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SANTA FE ENERGY

OPERATING PARTNERS, LP.
MEELEY QRS HNTE = //’ PERMIAN BASIN DISTRICT

MIDLAND, TEXAS

CARLSBAD AREA
0 EDDY COUNTY, NEW MEXICO

OIL CONSERVATION Y
PROPOSED LOCATION \TION DIVISION e ——
M)«’HIB!T_ NMOCD

o Case No. 10.759
CASENO.__ 0 25|7

SCALE 1":4000' DATE

1980' FEL & 660' FNL Sec. 9
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[AME:
LOC:

SANTA FE ENERGY RESOURCES, INC.

GENERALIZED WELL COST ESTIMATE

Mcsley Canyon *8* St. Com. No.l
19%0' FEL & 660' FNL, Section 9-245-25E, Eddy Cousty, New Mexico
Drill and complete 2 10,300" Sirawn Gas Well
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T. VERNE DWYER

DIL & GAS INVESTMENTS
OFFICE . I00'W. TEXAS, SUITE 333 FAX
(915) 884-7933 MIDLAND, TEXAS 79701 (915) 884-4032

July 7, 1993

James M. Alexander
Martha Jane Rhodes
Jeri Alexander Lott
P.0. Box 58

Abilene, Texas 79604

RE: Mosley Canyon '9" St. Com. No. 1
1980' FEL & 660' FNL
Section 9, T-24-S, R-25-E
Eddy County, New Mexico
10,300' Strawn Test

Ladies and Gentleman:

Enclosed herewith, for your reconsideration and to
name Martha Jane Rhodes and Jeri Alexander Lott to evidence
their mineral ownership, is Santa Fe Energy Operating
Partners, L.P.'s Operating Agreement, dated February 38,
1993, covering the N/2 of Section 9, T-24-5, R-25-E, Eddy
County, New Mexico, for the drilling of the captioned well
and AFE in the amount of $416,000.00 dry hole and $742,000.00
producer. .

In equal proportions, you own five (5) acres of unleased
minerals in the E/2 NW/4 of Section 9, which is 5/320 or
1.5625% working interest in the unit for the captioned
well. If you elect to join in the drilling of the proposed
test, your estimated dry hole cost would be $6,500.00 and
your estimated producer cost would be $11,593.75, such
cost to be borne equally by each of you.

If you elect to join in the drilling of this proposed
test, please sign and date one copy of the AFE and sign
one copy of the signature page of the Operating Agreement
and return both the signed AFE and signature page to the
undersigned, at the letterhead address, within ten (10)
days of receipt of this letter.

NEW MEXICO
Olf. CONSERVATION DIVISION

i 74
caseno  BFST




James M. Alexander
Martha Jane Rhodes
Jeri Alexander Lott
July 7, 1993

Page 2

Under letters dated September 19, 1991 and August
19, 1992, we offered to 1lease your mineral interest for
$§151.00 per acre bonus, 1/4 royalty and two year, paid-up
term. If you elect to 1lease, please execute the lease
and RDO furnished with 1letter dated August 19, 1992 and
place lease, draft and RDO in your bank for collection
within ten (10) days of receipt of this letter.

Santa Fe is ready to commence the proposed test and
requests that you join or 1lease; however, if you elect
not to do either, Santa Fe will have to commence forced
pooling procedures.

If you have any questions, please call.

Very truly yours,

;;?;4a1ﬂ~4_ é::2*/17”_,/

T. Verne Dwyer for
Santa Fe Energy Operating Partners,
L.P.

TVD/ ja

Enclosures



r‘SENDER: Complete iterns 1 and 2 when additional services are desired, and complete items 3
and 4.

Put your address in the “RETURN TO” Space on the reverse side. Failure to do this will prevent this
" ard from being returned to you. The return rece|pt fee will provide vou the name of the person
ive nd_the f ljvery. For additional fees the following services are available. Consult

postmaster for fees and check box{es) for additional service(s) requested.
1. O Show to whom delivered, date, and addressee’s address. 2, O Restricted Delivery

t(Extra charge)*t t(Extra charge)t
3. Article Addressed to: 4. Article Number
James M. Alexander P 963 217 226
Martha Jane Rhodes B’P; of f“"é“‘ T insured
N egistere nsure
Jeri Alexander Lott 10 Certified O cob
P.0. Box 58 O Express Mail

Abilene, TX 79604

Always obtain signature of addressee
or agent and DATE DELIVERED.

Signature — Addressee 8. Addressee’s Address (ONLY if
requested and fee paid)

yal

X

6. Signatlre — Agent

X ‘%ﬂ? QC//Q/JZM LA ,af/,f

7. Date of Deliver L
© o JUL121993 ¢

’S Form 3811, Mar. 1987 * U.S.G.P.O. 1987-178-268 DOMESTIC RETURN RECEIPT
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OFFICIAL BUSINESS [9
SENDER INSTRUCTIONS

} NE 7 ’,r~
UNITED STATES POSTAL SERV,

Print your name, address, and ZIP «_"? .
Coda in the space below. —_—
e Complete items 1, 2, 3, and 4 on
the reverse.
o Attach to front of article if space .
permits, otherwise affix to back
of article. - PENALTY FOR PRIVATE
¢ Endorse article “Return Receipt - * USE, $300
Requested’’ adjacent to number.
RETURN Print Sender’s name, address, and ZIP Code in the space below.
TO ’

T. Verne Dwyer

300 W. Texas, Suit?333

. Midland, TX 79701%

“!!l"!fi!‘ll!f'll!!llif’l"l!‘
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MOSLEY CANYON "9'" STATE COM #1

OPERATING AGREEMENT
DATED

Febryary 8th = 1993 |

OPERATOR _Santa Fe Energy Operating Partners, L.P.

CONTRACT AREA Section 9: N/2, T-24-S, R-25-E

COPYRIGHT 1992 — ALL RIGHTSRESERVED
AMERICAN ASSOCIATION OF PETROLEUM
LANDMER, 3¢03 CONTINENTAL LIFE BUILDING,
FORT WORTH, TEXAS, 76102, APPROVED FORM.
A.A.P.L. NO. ¢10 . 1982 REVISEN



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

GUIDANCE IN THE PREPéMﬂON OF THIS AGREEMENT:

1.

2.

10.

11

15

6.

1?

Title Page - Fill in blanks as applicable.

Preamble, Page | - Enter name of Operator.

Article I - Exhibits:

(a) Indicate Exhibits to be attached.

(b) If it is desired that no reference be made to non-discrimination, the reference to Exhibit *'F'" should be deleted.

Article ILB. - Interests of Parties in Costs and Production - Enter royalty fraction as agreed to by parties.

Article IV A, - Tite Examination - Select option as agreed to by the parties.

Article IV.B. - Loss of Title - If **Joint Loss’’ of Title is desired, the following changes should be made:

(a) Delete Articles [V.B.l and IV.B.2.

(®) Artcle IV.B.3 - Delete phrase ‘‘other than those set forth in Articles IV.B.1 and IV .B.2 above."’

(c) Article VILE. - Change reference at end of the first grammatical paragraph from *‘Article IV.B.2"" to *‘Article [V.B.3."

(d) Article X. - Add as the concluding sentence - **All claims or suits involving title to any interest subject to this agreement shall be

treated as a claim or a suit against all parties hereto." r

b

Artcle V - Operator - Enter name of Operator.

Article VILA - Initial Well:

{a) Date of commencement of drilling.
(b) Location of well.

(¢) Obligation depth.

Article VI.B.2.(b) - Subsequent Operations - Enter penalty percentage as agreed to by parties.

Artcle V1.C. - Taking Production in Kind - If 2 Gas Balancing Agreement is not in existence nor attached hereto as Extubit “'E"". then use
Alternate Page 8.

Article VILD.1. - Limitation of Expenditures - Select option as agreed to by parties.

Article VIL.D.3. - Limitation of Expenditures - Enter limitation of expenditure of Operator for single project and amount above which
Operator may furnish information AFE.

Article [X. - Internal Revenue Code Election - Delete this article in the event the agreement is a Tax Partnership and Exhubit "G s at:

tached. .

Article X. - Claims and Lawsuits - Enter claim limit as agreed to by parties.

Article XIII. - Term of Agreement:

131 Select Opuon as agreed to by parties.
b} If Opuon No. 2 1s selected, enter agreed number of davs in two (2) blanks.

Arucle XIV. B - Governing Law - Enter wate as agreed to by pacties.

Signature Page - Enter effective date,
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A.APL FORM 610 - MUDEL FORM OPERATING AGREEMENT - 1982

OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between___Santa Fe Energy Operating
Partners, L.P. hereinafter designated and

referred ro as *‘Operator’”, and the signatory party or parties other than Operator, sometimes herewnafter referred to individually heren
as *Non-Operator'*, and collectively as ‘‘Non-Operators’’.

WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the land «dentified n
Exhibic **A"’, and the parties hereto have reached an agreement to explore and develop these leases and/or otl and gas wnterests for the
production of oil and gas to the extent and as hereinafter provided,

NOW, THEREFORE, it is agreed as follows:

ARTICLE L.
DEFINITIONS

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

A. The term “‘oil and gas’* shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrogarbons
and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stafed.

B. The terms “‘oil and gas lease’, ‘‘lease’ and ‘‘leasehold’’ shall mean the oil and gas leases covering wacws of lnd
lying within the Contract Area which are owned by the parties to this agreement.

C. The term ‘‘oil and gas interests’’ shall mean unleased fee and mineral interests in tracts of land lywng withuin the
Contract Area which are owned by parties to this agreement.

D. The term ‘‘Contract Ares'’ shall mean all of the lands, oil and gas leasehold interests and oil and gas wnterests intended to de
developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehold interests and oul and gas interests
are described in Exhibit “*A"".

E. The term ‘‘drilling unit’’ shall mean the aren fixed for the drilling of one well by order or rule of any stte or
federal body having authority. 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 drilling in the Contract Ares or as fixed by express agreement of the Drilling Pardes.

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

G. The terms “*Drilling Party'* and *‘Consenting Party"" shall mean a party who agrees to join in and pay 1ts share of the cost of
any operation conducted under the provisions of this agreement.

H. The terms '‘Non-Drilling’ Party’* and '‘Non-Consenting Party’" shall mean a party who elects not to parucipate

in a proposed operation.

Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the
singular, and the neuter gender includes the masculine and the feminine.
L

- ARTICLE 1.
EXHIBITS

The following exhibits, as indicated delow and actached hereto, are incorporated in and made a part hereol:
2 A, Exhibic A’ shall include the following information:
{1) identification of lands subject 10 this agreement,
(2} Resunctions, if any, a3 to depths, formations, o¢ substances,
{3} Percentages or fractional interests of partes to thus agreement,
{4) Oil and gas leases andlor oil and gas interests subject to this agreement,
{5} Addresses of parties {or nodce purposes.
B. Exhubit "'B'", Form of Lesse.
C. Exhubic '‘C™", Accounang Procedure.
D. Exhibat ‘D", Insurance.
E. Exhitat "'E’°, Gas Balancing Agreement.
F Exhibe 'F'°, Non-Ducnmination and Cerufication of Non-Segregated Faolities.
G. Exhitet *'G"", Taz Parmership.
It any proviwon of any extubst, except Exhiva “"E°" and "G’', s nconusent wnth any proviuon contuned 0 the ™
of ths agreement, the proviuons i the body of this sgreement shall preval.

O KK
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A.AP.L. FORM 610 - mODEL FORM OPERATING AGREEMEN . - 1982

ARTICLE III.
pe , INTERESTS OF PARTIES

A. Oil and Gas Interests:

and duning the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhubit “'B™". 1nd the owner tnerect
shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee thereunder.

B. Iaterests of Parties in Costs and Production:

Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shali be sorne .nd
paid, and all equipment and materials acquired in operations on the Contract Area shall be owned. by the parues as their interesis ure se:
forth in Exhibit **A"". In the same manner, the parties shall also own all production of oil and gas from the Contract Area subjec: 2 e
payment of rayalties to the extent of one-eighth (1/8th which shall be borne as hereinafter set toran

Regardless of which party has contributed the lease(s) and/or oil and gas interest(s) hereto on which rovalty s due ird
payable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pav or deliver or
cause to be paid or delivered. to the extent of its interest in such production. the royalty amount stupulated hereinabove and shail acid tne
other parties {ree from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price receiveg
by such party, to any other party's lessor or royalty owner, and if any such other party's lessor or royalty owner should denfand ind
receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional rovaity burden aunl'.n:nable to

such higher price. t
Nothing contained in this Article III.B. shall be deemed an assignment or cross-assignment of interests covered hereby

C. Excess Royalties, Overriding Royalties and Other Payments:

Unless changed by other provisions, if the interest of any party in any lease covered hereby 15 subject 0 .y ~- ..
overniding rovaity, production payment or other burden on production tn excess of the amount supulated in Aracle 1B sucn purte
burdened shall assume and aione bear all such excess obligations and shall indemnify and hold the other paruies hereto hurmiess it =1 in.
and all claims and demands for payment asserted by owners of such excess burden.

D. Subsequently Created Interests:

Il any party should hereafter create an overriding royalty, production payment or other burden pavable cut of produitn
attributable to 1ts working interest hereunder, or if such a burden existed prior to this agreement and 1s noc set forth in Exhiber "3 7 ¢
was not disclosed in writing to all other parties prior to the execution of this agreement by all parties. or 1s not a jointly acknom ecee! unl

accepted obligation of all parties (any such interest being hereinalter ceferred to as “*subsequently created interest " irrespeviive "
uming of its creation affd the party out of whose working interest the subsequently created interest 1s derived being hereinuitee reterr.d

(0 a3 “‘burdened party®), and:

1. [f the burdened party is required under this igreement to assign ot celinquish to any other party. of purties. il 1 4 poroon
of its working interest and/or the production attnibutable thereto. suid other party, or parues. <hall recerve «aid stsunmen: o0 -
production free and clear of said subsequently creared interest and the burdened party shall indemnity and wve wad cener mures
or parties, harmiess from any and all claims and Jemands for payment asserted by owners of the subsequently (feated interis

and,

If the burdened party fails to pay. when due. its shure uf cxpenses chargeable hereunder. all provisions of Article VIER 8.
enforceable against the subsequently created interest (n the wume manner as they are enforceable swanst the working aieres o

the burdened parsty.

ta

ARTICLE IV,
TITLES

A. Title Examination:

Title exarmnation shall be made on the drillute of iny peopowed well prior to commencement ot driling ~ -
the Drilbing Purties so request. title examination shall be Made on the leases andior wil and gas interesss included 7 prnss - o
a0 the dnihing unit around such well. The opuon mill include the awnerthip of the worlung aterest. Minersn © vy
foralty and production payvments under the spphcadle leases At the ime 2 well 18 proposed. exch party contrduring eav s
gas interents to (he Jrilute. o to he included 10 such dnlling uaie, Wl turnsh to Operator all sbaerats aciuding -7 ~1w

e w0

cpeers atle cpimons, Gtle papers and curatine maternsl in e puseeuon tree of (chacge All sudch intormate nonee o

. “ade aeaitabre te Onerator My the parnies. St Mty e the cuaminatuen b the title, shull S cPtaimed =y Oree e
e e N vamined My gt oraess 0 s s e Ay ansde ot raens Eoprs il vitle P shad et b -
. e e ar e SU U e s e T gfam ARl e N o i we
. o e \ o nag p—r ag et <
— e " -
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ARTICLE [V

I3

continued

& Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attornevs for ccle examination
‘including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions; shall be borne by the Driiling Par-ies
in the proportion that the interest of each Drjlling Party bears to the total interest of all Drilling Parties as such interests appear 0 Ex
hibie **A"". Operator shall make no charge for services rendered by its staff attorneys or other personnel in the periormance ot the soove

functions.

Each party shall be responsible for securing curative matter and pooling amendments or agreements required in . oenecten
with leases or oil and gas interests contributed by such party. Operator shall be responsibie for the preparation and recording ot fooiing
designations or declarations as well as the conduct of hearings before governmenuat agencies for the securing of spacing or pooling orgers.
This shall not prevent any party from appearing on its own behalf at any such hearing.

No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit has been exarmined «s ihore
provided, and (2) the title has been approved by the examining attorney or title has been accepted by all of the parties who are 10 par-
ticipate in the drilling of the well.

B. Loss of Title:

1. Failure of Title: Should any oil and gas interest or lease. or interest therein, be lost through failure of title, which ioss resuis :n 2
reduction of interest from that shown on Exhibit **A"", the party contributing the affected lease or interest shall have minety <0 favs
from final determination of title failure to acquire a new lease or other instrument curing the enurety of the utle fajjure. which icquisi
tion will not be subject to Arucle VLB, and failing to do so. this agreement, nevertheless, shall continue 1n force as to ail remammg ol
and gas leases and interests: and,

(a) The party whose oil and gas lease or interest is affected by the title farlure shall bear alone the enure loss and « shtl n0t de
entitled to recover from Operator or the other parties any development or operating costs which it may have theretofore paid or?ncurred.
but there shall be no additional liability on its part to the other parties hereto by reason of such utle failure: 4

{(b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operauon of the interest which has
been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finally that utle tailure has x
curred, so that the interest of the party whose lease or interest is affected by the title failure will thereafter be reduced :n the Contract
Area by the amount of the interest lose;

{c) U the proportionate interest of the other parties hereto in any producing well theretofore drilled on the Contvact “rea s
increased by reason of the title failure, the party whose title has failed shall receive the proceeds attributable to the increase in <uin n
terest less costs and burdens attributable thereto) unul it has been reimbursed for unrecovered costs paid by 1t in connection witin such
well:

td} Should any person not a party to this agreement, who is determined to be the owner of anv interest in the title anich nus
failed, pay in any manner any part of the cost of operation, development, or equipment. such amount shall be paid to the party 3¢ ~urties
who bore the costs which are so refunded:

(e} Any liability to account to a third party for prior production of oil and gas which arises by reason of ttle taure & ai Se
borne by the party or parties whose title failed in the same proportions in which they shared in such prior production: una.

f) No charge shall be made to the joint account for legal expenses. fees or salaries. in connection with the defense ot the irierest
claimed by any party hereto, it being the intention of the parties hereto that each shall defend title to its interest and beur all experses in

connection therewith, .

2 Loss by Non-Payment or Erroneous Pavment of Amount Due: If. through mistake or oversight. uny rentil. ‘bus
p4vment, minumum royaity or royalty payment. 1s not paid or 1s erroneousiy paid. and as 4 result a lease or interest theren ™ "Lt
there shall be no monetary liability aguinst the party who failed (o make wch pavment. Unless the party sho {aled 10 muke 2 oo o
pavment secures a new lease covering the same interest within ninetv .9 days from the discovery ot the falure 10 Make proper fav =
s hich scquisition sall not be subject to Article VIILB . the interests o the parties shall be revised on an ucreage hasis ctie =
Jate of termination of the lease involved. and the party who tuled to make proper pavment will no lonuer be credited »:th un nooe v
the Contract Area on sccount of ownership of the leuse or interest avhich has terminated. In the event the party aho tuicd 10 —
required pavment shall not have been fully reimbursed. at the nme ot the loss. from the proceeds of the ssle of oil und gus atvr =«
the Just interest. Lalculated on an acreage basws, for the Jevelopment and operating costs theretofore paid on Jsccount of v h ~'r
shall be rexmbursed foe unrecovered actual costs theretofore paid by it but not for 1ts share of the cost of anv Jdry hole proviees s
or wells previously Jbandoned) from so much of the tollowing 13 v nevewary to ettect resmburement:

2 Proceeds of vl and gas. less operating expenses. theretolore scrued to the credit of the lost interest. vn un wre e o s

LAV

up to the amount of unrecovered costs;

‘b1 Proceeds, less operaning expenses, thereafter acruwd attributable to the lost interest on an scrcane Musis
il and gas thereafter produced and marketed texcluding production trem any wetls thereafrer dnlled) shich i the aheen
termination. would be sttributsble to the lost interest on un ucrcae basis. up to the amount of yunrewosered cosis »
rurtion ot the ol and gas to he contnibuted by the uther parties 0 proportion 10 thar respechive interests. snd

' Anv monsen, up 10 the imount of unrecovered costs. that mav be pad by anv party who is. o hetomes the -«

loat. 102 the peivilege of partiipating in the Contract Ares or becoming 4 party (o this agreement

IR

[N

e
¢

‘v ~Nt T

QL. . ,
1 Other Linwes Al loxm’umgutn:cs.mh« than thame st forth 10 Artles IVB 1 und IV B2 shne sha
and ‘hall he home by all parties in proporion to the interests There dhail he no resdivstment of snterests i he fomu nrg ey
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ARTICLE V.
- OPERATOR
A. Desigoation m&ﬂaponsibilitia of Operator:
Santa Fe Energy Operating Partners, L.P. shill be the

Operator of the Contract Area, and shall conduct and direct and have full control of all operatons on the Contract Area as perm.iied ang
required by, and within the Limits of this agreement. [t shall conduct all such operations in a good and workmanbke manner. dbut .t sna.
have no liablity as Operator to the other parties for losses sustained or liabilities incurred, except such as may resuit irom gross

negligence or willful misconduct.
B. Resignation or Removal of Operator and Selection of Successor:

1. Resignadon or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operaters
If Operator terminates its legal existence®™no longer owrp an an?lhhéreﬁ%g ig gie,%oeuén Qﬁ?tcé ésg'gzlon,gg cépegis ,, T R
Operator, Operator shall be deemed to have resigned without any acuon by Non a ; & mrrain
may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt oc 1s placed 1n re-ce:ve;s}u; i O
affirmauve vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit “"A"" remawung
after excluding the voting interest of Operator. Such resignation or removal shall not become effecuve unal 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 nouce of resignatuon by Operator or acucn
by the Non-Operators to remove Operator, unless 2 successor Operator has been selected and assumes the duues of Operator at an earuer
date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a2 Non-Operator. A changqot a csr
porate name or structure of Operator of transfer of Operator’s interest to any single subsidiary, parent of successor corporauo snail not
be the basis for removal of Operator. *becomes bankrupt, insolvent, or is placed in recejivership .

2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected Sv
the parues. The successor Operator shall be selected from the parties owning an interest in the Conract Area at the ume such successor
Operator 18 selected. The successor Operator shall be selected by the affirmauve vote of two (2) or more parties ownung 1 majocity ateress
based on ownership as shown on Exhibit ‘*A’"; provided, however, if an Operator which has been removed fads to vote or votes oniv 0
succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning 2 majonity witerest based
on ownership as shown on Exhibit ‘'A’" remsining after excluding the vodng interest of the Operator that was removed.

C. Employees:

The number of employees used by Operator in conducting operations hereunder, their selection. and the hours of labor und :ne
compensauon for services performed shall be determined by Operator, and all such employees shall be the employees of Operator

D. Drilling Coatracts:

Al weils drilled on the Coneract Ares shall be drilled on 3 competitive contract basis at the usual rates prevailing in the area ! 1 w0
desires. Operstor may employ its own tools and equipment in the dnilling of wells, but its charges therefor shall not exceed the prevaimg
rates in the ares and the rate of such charges shall be agreed upon by the parues in wnting before drilling operauons are commenced unc
such work shall be perfermed by Operator under the same terms and condiuons as are customary and usual in the ares in conuacis ot :n

Jependent contractors who are doing work of a umitar nature.

ARTICLE VL.
DRILLING AND DEVELOPMENT

A, lnitial Well:

On or before the_13€ day of May . 1993 __  Operator shall commence the driiling ot 4 w1 * ¢

ol and g at e follownng locaven:
1980' FEL & 660' FNL Section 9, T-24-S, R-25-E

and Nl therenlter conunue the dnilling of the well enth due diligence 10 10,300'  or to a depth adecuute

to test the Strawn Formation, whichever is the lesser.

\

Jnlems gramite o other pratcally (mpemetradle wbriance o (ondition «a (he hole whal renders turther Uriling mocared
cheted ot s et JeR o unies ol pertien sgree 10 Cmplee e sdandun e wel 4t 4 leveer Jepeh

vt t el M crannable ‘e # sl Lematneas enountered Jurtag Jnlling SRR gne adwauen of Loty

et M L et LU e et Lo N gt ment Rl Yo Mited Ay PRHaLON (U 4 PRI IO ATon L 1217, Ny 0 .
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ARTICLE V1
continued

If, in Operator’s judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug and abandon :re
well a3 a dry hole, the provisions of Article V1.E.1. shall thereafter apply.

- -

B. Subsequent Operations:

1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well previded
for in Artcle VILA., or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jountly owned by all
the parties and not then producing in paying quantties, the party desiring to drill, rework, deepen or plug back such a well shall give the
other parties written notice of the proposed operation, specifying the work to be performed. the location, proposed depth. obiecuve forma-
uon and the estmated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the nouce
~ithin which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operauen {f a aniu
ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response perioc shal e
limited to forty-eight (48) hours, enclusiue-ei-Satusday-Sunday-andlagal-holidaye. Failure of a party recaiving such nouce 0 reply »itun
the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operauon. Any notce or
response given by telephone shall be promptly confirmed in writing.

If all parties elect to participate in such a proposed operation, Operator shall, within ninety (90) days after expiration of the nouce
period of thirty (30) days (or as promptly as possible after the expiradon of the forty eight (48) hour period when a drilling ng S.on ioca-
tion, as the case may be), actually commence the propased operation and complete it with due diligence at the risk and expense of all par-
ties hereto: provided, however, said commencement date may be extended upon written notice of same by Operator to the othef parues.
for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional dme is reasonably necessary § obran
permits from governrnental authorities, surface rights (including rights-of-way) or appropriate drilling equipment. or to complete utiz ex-
amination of curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Arucle XI. i1 e
actual operation has not been commenced within the time provided (including any extension thereof as specifically permrurted Rerein ang
if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parues n accor-

dance with the provisions hereof as if no prior proposal had been made.

2. Operations by Less than All Parvies: If any party receiving such notice as provided in Arucle VIB.l. or VD! Opuon
No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Arucle, the party or parues
giving the notice and such other parties as shall elect to participate in the operaton shall, within ninety (90) days after the exprranon ot
the notice period of thirty (30) days (dr as promptly as possible after the expiration of the forty-eight (48) hour period when a driling rig s
on locauon, as the case may be) actually commence the proposed operadon and complete it with due diligence. Operator shall pertorm a4
work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on locanon, and u Operator s
a NonConsentng Party, the Consenting Parties shall either: (a) 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 Consenung Parnes as Operator o perform such »ork Cen
senung Parues, when conducting operations on the Contract Area pursuant to this Article V1.B.2., shall comply wth all terms and con
ditions of this agreement. '

Uf less than all parties approve any proposed operation. the proposing party, immediately after the expiragon of the applcabie
nouce period. shall advise the Consenting Partes of the total incerest of the parties approving such operanon and its recommendation 4
to whether the Consentng Parties should proceed sath the operation as proposed. Each Consenang Party. withuin forty exght 48 hcurs

—ttidistirnt-alSetusdanSundsnand legal-baolidapalafrer recept of such notce, shall advise the propoaing party of 1o demre 10 4 umit sy

-

tcipation (0 such party’s interest as shown on Exhibit '*A ™ or (b) carry its proportonate part of Non-Consenang Parties’ ntecess une
fatlure 1o advise the proposing perty shall be deemed an election under (a). In the event a dnlling ng 8 on locanon. the ume permitid "¢
such a response shall not exceed a total of forty-eight (48) hours tincluave of Saturday, Sunday and legal holidays). The proposing fa—»
at 113 elecvon, may withdraw such proposal d there o insuthaent parucipation and shail prompdy notfy all parnes of such ceuision

The enare cost and nsk o conductng such operations shall be borne by the Consenang Parpes in the proporticns Nev mave
clected 1o bear ame under the terms of the preceding persgraph. Consenung Parnes shall keep the lensehold esutes nvoved & vl
operanons free and clewr of all iens and encumbrances of every lund creuted by or anung from the opersnons of the Consenung Par e
U wch an operanon resuits i 1 dry hole, the Consenang Parom shall plug and abandon the well and restore the surface oLanam o "ot
sobe cost. nusk and etpense U any well dnlied. reworked, deepened or plugged back under the provesons of ths Artcle rese. 3 o 4 ¢

ducer of od andior gas n peywig quanutaes, the Consenang Puroes shall complete and equip the well to produce at thew wie com and ¢ s
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ARTICLE VI
continued

and the well shall then be turned over to Operator and shall be operated by it ar the expense and for the account of the Consen ing Par
ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenung P_:r s
in accordance with the provisions of this Amcle each Non-Consenting Party shall be deemed to have relinquished to Consenung Parues.
and the Consenting Parties shall own and be entitled to receive. in proportion 10 their respecuve interests. al of such Non-Consenur
Party’s interest in the well and share of production therefrom until the proceeds of the sale of such share. calculated at the well =r
market value thereof if such share is not sold, (after deducting production taxes, excise taxes, rovalty. overniding rovalty and cther 'n
terests not excepted by Article [ILD. payable out of or measured by the production from such well accruing with respect ta such interest
until it reverts) shall equal the total of the following:

(a) 100% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment beyond the wellhead
connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping). pius 100% of each such
Non-Consenting Party's share of the cost of operation of the well commencing with first production and connnauing unal each sucn Nan
Consenting Party’s relinquished interest shall revert to it under other provisions of this Arucle, it bewng agreed that each “zn
Consenting Party's share of such costs and equipment will be that interest which would have been chargeable 1o such Non-Consenung
Party had it participated in the well from the beginning of the operations; and

) 300 _% of that portion of the costs and expenses of drilling, reworking, deepening, plugging back. testng and compleung
after deducting any cash contributions received under Article VII.C.. and _300 % of that portion of the cost of newly acqux}ic equip-
ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consentng Partx if 1t had

participated therein. -
3

An election not to participate in the drilling or the deepening of a well shall be deemed an election not to parucipate n wav ce
working or plugging back operation proposed in such a well, or portion thereof, to which the ininal Non-Consent elecuon appuiec tnat s
conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenung Party's recoupment account. Anv sucn
reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operauon of sa.d we.
and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that poruon of the casts ot
the reworking or plugging back operadon which would have been chargeable to such Non-Consenting Party had it parncipated therein U
such a reworking or plugging back operation is proposed during such cecoupment period, the provisions of this Arucle VI.B. shall be ap-
plicable as between said Consenting 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 Parties shall be responsible for the payment of all production, severance, excise. gathering und iher
taxes, and all royalry, ovemdmg royalty and other burdens applicable to Non-Consenting Party 's share of production not excepted v A
vele ULD. .

-

In the case of any reworking, plugging back or deeper drilling operation. the Consenting Parties shall be permitted 10 use :ree
of cost, all casing, tubing and octher equipment in the well, but the owmership of all such equipment shall remawn unchanged. arc oo
abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for ail such =uip
ment to the owners thereof, sath esch party receiving its proportionate part in kind or in value, less cost of salvage.

rome

Within uxty (60) days after the completion of any operation under this Article. the party conducting the operauiens
Consentuing Parties shall furnish easch NonConsenting Party with an inventory of the equipment in and connected (0 tRe ac.i .~ u”
itermized scaternent of the cost of drilling, deepering, plugging back. testing, compleung. and equipping the well for productor 7 o0 -
opuon. the operanng party, in leu of an itemized statement of such coses of operaton. may submut 2 detailed statement =t ~ = . -
ings Each monih thereafter. during the ume the Consenung Parties are being reambursed as provided above. the party .~ ¢
operations for the Consenting Parues shall furnush the Non Consenting Parties with an werruzed statement ot all costs ane w0~ < -
curred in the operauon of the well, together »th 2 statement of the quantity of ol and gas produced from it and the amount dpr s
resbized from the sale of the well's working interest production dunng the preceding month. In determining the guant:ty 1 1L o ca
produced during ey month, Consenang Partves shall use industry accepted methods such . but not Lmited t0. mever ng 20 <= o
well teas Any umount realized from the saue or ocher duspoution of equipment newly acquued in connection with any <o~ e’ ~
whch would Nave been vwmned by & Non Consenting Party had it partiapated theren shall be credited agunst the total srrergroe. ot
o the work Jone 4nd of the equipment purchased in determining when the interest of such Nan Consenting Party whad ceverr - us

above provided. and of there s 4 crecht balance. it Yall he pad 0 swuch Noa Consennine Prmw
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ARTICLE VI
continued

lf and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amounts provided for 1bove.
the relinquished interests of such Non-Consenting Party shall automaticaily revert to it. and. from and after such reversion. such Non
Consenung Party shall dwn the same interest in such well, the material and equipment in or pertaining thereto. and the proc.cuca
therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking. deepening or pivzging
back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay 1ts propertionate part of the further costs o
the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto.

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

The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Arucle VI A
except (a) as to Article VII.D.1. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such :niual sell
alter it has been drilled to the depth specified in Article VLA, if it shall thereafter prove to be a dry hole or, if tuuaily completed for pro-
duction, ceases to produce in paying quantities.

3. Stand-By Time: When a well which has been Jrilled or deepened has reached its authorized depth and all tests haz\.'e Seen
completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party's noace proposing i
cewarking, deepening, plugging back oc completing operation in such a well shall be charged and borne as part of the dniling oddeepen:
ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response ume permutted. whichever
first occurs, and prior to agreement as to the participaung interests of all Consenting Parties pursuant to the terms of the second gram-
matical paragraph of Artcle VI.B.2, shall be charged to and borne as part of the propased operation, but if the proposal 1s sudsequentiv
withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenung Parues in the proporuen
each Consenting Party's interest as shown on Exhibit *'A’" bears to the towal interest as shown on Exhibit **A"" of all Consenung Par-

ties.

4. Sidetracking: Except as hereinafter provided. those provisions of this agreement applicable to 2 **deepening’” operation shad
also be applicable to any proposal to directionally control and intentionally deviate 2 well from verucal so as to change the botiom ~oie
locaton (herein called *‘sidetracking’’), unless done to straighten the hole or to drill around junk in the hole or because of ctrer
mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interes: .n the
affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share ¢qua
10 its imerest in the sidetracking operstion) of the value of that portion of the existing weil bore to be uulized as follows:

IR AN

(a) If the propasal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurrec
the ininal drilling of the weil down 0 the depth at which the sidetracking operauon is initated.

(b} 1f the proposal is for sidetracking a well which has previously produced. revmbursement shall be on the basis ot “he . .
wulvable matenals and equipment down 10 the depth at which the sidetracking operavon s imoated, determined 1 accorcance »:iim ~e
provisons of Exhubit ‘C"’, less the esumated cost of salvaging and the estimated cost of plugging and abandoning.

In the event that noace (or 3 wdetracking operaton s given while the dnilling ng to be uulized 13 on locauon. the revpense per o
shall be Lmited 1o forty eght (48) hours, exclumve of Saturday. Sunday and legal holidays; provided. however. any party Mur “eiu oo
receve up to eght |8) addinonal days after exprrabon of the forty eght (48) hours sathin which to respond by paying for il vuno ™. -
incurred dunng such extended responae perod. U more than one party elects to take such addinonal ime to respond 0 the ~ 1.2
by cosss shall be allocated between the parnes taking addinonal ame to respond on a day-to-day bass in the proporuon eac ™ v "«
ty’s witerest as shown on Exfubet "*A°° bears to the total interest as shown on Exhubit “*A’" of all the elecung parties =~ dl "¢ °

vances the response penad to a propotal for udrerecking shall be liruted to thuty (30) days.

C. TAXING PRODUCTION IN KIND:

1.

Fah parte vull take v hind or separately Jispose of 13 proporuonate Yre ol all o und gas produced from rhe Cerm
etciumre of profuenion shuh may he uwd 10 Jeselopment und producing operauons and i prepanng uand raueg Y o
aenin g purpUse and Produdtion unavosladly kst Anv etra etpendituce incurred 1 the taking n kind of sepwdteds oG
ATy Y propTtonate Waze of the pruduction Wal be durme by culh party  Anv panty aling s shase of praduation in (& . RV
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ARTICLE VI
continued
required to pay for only its proportionate share of such part of Operator's surface facilities which it uses.

Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in production trom
the Contract Area, and, except as provided in Article VILB., shall be entitled to receive payment directly from the purchaser thereot for
its share of all production,

In the event any party shall fail to make the arrangements necessary to take in kind or separately dispase of its proportionate share o
the oil produced from the Contract Area, Operator shall have the right. subject to the revocation at will by the party owming & sut =2
the obljgati%neéo urrxc;g.f ucohggaoisegérlto o&hﬁra “tm ﬁ‘g“é %fé%r{lnéx 5 tocurge, for the account of the nontaking farv 47 =2
best price mnﬁm the€ area for sugx producuon. ?\ny such purchase or sale Ey Sperztor shall be subject ainays to tne rigro ot ine
owner of the production to exercise at any time its right to take in kind, or separately dispose of. its share of ail ol not aravious..
delivered t0 a purchaser. Any purchase or sale by Operator of any other party's share of ol shall be only for such reasonabie pericas ot
ume as are consistent with the minimum needs of the industry under the particular circumstances, but in no event for a period i1 excess
of one (1) year.

In the event one or more parties’ separate disposition of its share of the gas causes split-strearn deliveries to separate pipelines und or
deliveries which on a day-to-day basis for any reason are not exactly equal o 2 party’s respective proportionate share of total yas sdies 10
be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing
agreement betrween the parties hereto, whether such an agreement is artached as Exhibit “'E"’, or is a separate agreement.

D. Access to Contract Area and Information:

Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operauens
and shall have access at reasonable times to information pertaining to the development or operation thereof. including Operatof”: books
and records relating thereto. Operator, upon request, shall furnish each of the other parties with copies of all forms or regorts Hed a:tn
governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the tirst ot
each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The [ost ot
gathering and fumishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator tnac re-
quests the information.

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VI.B.2.. any well which Ra; been
dritled or deepened un terms of this agreement and js pro ) leted 3s a dry hole shal] not be plugged and utanicrec
withoyt the consent ofggé:fmd gﬁoﬁ i I?OCI’TE& 1 :entg{“:ré%eﬁfggﬁéo ?og:u%uzcn% pyr?ﬁr shouid mgf Pary lan Loretny
within forty eight (48) hours remslueive-ei-Setusderr-Sundes-and-logal-holideverafter recerpt of notice of the proposal 1o piug and itancen
such well, such party shall be deermed to have consented to the proposed abandonment. All such wells shall be plugged and sbandcnec -
accordance with applicable regulations and ac the cose, risk and expense of the parties who participated in the cost of drillng or Zevver 2
such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct turiner
operations in search of oil and/or gas subject to the provisions of Article VI.B.

2. Abandonment .o( Wells that have Produced: Excepe for any well in which 2 Non-Consent operanon has been .:ruiuctes
hereunder for which the Consenting Parties have not been fully rem%buéﬁd as herani%{ovndaed.cz&%;él%\whn hn lé?te?ﬂs Ec"‘-;e:“;ﬁ:
producer shall not be plugged and abandoned without the consent ot t:e/ﬁ% consent to $ é andonment. (e 2ell <tal
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense ot wethe parues hereto & wurn 0
thurty ( 30) days after receipt of notice of the proposed abandonment of any well, all parnes do not agree to the abandonment of sucr 2cil
those wishing 10 conunye its 2000 from the interv of the formauon(s) then open 1o producuon shall tender :0 each ot *re ==~
pmxd?ggvo%noangte gg’ e:va i‘oﬁk‘ec&u s%‘izbk matenal and equiprnent, determined in accordance sath the pres s.27s ot
Extubit "C"". less the esumated cost of salvaging and the estimated cost of piugging and abandoning. Each abandoning party st v <7
the non-abandoning parues, without warranty, express or :mplied, as to ude of as t0 quanory, oc fimess for use of the equipmen: L7
material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to. but oniv as 72 "~e °
terval or intervals of the formation or formadons then open to producuon. If the interest of the abandonung party 8 or INC.Ldes Lt 1 o7
gas interest, such party shall execute and deliver to the non-ibandoning party or parnes an ol and gas lease, Urmuted to the :nters . .
tervals of the lormanon or formatons then open to production, for a term of one (1) year and 30 long thereaiter as ail ind of ¢ds 5 772

duced from the terval or uitervals of the (ormauon or formauons covered theredy, such lewse to be on the form attached s Eninu
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ARTICLE VI
continued
“‘B’". The assignments or leases so limited shall encompass the ‘‘drilling unit’* upon which the well s located. The payments bv and the
assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respecuve percentage of parucipation n e
Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment ot
interests in the remaining portion of the Contra®t Area.

Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or production ‘rom
the well in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Arucie. Upon re-
quest, Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the issigned
well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to
repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-
visions hereof.

3. Abandonment of Non-Consent Operations: The provisions of Article VL.E.1. or VLE.2. above shall be applicabie is betaeen
Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles: provided. however. no xall sni.. e
permanently plugged and abandoned unless and until all parties having the right to conduct further operations therein have been not ried
of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Arucle
VLE.

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES -

A. Liability of Parties:

oA AR 2

The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for ws obligauchs. ind
shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly. the bens grarted
among the parties in Article VLB, are given to secure only the debts of each severally. It is not the intenuon of the parues to create. nor
shall this agreement be construed as creating, 2 mining of other partnership or association, of to render the parues Lable as partners.

B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its cil and gas rights in the Contract Area. and a security interest in s share
of od 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 extent that Operator has a security interest under the Uniorm Commeraal Code ot 'he
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 5b-
taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies oc otherwise artect the | en
rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment oi :ts share
of expense, Operator shall have the right, without prejudice to other rights or remedies. to collect from the purchaser the proceeds itim
the sale ot such NonOperator's share of oil and/or gas until the amount owed by such Non-Operator. plus :nterest. hus been pusc Eau”
purchaser shall be entitled to rely upon Operator’s written statement concerning the amount of any Jefault. Operator grants 4 ke cn
and security interest to whe Non-Operators to secure payment of Operator’s proporucnate share of expense.

-

If any party fails or is unable 10 pay its share of expense within sixty (60) days after rendition of a4 statement therctne =,
Operator. the non defsulting perties, including Operator. shall. upon request by Operator, pay the unpaid amount 1n the proporzi . =
the interest of each such party bears to the interest of ull such parties. Each party so paying ws share of the unpad amount shul -0~

reimbursement thereof, be subrogated to the security rights described 1n the foregoing paragraph.
C. Payments and Accounting:

Except as heren otherwise specifically provided, Operator <hall promptly pav and discharge expenses incurred in the desern pm =
.nd operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto wth their feyye v neap -

nonate shares upon the expense basis provided in Exhubit "C™" Operator shall keep an accurate rocoed of the ot waun = v Lno
\howing expenses incurred and charges and credits made and recen

Orerator. a1 118 electiun, shall have the nght (rom tume to time to Jemund ind recave from the other pacts Javm =
i ther respective shares of (he estimated amount of the expente 10 be ncurred 10 operatons hereunder Juring e Mo
munth, which right may be erercised only by submicion to exh sach party ot sn itemized statement of such extimuvs ot~
with Jn invore lor its share thereol Each such statement and invowe tor the pavment 1n advance of estimuted ey, vnw Run ~
on o before the 20xh Jav of the next preceding manth. Eah pactv hull pay to Operator its peopuctionate dure . sulh 0 T
nitemn 1Y dave alter such estimate and invosce 18 recaved. {1t anv party tails to pay 1 share of wd estimare within e 7 Re Lo
Jue Nl denr interest as provided 16 Extubet “"C7° until pad Propwer adiusement shuil be made monthly butween druines 4t u
et the end that eah party Dl brar and pav us proportionate share ol atual egpenses incurred, and no Mo

D limitacion of Fxpenditures:

Yo e [Davmen Wathout Ne o et o il parties 1o well (Rl A deifled o Jivpenad ctuept um we sde 1m0
eant et s o At VTHD e agrarrient Consent 6 the dnilbing o Joepenung chul o de
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ARTICLE VII
continued
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3t Option No. 2: All-necessary expenditures for the drilling or deepening and tesung of the well. When such well nus reaczec s
authorized depth. and all tests have been completed, and the results thereof furnished to the parties. Operaior shail give Tmedioce » - oe
:oq:\hhe .\'o?g)?iraet%rs ryélggrséimorgghééwnﬁggéneshgﬁod'gpéeiiir} ioag.sl'h-e pacues recerving such.nouce shail R
+8' hours e e R S wimint WHich to elect t& participate in the setung of casing und the lom2 eren u:
tempt Such election. when made. shall include consent to all necessary expenditures for the compleung and equipping ot such ac.i. n
cluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to replv sithin the period anone tined shail
consutute an election by that party not to participate in the cost of the completion atternpt. If one or more. bu: iess than 4il ot the purnes,
elect to set pipe and to attempt a completion, the provisions of Article VI.B.2, hereof (the phrase *reworkine. deepeqiay or piuing
back " as contained in Article V1.B.2. shall be deemed 10 include **completing ") shall apply to the operations thereatter canaucted by less
than all parties.

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except a wel ~en rxay -
plugged back pursuant to the provisions of Article V1.B.2. of this agreement. Consent to the reworking or plugging back ol 4 2e ool
include all necessary expenditures in conducting such operations and completing and equipping of said well. including necessary tankige
andior surface facilities,

3. Other Operations: Without the consent of all parties, Operator shall not undertake any single project reasonably sstimates
to require an expenditure in excess of Iwenty Thousand and No/100-==~===== prqjars:520,000.00
except in connection with a well, the drilling, reworking, deepening, compledng, recompleting, or plugging back of n.'mcf;pu dewn
previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion. firz. flood or cther sudden
emergency. whether of the same or different nature, Operator may take such steps and incur such expenses us in its ap:inion are required
to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergencs tobte other
partes. f Operator prepares an authority for expenditure (AFE) for its own use. Operator shall furnish any Non-Operatcr so recuesting
an information copy thereof for any single project costing in excess of_Twenty Thousand and no/100----------

Dollars (320,000,000 ) but less than the amount first set forth above in this paragraph.

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

Rencals, shut-in well payments and minimum royalties which may be required under the terms of iny lease shall be paid 3v :ne
party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parues can 1nd ha.e Lon
tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said pavments icr and 2n
behalf of all such parties. Any party may request. and shall be entitled to receive, proper evidence of all such pavmen:s In nec.ent =
falture to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or uversignt ahere such suv
ment is required to continue the lesse in force, any loss which results from such non-payment shall be borne 1n accordance with 11e pro-
visions of Arucle [V.B.2,

Operator shall nodfy Noa-Operator of the anticipated completion of a shut-in gas well, or the shutting 1n ac return t3 procuciicn
of 3 producing gas well, at least five (3) days (excluding Saturday. Sunday and legal holidays), or at the earliest opportumits permuiizd =
circumstances, prior le_‘ukin‘ such action, but assumes no liability for failure to do so. [n the event ot failure in Operacor -
NonOperator, the loas of any lease contributed hereto by Non Operator for {failure to make nmely payments ot any shut n s favmooe
shall be borne joindy by the parties hereto under the provisions of Article [V B.3.

F. Taxes:

Beginning with the firse calendar vear ahter the effective Jate hereof, Operator shall render for ad valorem raxuuon &b ;oo
subrect to this Jgreement which by law should be rendered for such taxes. and it shall pay all such taxes sssessed therenn vz "o
become delinquent. Prior to the rendition date. esch Non Operator shall furnsh Operator informaaon as to burdens ¢ acl .ge ~
be limited to, royalties, overriding royalues and production payments; on leases and ol and gas interests contributes by ~ucm N -
Operator U the assessed valuanon of any leasehold estate s reduced by ceason of 1s bewng subect 10 sutsanding exeese - v -
rding rovalties or production payments, the reduction 1n od vaiorem taves resulting theretrom <hull inure r0 che ™enen: = -=»
owners uf wch leasehold estate. and Operator shall adiust the ¢Furge to wuch uwner or uwners «0 as 1o reflet the renct
tion If the ad valoremn taxes are based 1n whole or 1n part upon wparate valuations of each party’'s working interest “hen = a -
anvthing to the contrary heren, charges (o the 1oint account shull he made and pasd by the parties herer: n sweor .« -
value generated by exch panty's worlung interest Operator «hall Ml the uther parties for ther proportionate <hares .t

the manner provided in Exhibwt *C"".

B P -

If Operator conuders anv taz aswument improper. Onerator Mav, at s JCrefion. protest s sin
rrew nibed by 3w, and peotevute the protest to 4 final determinition. unleas ol parties sgree 1o shandon the «
mingtion Dur.ng he pendency of admimistrative of judiidd pronemdings. Operator May elext 1o pav. under pr o1~
‘atetest and penalty When anv sulh protesied Juessment (thail hase heen hinally determined Operance \Rui s
CUAL Tegether with Ay interest and fenaity acrued. and the torgl cont Bl hen Re sl sgainst the rartes

rre cded i Fembe ~C
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ARTICLE V11
continued

G. Iosurance:

At all times while operations are conducted hereunder. Operator shall comply with the workmen's compensaton .aw
the state where the operations are being conducted: provided. however. that Operator may be a selfansurer for habilitv sncer suy . m
pensation laws in which event the only charge that shall be made to the joint account shall be as provided 1n Exhibic "C™ Operazze <m..,
also carry or provide insurance for the benefit of the joint account of the parties as outlined in Extibit D", uttached 1o ang mace o ~u:-
hereot. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen 5 competunn

law of .he state where the operations are being conducted and to maintain such other insurance as Operator mayv require.

In the event automobile public liability insurance is specified in said Exhibit “'D"", or subsequently receives the upprova: 2t ine
parties. no direct charge shall be made by Operator for premiums paid for such insurance for Operator’s dutomutive equipment

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement. insofar as they embrace acreage in the Contract Area. shall not be surrendered in «hole
or in part unless all parties consent thereto.

However. should any party desire to surrender its interest in any lease or in any portion thereof. and the other paruds d5 -
agree or consent thereto, the party desiring to surrender shall assign. without express or implied warranty of ::ile. all ot s Kerss:
such lease, or portion thereof. and any well, material and equipment which may be located thereun and ny rights p@;c:;on
thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an ol ad 2us o
terest, the assigning party shall execute and deliver to the party or parties not consenting to such surrender an ail ana gis ‘ease coveriry
such oil and gas interest for a term of one (1) year and so long therealter as oil and/or gas is produced from the land coversd “iem2by L.
lease to be on the form attached hereto as Exhibit **B’". Upon such assignement or lease, the assigning party shall be reliwved ot 4.,
obligations thereafter accruing. but not theretofore accrued, with respect to the interest assigned or leased and the operaton ¢ any o,
attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equiprent unc oro
ducuon other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shaii 2av oo :re
party assignor or lessor the reasonable salvage value of the latter's interest in any wells and equipment attnibutable 10 the ssianed 3r s
ed acreage. The value of all material shall be determined n accordance with the provisions of Exhubit *"C™ ', less the esumates 2
salvaging and the estimated cost of plugging and abandoning. If the assignment or lease 15 in favor of more than one pars . e Aterss
shall be shared by such parties in the proportions that the interest of each bears to the total interest of dil such parties.

Any assignment. lease or surrender made under this provision shall nat reduce or change the assignor s, lessor s or ~ufremierny
party’s interest as it was immediately before the ussignment. lease or surrender in the balance of the Contract Area. ind the .ov- er
assigned. leased or surrendered. and subsequent operations thereon, shall not thereafter be subject to the terms and provisions t 1nx
agreement.

B. Renewal or En.&uion of Leases:

If any party secures a renewal of any oil and was lease subject to this agreement. all other parties shall be notitied prompre om0
<hall have the right for a period of thirty (30) davs followiny reveipt of such notice in which to elect to participate in tne saner-hir © -
renewal lease, insofar as such lease affects lands within the Contract Area. by paving to the party who scquired it therr we ea =7 moc =
portiondte shares of the acquisition cost sllocated to that part of such lease within the Contract Area, which <hall be :inpropsocien

interests held a¢ chat ume by the parties in the Contract Area.

.-

If sume. but less than all, of the parties elect to participate in the purchase of a renewal lease. e shall be vanad ™ 'm0 -
who elect to participate therein, in a rauo based upon the relationship of ther respective percentage of particpation in the C niru e
to the angregate of the percentages of participation 1n the Contract Area of all parties partscipatiag in the purchase of such om wu
Any renewsl lease 1n whaeh less than all parnes elect to parnicipate shall not be subject 10 this spreement

Euch party who partcipates in the purchase ol 2 renewl lease shall be given 4n assignment ol s PropoOrtAste Ao
by the acquiring purty

The prosivions of this Article thall spply (0 renewal leases whether thev are for the entire interest covered ™. 0 -
of vover only a portion of its ares of an interest therein Any renewal lcase taken before the expiration ot sts predoceme ¢y Ls
contracted for within ug «H) months ater the expiration of the cuivting lease shall be sudbpect to this provision bur uny s
trated lor more than usg () months after the exprration of an exusting brass dwll not be deenied o rencwai lease und vhu - 0 o

. -

the prosusons of this sgreement.
The provinons in this Article Whall also he apphicable 1 extenuons of ol and as leases

C. A resge or Cah Contribunions:

Whie “Ais agfevMent & A Lorie ol 40 Parts contrats Lor 4 contiibytion o caW osards the Jriliing |2 wen

st e e toarrat Yoy s ® LA roen Nl e rad vothe porty v Loaducted the dnlhiag e ther ftuve o
SRV TN Lt T Re et (Nt g e e petatieft U Re L oRIORGGen B an e tarm L atesge CTe fafly A R X

TR A s Se Rl A e ater a gt et R repge witRoud warrants 4 title co the Deilng Purt s an re o ugrats
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ARTICLE VIII
continued
said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and. to the extent poss pie -e
governed by provisions identical to this agreement. Each party shall promptly notify all other parties of any acreage or cash conzibuii s
it may obrain in support'of any well or any other operation on the Contract Area. The above provisions shall also be appiicabie 1o up
tional rights to earn acréage outside the Contract Area which are in support of a well drilled inside the Contract Area.

If any party contracts for any consideration relating to disposition of such party's share of substances produced hereunder. such
consideration shail not be deemed a contribution as contemplated in this Arucle VIII.C.

D. Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by this agreeme=: .
party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced wittun the Contract Area 1nd in neus
equipment and production unless such disposition covers either:

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

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

Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this 1grevment
and shall be made without prejudice to the right of the other parties.

If. at any time the interest of any party is divided among and owned by four or more co-owners, Operator. at its discreggon. ma.
require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive dlirgs 1o:
and approve and pay such party’s share of the joint expenses, and to deal generally with, and with power to bind. the cuoownery o sucn
party’s interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the -:_;hr;:
into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contrace

Area and they shall have the right to receive, separately, payment 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 cwning in
undivided interest in the Contract Area waives any and all rights it may have to partition and have set aside to it in severaity its undivided
interest therein.

F. Preferential Right to Purchase:

Should any party desire to sell all or any part of its interests under this agreement, or its rights and 'nterests i the Corwac.
Area. it shall prompdy give written notice to the other parties, with full information concerning its proposed sale. shich snaii az._le =
name and address of the prospective purchaser (who must be ready. willing and able to purchase), the purchase price. and 30 tm2r 20~
of the offer. The other parties shall then have an optional prior right. for 3 period of ten (10) days after recespt of the nouce o zurimuswe
on the same terms and vonditions the interest which the other party proposes to sell; and. if this optional night s excraised the ~ur.e
ing parties shall share J¥be purchased interest in the proportions that the interest of each bears to the total interest ot all purirus.ng oo

ties. However, there sivxil be no preferential right to purchase in those cases where any party wishes to mortgage s :nterusts ¢

Say

dispose of its interests by merger, reorganization, consolidation, or sale nf all or substantially all of its assets 0 a subsidiary or paren: _.
rany of to a subsidiary of a parent company, or to any company in which any one party owns a majority of :he stock.

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement is not intended to create, and shall nuc be canstrued to create. a relauonship of parmership or un w0 o °

for profit between or among the parties hereto. Notwithstanding any provision heren chat the rights and Labilties hereuncer ure @«
and not joint or collective, or that this agreement and operations hereunder shall not consacute a parmership. .t ¢ tederai =~ =
purposes. ths agreement and the operations hereunder are rewarded as & parmershup, each party hereby uffected elects @0 -

feam the applcation of all of the provimons of Subihapter "K' Chapter |, Subudle ""A’™", of the lnternal Revenue Uide ot 0 4w -
mitted and suthonized by Section 761 of the Code and the rexulations promulgated thereunder Operator 8 authonint any Jirev:
ecute on hehall of esch party heredy affected such evidence ol this clectiun as may be requured by the Saxretary of the Trcas -
United States or the Federal Internal Revenue Service. including speciiwally. but not by way of imitation. all ot *he retums .
and the data required by Federal Regulitions | 761 Should there be iny requirement that exch party heredy wlectes -
evudence ol ths eltion, ench woh party shall execute such Joumens and furnish such other evidence & mavy e “ryu =~ -
Federal Internal Revenue Service or a8 may be necessary 10 evidence this elecnon No such party shall give any notces 6 “uere 2.
aton nconustent with the electhion made heredy [l any present o (uture income tax laws of the wtate of states in shur e G
Area s hnated of any future income taz Laws of the United States contain provisons urmilar 1o those 1 Suba Naptet A

Y oLt

X ..

Subttle T AT of the Internal Revenue Code o 1954, under which an election umilar to that provided by Seenion “1 » - & - v

mited cah party heveby atfected hall make such elexnion a3 mav he permutted of requured by such Lwy [n making ~r ' - %
1nn cah wWh party sates that the income Jerived by swuch party irom operacons heteunder can be sdequately determined « 80 -

vomputacn ol cartnerdnp tatsble invume
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ARTICLE X.
CLAIMS AND LAWSUITS

-

Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder f the expendizure
does not exceed___Twenty Thousand & no/100-===——=—————mmemomoommo oo cmm oo Do.iars
$320,000.00 ) and if the payment is in complete settlement of such claim or suit. If the amount required for settiement ex.
ceeds the above amount. the parties hereto shall assume and take over the further handling of the claim or suit. unless such authority 15
deiegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the 1010t ex-
pense of the parties participating in the operation from which the claim or suit arises. [f 2 claim is made against any party or i anv pariy 15
sued on account of any matter arising from operations hereunder over which such individual has no control because of the rigats given
Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be wreated as any other claim
or suit involving operations hereunder.

ARTICLE XI.
FORCE MA]JEURE

If any party is rendered unable, wholly or in part. by force majeure to carry vut its obligations under this agreement. otner :nun
the obligation to make money payments. that party shall give to all other parties prompt written nouce of the force majeure = .10
reasonably full particulars concerning it; thereupon. the obligations of the party giving the notice, so far as they are affected by he icrce
majeure, shail be suspended during. but no longer than. the continuance of the force majeure. The affected party shall use all reasonunie

diligence to remove the force majeure situation as quickly as practicable. .
'S

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the senlememf-.:" strikes,
lockouts. or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handled shail F entirely

within the discretion of the party concerned.

The term *‘force majeure’’, as here employed. shall mean an act of God, strike. lockout. or other industrial distursance o o
the public enemy, war, blockade, public riot. lightning, fire. storm. flood, explosion. governmental action. governmental Jelay cestrom:
or inaction. unavailability of equipment, and any other cause. whether of the kind specifically enumerated above or othersise. nhun s

not reasonably within the control of the party claiming suspension.

ARTICLE XII.
NOTICES

All notices authorized or required between the parties and required by any of the provisions of this agreement. uniess arher= e
specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid. or by telex or telecopier and uddressed o
the parties to whom the notice is given at the addresses listed on Exhibit **A"". The originaung nouce given under anv prevision mere
shall be deemed given only when received by the party to whom such notice is directed. and the ume for such party to give s ~tee o
response thereto shall run from the date the originating notice is received. The second or any responsive notice shall de deemes o =

when deposited in the mail or with the telegraph company, with postage or charges prepad. or sent by telex ur telecopier Eain i

shall have the right to. change its address at any time, and from ume to time, by giving wnitten nouce thereof to all other partics
-

-

ARTICLE XILI.
TERM OF AGREEMENT

This agreement shall remain in full force and effect as to the oil and gas leases and/or oil and gas interests subject heevro 'r "~e
period of me swlected below: provided. however, no party hereto shall ever be construed as having any right, title or interest.n ot tu s
lease or oil and gas interest contributed by any other party beyvond the term of this agreement.

Wube Lastcact Acea. nhethat by ofoduclion. A1le0ts. (utuitil b RO B S

£= Opuon No. 2. In the event the well descrided in Arucle V1AL, or any subsequent well drilled under unv pr v ¢ -
sgreement. results i production of o and/oe gas 1n peving quantities. this areement shall coaunue 1n (oece w0 forg a8 une + °
wells produce. ur are capable of production. and for an sdditionai period of 90 daysirom cessation of all e -
however if. prior to the expration of such additional periud. one or more of the parties hereto are engaged n dnlbing = weon
ng, plugmng back. testing of artempang to complete a well or weils hereunder. this agreement shall conunue in force L -
tions have been completed and d producton results therefrom. this sgrvement shall connnue in force as provided heresn In = . -
well described in Arucie VIA . or any subsequent well dnlled Nereunder. results un a dry Dole, and no other well iy prouc ry

ot producing orl and/or gas from the Conuract Ares. the agreement shall terminate unless dnlling, deepening. plugaing fuvs @7 »
ing operations are commenced smithin __ 90 days from the date of sdandonment of sad well.

a

“a

It sgreed. however. that the terrminaoon of (ths agreement shall not releve any party hereto trom uny faPiits wha™ “un

Ll 2 s d mer o am o the e d 2l PR . 2 B e
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ARTICLE XIV,
COMPLIANCE WITH LAWS AND REGULATIONS

-

A. Laws, Regulltion? and Orders:

This agreement shall be subject to the conservation laws of the state in which the Contract Area is located. o the vahd ruies
regulations, ang orders of any duly constituted regulatory body of said state; and to all other applicadle federal. state. and 1ocal laws. or
dinances, rules, reguladons, and orders.

B. Governing Law:

This agreement and all matters pertaining hereto, including, but not limited to, matters of performance. non performance bre.cn
remedies. procedures, rights. duties and interpretation or construction, shall be governed and determined by the law of the state in «hich
the Contract Area is located. If the Contract Area is in two or more states, the law of the state of _New Mexico

shall govern.

C. Regulstory Agencies:

Nothing herein contained shall grant, or be construed to grant. Operator the right or authority to waive or releuse anv © zhes
privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulauons or orders promuigazeg
under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells. on tracts Gtiset
ting or adjacent to the Contract Area. Z.

'
-

With respect to operations hereunder, Non-Operators agree to relesse Operator from any and all losses. damages. injurief. ciaimns
and causes of action arising out of, incident to or resulting directly or indirectly from Operator’s interpretauon or appucition Fof rules.
rulings. regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or up-
plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable ~- sucn Non
Operator's share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretunen
applicaion, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation oc up; voation

Non-Operators authorize Operator to prepare and submit such documents as may be required o be submitted to the puritiser
of any crude oi! sold hereunder cr to any other person or entity pursuant to the requirements of the **Crude Ghl Windfall Prone Tax A
of 1980, as same may be amended from time to time ("' Act’ "), and any valid regulations or rules shich may be issued by :he Treasur
Department from time to time pursuant to said Act. Each party hereto agrees o furnish any und dll ceruficauions or vther intorm.ncn
which is required to be fumished by said Act in a timely 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.

(IR AN |



ARTICLE XV

OTHER PROVISIONS

ol 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 relinquished to consenting
parties, and the consenting parties shall own and be entitled to
receive, in proportion to their respective interests, all of such
non-consenting party’s interest in the well, its 1leasehold
operating rights and share of production therefrom, only insofar as
the interval or intervals of the formation or formations which are
being reworked and to which such non-consenting party does not
desire to join in the reworking thereof, until the proceeds or
market value thereof (after deducting production taxes, windfall
profits taxes, royalty, overriding royalty and other interests
payable out of, or measured by the production from such well, only
insofar as the productlon secured from the interval or lntervals of
the formation or formaticons 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. 3

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, requlations 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 laws, orders, rules and regulations of any
governmental body or agency having jurisdiction in the premises,
and all operations contemplated hereby shall be conducted in
conformity therewith. Any provision of this agreement which 1is
inconsistent with any such laws, orders, rules or regulations 1.s
hereby modified so as to conform therewith, and this agreenment, as
so modified, shall continue in full force and effect.

E. PRIORITY OF OPERATIONS

If at any time there is more than one operation prcoposed .n
connection with any well subject to this agreement, then unless ai.
participating parties agree on the sequence of such ocperatiors,
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 zore.

J. Proposals to plug back and atteapt completions .n
shallower zones, in ascending order.



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.

I- 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 interinm
collection documents as well as the cost of prosecuting the
application shall be charged to the Joint Account.

2. Liguid 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 0il Windfall Profit Tax Act, the Emergency
Petroleum Allocation Act of 1973, the Enerqy 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
thereof. To the extent that Operator may by law be authorized to
do so, Non-Operators hereby authorize Operator to agree with any
purchaser to relieve Operator (in whole or in part as Operator may
determine) of any filing or certification requirements. 1In 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 lawer 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
Wwith any interest thereon required by law. In the event Cperator
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 380 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 (1i.)
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 oy
Non-Operator has been recoverad.

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



above in prosecuting any filings and applications. However, in no
event shall Operator have any liability to any Non-Operator in
making and prosecutiing any such filing or 1in rendering any
statement or certification, absent bad faith, gross negligence cr
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.

. 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 the
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 and
(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 ang,
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, o
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 o 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 evéht 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 perpetuitles,
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 <o
violate such rule, then such provision shall nevertheless Dde
effective for the maximym period (but no longer than the maxizun
period) permitted by such rule which will result in no violation.

<PARTY BENEFICIARY CONTRACT

This Agreement is made solely for the benefit of those persons
«who are parties hereto (including those persons succeeding to a..
or part of the 1nterest Qf an original party Lf such succession .s
recognized under the other provisions hereof), and no other person



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

J. OPPRATOR’S REORGANIZATION AND STATUS CHANGE

1. Notwithstanding, the second sentence of Article V.B.1l, 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. TFor 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 in
the Contract Area or if it owns a carried or reversionary working
interest in the Contract Area.

K. OVERHEAD RATE ADJUSTMENT PROVISIONS

In the event the drilling well rates or the producing 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 areat
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 dces
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 e
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 :.n
bankruptcy) any other party, shall be entitled to a determinat.cn
by debtor or any trustee for debtor within thirty (30) days fron
the date an order for relief is entered under the Bankruptcy Code
as to the rejection or assumption of this Operating Agreement. I~
the event of an assumption, Operator or said other party shall ce
entitled to adequate assurances as to future performance cf
debtor’s obligation hereunder and the protection of the i1nterest of
all other parties.
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ARTICLE XVI.
MISCELLANEQUS

- i

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 assigns.

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

IN WITNESS WHERECF, this agreement shall be effective as of _Sth day of _February 19.93

OPERATOR

SANTA FE ENERGY OPERATING PARTNERS, L.P.
By: Santa Te Pacific Exploratiog;@ompwy
Ma aging Gen«ral Partner I—-‘"

\

pyas AN 2 ——

:\T. s/ Parker: Attorney-i

~.
~.
~

NON-OPERATORS

JAMES M. ALEXANDER

MARTHA JANE RHODES JERI ALEXANDER LOTT

L

~

Y

)

alt
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ARTICLE XVI.
MISCELLANEQUS

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 assigns.

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

IN WITNESS WHEREOF, this agreement shall be effectiveasof _8th _ day of _February 19_93

OPERATOR

SANTA FE ENERGY OPERATING PARTNERS, L.P.
By: Santa Fe Pacific Exploratiogepompany
Mapaging. General Partner ]-—-' %’3

p 2
Byss AN 4

(T S.’ Parkefr, Attorney-i —

~.
e

NON-OPERATORS

JAMES M. ALEXANDER

MARTHA JANE RHODES JERI ALEXANDER LOTT
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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 assigns.

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 effectivessof _.8th_______ dayof _Eehruary 1993

[o)e]

OPERATOR

SANTA FE ENERGY OPERATING PARTNERS, L.P.
By: Santa Fe Pacific Exploratloipﬁonpmv

Mallaging Gen{ral Partner r—' -

71N ! o
BY.\ { ’ r‘

T. S¢ Parker, Attorney-i

N

~

NON-OPERATORS

JAMES M. ALEXANDER

MARTHA JANE RHODES

JERI ALEXANDER LOTT




IT.

III.

EXHIBIT "A"

- e

Attached to and made a part of that certain
Operating Agreement dated February 8, 1993 by
and between Santa Fe Energy Operating Partners,
L.P., as Operator and James M. Alexander, Martha
Jane  Rhodes and Jeri Alexander Lott, as
Non-Operators.

Contract Area:

T-24-S, R-25-E
N/2 Section 9

All Depths

Company: GWI
SFEOP, L.P. 98.437500%
James M. Alexander 0.520833%
Martha Jane Rhodes 0.520833%
Jeri Alexander Lott 0.520833%
Total T00.0000007%

Addresses of Working Interest Parties:

Santa Fe Energy Operating Partners, L.P.
550 West Texas, Suite 1330
Midland, Texas 79701

James M. Alexﬁnder
P.0. Box 58
Abilene, Texas 79604

Martha Jane Rhodes
Jeri Alexander Lott
c/o James M. Alexander
P.0. Box 58

Abilene, Texas 79604



\ Paid U EXHIBIT "B"
Producers 88 (7-69)—! » . POUND PRINTING & STATIONERY COMPANY
With 640 Acres Pooling Provision 2125 PANNTN, HOUSTON, TEXAS 77002, (7171 4393159

OIL, GAS AND MINERAL LEASE

THIS AGREEMENT made thia day of.

................ 19000 0 betwean

lessor (whether one or more), whose address Ia:
and...ens

1. Lassor, in consideration of e s e . Dolars  rece:c:
of which is hereby acknowiedged, and of the covenants and agreements of lessee hereinafter contained, does hereby gran:. leass and .e2 i -0 esses
the land covered .ereby for the purposes and with the exclusive right of exploring, drilling, mining and operating for. produc:ng and s=n.mg o Tas
suiphur and all other minerals (whether or not similar to those mentioned), together with the right to make surveys on sa:d .and. 'ay s.~e -ws
estabiish and utilize facilities for surface or subsurface disposal of salt water. construet roads and bridges, dig canals. build anxs. power s-ai.nna,
teiephone lines, employee houses and other structures on said land, necessary or useful in lessee’s operations in exploring, drilhing for. produciag.
treaung, storing and transporting minerais produced from the land covered hereby or any other land adjacent thereto. The land covered hereby.

herwin called '‘said land™, is located In the County of. State of

and i3 described as follows:

L ad

v - g~

This lease slso covers and Includes, in addition to that above described. !l land, If any, contiguous or adjacent to or adioining the land asove
descr-bed and ta: owned or cisimed by lessor by limitation, prescription. possession, reversion or unrecorded instrument or 1b) as to wh.ch .essoc
has a preference right of wequisition. Lessor agrees to execute any aupplemental instcument requested by lessee for a more comoplete or accurate
description of said land. For the purpose of determining the smount of any bonus or other payment hereunder, said land shail be deemed 2o contan

acres, whether actually containing more or less, and the above recital of screage In any tract shall be deemed to be the :rue
acreage thereof. Lessor accepts the bonus as lump sum consideration for this lease and nll rights and options hereunder.

2. Unleas sooner terminated or longer kept in fores under other provisions hereof. this lease shall remsin in {orce for & term of ten (17 years
from the date hereo!f, hersinafter calied “primary tarm’’, and aa long thereafter as operations, aa hereinafter defined, are conductad upon said iand
with no cessation for more than minety (90) consecutive days.

3, As royslty. lessee covenants and agrees: (a) To deliver to the credit of lessor, in the pipe line to which lessee may connect Ly weils. the
equal one-eighth part of all oil produced and saved by lessee from said land, or (rom time to time. st the option of leasee, o say lessor he
average pnsted market price of such one-eighth part of such oil at the wells as of the day it is run o the pipe !ine or storage tanxs !lessor s -ieres:
in weither case. Lo bear one-¢ighth of the cost of treating oil to render it marketable pipe line oil: (b)) To pay lessor on gas and casinghead zas ;r>
ducel {rom said land (1) when sold by lessee, one-eighth of the amount realized by lessee. computed at the mouth of the weil, or "2 when used Uy
iessee off said land or in the manufacture of gasoline or other products, the market value. at the mouth of the well. of one-eighth of such gas
ard casinghend Tas: (¢! To pay lessor on all other minerals mined and marketed or utilited by lessee from said land, one.tenth either n x.nd or
s aue the well or mine at leasee’s esiection, except that on sulphur mined and marketed the royalty shall be one dollar (31.00) per lorg won 1! at
tNe exn.ation of the primary tefm of st Any time or times thereafter, there is any weil on said land or on lands wth which said land or any cc
‘hereol hAs been pooled, capable of producing oil or gas. and all such wells are shut-in, this l!ease shall, neverthelesa. continue :n force as
crerat.ans were deing conducted on said land for so long as ssid weils are shut-in. and thereafter this [ease may be continued :n force ss ! -z
ad sceurred. Lessee covenants and agrees to use reasonable diligence to produce, utilize, or market the minecals capable of being prodiced !
aeis. but .m she exercise of such diligence. lessee shall not Le obliwated to install or furnish facilities other than well facilities and src.nary ense
fa:'.i.es of flow lines, separator. and lesse tank, and shall not be required tw settle labor trouble or to market gas UDOR lerms unacceplazt.e o
~ssee [/ at any time or t:mes aftar the expiration of the primary term. all such wells are shut-in for & period of ninety conseculive days. and Jur rg
«ucn t.me 'nere Are no operations on said land, then at or before the expiration of said ninety day period, lessee shall pay or tender. by zhecx o2

Lf lesser As rayalty. s sum equal toone dollar ($1.00) foe each acre of land then covered hereby. Lessee shall make (ke payments or lenders at o
tefore 1ne end of each anniversary of the expiration of said ninety day period 1f upon such anniversary this lease i3 being continued :n foree >oleiy by
resswon of the provisions of this parasgraph. Each such payment or tender shall be made to the parties who at the time of payment wouid be entitied w0

receive e royalties which would be paid under this lesse if the wells were producing, and may be deposited in the .. ... . L L
................... OO PSP OO PP Bank
a SN or (ta successors, which shall continue na the depositaories, rexard/ess of changes n the Swn-

ership of shut-in royaity. f at any time that lessee DAYS or tenders shut.in royalty. two of more DArCties Are. or claim to he entitled 12 ‘ece.e ame
teasee MAY. (A hew of any ather methorl of pAyment herein provulwd. Pay orf tender such shutan royaity. «n the Manner above apec:fwl efner o~ ~0
t6 juch DArtiey nr weparately tw ench 1n accordance with their respective ownerships thereol, aa lessee may elect. Any parment hereyurcer may oe ~ale
By checn or dralt nf leasee Hepnsitel in the mail or Helivered to the pArty entitle! 10 reveive Payment or to a depository bank provided [of alove 7 ot
Lefore Mo iast lmte fur pryment, Nothiag herecn shall (mpuic lesaee s richtl to release as provuled (n parageaph § hereof. [n the event of ads.x~ment
af (Mis lense 1n whole of 1n part, Liability {or payment hereunder shall rest exclusively on the then owner or owners of this lense. severaily as (o acreage
cwned Ly each.

(. Lessea is hereby granted the right, at ita option. o pool or unitize any land covered by this lease with any other !and covered by h ¢ cvee
and or with any other (and, lesse. or leases. a8 O any or all minersls or Noritand, 90 as 0 eatablish units cantaining not more hen i 4. -fese ae-em
L.eb .0 acreage tolersnce . provided, however, units may be established A2 10 any one Or Mmore RarI10NS, OF X ALNE UNIts Day be en.a*ged a3~ 3° ¥
Je¢ 0r MOre BOFILONS, 80 A8 tO contain not more than $40 aurface acres plus 107 acreage tolera~ce. if limited to one or more of ‘ne !z sw ~g
Zas other than casinghead yad, (2) hquid hydrocarbone (condensate] which are not liquids 1n the subsurface reservoir, (3) m.nera.s -roc ied '~ =
we. s c assifiod ss gua wells by the conservation agency having jurisdiction. [f larger unita than eny of thoes herein Derm:tisd. «
eviat..ohed aor afiar eniarwemoent, are required under any povernmental rule or order, for the drilling or operation of & weil at a L
cr 'or sbtain.Ag maximum allowable from any well to be dnlled, driline., or a'resdy drilled., any such unit may be estadb.ashed ~° e~ a‘7ed
1o confsrm Lo e siie required by such governmental order or rule. Lesses whall exercise sad opticn aa to esch demurad unit by axecui "¢ az "ei-.-
~ent dent.{y.ing such unt and filing t (or record (A the publiec office A which thin lease 1a recorded. Each of said options may e rres- e v
vase 81 any ume and from Lime to Lima while this lease 18 in force, and whether hefore ar after production das besn estab. shed ¢ “e- -~ w i
aad or on the port.on of said land inecluded in the unit, or on nther land unitizted therewith. A unit eqtabhished hereunder sha! Do -2 4 a-: »'"&
cve 'or 8! purtosss of thie lense even though there may be mineral), royalty. or !e¢nsehoid 1nterests 1n lands wiBin tBe unit which are 2t el e
oraied ar unitited. Any operstions conducted on any part of euch unitized land shall de considered. for sll purposes, axcept “Ne Naymert ' - c0 "«

coerni:ont conducted upon aad land under thin leass. Thers sha!ll be sllocated L0 the land covered Dy thie leams within esch such .~ - oot
wmoarate raet wthin the umit f thia 12aa0 cOvers parals tracts wnihin the unit) that proportion of the toral production of .nit ted m “erv s ~
1he wnit. after deducting sny used N lense or unit operalions, which the number of surface acres ia tuch land jor in each such sevarv’e ™o ~
o~ad Dy this lsase withIn the unit beare to the total number of surface acree 0 the unit, and the production w allocated sahail be cons.ceced ' -

Curtress. Aciudiag Daymaent or delivery of rovaity., overriding rovaity and any other parmenta out of production, Lo bDe 'he en! ~w o~-i- -

<r Liwd ronernd (rom the 'and o which sllocated in the same manner o hourh produced herefrom under he tarms of 'Bia ease The o

-
~w~em.onary estats of any tarm royaity or miners! estate agress that the accrual of royaities purvuant o this paragraph or of shut- n *~va " e '+ ~
A wer On ‘he un.t anall satisfy any hmitation of werm regquiring production of o1l or ras. The formation of sny unit hereunder which ~c¢ _“es o~ -~
sivecrm! ¥y M a eanss whail ant Nave the elfeet nf exchanging or trarnefer=:ng any nterwst under this leaas 11ncivding. whNUL Motal ~m 4= . =
= - Aty whrh may terume nayahle under this (s0003 hetwesh parties cwaing nterewts 1A land coverwd by (his leass and pertias o®n ~g - e~wm's -
Wm o m cmerml Py ‘Ns lense Nether ahall it mpair the right of leasse WO Teionss aa prov:ded 1n parsgresph 5 herwofl. except "“at essee —ar - =

‘e sase a8 O ande w'hA A 4 unit while there are onwrations (Nereon for ua)':7ed Mminersls uniess all pooied leasss sre reemsed 43 (0 a7ds w18 -~ ‘e
- A aAy !t me wh.ie this ‘same 8 in fnrce lovssy may dissolve any unit eatab shad Nereunder by (iliag for record n the rubic off co mhory "~ 4 +ase
Crer ~ed & dee wrat o ta (hat offeet, (f at Lhat t.Me Ao ofeeationa are herny canductad ‘hereoan for unitized cinerals Sub.ec: W "Ne v 2t
~ v aTaZTACN § & LAt Ance setabl.oned hereunder shall remain \n forre 80 "AE A any 'euse Pubjert Lherelo ahall reman n ‘orre 7 'r s mse -
© NereaiTpe < Lpea sepArals Lrae’s, An (mOLAE of uhitizalion of royaity Ailervels as Detween any such separite tracia 4 niemded of whe. e T Wt
., ~pcey Tenm Mo Ar'ysun of surh senarate 1racts within th e 'enss Dutl !eassw shall nevertheleass Nave the right ‘0 om0l 2 .~ ' 18 a8 -1+ o~
© t 4 arugra R 4w A fomsmuent viaratoa of prwiuction a8 heren prov ded As Lesd (A tNg Dacgrapd & the worde /medDarele TRt Tean oy

Cac w m oryacy cwrershp i f{fering. Rnow Or hersaflter either a3 to DPart es or umounts, {rom that a8 0 any ber part of the sased - rwr wm

C are may st any Lime and Prom time 0 Lime etevute and deliver 0 lrsanr ar (e for record & telmse or relenses of Wis lense w8 0 ANy s cr
Al of wa ) and ur of any moneral of harisun theceunder. and hereby be relieved of ol obligutions as W Uie relenssd acreage or :nlerest

£ ANeremer Lsed A (N8 lease the word operalinnag’ dhal mean osperations for and any of the following: driliing. tewing. compleung rewn - g
ca et ng tevnen.ng U AW SAca AF repsiring of 8 well (A aessch for or in an endemvor W obuun Droductios of ol gas suipbus or ciBer ~ oo
crad stcave’ g oa mone proafuer on of il gua sulphyr or oer mineral whether or not 1n psying quantiLes

° Leassw sha!l hNave 'He .0 free from rovalty. of water. other than 'mm 'essor’s weter weils. and of ol and sas 2~ doced '~ ! 2t -
. wral 28 Seveunder lLowssw 123! Dare the r Bt &L aA7 .Me ‘0 reove o machinery and firtures D'aced oa said and  cc d.mg te TS o
Tcew 1nd cemone aang N3 ®e tAs’ N driled naaser han (30 fewk (0 the Bouse Or barm BOW on sad land without the conesal If 2@ @0’ _ecsew
e ay Tor lamagee ca_med Dy 8 ODeralions W ¢Towisg ¢rope snd L.omber oo sasd land.
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Recommended by 'he Counc

b 15507114 601, 80X 800 of Petraleum Accountants
TULSA OK 74101 Socreties (
it
EXHIBIT *c "
Attached to and made a part of that certain Operating Agreement dated February 8th, 13992
hv_and Setween Santa Fe Energy Operating Partners, L.P. as Operator, and James M.
Alexander as Non-Operator.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1. Definitions

‘.‘Joint l;rodperty" 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 Jof‘ht 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. r
“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct superv.:.on
of other employees and/or contract labor directly employed on the Joint Property in a field operating capacity
“Technical Employees” shall mean those employees having special and specific engineering. geologicai or other pro’es.
sional skills. and whose primary function in Joint Operations is the handling of specific operating conditions and probiems
for the benefit of the Joint Property.

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

2. Statement and Billings

Operator shal! bill Non-Operators on or before the last day of each month for their proportionate share of the Joint a:-
count for the preceding month. Such bills will be accompanied by statements which identify the authority for expend.i.-=
‘ease or facility. and all charges and credits summarized by appropriate classifications of investment and expense ex.ept
tnat :tems of Controllable, Material and unusual charges and credits shall be separately identified and fully described in

detail.

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

A.  Unless vtherwise provided for in the agreement. the Operator may require the Non-Operators w0 advance == -
<hare of estimated cash outlay for the succeeding month's operation within Sfesegnet®) days after receipt of ire -
ing or by the first day of the month for which the advance is required. whichever is later. Operator shall adjust eacn
monthly billing to reflect advances received from the Non-Operators.

cthirty (30)
B F.ach Non-Operator shall pay its proportion of all hills within ffoesxX¥ days after receipt. If payment -
within such Ume. the unpaid balance shall bear intervst monthly at the prime rats in effect at _The Chase
on the first day of the munth 1n which delinquency occurs plus Z% ur tme ~ s
cuntract rate permitted by the applicable usury laws (n the state (n which the Joint Property s iocuated 7~ m -~
15 the lesser. plus attorney's fees, court costs. and other costs in connection with the collection of unpaid umuunts

ALy e

4. Adjustments

Pavment uf any such bills shall not prejudice the right of any Non-Operalor 1o protest or question the curre: tno--
provided. however. all hills and stutements rendered to Non-Operators by Operator during any calendur 4 -7
clusively be presumed o be true and correct after twenty-four (24) months following the end of any ~ucn .-~ -
anless within the said twenty-four (24) month period a Non-Operator takes written exception theretw and ~un-- .
Uperator for adjustment No adjustment favorabie to Operator shall be made unless it is made within the w~~

period The prosisions of this paragraph shall not prevent adjustments resuiting from a physical inventory f 1 oo s e

Material ax provided for 1n Sectwon V

COPYRIGHTS 1985 by the Council of Petroleum Accountants Socteties
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5. Audits
A. A Non-Operator, upo;l notice in writing to Operator and all other Non-Operataors, shall have the right w0 audit Opera-
tor’s accounts and records relating to the Joint Account for any calendar year within the twenty-four 124} m3~:-
period following the end of such calendar year: provided. however. the making of an audit shall not extend the 1;m2
for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this Seciion
[. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to conduc: 4
joint audit in a manner which will result in a minimum of inconvenience to the Operator. Operator shaii dear no por-
tion of the Non-Operators’ audit cost incurred under this paragraph unless agreed to by the Operator The aus. s
shall not be conducted more than once each year without prior approval of Operator, except upon the resignatior or
removal of the Operator, and shall be made at the expense of those Non-Operators approving such audit.
B. The Operator shall reply in writing to an audit report within 180 days after receipt of such report.
6. Approval By Non-Operators
Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of =r 3
Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no contrary provis.o~s
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 'z_
Operator shall charge the Joint Account with the following items: -
1.  Ecological and Environmental _ F
Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements w0 satisfy env ran-
mental considerations applicable to the Joint Operations, Such costs may include surveys of an ecological or archaeoiog:cai
nature and pollution control procedures as required by applicable laws and regulations,
2. Rentals and Royalties
Lease rentals and royalties paid by Operator for the Joint Operations.
3. Labor
A. (1) Salaries and wages of Operator’s field employees directly employed on the Joint Property in the conduct of 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,
L]
(4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly empio: e
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 W emp.osves
whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section 11. Such costs i i2-
this Paragraph 3B may be charged on a2 “when and as paid basis” or by “percentage assessment” on the amaou-t 7’
salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section {[. [f percentage assessm=nt
1s used. the rate shall be based on the Operator’s cost experience.
C. F.xpenditures or contributions made pursuant to assessments imposed by governmental authority which are appic.ac.e
to ()perator’s costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section [[.
D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under Purugruph
3A of this Section 1.
4. Employee Benefita
Operator's current conts of established plans for emplovees’ group life insurance, hospitalization. pension. =»!.remen - <«
purchase. thrift. bonus. and other benefit plans of a like nature. applicable to Operator's labor cost chargean v @ 7 a
Account under Paragraphs ({A and 1B of this Section [l shall Le Operator's actual cost not 10 exceed the pervent »ost oot
ly recommended by the Council of Petroleum Accountants Societies.
5.  Material
Material purchased or furnixhed by Operator for use on the Joint Property as provided under Section [V Onlv - on Muer s
‘hall be purchased for or transferred 1o the Joint Property as may be required for immediate use and » rewonals - 120
and consistent with efficient and economical operations. The accumulation af surplus <tocks shail be uvouted
6 Transportation

~ .

Transpurtation of cmplovess and Material necessary faor the Juint (perations but subject o the following " m.tue

v M Lteroad s monnd o the Joint Property frum the Hperator’s warehouse or vther properties. no vharge ~ry -«
0 e Joiat Aveount for 4 distunce greater than the istance from the nearest reliable supply ~Wwee anere we = 00
<rnrma s avlable ne pilwis fecennny point Aearest the Jont Property unless agreed ta by the it -

[




10.

11

12

13.

14.

15.

LIPS

B. [f surplus Material is moved to Operator’s warehouse or other storage point. no charge shall be made to the Joint Az-
count for a distance greater than the distance to the nearest reliable supply store where like material 1s nor~—a. v
available, or railway réceiving point nearest the Joint Property unless agreed to by the Parties. No charge sna.; ce
r{;\ade to the Joint Accaunt for moving Material to other properties belonging to Operator, unless agreed ‘o by :he

arties.

C. [Inthe application of subparagraphs A and B above. the option to equalize or charge actual trucking cost is availab e
when the actual charge is 3400 or less excluding accessorial charges. The $400 will be adjusted to the amount most
recently recommended by the Council of Petroleum Accountants Societies.

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded hv Paragragn
10 of Section II and Paragraph i, ii, and iii. of Section [II. The cost of professional consultant services and contrac: zer-
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overread raze-
The cost of professional consultant services or contract services of technical personnel not directly engaged on the Join:
Property shall not be charged to the Joint Accourt unless previously agreed to by the Parties.

Equipment and Facjlities Furnished By Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensuraza
with costs of ownership and operation. Such rates shall include costs of maintenance. repairs, other operating expenze
insurance, taxes, depreciatiin and interest on gross investment less accumulated depreciation not to exceed
_twelve _ percent( Z %) per annum. Such rates shall not exceed average commercial rates currantly pre-
vailing in the immediate area of the Joint Property. r

s
-

B. Inlieu of charges in paragraph 8A above, Operator may elect 1o use average commercial rates prevailing in thg immed:-
ate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates published by the
Petroleum Motor Transport Association.

Damages and Losses to Joint Property

All costs or expenses neceasary for the repair or replacement of Joint Property made necessary because of damages or ‘cszes
incurred by fire. flood. storm. theft, accident, or other cause. except those resulting from Operator’'s gross negiigence ar
wiliful misconduct. Operator shall furnish Non-Operator written notice of damages or losses incurred as soon as practicabie
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 a7
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessaryv 5 oraed:
or recover the .Joint Property. except that no charge for services of Operator's legal staff or fees or expense nf qutaice siior
neys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be covered by 12
overhead provisions of Section (Il unless otherwise agreed to by the Parties, except as provided in Section [. Paragrapn
3.

L ]

Taxes -

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property. the operatiun tmer=nf
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties if the au ... -
rem laxes are based in whole or in part upon separate valuations of each party’'s working interest. then notw:ir~ar: ¢
anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parties heretw in accoriane

with the tax value generated by each party’s working interest.

Insurance

Net premiums paid (or insursnce required to be carried fur the Joint Operations for the protection of the Parties [~ -
event Joint Operations are conducted in a state in which Operator may act as self-insurer for Worker's Comperautn o0
or Employers Liability under the respective state's laws, (Operator may. at its election, include the risx mder v oo
insurance program and in that event. Operator shall include a charge at Operator’s cost not to exceed manual rutes

Abandonment and Reclamation

Costs incurred for abandonment of the Joint Property. including costs required by governmental or other royita e
authority.

Communications

Coat of acquiring. leasing, installing. operating. repairing and maintaining communication systems. :nciut "¢ = ..
microwave facilities directly serving the Juint Property. In the ¢event communication facilities ~ystems wrs ~x -~ -
Property are Uperator uwned, charges to the Juint Account shall he made as provided 10 Paragraph s of this st

(ther P vpenditures

Ars JiPer expenditare not cosered or dealt with in the foreguing provisions of this Section [ or in Sevtion [
~of dorect benelit w the Junt Propeety and s incurred by the (ipecator (n the necesaary and proper condudt
Plperativns

r .
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[II. OVERHEAD

1. Overhead - Drilling and:Producing Operations

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

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and salares
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph
3A. Section L. The cost and expense of services from outside sources in connection with matters of taxation. irai‘ic
accounting or matters before or involving governmental agencies shall be considered as included in the overhead rates
provided for in the above selected Paragraph of this Section [II unless such cost and expense are agreed to ty the
Parties as a direct charge to the Joint Account.

ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant 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.

iii. The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services
and contract services of technical personnel either temporarily or permanently assigned to and directly employed in

the operation of the Joint Property: L
() shall be covered by the overhead rates, or .
(X ) shall not be covered by the overhead rates. :

A. Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate $ _3:300.00
(Prorated for less than a full month)

Producing Well Rate $ _550.00
(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 dr::i-
ing rig. completion rig, or other units used in completion of the well is released. whichever is !ater. except

that no charge shall be made during suspension of drilling or completion operations for fifteen (135) or
more consecutive calendar days.

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (3) consecuiive
work days or more shall be made at the drilling well rate. Such charges shall be applied for the peri2g
from datg workover operations, with rig or other units used in workover. commence through date >{ - 2
or other unit release, except that no charge shall be made during suspension of operations for {ifteen
(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 vne-
well charge {or the entire month.

(2) Each active completion in a multi<completed well in which production is not commingled down hoie ~ra..
be considered as a one-well charge providing each completion is considered a separate well by the govern:
ing regulatory authority.

(1) An inactive gas well shut in because of averproduction or (ailure of purchaser to take the product.on -~
be considered as a one-well charge providing the gas well is directly connected o a permanent ~u e~
outlet.

{4) A one-well charge shall be made for the month in which plugging and abandonment operatiuns are -~

pleted on any well. This one-well charge shall be made whether or not the well has produced exvept +men

drilling well rate applies.

t5) All other inactive wells {including but not limited to inactive wells covered by unit atlowabie cuw o @ o
able. transfeered allowable, ete.) shall not qualify {or an overhead charge.

W which this Accounting Procedure is attached. The adjustment shall be computed by mulitipining t=r ~uir
rently 10 1i~e hy the percentage increase or decrease in the average weekly earnings of Crude Perr v~
'rxjuction Workers for the last calendar vear compared o the calendar year preceding as ~huan v me © 0
of sverage weekly earmings of Crude Petroleum and (ias Production Workers as published by the | = tei ~iure
Depariment of Laboe. Buresu of [abor Staustics. or the equivalent Canadian index as pubiinhed v ~rat -
Canadad. as spphicable The adjusted rates shall be the rates currently 1n use, plus or minus the «ompLie: L.
Justment

(1) The well rates shall be adjusted as of the first day of April each year following the effective date of 1me sy~

B iherhead - Percentage Ra~is

il Opweator <hull chaege the Juiat Acvcount at the following rates:
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= Percent ( %) of the cost of development of the Joint Property exclusive of costs provided
under Paragraph 10 of Section II and all salvage credits.

(a) Development

(b) Operating

Percent ( %) of the cost of operating the Joint Property exclusive of costs provided under
Paragraphs 2 and 10 of Section II. 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 determmmg charges on a percentage basis under Paragraph 1B of this Section 1], Zevelopmer:
shall include all costs in connection with drilling, redrilling, deepening, or any remedial operations unany ora
wells involving the use of drilling rig and crew capable of drilling to the producing interval on the jo.nt Prog-
erty: also. preliminary expenditures necessary in preparation for drilling and expenditures incurred in aoamo:.m
when the well is not completed as a producer, and original cost of construction or instailation of fixed assets in=
expansion of fixed assets and any other project clearly discernible as a fixed asset. except Major Construction as
defined in Paragraph 2 of this Section III. All other costs shall be considered as operating.

.

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 operaaon of tne
Joint Property. Operator shall either negotiate a rate prior to the beginning of construction. or shall charge the Joint
Account for overhead based on the following rates for any Major Construction project in excess of $ M

A. 3 ___ %of first $100,000 or total cost if less, plus

B. _.._?_. % 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 s:agie

project shall not be treated separately and the cost of drilling and workover wells and artificial lift equipment shalt be
excluded.

Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence *ue
to oil spill. blowout. explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties. which are necessar-
to restore the Joint Property to the equivalent condition that existed prior to the event causing the expenditures. ' ‘perawor
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. — 5 % of total costs through $100,000: plus

B. 2 %of total Costs in excess of $100,000 but less than 31 000.000; plus

C. ._1___ % of total costs in excess of $1.000.000.

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

Amendment of Rates

The overhead rates provided for in this Section 11l may be amended from time to time only by mutual agreement Letazen
the Parties heretw 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 ali Mater & —

ments affecting the Joint Property. Operator shall provide ail Material for use on the Joint Property. howeser o0 1 w-. -
option. such Material may be supplied by the Non-Operawr. Operator shall make timely disposition of «die un! - - .- .
Material, such disposal being made either through sale W Operator or Non-Operator, division 1n Kind. or ~ue @ .o =

Operator may purchase. but shall be under no abligation o purchase, interest of Non-Operators in surplus .« .=t ¢

Material. The disposal of surplus Controilable Material not purchased by the Operator shall be agreed o Dy the Partes

L.

e

Purchases
Material purchased «hall be charged at the price paid by Uperator after deduction of all discounts rece: =i .~ oov
Mater:ut found o he Jefective or returned to vendor [or any other reasons. credit shall be passed w the Jo.~t 3. .-

when 4djustment has been received by the Uperator.

Transfers and Dispositions

-

Material furnished to the Jiint Property and Material transferred from the Joint Property or disponed of by
Jhiess atherw ine adfewd W by the Marties. ~hatl be priced on the following basis exclusive of cash disount

v e

..
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A. New Material (Condition A)

e

(1) Tubular Goods Other than Line Pipe

(a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill pubiished
carload base prices effective as of date of movement plus transportation cost using the 30.000 pound carioad
weight basis to the railway receiving point nearest the Joint Property for which published rail rates for
tubular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound or 90.000 pound raii rate
gsy be used. Freight charges for tubing will be calculated from Lorain. Ohio and casing from Youngstown,

io.

(b) For grades which are special to one mill only, 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 Qil Field
Haulers Association interstate truck rate shall be used.

(c) Special end finish tubular goods shall be priced at the lowest published out-of-stock price. f.o.b. Houston.
Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate. w0
the railway receiving point nearest the Joint Property.

{d) Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices f.o0.0.
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.

(a) Line pipe movements (except size 24 inch OD and larger with walls 3 inch and over) 30.000 pounds or more
shall be priced under provisions of tubular goods pricing in Paragraph A.(1Xa) as provided above. Fieight
charges shall be calculated from Lorain, Ohio.

(b) Line pipe movements (except size 24 inch OD and larger with walls 3 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 percer:
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 calculated from Lorain, Ohio.

{c) Line pipe 24 inch OD and over and ¥ inch wall and larger shall be priced f.0.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 line pipe, drive pipe and conduit not listed on published price lists shail be
priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at prices
agreed w0 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 supplx
store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, o the raiiway
receiving point nearest the Joint Property.

L]

(4} Unused new Materisl, except tubular goods. moved {rom the Joint Praoperty shall be priced at the current ~es
price, in effect on date of movemaent. 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
LU nused new tubulars will be priced as provided above in Paragraph 2 A (1) and (2).

B. Good Used Material (Condition B)

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

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

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

{b) At sixty-five percent {65%) of current new price, as determined by Paragraph A. if Material was or wina
charged Lo the Joint Account as used Material.

{3) Material not used on and moved from the Joint Property
At seventy-five percent (75%) of current new price as determined by Paragraph A.

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

C. Other Used Material

tlr Condition ¢

Mater:al which (3 nat 1n ound and serviceable condition and not sustable foe its ariginal function until 3fwee -
finunimg <hall Le priced at fifty percent 130%) of current new price as determined by Paragrapn A Tre o
rvunditiuning ~hail be charged 0 the receiving property. pruvided Condition C value plus cost of recoal .t .m -y
does At evcesd Uoadition B ovalae.




LIFRS

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

{2) Condition D

(a) Casing, tqbing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe of com-
p?rablg size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be priced at used line
pipe prices.

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

(3) Condition E

Junk shgll_ 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 ro:
equivalent to that which would justify a price as provided above may be specially priced as agreed to by the Part.es.
Such price should result in the Joint Account being charged with the value of the service rendered by such Material.

E. Pricing Conditions ' -l-

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25¢) pet hundred
weight on all tubular goods movements, in lieu of actual loading or unloading costs sustained at the siwocking
point. The above rate shall be adjusted as of the first day of April each year following January 1, 1985 by the same
percentage increase or decrease used to adjust overhead rates in Section IIl. Paragraph 1.A(3). Each vear. :ne
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next
year. Such rate shall be published each year by the Council of Petroleum Accountants Societies.

{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 requ:rs2
Mater:ial at the Operator’s actual cost incurred in providing such Material, in making it suitable for use. and in mov.~g
it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior 10 0.0z
Non-Operators for such Material. Each Non-Operator shall have the right. by so electing and notifying Operator witnin
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 o Operatoe.

Warranty of Material Furnished By Operator

L ] .
Nperator does not warrant the Material furnished. In case of defective Material, credit shall not be passed tw the Joirt
Account until adjul&nent:hn been received by Operator from the manufacturers or their agents.

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

1.

Periodic [nventories. Notice and Representation

At reasonable intervals. inventories shall be taken by Operator of the Joint Account Controllable Material Written ~ot.ce
of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory 18 to Degin ~u 7.l
Non-Operators may be represented when any inventory ix taken. Failure of Non-Operators to be represented at un ~»«
wry shall bind Non-Uperators to accept the invenlory taken by Uperator.

Reconciliation and Adjustment of Inventories

Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made ~ 1n ~ .«
months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Jo.mt AL
overages and shortages, but. Operator shall be held accountable only for shortages due to lack of reasonavie 1i.-xence

Special Inventories

Xpecial inventories may be taken whenever there is any sale. change of interest. or change of Operator in the furt ' 1w
It ~hall he the duty of the party selling to notify all other Parties as quickly as possible after the transfer »f rlerosiLaes
nlace 1n ~uch cases, buth the seller and the purchaser shall be governed by such inventory. In cases involving o ~amge

of Operator. all Parties shall be governed by such inventory.

-

Fxpense of Conducting [nventories

-

A [he expense of conducting periodic inventories shall not be charged w the Joint Account unless agreed 0 "
Prarties

B The cxpense of conducting <pectal inventories <hall be charged o the Parties requesting such inventories ryiel!
venturies required Jue to change of Uperator ~hall be charged to the Joint Account.




EXHIBIT "D"

INSURANCR

e

Attached hereto and made a part of that certain Operating
Agreement dated February 8th, 1993 , by and between

Santa Fe Energy Operating Partners, L.P. , as Operator and
—James M. Alexander » as Non-Operator.

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
reduired by Federal Law, if applicable, plus Employers Liability Insurancae.

{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 $300,0C0
for death or injury to more than one person in any one accident; and Public
Liability property damage liability insurance with a limit of not less than
$100,000 for any one accident for loss of or destruction of, or damage ,to
property. Said public liability insurance shall include Contractural
Liability coverage and shall include Products Liability and Completed
Cperations 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 Cperator may
require each such subcontractor, service company, or other person or
organization -to provide his, its or their own insurance coverage of the
types and in the amounts specified hereinabove, and such person or
organization, wunder such circumstances, shall furnish to Operator
Certificates of Insurance as evidence of such insurance coverage.



EXHIBIT "E"

-

Attached to and made a part of that certain Operating

Agreement dated _ February 8th , 19 93

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

And James M. Alexander as Non-Operator.

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 Operating
Agreement and market the same. In the event any of the Parties hereto is not at any time
taking or marketing its share of gas or has contracted to sell its share of gas produced to‘?
a purchaser which does not at any time while this Agreement is in effect take the r'ull;

share of gas attributable to the interest of such Party, the terms of this Agreement shall

automatically become effective.

2. During the period or periods when any Party hereto has no market for all of
its share of gas produced- or its purchaser does not take its full share of gas produced. the
other Parties shall be entitled to produce each month one hundred percent (100%) of the
aJlowa‘ble assignegd or in the absence of an assigned allowable the maximum production
capacity and sha;l be entitled to take and delivér 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 (300%) ot its share of the allowable or
maximum production capacity as the case may be. unless it has gas in storage. All
Parties hereto shall share in and own the liquid hydrocarbons recovered from such gas by
lease equipment in accordance with their respective interests and subject to the Operating
Agreement, but the Party or Parties taking such gas shall own all of such gas delivered o

its or their purchaser.

1. On a cumulauve basis. ¢ach party not taking or marketing s tull share ot ne

21y produced shall be credited with gas in storage equal to :ts tull share ot 're



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 deﬁﬁe:d in the Opera’ting 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

L

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 harmless 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 royalty, overriding royalties, production payments and similar

interests,

5. After notice to the Operator, any Party which has gas in storage pursuant to
the terms hereof ét any time may begin taking or delivering to its purchaser its tull share
of the gas produc;d 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 ot gas determined by multiplying S0% ot the interest in the
current gas production of the Party or Parties without gas in storage by a fraction. the
numerator ot which is the interest ot such party with gas in storage and the denominator
of which 15 the total percentage :nterest of all Parties with gas in storage currently taking

or delivenng to a purchaser.

6. Each Panty producing and faking or dehivenng 2as 1o ats purchaser shail bas

v ad all srcduction LINes et (1 NP i



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 production to

meet the deliverability tests required by its purchaser.

8. Should production 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 thaé
for which settlement is made. The price basis shall be the rate collected tfrom time té
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 solely,
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 \.\;izh 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 s
proportionate share ot all costs and liabilities tncurred. as its share thereot s set forth in

the Operating Agreement.
10. The terms and provisions ot this Agreement shall apply separately 10 cach well
and/or separate completion 1n each well. Underproduction ofi one well or compietion

shall not be recouped by overproduction ot any other well or completion.

1 Nomaathstanding ansthing contained herein (o the contrary. 10 P4y sndi mdse



the right to produce more than its proportionate share of Ultimate Recoverable Reserves
from any separate completion in each well without the consent of all other Parties having
working interests; in such comple;ion. As used herein, the term "Ultimate Recoverable
Reserves” is defined as the sum of cumulative production to date together with estimated
quantities of natural gas which geological and engineering data indicate to be recoverable
in future years from a completion in a particular well under existing and anticipated
economic and operation conditions, as such quantities may be from time to time revised.
Operator shall be responsible for determining the Ultimate Recoverable Reserves
attributable to each separate completion and shall advise each of the non-operators of its
determination from time to time as such determination is made, but no less frequently
than once every twelve (12) months. For a period of thirty (30) days following mailingf
of a notice of determination, Non-Operators may submit to Operator proposecf
adjustments to such reserve determination 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 determinauon of
reserves, If such:-a request is made, then such reserves for such completion zone shall be
determined by a;\ independent reservoir engineering consulting firm acceptable to a
majority of working interest owners, and the cost of such independent determination shall
be charged to the joint account.

At such time as a Party had produced eighty percent (80%) of its proporuionale
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 furmished Opcrator with adequate
assurance of such Party's ability to pay future costs which may be subsequentiy

Jhargeable to such Party under the Operating Agreement and o pay any potential (1sn

salancing under this Gas Balancing Agreement upon depletion.  Such assurance may "o



in the form of a bond or letter of credit or in any other form as the Operator deems
appropriate. A Party may not produce more than one hundred percent (100%) of its
proportionate share of Ultimate Recoverable Reserves without the written approval of one
hundred percent (100%) of the working interest owners of such reserves.

Operator shall incur no liability to other working interest owners for its good faith
administration of the gas balancing provisions contained herein. In the event Operator is
sued by any third parties as a result of Operator's actions in enforcing these provisions.

the costs and expenses of Operator’s legal defense shall be charged to the joint account.

12. If any underproduced party sells or assigns all or any part of its interest in the
L

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 i;n
gas to be produced attributable to such assigned interest, all of such underproduced
party's right to make up gas atuributable to such assigned interest, and all of such
underproduced pmy'ls 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 loo‘k 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 a&y portion of its interest in the well or completion, the interest sold or
assigned shall be-burdened by the right of all underproduced parties to take a portion of
the gas produced attributable to such interest as provided herein, and the assignee shall be
subject to the obligation to make cash payments to the underproduced parties as provided
herein that become payable atter the eftective date of such assignment. The assignor

shall remain primarily liable to the underproduced parties for any cash payment pavable

with respect to the period prior to the effective date of the assignment.



EXHIBIT "F"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPER-
ATING AGREEMENT DATED __ rebruary 8th. 1993

between Santa Fe Energy Operating Partners, L.P. as Operator
and James M. Alexander as Non-Operator.

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

EQUAL OPPORTUNITY CLAUSE

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

(D

(2)

3

(4)

&)

(6)

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

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

The Contractor will send to each labor union or representative of workers with
which he has a collective bargaining agreement or other contract or
understanding a notice to be provided by the agency contracting otficer, 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 ot the
Secretary of Labor.

The Contractor will furnish all information and reports required by Executive
Order 11246 of September 24, (965, and by the rules, regulations. and orders
of the Secretary of Labor, or pursuant thereto, and will permit access 0 nis
books, records. and accounts by the contracting agency and the Secretarv 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 Nondiscnm:inaton
clauses of this Agreement or with any of such rules, regulations, or orcers. s
Agreement may be cancelled, terminated or suspended in whole or in part and
the Contractor may be declared ineligible for further Government contrac:s
accordance with procedures authonzed in Executive Order 11246 ot Septemoer
24, 1965. and such other sanctions may be imposed and remedies 10y Ones &>
provided 1n Executive Order 11246 of September 24. 1965, or nv -..c
regulation. or order of the Secrewary of Labor, or as otherwise provided by i



(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 that he
shall:

¢S] 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 Hst;

(2) Devefop and maintain a written affirmative action compiiance program for éach
of its establishments in accordance with the regulations of the Secretary of Labor
promuigated 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 permut his
‘ployees to perform their services at any location, under his control, where segregated facilities
maintained. Contractor understands that the phrase "segregated facilities” includes raciiiues
ich are in fact segregated on a basis of race, color, creed, or national origin, because of habut,
iocal custom, or otherwise. Contractor understands and agrees that maintaining or providing
segregated facilities for his employees or permitting his employees to perform their services at any
locations, ‘under his control, where segregated facilities are maintained is a violation of the Equal
Opportunity Clause sequired by Executive Order No. 11246 of September 24, 1965, and the
regulations of the Segretary of Labor set out in 41 CFR Chapter 60. Contractor turther agrees that
(except where it has obtained identical certifications from proposed subcontractors for specific time
penods) 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 tollowing nouce
to such proposed subcontractors (except where the proposed subcontractors have submitted 1dentical
certitications for specific time periods):

NOTICE TO PROSPECTIVE SUBCONTRACTORS OF REQUIREMENT FOR
CERTIFICATIONS OF NONSEGREGATED FACILITIES: A Cerufication ot Nonsegregated
Facilities as required by the May 9, 1967, order on Elimination of Segregated Facilities. by tne
Secretary of Labor (32 F.R. 7439, May 19, 1967), and as required by the regulations ot e
Secretary of Labor set out in 41 CFR Chapter 60, and as they may be amended, must be submited
prior to the award of a subcontract exceeding $10.000 which is not exempt from the provisiors ot
the Equal Opportunity Clause. The certification may be submitted either for each subconiract o-
tor all subcontracts dunng a peniod (i.e.. quarterly. semi-annually or annually).
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1 Attached to and made a part of
2
3
4
5
6
7
8 ACCOUNTING PROCEDURE
9
10 JOINT OPERATIONS
11
12 1. GENERAL PROVISIONS
13
4 1 Definitions
15
16 “Joint Property” shall mean the real and personal property subject to the agreement to which this Accounting Procedure
17 is attached.
18 “Joint Operations” shall mean ail operations necessary or proper for the development. operation, protection and
19 maintenance of the Joint Property.
20 “Joint Account” shall mean the acecount showing the charges paid and credits received in the conduct of the Joint
21 Operations and which are to be shared by the Parties.
22 “Operator” shall mean the party designated to conduct the Joint Operations.
23 “Non-Operators” shall mean the Parties to this agreement other than the Operator.
24 “Parties” shall mean Operator and Non-Operators.
25 “Pirst Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct
26 supervision of other employees and/or contract labor directly employed on the Joint Property in a field operating
27 capacity.
28 “Technical Employees” shall mean those employees having special and specific engineering, geological or other
29 professional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and
30 problems for the benefit of the Joint Property.
31 “Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator's employees.
32 “Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
33 “Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual as
K% most recently recommended by the Council of Petroleum Accountants Societies.
35
36 2. Statement and Billings
37
38 Operator shall bill Non-Operatars on or before the last day of each month for their proportionate share of the Joint
39 Account for the preceding month. Such bills will be accompanied by statements which identify the authority for
40 expenditure, lease or facility, and all charges and credits summarized by appropriate classifications of investment and
41 expense except that items of Controllable Material and unusual charges and credits shall be separately identified and
42 fully described in detail.
43
44 3. Advances and Payments by Non-Operators
45
46 A. Unless otherwise provided for in the agreement. the Operator may require the Non-Operators to advance their
47 share of estimated cash outlay for the succeeding month’s operation within fifteen (15) days after receipt of the
48 billing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust
49 each monthly billing to reflect advances received from the Non-Operators.
50
51 B. Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not made
52 within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at
53 on the first day of the month in which delinquency occurs plus 1% or the
54 maximum contract rate permitted by the applicable usury laws in the state in which the Joint Property is located,
55 whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with the collection of unpaid
56 amounts.
57
58 4. Adjustments
59
60 Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof;
NSRS (’RICO provided. however, all bills and statements rendered t Non-Operators by Operator during any calendar year shall
oY conclusively be presumed to be true and correct after twenty-four {24) months following the end of any such calendar
O D SRS B "DN D}Vis:‘r@;quhm the said twenty-four (24) month period a Non-Operator takes written exception thereto and makes
claim on Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same
prescribed period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of
S;W\/ W ;C—_;- I % Controllable Material as provided for in Section V.
CAcE . ;ﬁ COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
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Audits

A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit
Operator's accounts and records relating to the Joint Account for any calendar year within the twenty-four
(24) month period following the end of such calendar year; provided, however, the making of an audit shall not
extend the time for the taking of written exception to and the adjustments of accounts as provided for in
Paragraph 4 of this Section 1. Where there are two or more Non-Operatwrs, the Non-Operators shall make
every reasonabie effort to conduct a joint audit in a manner which will result in a minimum of inconvenience
to the Operator. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this
paragraph unless agreed to by the Operator. The audits shall not be conducted more than once each year
without prior approval of Operator. except upon the resignation or removal of the Operator, and shall be made
at the expense of those Non-Operators approving such audit.

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

Approval By Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of
this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no

contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and the
agreement or approval of a majority in interest of the Non-Operators shall be controiling on all Non-Operators.

JRRS-

II. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1.

Ecological and Environmental

Costs incurred for the benefit of the Joint Property as a resuit of governmental or regulatory requirements to satisfy
environmental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or
archaeological nature and pollution eontrol 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 empioyed 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.

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 chargeabie 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.

Expenditures or contributions made pursuant to assessments imposed by governmental authority which are
applicable to Operator's costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section [I.

Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under
Paragraph 34A of this Section 1I.

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 II shail be Operator’s actual cost not to exceed the percent
most recently recommended by the Council of Petroleum Accountants Societies.
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1 5. Material

2

3 Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only such
4 Material shall be purchased for or transferred to the Joint Property as may be required for immediate use and is
5 reasonably practical and consistent with efficient and economical operations. The accumulation of surpius stocks shall be
6 avoided.

7

8 6. Transportation

9

10 Transportation of employees and Material necessary for the Joint Operations but subject o the following limitations:

11

12 A. If Material is moved to the Joint Property from the Operator’s warehouse or other properties, no charge shall be
13 made to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like
14 material is normailly available or railway receiving point nearest the Joint Property unless agreed to by the Parties.
15

16 B. If surplus Material is moved to Operator’s warehouse or other storage point, no charge shall be made to the Joint
17 Account for a distance greater than the distance to the nearest reliable supply store where like material is normaliy
18 available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be
19 made to the Joint Account for moving Material to other properties belonging to Operator. unless agreed to by the
20 Parties.
21
22 C In the application of subparagraphs A and B above, the option to equalize or charge actual trucking cost is
23 available when the actual charge is $400 or less excluding accessorial charges. The $400 will be adjusted to the
24 amount most recently recommended by the Council of Petroleum Accountants Societies.
25
26 7 Services

27

28 The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph
29 10 of Section II and Paragraph i, ii, and iii, of Section III. The cost of professional consultant services and contract
30 services of technical personnel directly engaged on the Joint Property if such charges are exciluded from the overhead
31 rates. The cost of professional consultant services or contract services of technical personnel not directly engaged on the
32 Joint Property shall not be charged to the Joint Account unless previously agreed to by the Parties.

33

34 8. Equipment and Facilities Furnished By Operator

35

36 A.  Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate
37 with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating
38 expense, insurance, taxes, depreciation. and interest on gross investment less accumulated depreciation not to
39 exceed percent { — %) per annum. Such rates shall not exceed average commercial
40 rates currently prevailing in the immediate area of the Joint Property.

41

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

45

46 9. Damages and Losses to Joint Property

47

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

52

53 10. Legal Expense

54

55 Expense of handling, investigating and settling litigation or claims, discharging of liens. payment of judgements and
56 amounts paid for settlement of claims incurred in or resuiting from operations under the agreement or necessary to
57 protect or recover the Joint Property, except that no charge for services of Operators legal staff or fees or expense of
58 outside attorneys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be
59 covered by the overhead provisions of Section [II unless otherwise agreed to by the Parties, except as provided in Section
60 I, Paragraph 3.

61

62 11 Taxes

63

64 All taxes of every kind and nature assessed or levied upon or in cannection with the Joint Property, the operation thereof,
65 or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad
66 valorem taxes are based in whole or in part upon separate valuations of each party’s working interest, then
67 notwithstanding anything o the contrary herein, charges to the Joint Account shall be made and paid by the Parties
68 herew in accordance with the tax value generated by each party’s working interest.

69

70
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1 12. Insurance
2
3 Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Parties. In the
4 event Joint Operations are conducted in a state in which Qperator may act as self-insurer for Worker's Compensation
5 and/or Employers Liability under the respective state’s laws, Operator may, at its election, include the risk under its self-
6 insurance program and in that event, Operator shall include a charge at Operator’s cost not to exceed manual rates.
7 .
8 13. Abandonment and Reclamation
9
10 Costs incurred for abandonment of the Joint Property, inciuding costs required by governmental or other regulatory
11 authority.
12
13 14. Communications
14 i
15 Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and
16 microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint
17 Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 3 of this Section II.
18 |
19 15. Other Expenditures i
20 !
21 Any other expenditure not covered or deait with in the foregoing provisions of this Section II, or in Section [II and which
22 is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint
23 Operations.
24 ’:
25 |
26 II1. OVERHEAD
27
28 1. Overhead - Drilling and Producing Operations
29
30 [ As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
31 drilling and producing operations on either:
32
33 ( ) Fixed Rate Basis. Paragraph 1A, or
34 ( ) Percentage Basis, Paragraph 1B
35
36 Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and
37 salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under
38 Paragraph 3A. Section [I. The cost and expense of services from outside sources in connection with matters of
39 taxation, traffic, accounting or matters before or involving governmental agencies shall be considered as included in
40 the overhead rates provided for in the above selected Paragraph of this Section [II unless such cost and expense are
41 agreed to by the Parties as a direct charge to the Joint Account.
42
43 ii. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
44 services and contract services of technical personnel directly employed on the Joint Property:
45
46 () shall be covered by the overhead rates, or
47 () shali not be covered by the overhead rates.
48
49 ili. The salaries, wages and Personal Expenses of Technical Employees and/or costs of professional consultant services
50 and contract services of technical personnel either temporarily or permanently assigned to and directly employed in
51 the operation of the Joint Property:
52
53 () shall be covered by the overhead rates, or
54 ( ) shall not be covered by the overhead rates.
55
56 A. Overhead - Fixed Rate Basis
57
58 (1)  Operator shall charge the Joint Account at the following rates per well per month:
59
60 Drilling Well Rate §
61 (Prorated for less than a full month)
62
63 Producing Well Rate §
64
65 (2)  Application of Overhead ~ Fixed Rate Basis shall be as follows:
66
67 (a) Drilling Well Rate
68
69 (1) Charges for drilling welis shall begin on the date the well is spudded and terminate on the date
70 the drilling rig, ¢ rig, or other units usea in compietion of the weil is reieased. whichever

o4 -
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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 (6)
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 release, 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 weil 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 comminglied down
hole shall be considered as a one-well charge providing each completion is considered a separate
well by the governing regulatory authority.

(3) 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 to
a permanent sales outlet.

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

(5) All other inactive wells (including but not limited o inactive wells covered by unit allowable, lease
allowable, transferred allowable, ete.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by muitiplying
the rate currently in use by the percentage increase or decrease in the average weekly earnings of Crude
Petroleum and Gas Production Workers for the last calendar year compared to the calendar year preceding as
shown by the index of average weekly earnings of Crude Petroleum and Gas Production Workers as published
by the United States Department of Labor, Bureau of Labor Statistics, or the equivalent Canadian index as
published by Statistics Canada, as applicable. The adjusted rates shall be the rates currently in use, plus or
minus the computed adjustment.

B. Overhead - Percentage Basis
(1)  Operator shall charge the Joint Account at the following rates:
(a) Development

e Percent ¢ %) of the cost of development of the Joint Property exclusive of costs
provided under Paragraph 10 of Section [I and ali salvage credits.

(b) Operating

. Percent ( %) of the cost of operating the Joint Property exclusive of costs provided
under Paragraphs 2 and 10 of Section 1I, 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 III,
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 Property; 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
diseernible as a fixed asset, except Major Construction as defined in Paragraph 2 of this Section III. All gther
costs shall be considered as operating.

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 elearly 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 shail charge the Joint
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Account for overhead based on the following rates for any Major Construction project in excess of $
A %of first $100,000 or total cost if less, plus

B % of costs in excess of $100,000 but less than $1,000.000, plus
Co— % 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

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
to oil spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are
necessary to restore the Joint Property to the equivalent condition that existed prior 1o 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, %of total costs through $100,000; plus
B._ % of total costs in excess of $100,000 but less than $1,000,000; pius
Co % 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
provisions of this Section III shali apply.

4. Amendment of Rates

The overhead rates provided for in this Section III 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 ail Materiai
movements affecting the Joint Property. Operator shall 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
surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale to
outsiders. Operator 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 by the Parties,

L Purchases

Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case of
Material found to be defective or returned to vendor for any other reasons, credit shall be passed to the Joint Account
when adjustment has been received by the Operator.

2. Transfers and Dispesitions

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator,
unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts:

A. New Material (Condition A)
(1)  Tubular Goods Other than Line Pipe

(a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern miil
published carioad base prices effective as of date of movement plus transportation cost using the 80,000
pound carioad weight basis to the railway receiving point nearest the Joint Property for which
published rail rates for tubular goods exist. If the 80,000 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.

(b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus
transportation 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 milis, the 30,000
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pound Qil Field Haulers Association interstate truck rate shall be used.

Special end finish tubular goods shall be priced at the lowest published out-of-stock price, {.0.b. Houston.
Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate,
to the raitway receiving point nearest the Joint Property.

Macaroni tubing (size less than 2% inch OD) shall be priced at the lowest published out-of-stock prices
f.0.b. the suppiier 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.

Line Pipe

(a)

(b)

()

(d)

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.

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 Paragraph A.(1Xa) as provided above. Freight charges shall be calcuiated from Lorain,
Ohio.

Line pipe 24 inch OD and over and % 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.

Line pipe, including fabricated line 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.

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.

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 wil: be priced as provided above in Paragraph 2.A.(1) and (2).

Good Used Materiai (Condition B)

Material in sound and serviceable condition and suitable for reuse without reconditioning:

8y

@)

3)

Material moved to the Joint Property
At seventy-five percent (75%) of current new price, as determined by Paragraph A.
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

(b) 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.

Material not used on and moved from the Joint Property

At seventy-five percent (75%) of current new price as determined by Paragraph A.

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

Other Used Material

(0]

Condition C

Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (50%) of current new price as determined by
Paragraph A. The cost of reconditioning shall be charged to the receiving property, provided Condition
C value plus cost of reconditioning does not exceed Condition B value.
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(2) Condition D

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

{a) Casing, tubing, or drill pipe used as line pipe shail be priced as Grade A and B seamiess line pipe
of comparable 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, eg.
power oil 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 normally 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 wouid justify a price as provided above may be specialily priced as agreed to by
the Parties. Such price should result in the Joint Account being charged with the value of the service
rendered by such Material.

E. Pricing Conditions

(1) Loading or unioading costs may be charged to the Joint Account at the rate of twenty-five cents (25¢)
per hundred weight on all tubular goods movements, in lieu of actual loading or unloading costs
sustained at the stocking point. The above rate shall be adjusted as of the first day of April each year
following January 1, 1985 by the same percentage increase or decrease used to adjust overhead rates in
Section I1I, Paragraph 1.A.(3). Each year, the rate calculated shall be rounded to the nearest cent and
shall be the rate in effect until the first day of April next year. Such rate shall be published each year
by the Council of Petroleum Accountants Societies.

(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.

L

o

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
inventory shall bind Non-Operators 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

-8-
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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. It shall be the duty of the party seiling to notify all other Parties as quickly as possible after the transfer of
interest takes place. In such cases, both the seller and the purchaser shall be governed by such inventory. In cases
involving a change of Operator, ail 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 shail be charged to the Parties requesting such inventories, except
inventories required due to change of Operator shall be charged to the Joint Account.




BEFORE THE NEW MEXICO OIL CONSERVATION DIVISION

APPLICATION OF SANTA FE ENERGY

OPERATING PARTNERS, L.P. FOR No. 10,759
COMPULSORY POOLING, EDDY COUNTY,
NEW MEXICO.

AFFIDAVIT REGARDING NOTICE

STATE OF NEW MEXICO )
)ss.
COUNTY OF SANTA FE )

Curtis D. Smith, being duly sworn upon his oath, deposes and
states:

1. I am over the age of 18 and have personal knowledge of
the matters stated herein.

2. I am the landman for Applicant.

3. Applicant has conducted a good faith, diligent effort to
find the correct addresses of interest owners entitled to receive
notice of the Application herein.

4. Notice of the Application was provided to the interest
owners at their correct addresses by mailing them, by certified
mail, a copy of the Application. Copies of the notice letter and

certified return receipt are attached hereto.

5. The notice provisions of Rule 1207 have been complied

ith. (
wi 2)’/%gi;éfﬂ

Curtis D. Smith

SUBSCRIBED AND SWORN TO before me this day of July,
1993, by Curtis D. Smith.

Notary Publlc //
Mys/commission expires:

. M. 25, (95

JGB5\93B41.d




LEWIS C. COX
PAUL W, EATON
CONRAD E. COFFIELD
HAROLD L. HENSLEY, JR
STUART D. SHANOR
ERIC D. LANPHERE
C. D. MARTIN
ROBERT P. TINNIN, JR
MARSHALL G MARTIN
OWEN M. LOPEZ
DOUGLAS L. LUNSFORD
JOHN J KELLY
NICHOLAS J. NOEDING
T. CALDER E2ZELL. JR.
WILLIAM B. BURFCRD*
RICHARD E. OLSON
RICHARD R WILFONG®
THOMAS J. MCBRIDE
JAMES J. WECHSLER
NANCY 5. CUSACK
JEFFREY L FORNACIARI
JEFFREY D. HEWETT
JAMES BRUCE
JERRY F. SHACKELFORD*
JEFFREY W. HELLBERG®
ALBERT L PITTS
THOMAS M. HNASKC
JOHN C. CHAMBERS®
GARY O COMPTON*
MICHAEL A. GROSS
THOMAS D. HAINES. JR
GREGORY J. NIBERT
DAVID T. MARKETTE"
MARK C. DOW

HINKLE, COX, EATON, COFFIELD & HENSLEY

FRED W. SCHWENDIMANN
JAMES M. HUDSON

JEFFREY S. BAIRD®

REBECCA NICHOLS JOHNSON
WILLIAM P JOHNSON
STANLEY K KOTOVSKY. JR.

H. R. THOMAS

ELLEN S CASEY

MARGARET CARTER LUDEWIG

S. BARRY PAISNER
STEPHEN M. CRAMPTON
MARTIN MEYERS
GREGORY S. WHEELER
ANDREW J CLOUTIER
JAMES A GILLESPIE
GARY W. LARSON
STEPHANIE LANDRY
JOHN R KULSETH, JR.
MARGARET R MCNETT
BRIAN 7. CARTWRIGHT®
LISA K. SMITH®
ROBERT H. BETHEA®
BRADLEY W HOWARD
CHARLES A. SUTTON
NORMAN D EWART
DARREN T. GROCE®
MOLLY MCINTOSH
MARCIA B UINCOLN
SCOTT A SHUART®
DARREN L. BROOKS
CHRISTINE E. LALE
PAUL G. NASON
DARLA M. SILVA

*NOT LICENSED IN NEW MEX!CO

ATTORNEYS AT LAW

218 MONTEZUMA

POST OFFICE BOX 2068

SANTA FE, NEW MEXICO 87504-2068

(505) 982-4554

FAX {(505) 982-8623

CLARENCE E. HINKLE 190H985)
W. £ BONDURANT, JR. (19131973}
ROY C. SNOOGRASS, JR (914-1967}

OF COUNSEL
O M. CALHOUN®
MACK EASLEY
JOE W wWOOD

RICHARD S. MORRIS

WASHINGTON, D.C
SPECIAL COUNSEL
ALAN J. STATMAN®

June 3,

Mr. James M. Alexander,
individually and as agent and

1993

attorney-in-fact for Martha Jane
Rhodes and Jeri Alexander Lott

Post Office Box 58
Abilene, Texas 79604

Dear Mr. Alexander:

700 UNITED BANK PLAZA
POST OFFICE BOX 1O
ROSWELL, NEW MEXICO 88202
{505) 622-6510
FAX {505) 623-9332

2800 CLAYDESTA CENTER
€ DESTA ORIVE
POST OFFICE 80X 3580
MIDLAND, TEXAS 79702
(915) 6834691
FAX (915) 683-6518

1700 TEAM BANK BUILDING
POST OFFICE BOX 9238
AMARILLO, TEXAS 79105

(806) 372-5569
FAX (806} 372-976/

S00 MARQUETTE N.W, SUITE 800
POST OFFICE BOX 2043
ALBUQUERQUE, NEW MEXICO 87103
(505) 768-1500
FAX {505} 768-1529

Enclosed is an Application for compulsory pooling filed at the
New Mexico 0Oil Conservation Division by Santa Fe Energy Operating
Partners, L.P., regarding the N% of Section 9, Township 24 South,

Range 25 East, N.M.P.M.,

Eddy County, New Mexico.

Santa Fe's

records indicate that you own an interest in the proposed well

unit.

This matter has been scheduled for hearing on Thursday, July

1, 1993 at 8:15 a.m. at the Division's offices at 310 0l1ld Santa Fe
T Toi%es b~ avmmeay gt that time will

45 SENDER:
i : Egms:::: ii::::: ;'a::éozaz ;o;.additional services.
r.e ts:rtt ':/i:n::r;:r;r :;1: address on the reverss of this form so that we can
;o:::n::th ;:ri’sn if:?rm to the front of the mailpiece, or on the back if space

: ¥Vh':t; et?;rt\ué: :gceiny Requested’’ on the mailpiece below the article number.|
Aoty eipt will show to whom the article was delivered and the date

| also wish to receive the
following services (for an extra

feej:

1. (O Addressee’s Addréss

2. [ Restricted Delivery
Consult postmaster for fee.

3. Article Addressed to:
Mr. James M. Alexander,

4a. Article Number
P 133 700 780

pleted on tﬁo rovﬁu

individually and as agent and

Rohdes and Jeri aloxander Lott
Post 0ffice Box 58

[ Express Mail

4b. Service Type

atforney-in-fact for Martha. dane| O Registered
Xl Certified O cop

K] Return Receipt for

[ Insured

Merchandise

Abilene, Texas 79604

7. Date of Delivery

Jn 87

’5. Signature (Addressee)

- £
6. Signatyfe, (Agenf?
“. - M—;f

8. ‘Addressee’s Address
and fee is paid)

(Only if requested

s your RETURN ADDRESS com

PS Form 3811, December 1991 = U.S.G.P.0. : 1992-307-530 DdMESTIC RETURN RECEIPT

later date.

ON, COFFIELD

inta Fe Energy
L. P‘



LEWIS ¢ COX

PAUL W EATON
CONRAD € COFFIELD
HAROLD L. HENSLEY. UR
STUART D. SHANOR
ERIC D. LANPHERE

C D MARTIN

ROBERT P TINNIN. JR
MARSHALL G. MARTIN
OWEN M LOPEZ
DOUGLAS L. LUNSFORD
JOHN J KELLY
NICHOLAS J. NOEDING
T CALDER EZZELL. JR
WILLIAM B8 BURFORD®
RICHARD € OLSON
RICHARD R WILFONG*
THOMAS J. MCBRIDE
JAMES J. WECHSLER
NANCY 5. CUSACK
JEFFREY L. FORNACIARI
JEFFREY D. HEWETT
JAMES BRUCE

JERRY F SHACKELFORD*

JEFFREY W HELLBERG®
ALBERT L. PITTS
THOMAS M HNASKO
JOHN C. CHAMBERS®
GARY D. COMPTON®
MICHAEL A GROSS
THOMAS D. HAINES, JR
GREGORY J. NIBERT
DAVID T MARKETTE*
MARK C DOW

FRED W. SCHWENDIMANN

JAMES M. HUDSON
JEFFREY S. BAIRD®

REBECCA NICHOLS JOHNSON

WILLIAM P. JOHNSON

STANLEY K. KOTOVSKY. JR.

H R THOMAS
ELLEN S. CASEY

MARGARET CARTER LUDEWIG

S BARRY PAISNER
STEFHEN M. CRAMPTON
MARTIN MEYERS
GREGORY . WHEELER
ANDREW J. CLOUTIER
“AMES A GILLESPIE
GARY W LARSON
STEPHANIE LANDRY
JOHN R. KULSETH, UR
MARGARET R MCNETT
BRIAN T CARTWRIGHT®
LISA K SMITH®
ROBERT H. BETHEA®
BRADLEY W HOWARD
CHARLES A SUTTON
NORMAN D EWART
DARREN T. GROCE®
MOLLY MCINTOSH
MARCIA B, LINCOLN
SCOTT A. SHUART®
DARREN L BROOKS
CHRISTINE E LALE
PAUL G. NASON
DARLA M. SILVA

*NOT LICENSED IN NEW MEXICO

Mr. James M. Alexander,

HINKLE, COX, EATON, COFFIELD & HENSLEY

ATTORNEYS AT LAW

218 MONTEZUMA

POST OFFICE BOX 2068

SANTA FE, NEW MEXICO 87504-2068

(505) 282-4554

FAX (5C5) 982-8623

CLARENCE E HINKLE (1901-1985)
Ww. E. BONDURANT, JR (913-1973]
ROY C. SNODGRASS. JR (1914-1987)

OF COUNSEL
O ™M CALHOUN®
MACK EASLEY
JOE W WCOD
RICHARD S. MORRIS

WASHINGTON. D C.
SPECIAL COUNSEL
ALAN J. STATMAN®

July 6, 1993

700 UNITED BANK PLAZA
POST OFFICE BOX 10

ROSWELL, NEW MEXICO 88202

(505) 622-6510
FAX {505) 623-9332

2800 CLAYDESTA CENTER
6 DESTA DRIVE
POST OFFICE BOX 3580
MIDLAND, TEXAS 79702
(915) 683469
FAX {915} 683-6518

1700 TEAM BANK BUILDING
POST OFFICE BOX 9238
AMARILLO, TEXAS 79105

{806) 372-5569
FAX (806} 372-9761

SO0 MARQUETTE N.W., SUITE 800

POST OFFICE BOX 2043

ALBUQUERQUE, NEW MEXICO 87103

(50S5) 768-1500
FAX (SO5) 768-t529

individually and as agent and
attorney-in-fact for Martha Jane
Rhodes and Jeri Alexander Lott

Post Office Box 58
Abilene, Texas 79604

Dear Mr. Alexander:

Regarding the Application for compulsory pooling filed at the
New Mexico 0il Conservation Division by Santa Fe Energy Operating
Partners, L.P., regarding the N% of Section 9, Township 24 South,
Range 25 East, N.M.P.M., Eddy County, New Mexico: This matter has
been re-scheduled for hearing on Thursday, July 29, 1993 at 8:15
a.m. at the Division's offices at 310 0ld Santa Fe Trail, Santa Fe,
New Mexico. Failure to appear at that time will preclude you from
contesting this matter at a later date.

Very truly yours,

HINKLE, COX, EATON, COFFIELD
ENSLEY

/
/
/

James Bruce

ttorneys for Santa Fe Energy
Operating Partners, L.P.

JGB5\93955.c



HINKLE, COX, EATON, COFFIELD & HENSLEY

FRED W SCHWENDIMANN
JAMES M. HUDSON

JEFFREY § BAIRD®

REBECCA NICHOLS JOHNSON
WILLIAM P. JOHNSON
STANLEY K KOTOVSKY, JR

H. R THOMAS

ELLEN S CASEY

MARGARET CARTER LUDEWIG

LEWIS C. COX

PAUL W. EATON
CONRAD E. COFFIELD
HAROLD L. HENSLEY, JR.
STUART D. SHANOR
ERIC D. LANPHERE

C. O MARTIN

ROBERT P. TINNIN. JR
MARSHALL G. MARTIN
OWEN M LOPEZ

DOUGLAS L. LUNSFORD S BARRY PAISNER

ATTORNEYS AT LAW
218 MONTEZUMA

POST CFFICE BOX 2068

SANTA FE, NEW MEXICO 87504-2068

(505) 982-4554

FAX (BO5S) 982-8623

700 UNITED BANK PLAZA
POST OFFICE BOX IO
ROSWELL, NEW MEXICO 88202
(5S05) 622-6510
FAX (SO5) 623-9332

2800 CLAYDESTA CENTER

JOHN J KELLY
NICHOLAS J. NOEDING
T CALDER EZZELL. JR.
WILLIAM 8. BURFORD"®
RICHARD E. OLSON
RICHARD R. WILFONG*
THOMAS J MCBRIDE
JAMES J. WECHSLER
NANCY S. CUSACK
JEFFREY L. FORNACIAR)
JEFFREY D. HEWETT
JAMES BRUCE

JERRY F SHACKELFORD®

JEFFREY W HELLBERG®
ALBERT L. PITTS
THOMAS M. HNASKO
JOHN C. CHAMBERS®
GARY D. COMPTON*
MICHAEL A GROSS
THOMAS D. HAINES. JR
GREGORY J NIBERT
DAVID T. MARKETTF*
MARK C. DOW

STEPHEN M. CRAMPTON
MARTIN MEYERS
GREGORY 5. WHEELER
ANDREW J CLOUTIER
JAMES A GILLESPIE
GARY W LARSON
STEPHANIE LANDRY
JOHN R KULSETH. JR
MARGARET R McNETT
BRIAN T CARTWRIGHT®
UISA K. SMITH®
ROBERT H BETHEA*
BRADLEY W HOWARD
CHARLES A SUTTON
NORMAN D. EWART
DARREN T GROCE®
MOLLY MCINTOSH
MARCIA 8. LINCOLN
SCOTT A SHUART®
DARREN L BROOKS
CHRISTINE E. LALE
PAUL G. NASON
DARLA M. SILVA

6 DESTA DRIVE
POST OFFICE BOX 3580
MIDLAND, TEXAS 79702

(915) 683-469I

FAX (915) 683-6518

CLARENCE E. HINKLE (1901-1985)
W, E BONDURANT, JR. 1913-i973)
ROY C. SNODGRASS. JR. (i914-1987)

OF COUNSEL
O ™M CALHOUN®
MACK EASLEY
JOE W. wOOD
RICHARD S. MORRIS

1700 TEAM BANK BUILDING
POST OFFICE BOX 9238
AMARILLO, TEXAS 73105

(806) 372-5569
FAX (BO6) 372-9761

WASHINGTON. D.C.
SPECIAL COUNSEL
ALAN J. STATMAN®

S00 MARQUETTE N.W. SUITE 800
POST OFFICE BOX 2043
ALBUQUERQUE, NEW MEXICO 87103

July 6, 1993

*NOT LICENSED IN NEW MEXICO

Martha Jane Rhodes
Jeri Alexander Lott
Post Office Box 58
Abilene, Texas 79604

Dear Ladies:

CERTIFIED MAIL NO.

(505) 768-1500
FAX (505) 768-1529

P 133 802 545

RETURN RECEIPT REQUESTED

Enclosed is an Application for compulsory pooling filed at the
New Mexico 0il Conservation Division by Santa Fe Energy Operating

Partners, L.P., regarding the N}
N.M.

Range 25 East,

P.M., Eddy County,

of Section 9, Township 24 South,
New Mexico.

Santa Fe's

records indicate that you own interests in the proposed well unit.

This matter has been scheduled for hearing on Thursday,
at the Division's offices at 310 0ld Santa Fe
Failure to appear at that time will

1993 at 8:15 a.m.
Trail, Santa Fe,

New Mexico.

July 29,

preclude you from contesting this matter at a later date.

tTn s1mAAme+and +hat Santa Fe has been negotiating with you or

‘e

““feturn this card to you.
¢ Attach this form to the front of the mallplece or on the back if
does not permit.

® Write “‘Return Receipt Requested’’ on

he revarse sida"

€ delivered.

Print your name and address on the reverse of this form so that we can

£ ailpiece below the article number.|
* The Return Receipt will show to whom the article was delivered and the date

ENDER
2 Complete items 1 and/or 2 for additional services. | also wish to receive the
: Complete items 3, and 4a & b. following services (for an extra

fee):

space 1. [ Addressee’s Address

2. [ Restricted Delivery
Consult postmaster for fee.

3. Article Addressed to:

4a. Article Number

P 133 802 545

artha Jane Rhodes
eri Alexander lott
ost Office Box 58

4b. Service Type y

[ Registered 0J insured

A certified J cop

[ Express Mail  [J Return Receipt for
Merchandise

Abilene, TX 79604

7. Date of Dell\:ﬁJ

8y 121993 ..

5. Signature (Addressee) /
e (Age }" @/
é&ﬁzawqﬂp

‘6. Signa

8. Addressee’s Address (Only if requested
and fee is paid)

your RETURN ADDRESS completed o

PS Fohn 3811 December 1991

*U.S. GPO: 1962323402 . DOMESTIC RETURN RECEIPT

r interests. If you
1 at Santa Fe Energy,
; 933.

3]
0

ATON, COFFIELD

Santa Fe Energy
ners, L.P.

Thank you for using Return Receipt Service.




