shall mean o, gas, casinghesd gas, gas condensate. and all other liquid or gaseous hydrocarbons
and other marketable substances produced therewith, uniess an intent to limit the inclusiveness of this term is specifically stated.

B. The terms “‘oil and gss lesse™, ‘‘lease’” and ‘‘lessehoid’’ shall mean the oil and gas lesses covenng tracts of land
iving wathin the Contract Area which are owned by the partes to this agreement.

C. The term ‘‘oil and gas interests’’ shall mean uniessed fee and mineral interests in tracts of land lving withun the
Conuact Area which are owned by parues to this agreement.

D. The term *‘Contract Area’" shall mean all of the lands, oil and gas leasehold interests and oil and gas interests intended to be
developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas lessehold interests and oil and gas interests
are descnbed in Exhibit *'A°".

E. The term ‘‘drilling unit’' shall mean the ares fixed for the drilling of one well by order or rule of any sute or
federal body having suthority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-
ed by the pattern of driiling in the Contract Ares or as fixed by express agreement of the Drilling Parnies.

F. The term ‘‘drillsite’’ shall mean the cil and gas lease or interest on which a proposed well is to be located.

G. The terms “‘Drilling Party " and *‘Consenang Party '’ shall mean a party who agrees to jotn in and pay its share of the cost of
any operauon conducted under the provisions of this agreement.

H. The terms ‘‘Non-Driling Partv’" and '‘Non-Consenting Party’’ shall mean a party who elects not to partcipate
in 3 proposed operation.

Uniess the context otherwise clearly indicates. words used in the singular inciude the ph':'ral. r.hf' plural includes the
singular. and the neuter gender inciudes the masculine and the femunine. The words ''party" or "parties shall
always mean a party or parties to this agreement.

ARTICLE I1.

EXHIBITS

The following exhibits. as indicated below and attached hereto, are incorporated in and made a part hereof:
X A, Exhibit “*A"", shall include the following information:
i1) Idenuficadon of lands subject to this agreement,
:2) Restrcuons, if any, as to depths. formanons. or substances,
3} Percentages or tracuonal interests of parues to this agreement.
14) Oil and gas ieases andror o1l and gas interests subect to this arreernent.
5) Addresses of parues for noace purposes.

i

Extubit **C"", Accounung Procedure.
Exhsbre D", Insurance.
Extubit “'E’’. Gas Balanang Agreement.
Exhibit “'F''. Non-Discnminauon and Ceruficavon of Non-Segregated Faalines.
Exhibit ‘G’ mdan-Resnessiup— Memorandum of Operating Agreement
If anv provision ot anv extibit. except Exhibis ""E'’ and "G, is inconsistent with anv provimon contained n .the bodv
't this agreement. the provisions in tne dogv ot this agreement shall prevail.

= H. Exhibit "H", Plat of Area of Mutual Interest

%l &) ki Kl &I
ommoon
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ARTICLE III.
INTERESTS OF PARTIES

A. Oil and Gas interests:

ko party hareto Owns an 0il and gas iatarest in the Contract Area.

B. Interests of Parties in Costs and Production:

Usless changed by Othar provisicss, all coets and liabilities iscurred in oparaticas under
agreammst shall be bocue and paid, and all equigmant and materials cr.t-nu.mcﬂum::
saall be cwaed, Dy the parcies as their istarvats are set forth ia Exhibit °A° In the sems mannar, the parties
-nn..u.m.nmﬁaim%mmuummmmummgozruyuuu. Usless

e 3 ()

48 listed in Exhibit °A° sadar the tacms Of the leeses or OCAGr aAgresmants affectisg ar the
t8 pIoporticsate part of -nlp_.-t:‘::;'bym

and shali psy or debiver, or
cause to be pasd or dels q producoon. the royaity amount sapuiated heremnabove and shall hold the

palvilioy . No party shall ever be responsible, however. on a price basis higher than the pnce received
by such party, to any other party’s lessor or royaity owner, and if any such other party's lessor or rovaity owner should demand and
receive serdement on a higher price bests, the party contributng the affected lease shall bear the additonal rovalty burden artnbutable to
such higher pnice.

Nothing contmned in this Artcle 111.B. shall be deemed an asmgnment or cross-asugnment of interests covered hereby.
C. Excess Royaities, Overriding Royaities and Other Payments:

Uniess changed by other provisions, if the interest of any party in any lease covered hereby 1s subect to any rovalty,
overriding royaity, producton peyment or other burden on production in excess of the amount stipuiated in Arucle [I1.B.. such party so
burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmiess from any
and all clsims and demands for psyment asserted by owners of such excess burden.

D. Subsequenty Crested Interests:

H any perty should heresfter creste an overriding rovaity, production psyment or other burden payable out of producton
attributabie to 1ts working interest hereunder, or if such a burden existed prior to this agreement and 1s not set forth in Exhibit A", or
was not disciosed in writing t0 all other paroes prior to the execunon of this agreement by all parues. or 15 not a ointly acknowiedged and
accepted obligation of all parves (any such interest being hereinafter referred to as * ‘subsequently created interest ' irrespecuve of the
ammg of its crescion and the party out of whose working mterest the subsequently created interest 1s denived bemng hereinafter referred
10 as '‘burdened party’’). and:

1. If the burdened party s required under this agreement to assign or relinquish to any other party, or parnes. all or a pornon
of 1ts working nterest and/or the production sttributsble thereto. said other party. or partses. shall recetve saud asugnment andior
producton free and clesr of said subsequently crested interest and the burdened party shall indemnifv and save ssud other party,
or parves, harmiess from any and all ciams snd demands for payment asserted by owners of the subsequentiv crested interes:;
and.

2. lf the burdened party fails to pay. when due. 1ts share of expenses chargeable hereunder. all provisions of Arucie VII.B. shall be
enforcesble agamst the subsequentiv created interest in the same manner as they are enforceable aganst the working interest of
the burdened party.

ARTICLE IV.
TITLES

A. Tide Examination:

Tide examunsoon shall be made on the drillute of any proposed well prior to commencement of dnlling openom/:.....'
nebningSeuns.se-sequms. ttle examimnauon shall be made on the ieases andior ol and gas interesss included. or olanned to be includ-
ea. 1n the dniling unit around such well. The opinion mill inciude the ownership of the working Interest. uNeETats. rovaity, overnding
rovaity and productuon PEYIMENS unaer the appucable leases. At the ame a well 1s proposed. each party contnouune ieases andior ou ang
zas interess to the dnlisite. or to ve inciuoea 1n such dniing unit, shall urnsn 1o Operator all apstracts uncivaing teaeral iease starys
reports), bue cowuons. Ute PEPETS ANG Curative Materiai 1n Its POSSESION ITee ot charge. All such mnformation not in the possesmon ot o-
mace avalable to Operstor by the DArDES. DUT NECESIArY 107 the examinaton ot the utie. shall be obtained dv Ooemor.Dva‘um shal,
Cause uue 1o be examuned bv attormevs on its start or bv outside attornevs Copres ot all ttie opimons shall be ruromshed o eacn parts
nereto. The cost incurred by Operator in this yue program shall be pome as iolows

-

— Oooon No | Casts ncurred bv Overstor 1n procuning abswacts and Ste examunanon finciuding preiimingry, .

SIULN K83 FOVAITY OPUIONS ANd AIVIBION ofoer Utie opwuons) shall be a Dart of the admunstrauve overnesd as - R
-

and shall Dot be 2 QUECT Charge. whether performed Dv Operstor s stafl attOMEVS Or DY oUTROE SITOMEVS
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ARTICLE IV
vontinued

X Opuon No. 2 Costs incurred bv Operator 1n procuring abstracts 4nd lees paid outside JUOTMEVS [of Sitie ¢Xamunation

v —

mcluding prebminary, supplemental. shut-n pas rovaity opinions and division order titie opinions: shall be borne oy the Driliing Parties

>

i the proporuon that the interest ot each Drilling Partv hears to the totai interest ot ail Drilling Parties as such interests appear 1 Ex

4 hibit ""A"" Operator shall make no charge tor services rendered by 1ts statt attornevs or other personnel in the pertormance ot the above
S tunctions.
0 Operator

«hashmpasse shall be responsible tor securing curauve matter and pooing amendments or agreements required 1N connection
< with leases or oil and gas interests contributed by susipasss Operator shail be responsibie tor the preparation and recording ot pooiing
9 designations or declarauons as weil as the conduct ot hearings betore governmental agencies tor the securing ot spacing or pooling orders

10 This shall not prevent any party from appearing on its own behalf at any such hearing.

12 No well shall be drilled on the Contract Area unul after (1) the utle to the drillsite or drilling unit has been examined as above
13 provided. and (2) the title has been approved by the examining attorney or title has been accepted by all ot the parues who are 1o par-
14 ucipate 1n the drilling of the well.

15

16 B. Loss of Title:

17 *

18

19 reduction of interest from that shown on Exhibit "*A ™", the party contributing the affected lease or interest shall have minety (9Qpdavs
20 from final determination of title failure to acquire a new lease or other instrument curing the entirety of the utle fatlure. wieef acquisi-
21 tion will not be subject to Article VIILB.. and failing to do so. this agreement, nevertheless. shall continue 1n force as (ol remaining oil
22 and gas leases and interests: and.

23 (a) The party whose oil and gas lease or interest is affectec by the title failure shall bear alone the geffire loss and it shall not be
24 entitled 10 recover from Operator or the other parties any development or operating costs which it mgyave theretoiore paid or incurred.
25 but there shall be no additional liability on its part 1o the other parties hereto by reason of se€h title failure:

26 {b) There shall be no retroactive adjustment of expenses incurred or revenues receiyed’trom the operation of the interest which has

- been lost. but the interests of the parties shall be revised on an acreage basis, as of thefime it is determined finaily that utle tatlure has oc-
o8 curred. so that the interest of the party whose lease or interest is affected byfle uitie failure will thereafter be reduced in the Contract
29 Area by the amount of the interest lost:

30 «) If the proportionate interest of the other parties heregp~fn any producing well theretofore drilled on the Contract Area is
31 increased by reason of the title failure, the party whose tigJoffas failed shall receive the proceeds attributable to the increase in such in-
32 terest {iess costs and burdens artributable thereto) unyit has been reimbursed for unrecovered costs paid by it in connection with such
13 well;

24 (d) Should anv person not a party j@”this agreement. who is determined to be the owner of any interest in the title which has

25 failed, pay in any manner any part githe cost of operation. development. or equipment. such amount shall be paid to the party or parties
3, who bore the costs which arp4b refunded:

37 (e) Any liability s#”account to a third party for prior production of oil and gas which arises by reason of title failure shall be
38 borne by the pagsy”or parties whose title failed in the same proportions in which they shared in such prior production: and.
39 ify Noscfarge shall be made to the joint account for legal expenses. fees or salaries. in connection with the defense of the interest
40 clairged’y any party hereto, it being the intention of the parties hereto that each shall defend title to its interest and bear all expenses in
41 Annocrs. h
42
+3 e, 8 Sus—bows SRl c A
4 payment, mmnimum royalty or royalty payment. is not paid or is erroneously paid. and as a result a lease or interest therein terganfates,
43 there shall be no monetary liability against the party who failed to make such payment. Unless the party who failed to m, ¢ required
46 payment secures a new lease covering the same interest within ninety (90) days from the discovery of the failure tgufke proper payment,
47 which acquisition will not be subject to Article VIILB.. the interests of the parties shall be revised on an jeeefige basis. effective as of the
48 date of terminauon of the lease involved, and the party who failed to make proper payment will ngdefiger be credited with an interest in
49  the Contract Area on account of ownership of the lease or interest which has terminated. e event the party who failed to make the
50 required payment shall not have been fully reimbursed. at the time of the loss, frogp.fé proceeds of the sale of oil and gas artributable to
51 the lost interest, calculated on an acreage basis, for the development and op ng costs theretofore paid on account of such interest. 1t
52  shall be reimbursed for unrecovered actual costs theretofore paid b But not for its share of the cost of any dry hole previously drilled
53 or wells previously abandoned) from so much of the followumgf™as is necessary to effect reimbursement:
54 (a) Proceeds of oil and gas, less operating expgmesfs, theretofore accrued to the credit of the lost interest, on an acreage basis,
59 up to the amount of unfecovered costs;
56 {b) Proceeds, less operating expgme®s, thereafter accrued attributable to the lost interest on an acrcage basis, of that portion of
57 . oil and gas thereafter produced e marketed (excluding production from any wells thereafter drilled) which. in the absence of such lease
58 termination, would be aetfibutable to the lost interest on an acreage basis, up to the amount of unrecovered costs. the proceeds of said
S9  portion of the pind gas to be conwributed by the other parties in proportion to their respective interests: and, o
60 {cL#ffy monses, up to the amount of unrecovered costs, that may be paid by any party who is. or becomes. the owner of thenterest
61 sl io1he ocuclege.of sacticosting.in.tb eRisach.4 o ST ST e R _:_
62 -
63 3 Quiver Losses: All losses incurred. eohasthanettess=sotmiosthesmiustiolesmibieBuimenduibinrdmebove, shall be i losses
>4 and shall be borne by all parties 1n proporuon to thewr interests. There shall be no readjustment of interests in the remaining pomtion of
65  the Contract Ares. 1,
66 T
67 T

~ . + 1.3

° aay of the parties, but the costs locurred Dy Operstor in coanection therewith shall be borde by the parties ia proportion
that the Interest of each party bears to the total interest of all parties as such interest appears in Bxaibit °A°.
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ARTICLE V.
OPERATOR
SEE XV.X

;ca Fe Energy Operating Partners, L.P. <hall be the

Operator of the Contract Ares, and shall conduct and direct and have full control of all operavons on the Contract Ares as permutted and
required by, and Within the imits of this agreement. It shall conduct all such operatons in a good and workmaniike manner, but 1t shall
tor to the other parnes for losses sustmned or liabilites incurred. except such as may resuit from gross

B. Resignation or Remowal of and Selection of Successor:

O e e o e S Y, BT AR A=A TN AIEE 1 cn
Operator, Operator shall be deemed to have resigned t any acnOD n'l
may be removed if it fzils or refuses to carry out its duties . or becomes insolvent, bankrupt or is placed in receivership, tﬁeow
affirmanve vote of two (2) or more Nan-Operstors owning a majarity interest besed on ownership as shown on Exhibit **A*’ remaming
after exciuding the voung interest of Operstor. Such remgnsuon of shall not become effectuve untl 7:00 o'clock A.M. on the
first day of the calendar month following the expiraton of ninety (90) days after the giving of notce of rengnanoa by Operator or action
by the Non-Operators to remove Operator, uniess s successor Operator has selected and assumes the dunes of Operator st an earlier
date. Operator, after effective date of resignation or removal, shail be bound by the terms hereot as a Non-Operator. A change of a cor-
porate name or structure of Operstor or transier of Operator's interest to any single sithgidiary, parent or successor corporation shall not
be the basis for removal of Operator. *becomes bankrupt, insolvent,™Qr is ilaced in receivership.

Operator shall be seiected by
Afe2 at the ume such successor
IESQWNING & MAJOCiLY interest
ote or votes only to
Y interest based

the parues. The succexsor Operator shall be selected from the partes owtung an interest in the Coneract
Operator 1s selected. The succenor Operator shall be seiected by the affirmauve vote of two (2) or more p

C. Employees:

The number of employees used by Operator in conducting operatons hereunder, their selecuon. and the hours of labor and the
compensation for services performed shall be deterrmined by Operator. and all such employees shail be the empioyees of Operator.

D. Drilling Contracts:

All wells drilled on the Contract Area shall be drilied on 2 competitive contract basis at the usual rates prevailing in the area. lf it 50
desires. Operator may employ its own tools and equipment 1n the drilling of wells, but its charges therefor shall not exceed the prevaiing
rates in the area and the rate of such charges shall be agreed upon by the partes in writing before drilling operanons are commenced, and
such work shall be performed by Operator under the same terms and conditions as are custornary and usual in the ares in contracts of in-
dependent contractors who are doing work of a simiar nature.

ARTICLE V1.
DRILLING AND DEVELOPMENT

A. Initial Well:

On or before the. 30Lh  dav of June .19.92 Operator shall commence the drilling of a2 well for
oil and gas at the follomng locabon: NW/4 Section 34, T-21-S, R-24-E, Eddy County,
Mew Mexico

and shall thereaiter conunue the dniling of the weil with due diigence to a3 depth of 9,850' or a depth
sufficient to test the Morrow Formation.

.niess gramite or other pracucailv tmpenetrabie sudstance or conaiton In the hole. which rengers turther criiing impraceacad. 15 en
.Juntereq at 2 iesser gePtN. Or uniess au parues agree to compiete or abanaon the weil at 1 iesser gepth.

Uperator shall make reasonabie tests of il tormaaons encounterea dunne dniling which give ndicaton of conmuung o and
R
223 1 guanaoes suthoent to test. uniess this arreement shall be wruted 10 1tS 2PPLCABON 0 2 SPECILIC OMMAUON Of OTMAbENS. &t which
Tven! Uperator snail be requured 1o test oniv (Ne 10rMAboN or lormatons 1o Which this Jereement mav 3poIv -

- ~
rd
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ARTICLE V1
continued

lf. in Operator’s judgment. the well miil not produce ou or gas :n paving quanuwtes. and «t wishes to piug and abandon the
well as a drv hole. the provisions oi Arocle V1.E.l. shall thereaner apply.

B. Subsequent Operstions:

1. Proposed Operavons: Shoulkd any party hereto desire to drill any well on the Contract Ares other than the well provided
for in Arucle VI.A_, o to rework, deepen or plug back a dry hole drilled at the jomnt expense of all parues or 2 well jointly owned by all
the parues and not then produaing in paying quanuues, the party desiring to drill. rework, deepen or plug back such a well shall pive the
cther parues written neuce of the proposed operaton, specifying the work to be performed. the locanorn. zroposed depth, chiccuve forma-
uon and the esumated cost of the operation. The parnes recerving such a nouce shall have thirty (30) days after recewpt of the nouce
within wiuch to noufy the party wishing o do the work whether they eiect to partapate in the cost of the proposed operanon. If a drill-
ing ng is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shall be
limited to forty e1ght (48) hours, esclusine-ol-Setusden-Sunday-and-legal-holidaye. Failure of a party recesving such nouce to reply wathin
the period above fixed shall constitute an election by that party not to parncipate in the cost of the proposed operauon. Any notce or
response given by telephone shall be promptly confirmed in wntng.

*

If all parues elect to participate in such a proposed operaton, Operator shall, within ninety (90) davs after expiranon of the nouce
period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig 1s on loca-
tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the nsk and expense of all par-
ues hereto: provided, however, said commencement date may be extended upon wrinten notice of same by Operator 1o the other parues,
for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additonal time is reasonably necessary to obtan
permucs from governmental authondes, surface nghts (including rights-of-way) or appropriate drilling equipment. or to complete utle ex-
afunaton or curative marer required for tide approval or acceptance. Notwithstanding the force majeure provisions of Arucie XI. if the
actual operation has not been commenced within the time provided (including any extension thereof as speifically permutted heren) and
if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parues in accor-
dance with the provisions hereof as if no prior proposal had been made.

2. Operanons by Less than All Parties: If any party receiving such notice as provided in Arucie VI.B.1. or VILD.1. (Opuon
No. 2) elects not to participate in the proposed operation. then, in order to be enutied to the benefits of this Arucle, the party or parues
giving the nouce and such other parties as shall eiect to participate in the operation shall. within ninety (90) days after the expiration of
the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour perod when a drilling rig is
on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shail perform all
work for the account of the Consenting Parues; provided. however, if no drilling rig or other equipment is on location, and if Operator is
a Non-Consenung Party, the Consenting Parties shall either: (2) request Operator to perform the work required by such proposed opera-
tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-

senung Parties. when conducting operations on the Contract Ares pursuant to this Articie VI.B.2., shall comply with all terms and con-
ditions of this agreement.

If less than all parties approve any proposed operaton, the proposing party, immediately after the expiraton of the applicable
notce period, shall advise the Consenang Parues of the total interest of the partes approving such operation and its recommendation as
to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party. wrthin forty-eight (48) hours

—dbClusiis-ol-datusdonmSus  andlegalbolidassiaiter receipt of such notice, shall advise the proposing party of its desire to (a) Limut par-
ucipaoon to such party’s in.crest as shown on Exhibit A" or (b) carry 1ts proporuonate part of Non-Consenung Parties” interests. and
failure to advise the proposing party shall be deemed an electuon under (a). In the event a dniling ng 1s on locauon, the ume permitted for
such a response shall not exceed a total of forty-exght (48) hours (inclusive of Saturday. Sundav and legai holidavs). The proposing partv.
at 1ts elecuon. may withdraw such proposal if there 1s wnsutficient parucipaton and shall prompdy noufy all parues of such decision.

The enure cost and nsk of conducung such operanons shall be borne by the Consenting Parties in the proportons they have
elected to bear same under the terms of the preceding paragraph. Consenung Parues shall keep the leasehold estates involvest in such
operations tree and clear of all liens and encumbrances of every kind created by or ansing from the operavons ot the Consennng Parues.
U such an operauon resuits in a dry hole, the Consenung Partes shail plug and abandon the well and restore the surface locauan at ther
sole cost. nsk and expense. If anv well drilled. reworked. deepened or plugged back under the provisions ot this Arucle resuism a pro-
Jucer ot od andor gas in paving quananes. the Consenang Partes shall compiete and equip the well to produce at thexr sole cossafd sk,
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ARTICLE VI
continued
and the weil shail then be turned over 10 Operator and shall be operated by 1t at the expense and for the actount of the Consenung Par-
ues. Upon commencement of operanons for the dniling, reworking, deepening or plugging back of any such weil by Consenang Parnes
in accordance with the provisions of this Artcle, each Non<Consentung Party shall be deemed to have relinquished to Consenang Parves,
and the Consenung Paroes shall own and be enutied 10 recesve, 1n proporuon to their respecuve interests. all of such Non-Consenung
Partv s interest in the weil and share of producuon theretrom unal the proceeds of the sale of such share. calculated at the well. or
market vaiue thereot if such share is not sold. (after deductung producuon taxes. excise taxes. royaity, overnding rovalty and other -

terests not excepted by Arucie 111.D. payable out of or measured by the producuon trom such weil accruing with respect to such interest
unul 1t reverts) shall equal the total of the following:

2) 100% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment beyond the weilhesd
connectons (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such
Non-Consenang Party's share of the cost of operaton of the well commencing with first production and conanuing unal each such Non-
Consenung Party's relinquished interest shall revert 1o it under other provisions of this Artcle, it being agreed that esch Non-
Consenang Party’s shase of such costs and equipment will be that interest which wouid have been chargeable to such Non-Gonsenang
Party had it parncipsted in the well from the beginning of the operanoas; and

b) 300 __ % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back. tesung and completing,
aiter deducting any cash contnbutions received under Artcle VIILC., and _300 % of that portion of the cost of newly acquired equip-

ment in the well (to and including the wellhesd connecuons), which would have been chargeable to such Non-Consenting Party if it had
parucipated therein.

An election not to participate in the drilling or the deepening of a well shall be deemed an election not to partcipate in any re-
working or plugging back operation proposed in such a well, or portion thereot, to which the initial Non-Consent election applied that is
conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party’s recoupment account. Any such
reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well
and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of
the rewocking or piugging back operation which would have been chargesbie to such Non-Consenting Party had it participated therein. If
such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article V1.B. shail be ap-
plicable as between saud Consenung Parties in said well.

During the period of time Consenting Parties are entitled to receive Non-Consenting Party’s share of production, or the
proceeds therefrom. Consenting Partes shall be responsible for the payment of all production, severance, exase, gathering and other

taxes. and all royaity, overriding royaity and other burdens applicable to Non-Consenting Party’s share of production not excepted by Ar-
ucie O1.D.

In the case of any reworking, plugging back or deeper drilling operation. the Consenting Parues shall be permitted to use, free
of cost. ail casing. tubing and other equipment in the well. but the ownership of all such equipment shall remain unchanged; and upon
abandonment of a well after such reworking, plugging back or deeper drilling, the Consenung Partes shall account for all such equip-
ment to the owners thereof. with each party receiving its proportionate part in kind or in value, less cost of saivage.

Within sixty 160) davs after the completion of anv operation under this Arucle. the partv conducung the operauons for the
Consenung Parues shall furnish each Non-Consenung Party with an inventory of the equipment 1n and connected to the well. and an
itermized statement of the cost of drilling, deepening, plugging back. tesung. completung. and equipping the weil for producuon: or, at its
opuon, the operaung party, in liey of an itemized statement of such costs of operation. may subsmut a detaed statement of monthly bill-
ings. Each month thereafter. during the ume the Consenung Parues are being rexmbursed as provided above. the party conducung the
operauons tor the Consenung Parves shail furnish the Non-Consentung Parties with an itemized statement ot all costs and liabiliues in-
curred in the operauon of the well. together mith a statemnent of the quanuty of otl and gas produced from it and the amount of proceeds
reabzed from the sale of the well’s working interest producnon dunng the preceding month. In determiming the quanuty of off and gas
produced during anv month. Consenung Parues shall use industry accepted methods such as. but not imited t0. metenng e periodic
well tests. Anv amount reabized from the sale or other disposinon of equipment newiv acquired 1n connection with anv suctf bperanon
*Mich wouid have been owned bv 2 Non-Consenung Partv had 1t parnaipated theremn shall be credited agawnst the total unretwsmed costs
5t the work done and of the equipment purchased in deterrnining when the interest ot such Non-Consenong Partv shall revert'to it as
ibove provided: and u there 1s a cregit balance. 1t shall be pad to such NonConsenung Partv.
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ARTICLE V1
continued

It and when the Consenung Parves recover trom 2 Non-Consenung Party ‘s relinquished interest the amounts provided for abave,
the reiinquished interests of such Non-Consenung Party shall automancally revert to it. and. from and after such reversion. such Non-
Consenung Party shall own the same interest in such well. the matenal and equipment 1n or pertaining thereto. and the producton
theretrom as such Non-Consenung Party wouid have been enutled to had it parbaipated in the dniling, reworking, deepening or piugging
back of sad weil. Thereatter. such Non-Consenung Party shail be charged wath and shail pav s proporuonate part of the further casts ot
the operavon ot said well 1n accordance with the terms ot thus agreement and the Accounung Procedure attached hereto.

Notwithstanding the provisions of this Arucle V1.B.2., it 1s agreed that without the mutual consent of all partes. no wells shail
ne comniered in or produced from a source of supply from which a well located elsewhers on the Coneract Area s producing, unicss such
well conforms to the then-exisung well spacing pattern for such source of supply.

The prowisions of this Article shall have no application whatsoever to the drilling of the initial well described in Artele VIA.
except () as 1o Arncle VILD.1. (Option No. 2). if selected. or (b) as to the reworking, deepening and plugging back of such imgal well
after 1t has been drilled to the depth speafied in Article VLA, if it shall thereaiter prove to be a dry hole or. if iniuallv completed for pro-
ducuon, ceases to produce 1n paying quanuties.

3. Stand-By Time: When 2 well which has been drilied or deepened has reached its authorized depth and all tests have been
completed, and the resuits thereof furnished 1o the parues, stand-by costs incurred pending response to a party s notice proposing a
reworking, deepenung, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-
ing operaton just completed. Stand-by costs subsequent o all parues responding, or expiration of the response tume permitted, whichever
tirst occurs. and prior to agreement as to the parunapaung interests of all Consentung Parties pursuant to the terms of the second gram-
mauncal paragraph of Artcie V1.B.2, shall be charged to and bomne as part of the proposed operanon, but « the proposal is subsequently
withdrawn because of insufficient partcipation. such stand-by costs shall be allocated between the Consenung Parties in the proportion

each Consenting Party’s interest as shown on Exhibit ‘A"’ bears to the total interest as shown on Exhibit **A™" of all Consenting Par-
ties.

4. Sidetracking: Except as hereinafter provided. those provisions of this agreement applicable to a "‘deepening’’ operation shall
also be applicabie to any proposal to directionaily control and intentionally deviate a well from verucal so as to change the bottom hole
locaton (herein called ‘‘sidetracking ’). uniess done to straighten the hole or to drill around junk in the hole or because of other
mechanical difficuities. Any party having the right to parucipate in a2 proposed sidetracking operauon that does not own an interest in the
affected well bore at the time of the notice shall. upon eiecting to participate, tender to the weil bore owners its proportionate share (equal
to 1ts interest in the sidetracking operation) of the value of that portion of the existing weil bore to be uulized as follows:

(a) Uf the proposal is for sidetracking an existng dry hole, reimbursement shall be on the basis of the actual costs incurred in
the ininal dniling of the well down to the depth at which the sidetracking operauon is initiated.

(b) If the proposal is for sidetracking a well which has previously produced. reimbursement shall be on the basis of the weil's
saivable matenals and equipment down to the depth at which the sidetracking operauon 1s imtiated, determined 1n accordance with the
provisions of Exhubit *'C"’. less the esumated cost of salvaging and the esurnated cost of plugging and abandoning.

In the event that nouce for a sidetracking operanon 1s given while the drilling ng to be unlized is on location, the response period
shall be lirmuted to forty-aight (48) hours. exclusive of Saturday, Sunday and legal holidays: provided. however. any party may request and
receve up to aght (8) sddiconal days after expiranon of the forty-eight (48) hours within which to respond by paving for all stand-by ume
incurred dunng such extended response penod. If more than ane party elects to take such additional ume to respond to the nouce. stand-
by costs shail be allocated between the paroes raking addinonai tme to respond on a day-to-dav bass in the proportion each ejegung par-
1v's interest as shown on Exhibit **A’" bears to the total interest as shown on Exhubit ** A" of all the elecung parnes. In af other n-
stances the response penod to a2 proposal tor sidetracking shall be Limuted to thirty 130) davs.

C. TAKING PRODUCTION IN KIND:

have the right to
Each partv shall/iake wn kind or separatelv dispase ot 153 propornonate share ot all ol and gas proguced trom the Contract Area.

exclumave ot production which mav be used in geveiopment and producing operanons and 1 prepanng and treausg od and gas ftor
markeung purposes and production unavosdabiv lost. Anv extra expenditure incurred 1n the talung 1 kind or separte-displAnoa by anv
partv ol 1s propornonate share ot the prooucton shall be bome dv such partv. Anv party taking 1ts share ot mmmn be

-
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{ required to pay for only its proporuonate share of such part of Operator's surface facilives whach it uses.
2
3 Each party shall execute such division orders and contracts as may be necessary for the sale of 1t interest in producton trom
4 the Contract Ares. and, except as provided in Arncle VI1.B.. shall be enatled to receive payment directly from the purchaser thereot for
5 its share of all producton.
¢!
7 In the event any parry shall fail to make the arrangements necessary to take in kind or separately dispose ot its proporonate share of
8

the oul produced from the Contract Ares, Operator shall have the nght. subject to the revocation at will by the party owning 1t, but not

9 the obligati i i od-fa time and from time to ume, for the account of the non-taking party at the
10 best price W zgm ﬁ;“eﬂ}g p\%{) csgenm( shall be subﬁ always to the nght of the
11 owner of the production to exercise at any time A RPN o5 B¥ b ki g By BE5ACR, BORIE Sl & vl ux previousiy

12 delivered to a purchaser. Any purchase or sale by Operator of any other party's share of oil shall be only for such reasonable penods of
13 ume s are conuistent with the minimum needs of the industry under the particular circumstances. but in no event for a period in excess
14 of one (1) year.

15

16 In the event one or more parties’ separate disposition of its share of the gas causes splitstream deliveries to separate pipding andior
17

deliveries which on a day-to-day basis for any reason are not exactly equal to a party s respective proportionate share of toeal gas sales to
18 be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing
19 agreement between the parties hereto, whether such an agreement is attached as Exhibit "‘E’’. or is a separate agreement.
20

21 D. Access to Contract Area and Information:

22

23 Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations,
24 and shall have access at ressonable times to informaton pertaining to the development or operation thereof, including Operator's books
25 and records relating thereto. Operator. upon request. shall furnish each of the other parties with copies of all forms or reports filed with
26  governmental agencies, daily drilling reports, weil logs, tank tables, daily gauge and run tickets and reports ot stock on hand at the first of
27  each month. and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost of
28  gathering and furnushing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator that re-
29  quests the informadon.

30

31 E. Abandoament of Wells:

32

33

1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Articie V1.B.2.. any well which has been

34 drilledord«pmedungﬁ&fmofm' agreement and js pr: 0 ﬁxzd a dry hole not be piugged and abandoned
35  without the consent d&pnid %ﬁ%}eﬂ?otr. e & gent eﬁoré.%eﬁ:ﬁ o ggn;n%tusfy‘opggyiir should anv parry fail to reply
36 within forty-eight (48) hours we-ot sdor receipt of nonce of the proposal to plug and abandon

37 such well. such party shall be deemed to have consented to the oroposed abandonment. All such weils shall be plugged and abandoned in
38  accordance with applicable regulations and at the cost, risk and expense of the parties who participsted in the cost of drilling or deepening
39 such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further
40

operations in search of oil andior gas subject to the provisions of Article VI.B. ,by immediately proposing further
41 operations in accordance with Article VI.B.

42 2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operanon has been conducted
43 hereunder for which the Consenting Parties have not been fully rei

b\uﬁduhereingowded' , any well wh asbeencot?&llnedas
+  producer shail noc be plugged and abandoned wathout the consent ofscs-glrus/ e% ?«%f:%es}é’i & etes& the wea Smczﬁ well
45 be plugged and abandoned in accordance with applicable regulations and at the cost. risk and expense of si-the parues hereto. lf, within
thirty (30) days after recetpt of nouce of the proposed abandonment of any well. all parties do not agree to the abandonment of such well,

47 those wishing to contnye its aton from the jnterv of the formationus) then to production shall tender to each of the other
e e o bl o

parteh its pr onate etv 2o RERe zble matenal and equipment. determuned in accordance with the provisions ot

49 Exhibit “*C"". less the estimated cost of salvaging and the estimated cost of plugging and abandorung, tikn abandoning party shall assign
S0 the non-abandonuing parnes. without warranty, express or impled. as 1o ude or as to quanuty. or hmess tor use ot the equipment and
51 matenal, all of 1ts interest 1n the well and reiated equipment, together wath its interest 1n the leasehold estate as to. but oniy as to. the in-
€2 terval or intervals of the iormaton or tormauons then open to producton. If the interest of the abandoning party 1s or includes an ol and
53 gas interest. such party shall execute and deliver to the non-abandoning party or parnes an oil and gas lease, imited to the intervai or in-
54 tervals of the iormanon or formations then open to production. for a term of one (1) year and so long therearter as ol andior gas 1s pro-
53 duced from the interval or intervals of the formaton or formations covered thereby, such lease to be on the form attached as Exhibit
56
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ARTICLE VI
cortinued
"B The assugnments or leases o limited shall encompass the **drilling unst™* upon whuch the well s located. The pavmenes bv. and the

dssignmencs of ieases to. the assignees shall be 1n a rano based upon the reisbonstup ot ther respective percentage ol parbcpenon 1n the

Contract Area w the aggregate of the percentages of parbapanon in the Contract Ases of all asgnees. There shall be no readustment ot
intereses in the remaning poruon of the Contract Area.

Thereatter. abandoming parues shall have no turther responsibiity, babilitv. or interest in the operanon ot or producnon trom
the well In the interval or intervals then open other than the rovaiues retaned 1n any lease Mmade under the terms of this Arucie. Upon re-
quest. Operator shall conunue 10 operate the assigned well for the acoount of the non-abandoming parues at the rates and charges con-
tempiated by thus agreement, pius any additionai cos: and charges which may anse as the result of the separate ownershup of the asugned
weil. Upon proposed abandonment of the producing intervaks) asmgned or leased. the assignor or lessor shail then have the opuon to

Tepurchase 1ts pnor interest m the well (using the same valuatbon formula) and parnapate in further operatons therein suibnect to the pro-
visions hereof.

3. Abendonment of Non-Consent Operanons: The provisions of Arucle VIE.l. or VI.E.2. above shall be apphcubk&u between
Consenung Partes i the event of the proposed abandonment of any well excepted from saxd Arucies: pravided. however, no well shall be
permanendy plugged and abandoned uniess and unal all parues having the night to conduct turther operatons therewn have been noufied

of the proposed abendoament and afforded the opportunty to elect to take over the well in accordance with the provisrons of this Arucie
VLE.

ARTICLE VIIL.
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The Lability of the parnes shall be severai. not jount or collecuve. Each party shall be responsibie oniv for 1ts obligauons. and
shall be liabie only for its proporuonate share ot the costs of deveioping and operaung the Contract Area. Accordungiy, the bens granted
among the parnes in Arucle VILB. are given 10 secure oniy the debes of esch severally. It 1s not the intenton of the parues to create. nor
shall this agreement be construed as creaung, a2 munung or other partnership or assoqauon. or to render the parues liable as parters.

B. Liens and Payment Defauits:

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 andior gas when extracted and its interest in all equipment, to secure pavment of its share of expense. together with interest thereon
at the rate provided in Exhibit **C"". To the extent that Operator has a secunty-interest under the Uniform Commeraial Code of the
state. Operator shall be enutled to exeraise the rignts and remedies oi a secured party under the Code. The bringing of a suit and the ob-
taining of judgment by Operator tor the secured indebtedness shall not be deemned an eiecuon of remedies or otherwise affect the hien
rights or secunty interest as security for the pavment thereot. In addition. upon default by any Non-Operator in the payment of is share
of expense. Operator shall have the right. without prejudice to other nghts or remedies. to coliect from the purchaser the proceeds from
the sale of such Non-Operator s share of o1l and/or gas unul the amount owed by such Non-Operator. plus interest. has been pad. Each
purchaser shall be entded to rely upon Operator's written statement concerning the amount ot any default. Operator grants a like lien
and secunity interest to the Non-Operators 10 secure payment of Operator's proporuonate share ot expense.

If a party falils to pay its share of the costs of plugging and abandoning any well drilled hersunder, including
drillsite restoration, relative thereto, and/or fails to pay its share of costs incurred in connection with an
amsrgency situation as set forth in Article VII.D.3 herein below, within thirty {(30) days after rendition of a
statessnt therefor by Operator, the non-defaulting parties, including Operator, shall upon request by Operator, pay
the unpaid amount in the proportion that the intarest of sach party bears to the interest of all such parties. Rach

party so paying its share of the unpaid amount shall, to cbtain reimbursament thersof, be subrogated to the security
rights described in the foregoing paragraph. )

C. Payments and Accounting:

Except as neren otherwise specificaliv provided. Operator shall promptly pav and discharee expenses incurrea in the deveiopment
ina operation ot the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respecuve propor

1ionate shares upon the expense basis provided 1n Exmubit “"C*" Operator shall keep an accurate recory ot the wiat account hereunaer
snowing expenses incurred and charges 4ng credits maoe ana receivea.

Operator. at i1ts elecuon. shall have the right from ume 10 ume to demand and receive trom the other rarties pavment :n advance
21 their respecuve shares of the esumated amount of the expense to be incurred in operations hereunder Juring the next succeeding
month. wnich right mav be exercised oniv bv submussion to each such partv of an itermized statement ot suCh estumated eXpense. tovetner
“11h an invorce tor 1ts share thereot. Each such statement and invoice tor the pavment in agvance of estimated expense shall be submitten
n or betore the 20th dav ot the next preceging month. Each partv shall pav to Onerator 1ts proporuonate sr.are ot such =sumate witnhm,
atteen 1S Javs ater such esimate and invoice is recerved. Ut anv partv tails to pav 1ts share of sa1d estimate s tnin sud tme. the amoun®
zue snail bear interest as provided in Exhibrt "C’7 snui paid Proper adusament shall be made monwniv betwesn .avances ana-sciudl v
~ense ‘> e end tNat €ach Party snaii Delar Jnd £av 1S Proporuonate snare O! aCtuai eXDenses mncurred. 4nd nc ~more

D Limstation ot Expendstures:
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ARTICLE V11
contimued

acaiacal

% O No. 2: All necessary expenditures tor the dniling or deepenmg and tesung of the well. When such well has reached its
authonzed depth. and all tests have been compieted. and the resuits thereof furnushed to the parues. Operator shail give immediate noace

8[:1: .\onoﬁae ors » 8‘2& emoz Eu‘?ga 8\ mdl 2 ﬁg The parues receiving such nouce shail have torry-e1ght
-

parucipate in the setung ot casing and the compienon at-
tempt. Such elecuon, when made. shall inciude consent to all necessary expenditures for the complenng and equipping of such well. in-

cluding necessary tankage andior surface facilives. Failure ot any party receiving such notce to reply within the perod above nxed shall
consartute an electon by that party not to peruapate 1n the cost of the compieton artempt. If one or more. but iess than all of the parues
2lect 1o set pipe and to atempt a completion. the provisions of Arucle V1.B.2. hereof (the phrase *“reworking. Jdeepenung w plugguiy

back "’ as conuuned in Articie V1.B.2. shall be deemed to include *‘completing’’) shall apply to the operatons thereafter conducted by less
than all parnes.

2. Rework or Plug Back: Without the consent of all parues. no well shall be reworked or piugged back except s weil reworked or
ptugged back pursuznt to the provisions of Arucle VI.B.2 of this agreement. Consent to the reworking or plugging back of o well shall

include all necessary expenditures in conducting such operauons and compienng and equipping of said weil. inciuding necessary tankage
and/or surtace faqilities.

3. er_ Operatons: Without the consent of all parties, Operator shall not undertke any singie proect ressonsbly

esumated
to require an apmdmm n excess of Iwenty Thousand and no/100~====—=== ny,520,000. 00 )
except in connecoon with a well, the drilling, reworking, deepenung, compieting, 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 other sudden
emergency, whether of the same or different nature. Operator may take such steps and incur such expenses as 1n its opinion are required
to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other
parues. lf Operator prepares an authonity for expenditure (AFE) for its own use. Operstor shall furnish anv Non-Operator so requestng

an informaton copy thereof for any single project cosung 1n excess of_Twenty Thousand and no/10Q=————==—e--
Dollars (32Q0.000.0Q ) but less than the amount first set forth above in this paragraph.

E. Rentais, Shut-in Well Payments and Minimum Royaities:

Rentals, shut-n well psyments and minimum royaities which may be required under the terms of any lease shail be paid by the
party or partues who subjected such lease to this agreement at its or their expense. In the event two or more parties own and have con
tnbuted interests in the same lease to this agreement. such parties may designate one of such parues to make sad payments for and on
behalf of ail such parties. Any party may request. and shall be enutied to recerve. proper evidence of all such payments. In the event of
failure to make proper payment of any rental. shut-in well pavment or mmnimum royalty through mustake or uversight where such pay-

ment 13 required to continue the lease in torce. any loss which results from such non-payment shall be bomne 1n accordance wath the pro-
visions of Arocle [V.B.2.

Operator shall noafy Non-Operator of the anucipated completion of a shut-in gas well, or the shutting 1n o return to production
of 2 produang gas well. at least five (3) days (exciuding Saturday. Sunday and legal holidays), or at the eariiest opportunuty permucted by
crrcumstances, prior to taking such action. but assumes no Liability for failure to do so. In the event of failure by Operator to so noafy

Non-Operator. the loss of sny lease contnbuted hereto by Non-Operator for failure to make tumely payments ot u;y shut4n well th
shall be borne joindy by the parues hereto under the provisions of Article [V.B.3.

F. Tazxes:

Beqinrung wich the firse calendar vear arter the effecuve date hereof. Operator shall render for ad valorem taxanon all propertv
subtect to this agreement which by law shouid be rendered for such taxes. and it shall pay ail such taxes assessed thereon before thev
Secome delinquent. Prior to the rendiion date. each Non-Operator shall furrush Operator intormanon as to ourcens (to include, but not
be lumited to. royaities, overnding rovaltues and productuon pavments) on leases and ol and gas interests contnbuted by such Non-
Operator. If the assessed valuaoon ot anv ieasehoid estate 1s reduced by reason of its being subrect to outstanding excess rovaines, over
riding rovaltes or production pavments. the reduction 1 ad valorem taxes resuitng theretrom shall inure to the benefit of the owner or
owners ot such leasehold estate. and Operator shall adiust the charge to such owner or owners so as to retlect the benenit ot such reduc-
non. If the ad valorem taxes are based in whole or in part upon separate valuations of each party ‘s working interest. then norwithstanding
invthing to the contrary heremn. charges to the joint account shall be made and paid by the parnes hereto in accordance wath the tax

~alue generated by each party's woriung interest. Operator shall till the other parnes for thexr propornonate shaces ot ail tax pavments in
:he manner pronded 1n Exhibit *C™'.

If Overator considers anv tax assessment :mproper. Operator mav, 4t its discreuon. protest nirn -he t:me ind manner
~rescrided bv law. and prosecute the orotest 10 2 hnal determinauon. uniess ail parnes agree to abandon the ~rotest prOr 1o haal deter
Tunauon. Ouring the pendency of administrauve of 'udicial proceeungs. ODerator Mav eiect (0 pay. under “rotest, Jii SUCh taxes any anv
~rerest ana venaitv When anv such protested issessment snail have been nnailv determined. Operator shau rav :ne 1ax tor thegofne ac

.zunt. together with anv INterest and penanty 1CCrued. and the torai cost snall then dDe assesseq aganst the carnes. nd be cad by thermn . s
crovigen n txuot CTC

LN DACTY SNAL DAY OF J1USE 'C D€ TG 4l CrOCUCUCH. v efANCe. cClise . Rathenng ina outher :nes"\.‘t‘.n:seu LOON OF Wth respec:
~e sroqucton or handlng ol such party § <ndre ! 211 JNG.Of 2as Droduced UNGEr the termms of this Jereement

*inc.uding excise and cruace c¢il Windfall Profit taxes
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ARTICLE V11
congnued

G . [osurance:

“Ar 4il umes while operatons are conaucted hereuncer. Operator shail comoiv with the workmen s CCMpPENsauon idw ot
‘ne state wnere the OPErauoNs are beiNg conaucted: provided, however. tnat Uperator mav 0e a seunsurer tor irabiiity unaer sad com-
~ensation laws in which event the oniv charge that shali be mace 1o the 10t account snail be as proviged m Exhibit "C7' Overator snall
250 Carev or provide Wsurance tor the benett ot the 1oint account of the parties as outhined in Exhibte "D’ sttacned to ana maae a part
~ereot. Operator snall requuse ail contractors engagea in work on or tor the Contract Area to compiv with the workmen s compensation
- aw of the state where the operations are Deing Conducted 4nd to Mantan such other nsurance as Operator mav require.

In the event automobie public liabilitv insurance 1s speaitied in said Extubit "D, or subsequentiv receives the approval ot the
carues. no direct charge shall be made by Operator tor premiums paid for such insurance tor Operator’s automouve equipment.

ARTICLE VIIL
4 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

16 A, Surrender of Leases: *

! The leases covered by this agreement. insotar as they embrace acreage in the Contract Area. shall not be surrenuered in whole
19 ot in part unless all parues consent thereto.

21 However. should any party desire to surrender its interest in any lease or 1 any poruon thereot. and the other parues do not
22 agree or consent thereto, the party desinng to surrender shall assign, without express or implied warranty of utle. all of its interest in
23 such lease, or poruon thereof. and any well. material and equipment which may be located thereon and any rights in producuon
24  thereatter secured. to the parties not consenung to such surrender. If the interest of the assigning party is or includes an oil and gas 1n-
25 terest, the assigning party shall execute and deliver to the party or parues not consenting to such surrender an oil and gas lease covering
26 such oil and gas interest for a term of one (1) vear and so long therealter as ol andior gas 1s produced from the land covered thereby. such
2" lease to be on the torm attached hereto as Exhibit "B’ Upon such assignment or iease, the assigming party shall be relieved from ail
28 ootligauons thereafter accruing, but not theretofore accrued., with respect to the interest assigned or leased and the operanon ot any well
20 auributable thereto. and the assigming party shall have no further interest in the assigned or leased premises and its equipment and pro-
10 ducuon other than the royalties retained in any lease made under the terms of this Arucle. The party assignee or lessee shall pay to the
1] party assignor or lessor the ressonable saivage value of the latter s interest in any wells and equipment attributable to the assigned or leas-
12 ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit *C’", less the esurnated cost of
33 salvaging and the esumated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party. the mnterest
14 shall be shared by such parties in the proporuons that the interest of each bears to the total interest of all such parues.

6 Any assignment, lease or surrender made under this provision shall not reduce or change the assignor ‘s, lessor s or surrendering
37 party’s interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage
1§ assigned. leased or surrendered, and subsequent operations thereon. shall not thereafter be subject to the terms and provisions of this
39  agreement.

40

al B. Renewal or Extension of Leases:

42

43 If any party secures a renewal of any ol and gas lease subject to this agreement. all other parties shall be noufied prompdy, and

44 shail have the right for a period of thirty (30) days following receipt of such notice in which to eiect to participate in the ownership of the
15 renewal lease, insofar as such lease affects lands wathin the Contract Area, by paying to the party who acquired it their seversi proper pro-
46  poruonate shares of the acquisition cost allocated to that part of such lease within the Contract Ares. which shall be in proportuon to the
47 interests held at that bme by the parues in the Contract Area.

19 If some, but less than all, of the parties elect to parucipate in the purchase of 3 renewal lease, 1t shall be owned by the parties
50  who elect to parucipate therein, in a rauo based upon the relationship of thewr respective percentage ot paruaipation in the Contract Area
51 to the aggregate of the percentages of parucipation in the Contract Ares of all parues participatng in the purchase of such renewal lease.
52 Any renewal lease 1n which less than all parues elect to parucipate shall not be subject to this agreement.

54 Each party who partcipates in the purchase of a renewal lease shall be given an asuignment of its proportionate interest therenn
S by the acquiring party.

% .

<7 The provisions of this Article shall apply to renewal leases whether they are for the enure interest covered by the expiring lease

<g  or cover oniy a poruon of its ares or an interest therein. Any renewal lease taken before the exptrauon of its predecessor lease. or taken or
<9 contracted for mthin uix (6) months after the expirauon of the exisung lease shall be subject to this provision: but any lease takd-or con-
00  tracted for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and shall not be Jgbject to

61 the provisions of this agreement. -~
- ~t
The provisions 1n thus Arucle shall also be applicable to extensions ot o1l and gas leases. -
e o
»5  C. Acreage or Cash Coatributions: _L-,
_— e 4
20 "1

.. or receives , -
)T While this agreement s in force.  anv party contracts for/a ccrmcngucuotlf of cash towards the dnlling of 3 well or-am other

A -perauon on the Conuract Area, such contribution shall be paid to the party who conducted the dnlling or other operation apd shall be
) ipplied bv it agawnst the cost of such drilling or other operation. If the contribution be in the form of acreage. the party (& whely the con-
*A  tribuuon 1s made shail prompdy tender an asugnment ol the acreage. without warrantv of ude. to the Driling P”M
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ARTICLE VIII
continued

saia Drilline Parues shared the cost ot drilling the wetl. Sucn acreage shaii become a separate Contract Area and. to the extent possible. be
governea bv provisions identical to this agreement. Each partv shall promptlv notitv ail other parties ot anv acreage or cash contribunons
.t Mmav obtain in support of anv weil or anv other operauion cn the Contract Area. 1he above provisions shall also be appucabie to op-
1onai rights to earn acreage outside the Contract Area wnich are 1n support ot a weil drilled inside the Contract Area.

It anv partv contracts tor anv consideration reiaung to disposition of such partv s share ot substances produced hereunder. such
considerauon shall not be deemed a conuibuuon as contempiated 1in this Arucle VIIILC.

D. Maintenance of Uniform Interest:

For the purpose of mantaining uniformuty ot ownership 1n the oil and gas leasehold interests covered bv this agreement. no
rarty shall sell. encumber. transier or make other dispositon ot its interest in the ieases embraced within the Contract Area and in wells.
equipment and production uniess such disposition covers either:

1| the enure interest ot the party i all leases and equipment and producton: or

2. an equal undivided interest in all leases and equipment and production in the Contract Area.
&
Every such sale, encumbrance. transfer or other disposiion made by any party shall be made expressiv subject to this agreement
and shall be made without prejudice to the right ot the other partes.

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

E. Waiver of Rights to Partition:

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

Area. 1t shall promptly give written notice to the other paruties, with full information concerning its proposed sale. which.ahwit"Ticlude the
name and address of the prospective purchaser (who must be ready, willing and able to purchase), thep price, and all other terms
of the offer. The other parties shall then have an optional prior right, for a period g 07 days after receipt of the notce, to purchase
on the same terms and conditions the interest which the other p; opSses to sell: and. if this optional right is exercised, the purchas-
ing parues shail share the purchased interest in_the-profrtions that the interest of each bears to the total interest of all purchasing par-
ues. However. there shall be gg ual right to purchase in those cases where any party wishes to mortgage its interests, or to
dispose of its jniaressBy merger, reorganization, consolidauon, or sale of all or substantially all of its assets to a subsidiary or parent com-

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create. and shall not be construed to create, a relationship of partnership or an assocation
for profit between or among the parues hereto. Notwithstanding any provision heren that the rights and lisbilities hereunder are several
and not joint or collective, or that this agreement and operauons hereunder shaill not consttute a parmership, if, for federal income tax
purposes, this agreement and the operations hereunder are regarded as a partmership. each party hereby affected elects to be excluded
from the applicauon of all of the provisions of Subchapter 'K '", Chapter 1. Subude **A"", of the Internal Revenue Code of 1954, as per-
mitted and authorized by Section 761 of the Code and the regulstions promulgated thereunder. Operator is authorized and directed to ex-
ecute on behalf of each party hereby affected such evidence of this election as may be required by the Secretary of the Treasury of the
United States or the Federal Internal Revenue Service, including specifically, but not by way of limitation, all of the returns, statements.
and the data required by Federal Regulations 1.761. Should there be any requirement that each party hereby affected give further
evidence of this election, each such party shall execute such documents and furmish such other evidence as may be required-by the
federal internal Revenue Service or as may be necessary to evidence this elecuon. No such party shall give any nouces or take any other
action inconsistent with the election made hereby. If any present or future income tax laws of the state or states in which the-Contract
Area 15 located or anv future income tax laws of the United States contain provisions similar to those in Subchapter "K', Qhapeer |,
Subtitle A", of the Internal Revenue Code of 1954, under which an election similar to that provided by Section 761 of the Code s per-
mitted. each pasty hereby atfected shall make such elecion as mav be permutted or required by such laws. In making the foregft\g elec:
ton. each such party states that the income derived by such party trom operations hereunder can be adequately determined 'a‘nut the
computation of parmership taxable :ncome. = "{'1
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ARTICLE X.
CLAIMS AND LAWSUITS

R B It

n 4.

Operawr may setde anv single uninsured third party damage claim or suit anang from ovennom ha'cunder  the expenditure
does not exceea___Twenty Thousand & no/100-==———————ceo—comoen e caca e

$20,000.00 _ and f the payment 1s in compiete settiement of such claim or sust. If the amount required for settiement ex-
ceegs the above amount. the parties hereto shall assume and take over the further handiing of the clasm or suit. unless such authonty is
< delegated to Operator. All costs and expenses of handling. setting. or otherwise discharging such claim or suit shall be at the ot ex-
) pense ot the parues parucipaung in the operation from which the claim or suit arises. If a claum 1s made against any party or uf anv partv is
0 sued on account of any martter ansing from operannns herennder over which such individual has no control because of the nghts given
1

2

v

Operator by this agreement. such party shall immediately nouty all other parues. and the clam or suit shall be treated as anv other claim

o suit involving operauons hereunder. All claims or suits involving title to ¢hée oil and gas
3 leases described in Exhibit "A' attached hereto shall be treated as a claim or
14 a suit against all parties hereto. ARTICLE XI.

FORCE MAJEURE >
If any party 15 rendered unable, whollv or in part. by force majeure 1o carry vut 1ts obliganions under this agreement. other than
1 the obhgation to make money payments. that party shall give to all other parues prompt wnitten nouce ot the force majeure with
19 reasonabiy full paruculars concerning it; thereupon. the oblgauons of the party giving the nouce. so tar as tnev are atfected by the force

20 maeure. shall be suspended during. but no longer than. the conunuance of the force majeure. The atfected party shall use ail reasonable
21 diligence to remove the force majeure situation as quickly as pracucable.

23 The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes.

24 lockouts. or other labor difficuity by the party involved. contrarv to its wishes: how all such difficulties shall be handied shail be enurelv
At within the discretion of the party concerned.

b The term “‘force majeure ', as here emploved. shall mean an act of God. strike. lockout. or other industrial disturbance. act ot

28  the public enemy. war. blockade. public riot. lightning, tire. storm. flood. explosion, governmental acuon. governmental delay. restraint

29 ot inacuon. unavaiability of equipment. and any other cause. whether ot the kind specifically enumerated above or otherwise. which 1s
30 not reasonably within the control of the party claiming suspension.

31

32 ARTICLE XII.

33 NOTICES

24

3% All nouces authorized or required between the parties and required by anv of the provisions ot this sereement. uniess orherwise

35 speatfically provided. shall be given in wriung by muaii or teieeram. postage or charges prepaid. or bv telex or telecopier and addressed to
the parues to whom the notice 1s given at the addresses usted on Exhubit **A™". The originaung notice given under anv provision hereof
38 shall be deemed given only when received by the partv to whom such notice 1s directed. and the ume tor such party to give anv notice m

10 response ther{to sazllbrun f:ﬂm the daée the on%q?]aung nouo:fl :snrscewed The

ond or anv, responsive notce shall be deemed given
4  when

\ - . Each panv
41  shall have the rnight to change its address at any ume. and from ume to ume. by giving written nouce thereot to all other parues.

43 ARTICLE XIIL.

M TERM OF AGREEMENT

45

50 This agreement shall remain in full force and etfect as to the o and gas leases and/or o1l and gas interests subject hereto ior the
47 period ot ume selected below: provided. however. no party hereto shall ever be construed 4s having anv right. titie or interest in or to anv
48 lease or oil and @as interest contributed bv anv other partv bevond the term of this agreement.

+9

W) PR OR et SO b O 26 L0 DL L0 LD L RDADL LA O 42 CLOACLA00 (OKCE 4k lo 20N DAL
S olipeconuac Arsa.hether by aroGuciion. X A0MOD LA OSO  RR er

s3 X Opuon No 2. In the event the well descibed in Arucle VI.A.. or anv subsequent weil drilied under anv provision ot this
<4 Jrreement. resuits in producuon of oil and/or gas 1n paving quannities. this agreement shail continue 1n torce 5o iong as anv such well or

<5 wells produce. or are capable of production. and for an addinonal period of __ 90 davs trom cessation ot all production: provided.
<  however. if. prior to the expiration of such additional penod. one or more ot the parues hereto are engaged :n drilling. reworking. Jeenen-
ng. plugging bak. tesung or attempung to complete 2 well or wells hereunder. this agreement shall conunue 1n torce unul such opera-

<R rions have been completed and if production results theretrom. this agreement shall contnue in torce as proviued herein. [n the event the
IR aell described :n Arucie VI A . ur anv subsequent weil drilled hereunder. resuits in a drv hole. and no other weil s producing. of capavie
") o1 producing o andror gas trom the Contract Area. this agreement shall terminate unless dniling. deepening. plugging back or rework:
a1 ng operatons are commenced within 90 _ iavs trom the date of abandonment of said well

U 15 agreeg. however. that the terrminaton ot this aereement shall not rehieve anv partv hereto ir=m inv habtitv whsch has
. JCCruea 2r 3rtached prior to the date ot such termination
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Reguiations and Orders:

This agreement shail be subject to the conservauon laws of the state in which the Contract Area is located. to the valid rules.
regulations, and orders of anv dulv constituted regulatory body of sawd state: and to all other applicable federal. state, and local laws. or-
dinances. rules. regulations. and orders.

B. Governing Law:

This agreement and all matters pertaining hereto. including, but not limited to, matters of periormance. non performance. breach.
remedies, procedures, rights. duties and interpretauon or construction, shall be governed and determined by the law of the state in which
the Contract Area s located. If the Contract Area 1s 1n two or more states, the law of the state of New Mexico
shall govern.

C. Regulatory Agencies:

Nothing herein contained shall grant, or be construed to grant. Operator the right or authority to waive or release any rights,
privileges, or obligations which Non-Operators may have under federal or state laws or under ruies, regulations or orders promulgated
under such laws in reference to oil. gas and mineral operations. including the location, operation. or production of wells. on tracts offset-
ung or adjacent to the Contract Area.

With respect to operations hereunder, Non-Operators agree to release Operator from any and .. losses, damages, injuries, claims
and causes of action arising out of. incident to or resulting directly or indirectly from Operator ‘s interpretation or application of rules.
rulings. regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap-
plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-
Operator s share of producuon that Operator may be required to refund. rebate or pay as a result of such an incorrect interpretanon or
application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or apphcation.

Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser
of any crude oil sold hereunder or ta any other person or entity pursuant to the requirements of the **Crude Gil Windfall Profit Tax Act
of 1980°", as same may be amended from time to time {**Act’"), and any valid regulations or rules which may be issued by the Treasury
Department from time to time pursuant to said Act. Each partv hereto agrees to furnish anv and all certifications or other information
which is required to be furmshed by said Act in a umely manner and in sufficient detail to permit compliance with said Act.

ARTICLE XV.
OTHER PROVISIONS
See Article XV. attached hereto and made a part hereof.



ARTICLE XV
OTHER PROVISIONS
A. REWORKING OPERATIONS

Notwithstanding any language set out in Article VI(B) to the
contrary, each non-consenting party to a reworking operation on a
well conducted pursuant to Article VI(B) shall, upon commencement
of such operations, be deemed to have rellnquxshed to consenting
partles, and the consenting parties shall own and be entitled to
receive, in proportion to their respective interests, all of such
non-consenting party’s interest in the well, its leasehold
operating rights and share of production therefrom, only insofar as
the interval or intervals of the formation or formations which are
being reworked and to which such non-consenting party does not
desire to join in the reworking thereof, until the proceeds o
market value thereof (after deducting production taxes, windfal
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 1ntervals of
the formation or formations which are subject to said reworking
operations accruing with respect to such interest until it reverts)
shall equal the total of those certain costs as further described

in subparagraphs (a) and (b) of the third grammatical paragraph
under Article VI(B) 2, hereof.

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

D. LAWS AND REGULATIONS

All of the provisions of this agreement are expressly subject
to all applicable 1laws, orders, rules and requlations of any
governmental body or agency having jurisdiction in the premlses,
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
hereby modifieéd so as to conform therewith, and this agreement, as
so modified, shall continue in full force and effect.

E. PRIORITY OF OPERATIONS

If at any time there is more than one operation proposed in
connection with any well subject to this agreement, then unless all
participating parties agree on the sequence of such operations,
such proposals shall be considered and disposed of in the following
order of priority:

1 Proposals to do additional testing, coring or logging.
2. Proposals to attempt a completion in the objective zone.
3

Proposals to plug back and attempt completions in
shallower zones, in ascending order.
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4. Proposals to side-tract the well to reach any zone not
below the original authorized objective.
5. Proposals to deepen the well, in descending order.

F. REGULATORY PROVISIONS
1. Gaseous Hydrocarbons:

Non-Operators hereby authorize Operator to file and prosecute
all applications for determination for well pricing qualification
under the Natural Gas Policy Act of 1978 and to make interim
collection filings on behalf of Non-Operators. Operator may employ
counsel and technical experts to the extent Operator in its sole
discretion considers appropriate for such filings and seeking
favorable resolutions thereof. Costs incurred by Operator for such
counsel and experts together with all other costs incurred by
Operator in preparing the application for determination and interim
collection documents as well as the cost of prosecuting the
application shall be charged to the Joint Account.

2. Liquid Hydrocarbons:

Non-Operators hereby authorize Operator to file with the
purchaser of crude oil or other liquid hydrocarbons or with any
other person required by law, any statement or certification
required by the Crude 0Oil Windfall Profit Tax Act, the Emergency
Petroleum Allocation Act of 1973, the Energy Policy and
Conservation Act or by any rule, regulation or order issued
thereunder or by any other law, rule, or regulation relating to the
pricing of crude oil and other liquid hydrocarbons or the taxation
thereocf. To the extent that Operator may by law be authorized to
do so, Non-Operators hereby authorize Operator to agree with any
purchaser to relieve Operator (in whole or in part as Operator may
determine) of any filing or certification requirements. In making
any filing or certification with any purchaser of crude oil or
other liquid hydrocarbons, each Non-Operator shall be solely
responsible for furnishing to Operator or such purchaser or any
other person required by law any exemption certificate, independent
producer certificate or any other evidence required by law to
entitle Non-Operator to a higher price for the sale of his
production or for a lower rate of windfall profit or other excise
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 windfall profit or excise tax to which any
Non-Operator may be entitled by law.

3. Refunds:

In the event any Non-Operator receives a greater sum for the
sale of its share of production than that to which such Non-
Operator is entitled, such Non-Operator shall promptly refund any
excess sums SO collected to the person entitled thereto together
with any interest thereon required by law. In the event Operator
is required for any reason to make any such refund on any Non-
Operator’s behalf and such Non-Operator refuses upon Operator’s
request to reimburse Operator for the amount so paid, then
Operator, in addition to any other rights or remedies which it may
have as a result of making such refund, (i) shall have the lien
provided by Article VII.B. to secure such reimbursement and (ii)
shall be authorized to collect from Non-Operator‘’s purchaser of
production all revenues attributable to Non-Operator’s share of
production until the full amount required to be paid or refunded by
Non-Operator has been recovered.

4. Operator’s Liability:

Operator shall use its best judgment in making any of the
filings and certifications referred to under Paragraph 1 and 2
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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, statement or filing shall, in absence of
bad faith, gross negligence or willful misconduct, be charged to
the parties owning the production to which the penalty pertains.
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 to this Agreement shall be effective as to Operator or t
other parties hereto until the first day of the month following the
month in which (i) Operator receives an authenticated copy of the
instrument evidencing such assignment, transfer or disposition apnd
(ii) the person receiving such assignment, transfer or disposition
has become obligated by instrument satisfactory to Operator to
observe, perform and be bound by all of the covenants, terms and
conditions of this Agreement. Prior to such date, neither Operator
nor any other party shall be required to recognize such assignment,
transfer or disposition for any purpose but may continue to deal
exclusively with the party making such assignment, transfer, or
disposition in all matters under this Agreement including billings.
No assignment or other transfer or disposition of an interest
subject to this Agreement shall relieve a party of its obligations
accrued prior to the effective date aforesaid. Further, no
assignment, transfer or other disposition shall relieve any party
of its liability for its share of costs and expenses which may be
incurred in any operation to which such party has previously agreed
or consented prior to the effective date aforesaid for the
drilling, testing, completing and equipping, reworking,
recompleting, side-tracking, deepening, plugging-back, or plugging
and abandoning of a well even though such operation is performed
after said effective date, subject however to such party’s right to
elect not to participate in completion operations under Article
VI.B and Article VII.D, Option No. 2., not previously consented to.

2. Attorneys Fees:

In the event any party hereto shall ever be required to bring
legal proceedings in order to collect any sums due from any party
under this Agreement, then party or parties shall also be entitled
to recover all court costs, costs of collection and a reasonable

attorney’s fee, which the lien provided for herein shall also
secure.

H. PERPETUITIES

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

I. NO THIRD-PARTY BENEFICIARY CONTRACT

This 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

EWP173-3
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shall have or claim or be entitled to enforce any rights, benefits
or obligations under this Agreement.

J. OPERATOR’S REORGANIZATION AND STATUS CHANGE

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

2. For the purposes of Article V.B., Operator shall be
considered to own an interest in the Contract Area if it is a
general partner of a limited partnership which owns an interest jn
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 well
rates provided for in Section III.1.A(3) of the Accounting
Procedure shall ever be less than the prevailing rates being
charged by financially responsible prudent operators in the area
for comparable operations, then Operator may give written notice of
such higher prevailing rates to Non-Operators. The higher
prevailing rates specified in said notice shall become the
effective rates hereunder as of the first day of the month
following thirty (30) days from the giving of said notice unless a
Non-Operator by written notice to Operator within said thirty-day
period shall do either of the following:

(a) Object to the proposed rates on the basis the same does
not represent the prevailing rate as aforesaid. 1In such
event, the parties shall attempt to agree upon such

prevailing rates, failing which such rates shall be
determined by law.

(b) Propose to operate for a lesser rate (which shall never be
less than the rate then in effect under the Agreement)
than that proposed by Operator’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 III.1l.A.(3)
of the Accounting Procedure, but otherwise the procedure set out in

these provisions shall not be exercised on a greater frequency than
once each twelve months.

L. BANKRUPTCY

If, following the granting of relief under the Bankruptcy Code
to any party hereto as debtor thereunder, this Agreement should be
held to be an executory contract within the meaning of 11 U.S.C.
§365, then the Operator, or (if the Operator is the debtor in
bankruptcy) any other party, shall be entitled to a determination
by debtor or any trustee for debtor within thirty (30) days from
the date an order for relief is entered under the Bankruptcy Code
as to the rejection or assumption of this Operating Agreement. In
the event of an assumption, Operator or said other party shall be
entitled to adequate assurances as to future performance of

debtor’s obligation hereunder and the protection of the interest of
all other parties.
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ARTICLE XV.
(continued)

Notwithstanding anything to the contrary contained in the
Agreement, the parties hereto agree that the non-consent
provisions of Article VI.B shall be applicable only to any
well or operation within the Contract Area which is not deemed
to be a "required well" or "required operation". A "required
well" is defined for the purposes of this Agreement as any
well or operation required or necessary to maintain the
Contract Area lease(s) in effect if such lease (or a portion
thereof) would remain in effect for six (6) months or less
following the date of the proposal of said well or operation.
A '"required operation" is necessary to acquire or earn an
interest in a lease(s) under a farmin or acreage contribution
contract.

As to any required well or required operation proposed by any
party hereto in which any other party hereto elects not to
participate, the non-participating party shall release and
relinquish forever proportionately to the participating
parties upon completion of the proposed well or operation, all
of non-participating party’s interest in and to the lease or
interest therein, or in an agreement to earn a lease(s) which
would be perpetuated by such required well or required
operation. Notwithstanding any provision hereof to the
contrary, should all the parties hereto not be able to reach
an agreement to participate in the drilling of a required well
or required operation as hereinabove defined, a non-
participating party shall have the right to propose an
alternate required well or required operation in which it is
willing to participate. In the event such alternate required
well or operation is timely commenced and completed so as to
effectuate the earning of lease acreage as contemplated by
this provision, then a party participating in such alternate
well or operation shall relinquish its interest only in the
producing spacing or proration unit attributable to the
original proposal. Likewise, a party electing not to
participate in the proposed alternate required well or
required operation shall relinquish its interest only in the
producing spacing or proration unit attributable to the
alternate proposal. Failure to participate in either the
original or alternate required well or operation shall result
in a party relinquishing its interest in or to the entire
lease or interest so perpetuated. Such alternate proposed
operation shall be conducted pursuant to Article VI.B.2
hereof. Such relinquished interest shall be assigned by the
non-participating party to the participating parties without
warranty of title except as to claims by, through or under
Assignor and shall be free of any additional burdens. Nothing
herein shall be construed as requiring a relinquishment of
such non-participating party’s interest in any producing wells
or units. The portion of leasehold interest or other interest
of a non-participating party in the proration unit for a
required well or required operation which will not require a
well or operation to maintain or earn such interest as set
forth herein shall be subject to the non-consent penalty
provision under Article VI.B.2.

No party to this agreement shall propose the drilling of more
than one well at a time nor shall any party to this agreement
propose the drilling of a well during the time that another
well is being drilled except; (1) by the mutual consent of all
parties hereto; or (2) if one or more of said proposed wells
qualify as "a required operation" necessary for the mainte-
nance of any leasehold interest on acreage covered by this
agreement as defined in Article XV.C. hereof.

In the event of a conflict between the provisions of this
Article XV and any other provision of this Operating
Agreement, the provisions of this Article XV shall control and
prevail.

-



ARTICLE XV.
(continued)

Notwithstanding any provision contained herein to the
contrary, subject to the provisions of Article VII.D.3.
herein, Operator shall not be obligated to perform nor shall
be liable for its failure to perform or to continue any work
or incur any expenditure or indebtedness hereunder for the
Joint Account until all funds requested of Non-Operators
pursuant to cash calls given in accordance with the applicable
provisions hereof have been received by Operator.

Notwithstanding any other provisions of Article Xv., if
Operator or any Non-Operator so requests, the parties to this
Operating Agreement shall enter into mutually acceptable
Escrow Agreement for the escrow of all funds (including
Operator’s share) prior to the drilling of any such well
hereunder or any such operation which requires the issuance
of an AFE in which the Operator has elected to advance bill
all parties.

If Operator is not successful with its first completion
attempt and recommends a completion attempt in another zone,
or if less than all parties elect to participate in a
completion attempt in another zone, then any previous Non-
Consenting Parties shall be entitled to notice and the option
to participate regardless of their election on a previous
completion attempt; however, to have such options, such
parties must have participated in all operations leading up
to the initial completion attempt. This option is a recurring
right.

If any party to this agreement proposes the construction,
acquisition and operation of a pipeline and/or gathering line
to transport production from the Contract Area, then such
party shall offer each of the non-proposing parties to this

agreement the right to participate in the construction,
operation and ownership in the pipeline/gathering line,
including the right of transporting production from the
Contract Area. Should one or more non-proposing parties elect
to participate then between such participating parties, to the
extent permitted by governmental rules, regulations and laws,
there shall never be a transportation charge for gas owned by
a participant and transported from the Contract Area through
such pipeline/ gathering line regardless if any or all other
participants own such gas or if all the participants own such
gas but not in the same proportion as the participation in
such pipeline/gathering line.

when Operator reasonably believes that the actual costs for
any drilling, reworking, sidetracking, deepening or plugging
back Operation conducted under this Operating Agreement will
exceed one hundred twenty-five percent (125%) of the costs
estimated for such operation on the approved AFE, Operator
will give prompt notice by telephone to the other parties
participating in such operation and will deliver by mail or
by telecopy a supplemental AFE estimating the costs necessary
to complete such operation and stating Operator’s
recommendation as to continuation of the operations or
conducting a different operation on the well. Each party
receiving such supplemental AFE shall have twenty-four (24)
hours from receipt to elect by telephone to terminate its
participation in the operation or propose an alternate
operation; failure by a party to respond within such a period
shall be deemed an election to continue the operation as
originally approved. If any party proposes an alternative
operation, it shall deliver notice of such alternative to all
other parties participating in such well, and the other
parties shall have twenty-four (24) hours to notify Operator
if they elect to participate in such alternative proposal. If
there is no agreement for bearing the cost of one hundred
percent (100%) of continuing the original operation or

-



ARTICLE XV.
(continued)

conducting an alternative operation, Operator shall terminate
the operation and plug and abandon the well as quickly and
inexpensively as practicable under the circumstances, and the
participating parties shall pay their proportionate shares of
the remaining costs incurred by Operator. If there is an
agreement for bearing one hundred percent (100%) of the cost
of either continuing the original operation or conducting an
alternative operation, the provisions of Articles VI.B.2 of
the Operating Agreement shall apply so that the parties
continuing operations on such well ("Consenting Parties")
shall own all the interest in the well of the parties electing
to terminate their ©participation ("the Non-Consenting
Parties") until the Consenting Parties have recouped the
percentages of costs specified in Article VI.B.2. of
continuing the operation beyond the end of the electi
period. The operation conducted by the Consenting Parties
shall be conducted pursuant to a supplemental AFE prepared by
the Operator. Thereafter, if Operator reasonably believes that
the actual costs of the operation will exceed the costs
estimated in the supplemental AFE, the Operator shall give
notice to the parties still participating in such operation,
in like manner and with like effect as provided above for the
first notice of overrun.

Nothing in this Article shall be construed to permit any party
to withdraw from its liability for its share of costs incurred
pursuant to a blowout or other emergency or unforeseeable or
unpreventable occurrence that causes costs to exceed one
hundred twenty-five percent (125%) of the approved AFE.

Upon request of any Non-Operator, Operator shall furnish
estimates of current cumulative costs incurred for the joint
account at reasonable intervals during the conduct of well
operations. Operator shall not be held liable for errors in
such estimates so long as the estimates are made in good
faith. Any additional cost to the Operator in preparing such
estimates shall be charged as a direct charge under the
Accounting Procedures.

Operator shall inform Non-Operators of its recommendation for
drilling, completing, testing, equipping, including building
of facilities, in enough time to allow Non-Operators to
provide their input regarding these operations. Operator
shall, throughout the course of all operations conducted
hereunder, keep Non-Operators fully informed with respect
thereto, furnishing to Non-Operators in a timely manner, among
other things, copies of all location plats, well prognosis,
forms required by any governmental office or body, daily
drilling reports, notices of shows, notices prior to logging,
coring and testing, and copies of all logs, core analysis and
testing results. Non-Operators shall be notified in
sufficient time prior to logging, coring or testing in order
to have the opportunity of having their representatives
present. Non-Operators and its duly authorized agents,
employees, and representatives shall have access to said well
at all times at their sole risk and expense.

The Operator will use its best efforts to facilitate the Non-
Operator’'s right to receive its revenue direct. In the event
any purchaser of production from the Contract Area remits all
of the proceeds therefore to the Operator for distribution,
the Operator shall remit to each working interest owner and
royalty owner his or its proportionate share of said proceeds
received by the Operator within thirty (30) days after receipt
by the Operator of such proceeds.



ARTICLE XV.
(continued)

With the exception of minimum limits set by State and Federal
regulations Non-Operator(s) may elect not to be covered by any
of Operator'’s insurance coverage provided for in the joint
account by providing Operator with written notice and
Certificate of Insurance.

Operator shall submit a copy of the proposed Drilling Contract
to Non-Operators for all wells drilled under the terms of this
Agreement prior to execution by Operator. Non-Operators shall
have a period of three (3) business days from receipt in which
to notify Operator of any recommendations, changes or
revisions.

Designation and Responsibilities of Operator:

Santa Fe Energy Operating Partners, L.P. shall be the Operatédr
of the Contract Area, and shall conduct and direct and have
full control of all operations on the Contract Area as
permitted and required by, and within the limits of this
agreement. In its performance of services hereunder for the
Non-Operators, Operator shall be an independent contractor not
subject to the control or direction of the Non-Operators
except as to the type of operation to be undertaken in
accordance with the election procedures contained in this
agreement. Operator shall not be deemed, or hold itself out
as, the agent of the Non-Operators with authority to bind them
to any obligation or liability assumed or incurred by Operator
as to any third party. Operator shall conduct its activities
under this agreement as a reasonable prudent operator, in a
good and workmanlike manner, with due diligence and dispatch,
in accordance with good oilfield practice, and in compliance
with applicable law and regulation, but in no event shall it
have any liability as Operator to the other parties for losses
sustained or liabilities incurred except such as may result
from gross negligence or willful misconduct.

1. Res ation or Removal of rator: Operator may resign
at any time by giving written notice thereof to Non-Operators.
If Operator terminates its legal existence, no longer owns an
interest hereunder in the Contract Area, or is no longer
capable of serving as Operator, Operator shall be deemed to
have resigned without any action by Non-Operators, except the
selection of a successor. Operator may be removed only for
good cause by the affirmative vote of two or more Non-
Operators owning a majority interest based on ownership as
shown on Exhibit "A" remaining after excluding the voting
interest of Operator; such vote shall not be deemed effective
until a written notice has been delivered to the Operator by
a Non-Operator detailing the alleged default and Operator has
failed to commence to cure the default within thirty (30) days
from its receipt of the notice or, if the default concerns an
operation then being conducted, within forty-eight (48) hours
of its receipt of the notice. For purposes hereof, "good
cause" shall be defined and include the following:

a. Gross negligence or willful misconduct involving a
material matter;

b. The material breach of or inability to meet the
standards of operation contained herein;

The resignation or removal shall not become effective until
7:00 o’clock A.M. on the first day of the calendar month
following the expiration of ninety (90) days after the giving
of notice of resignation by Operator or action by the Non-
Operators to remove Operator, unless a successor Operator has
been selected and assumes the duties of Operator at an earlier
date. Operator, after effective date of resignation or
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ARTICLE XV.

(continued)

removal, shall be bound by the terms hereof as a Non- rator.
In the event Operator, or any successor Operator sl d die,
be adjudicated mentally incompetent, become krupt,
dissolve, liquidate or terminate its corporate exirs ce, or
should sell or transfer all of its interest in the atract
Area, it should thereupon cease to be Operator her: ar.

2. Selection of Successor Operator: Upon the resi ion or
removal of Operator under any provision of this ag ant, a
successor Operator shall be selected by the part The
successor Operator shall be selected from the part awning
an interest in the Contract Area at the time such ~essor
Operator is selected. The successor Operator 11 Dbe
selected by the affirmative vote of two (2) or mc arties
owning a majority interest based on ownership a: own Qn
Exhibit "A" provided, however, if an Operator whic. 8 been
removed or is deemed to have resigned fails to vot: - votes
only to succeed itself, the successor Operator :all be
selected by the affirmative vote of the party o »arties
owning a majority interest based on ownership as own on
Exhibit "A" remaining after excluding the voting ir -est of
the Operator that was removed or resigned. T: former

Operator shall promptly deliver to the successor Ope tor all
records and data relating to the operations conduct by the
former Operator to the extent such records and dat: are not
already in the possession of the successor Operator. iny cost
of obtaining or copying the former Operator’s records and data
shall be charged to the joint account.

3. Effect of Bankruptcy: If Operator becomes insolvent,
bankrupt or is placed in receivership, it shall be ieemed to
have resigned without any action by Non-Operators, except the
selection of a successor. If a petition for relief under the
federal bankruptcy laws is filed by or against Operator, and
the removal of Operator is prevented by the federal bankruptcy
court, all Non-Operators and Operator shall comprise an
interim operating committee to serve until Operator has
elected to reject or assume this agreement pursuant to the
Bankruptcy Code, and an election to reject this agreement by
Operator as a debtor in possession, or by a trustee in
bankruptcy, shall be deemed a resignation as Operator without
any action by Non-Operators, except the selection of a
successor. During the period of time the operating committee
controls operations, all actions shall require the approval of
two (2) or more parties owning a majority interest based on
ownership as shown on Exhibit "A". 1In the event there are
only two (2) parties to this agreement, during the neriod of
time the operating committee controls operations a third
party acceptable to Operator, Non-Operator and t! federal
bankruptcy court shall be selected as a membe. of the
operating committee, and all actions shall req r-e the
approval of two (2) members of the operating committee -ithout
regard for their interest in the Contract Area beé ed on
Exhibit "A".

The parties hereby establish the area as indicated on t! : plat
attached hereto as Exhibit "H" as an Area of Mutual Ir erest
("AMI"). Unless sooner terminated by mutual agreemer . the
AMI shall remain in effect until two (2) years aft the
effective date of this agreement.

If any party hereto shall acquire any leasehold interes , or
acquire the right to acquire such interest within the AMI,
then the party acquiring such interest or right shall give
written notice to all other parties hereto of the acquisition
of such interest or the right to be acquired and the cost and



ARTICLE XV

(continued)
other terms of such acquisition. Each of the parties
receiving such notice shall then have thirty (30) days in
which to notify the acquiring party whether it desires to
participate in such acquisition by bearing its proportionate
part of the cost thereof and/or participating in the
requirements precedent to such acquisition, which shall be in
proportion to the interest held at that time by the parties in
the Contract Area. Provided, however, that if a well is
drilling in the AMI, the notice of acquisition shall be given
as promptly a possible and the notice of election shall be
given within forty-eight (48) hours (not including Sundays and
holidays). Failure to reply shall be construed and constitute
an election not to share in the acquisition. Any acquisition
acquired by all the parties to this agreement shall be subject
to this agreement.

If any party elects not to take its proportionate share of
such acquisition, then all the parties participating therejn
shall have the right, but not the obligation, to share such
non-participating party’s proportionate share in the
proportions that their respective interest bears to the total
interest of all parties who elect to participate. Unless
otherwise agreed to by all participating parties, the acquired
interest shall be subject to an Operating Agreement
substantially in the same form as this agreement.
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A APL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982 ‘

ARTICLE XVI.
MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respective heirs, devisees,
legal representatives, successors and sssigns.
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IN WITNESS WHEREOF, this agreement shall be effective as of ._15th __ day of __June 19_92
OPERATOR
SANTA FE ENERGY QPERATING PARTNERS, L.
By: @g Exploration C
RLDE rgr—Rartner 0‘1 .

SRR

NON-OPERATORS

NESTE OIL, INC.

Attorney-In-Fact
NORTH CENTRAL OIL CORPORATION

S8 6 TUL TG w3 )T e !

ToAPT WAER e U 4wt Y 0
- et an AR Bt o Pr awn ( sniren |

13-



O 00~ A DN

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

ARTICLE XVI.
MISCELLANEOUS

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

This instrument may be executed in any number of counterparts, each of which shall be considered an original for all purposes.

IN WITNESS WHEREOF, this agreement shall be effectiveasof __15th  day of __June 19_2%-

OPERATOR

SANTA FE ENERGY OPERATING PARTNERS, Lmv

Mana er}gffal ‘Partner

By: Santa?Fe Patific Exploration Co

T. S. Parker, Attorney-in-Fact

NON-OPERATORS

NESTE OIL, INC.

By:

NORTH CENTRAL OIL CORPORATION

JAMES A. WINNE, III
i VICE PRESIDENT

ol B

By \ (a0 m A —_—
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Attached to and made a part of that certain Operating Agreement dated June 15, 1992, by and
between Santa Fe Energy Operating Partners, L.P., as Operator and Neste Oil, Inc. and North

Central Oil Corporation as Non-Operators.

1.  Identification of Lands Subject to this Agreement:
Township 21 South, Range 24 East:

Section 22:
Section 23:
Section 26:
Section 27:
Section 34:
Section 35:

All
All
All

2. Interests & Addresses of the Parties:

wi
Santa Fe Energy Operating 50%
Partners, L.P.
550 West Texas, Suite 1330
Midland, Texas 79701
Neste Oil, Inc. 33-1/3%
Five Post Oak Park, Suite 1500
Houston, Texas 77027
North Central Oil Corporation 16-2/3%

6001 Savoy Drive

Houston, Texas 77036-3381

3. Leases Subject to this Agreement:

1)  SFEOP Lse. No.: NM-30,272-001
Effective Date: January 6, 1992
Lessor: Carmex, Inc.
Lessee: T. Verne Dwyer
Description: T-21-S, R-24-E

Recording Data:

Sec. 27: E/2NW/4; S/2NE/4; NE/4NE/4
Eddy County, New Mexico

Book 114, Page 521 of the Oil & Gas Records
of Eddy County, New Mexico

2) SFEOP Lse. No.: NM-30,272-002
Effective Date: January 6, 1992
Lessor: Pardue Farms
Lessee: T. Verne Dwyer
Description: T-21-S, R-24-E

Recording Data:

3) SFEOP Lse. No.:
Effective Date:
Lessor:

Lessee:

EWP223-1

Sec. 27: E/2NW/4; S/2NE/4; NE/4NE/4
Eddy County, New Mexico

Book 114, Page 525 of the Oil & Gas Records
of Eddy County, New Mexico

NM-30,272-003
January 6, 1992
Carl J. Waters, Sole & Separate Property
T. Veme Dwyer



4)

5)

6)

8)

Description:

Recording Data:

SFEOP Lse. No.:

Effective Date:
Lessor:

Lessee:
Description:

Recording Data:

SFEOP Lse. No.:

Effective Date:
Lessor:

Lessee:
Description:

Recording Data:

SFEQOP Lse. No.:

Effective Date:
Lessor:

Lessee:
Description:

Recording Data:

SFEOP Lse. No.:

Effective Date:
Lessor:

Lessee:
Description:

Recording Data:

SFEOP Lse. No.:

Effective Date:
Lessor:

Lessee:
Description:

Recording Data:

EWP223.2

T-21-S, R-24-E

Sec. 27: E/2NW/4; S/2NE/4; NE/4NE/4
Eddy County, New Mexico

Book 114, Page 515 of the Oil & Gas Records
of Eddy County, New Mexico

NM-30,272-004

January 6, 1992

Merland, Inc.

T. Veme Dwyer

T-21-S, R-24-E

Sec. 27: E/2NW/4; S/2NE/4; NE/4ANE/4
Eddy County, New Mexico

Book 114, Page 511 of the Oil & Gas Records
of Eddy County, New Mexico

NM-30,272-005

January 6, 1992

Kugeler Brothers, a New Mexico Partnership
T. Veme Dwyer

T-21-S, R-24-E

Sec. 27: E/2NW/4; S/2NE/4; NE/4N¥E/4
Eddy County, New Mexico

Book 114, Page 985 of the Oil & Gas Records
of Eddy County, New Mexico

NM-30,272-006

January 6, 1992

Dena Louise Wilson & Mary Virginia Walker,
Co-Trustee of Leona L. Stogner, Irrevocable Trust
T. Verne Dwyer

T-21-S, R-24-E

Sec. 27: NE/4ANE/4; S/2NE/4; E/2NW/4

Eddy County, New Mexico

Book 114, Page 416 of the Oil & Gas Records

of Eddy County, New Mexico

NM-30,272-007

February 10, 1992

Robert Phillips Handley, Sole & Separate Property
T. Verne Dwyer

T-21-S, R-24-E

Sec. 27: E/2NW/4; S/2NE/4; NE/4NE/4

Eddy County, New Mexico

Book 118, Page 399 of the Oil & Gas Records

of Eddy County, New Mexico

NM-30,272-008

February 26, 1992

Jerry Phillips Winfield, married, separate property
T. Verne Dwyer

T-21-S, R-24-E

Sec. 27: E/2NW/4; S/2NE/4; NE/4NE/4

Eddy County, New Mexico

Book 119, Page 939 of the Qil & Gas Records

of Eddy County, New Mexico



9)

10)

11)

12)

13)

14)

SFEOP Lse. No.:

Effective Date:
Lessor:

Lessee:
Description:

Recording Data:

SFEQP Lse. No.:

Effective Date:
Lessor:

Lessee:
Description:

Recording Data:

SFEOP Lse. No.:

Effective Date:
Lessor:

Lessee:
Description:

Recording Data:

SFEOP Lse. No.:

Effective Date:
Lessor:

Lessee:
Description:

Recording Data:

SFEOP Lse. No.:

Effective Date:
Lessor:

Lessee:
Description:

Recording Data:

SFEOP Lse. No.:

Effective Date:
Lessor:

Lessee:
Description:

EWP223-3

NM-30,272-009

February 10, 1992

Nell Amold Handley, Sole & Separate Property
T. Verne Dwyer

T-21-S, R-24-E

Sec. 27: E/2NW/4; S/2NE/4; NE/4NE/4

Eddy County, New Mexico

Book 119, Page 939 of the Oil & Gas Records
of Eddy County, New Mexico

NM-30,272-010

February 25, 1992

James Melton Winfield, Single

T. Verne Dwyer

T-21-S, R-24-E

Sec. 27: E/2NW/4; S/2NE/4; NE/4ANE/4
Eddy County, New Mexico

Book 119, Page 942 of the Oil & Gas Records
of Eddy County, New Mexico

NM-30,272-011
February 10, 1992

Daisy Winfield, Pamela Gay Winfield, Patricia Lynn Winfield,

& Penny Lee Winfield, Single Women

T. Verne Dwyer

T-21-S, R-24-E

Sec. 27: E/2NW/4; S/2NE/4; NE/4NE/4
Eddy County, New Mexico

Book 119, Page 936 of the Oil & Gas Records
of Eddy County, New Mexico

NM-30,273-001

January 6, 1992

Carmex, Inc.

T. Verne Dwyer

T-21-S, R-24-E

Sec. 23: S/2SW/4

Eddy County, New Mexico

Book 114, Page 519 of the Oil & Gas Records
of Eddy County, New Mexico

NM-30,273-002

January 6, 1992

Pardue Farms

T. Verne Dwyer

T-21-S, R-24-E

Sec. 23: S/2SW/4

Eddy County, New Mexico

Book 114, Page 523 of the Oil & Gas Records
of Eddy County, New Mexico

NM-30,273-003

January 6, 1992

Earl J. Waters, Sole & Separate Property
T. Veme Dwyer

T-21-S, R-24-E

Sec. 23: S/2SW/4

Eddy County, New Mexico



13)

16)

17)

18)

19)

Recording Data:

SFEOP Lse. No.:

Effective Date:
Lessor:

Lessee:
Description:

Recording Data:

SFEOP Lse. No.:

Effective Date:
Lessor:

Lessee:
Description:

Recording Data:

SFEOP Lse. No.:

Effective Date:
Lessor:

Lessee:
Description:

Recording Data:

SFEOQOP Lse. No.:

BLM Lse. No:
Effective Date:
Lessor:
Lessee:
Description:

Recording Data:

SFEOP Lse. No.:

BLM Lse. No:
Effective Date:
Lessor:
Lessee:
Description:

Recording Data:

EWP223-4

Book 114, Page 517 of the Oil & Gas Records
of Eddy County, New Mexico

NM-30,273-004
January 6, 1992
Merland, Inc.

T. Verne Dwyer
T-21-S, R-24-E
Sec. 23: S/2SW/4

Eddy County, New Mexico
Book 114, Page 513 of the Oil & Gas Records
of Eddy County, New Mexico

NM-30,273-005
January 6, 1992

Kugeler Brothers, a New Mexico Partnership

T. Verme Dwyer
T-21-S, R-24-E
Sec. 23: S/2SW/4

Eddy County, New Mexico
Book 114, Page 987 of the Oil & Gas Records
of Eddy County, New Mexico

NM-30,273-006
January 6, 1992

Dena Louise Wilson & Mary Virginia Walker, Co-Trustees
of Leona L. Stogner Irrevocable Trust

T. Verne Dwyer
T-21-S, R-24-E
Sec. 23: S/2SW/4

Eddy County, New Mexico
Book 117, Page 418 of the Oil & Gas Records
of Eddy County, New Mexico

NM-30,275
NM 88092
March 1, 1992

Bureau of

Land

Management

Santa Fe Energy Operating Partners, L.P.

T-21-S, R-24-E

Sec. 22: SW/4SW/4

Sec. 27: W/2NW/4; SW/4SW/4
Eddy County, New Mexico

Book 117, Page 66 of the Oil & Gas Records
of Eddy County, New Mexico

NM-30,276
NM NM 88093
March 1, 1992

Bureau of

Land

Management

Santa Fe Energy Operating Partners, L.P.

T-21-§, R-24-E
Sec. 23: N/2NE/4

Sec. 26: NE/4ANW/4; S/2N/2; S/2

Eddy County, New Mexico
Book 117, Page 70 of the Oil & Gas Records
of Eddy County, New Mexico



20)

21)

22)

23)

24)

SFEOP Lse. No.:

Effective Date:
Lessor:

Lessee:
Description:

Recording Data:

SFEOP Lse. No.:

Effective Date:
Lessor:

Lessee:
Description:

Recording Data:

SFEOP Lse. No.:

Effective Date:
Lessor:

Lessee:
Description:

Recording Data:

SFEQOP Lse. No.:

Effective Date:
Lessor:

Lessee:
Description:

Recording Data:

SFEOP Lse. No.:

Effective Date:
Lessor: )
Lessee:
Description:

EWP223-5

NM-30,255
December 1, 1991

Stacy Elizabeth Shafer Biebelle, Shipworth Hart Shafer,

Patricia Shafer Lyman, Sole & Separate Property
T. Verne Dwyer

T-21-S, R-24-E

Sec. 22: SE/4SE/4

Sec. 34: E/2SE/4

Sec. 35: W/28W/4

Eddy County, New Mexico

Book 112, Page 1015 of the Oil & Gas Records
of Eddy County, New Mexico

NM-24,070

July 7, 1988

BLM NM-56350 *
Eileen M. Grooms

T-21-S, R-24-E

Sec. 22: Lots 3-6 Inclusive

Eddy County, New Mexico

Book 253, Page 564 of the Oil & Gas Records

of Eddy County, New Mexico

NM-30,367-001

May 18, 1992

Jimmi Geraldetta Marrs, Married, Separate Property
T. Verne Dwyer

T-21-S, R-24-E

Sec. 23: SE/4SE/4

Sec. 26: NE/4NE/4

Eddy County, New Mexico
Book , Page

of Eddy County, New Mexico

of the Oil & Gas Records

NM-30,367-002

May 21, 1992

Hugh E. Hanagan & wife, Betty L.
T. Verne Dwyer

T-21-S, R-24-E

Sec. 23: SE/4SE/4

Sec. 26: NE/4NE/4

Eddy County, New Mexico
Book , Page

of Eddy County, New Mexico

of the Oil & Gas Records

NM-30,367-003

May 14, 1992

John B. Castle & wife, Ruby Lee
T. Veme Dwyer

T-21-S, R-24-E

Sec. 23: SE/4SE/4



26)

Recording Data:

SFEOP Lse. No.:

Effective Date:
Lessor:

Lessee:
Description:

Recording Data:

SFEOP Lse. No.:

Effective Date:
Lessor:

Lessee:
Description:

Recording Data:

EWP223-6

Sec. 26: NE/ANE/4

Eddy County, New Mexico
Book , Page

of Eddy County, New Mexico

of the Oil & Gas Records

NM-30,367-004

May 14, 1992

H. Brace Wigzell & wife, Wanda
T. Vemme Dwyer

T-21-S, R-24-E

Sec. 23: SE/4SE/4

Sec. 26: NE/ANE/4

Eddy County, New Mexico
Book , Page

of Eddy County, New Mexico

of the Oil & Gas Records

NM-24,069

July 1, 1987 *
BLM NM NM-53218

Andrew F. Grooms

T-21-S, R-24-E

Sec. 34: N/2; SW/4; W/2SE/4

Sec. 35: Lots 1-6, N/2

Eddy County, New Mexico

Book 229, Page 794 of the Oil & Gas Records

of Eddy County, New Mexico



EXHIBIT "B"

Attached to and made a part of that certain Operating Agreement dated
une l3th, 1992 , by and between Santa Fe Energy

Qe_mg_ﬁax{n_&;f. L.P. , a8 Operator and Neste 0il, Inc. and
North Centra 11 Corporation , as Non-Operators.

OMITTED



COPAS - 1984 - ONSHORE

Recommended by the Counal

KmARR 601, BOX 800 of Petroleum Accountann
TULSA Ox 74101 Sociehes p
1y
EXHIBIT “c "
Attached to and made a part of __that certain Operating Agreement dated June 15, 1992
bv and between Santa Fe Energy Operating Partners, L.P. as Operator, and Neste 0il,
Inc. & North Central Qil. Corporation as Non-Operators.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1. Definitions *

“Joint Property” shall mean the real and personal property subject to the agreement to which this Accounting Procedure
is attached.

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

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

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

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

“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct supervision
of other emplovees and/or contract labor directly employed on the Joint Property in a field operating capacity.
“Technical Employees” shall mean those employees having special and specific engineering. geological or other profes-
sional skills. and whose primary function in Joint Operations is the handling of specific operating conditions and problems
for the benefit of the Joint Property. ’
“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator's empioyvees.
“Material” shall mean personal property. equipment or supplies acquired or held for use on the Joint Property.
“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual as
most recently recommended by the Council of Petroleum Accountants Societies.

o

Statement and Billings

Operator shalil bill Non-Operators on or before the last day of each month for their proportionate share of the Joint Ac-
count for the preceding month. Such bills will be accompanied by statements which identify the authority for expenditure.
lease or facility, and all charges and credits summarized by appropriate classifications of investment and expense except

that items of Controllable Material and unusual charges and credits shall be separately identified and fully described in
detail.

3.  Advances and Payments by Non-Operators

thirty (30)

A. Unless otherwise provided for in the agreement. the Operator may require the Non-UOperators to advance their
share of estimated cash outlay for the succeeding month'’s operation withinciditsmexoti) davs after receipt of the bill-
ing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust each
monthly billing to reflect advances received from the Non-Operators.

R.  Each Non-Operator shall pay its proportion of all bills withinmzﬁpdg?/s after receipt. If pavment is not made
within such time, tﬂe unpaid balance shall bear interest monthly at the prime rate in effect at _The Chase
Manhattan Ban on the first dayv of the month in which delinquency occurs plus 2% or the maximum
contract rate permitted by the applicable usury laws in the state in which the Joint Property is located. whichever
is the lesser, plus attorney's fees. court costs. and other costs in connection with the collection of unpaid amounts.

1. Xdjustments

Pavment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof:
provided. however, all bills and statements rendered to Non-Operators by Operator during any calendar vear shall con-
clusivelv be presumed to be true and correct after twenty-four (24) months following the end of any such calendar vear,
unless within the said twenty-four (24) month period a Non-Operator takes written exception thereto and makes claim on
Uiperator for adjustment. No adjustment favorabie to Uperator shall be made unless 1t 1s made within the same prescribed

period. The provisions of this paragraph shall not prevent adjustments resulting from a phvsical invenwory of Controllable
Materiai as provided for 1n Section V.

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.




5.

Audits

A. A Non-Uperator. upon notice in writing o ! )perator and all other Non-tJperators. <nail have the right to audit Opera-
"or's accounts and records relating to the Joint Account for anyv calendar vear within the twentv-four (24) month
neriod following the end of such calendar vear: provided. however. the making of an audit shall not extend the time
‘or the taking of written exception to and the adjustments of accounts as provided for 1n Paragraph 4 of this Section
. Where there are two or more Non-Operators. the Non-Uperators shall make every reasonable effort 1o conduct a
joint audit in a manner which will resuit in a minimum of inconvemience to the Uperator. Uperator shail bear no por-
tion of the Non-Operators’ audit cost incurred under this paragraph uniess agreed to by the Operator. The audits
snall not be conducted more than once each vear without prior approval of Operator. except upon the resignation or
removal of the Operator. and shall be made at the expense of those Non-Operators approving such audit.

Approval By Non-Operators
Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of this
Accountung Procedure and if the agreement w which this Accounting Procedure is attached contains no contrfiry provisions

in regard thereto. Operator shall notify all Non-Operators of the Operator's proposal. and the agreement or approval of
a majority in interest of the Non-Operators shall be controlling on all Non-Operators.

I1. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

‘Ul

Ecological and Environmental

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

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

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

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

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

(4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly employed
in the operation of the Joint Property if such charges are excluded from the overhead rates.

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

C. Expenditures or contributions made pursuant to assessments imposed by governmenta! authority which are applicable
to Operator’s costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section 11.

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Paragraph
3A of this Section II.

Employee Benefits
Operator's current costs of established plans for employees’ group life insurance, hospitalization, pension, retirement, stock
purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor cost chargeable to the Joint

Account under Paragraphs 3A and 3B of this Section [I shall be Operator’s actual cost not to exceed the percent most recent-
ly recommended by the Council of Petroleum Accountants Societies.

Material
Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only such Material

shail be purchased for or transferred to the Joint Property as may be required for immediate use and is reasonably practical
and consistent with efficient and economical operations. The accumulation of surplus stocks shall be avoided.

Transportation
Transportation of emplovees and Material necessary for the Joint Operations but subject to the following Limitations:
A, If Material is moved to the Joint Property from the Operator's warehouse or other properties. no charge shail be made

w the Joint Account for a distance greater than the distance from the nearest reliable supply store where like material
15 normaily available or railway receiving point nearest the Joint Property unless agreed to by the Parties.

i




10.

11.

13.

4.

3. If surplus Material is moved to Operator's warehouse or other storage point. no charge shall be made to the Joint Ac-
count for a distance greater than the distance to the nearest retiable supply store where like material is normaliv
available. or railway receiving point nearest the Joint Property uniess agreed to by the Parties. No charge shall be

made to the Joint Account for moving Material to other properties belonging to Operator. unless agreed to by the
Parues.

" In the application of subparagraphs A and B above. the option to equalize or charge actual trucking cost is available
when the actual charge is $400 or less excluding accessorial charges. The $400 will be adjusted to the amount most
recently recommended by the Council of Petroleum Accountants Societies.

Nervices

The cost of contract services, equipment and utilities provided by outside sources. except services excluded by Paragraph
11 of Section 11 and Paragraph i. ii. and iii. of Section II1. The cost of professional consuliant services and contract ser-
1ces of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rates.
The cost of professional consultant services or contract services of technical personnel not directly engaged on the Joint
Property shall not be charged to the Joint Account unless previously agreed to by the Parties,

Equipment and Facilities Furnished By Operator

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

v percent (__12___%) per annum. Such rates shall not exceed average commercial rates currently pre-
vailing in the immediate area of the Joint Property.

B. In lieu of charges in paragraph 8A above. Operator may elect to use average commercial rates prevailing in the immedi-
ate area of the Joint Property less 20%. For automotive equipment. Operator may elect o 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 losses
incurred by fire. flood. storm. theft. accident. or other cause, except those resulting from Operator's gross negligence or
willful misconduct. Operator shall furnish Non-Operator written notice of damages or losses incurred as soon as practicable
after a report thereof has been received by Operator.

Legal Expense

Expense of handling, investigating and settling litigation or claims. discharging of liens. payment of judgements and
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to protect
or recover the Joint Property. except that no charge for services of Operator’s legal staff or fees or expense of outside attor-
neys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be covered by the
overhead provisions of Section III unless otherwise agreed to by the Parties. except as provided in Section I. Paragraph

.

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property. the operation thereof.
or the production therefrom, and which taxes have been paid by the Operator for the benetit of the Parties. If the ad valo-
rem taxes are based in whole or in part upon separate valuations of each party’s working interest. then notwithstanding
anvthing to the contrary herein, charges to the Joint Account shall be made and paid by the Parties hereto in accordance
with the tax value generated by each party's working interest.

[nsurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Parties. In the
»vent Joint Operations are conducted in a state in which QOperator may act as seif-insurer for Worker's Compensation and
or Emplayers Liability under the respective state’'s laws, Operator may. at its election. include the risk under its self-
insurance program and-in that event. Operator shall include a charge at Operator’s cost not to exceed manual rates.

Abandonment and Reclamation

t‘osts incurred for abandonment of the Joint Property. including costs required by governmental or other regulatorv
duthority.

Cummunications

st of acquiring, leasing. instaliing, operaung. repairing and maintaining communicauon syvstems. including radio and
microwave facilities directly serving the Juint Propertv. In the event communication facilities svstems serving the Joint
Praperty are Operator owned. cnarwes to the Juint Account shall be made as provided i» Paragrapbh = of this Sectuon [

Other Expenditures

Anv other expenditure not covered or «iealt with in the foregoing provisions of this Section [1. or :n Section [ and whieh

< of direct benefit to the Joint Property and is incurred by the Uperator in the necessary and proper conduct of the Joiny
herations.
-

LIPS

-

|




1. OVERHEAD

1. Overhead - Drilling and Producing Operations

1.

ii.

I.‘

]

As compensation for administrative. supervision. office services and warehousing costs. Operator shall charge drilling
and producing operations on either:

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

Uniess otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and salaries
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph
3A. Section 11. The cost and expense of services from outside sources 1n connection with matters of taxation. traffic.
accounting or matters before or involving governmental agencies shall be considered as inciuded in the overhead rates
provided for in the above selected Paragraph of this Section 111 unless such cost and expense are agreed to by the
Parties as a direct charge to the Joint Account.

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

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

The salaries. wages and Personal Expenses of Technical Employees and/or costs of professional consultant services
and contract services of technical personne! either temporarily or permanently assigned to and directly empioyed in
the operation of the Joint Property:

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

Qverhead - Fixed Rate Basis

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

Drilling Well Rate $§ 4,500,00

{Prorated for less than a full month)

Producing Well Rate § _450.00

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

(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date the drill-
ing rig. completion rig. or nther units used in completion of the well is released. whichever is later. except
that no charge shall be made during suspension of drilling or completion operations for fifteen (15) or
more consecutive calendar days.

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) consecutive
work days or more shall be made at the drilling well rate. Such charges shall be applied for the period
from date workover operations. with rig or other units used in workover. commence through date of rig

or other unit reiease, except that no charge shall be made during suspension of operations for fifteen
{15) or more consecutive calendar days.

{b) Producing Well Rates

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

{2) Each active completion in a multi-completed well in which production is not commingled down hole shal}
be considered as a one-well charge providing each completion 1s vonsidered a separate well by the govern-
ing reguiatory authority.

t3) An inactive gas well shut in because of overproduction or failure of purchaser to take the production shall

be considered as a one-well charge providing the gas well is directly connected 10 a permanent sales
outlet. -

i4) A one-well charge shall be made for the month in which plugging and abandonment operations are com-
pleted on anv well. This one-well charge shall be made whether or not the well has produced except when
drilung well rate applies.

> All other inactive wells tincluding but not iimited w0 inactive wells covered by unit allowable. iease allow-
aple. transferred allowable. etc.) shall not qualifv for an overhead charge.

st The wetl rates shall be adjusted as of the first dav of April each vear following the effective date of the agreement
townien tnis Accounting Proceaure 15 attacned. The adjustment shail be computed by muitipiving tne rate cur-
rentiv 10 se DV Lhe percentage increase or decrease in the average weekly earnings of Cruae Petroteum and (ia-~
Proguction Workers for the 1ast calenaar vear compared 10 the calendar vear preceding as SNOWN DV the tndex
o average weekiv earnings of (ruage Petroleum ana t:as Production Workers as pubiisnea ov the | nited States
{repartment of Lavor Bureau of Labor Stausuics. or the equivaient Canadian ingex as pubiisnea nv Ntaustics
¢ anadd. us apphcabie. The aajusteqa rates snaii Le tne rates currentiy 1N use. plus or MINUS the computed ud-

“stment
t»vernead - Percentage Basis

-1 uperator ~naif charge the Joint Account at the foiiowing rates:




4. Amendment of Rates

LIRS

Percent ( ) of the cost of development of the Joint Property exclusive of costs provided
under Paragraph 10 of Section I and all salvage credits.

{a) Development

(b)y Operating

Percent ( “n) of the cost of operating the Joint Property exclusive of costs provided under
Paragraphs 2 and 10 of Section 11. all salvage credits. the value of injected substances purchased for secondary

recovery and all taxes and assessments which are levied. assessed and paid upon the mineral interest in and
to the Joint Property.

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

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section [11. development
shall include all costs in connection with drilling, redrilling, deepening, or any remedial operations on any or all
wells involving the use of drilling rig and crew capable of drilling to the producing interval on the Joint Prop-
erty; also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning
when the well is not completed as a producer. and original cost of construction or installation of fixed assets, the
expansion of fixed assets and any other project clearly discernible as a fixed asset. except Major C&nstruction as
defined in Paragraph 2 of this Section I1I. All other costs shall be considered as operating.

(8

Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets. the expansion of
fixed assets. and any other project clearly discernible as a fixed asset required for the development and operation of the

Joint Property, Operator shall either negotiate a rate prior to the beginning of construction. or shall charge the Joint
Account for overhead based on the following rates for any Major Construction project n excess of $ 25, QQE. Q0 -

A.__3 % of first $100.000 or total cost if less. plus
B. ___ 2 %of costs in excess of $100.000 but less than $1.000.000. plus |
C. .__1_._ % of costs in excess of $1.000.000. '

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

3. Catastrophe Overhead i

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
to oil spill, blowout. explosion. fire, storm. hurricang. 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 negotiate a rate prior to charging the Joint Account or shall charge the Joint Account for overhead based on
the following rates:

A. 3 %of total costs through $100.000: plus
B.__ 2 %of total costs in excess of $100,000 but less than $1,000.000: plus
C. __l___ % of total costs in excess of $1.000,000.

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

The overhead rates provided for in this Secuion I11 may be amended from time to time only by mutual agreement between
the Parties hereto if, in practice. the rates are found to be insufficient or excessive.

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material move-
ments affecting the Joint Property. Operator shail provide all Material for use on the Joint Property: however. at Operator's
option. such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and. or surpius
Mater:al. such disposal being made either through sale to Operator or Non-Operator. division in kind, or sale to outsiders. |
()perator may purchase. but shall be under no obligation to purchase. interest of Non-Operators in surplus condition A or B
Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to bv the Parties.

1. Purchases

Material purchased shall be charged at the price paid by t)perator after deduction of all discounts received. In case of

Material found to be defecuive or returned to vendor for any other reasons. creait snail be passed to the Juint Account
vnen adjustment has been received by the Uperator.

Iv

Transfers and Dispositions

Material furnished o the Joint Property and Material transferred from the Joint Property or disposed of by the Uperator.
uniess otherwise agreed to by the Parties. shail be priced on the following basis exciusive of cash discounts:

-



A

New Material (Condition A)

11} Tubular Goods Other than Line Pipe

ta) Tubular goods, sized 2% inches OD and larger. except line pipe. shall be priced at Eastern mill published
carioad base prices effective as of date of movernent plus transportation cost using the %0.0) pound carload
weight basis to the railway receiving point nearest the Joint Property for which published rail rates for
tubular goods exist. If the 30.000 pound rail rate is not offered. the 70.000 pound or 90.000 pound rail rate
may be used. Freight charges for tubing will be calculated from Lorain, Ohio and casing from Youngstown.
Ohio. '

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

ic) Special end finish tubular goods shall be priced at the lowest published out-of-stock price. f.0.b. Houston.
Texas. pius transportation cost. using Oil Field Haulers Association interstate 30.000 pound truck rate. to
the railway receiving point nearest the Joint Property. N

id} Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices f.0.b.
the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate per weight
of tubing transferred. to the railway receiving point nearest the Joint Property.

(2) Line Pipe

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

tb) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) less than 30.000 pounds
shall be priced at Eastern mill published carload base prices effective as of date of shipment. plus 20 percent.
plus transportation costs based on freight rates as set forth under provisions of tubular goods pricing in Para-
graph A.(1Xa) as provided above. Freight charges shall be caiculated from Lorain. Ohio.

(c) Line pipe 24 inch OD and over and 3; inch wall and larger shall be priced f.o.b. the point of manufacture

at current new published prices plus transportation cost to the railway receiving point nearest the Joint
Property.

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

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

4) Unused new Material. except tubular goods. moved from the Joint Property shall be priced at the current new
price. in effect on date of movement. as listed by a reliable supply store nearest the Joint Property, or point of
manufacture. plus transportation costs. if applicable. to the railway receiving point nearest the Joint Property.
Unused new tubulars will be priced as provided above in Paragraph 2 A (1) and (2).

t;ood Used Material (Condition B)

Material in sound and serviceable condition and suitable for reuse without reconditioning:
(11 Material moved w the Joint Property

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

(a) At seventy-five'percent (75%) of current new price. as determined by Paragraph A. if Material was originally
charged to the Joint Account as new Material or

tb) At sixty-five percent (65%) of current new price. as determined by Paragraph A. if Material was originally
charged to the Joint Account as used Material.

t3) Material not used on and moved from the Joint Property
At seventy-five percent (v5%) of current new price as determined by Paragraph A.

The cost of reconditioning. if any. shall be absorbed by the transferring propertyv.

Other Used Material

‘11 Condition U
Material which s not in sound and serviceable condition and not suitable for its original function until after recon-
ditioning <nall be priced at [ifty percent (50%) of current new price as determined by Paragraph A. The cost of
reconditioning shail be charged to the receiving property. provided Uondition { value pius cost of reconditioning

oes not exceed Condition 3 vaiuve.

-
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12) Conaition D

Material. excluding junk. no longer suitable for 1ts original purpose. but usable for some other purpose shall be
pricea on a basis commensurate with its use. Uperator may dispose of Condition D Material under proceaures
normailv used by Operator without prior approval of Non-Operators.

ra) Uasing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamiess line pipe of com-
parable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be priced at used line
pipe prices.

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

3) Condition E

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

>
D. Obsolete Material

Material which is serviceable and usable for its original function but condition and/or value of such Material is not
equivalent to that which would justify a price as provided above may be specially priced as agreed w 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

actpal
(1) Loadmg or unloadmg cost.s may be charged to the Joint Account at the/ mammo PR3

pomt The above rate shall be a.djusted as of the first da.y of Aprll each year follow 98 by the same

percentage increase or decrease used to adjust gyerhg ection III, Paragraph l A('3) Each year, the
rat.e calculated shall be rounded-eotireKearest cent and shall be the rate in effect until the first day of April next
e Y¥a=chail hae nuhlished gach h

{2) Material involving erection costs shall be charged at applicable 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 Account for the required
Material at the Operator’s actual cost incurred in providing such Material. in making it suitable for use. and in moving
it to the Joint Property: provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing
Non-Operators for such Material. Each Non-Operator shall have the right. by so electing and notifying Operator within

ten days after receiving notice from Operator, to furnish in kind all or part of his share of such Material suitable for use
and acceptable to Operator.

Warranty of Material Furnished By Operator

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

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

1.

Periodic Inventories, Notice and Representation

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

Reconciliation and Adjustment of Inventories

Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six
months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for
overages and shortages, but, Operator shall be held accountable only for shortages due to lack of reasonable diligence.

Special Inventories

Special inventories may be taken whenever there is any sale, change of interest, or change of Operator in the Joint Property.
[t shall be the duty of the party selling to notify all other Parties as quickly as poasible after the transfer of interest takes
place. [n such cases, both the seller and the purchaser shall be governed by such inventory. In cases invoiving a change
of Operator. all Parties shall be governed by such inventory.

Expense of Conducting Inventories

A. The expense of conducting periodic inventories shall not be charged to the Joint Account unless agreed to by the
Parties.

B. The expense of conducting special inventories shall be charged to the Parties requesting such inventories. except in-
ventories required du€ w change of Operator shall be charged to the Joint Account.

LIPRS
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VI. Miscellaneous

The following, notwithstanding anything herein to the contrary,
shall be made a part of and included in this Accounting Procedure:

-

In the event Non-Operator is required under any applicable
provision of the Operating Agreement or under Article 1(3) of
the Accounting Procedure attached thereto as Exhibit "C* to
advance or prepay funds for operations to which it has
consented, any discounts offered by Vendors selling to the
Joint Account during and applicable to such prepay situation
shall be credited pro rata by Operator to Non-Operator.

Any volume discounts or special rebates which are credited to
the Operator by vendors selling to the Joint Account shall be
credited to the Joint Account when received by Operator.

In the event Operator plans to use his own equipment for agy
operations hereunder, or the equipment of any subsidiary,
parent company oOr sister company, Operator agrees that the
charge to the Joint Account for the use of such equipment
shall be equal to the competitive market price at the time the
goods or services are provided for the use of similar
equipment or Operator’s actual cost, whichever is the lesser.

In the event Operator plans to purchase goods and/or services
for the Joint Account from his own subsidiaries, parent
company or sister companies, such goods and services shall be
charged to the Joint Account at prices equal to competitive
market prices at the time the goods or services are provided.

Within ninety (90) days after close of operations on any well
drilled hereunder, any unused or salvaged tubulars shall be
credited to the Joint Account, offered proportionately to the
Non-Operators "in-kind" or sold to a third party with a credit
being reflected on the Joint Account.

Operator agrees to acquire any tubular goods obtained for the
Joint Account at current competitive market price. If
Operator wishes to use tubular goods from its own inventory,
or the inventory of any subsidiary, parent company or sister
company, such tubular shall be charged to the Joint Account
at prices which are equal to or lower than current competitive
market price. In no event shall Operator charge the Joint
Account for material transfers from its own inventory at mill

price when mill price is in excess of current competitive
market price.

Billings and Credits

A. Without waiving any of the rights, obligations, and
privileges of Paragraph 5 of Article 1, any Non-Operator
shall have the right to contest any unusual charge made
to the Joint Account and/or request copies of actual
invoices within sixty (60) days after receipt of said
billings by giving written notice to the Operator as to
the amount and charge contested and the reason therefor.

Operator shall have thirty (30) days within which to
respond, explain the charge in question and provide
copies of invoices if required. Any adjustment in favor
of Non-Operator(s) will be processed within thirty (30)
days of such explanation and at Operator’'s election, will
be issued either as (1) a check payable to Non-Operator
or (2) a credit on the next occurring Joint Account
billing. Any balance in favor of Operator shall be paid
within thirty (30) days by Non-Operator.

B. During the time any charge is being contested as provided

for above, no disputed amounts owing shall accrue
interest, unless charges are contested excessively,



and/or unreasonably. Provided, however, nothing herein
shall waive Non-Operator’s obligation to pay charges when
due.

Settlements of Audits
Upon receipt of any audit report conducted on the Joint
Account by Non-Operators, Operator shall have ninety days (90)

within which to (1) respond in writing to the audit report and
(2) cure the exceptions detailed therein.
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EXHIBIT "D"

INSURANCE

Attached hereto and made a part of that certain Operating

Agreement dated Jyne 15th, 1992 , by and between
Santa Fe Epergy Operating Partners, L.P. , as Operator and

Neste 0il Inc. & North Ceptral O3l Corp, ., as Non-Operators.

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 Employers Liability Insurance.

(b) Public Liability Insurance with bodily injury limits of not less
than $100,000 for death or injury to one person, and not less than $300,000
for death or injury to more than one person in any one accident; and Public
Liability property damage liability insurance with a limit of not less than
$100,000 for any one accident for loss of or destruction of, or damage to
property. Said public 1liability insurance shall inciude Contractural

Liability coverage and shall include Products Liability and Completed
Operations coverage.

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

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

Attached to and made a part ot that certain Qperating

Agreement dated __ une 153th .19 a2

Between Santa Fe Enerev Operating Partners, L.P., as Operator

And Neste 0il, Inc. & North Central 0il Corp. as Non-Operators.

GAS STORAGE AND BALANCING AGREEMENT
1. In accordance with the terms of the Operating Agreement, each Party thereto
has the right to take its share of gas produced from lands subject to said Operar.in;
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 Parues shall be entitled to produce each month one hundred percent (100%) of the
allowable assigned or in the absence of an assigned allowable the maximum production
capacity and 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 three hundred percent (}00%) of its share of the allowable or
maximum production capacity as the case may be. unless it has gas in storage. All
Parues 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 cumulauve basis. each party not taking or marketing its full share of the

zas produced shall be credited with gas in storage equal to its full share of the gas

EWP189-1



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. At all times while gas is produced, each Party hereto will make settlement
with the respective royalty owners to whom it is accountable, just as if each Party were
taking or delivering to a purchaser its share, and its share only, of such gas production
exclusive of gas used in lease operations, vented or lost. Each Party hereto agrees to
hold each other Party harmiess from any and all claims for royalty payments asserted by
royalty owners to whom each Party is accountable. The term "royalty owner" shall

include owners of royaity, overriding royaities, production payments and similar

interests.

5. After notice to the Operator, any Party which has gas in storage pursuant to
the terms hereof at any time may begin taking or delivering to its purchaser its full share
of the gas produced less such Party’s share of gas used in operations, vented or lost. In
addition to such share, each 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 muluplying 50% of the interest in the

&

current gas production of the Party or Parties without gas in storage/ by a traction. the
numerator of which is the interest of such party with gas in storage and the denominator
of which is the total percentage interest of all Parties with gas in storage currently taking

or delivening to a purchaser.

6. Each Pany producing and taking or delivenng gas to its purchaser shall pav

any and all production taxessdue on such gas.
—and the rovalties
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7. 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 producton to

meet the deliverability tests required by its purchaser.

8. Should producton of gas be permanently discontinued before the gas account
is balanced. settlement will be made within sixty (60) days between the underproduced
and overproduced Parties. In making such settlement. the underproduced Party or Parties
will be paid a sum of money by the overproduced Party or Parties attributable to the
overproduction which said overproduced Party received, less applicable taxes theretofore
paid, at the applicable prices over the term of delivery for a volume of gas equal to that
for which sertlement is made.” The price basis shall be the rate collected from time to
time, which is not subject to possible refund, as provided by the Federal Energy
Regulatory Commission pursuant to final order or settlement applicable to the gas soiely,
plus any additional collected amount which is not ultimately required by said Commission
to be refunded, such additional collected amount to be accounted for at such time as final
determination is made with respect thereto. The operator shall have no liability with
respect to the correctness of the funds received by it from any overproduced party or on
account of the failure of any overproduced party (other than Operator if it is

overproduced) to pay into the balancing account any amount due hereunder.

9. 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.

10. The terms and provisions of this Agreement shall apply separately to each well
and/or separate compietion in each well. Underproduction on one well or completion

shall not be recouped by overproducuon of any other well or compietion.

I1. Notwithstanding anything contained herein to the contrary, no Party shall have
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the right to produce more than its proporuonate share of Ultimate Recoverable Reserves
‘rom any separate completion in each weil without the consent of all other Parues having
working interests in such completion. As used herein. the term "Ulumate Recoverable
Reserves” is defined as the sum ot cumulauve production to date together with esumated
quantities of natural gas which geological and engineering data indicate to be recoverable
in future years from a compietion 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 i:s
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 determinauon which Operator may accept or reject, and any
revision by Operator shall be made with 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 fifty percent (50%) 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.

. one . hundred (100%) . .
At such tme as a Party had produced eighty percent (884) of its proportionate

share of Ultimate Recoverable Reserves. such Party may make no further sales of gas
production from.such completion zone which will not be in balancing with the sales of
other Parties without Operator's consent. Operator may refuse to consent to out of
balance sales until the Party desiring to sell has furnished Operator with adequate
asSurance of such Party’s ability to pay future costs which may be subsequentiy
chargeable to such Party under the Operaung Agreement and to pav any potenual cash

balancing under this Gas Balancing Agreement upon depietion. Such assurance may be
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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
proportonate share of Ultimate Recoverable Reserves without the wntten approval of one
hundred percent (100%) ot the working interest owners of such reserves.

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

x

12. If any underproduced party sells or assigns all or any part of its interest in the
well or completion, then unless the assignment instrument otherwise specifically provides,
such sale or assignment shall include all of the interest of such underproduced party in
gas to be produced attributable to such assigned interest, all of such underproduced
party’s right to make up gas attributable to such assigned interest, and all of such
underproduced party’s right to any cash payment that may be due hereunder after the
effective date of the assignment attributable to the assigned interest. The selling or
assigning party shall look solely to its purchaser or assignee for any interest in the gas or
cash payment to which such party may be entitled. If any overproduced party sells or
assigns all or any portion of its interest in the well or compietion, the interest sold or
assigned shall be burdened by the nght of all underproduced parties to take a portion of
the gas produced attributable to such interest as provided herein, and the assignee shall be
subject to the obligation to make cash payments to the underproduced parties as provided
herein that become payable after the effective date of such assignment. The assignor
shall remain primarily liable to the underproduced parties for any cash payment payable

with respect to the period prior to the effective date of the assignment.
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EXHIBIT "F"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPER-
ATING AGREEMENT DATED _June l5th, 1992

between Santa Fe Energv Operating Partners, L.P. as Operator
and YNeste Q0il, Inc. & North Central 0il Corp.

as Non-QOperators.

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

EQUAL OPPORTUNITY CLAUSE

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

EWpP187-1
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3)

4)

(3)

(6)

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

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

The Contractor will send to each labor union or representative of workers with
which he has a collecive 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 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 Executuve Order 11246 of September 24, 1965. or by rule.
regulauon, or order of the Secretary of Labor, or as otherwise provided by law.



(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 noncompliance:
Provided, however, that in the event the Contractor becomes involved in, or is
threatened with, litigation with a subcontractor or vendor as a result of such
direction by the contracting agency, the Contractor may request the United States
to enter into such litigation to protect the interests of the United States.

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

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

) 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
locauons, under his control, where segregated facilities are maintained is a violation of the Equal
Opportunity Clause required by Executive Order No. 11246 of September 24, 1965, and the
regulations of the Secretary of Labor set out in 41 CFR Chapter 60. Contractor further agrees that
(except where it has obtained identical certifications from proposed subcontractors for specific time
periods) it will obtain identical certifications from proposed subcontractors prior to the award of
subcontracts exceeding $10,000 which are not exempt from the provisions of the Equal Opportunity
Clause; that it will retain such certifications in its files, and that it will forward the following notice

to such proposed subcontractors (except where the proposed subcontractors have submitted identical
certifications for specific time periods):

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

MEMORANDUM OF OPERATING AGREEMENT, SECURITY AGREEMENT
' AND FINANCING STATEMENT

1. This Memorandum of Operating Agreement, Security Agreement
and Financing Statement (hereinafter called "Memorandum") shall be
effective when the Operating Agreement referred to in Paragraph 2.
below becomes effective, that being June 15th, 1992

2. The parties hereto have entered into an Operating Agree-
ment, providing for the development and production of crude oil,
natural gas and associated substances from the lands described in
Exhikit "A" attached hereto (hereinafter called the "Contract

Area"), and designating sSanta Fe Energy Operating Partners, L.P., as
Operator, to conduct such operations.

3. The Operating Agreement provides for certain liens and/ox
security interests to secure payment by the parties of their
respective share of costs under the Operating Agreement. The
Operating Agreement contains an Accounting Procedure along with
other provisions which supplement the lien and/or security interest
provisions, including non-consent clauses which provide that
parties who elect not to participate in certain operations shall be
deemed to have relinquished their interest until the consenting
parties are able to recover their costs of such operations plus a
specified amount. Should any person or firm desire additional
information regarding the Operating Agreement or wish to inspect a

copy of the Operating Agreement, said person or firm should contact
the Operator.

4. The purpose of this Memorandum is to more fully describe
and implement the liens and/or security interests provided for in

the Operating Agreement, and to place third parties on notice
thereof.

5. In consideration of the mutual rights and obligations of
the parties hereunder, the parties hereto agree as follows:

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 o0il and/or gas when extracted
and its interest in all equipment, to secure payment of
its share of expense, together with interest thereon at
the rate provided in Exhibit "C" to the Operating Agree-
nent. To the extent that Operator has a security
interest under the Uniform Commercial Code of the state,
Operator shall be entitled to exercise the rights and
remedies of a secured party under the Code. The bringing
of a suit and the obtaining of a 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 its share of expense, Operator shall have the
right, without prejudice to other rights or remedies, to
collect from the purchaser the prcceeds from the sale of
such Non-Operator’s share of o0il and/or gas until the
amount owed by such Non-Operator, plus interest, has been
paid. Each purchaser shall be entitled to rely upon
Operator’s written statement concerning the amount of any
default. Operator grants a like lien and security
interest to the Non-Operators to secure payment of
Operator’s proportionate share of expense.

If any party fails or is unable to pay its share of
expense within sixty (60) days after rendition of a
statement therefor by Operator, the non-defaulting
parties, including Operator, shall, upon request by
Operator, pay the unpaid amount in the proportion that
the interest of each such party bears to the interest of
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all such parties. Each party so paying its share of the
unpaid amount shall, to obtain reimbursement thereof, be

subrogated to the security rights described in the
foregoing paragraph.

6. For purposes of protecting said liens and security
interest, the parties hereto agree that this Memorandum shall cover
all right, title and interest of the debtor(s) in:

A. Property Subject to Security Interests Created Hereby

(1) All personal property located upon or used in
connection with the Contract Area.

(2) All fixtures on the Contract Area.

(3) All oil, gas and associated substances of value in, on
or under the Contract Area which may be extracted therefrom. &

(4) All accounts resulting from the sale of the items
described in subparagraph (3) at the wellhead of every well located
on the Contract Area or on lands pooled therewith.

(5) All items wused, useful, or purchased for the
production, treatment, storage, transportation, manufacture, or
sale of the items described in subparagraph (3).

(6) All accounts, contract rights, rights under any gas
balancing agreement, general intangibles, equipment, inventory,
farmout rights, option farmout rights, acreage and or cash
contributions, and conversion rights, whether now owned or existing
or hereafter acquired or arising, including but not limited to all
interest in any partnership, limited partnership, association,
joint venture, or other entity or enterprise that holds, owns, or

controls any interest in the Contract Area or in any property
encumbered by this Memorandum.

(7) All severed and extracted o0il, gas, and associated
substances now or hereafter produced from or attributable to the
Contract Area, including without limitation oil, gas and associated
substances in tanks or pipelines or otherwise held for treatment,
transportation, manufacture, processing or sale.

(8) All the proceeds and products of the items described in
the foregoing paragraphs now existing or hereafter arising, and all

substitutions therefor, replacements thereof, or accessions
thereto.

(9) All personal property and fixtures now and hereafter
acquired in furtherance of the purposes of this Operating
Agreement. Certain of the above-described items are or are to
become fixtures on the Contract Area.

(10) The proceeds and products of collateral are also
covered.

B. Property Subject to oOther Liens Created Hereby

(1) All real property within the Contract Area, including
all oil, gas and associated substances of value in, on or under the
Contract Area which may be extracted therefrom.

(2) All fixtures within the Contract Area.

(3) All real property and fixtures now and hereafter

acquired in furtherance of the purposes of this Operating
Agreement.

7. The above items will be financed at the wellhead of the
well or wells located on the Contract Area, and this Memorandum is
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to be filed for record in the real estate records of the county or
counties in which the Contract Area is located, and in the Uniform
Commercial Code records of the county or counties and state or
states in which the Contract Area is located. All parties who have
executed the Operating Agreement, their interests in the Contract
Area and their addresses are set forth on Exhibit "A" hereto.

8. The parties hereto agree that additional lands and wells
may from time to time be covered by the Operating Agreement. The
parties agree to execute and deliver such additional instruments as
are necessary to add such lands and wells to the coverage of the
Operating Agreement and this memorandum thereof.

9. On default of any covenant or condition of the Operating
Agreement, in addition to any other remedy afforded by law or the
practice of this state, each party to the agreement and any
successor to such party by assignment, operation of law, or
otherwise, shall have, and is hereby given and vested with, the
power and authority to take possession of and sell any interest
which the defaulting party has in the subject lands and to
foreclose this lien in the manner provided by law.

10. Upon expiration of the subject Operating Agreement and the
satisfaction of all debts, the Operator shall file of record a
release and termination on behalf of all parties concerned. Upon
the filing of such release and termination, all benefits and
obligations under this Memorandum shall terminate as to all parties
who have executed or ratified this Memorandum. In addition, the
Operator shall have the right to file a continuation statement on

behalf of all parties who have executed or ratified this
Memorandum.

11. It is understood and agreed by the parties hereto that if
any part, term, or provision of this Memorandum is by the courts
held to be illegal or in conflict with any law of the state where
made, the validity of the remaining portions or provisions shall
not be affected, and the rights and obligations of the parties
shall be construed and enforced as if the Memorandum did not
contain the particular part, term or provision held to be invalid.

12. This Memorandum shall be binding upon and shall inure to
the benefit of the parties hereto and to their respective heirs,
devisees, legal representatives, successors and assigns. The
failure of one or more persons owning an interest in the Contract
Area to execute this Memorandum shall not in any manner affect the

validity of the Memorandum as to those persons who have executed
this Memorandum.

13. A party having an interest in the Contract Area can
ratify this Memorandum by execution and delivery of an instrument
of ratification, adopting and entering into this Memorandum, and
such ratification shall have the same effect as if the ratifying
party had executed this Memorandum or a counterpart thereof. By
execution or ratification of this Memorandum, such party hereby
consents to its ratification and adoption by any party who may have
or may acquire any interest in the Contract Area.

14. This Memorandum may be executed or ratified in one or
more counterparts and all of the executed or ratified counterparts
shall together constitute one instrument. For purposes of recor-



ding, only one copy of this Memorandum with individual signature
pages attached thereto needs to be filed of record.

OPERATOR:

SANTA FE ENERGY OPERATING PARTNERS, L.P.
By: Santa Fe Pacifjq Exploration Company. APPROVED

Managjng Ger(d artner ;x:%iz
/ 4‘//)
N

arker, Attorney-in-Fact
TORS:

By:

NON-
NESTE OIL,

OIL CORPORATION Vice President

By:
—r
CKNO G
STATE OF TEXAS §
S
COUNTY OF MIDLAND S
The foregoing instrument was acknowledged before me this y of
Jy , 1992, by T. S. Parker, Attorney-in-Fact of SANTA FE
PACIFIC EXPLORATION CCMPANY as Managing General Partner for SANTA FE ENERGY
PARINERS, L.P., a Delaware corporation on behalf of said
corporation.

EDITH F. WISEHART
Notary Public, State of Texss

STATE OF TEXAS X
X
COUNTY OF HARRIS X

The foregoing instrument Eas ac?ow edged before me this _ day- of

g:kmg . , 19 by .
of NESTE OIL, INC., a ﬁlpﬂM\LU corporation on behalf of said corporation.

My Commission Expires:

DENISE L. MAYFIELD

STATE OF TEXAS | Notary Public, State of Texas
! My Commussion Expres Oct. 31, 1995
COUNTY OF HARRIS ¥
The foregoing instrument was acknowledged before me this day of
s, 1992, by R
of NORTH CENTRAL OIL CORPORATION, a corporation on behalf

of said corporation.

My Commission Expires:

Notary Public
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ding, only one copy of this Memorandum with individual signature
pages attached thereto needs to be filed of record.

OPERATOR:
SANTA FE ENERGY OPERATING PARTNERS, L.P.
By: Santa Fe Pacif

rker, Attorney-in-Fact
ON-OPERATORS:

By:

NORTH -CENTRAL OIL CQRPORZ?;9N .
’ : x, .
By:s ol 27 L U - (s pLt
/// JAMES A. WINNE, III
ACKNOWLEDGMENTS ~ VICE PRESIDENT

STATE OF TEXAS s
]

COUNTY OF MIDLAND ]

The foregoing instrument was acknowledged befare me this day of

- » 1992, by T. S. Parker, Attarney-in—-Fact of SANTA FE
PACIFIC EXPLORATION COMPANY as Managing General Partner for SANTA FE ENERGY ‘
OPERATING PARINERS, L.P., a Delaware corporation on behalf of said
corporation.

My camnission expires:

Notary Public
STATE OF TEXAS ¥
I
COUNTY OF HARRIS X
The foregoing instrument was acknowledged before me this day of
» 1992' by 1]
of NESTE OIL, INC., a corporation on behalf of said corporation.

My Commission Expires:

Notary Public

STATE OF TEXAS ¥
. i
COUNTY OF HARRIS X

e foregoing instrument was owledged before me this :TZZZ day of

, 1992, by e L . e Ppac olonl
N@RTH CENTRAL OIL CORPORAT )28 plinrey corporation on behalf
of said corporation.

My Commission Expires:

.

" Notary Public

DI o o DY IO o /D oA IS
oMty O ANN HARRISON
;‘NC'AR' FUBLIC QTATE 7 TIaAS

v & MY COMMISS:ON ExP RES
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