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Santa Fe Energy Operating Partners, L.P. 
Santa Fa Pacific Exploration Company 
Managing Ganeral Paitnax 

Cert i f ied Mail P -322 148 947 

June 22, 1993 

Donahoe Oil & Gas Cfcopany 
2425 E. Camelback Road, Suite 1010 
Phoenix, Arizona 85016 

Attention: Mr. Michael Donahoe 

Re: OD-NM-4054 
Nagcoltee Peak "5" Fed #1 
Section 5, T-22-S, R-24-E 
Eddy County, New Mexico 

Dear Mr. Donahoe: 

As previously discussed in our telephone cxnversation, enclosed is notice of 
Santa Fe Energy Operating Partners, L.P. 's Application for Ccrnpulsory Pooling 
far the captioned well. The hearing is scheduled before the New Mexico Oil 
Conservation Division on July 15, 1993. 

Also enclosed for your review and execution should you elect to participate, 
are the Operating Agreement and a Well Cost Estimate. 

Yours very truly, 

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

Managing General Partner 

GG:pr 

Enclosure a/s 

pr2663 

Cantral Division 
550 W. Ifcxa*. Suit* 1330 
Midland. Ifexas 79701 
915/687-3551 
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BlfOtB TH MBW XUXCO OIL COVSKTOXOV DIvliXOM 

APPLICATION OF SANTA FI ENERGY OPERATING 
PARTNERS, L.P. FOR COMPULSORY POOLING, No. 
EDDY COUNTY, NEW MEXICO. 

W L I O A T I O I I 

Smtt Fa Energy Operating Partner*, L.P. hereby makes 

application for an order pooling all mineral intareate from the 

eurfaee to the base of the Cieco/Canyon formation underlying all of 

Section 5, Township 22 South, Range 24 East, N.M.P.M., Eddy County, 

New Mexico, and in aupport thereof state*t 

1. Applicant ia an intereat owner and has the right to drill 

a well in aaid Section 5. 

2. Applicant propoaes to re-enter the Discovery Operating 

Walt Canyon S Fed. No. 1 Well, located 1650 feet from the South and 

East lines of Section 5, and dril l to a depth sufficient to test 

the Cisco/Canyon formation, and seeks to dedicate a l l of Section 5 

for a l l pools or formations spaced on 640 acres (including the 

Indian Basin-upper Pennsylvanian Gas Pool). 

3. Applicant has in good faith sought to join all other 

mineral or leasehold interest owners in Section 5 for the purposes 

set forth herein. 

4. Although Applicant attempted to obtain voluntary 

agreements froa a l l mineral or leasehold interest owners to 

participate ln the drilling of the well or to otherwise commit 

their intereets to the well, certain interest owners have failed or 

refuaed to join in dedicating their acreage. Therefore, Applicant 

JG15\93956.p 



06-21-1993 09:10 P. J4 

seeks an order, pooling a l l mineral and leasehold interest owners 

underlying Section 5, as described above, pursuant to N.M. Stat. 

Ann. I 70-2-17 (19S7 Rapl.). 

5. Applicant requests the Division to consider the cost of 

drilling and completing the well, the allocation of the cost 

thereof, as well as actual operating charges and costs charged for 

supervleion. Applicant regueets that i t be designated aa operator 

of the well and that the Division set a penalty of 200% for the 

risk involved ln drilling the well. 

6. The pooling of al l interests underlying a l l of Section 5, 

as described above, will prevent the drilling of unnecessary wells, 

prevent waste, and protect correlative rights. 

WHEREFORE, Applicant requests that the Division grant the 

relief requested above. 

Respectfully submitted, 

HINKLS, COX, BATON, COFFIELD 
6 HENSLEY 

Janes Bruce 
Best Office Box 2068 
ianta Fs, New Maxico 87504-206* 
/(505) 982-4554 

Attorneys for Applicant 

2-
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Post Office Box 2068 
Santa Fa, Naw Mexico 87504-2068 
(505) 982-4554 
Attorneya for Applicant 
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[NAGPEAK SANTA FE ENERGY OPERATING PARTNERS,L.P. 
! GENERALIZED WELL COST ESTIMATE 

! NAME: Nagooltee Peak "5" Fed. Com. No.l 
LOC: 1650* FSL 8t 1650' FEL, Sec.5,T22S,R24E, Eddy County, New Mexico 

DESC: Re-Enter the Discovery Operating-WattjCanyon "5" Fed. No.l 
Complete as an 8,600* Cisco/Canyon Oii Well 

ACCOUNT i DESCRIPTION OF COSTS i DRY HOLE PRODUCER 

501-000 TANGIBLE WELL COSTS 
-41 CONDUCTOR CSG 
-41 SURFACE CSG 
-41 PROTECTION CSG 
-41 INTERMEDIATE CSG 
-41 PROD CSG 5-1/2' 15.50 it 17.0 ppf K-55 LT&C @ 8600' !55,900 
-41 PROD LINER 
-42 TUBING 12 7/8' 6.5 ppf N-80 8-rd EUE @ 8,600' 23.650 
-42 WELLHEAD 2,000 6,000 
-44 PMPG UNIT 40,000 
-45 PRIME MOVER Ajax Engine 1 2,000 
-5C OTHER OWN HOLE EQUIP 2,500 
-5C RODS 20,000 
-5C SUBSURFACE PMPS 2,400 
-55 CSG EQUIP 1,500 
-55 ELECTRICAL 
-55 MISC. TANGIBLES 1,000 
-55 ROD EQUIP 
-55 TUBING EQUIP 2,000 

TOTAL TANGIBLE COSTS 2,000 166,950 

541-OOC LEASE FACILITY COSTS 
-5C FLOW LINES 4,000 
-5C LABOR 10,000 
-5C OTHER PROD EQUIP 10,000 
-5C TANK FACILITIES 20,000 

TOTAL LEASE FACILITY COSTS 44,000 

511-00C INTANGIBLE WELL COSTS 
21 LOCATION 8,000 8,000 
22 FENCING 1,000 1,000 
26 WTR & FUEL FOR RIG 8,000 11,000 
31 CONTRACTOR MOVING EXP 20.000 20,000 
32 CONT FOOTAGE OR TURNKEY 
32 CONTRACTOR DAY WORK 12 daya X 14500/day 54,000 54,000 
33 DRLG FLUID & ADOITIVES 10,000 10,000 
34 BITS & REAMERS 8,000 8,000 

i t CORING ft CORE ANALYSES 
37 CEMENT 6.000 22,0001 
3S INSPECTION k TSTG OF TANG 9,000 
41 OIRECTIONAL ORLG SURVEYS 18,000 18.000 
42 DRILL!NO EQUIP RENTAL 8,000 8,000 
43 OPEN HOLE LOGGING CNL/LOT/DIL 14.000 14,000 

DRILL STEM TSTG 
45 MUD LOGGING •400/day X 6 dayt 2,400 2,400 
51 TRANSPORTATION 3.000 12,000 
52 COMPLETION UNIT • 1200/d X 8 d a y 9,6001 
53 COMPLETION TOOL RENTAL 4,000 
54 CASED HOLE LOGS & PEHF1NG 8,000 

5! STIMULATION 20,000 
5« RIG SITE SUPERVISION •400/0 X 15/25 d a y 8,000 10,000 

72 ADMINISTRATIVE OVERHEAD 3,000 6,0001 
99 FSHO TOOLS k EXPENSES 
9S TESTING: BHP.G0R.4 PT.POT 4,1361 

ABANDONMENT COST 7,873 
OTHER INTANGIBLES 
CONTINGENCY <10»> 17,727 25,9141 

TOTAL INTANGIBLES 198.000 285,0501 
496,0001 TOTAL COSTS 197,000 

Orilling Oapt: Oatt: "fan 
Operations Oapt: 

SFEOP.L.P. Approval By: 

Non Oparator Approval By: 

Oat.: 4/6/93 

Oata: 
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CONTRACT ABBA ALL Section 5. T-22-S. R-24-E 

COUNTY OR M O R I OP E<MT STATE OP Hev Mexico 

COfTIICKT l«0 - ALL IICHT1 I fSt IVtO 
AMftMTAM ASSOCIATION Uf • ITtOi lUM 
LAI 101 111. leaCOKTtNtMTAl (.Iff HJIL04NO, 
r o t ? VOATH. T1XA1 HML AMIO«IO POM4. 
A a • L . NO. A i e I k V l l t B ) 



AAPL. FORM 610 MODEL FC .1 OPERATING AGREEMENT 1982 

TABLE OF CONTENTS 

Article Jji!« r\ft 

I. DEFINITIONS _.• ' 1 

II. EXHIBITS ' 1 

III. INTERESTS OF PARTIES : 
A AND GAS INTERESTS 2 
B INTERESTS OF PARTIES IN COSTS AND PRODUCTION 2 
C EXCESS ROYALTIES. OVERRIDING ROYALTIES AND OTHER PAYMENTS 2 
D SUBSEQUENTLY CREATED INTERESTS 2 

IV. TITLES 2 
A TITLE EXAMINATION 2 } 
B. LOSS OF TITLE } 

1. Failure oi Title 3 
2. Loss by Non-Payment or Erroneous Payment oi Amount Due 3 
3. Other Losses 3 

V. OPERATOR 4 

A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR 4 
8 RESIGNATION OR REMOVAL OF OPERATOR AND SELECTION OF SUCCESSOR 4 

1. Resignation or Removal of Operator 4 
2. Selection ol Successor Operator 4 

C. EMPLOYEES 4 
0. DRILLING CONTRACTS 4 

VI. DRILLING AND DEVELOPMENT 4 
A. INITIAL WELL 4.5 
8. SUBSEQUENT OPERATIONS 5 

1. Proposed Operaoom ^ 
2. Operaaons by Less than AU Panics 
3. Stand-By Tune 7 
4. Sidetracking 7 

C TAKING PRODUCTION IN KIND 7 
0 ACCESS TO CONTRACT AREA AND INFORMATION 8 
E. ABANDONMENT OF WELLS 8 

1 Abandonment oi Dry Heats 8 
2. Abandonment oi Wefls that have Produced 8 9 
3. Abandonment oi Non-Comeat Operations 9 

VII. EXPENDITURES a*n I t a n rrv n t PABTTI?*. , 

A LIABILITY Of PARTIES 9 
B LIENS AND PAYMENT DEFAULTS 9 
C PAYMENTS AND ACCOUNTING 9 
0 LIMITATION Of EXPENDITURES 9 io 

1 DnMorDsapaii o io 
2. Rework or Pfcag Back to 
3 Other Operaoom l" 

E RENTALS. SHUT CN WELL PAYMENTS AND MINIMUM ROYALTIES 10 
F TAXES i'» 
G INSURANCE H 

Vlll. ACQUISITION. MAINTENANCE OK TRANSFER OF INTEREST 
A SURRENDER OF LEASES 
B RENEWAL OR EXTENSION OF LEASES 
C ACREAGE OR CASH CONTRIBUTIONS 
0 MAINTENANCE OF UNIFORM INTEREST 
E WAIVER OF RIGHTS TO PARTITION 
f MtPEREf »T1AL RH3MT TO PURCMaJFJ 

IX. INTERNAL REVENUE COOE FLECTION 

X. CLAIMS ANO LAWSUITS 

XI. FORCE MAJEURE* 

XII. NOTICES 

XIII r f AM OF AGREEMENT 

XIV COMPLIANCE WITH LAWS ANQ RFGLLA HONS 
\ ; VAN HM.U \ri()V> \ \ | > ()R|)rR% 

W i 4 l \ f i ! V ! M , I \ \ \ 

« I < i ! V < 'W > Vi • M r N 

\ \ i l l M • ' H t >\ I M l l N S 

v t i \ t i v . L I r a V i . i l v 



! OPERATING AGREEMENT 
2 
3 THIS AGREEMENT, entered into by and Santa F P Energy Dporaflng Partn»rc T P 
4 : hereinafter designated ind 
5 referred to as "Operator", and the signatory pany or parties other than Operator, sometimes heremaiter referred to individually herein 
6 as "NonOperator". and collectively as "Non-Operators". 
7 
8 WITNESSETH: 
9 

10 WHEREAS, the panies to this agreement are owners oi oil and gas leases and/or oil and gas interests in che land identified in 
11 Exhibit "A", and the panies hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the 
12 production oi oil and gss to the extent and as hereinafter provided. 
13 
14 NOW, THEREFORE, it is agreed as follows: 
15 
16 ARTICLE I. 
17 DEFINITIONS 
18 
19 As used in this agreement, the following words and terms shall have the meanings here ascribed to them: 
20 A. The tern "oti and gas" shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons 
21 and other marketable substances produced therewith, unless an intent to limit the tnciusivenesa oi this term is specifically Mated. 
22 B. The terms "oil and gas lease", "lease" and "leasehold'' shall mean the oil and gas leases covering tracts of land 
23 lying within the Contraa Area which are owned by the parties to this agreement. 
24 C. The term "oil and gaa interests" shall mean unleased fee and mineral interests ia tracts oi Und lying within the 
2) Contract Area whkh are owned by panies to this agreement. 
26 D. The term "Contraa Area" shall mean all oi the lands, oil and gas leasehold interests and oil and gas interests intended to be 
27 developed and operated for oil and gas purposes under this agreernent. Such landa, oil and gas leaarhold interests and oil and gu mtemts 
28 are described in Exhibit "A". 
29 E. The term "drilling unit" shaU mean the area fixed (or the drilling oi one well by order or rule oi jjiy sute or 
30 federal body having authority. Ii a drilling unit is not fixed by any such rule or order, a drilling unit snail be the drilling unit as establish 
31 ed by the pattern oi drilling ia the Contraa Area or as fixed by express agreement of the Orilling Paroes. 
32 F. The terra "dnllsrte" shaU mean the oil and gaa lease or interest on whkh a proposed weU is to be located. 
33 G. The term " Drilling Party" and "Consenting Party" shall mean a parry who agrees to join in and pay its share of the cost of 
34 any operation conducted under the precisions oi this agreement. 
3) H. The term "Non-tilling Party" and "Non-Consenang Party" shall mean a party who elects not to participate 
36 ma proposed operation. 
37 
38 Unless the context odurwiae dearly indicates, words used in the singular indude the plural, the plural includes .he 
39 singular, and the neuter gender acavdss the masculine and the feminine. 
40 
41 ARTICLE n. 
42 EXHIBITS 
43 
44 The fouowaag uhtbias, at nirnid betow and attached hereto, are incorporated ia and made a part hereof: 
•>5 S A. Ethic* "A", thai include tht foUowing information: 
46 (1) Identihcaooa oi landa subiea to iha agreement. 
47 iJ) Restrict me. if any. at to depths, formations, or substances, 
i* (3) Percentages or fractional interna oi parties to this agreement. 
19 (4) Oil and eaa leases and/or od and gaa interests subnet to this aarfement. 
V) 11' Adortaes oi parties tor nonet purposes. 
M ~ • f i i i I fnai il la in 
V £ C EarubM C". Accounofig Procedure. 
M £ 0 Eahicat "0". Insurance 
U £ E Eahiett " E " . Gee fsalanmia Agreement. 
M £ F Eahicat "F". Non 0«cnmM(MM and Certifkatwn oi Non Srarnutcd Fanutaa. 

IT I f f * ? ! * ? ^ ^ <M "G". is ĉona êat «J» an, prov*o* conu.^ n 
uf iha aaywieaai. the aeo mmm « the body of that aareement shall pre***. 

V) 

141 
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1 ARTICLE HI. 
2 INTERESTS OF PARTIES 
3 

4 A. Oil and Gas Interests: 
5 

6 If any pany owns an oil and gas interest in the Contract Area, that tnterest shall be treated for all purposes ot this agreement 
7 and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit "B". and the owner thereof 
8 shall be deemed co own both che royalty interest reserved in such lease and the interest of the lessee thereunder 
9 

10 B. Interests of Parties in Cosa and Production: 
11 
12 Unless changed by other provisions, all costs and liabilities incurred in operauons under this agreement shall be borne md 
13 paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests jre set 
14 forth in Exhibit "A". In the same manner, the parues shall also own all production of oil and gas from the Contraa Area subject to the 
15 payment of royalties to the extent <* o n e - e i g h t h ( 1 / 8 ) which shall be borne as hereinafter set »orth 
16 
17 Regardless of which party has contributed the leasers) and/or oil and gas interestfs) hereto on which royalty is due ind 
18 payable, each party entitled to receive a share of production of oil and gas from che Contraa Area shall bear and shall pay or deliver, or 
19 cause to be paid or delivered, co the extent of its interest in such produaion. the royalty amount stipulated hereinabove and shall hold the 
20 other parues free from any liability therefor. No pany shall ever be responsible, however, on a price basis higher than the price received 
21 by such pany. to any other party * lessor or royalty owner, and if any such other pany's lessor or royalty owner should demand and 
22 receive settlement on a higher price basis, the pany contributing the affeaed lease shall bear the additional royalty burden attributable to 
23 such higher price. 

24 
25 Nothing contained in this Article III.B. shall be deemed an assignment or cross-assignment of interests covered hercb> 
26 
27 C. Excess Royalties. Overriding Royalties and Other Payments: 
28 
29 Unless changed by other provisions, if che interest of any pany in any lease covered hereby is subject to ..m :.. 
30 overriding royalty, produaion payment or other burden on produaion in excess of che amouni stipulated in Article 111 B such rum s. 
31 burdened shall assume and alone bear all such excess obligations and shail indemnify and hold the other parties hereto hirmlws :r, -n _ i \ 
32 and aU claims and demands for payment asserted by owner* of such excess burden. 

33 
34 0. Subsequently Created Interests: 

35 
If any party should hereafter create an overriding royalty, production payment or other burden payable out ol produv:u>n 

37 attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit V . r 
*g was not disclosed in whang to all other parnes prior to the execution of this agreement by all parties, or is not a jointly ackno*-ledneil ind 
vt accepted obligation oi all parties (aay such interest being hereinafter referred co as "subsequently created interest" irrespective 0 i .he 
id timing of its creation tad die party out of whose working interest the subsequently created interest is derived berna hereinafter reiem-J 

11 to as 'bunjenad perty"). and: 

12 
< 3 1 If the burdened party is requared under this aareement to assign or relinquish to any other pany. or parnes. JU or j portion 
V4 of its working interest andfer the production attributable thereto, said other party, or parties, shall res.ene said assignment >r,c > r 
15 production fret and clear oi said subsequently crea'ed interest and the burdened pany shall indemnify jnd save vu.J other 

or parties, harmless from any and all claims and demands for payment asserted by owners of the subsequently irejted nun M 
-i7 and. 
18 
,9 2 If the burdened pany fails to psy. when due. its share vl expenses vharteeble hereunder, all provisions of Artivle Ml R - ,,i -
VI enforceable aiamst the subsequently created interest in the sjme mmner as they are enforceable anainsi thv worinriK n,r.~ 
5( the burdened party 
5J 
5, ARTICLE IV. 
51 TITLES 
*.5 
v> A. Title Etaaainatieai 
5"» 
*•* T.tie rsvnovMion shall be made oa tht dnttawt ui any proposed well pnor to commencement M jnilma rv^ n~ 
u> ihe Drilling. Parties tu request, ink rumination shall be made on the lease* anuVor oti and tat interna included ' pljnr, i v 
<» isJ n ihe Jnllmt unit around such wed. The opvuun will irwIuoV the ownership d tht workina interev. mmefjls r. - ..^ '« 
I • »jiiwiyj pr.dustion pa»mem» under the afateaMe W-aart \ i the time a well it proposed, eavh pans voninNi'ine i» **< -

<jv m, rr>is >,. tN- Jr.lls.ie. • * t» >* included in s»»h Jnll.ru unit shall lurntsh iu Oprraiur all ahstraits iiKiuJirw \ ,- . • 
> ••V '•« pifti.m 'ulf pif»fs </»si »uralt*»'natrri il >n lis f»'»<rssii*» iriT >>l kfiartt Ml *ush .nlormjii. n n. i n . • 

. . -•«-. > >̂ r 4> t •«»• ? , f » + N.t w.s. ssars ' t ' hr • t jin.-jii . ft t ihe title »ruil V . Mi.iu\| "\ 1 ' ' s • J 

•> >. ' ".-:"> i" i i n » " i« • ,:l f •»» \ r*. » • ' (••»•» • .il •••!»• p.fti. ns .ru.i 'v !„fi.»rv. 
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ARTICLE IV 
omtinued 

1 Jt Opuon No 2: Costs incurred by Operator in procuring abstracts and tees paid outside attorneys tor ntie examination 
2 including preliminary, supplemental, shut in 2as royalty opinions and division order title opinions shall be borne bv the Drilling Pane* 
3 in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such interests appear m r \ 
4 hibit "A" Operator shalt'make no charge for services rendered by its staff attorneys or other personnel in the perturmanve >: the atv\<.-
5 functions 
6 
7 Each party shall be responsible for securing curauve matter and pooling amendments or agreements required m .onntinon 
8 with leases or oil and gas interests contributed by juch party. Operator shaU be responsible tor the preparation and recording of pm-img 
9 designations or declarations as well as the condua of hearings before governmental agencies for the securing of spacing or pooling orders 

10 This shall not prevent any pany from appearing on its own behall at any such hearing. 
11 
12 No well shall be drilled on the Contraa Area until after (1) the title to the drillsite or drilling unit has been examined as above 
13 provided, and (2) the tide has been approved by the examining attorney or title has been accepted by all ot the parties who are to par 
14 ticipate in the drilling of the well. 
n 
16 B. Lots of Title: 
17 
15 I. Failure of Title: Should any oii and gas interest or lease, or interest therein, be lost through failure of title, which loss results m a 
19 reduction of interest from that shown on Exhibit "A", the party contributing the affected lease or interest shall have nine:y 90 days 
20 from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisi-
21 tion will not be subject to Ankle Vlll.B., and failing to do so. this agreement, nevertheless, shall continue tn force as to all remaining oil 
22 and gas leases and interests: and, 
23 (a) The pany whose oil and gas lease or interest is affeaed by the title failure shall bear alone the entire loss and it shail not be 
24 entitled to recover from Operator or the other panics any development or operating costs whkh it may have theretofore paid or incurred. 
25 but there shall be no additional liability on its pan to the other parties hereto by reason of such utle failure: 
26 (b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest which has 
27 been lost, but the interests of the parties shall be revised on an aaeage basis, as of the time it is determined finally that title failure has oc 
28 curred. so that the interest of the pany whose lease or interest is affected by the title failure will thereafter be reduced m the Contraa 
29 Area by the amount of the interest lost; 
30 (c) If the proporuonate interest of the other panics hereto in any producing well theretofore drilled on the Contract Area s 
31 increased by reason of the title failure, che pany whose title has failed shall receive the proceeds attnbucable to che increase m such m 
32 terest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with <-uch 
33 well; 
34 Should any person not a parry to this agreement, who is determined to be the owner of any interest in the title which has 
35 failed, pay in any manner any part of the cost of operation, development, or equipment, such amount shall be paid to the partv or pane* 
*6 who bore the costs whkh are so refunded; 
37 ;e) Any liability to account to a third pany for prior produaion of oil and gas whkh arises by reason of title failure shall Nr 
38 borne by the pany or panics whose title failed in the same proportions m whkh they shared in such prior production: ind. 
s9 if) No charge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense of the mtere-t 
40 claimed by any party hereto, it bong the intention of the panics hereto that each shall defend title to its interest and bear all espmx-s n 
<l connection therewith. 
42 

HI 2. Loss by Non-Ptyment or Erroneous Payment of Amount Due: If. through mistake or oversight, anv rental, shut m <vni 
r4 payment. muiaMn royaity or royalry payment, is not paid or is erroneously paid, and as a result a lease or interest therein terminal 
*5 there shall be no monetary liability against the pany who failed co make such payment. Unless the pany who faued to make the requires! 
to payment secure a new Wast covering tht same interest wichin ninety ,90) days from the discovery of the failure to make proper pas ment 
i" which acquisition will not be subject to Article Vlll B. the interests of the parties shall be revised on an acreage basis, etfesmr as i he 
.« Jate of termination of the lease involved, and the pany who tailed to make proper pavment will no longer be credited with in interest n 
<9 the Contract Area on account of ownership of the lease or interest which has terminated. In the event the pany who tailed M -rake ru 
v> required pavment shall not have been fully reimbursed, at the time <>t the loss, from the proceeds of the tale of oil ind gas junNnaNi 
51 the lost interest, cakulated on an acreage basts, for the development and operating costs theretofore pan! on account ol siuh n\-oi 
52 shall be reimbursed lor unrecovered actual costs theretofore paid hy it hut not for its share of the cost ol any drv hole pr. * 'oioU . • \ J 
5 s or wells previously abandoned) Irom so much of the loltowmg as is mw-ssarv to effect reimbursement: 
54 ai Proceeds of oil and gas. less operating expenses, thcrru.lpre avvrued to the credit oi the lew interest, on in ^ 
5̂ up to ihe amount of unrecovered costs; 

V. h' Proceeds, lets operating expenses, thereafter accrued attributable to the lost interest on an acreage hasis. i :rui v r 
5? oil and gas thereafter produted and marketed (excluding pruJustum trom anv writs thereafter linlleu") whuh. m the ahsrnv. t • -

termination, would he attributable to the lost interest on an acreaer hasts. up to the amount of unrecovered vosis :hr 
V) portion of tht ral and gas to he contributed bv tht other parties m pe«*x<met to their respective mtemts. ind. 
(4\ v i Anv monwt. up io the amount of unrecovered costs, that mav he paid hv anv panv who it. or heiomet. the o* «• r < -• 
(•I UM. lor the pnvttegw oi panmpeung. « tht Contrail Area or besoming a party io this a»rrrtrwm 

(,t s Other losses *.U lossetjLcun^othtr than thute set forth .n Wles IV 8 I and IV B 2 above shall v M 
IA ind shall he hnme bv aU pern** in proportion to thew mierrtu There shall be nu rradiusiment oi interests in the rrma n.n* -rr 
i-s. in* Control \ ' r i 
«• 
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5*. 
VI 

, ARTICLE V. 

2 OPERATOR 

3 
4 A. Designation tod Rtspocuubtlities of Operator: 
5 
6 Sanfa F» Pn«i-gy ^•"'"'"'"g ' ' " " " f , T P shail be the 
7 Operator of the Contraa Area, and shall conduct and direa and have full control oi ail opertaons on the Contraa Area as permitted and 
8 required by, and within the limits of this agreement. It shall condua til such operations in a good and workrruiuike manner, but it shaii 
9 have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result (rom gross 

10 negligence or willful rrusconduct. 
11 
12 B. Resignation or Removal of Operator tad Selection of Successor: 
13 
14 1 Resignation or Removal of Operator: Operator may resign at sny ant* by giving written nooce thereof to New-Operators. 
15 If Operator terminates .ts legal existencerVo longer owns an atereŝ greunder f ^ C f p tract A ^ c j ^ c « u j t r csnsbjg gLjeflgg as^ c h 

16 Operator, Operator shall be deemed to have resigned without any imm rj r'-n ^rritnn airapi rtia ''^^f^f^nni^^j-i ^JI. 
17 may be removed if it fads or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receiverships y tife ° V 

18 affirmative vote of two (2) or more Non-Operators owning t majority interest based on ownership ts shown on Exhibit "A" remaining 
19 after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7-00 o'clock A.M. on the 
20 first day of the calendar month following the expiration of ninety (90) days after the giving of nooce of resignation by Operixor or action 
21 by the Non-Operators to remove Operator, uniess a successor Operator has been selected and assumes the duties of Operator at an earlier 
22 date. Operator, after effective date of resigriabon or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor 
23 porate name or structure of Operator or transfer of Operator's interest to any single subsidiary, parent or successor corporation shall not 
24 be the basis for removal of Operator. 
2) 
26 2. Selection oi Successor Operator Upon the resignation or removal of Operator, a mrrmm Operator shall bit selected by 
27 the parties. The successor Operator shall be selected from the panies owning aa uttrest ia the Contraa Area at the tune such successor 
28 Operator is seleaed. The successor Operator shall be selected by the affirrnaove volt of rare (2) or more parties owning a ma onry interest 
29 based on ownership at shown on Exhibit "A"; provided, however, if aa Operaior watch has beta remuved {sib to vote or votes only to 
30 succeed itself, the successor Operator shail be seleaed by the affirrnaove vote oi two (2) or more parties owning a majonty interest based 
31 on ownership at shown oa Exhibit "A" remaatung after exdudmg the voting interest oi the Operator that was removed. 
32 
33 C. Employees: 
34 
35 The number of employtei used by Operaior ia conducting operations hereunder, their tt art ton, and the hours of tabor and the 
36 compensation lor service performed shall be determined by Operaior. and al such employees shall be the employees of Operator. 
37 
33 O. Drilling Contracts: 
39 
40 All welb drilled oa the Cataract Am shal be drilled oa t competitive contraa bssss at the usual rata prevailing in Use area. If it so 
41 desires. Operator taty caapasy is ova atoll and equipment in the drilling oi wells, but io charges therefor shal not exceed the prevailing 
42 rates in the area ana] dse rasa of such dttrgas shall be agreed upon by the panies ia wnttng before drilling operations are commenced, and 
43 such work thai ba psttomaa by Oaxsrssor under the same terms and conditions as art customary aaa usual ia tht tret in contraas of m 
44 dependent cuntr attars arks art dosst) work of a ttmuar nature. 
45 
46 

47 

4<j ARTICLE VI. 
50 DRULING ANO DEVELOPMENT 
51 
52 A. Initial WeU: 

aaa uVtl >hereafter coMtaut tht tfntata «d the wel wsdl due Harare s» • dflpth auf f l c l a n t CO ch» 
CISCO/Canyon formation. 

On or before tht ' — I9_21.. Oateaaor thai commence the dr>ILn» of i »ni 

55 od and gas a the foUowmg testta* % l o c a t i o n i n t h « S I / 4 of Sect ion 5, 
56 
57 
VI 
50 
(*> 

<ll 

n j 

(.» 
'.» 
.5 w.nk-M <fin.t» * Hfwe r*Ai«iU» .meewrtraMr subnarire .» ,.«tUi<un ,« the hoar. *h*h renJen runner Jnll.na rnp<.o«-ai • 

. . . wm.-f.%j ji t J»T«* * anu-w ill iwtin acre* io . •mpirte * jbarvtfc* tne *el at a WM*» Jepth 

i^\ ' 4 i . t "iii Titkr irsas « ill t.*r"ii»<n riv.sjntrtnj Jgnne Jnlbna. »h«.h five .natation vi ..eiu.runa . 

' n ,.,im>iH^ --if» mi •• M , r u - w , « r r » - m m i Juil >v miied n i» jfT1*•••'"'> <u * spe*il» lorrJuiwa* ur lorr'-it-ress " . • 

, , - . . v » > f j i < - . . i , V f i v > . . r J - ,-sa nit '!lf li^mjli. n * I • "'itHjm <•• • h*h tha iar«»m»W TVI* if*1* 
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ABTTCLE VI 

continued 

1 If, in Operator's judgment, the well wtU not produce oil or gas ui paying quantities, and it wishes to plug and abandon -.he 
2 well as a dry hole, the provisions of Article VI.E.l. shall thereafter apply. 
3 
4 •-• 
5 
:> B. Subsequent Operations: 
7 

8 1. Proposed Operations: Should any party hereto desire to drill any well on the Contract Area other than the well provided 
9 for in Article VI.A., or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well joindy owned by aU 

^ the parties and not then producing in paying quantities, the party desiring co drill, rework, deepen or piug back such a well shall give the 
11 other pardes written nodce of the proposed operation, specifying the work to be performed, che location, proposed depth, objective forma-
12 uon and the estimated cost of che operation. The parties receiving such a nodce shall have thirty (30) days aiter receipt ot che nooce 
!3 within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operauon. If a drill-
!4 ing rig is on location, nodce of a proposal to rework, plug back or drill deeper may be given by telephone and che response period shail be 
1' limited to forty-eight (48) hours, Tnrhir-t ~c g '*;• <—"4«y -—•* '-j" 1 h""-̂ f- Failure of a party receiving such nouce to reply within 
16 the period above fixed shail consdtute an eiecuon by that party not co participate in the cost of the proposed operauon. Any nouce or 
1 7 response given by telephone shall be prompdy confirmed in writing. 
18 
19 
20 
21 If all parties elect to participate in such a proposed operadon. Operator shall, within ninety (90) days after expiraoon of the nouce 
-2 period of thirry (30) days (or as prompdy as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on loci-
23 don, as the case may be), actually commence che proposed operadon and complete it with due diligence at the risk and expense of all par-
24 des hereto: provided, however, said commencement date may be extended upon written notice of same by Operator to che other parties. 
25 for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such addidonai time is reasonably necessiiry to obtain 
26 permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete tide ex-
27 ami nation or curative matter required for dtk approval or acceptance. Ncewithstariding the force maieure provisions of Ankle XI. if the 
28 actual operation has not been commenced within the dme provided (including any extension thereof as specif kail y permitted herein) and 
29 if any pany hereto soil desires to condua said operation, written notice proposing same must be resubmitted to the other parues m accor-
30 dance with the provisions hereof as if no prior proposal had been made. 
31 NOTE: See Article XVA. for additional provisions regarding operations by less 
32 than a l l parties.. 
33 
34 2. Operations by Less than All Panies: If any pany receiving such rtotke as provided in Ankle VI.B.l. or VT1.D.1. Opuon 
35 No. 2) elects not to participate in the proposed operation, then, in order to be enotied to the benefits of this Ankle, che party or parties 
36 giving the nooce and such other parties as shall elect to participate in the operation shall, withm ninety (90) days after the expirauon ot 
37 che nouce period of thiny (30) days (or as promptly as possible after the expirauon of the forty-eight (48) hour period when a drilling ng >s 
38 on locauon. as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all 
39 work for che account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is 
40 a Non-Consenung Parry, tht <""•*—̂ fg Parties shall either: (a) request Operator to perform the work required by such proposed opera 
41 non for the account oi tht r<r*ttn«ittt Parries, or (b) designate one (1) of the Consenting Parties as Operator to perform such work Con 
\2 sen ting Panics, whoa conducting Tptr rfrM oa the Contraa Area pursuant to tha Article VI.B.2., shall comply with all terms and con 
43 dioons of tha aai cement. 
44 
45 
46 
47 If lest than all parties approve any propoaed operauon. the proposing parry, iriirncdiatety after the expiraoon of the applicihie 
"4 notice period, shall advise tht Consenting Parties of the total interest of the parties approving such operaoon and its recommendation ^ 
49 to whether the C onsen rang Panics should proceed with the operauon as proposed. Each Consenting Pany. withm (ony eight 48 hours 
50 Mi1-, ' «—Titr 5>irH ' '-aaM v>-'-'-r' «*•— receipt of such notice, shall advise the proposang party of is desire to a tan par 
^ ticipation to such pany's interest as shown on Eahibw "A" or btcarrv us proportionate pan oi Noa-Consenong Panics interests and 
2̂ u.iure to advise the proposing pany shaU be deemed an election under a> In the event a dnlltng ng a on location, che time permuted -or 

^ such a response shall not exceed a total oi forry-eight i4ft> hours inclusive of Saturday. Sundav and legal hoUdayt) The propping rn-., 
^ at its ewctwn. may withdraw such proposal d there is insufficient participation and shall promptly nouiy all parties JI su<.h :«.>.. n 
55 
50 
57 
5N The enure coat and nsk of condurong such operaoons shall be borne by tht Conaenong Parnes m tht proportions N - -.-
V) rwrted io bear same under tht terma of tht trecedwig paragraph Contenting Partita shal keep the fctachoid estates nvooed n 
(C opttaaona tret and clear ef al kens and encumbraniet of every kind crested by or ansmg trom tht otwraaona oi the C.nsm-,ng r\r rs 
'•I If such an oper taow results at a dry halt, dtt Conatnong Psruss shaflplugandataatodttwtltwd restore tht surface 'oo. oc « -nr 
(.2 sow coai. nek anal Msense If any wel drat*, reworked, deepened or ptuajas ban una* tht seovwaona of tha Article resu.-a n . v -> 
(.» Juc«of odant^ gas* sayingtAaanota* vnrd-.vt 
'•a 
'•5 

4< 
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ARTICLE VI 
continued 

1 and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Cotuenung Par-
2 ties. Upon rorrimerKexnem of operaaons for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties 
3 in accordance with the provisions of this Article, each Non-Consenting Party shail be deemed to have relinquished to Consenung Parties. 
4 and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenung 
5 Party's interest in the well and share of producuon therefrom unui the proceeds of the saie of such share, calculated at the well, or 
6 market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in-
7 terests not excepted by Arucie Ul.D. payaole out of or measured by the production from such well accruing with respect to :>uch interest 
S until it reverts) shall equal the total of the following: 
9 

10 
11 
12 (a) 100% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment beyond ±ie wellhead 
13 connections (including, but not limited to, stock tanks, separators, tr eaters, pumping equipment and piping), plus 100% ot each such 
14 Non-Consenting Party's share of the cost of operation of the well commencing with first production and continuing until each such Non-
13 Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
16 Consenting Party 's share of such costs and equipment will be chat interest which would have been chargeable to such Non-Consenung 
17 Party had it participated in the weil from the beginning of che operations; and 
18 
19 
20 
21 (b) 300 % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and compleung. 
22 after deducting any cash contributions received under Article Vin.C, and 300 <«. of that portion of the cost of newly ac quired equip-
23 ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenung Party if it had 
24 participated therein. 
25 
26 
27 
28 An election not to participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-
29 working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is 
30 conduaed at any time prior co full recovery by the Consenting Parties of the Nlon-Consenting Party's recoupment account. Any such 
31 reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operauon of said well 
32 and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of chat portion of the costs of 
33 the reworking or plugging back operation which would have been chargeable to such Non-Consenung Party had it participated therein If 
34 such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VLB. shall be ap-
35 plicabte as between said Consenting Parties in said well. 
36 
37 
38 
39 During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share of production, or the 
40 proceeds therefrom, Consenung Parties shall be responsible for the payment of all production, severance, excise, gathering and ether 
4( taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party's share of production not excepted by Ar 
42 tide Ili a 
4) 
44 
15 
4Q In the cast ol any reworking, pfuggtng back or deeper drilling operation, the Consenting Parties shal be permitted to use free 
t7 uf cost, all casini. tubing and other equipment m ihe well, but the ownership of all such eqwpmem shall remain unchaneed: and .pen 
\H abandonment of a weil after such reworking, plugging back or deeper drilling, the Consenting Parnes shall account for ail such e-qmp 
49 ment to the owners thereof, with each pany receiving <ts proportionate part in kind or in value, less cost oi salvage 
50 
5| 
52 
5J Withm sixty i(«5l davs after the completion of anv operation under tha Article, the party conducting the operations i.,r -c 
54 Consennng Panies thai furnish each NonConaenting Partv w.th an inventory ol the equipment m and connected to ihe *rii ,na ,n 
55 uermaed statement of the cow of dnlhng. deepening, plugging back, testing, completing, and eouipatng the well for production r a. > 
56 .lotion, the operanng panv. m lieu oi an uemiaed statement cA sush ,osts of operation, may tubm* a detailed siatemeru mmirn i 
57 .ngs Each month thereafter, during the time the Consennng Parties are being mmbunes) ss provdrd above, the r*'"> «->-' "* "• 
Mt operations fur tne Consenung Parties shal fumah ihe Non Cmsennng Parties with an uemued statement ul all s^s.s and ii - n 
VI surreal m the ccarrtnon ol tht wel. toswihtr with a waiement ol the quantity of od and gat produced from u and the am, un< 4 ?< - -is 
ni mated tram the sale of the welt worhang interest production during tht pmedtnf month. In determirung ihe uuani.t. i .1 ^ 
'•I pruduced durwg ant month. Consent** Pamts thai use industry accepted met hods such as. but not limned tu merr n* » ,» - o.s 
ui »ril tests. Any *nowM rrahaed from the safe or mher Jooowuon of equtament newry acquired m connection «.ih an, v_ i , n 

.r.*n »V»JU ha»e hrrn uwned bv a No* Contenting Pany had * pariŵ eaed therein sfcai St credMed nam* ihe <o<ai ^r.,fjmrv >,s 
•a, .a ihe wort done and J in* njwipmmt purchased * determining when ihe interest of such Neat Consenung Partv *rml <-<*t • • • .» 

'.5 rr.<«Hinl <n>l il inere <s a trisitt haUnte •( shall he naad tn VM.II Son Consenung Panv 
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ARTICLE VI 
continued 

1 If md when the Consenung Panies recover from a Non-Consenung Party's relinquished interest the amounts provided for ioc-e 
2 the relinquished interests of such Non-Consenung Piny shall automatically revert to it, and, from and after such reversion. >uch \on 
3 Consenung Parry shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production 
4 therefrom as such Non-Consenting Parry would have been entitled to had it participated in the drilling, reworking, deepening or pluming 
1 back of said well. Thereafter, such Non-Consenung Party shall be charged with and shall pay its proporuonate part of the further ccsts ot 
6 the operauon of said well in accordance with the terms of this agreement and the Accounting Procedure actached hereto. 

8 
9 

10 Notwithstanding the provisions of this Arucie VI.B.2.. tt is agreed that without the mutual consent of all parties, no wells shall 
11 be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such 
12 well conforms to the then-existing well spacing pattern for such source of supply. 
13 
14 
15 
16 The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Ancle VI.A. 
17 except (a) as to Arucie VU.D.l. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well 
18 after it has been drilled to the depth specified in Arucie VI.A. if it shall thereafter prove to be a dry hole or, if initially completed for pro-
19 ducuon, ceases to produce in paying quanuues. 
20 
21 
22 

23 3. Stand-By Time: When a well which has been Jrilled or deepened has reached its authorized depth and ail tests have been 
24 completed, and the results thereof furnished to the parues, stand-by costs incurred pending response to a pany's nouce |iroposing a 
25 reworking, deepening, plugging back or completing operation in such a well shail be charged and borne as pan of the dnllinji or deepen-
26 ing operation just completed. Stand-by cosa subsequent to all parties responding, or expiration of the response time permitted, whichever 
27 first occurs, and prior co agreement as to the participating interests of all Consenting Parties pursuant to che terms of che second gram-
28 maucal paragraph of Article VI.B.2. shall be charged to and borne as pan of the proposed operauon. but if che proposal is subsequently 
29 withdrawn because of insufficient parucipauon, such stand-by costs shall be allocated between the Consenting Parties in the proportion 
30 each Consenung Pany's interest as shown on Exhibit "A" bears to che total interest as shown on Exhibit "A" of all Consenting Par 
31 cies. 
32 
33 
34 
35 4. Sidetracking: Except as hereinafter provided, chose provisions of this agreernent applicable co a "deepening" operation shall 
36 also be applicable to any proposal to directionaily control and intentionally deviate a well from vertical so as to change the bottom hole 
37 location (herein called ''sidetracking''), unless done to straighten che hole or to drill around junk in the hole or because of other 
38 mechanical difficulties. Any parry having the right to participate in a proposed sidetracking operation that does not own an interest m the 
39 affected well bore at che rime of the notice shall, upon electing to participate, tender to the well bore owners ia proportionate share equal 
40 to ics interest in the sidetracking operaoon) of che value of that portion of the existing well bore to be utilized as follows: 
U 
42 
43 
44 (a) If tht proposal is for sidetracking an existing dry hole, reimbursement shall be on tht basis of the actual cosia incurred n 
45 the initial druaatg of tha wel down to tht depth at which che sidetracking operation a initiated. 

i6 

17 

IM 

49 bl If the proposal is for sidetracking a wel which has previously produced, reimbursement shall be on the bisiii of .he v i i * 
50 wlvabie materials and equipment down to the depth at which the sidetracking operation a initiated, determined in accordance ».:h -v 
51 provisions of Exhibit " C " , lest tht estimated cost of salvaging and the estimated coat oi plugging and abandoning. 

12 
5) 
54 
55 In the event that nonet for a sidetracking operstion u «i>en while the drilling ng to bt unlued ts on location, ihe re«p. n>c 
V> shall he limited to forty eight t Ul) hours, esduavt ot Saturday Sunda* and legal Hobdays; provided, however, anv partv ma» r , v .o ' 
57 receive up to eight il) adduional days after etevauon of the ion* eight iM) hours with* winch ta respond bv pav.ng tor ail » ,r„ 
SM .nruned during such mended response penod If more than oo* part, elects to take such addKsaru* time to respond to > r -
VJ by soaa snail be aJorated between the parties takang addKwnal time to respond on a dav eo-dey beaaa m the prorortton - *v-< 
tO i n iniertat aa shown oa Eahicat " A " bears ie tht ratal .merest as shown on EahdM " A " oi al tht electing part.es in ul -
r.i stances tht reasons* penas) ta t proposal far udctracieig snail be limned to that? 130) days. 

'•2 
M 

<<a 
^ C I" A KING PHOOCCTIOM IN KINOt 
«« 

• » i ran. <n4U 'aae ji k.nsi or srr-a/airl* J.spose J ts pf.-purtionate hare J all o«l and tat prodded irjrn hr > n " * 
i. _N4.f i ,-r ^u»-i-*i ""at >r „*si n Vvf^mmi i/vj r'-sius "t per aliens and n preparing 4nd irrr •« -1 " 

-,«,»« ,nj sJu»-'.n ,n(.. ^„rl» . sc Xn» rsifa rspmsjuufe n^.Krd n ine-ating >n t'fld >t *T»'«< '-'3""' r 

. , r»f i V n xfa- > > me •>» -..h ,««m \ i» rartv aajig-is snare I pr «i-*.'•>«» 
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ARTICLE VI 
coiitinued 

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 :rcm 
the Contract Area. and. except as provided in Article VII.B., shail be entitled to receive payment directly from the purchaser ihersot for 
its share of all production. 

7 In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of 
8 the oil produced from the Contraa Area, Operator shall have the right, subjea to the revocation at will by the party owning it. but not 
9 the o b l i g a t e n ^ g s t f ^ & $ f f i g f o r t h e i C C O u n t o i t h e non taking partv at -he 

10 best price ontunihTa in the area for such production. Any sucn purchase or sale by Operator shall be subject always to the r.ght ot the 
11 owner of the production to exercise at any time its right to take in kind, or separately dispose of. its share of all oil not previously 
12 delivered to a purchaser. Any purchase or sale by Operator of any other party's share of oil shall be only for such reasonable periods ot 
13 ume as are consistent wirh che minimum needs of che industry under the particular circumstances, but in no event for a period m e\ :ess 
14 of one (1) year. 
15 
16 In the event one or more parties' separate disposition of its share of the gas causes split-stream deliveries to separate pipelines and or 
17 deliveries which on a day-to-day basis for any reason are not exactly equal to a party's respective proporuonate share of total a,as sa' ;s to 
18 oe allocated to it. the balancing or accounting between the respective accounts of che parties shall be in accordance with any ga.s balancing 
19 agreement between che parties hereto, whether such an agreement is attached as Exhibit " E " . or is a separate agreement. 
20 
21 O. Access to Contract Area and Information: 
22 
23 Each party shall have access to the Contraa Area at all reasonable times, at its sole cost and risk co inspect or observe operauons. 
24 and shall have access at reasonable times co information pertaining co the development or operation thereof, including Operator's books 
25 and records relaung thereto. Operator, upon request, shall furnish each of che other parties with copies of all forms or reporu filed with 
26 governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of 
27 each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contraa Area. The cost of 
28 gathering and furnishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator [hat re 
29 quests che information. 
30 
31 E. Abandonment of Wells: 
32 
33 1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VI.B.2.. any well which has been 
34 drilled or deepened ungej^ terms of th^graement ami ĵ prooosed jo ! | V P 7 > £ ' e t e ^ l ^ ^^It*^*** i n < i ib*ndoned 
35 without the consent of^partWSr5£6t^»eri1or. arrfV diugent efort.M unaSlê o contaĉ any parry, or should any party faii to replv 
36 within forty-eight (48) hours *sanata*e>vf4tatiede9»4uaw receipt of notice of the proposal to plug and abandon 
)7 such well, such party shall be deemed to have consented to che proposed abandonment. All such weiis shall be plugged and abandoned m. 
<M accordance with applicable regulations and «the cost, risk and expense of the parties who participated in the cost of drilling or deepening 
v9 such well. Any party who obiects to plugging and abandoning such well shall have the nght to take over the well and conduct further 
tO operations m search of oil and/or gaa subject to che provisions of Article VLB. 
.1 
•2 2. Abar**"—"̂ w cd Wells that have Produced: Except for any well in which a Non-Consent operation has bem .onoucted 
• * hereunder for whkh die Comeaong Parties have not been fully reimbursed as ; ^ l » 2 ^ ^ 
"4 producer shavl not ba |ikigjal and abandoned without the consent ot ill jiiiiii i ill glijiiai consent to s^^jancenment. the weil .̂ail 
15 be plugged and dlamkmtrt m aiimlgntl with applicable regulations and at the cost, risk and expense ot eaVthe parties hereto If. *'<n,n 
u> thirty i V>i days after reccast of rtotka of the proposed abandonment of any well, all parties do not agree to che abandonment ol such v.l 
, 7 those wishing to continue its operaoon from the <* tormanomi) then open to production shall tender to each oi rhe -her 
* part.ei?<j^o^ioarute T material and equipment, determined in accordance with the pros .sur.s i 

Ethibit C" leu the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning panv shail ,™*n 
the non abandoning parnes. without warranty, express or implied, as to title or at to quanoty. or fitness for use ol the eauipment >? i 

^ material, all of its interest m the well and related equipment, together with its interest m the leasehold estate as to. but onlv as v he n 
V iers al or intervals of the formation or formations then open to produaion If the interest af the abandoning perty a or includes m oil ^ 
3̂ m imerest, such party shall etecute and deliver to the non abandoning partv or parties an oU and gat leaae. limited to 'hr mm , r -

^4 I r r > l t s of the formaoon or formations then open to production, tor a term of one il) year and so long thereafter as oil and or <as ~ ;< 
™ duced from the interval or intervals af tht formatton or lormationt so.ered thereby, such least to be on the form attained o n - M 
56 
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ARTICLE VI 

continued 
1 "8". The assignments or leases so limited shall encompass che ' 'drilling unit" upon which the well is located. The payments bv. and the 
2 assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respective percentage ot participation :n tr.e 
j Contraa Area eo che aggregate of the percentages of parucipauon m the Concraa Area of all assignees. There shall be no reidiustment ot 
_, interests in die remaining; portion of the Contract Area. 

6 Thereafter, abandoning parues shall have no further responsibility, liability, or interest in the operation of or production irom 
the well m the interval or intervals then open other than the royalties retained in any iease made under the terms of this Article Upon re-

8 quest. Operator shall continue to operate che assigned well for the account of die non-abandoning parties at the rates and charges con-
9 templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of tne assigned 

10 well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shail then have the option to 
11 repurchase its prior interest in che well (using che same valuauon formula) and parucipate in further operauons therein subiect to the pro-
12 visions hereof. 
13 
14 3- Abandonment of Non-Consent Operations: The provisions of Article VI.E.l. or V1.E.2. above shall be applicable as between 
15 Consenting Parues in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no veil shail .-e 
16 permanently plugged and abandoned unless and until all parues having the right to condua further operauons therein have been notuied 
17 of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions oi this A-.iae 
13 VI.E. 
19 
20 ARTICLE VII. 
2 1 EXPENDITURES AND LIABILITY OF PARTIES 
22 
2 3 A. Liability of Parties: 
24 

The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligauons. and 
26 shall be liable oniy for its proportionate share of che costs of developing and operating the Contraa Area. Accordingly, the iens granted 
27 among the parues in Article VII.B. are given to secure oniy che debts of each severally. It is not the intention of the parues to create, nor 
28 shall this agreement be consented as creating, a mining or other partnership or association, or to render the parties liable as partners 
29 
30 B. Liens and Payment Defaults: 
31 
32 Each Non-Operator grants to Operator a lien upon its oil and gas rights in che Contraa Area, and a security interest in its share 
33 of oil and/or gas when extracted and its interest ui all equipment, to secure payment of its share of expense, together with interest thereon 
'4 at the rate provided in Exhibit " C " To the extent that Operator has a secunty interest under the Uniform Commercial Code ot :he 
35 state. Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and :he So 
36 taming of judgment by Operator for the secured indebtedness shall not be deemed an eleaion of remedies or otherwise meet the en 
37 rights or security interest as security for the payment thereof, (n addition, upon default by any Non-Operator in the payment of its vhare 
*8 of expense. Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds :r m 
'9 the sale ot such Non Operator's share of od and/or gas unui the amount owed by such Non-Operator, plus interest, ha.-, heen paid F.jv.-. 
t*1 purchaser shall be entitled to rely upon Operator's written statement concerning the amount cf any default. Ops-rat r grants a *r -n 
• I and security interest to the Non-Operators to secure payment ol Operator's proportionate share of expense. 

.2 
ts |f any parry fails or is unable to pay us share ot expense within sixty tVN davs alter rendition of a -tate-rvm .he-.: -
w Operator, the non-defaulting parties, induding Operator, shall, upon request hy Operator, pay the unpaid amount m the proper-
»5 the interest uf each such party bean to the interest t<f all such parties Fac h partv so paying its share ot the unpaid ..-in.iu ••... 
u. rcimburvmeni thereof, be subrogated to the security rights described n the foregoing paragraph. 

r 
C. Payments and Accounting: 

<l> 
Ftcept as herein otherwise spwificallv provided. Oper at." Nhall promptly pav and discharge exntnset im-jrrrxj .1 -N U\- -

M jnd peratmn ot the Ci'niratt Area pursuant to this agrir-ment .nj *hjll ihargi- a h of the parties hereto *ith :r. r vs.-
V -i.'njir shares urs* ths-. sprnse basis prosKksl in EshiNt C < »rs fat.* >hjl kirp an accurate rcsurj t the V-M - -
s l .nuwinu cxpensvs insurrtsi and sharges and sresliis TtaJs- anj Mmol 
< I 
^ Ofsrrit. r al its i-Usti. n. .hall have the right tr.«m t nv nn t.- \T.and and rneivetrnm ihe ihrr pa n«> 
^- I -hjif n^prsiiif xha/es .4 :*«• tMima'ed amnutit 4 :h« . s;m* •- is- .nmrrisj in v*vran>ms hereun.W' \.i • . 
s ~ m. nth *hi»h • <hi-na» ivt srrii\»sj i<nlv S vuhmissh-n 1. . nh .u. h ;-.'(\ t jn unn/ivl siaumrni .4 vuvh o-" . 
'1 »iih ,n .ns. « . !. » is .h /̂e ihs-ris4 F*h ».uh Male"* m n̂.l >• ' i-annent n *Js aixe > «nr« n.si . < 
V I n • t nvWe ih« .isl Ja» • 4 the nest pmtsjing nvn'h I ash par's * „il pay •.. < ^at.-r US prof* ft i.* .te *tv 
• i> !.»,sti P Jass jjfer .«»h ocimate *nd ms.meis rrssiscsj II am ,-.m .a.lsi.pa* .is >l a/e U said "•im^ir »nhn 
•I ' . -had fsra* .nunsi 4s nrxsKlrsJ >n rxhiNt C .ifitl pan] Kr.-t^ r ^ tisirneni %hall l<r ma«b rnsinihlv N'wv. »s •• . 

^n-. • .hr .n.l -in . *h Jul! ht tt jrtd pav » rr fwii.<!al»- ^-fr * »<ual «xpnw* .IV^rfis! .n.l *\-
1 

I) I mi'aiion <>t r tprndiliiresi: 

.. .. - \ — 
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3 
4 3 Opoon No. 2: All necessary expenditures for the drilling or deepening and testing oi che veil. When such well has reached its 
3 authorized depth, and all tests have been completed, and the results thereof furnished to the parties. Operator shall give immediate notice 
6 to the Ncfl-Onwators who have th* riant to participate m the compieuon cosa. The panies recaving tuch nooce shall hav<> forty-eight 
7 (48> hours'luciujit u?^fjua/ , fjunuaj and Wffi ftuftia* ilWwflich to elect to participate m the setting of casing and the completion at 
8 tempt. Such election, when made, shall include-consent co all necessary expenditures for the compleung and equipping of such well, m 
9 eluding necessary tankage and/or surface fatalities. Failure of any party recaving such notice to reply withm che period above fixed shail 

10 consotute an eiecuon by that party not to participate tn che cost of the completion attempt, li one or more, but less than all oii the parues. 
11 elect to set pipe and to attempt a completion, the provisions of Arucie VI.B.2. hereof (che phrase "reworking, deepening or plugging 
12 back'' as contained in Artide VI.B.2. shall be deemed to include' 'completing ') shall apply to the operaaons thereafter conducted by less 
13 than all parties. 
14 
13 2. Rework or Plug Back: Without the consent of all parties, no wdl shall be reworked or plugged back except a well reworked or 
16 plugged back pursuant to the provisions of Ankle VI.B.l of this agreernent. Consent to the reworking or plugging back oi a weU shall 
17 indude all necessary expenditures in conducting such operaoons and completing and equipping of saad well, including necessary unkage 
18 and/or surface facilities. 
19 
20 3. Other Operations: Without the consent of all parties. Operator shaU not undertake aay angle project reasonably estimated 
21 to require an expenditure in excess <* Pi'teen Thousand and No/too rwu»« a n am nn _ j 
22 except in cottnevouo with a wca. the drilling, reworking, deepening, completing, recompteong. or plugging back of whkh has been 
23 previously authorized by or pursuant to dus agreement; provided, however, that, ia cast of explosion, fire. Hood or other sudden 
24 emergency, whether of the sanst or different nature. Operator may take such steps and incur such expenses as in its opinion are required 
25 to deal with tht emergency to safeguard lift and property but Operator, at prompdy as poaabtt. shall repon the emergenqr to the other 
26 paroes. If Operator prepares an authority for expenditure (AFE) for ia own use. Operator shal furnish any Non-Operator so requesong 
27 aa irifornuaoa copy thereof for aay single protect coating ia excess f* nrtmmm T» „.,..—< u-i,nn , 
28 Dollars <1 H.000.00 \ but less than tht arnount first sat forth above in thai paragraph. 

29 
30 B. Reatala, Shut-ia Well Payaaeata aad Mtaiaauaa Royalties* 
31 
32 Reatala, shut-ia weB payments and rnanamum royamas which may be required unbar tht tanas oi aay least shall be paid by the 
33 party or parties who subjected such lass* to tha agreement at ia or thetr expense, la the event ran or more paroes own ind have con 
34 trtbuted interests ia tht same least to that agreement, such parties may ihsignir* oat oi such partial to make said payments for and on 
3) behalf of al such partis*. Aay party may request, and shaU be entitled to reserve, proper evidence oi all such payments. In the event of 
36 failure to matt proper paymssw of aay rental, shut-ia weB payment or irunxmum royalry through nastakt or oversight wtiere such pay-
37 mem ts required to continue the least ia fare*, aay loss which resuhs from such non-payment shal be borne at accordance with the pro-
)4 visaons oi Aradt IV 8 1 

39 
40 Operator shaB nodffy NoaOaarstar of dat •dcipattd completion oi a shut-ia gas wet. or th* tburcaag ia or return to producaon 
41 oi t producing gas waft, at leata §*• (i) days (tsxhtdieg Saturday. Sunday aad legal holidays), or a che earliest ac^orrunirr permitted by 
42 cvroimsanesa. pnar sa takstdj atea atom, bat assumes ne liability for faafurt to do to. la tht evaat of tstktrt by Opentor to so noufv 
43 Non •Operator, dat ksss of aty kawcassvtbwasd hereto by NonOperator for tatkirt to make tuntty payments of any shut m well payment 
44 thai be born* tsaady by dat paras stsrete uadar tht provuaons of Artxat PV B.3. 
41 
46 P. Texas* 
47 
a j nigaaitnj a a * dat far* csJrassV year ahar th* efsarov* dat* hereof. Optrsaar thai render far al valorem taaaoun aU proper.* 
49 subject to thai a» warns* wharfs by law should bt rendered for such taxes, and a thai pay al such taxes attested thcrton before thev 
30 become dthritajaat. Pnar ta dat i m i n i asst. each Non Oper itor thail hamiah Operator iiaa i i t» a» bitrdtas (to uiclude. but not 
51 bt limited at. roytkaas, oierr^aag wyaanas and proiucuea paymena) an les*** sad od and gas tauiasa contributed by such Son 
52 Oasvatar II tht aawssvd ilmiaai ol say •asthofd estast a reduced by reason oi >a bttng tuatstt mouutantang excess ro.iltxv o«er 
5) ndtng rayataas or imafiMTsa payments, tht rtdactsaa at ad valorem taxes resulting thtttfrota thai asurt ta tht benefk of the owner or 
54 owners af such UmHoM esuat. and Ha*nam thai adjust tht charge io such owner ar owners aa • as refssrt th* benefit of such reduc 
55 tma If ih* td valorem taxes are based « wnoaiar • pan upon separate .aluatieew of eart aany't workang mtertat. then r»o«*>LhMî  
56 aayth-n t* tht contrary hertat. (haraas WuVaaat account shall bt mad* and paai by th* tssraai htrtta « artordance -ch he .« 

57 .that ataarsttd by etch tarty i w * r t « | .atmw Oattttar dull b.U the other partita tor ihtw atuassTttantt* sfum of all .at pa tera n 

5f th* manat* a, a idad <a EaJata C 

M Oa*raa*r v-uatrs aay <at tassasMtta .msjrapat. Oprrtmr may. at m aatrermt, srswea wniua th* ..mt .nj^.-.r 
by ta« and araajrwat th* eroan* ta * fatal *attrm.nai«i. -nam ad aarnta agret as atataaaa tht protest <° ^ •< '< 

ail sue h • 1 1 » *f U • f » a i inan T n g r i n ii i| - 1 1 — ' — — • ^ — 

M v *a^ .«^rsh t» *ns -aay - -^ 
ol s*w**lrd t̂ Pthdat "C" 4 

* n ^ a « t ^ Wntaaiytutharass^ ' f c * r " ' 

F . n p a m ihad pt* - . as.* .a ht p«ni al ara*Vi«*n xrserant* rtca* lathtrmg and eanee .«*#*.nstvs#d -pi* <* • * , r~ p * -

Ne pr OUSIKM JJ h«Ajbng J r*»» » snare «af * i *4.m gas a»«hnrd Kndte in* lerma -d 'ha ' • ' - m - , u } , 
o 
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• j ' • » - ! # . » • . - • • • » , l » . - - ' « l l 



A.A.P.L. FORM 610 • MOucL FORM OPERATING AGREEMENT .,62 

ARTICLE VII 
continued 

1 G. Insurance: 

2 
3 At all times while operations are conducted hereunder. Operator shall comply with the workmen's compensation a* ,t 
4 che state where the operations are being conducted: provided, however, chat Operator may be a self insurer for liability under said . .m-
s pensacion laws in which" event the only charge ttfat shall be made to the joint account shall be as provided in Exhibit "C " Operator snail 
6 also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit "D". ittached to and made a ~jr: 
7 hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's corr.pcnuaii-.n 

5 law of the state where the operations are being conduaed and to maintain such other insurance as Operator may require. 

9 
10 In the event automobile public liability insurance is specified in said Exhibit "D". or subsequently receives the approve 31 -r 
H parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's automotive equipment 
12 
13 ARTICLE VIII. 
14 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 
15 
16 A. Surrender of Leases: 
17 
18 The leases covered by this agreement, insofar is they embrace acreage in the Contract Area, shall not be surrendered m ^hcle 
19 or in part unless all parues consent thereto. 
20 
21 However, should any party desire to surrender its interest in any lease or in any portion thereof, and che other parties do not 
22 agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its merest m 
23 such lease, or portion thereof, and any well, material and equipment which may be located thereon and ir.y rights in production 
24 thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas m 
25 terest. the assigning party shall execute and deliver to the party or parties not consenting to such surrender an od and gas ease covering 
26 such oil and gas interest for a term of one (1) year and so long thereafter as oil and or gas is produced from the land covered -hereby, -ucn 
2? lease to be on the form attached hereto as Exhibit "B" Upon such assignment or lease, the assigning party shall be relieved from nl 
28 obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation • anv i eil 
29 attributable thereto, and the assigning party shall have no further interest in che assigned or leased premises and its equipment .rd pro 
30 duction other than the royalties retained in any lease made under the terms of this Article. The pany assignee or lessee shall pav x he 
31 party assignor or lessor the reasonable salvage value of the latter s interest in any wells and equipment attributable to the i-siqned or 'us 
32 ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit " C " . less the estimated cost : 
33 salvaging and che estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one panv. che interest 

34 shall be shared by such parties in the proponions chat the interest of each bears to che cotal interest of ail such parties. 

s5 
Anv assignment, lease or surrender made under this provision shall not reduce or change che assignor's, iessor s or xurrendenn* 

i~ partv s interest as it was immediately before che assignment, lease or surrender m che balance ot rhe Contraa Area, and the ai.re.utr 
assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subjea to the terms and provisions i - > 

\() agreement. 
•0 

, i B. Renewal or Extension of 1 laaasi 
.2 
,s If any party secures a renewal of any oil and gas lease ^Ncct to this agreement, all other parties shall be notiiieu pr - t i v 
i 4 ,hall have thw right for a prricrfd thirty 
,s. renewal least, insofar as such leaae afstcts lands within the Contrac t Area, hy paying to the pany who acquired it thnr x?s ral pr 
rf, perilunate shares of tht acquisition cost allocated to that part oi Muh lease within the Contraa Area, which shall tv n pr p r-, n 
• * interests held at that time bv tht parties m the Contract Area 
iH 

is) If ...me. hue less than all. of the parties cleu to participate .n the purchase of a renewal lea.se. n shall be owned *s •-• 
Srfi •ho eleu tu parttsipaie therein, m a ratio based upon the relationship «>l their respective pmentate of partH.ip4th.n n lu- < m- „ • v 
<, | ti. the aggregate ol ihe percentages of participation in the Contrast \rea ..I all parties partKipsting in the purchase i >'H h •. - * .. • 
5.» \nv renewal lease <n wh*.h less than all names elect tn parti, pate *hall not he suf-trct to this agreement 
5» 

5\ Fash partv who p*n*ipa«et m the purchase of a renewal i«-ase ĥalt he given an assignment .< us prnrvrti.-nau- m. -

s,s, hv ihe A quiring panv 

V» 

V The rrmisanw .4 this Art*!* shaN afptv to rcm-wal U-av-s •Vthi-r thev are Mr the entire interest so»«-red » . - - • • ' 

sn *v..»etonlv a r^iun .d .is area or an interest irK*«-tn *.n» r.-newal U-asr »akvn hetnre the espiraiion .4 .cs prolesi-ss. r 

V) k .nira^iwk» within uti^mrewtaahtri* 

ral ir«ted tee more than «a M months alter ihe rtparanunot an esisiing Was* >Aa4l » e N Jeentrt a rrm-wal Wase and-h^ i -

,,| the pr.nisaeis <4 ihit aereemctn 

i The pr.^.snns at ih.s srt»« shaM abu he aff»«a«> mens**!* .4 .<•! and gas watt* 

s C Vrrage >* ( a»h Contributions: 

A - , - 4 . , . • . . . . „ . . r t , . , - • - , - t - •.. n i • « . f 's " r r . .-« • J » 

• „ i . ..» •,. n -..:-v.-..« »e • «ca»,«si •** .i. :.ng < •'<•• 

. - . . . . . . . . . . . . . . . i • •:.• ' . - I t ' . . f t * •• - r • <v' 
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ARTICLE VIII 
continued 

1 said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and, to the extent possible :e 
2 governed by provisions idenucal to this agreement. Each party shall promptly notify all other parties of any acreage or cash contnbuti. . s 
3 it may obtain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable to 
-t cion.il rights to earn acreage outside the Concracr'Area which ire m support of a well drilled inside che Contract Area. 
"5 
0 If any party contracts for any consideration relating to disposition of such party's share of substances produced hereunder, ^r. 
"* consideration shail not be deemed a contribution as contemplated in this Article V11I.C. 
3 
9 D. Maintenance of Uniform Interest: 

10 
11 For che purpose ot maintaining uniformity of ownership in the oil and gas leasehold interests covered by chis agreement, -o 
12 party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Contract Ar̂ a and .n -v.: Us 
13 equipment and production unless such disposition covers either: 
14 
15 1. the entire interest of the party in all leases and equipment and production: or 
16 
17 2. an equal undivided interest in all leases and equipment and production in the Contraa Area. 
18 
19 Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this .igr;..rr.L-r.c 
20 and shail be made without prejudice to che nght of the other parties. 
21 
22 If. at any time the interest of any party is divided among and owned by four or more co-owners. Operator, at its discretion, rr.a. 
23 require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings :. r 
24 and approve and pay such pany's share of the joint expenses, and to deal generally with, and with power to bind, th* .; a-ownen of such 
25 party s interest within the scope of the operauons embraced in this agreement; however, all such co-owners shall have the - :ht to enter 
26 into and execute all contracts or agreements for the disposition of char respective shares of the oil and gas produced frcm -he Contrac 
27 Area and they shall have che right to receive, separately, payment of the sale proceeds thereof. 
28 
29 E. Waiver of Rights to Partition: 
30 
51 If permitted by the laws of the sute or states in whkh the propeny covered hereby is located, each pany hereto ownm$ ,.1 
32 undivided interest m che Contract Area waives any and all rights it may have to partition and have set aside to it in severalty its undiv idcd 
33 interest therein. 
34 
55 f>—Pufanmiea Right ta Punhaaei 
v, 
i" ThuuM am f i n ih.nn ie nil all ee any paw et iu UIUMJII under- ihu •gmment. ur iu ughis md me>M» m I J H O _ ^ 3 T 
'-8 Vea. a -hall promptly give written rtobce co the other panics, with tull information concerning its proposed iile»Jjji li »li iTI - . m . • rv 
'»••) n.i me and address of the prospective purchaser (who must be ready, willing and able to purchasel.jjji pun II ITTa* jii 11 and alt 'th.-r .err-. 

,>t the L>tfer The other panies shall then have in optional pvor rigiht. ior a penodj/Lun {IIJfdays after receipt ot the notice tr ru.-c?. • 
il . n the sjrne terms and conditions th* interest which the rThrrjiffi- rrnf giri'ii sell: and. if this optional nght is es.rciscu. he - -,r,h.. 
• 2 n* parties shall that* th* purchased mterest mi lie •iie)ffimiiiii that the interest oi each bean to che total interest o' ill p u a 1 - - < p 
,\ fu-s However, cher* shallIbejsp^+reMQntulright to purchase m those cases where any party wishes to mortgage its n>>-' <ts ,- • • 
... Jispuse oficsjnaasas*a '̂rrnerger. reorganiution. consolidation. >* sale "f all or substantially all of us assets to a suNi.lurv or p..rent -
,s. jwm rifTTTwwami ut i \iumn mutiny, m iu an miiipjin HI min.ii an mit yaiit uwm j iiupjiuy w iv -'Jt. 
ti> 

,- ARTICLE IX. 
•* INTERNAL REVEME COOE ELECTION 

,<•> 
«.i fhis agreement is not intended to create, and shall m t N> * nsirued to sreate. a relationship J partnership J-I . ̂  
s| lor pr.'tit hnween <>r among the partien hereto Notwithstanding ans p. .>st«Hin herein that the rights and liar*ilitie< hrfvani^r v -w 
s j jnj ni* ...lit ..r ...llective. or that this agreement and .fs-rati* r« h«ri-und«-r .hall nor constitute a parrnership. n. • • • • 
\ \ purpuvs -his aarismeni and the -iperations hs-rrunqVr are r,«jrdssj as a partnership, each panv hereby .ttetted r\v.» 
s t ir -n ht ..ppUati.n <4 all .4 the prosiswmsoi Vihvhapier K. t hjpirr I. "suhtule "A '. ol the Internal Rvsenui1 Oe , i 
ss. nnnsi .nd jyitVri/wj ti» V\t«m "M of theCJe and the regulations ,-r. mjlvausl thereunder Oprratur is auihori/.*' ar. „' 
V. <suu n Mull .4 cash parts hm-hv alfcvted s»*h esidente .4 -his 4*sti.n as nav r» required bv the Nsreiars h. i ,.. 
•.* I. rt.usl Vau-s .* iru KsJerai Intern 4 Revenue Vrrvwe .nsluJing ̂ r<i\.'H a.lv. Nai run *»» wav ol timttatKJi. all ot -he rvn r--
<i and ihe Jata requ.nsj hy Fedrraf RegsjUwnt I "<il >nuukJ there he am requirement lh* eash p*rv her.-rn .ids r 
V) sv4»ss*» t this vlrsifss eavh »**h partv shad t-usuie >*umrnts and furnish unit .^nrr cv.dense »» >na> -e 
,41 KvJrraJ Inirnsal tes. riu* Vrs *e r* * mav he nrceswv to r> c this rirction No soch partv slug give mt n». - ^ < 
,. | *i«-s KH.nsisffm ..ih ih* rwstwn mauV herebe It anv present or fuiure .nsome taa Uwsof the was*ur stales .n -. » \n a i» u« ausl 4n» future n».#n» its laws .4 the Lmteii V 4 H-S o^ia.n prcAiswns stmiUr in thai* .n Natw1*apisr K s >.,̂ .<lr \ . i irv lni.-rnj Resenye Code .4 I'lM ander wh»h an il*s.t>on umitar to ihat prosHlrsI hv Vrsi»in * 1 o. •i-.O . . s p u n "rf.*t .I'.S-.SJ Jlall mihr M«D tkstiun as mas Nr nvrmntesf or required bv «M h laws In m^kin* -. s . n . ,, i . , •« - l t • , ,ia.,> »ji i v m , r<\'\i t's vu*h p ifi» ifi^n rsrfaiuns h»-r< unje* .an Nr iJ«.,u.i. Is , - t« •» ». . « t ' - " i - » . i . -v <n<-



ARTICLE X. 
CLAIMS AND LAWSUITS 

4 Operator may settle any sin fie uninsured third parry damage claim or suit insing from operaaons hereunder ii die expenditure 
5 does not »«<-—r< Ten Thou^ng ma No/100 fMin 
6 * io.QOO.00 ) and li the payment ts ui complete settlement of such claim or suit. If the amount required for settlement ex 
? ceeds the above amount, che parties hereto shairassume and take over the further handling of the claim or suit, unless such authority J 
8 delegated to Operator All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be it the rout ex 
9 pense of the parues partiapaung in the operauon from wruch che claim or suit arises If a claim is made against any party or if any parrv is 

10 sued on account of any matter arising from operations hereunoer over which such individual has no control because of die rights given 
11 Operator by this agreement, such party shall irrunediately notify all other parties, and the claim or suit shail be created as any ocher claim 
12 or suit involving operaaons hereunder. 
13 
14 ARTICLE XI. 
15 FORCE MAJEURE 
16 
17 If any parry is rendered unable, wholly or in part, by force maieure to carry out its obligations under this agreement, other than 
18 the obligation to make money payments, that party shall give to all other parties prompt written nooce of the iorci: maieure with 
19 reasonably full particulars concerning it; thereupon, the obligations of the parry giving the nooce, so far as they are affected by r:,« force 
20 majeure, shall be suspended during, but no longer than, the continuance of the force majeure. The affected parry shall iue all reasonable 
21 diligence to remove che force maieure situation as quickly as practicable. 
22 
23 The requirement chat any force majeure shall be rernedied with all reasonable dispatch shall not require the settlement of stnkes, 
24 lockouts, or other labor difficulty by the parry involved, contrary to its wishes; how all such difficulties shall be handled shall be entirely 
25 withm the discretion of the party concerned. 
26 
27 The term "force maieure", as here employed, shall mean an act of God. strike, lockout, or other inchistrial disturbance, aa of 
28 the public enemy, war, blockade, public riot, Lighnung. fire, storm, flood, explosion, governmental action, governmental delay, restraint 
29 or inaction, unavailability of equipment, and sny other cause, whether of the kind specifically enumerated above or otherwise, which is 
30 not reasonably within che control of che party claiming suspension. 

31 
32 ARTICLE XH. 

33 NOTICES 
34 
3) All nooces auchonzed or required berweca the parties and required by any of the provisions of dus agreement, unless otherwise 
36 specifically provided, shall be given ia wntsng by meal or telegram, postage or charges prepaid, or by testa or tekroptcr imd addressed to 
37 che psrues to whom the nooce is grven at th* addresses listed on ExJhabit "A" . Tteongmabng rjooct given under any provision hereof 
38 shail be deemed given only when received by th* party to whom such nooce a directed, and th* base for such party to give any nooce in 
39 response thereto shall run from th* das* th* ongmaong aooce ia received. The tscond or any reapunstve notice shad te deemed given 
40 when deposited m the mssl or with eh* tettgraph company, with pottage or charges prepaid, or teat by tears or tettccpar Each parry 

41 shall have che nght to change is address at any ban*, and (rom am* to am*, by grvwg wntten tube* thereof to ail other paroes. 

42 

43 ARTICLE Xm. 
44 TERM OF AGREEMENT 
45 
46 Tha u r i i n n i shal remark ia htl tore* and effect as to th* od and gas Wane) and/or od and gas onrrests subnet hereto for the 
47 period of tun* ttttrted teaser. pHiiatasj, however, no party hereto shall ever bt construed as havmg any nght. nd* or interest m or to any 
48 teas* or oil and gas mtvrtat .CMixtbussd by any other party beyond tht term oi thai if/unseat 
49 
VJ. C Oyuuw Uu I Su twig • any el me erf tad ga* leases laktatt it tha ityiiaati maias rat am rnanaiarl m fnrrt it tn inn parr 
5| uf en Canaan Ana. •ntthar kj-twaeaenaar^wieneanw, iiwmw mr~m***wm. 
52 
5} X Option Nn 2 la th* event th* wet desrnbed m Article VI A . or any subsequent wed drvDed under any provis.on of h,s 
5* agreement, results m proAarnon of od and/or gas m paying quantities, this agreement thai continue at force so long aai anv such »H at 
ss. weiis product, or are capable oi productas*. and for an additional period of 1 l i days from cessaoon of al protluann pro .led 
s^ however, d poor to the etawataat ol tuch rabbi tonal period, one or more of the parnes hereto art engaged m drilling, reworks :er^ 
57 .ng. pKigjmg bark, levmg or titemptmg to complete t weil or wells hereunder, th* aywment thai continue ti loret until s u i * r**i 
s.* (Mint have been conspired and d sremarooa results iherefrom, ihit agrermeni shal contmu* at fore* a provmrd hern" In he J ^ I he 
59 well described m Aructr VI A . or any ntbaieajent wel drilled hereunder, results « a dry has*, anal na other wel a produce t s -r.ee 
tC cd protht^ni on a n * * / a * r-r% ,.« 
61 - | — — ^ — 1 * • aaMtasaateat el tatl wet. 
62 

os It .« agreed, however, ihat ih* urtn mean of tha aay I I ment J u l nsa rrbrct cay arty terea from any :.ab>i.n 

(A nsrvjed or aitathed pnar f tht dat* tJ tarn lermwutass J 
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! ARTICLE XIV. 

2 COMPLIANCE WITH LAWS AND REGULATIONS 
3 
4 A. Laws. Regulations and Orders: / 
5 
6 This agreement shall be subject to the conservation laws of the state in which the Contract Area is located, to the valid r iles 
7 regulations, and orders of any duly constituted regulatory body of said sute; and to all other applicable federal, state, and ioca. laws, A 
8 dinances. rules, regulations, and orders. 
9 

10 B. Governing Law: 
11 
12 This agreement and ail matters pertaining hereto, including, but not limited to. matters of performance, non performance, ore....-'.. 
13 remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of the st.itc r. -v -,:Lh 
14 the Contract Area is located. If the Contract Area is in two or more states, che law of the state of New Mex-frn 
13 shall govern. 
16 
17 C. Regulatory Agencies: 
18 
19 Nothing herein contained shall grant, or be construed to grant. Operator the right or authority to waive or release any r:̂ h-.s. 
20 privileges, or obligations which Non Operators may have under federal or state laws or under rules, regulations or orders promuUjt-d 
21 under ->uch laws in reference to oil. gas and mineral operations, including che location, operation, or production ot wells, on tracts onset 
22 ting or adjacent to the Contraa Ares. 
23 
24 With respea to operations hereunder. Non-Operators agree to release Operator from any and all losses. dam-Jos. injuries, claims 
25 and causes of action arising out of, incident to or resulting directly or indirectly from Operator's interpretation or apt- x ion oi ruies. 
26 rulings, regulations or orders of che Department of Energy or predecessor or successor agencies to che extent such .nit-pr••< non r -r 
27 plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable - -u^ \ n 
28 Operator's share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect in--r;-• - • -
29 application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation , : r - • n 

30 
31 Non Operators authorize Operator to prepare and submit such documents as may be required to be submitted to tne pur.ha- r 
32 of any crude oil -old hereunder or to any other person or entity pursuant to the requirements of the "Crude Oil Windfall Prutit Tax , ! . -. 
33 of 1̂ 30 ". as same may be amended from cime to nme( "Act "\ and any valid regulations or rules which may K- issued by the T-e.isu •-. 
34 Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certification* or . ths-. nt. , :r r.. -
35 *hich is required to be furnished by said Aa in a timely manner and in sufficient detail to permit compliance with saul 
ki 
37 ARTICLE XV. 

<8 OTHER PROVISIONS 
<9 Se« Articl« XV. attached harato and mada a part haraof. 
i0 
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ARTICLE XV 
— r 

r 

OTHER PROVISIONS 

A. REWORKING OPERATIONS 

Notwithstanding any language set out in Article VI (B) to the 
contrary, each non-consenting party to a reworking operation on a 
well conducted pursuant to Article VI(B) shall, upon commencement 
of such operations, be deemed to have relinquished to consenting 
parties, and the consenting parties shall own and be entitled to 
receive, in proportion to their respective interests, a l l of such 
non-consenting party's interest in the well, i t s leasehold 
operating rights and share of production therefrom, only insofar as 
the interval or intervals of the formation or formations which are 
being reworked and to which such non-consenting party does not' 
desire to join in the reworking thereof, until the proceeds or 
market value thereof (after deducting production taxes, windfall 
profits taxes, royalty, overriding royalty and other interests 
payable out of, or measured by the production from such well, only 
insofar as the production secured from the interval or intervals of 
the formation or formations which are subject to said reworking 
operations accruing with respect to such interest until i t reverts) 
shall equal the total of those certain costs as further described 
in subparagraphs (a) and (b) of the third grammatical paragraph 
under Article VI(B) 2, hereof. 

B. NONDISCRIMINATION 

In connection with the performance of work under this 
agreement, the Operator agrees to comply with a l l 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 a l l provisions of said executive Order 11246 and 
a l l rules, regulations and relevant orders of the Secretary of 
Labor. 

C. COVENANTS RUN WITH THE LAND 

The t e n t , previsions, 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 a l l 
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. 

0. LAWS ANO REGULATIONS 

All of the provisions of this agreement are expressly subject 
to a l l applicable laws, orders, rules and regulations of any 
governmental body or agency having jurisdiction in the premises, 
and a l l operations contemplated hereby shall be conducted in 
conformity therewith. Any provision of this agreement which is 
inconsistent with any such laws, orders, rules or regulations is 
hereby modified so as to conform therewith, and this agreement, as 
so sodified, s h s l l continue in f u l l force and effect. 

C. PRIORITY OF OPERATIONS 

If at any tiae there i s sore than one operation proposed m 
connection with any well subject to this agreeeent, then unless a l l 
participating parties agree on the sequence of such operations, 
such proposals shall be considered and disposed of m the following 
order of priority: 

l . Proposals to do additional testing, coring or loqqinq. 
:. Proposals to attempt a completion in the objective zone 
). Proposals to plug cacK and attespt completions 

snai.ower ::^*s, .n ascending order. 
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4. Proposals to sids-tract ths wall to reach any zons not 
below ths original authorized objective. 

5. Proposals to deepen/the well, in descending order. 

F. REGULATORY PROVISIONS 

1. Gaseous Hydrocarbons: 

Non-Operators hereby authorize Operator to f i l e and prosecute 
a l l 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 i t s sola 
discretion considers appropriate for such filings and seeking 
favorable resolutions thereof. Costs incurred by operator for such 
counsel and experts together with a l l other costs incurred by 
Operator in preparing the application for determination and interim 
collection documents as well as the cost of prosecuting the 
application shall be charged to the Joint Account. 

2. Liquid Hydrocarbons: 

Non-Operators hereby authorize Operator to f i l e with the 
purchaser of crude o i l or other liquid hydrocarbons or with any 
other person required by law, any statement or certification 
required by the Crude Oil Windfall Profit Tax Act, the Emergency 
Petroleum Allocation Act of 1973, ths Energy Policy and 
Conservation Act or by any rule, regulation or order issued 
thereunder or by any other law, rule, or regulation relating to the 
pricing of crude o i l 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 filin g or certification requirements, in making 
any f i l i n g or certification with any purchaser of crude o i l 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 s lower rate of windfall profit or other excise 
tax thereon, and upon s Non-Operator's failure to furnish the same, 
operator shell certify to such purchaser for such Non-operator's 
interest the) lower price and/or higher rate of tax. Operator shall 
have no duty to seek any refunds on behalf of any Non-Operator of 
any overpayment of any windfall profit or excise tax to which any 
Non-Operator may be entitled by law. 

3. Refunds: 

In the event any Non-Operator receives a greater sum for the 
sale of i t s shars of production than that to which such Non-
Operator i s entitled, such Non-Operator shall promptly refund any 
excess suss so collected to the person entitled thereto together 
with any interest thsreon required by law. In the event Operator 
i s required for any reason to make any such refund on any Non-
Operator's behalf and such Non-Operator refusss upon operator's 
request to reimburse operator for the amount so paid, then 
operator, in addition to any othsr rights or remedies which i t nay 
have as s result of asking such refund, (1) sh s l l have the Wen 
provided by Article v i l . s . to secure such reimbursement and (u) 
shall be authoriied to collect from Non-Operator's purchaser of 
production a l l revenues attributable to Non-Operator's share of 
production until the f u l l asount required to be paid or refunded cy 
son-Operator has been recovered. 

4. Operator's Liability: 

Operator shall use its Best judgment in making any of tr.e 
filings and certifications referred to under Paragraph l and : 

E-Pl? J-2 



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

G. OPERATOR PROTECTION 

1. Assignment: 

No assignment or other transfer or disposition of an interest 
subject to this Agreement shall be effective as to Operator or the 
other parties hereto until the f i r s t day of the month following the 
month in which (i) Operator receives an authenticated copy of the 
instrument evidencing such assignment, transfer or disposition ajid 
( i i ) the person receiving such assignment, transfer or disposition 
has become obligated by instrument satisfactory to Operator to 
observe, perform and be bound by a l l of the covenants, terms and 
conditions of this Agreement. Prior to such date, neither Operator 
nor any other party shall be required to recognize such assignment, 
transfer or disposition for any purpose but may continue to deal 
exclusively with the party making such assignment, transfer, or 
disposition in a l l 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 i t s obligations 
accrued prior to the effective date aforesaid. Further, no 
assignment, transfer or other disposition shall relieve any party 
of i t s l i a b i l i t y for i t s shars of costs and expenses which may be 
incurred in any operation to which such party has previously agreed 
or consented prior to the effective date aforesaid for the 
drilling, testing, completing and equipping, reworking, 
recompleting, side-tracking, deepening, plugging-back, or plugging 
and abandoning of a well even though such operation i s 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.0, Option No. 2., not previously consented to. 

2. Attorneys Feest 

In thm event any psrty hereto shall ever be required to bring 
legal proceedings in order to collect any suss dus from any party 
under this Agreement, then party or parties shsll also be entitled 
to recover a l l court costs, costs of collection and a reasonable 
attorney's fee, which the lien provided for herein shall also 
secure. 

H. PERPETUITIES 

I t i s not ths intsnt of the parties that any provision herein 
violate any applicable law regarding the rule against perpetuities, 
the suspension of the absoluts power of alienation or other rule 
regarding the vesting or duration of estates, and this agreement 
shall be construed ao not violating such ruls to ths extent the 
sase can be so construed consistent with the intent of the parties, 
in the event, however, any provision hereof i s dstermined to 
violate such rule, then such provision sh s l l nevertheless be 
effective for the aaxisum period (but no longer than the maximum 
period) permitted by such rule which w i l l result in no violation. 

I . NO T>11 RX)-PARTY BENEFICIARY CONTRACT 

This Agreement is made solely for the benefit of those persons 
-no are parties hereto (including those persons succeeding to a l l 
or part of tne interest of an original party if »uch succession .s 
recoamzed under the other provisions hereof), and no other person 



shall havs or claim or ba entitled to enforce any rights, benefits 
or obligations under this Agreement. 

J. OPERATOR'S REORGANIZATION ANO STATUS CHANGE 

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

2. For the purposes of Article V.B., Operator shall be 
considered to own an interest in the Contract Area i f i t is a 
general partner of a limited partnership which owns an interest in 
the Contract Area or i f i t owns a carried or reversionary working 
interest in the Contract Area. 

K. OVERHEAD RATE ADJUSTMENT PROVISIONS 

In the event the drilling well rates or the producing well 
rates provided for in Section III.1.A(3) of the Accounting 
Procedure shall ever be less than the prevailing rates being 
charged by financially responsible prudent operators in the area 
for comparable operations, then Operator may give written notice of 
such higher prevailing rates to Non-Operators. The higher 
prevailing rates specified in said notice shall become the 
effective rates hereunder as of the f i r s t day of the month 
following thirty (30) days from the giving of said notice unless a 
Non-Operator by written notice to Operator within said thirty-day 
period shall do either of the following: 

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

(b) Propoae to operate for a lesser rate (which shall never be 
less than ths rats thsn in effect under the Agreement) 
than that proposed by operator's notics. In this event 
Non-Operator shall take over operations as of the 
beginning of the month following said thirty-day period 
unless ths sxisting Operator shall agree to operate at 
such lesssr rats. 

Any new rates established pursuant to this provision shall be 
subject to adjustment in ths sanner provided by Section I I I . l . 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 psrty hereto as debtor thereunder, this Agreesent should be 
held to be an executory contract within ths meaning of 11 u.s.c. 
$345, then the operator, or ( i f the operator i s ths debtor in 
bankruptcy) any othsr psrty, shsll be entitled to a dstersination 
by debtor or any trustss for debtor within thirty (30) days from 
the date an order for relief is entered under the Bankruptcy code 
as to the rejection or assusption of this Opsrating Agreesent. In 
the event of an assusption. Operator or said other party shall be 
entitled to adequate assurances as to future performance of 
debtor's obligation hereunder and the protection of the interest of 
a l l ocher parties. 

:wp i 
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1 ARTICLE XVI. 

2 MISCELLANEOUS 

3 
4 Tha agreement shaH.bc binding upon and shaU inure to the benefit of the parties hereto and to their respective heirs, devisees, 
3 legal representatives, successors and assigns. 
6 
7 This insffument may be executed ia any number of counterparts, each of which shall be considered an original for all purposes. 
a 
9 

10 
11 
12 O P E R A T O R 
1 3 SANTA FE ENERGY OPERATING PARTNERS, L.P. 
1 4 By: Santa Fe Pacific Exploration Company 
1 5 Managing General Partner 
16 y { < * ;- • " ' 

, B v : V 
T . S . Parker;'"'Attorney-in-Fact 

IN WITNESS WHEREOF, dus agreement shaU be effective as of day of 19 9 3 

17 
18 
19 
20 
21 

22 N O N - O P E R A T O R S 
23 
24 
2) 
26 
27 
28 
2 9 T i t l e : T i t l e : 
30 

•̂PROVED 

Skipper Hamilton, Inc. Donahoe Oil & Gas Company 

By: BY: 

Yates Petroleum Company Graystone Corporation 

Title: Title: 

31 
32 

33 2li : 
34 
33 
36 
37 Yates Orilling Company 
39 

39 By: 

Title: 

Title: 

40 

«1 Title: 

^ Myco Industries* Inc. 

41 
46 
47 
4t 
49 

^ ABO Petroleum Corp. 

31 
32 B * : 

33 
34 
33 
3S 
» a* 
39 
39 
69 
61 
62 
6i » 

64 "« 
63 

0* 

•o 



ACKNOWLEDGMENTS 

STATE OF TEXAS ) 
) 

COUNTY OF MIDLAND ) 

This instrument was aclcnowledged before me this 24th day of 
j u n e , 1993, by T.S. Parker, Attorney-in-Fact for 

Santa Fe Pacif ic Exploration Company, Managing General Partner of 
Santa Fe Energy Operating Partners, L . P . , a Texas limited partnership, 
on behalf of said limited partnership. 

Sandra Lovers I \ / S O l L / t J _ A / , L^o ._. 
Notary Public, Stat.of T«O» [ " "Notary Public, "State of Texas 

My Commliilon Expirss 7-30-94 



EXHIBIT "A" 

Attached and made a part of that certain Operating Agreement dated j u n a 7 ? 

1993 by and between Santa Fe;Energy Operating Partners, L.P. as Operator and' 
the other parties hereto as Non-Operator 

I. LANDS SUBJECT TO THIS AGREEMENT: 

Township 22 South of Range 24 East, NMPM 

Section 5: ALL 
Containing 692.88 acres 
Eddy County, New Mexico 

I I . DEPTH RESTRICTIONS 

There are no depth restrictions. 

I I I . FRACTIONAL INTERESTS OF THE PARTIES TO THIS AGREEMENT: 

GWI 
Donahoe Oil & Gas Co. Et Al 18.19052Z 
Skipper Hamilton 9.42270Z 
Greystone Corporation 3.76900Z 
Yates Petroleum Corporation .230921 
Yatea Drilling Company 1.84736Z 
ABO Petroleum Corporation 1.84736Z 
Myco Industries, Inc. 1.84736Z 
Santa Fe Energy Operating Partners, L.P. 62.84478Z 

100.00000Z 

IV. OIL AND GAS LEASE SUBJECT TO THIS AGREEMENT: 

A. Federal Oil and Gas Lease # NM-81217, dated April 1, 1989 by 
and between USA as Lessor and Donahoe Oil & Gas Company, as 
Lasses and covering Lots 1 through 4 Inclusive and the S/2 
NW/4, SI/4 NE/4, S/2 of Section 5, Township 22 South, Range 
24 EasC* NMPM Eddy County, Nev Mexico containing 652.88 acres. 

1. Federal Oil and Gas Leese # NM-78214 dated December 1, 1988, 
by and bstveen the USA as Lessor and Yates Petroleum Corporation 
as Leaae* and Insofar only as said Lease covers the SW/4 of NE/4 
of Section 3, Township 22 South, Range 24 East, N.M.P.M., Eddy 
County, New Mexico containing 40.00 acres. 

V. ADDRESSES OF PARTIES FOR NOTICE PURPOSES: 

Donahoe Oil 4 Gas Company 
3550 North Central Ave. 
Suite 1720 
Phoenix, As 85012 
(602) 266-0370 

Greystone Corporation 
P.O. Box 11390 
Phoenix, As 85060 
(602) 955-7337 

Skipper Hamilton, Inc. 
6402 FM 307 
Midland. Texas 79701 
(913) 684-7234 

Yates Drilling Company 
Yates Petroleum Company 
Myco Induatles, Inc. 
ABO Petroleum Corp. 
10) South Fourth Street 
Artesia, NM 88210 
(303) 748-1471 



EXHIBIT "B" 

Attached to and made a part of that certain Operating Agreement dated 
June 22. 1993--" by and between Santa Fe Energy Operat 
Partners. L.P. , aa Operator and Donahoe Oil 
*• r.a« rnnroanv. et al , aa Non-Operator s 

OMITTED 
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» K o m m « n d « i i by Council 

of Pt t ro laum Accountant 

So<i«t<*« 

IS 
EXHIBIT " c " 

Attached to and made a part of . that certain. Operating Agreement dated June 22, 1993 
hy and between Santa Fe-- Energy Operating Part-norg, T P, aa Operator, and 

Donahoe Oi l & Gas Company 9 t a j B as Non-Operator a 

A C C O U N T I N G P R O C E D U R E 
JOINT O P E R A T I O N S 

I. GENERAL PROVISIONS 

1. Definitions 

"Joint Property" shall mean the real and personal property subject to the agreement to which this Accounting; Procedure 
is attached. 
"Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and mainte­
nance of the Joint Property. 
"Joint Account" shall mean the. account showing the charges paid and credits received in the conduct of the Joint Opera­
tions and which are to be shared by the Parties. 
"Operator" shall mean the party designated to conduct the Joint Operations. 
"Non-Operators" shall mean the Parties to this agreement other than the Operator. 
"Parties" shall mean Operator and Non-Operators. 
"First Level Supervisors" shall mean those employees whose primary function in Joint Operations is the direct supervision 
of other employees and/or contract labor directly employed on the Joint Property in a field operating capacity. 
"Technical Employees" shall mean those employees having special and specific engineering, geological or ether profes­
sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and problems 
for the benefit of the Joint Property. 
"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's 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 Manual as 
most recently recommended by the Council of Petroleum Accountants Societies. 

Statement and Billings 

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of che Ioint Ac­
count for che preceding month. Such bills will be accompanied by statements which identify the authority for expenditure. 
!ea.se or facility, and all charges and credits summarized by appropriate classifications of investment and expense except 
that nerns of Controllable Material and unusual charges and credits shall be separately identified and fully described ,n 
detail. 

I Advances and Payments by Non-Opera ton 
thirty (30) 

A. L'nles* otherwise provided for in the agreement, the Operator may require the Non-Operators to advance them 
-hare of estimated cash outlay for the succeeding month's operation within MsnsWrA days after receipt of the mil 
in* or by the first day of the month for which the advance is required, whichever is later. Operaior shall aiiju>t c.u-rt 
monthly billing to reflect advances received from the Non-Operators. 

thirty (30) 
It Kath Non-Operator -hall pay it* proportion of all lull* within inV—iISO*days after receipt. If paymentn,,t -TM,!». 

w ithm >ut h time, the unpaid balance shall bear interest monthly at the prime rate in effect at -The Chase 
Manhattan Bank on the first day of the month in which delinquency occurs plus 2v .>r the anv. • . n 

o.niract rate permuted by the applicable usury laws m the *taie m which the Joint Property is IOCUUMI x - > . r 
i» the lrv*r. plus attorney * fees, court costs, and other cu>ts m connection with the collection of unpaid .in:....-:. 

4. Adjustment* 

Payment .if anv »uvh hills «hsll not prejudice the right of any Non-Operator to pretest or question the curm i-, -
pr.iv.dwl. however, all bill* and suurmenta rendered to Non Operators by Operator during any calendar v, >r -
JUMWIV It* presumed te be true and correct after twenty-four\U) months following the end of any -uih v a . i 
unU-* * ithm the >aid twenty-four i'24l month period a Non-Operator take* wrtttee exception therein and 'ru*.-
i >t».r:iu*r U# adjustment No *lju»tmetu favorable ta Operaior «hall be made unless it is made within the -am* ;.r. 
| V n.« | The prmKMins.if this paritfrapri shsll not prevent adjustment* resulting from a physical in\enuir\ .f ' 
M iti-nal u» pru\i<l*«l for in SWIMMI V. 

( K[t,iIT e l>\ the Council of Petroleum Accountants Sooein-



! Mi 
5. Audits 

A. A Non-Operator, upon notice in writing toOperator and all other Non-Operators, shall have the right to audit Opera­
tor's accounts and records relating to tbe Joint Account for any calendar year within the twenty-four 124) month 
period following the end of such calendar year; provided, however, the making of an audit shall not ext«md the time 
for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this Section 
I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to conduct a 
joint audit in a manner which will result in a minimum of inconvenience to the Operator. Operator shall bear no por­
tion 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. 

6. Approval By Non-Operators 

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

II. DIRECT CHARGES 

Operator shall charge the Joint Account with the following items: 

1. Ecological and Environmental 

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

2. Rentals and Royalties 

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

3. Labor 

A. (I) 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. 

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

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

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to employs 
whose salaries and wages are criargeable to the Joint Account under Paragraph 3A of this Section II. Such costs under 
this Paragraph IB may be charged on a "when and a* paid basis" or by "percentage assessment" on the amount >f 
>alanes and wages chargeable to the Joint Account under Paragraph :IA of this Section II. If percentage i»e^mrnt 
is used, the rate shall be based on the Operator's cost experience. 

C Expenditures nr contributions made pursuant tu assessments imposed by governmental authority which ire .ippiu inie 
to operator's rmu chargvable to the Joint Account under Paragraphs :tA and :<B of this Section II. 

P iYr*>nal Kxprnses uf those employees whose »alarii"< mil w.j)f*> are chargeable to the Joint Account undi-r P ,: .; n 
<A uf this Section II. 

4. Kmployee Benefits 

Otwrator'* »-urr*nt n»u of established plans for employivs *p.up l.fo insurance, hospitalitatron. pension ivi.r. 
pun-haw. thrift. Iwnu*. and other Iwnefit plans uf a like n.uur* ippluahle to Operator's labor cuMchawdii. 
Vvwmnt untler Parujinsp^ 

ly rvsummended hy the Council of Petroleum Accountants Swieiir*. 

V Material 
Mau rtal pun ha ŝi ,* furoishwl hy Oyrralur fur IM<HI the l.nnt I'niprrty a* prmalrd ur*le* S^twri IV «>nk • • •' 

I*. | . un hav«r»l (>+ ># ir.msferml ut the Ju«nt I'morrty a» may Iv r^iuirwl fur imnveUiat* uw aful r, L-. -'. 
I . i.«»i»ii ri ».th iffiiu-ni i«il iiummHil n|upeaim«« Tht- munmljiion .if »urplus -lixks -halite .... i. •! 

r» l r j n - . i H i r l a t K . i l 

!-,•._..<•>,: •, f . | ' ..I \| ,i, ri tl . , , -..,r\ -r • »v I • 'U i i|« r iti..n» dut «>.l>|« I t'< thr f..ll«n* ' i 

\ ;' \\ , , r , . . ,,| • t ,« r>\ ••>: •».•";•' .i.r - » ,r. -r -.tru-r {•r*>prrttv-» r<< • " i f f 
• \ . i i i i . r • " i - ! . ••< • «v »• .r«-»l r r l . a l . l r *upp.t -li.r»- . *. • • 



B. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the Joint Ac­
count for a distance greater than the distance to the nearest reliable supply store where like material is normally 
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be 
made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the 
Parties. 

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

7. Services 

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

S. Equipment and Facilities Furnished By Operator 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate 
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating expense. 
insurance, taxes, depreciation, and interest on gross investment less accumulated depreciation not to exceed 
—twelve percent (__L2__l>f>) per annum. Such rates shall not exceed average commercial rates currently pre­
vailing in the immediate area of the Joint Property. 

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

9. Damages and Losses to Joint Property 

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

10. Legal Expense 

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and 
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to protect 
nr recover the Joint Property, except that no charge for services of Operator's legal «taff or fees or expense of out> tie attor­
neys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be covered hv 
overhead provisions of Section (II unless otherwise agreed to by the Parties, except as provided in Section I. Paratira;>h 
A 

11. Taxes 

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation there•>!' 
nr the production thervfrom. and which taxes have been paid by the Operator for the benefit of the Parties If tne ui 
rem taxes are based in whole or in part upon separate valuations of each party's working interest, then noiwun>i.i!-.:.-c 
anwhmg to the contrary herein, charges to the Joint Account shall be made and paid by the Parties hereto m acc r i.i e 
with the tax value generated by each party's working interest. 

l i . Insurance 

Net premiums paid for insurance required to be carried f<>r the Joint Operations for the protection of the I' n " • - '; 
event Ioint Operations are conducted m a -late m which Operator may act .us -elfinsurer for Worker's d r r ;*--i-
or Kmploven l..alnliiy under the respective state's law- i iperatur may at its election, include the n«k 
insurance program and m that event. Operator shall mrludo a » harge al Operator * cost not to exceed man ,.i 

I I . id Kerlamatran 

C.»l.« m« urr«H| fur idandunmi-nt of ihe Inmt l'r«|*«rtv including .o»ts required hy governmental 
aulhuritv 

14 I ommunn a trans 

.1 "f It ' | : n r i n g U-ajong metalling operating, repairing and maintaining communication »v-tenis 
r u \ » i \ t - i i i l 

'; . c t'.-r 

l.nsilv M-rv >ng thr Joint I'roprrlv In iru- .vent » ummumi ation facilities , k -wm« . 
| , * ,i g,.» I,, -hr I..ml \. i "'inl .h ,|| l». Hade is prov idrd i» I' »r irfr ti> *• •< 

i Mher r \ pvndiiurr* 

I • » ,« s , , 11 11 ,r i ^, 

r-r -.-« r - . ^ r v i i . l ; . r - - i « r 



III. 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 IA, or 
( ) Percentage Basis, Paragraph IB 
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and salaries 
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph 
3A, Section II. The cost and expense of services from outside sources in connection with matters of taxation, traffic, 
accounting or matters before or involving governmental agencies shall be considered as included in the overhead rates 
provided for in the above selected Paragraph of this Section III unless such cost and expense are agreed to by 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: 

( ) 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 S 5,200.00 

(Prorated for less than a full month) 

Producing Well Rate S 520.QQ 

12) Application of Overhead - Fixed Rat* Basis shall be as follows: 

(ai Drilling Well Ral* . 
(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date the drill­

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

(2) Charges for wells undergoing any type of workover or recompletion for a period of five i i) consecutive 
work days or more shall be made at the drilling well rate. Such charges shall be applied for the per od 
from data workover operations, with rig or other units used in workover. commence through date <f r g 
or other unit release, except that no charge shall be made during suspension of operations for fifteen 
(151 or more consecutive calendar days. 

ib) Producing Well Rates 

ill An active well either produced or injected into for any portion of the month shall be considered a.- a >ne-
well charge for the entire month. 

12) Each active completion in a multi-completed well in which production is not commingled down N.ie -n i l 
be considered w a one-well charge providing each completion is considered a separate well by the ^ r r n 
mg regulatory authority. 

CO An inactive gas well shut m bevau.-* uf overproduction or failure of purchaser to take the pn.lu. 
lie .onsidernl a* a one-well charge providing the gxs well is directly connected to a p,rrm.m.-t . 
outlet. 

11) \ one-well charge shall be mail* for the month m which plugging and abandonment o^r a n-
,.1,-ted on any well. Thw one-well charge -hall be made whether or not the well has pn*hu. i -
drilling well rate applum 

r.i All oilier inactive wells (including but not limited u» inactive **lls covered hy unit alluwai-e • 
dile. transferred allowable, etc j shall not 'iuabfy for an overhead charge. 

, ii lh,- w,-ll r.it.^ >hall I* adjusted a* o/ the first day of April rath year following the effective date f fe • 
t.. v huh thi. Wi'ounimg I'naedure i» attache*!. The adjustment »hall lie computed bv muli.piv ' 
r. -1Iv n ,M Cv thr i^ri '-ni.ige .n« rtvi«* ..r-l.s r-:t>t-in thr ivrr ige we-klv earnings of i ro.le I', r , 
V' .1... i .n v\..rk,-rs f..r the U«l . alrndar v. ir ...mitred to the « alendar v.-.ir prevedmg AS -n...v - . -• 
f ... r ». . WI v . .ri.ng*. -f I fi.le l'.-tr..lvwm ' I'r-.lm tion \V..rher- a.s published Cv I 
., > r i i I ,i.,r It ir.-,., f I ,t..r «>t.,i..C. « .r i«v . •. ..v .,1,-ni I '.tnadiaO .ndei CM" 1 ' 1 -"' 1 

I '•<• ,.|. , -u. | r it, » -n i,i '•, -*r ' it. « . .rr. nllv .n .«* pfi» -t •»!•"••» " ' 



(a) Development 

- Percent ( %) of the cost of development of the Joint Property exclusive of cosits provided 
under Paragraph 10 of Section IKand all salvage credits. 

(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 determining charges on a percentage basis under Paragraph IB 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 Prop­
erty: also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning 
when the well is not completed as a producer, and original cost of construction or installation of fixed assets, the 
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction as 
defined in Paragraph 2 of this Section III. All other costs shall be considered as operating. 

2. Overhead - Major Construction 

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of 
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the 
Joint Property. Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint 
Account for overhead based on the following rates for any Major Construction project in excess of $ 25.OOP.00 : 

% of first S 100.000 or total cost if less, plus 

% of costs in excess of $100,000 but less than $1,000,000. plus 

% 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 
lo restore the Joint Property to th* equivalent condition that existed prior to the event causing the expenditures. Operator 
shall either negotiate a rate prior to charging the Joint Account or shall charge th* Joint Account for overhead ba.-ed 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 $1,000,000: plus 

C 1 % of total costs in excess of $1,000,000. 

Expenditure* subject to the overheads above will not be reduced by insurance recoveries, and no other overhead ; PA i 
>ion> of this Section IU shall apply. 

4. Amendment of Rales 

The overhead rates provided for m this Section lit may I* amended from time to lime only by mutual agreement \. 
the Parties hereto if. in practice, the rates are found to lw insufficient or excessive. 

IV PRICING OK JOINT ACCOUNT MATERIAL PI Rl MASKS. TRANSFERS AND DISPOSITlo\> 

(iprrator is responsible for Joint Account Material and shall make proper and timely charge* and credits for id M 
mem* ifftcting the .lo ni Property Operator shall provuic all Maun.il for use on the Joint Propertv hmm. -
option, such Material may lie supplied by the Non-Operator Operator shall make timely disposition of ..IU . 
Material. *uch disposal being made either through «ale to Oprralur or Non-Operator, division in kind. '>r •.,.«• 
i 'iterator mav purchase but shall be under no obligation to purchaw. mterrd uf Non-Operator* m surplus. i 
Mau-nal The disposal of surplus Controllable Material not purcha -̂d by the Operator shall be agreed to bv 

I I'urrhtM"* 

M at. r tl p«(r» ra>Ms| -hall Is* . h irged at Ihe price paid bv i ijirrator after deduction of all .liM-ount- < . i 
\ l .!, r ii ' .on,I t.i U- • (,•',•» hvr ..r ri t irn«-d to vendor f<>r artv .(her re:i«on<. , 'edit •Mall I*- pa»>ed "v 
> •' . 1 M i , H 1

 k . ! . , r n r, , , n , , | I iv I " | » - r l l i . f 
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flffij 
A. New Material (Condition A) 

(1) Tubular Goods Other than Line Pipe 

(a) Tubular goods, sized 2H inches OD and larger, except line pipe, shall be priced at Eastern mill published 
carload base prices effective as of date of movement plus transportation cost using the 30.000 pound carload 
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 trans­
portation cost from that mill to the railway receiving point nearest the Joint Property as provided above in 
Paragraph 2.A.(lXa). For transportation cost from points other than Eastern mills, the 30.000 pound Oil 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, to 
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 o b. 
the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate per weight 
of tubing transferred, to the railway receiving point nearest the Joint Property. 

(2) Line Pipe 

(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.(lHa) as provided above. Freight 
charges shall be calculated from Lorain. Ohio. 

(b) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) less than 30.000 pounds 
shall be priced at Eastern mill published carload base prices effective as of date of shipment, plus 20 percent, 
plus transportation costs based on freight rates as set forth under provisions of tubular goods pricing: in Para­
graph A.t Ua) 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.o.b. the point of manufacture 
at current new published prices plus transportation cost to the railway receiving point nearest the Joint 
Property. 

id) 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. 

13) < >ther Material shall be priced at the current new price, in effect at dat* of movement as listed by a reliable -uppiv 
store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the rail A ay 
receiving point nearest th* Joint Property. 

14) l'nused new Material, except tubular goods, moved from the Joint Property shall be priced at the current ne A 
price, in effect on data of movement as listed by a reliable supply store nearest the Joint Property or point t 
manufacture, plus transportation cost*, if applicable, to the railway receiving pnint nearest the Joint Pr i er*\ 
L'nused new tubulars will be priced as provided above in Paragraph 2 A11) and (2). 

R i iuud L'>ed Material (Condition B) 

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

111 Material moved to the Joint Property 

At twenty.five iwrreni (7Vi.» of current new price a.s determined hy Paragraph A. 

12l Material used on and moved from the Joint Propvrtv 

lai \t «eventy five percent iT.I'U of current new price LS determined by Paragraph A. if Material A I- „• 
i harged to (he Joint Account aa new Material or 

ibi At s,Ttv five penent IIS.V».» of current new price, xs determined by Paragraph A. if Material A i-
i hargvd tu the Joint Account a* used Material 

i t) Material not u**d on and moved from the Joint Property 

\t -s-ventv five percent (?*>M of current new price a* determined by Paragraph A 

Thr . N.I •>( n<i unditurning if anv shall lw al*»urli*d by the transferring property 

i ' >(ht-r I - .s( \ f , ( , n il 
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(2) Condition D 

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

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

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

(3) Condition E 

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

D. Obsolete Material 

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

E. Pricing Conditions 

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

(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 bii'mg 
Son-Operators for such Material.. Each Non-Operator shall have the right, by so electing and notifying Operator v,thn 
ten days after receiving notice from Operator, to furnish in kind all or part of his share of such Material suitable for u.-e 
and acceptable to Operator. 

Warranty of Material Furnished By Operator 

i tperuior does not warrant the Material furnished. In ca>e of defective Material, credit shall not be passed to he 1 -t 
Accuunt until adjustment has been received by Operator from the manufacturers or their agents. 

V. INVENTORIES 

operator -hall maintain detailed records of Controllable Material. 

Periodic Inventories. Notice and Representation 

U reasonable intervals, inventories shall l« taken hy Operator of the bunt Account Controllable Material Wr >.-,••• 
..f .mention lo take inventory shall lie given by Operator it least thirty ctot (lays before any inventory - to ;•_- ^ 
V.r i iperafor. may l«e represented when any .nventorv is taken Failure of Non-Operator* to Ive rcprcse-v. • I 
i .rv .hail i.md Non-operator* to accept the .nve'Uory :.ik.n operator. 

Reconciliation and Adjustment uf Inventories 

\.|ju*imcnt.* to the Joint Account resulting from the re...», hat^n .f a physical inventory -hall be ' ' 
o..,nths following the taking of the inventory Inventorv idjti*io<ent.* shall I * made by Operatur to ihe I 
-.veragv* and shortages, but. Operator shall be held aimoniable only for shortages due to lack of rea-..r • 

s-tterial Inventories' 

s|«sial nv«.nu/r.es mav )» Liken wht-nrver there is .mv sale . hang* of interest, or change ofIiprraU.r .n • * 
Ii -r-all the loiv ,.f the party selling to notify all ..iher Partus as .paivklv a.* |»»*sible after the iran-f^ r ' 
, !». . 11 - .. n . v.se* '..th (he M-lbr an.l the cur» baser .halM*-govrrre.1 bv .uch inventory In . •• . 
f i '(* r ii..r ill I' irt.«-» shall l» governed bv -ot h >n\\ nturv 

r \ p. U s e -.f I on.lui l ing Inventor ies 



EXHIBIT "D" 

INSDIUHCB 

Attached hereto'and made a part of that certain Operating 
Agreement dated T,IT,a 22 1993 , by and between 

Santa Fe Energy Operating Partners, L.P. as Operator and 
Donahoe Oil & Gas Company, Pf *1 , as Non-Operator s 

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

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

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

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

(d) Insurance coverage of the types and amounts as set out in 
subsections (a), (b) and (c) hereinabove on subcontractors, service 
companies, and a l l 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 a l l of their employees, except that Operator may 
require each sueh subcontractor, service company, or other person or 
organization to provide his, its or their own insurance coverage of the 
type* end in tho amounts specified hereinabove, and such person or 
organization, under 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 inno ?? , 19 93 

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

And Donahoe Oi l & Gas Company et a l , as Non-Operator s 

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 rime while this Agreement is in effect take the full 

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

automatically become effective. 

2. During the period or periods when any Party hereto has no market for all of 

its share of gas produced or its purchaser does not take its full share of gas produced, the 

other Parties shail be entitled to produce each month one hundred percent (100%) of the 

allowable assigned or in the absence of an assigned allowable the maximum production 

capacity and shall be entitled to take and deliver to its or their purchaser such gas 

production; provided, however, no party shall be entitled to produce, own and dispose of 

each month more than three hundred percent (300%) of 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 Operanng 

Agreement, but the Party or Parties taking such gas shall own all of such gas delivered to 

its or their purchaser. 

3. On a cumulative basis, each party not taking or marketing its full share ot 

gas produced shall be credited with gas m storage equal to us full share of the LIS 



produced under this Agreement, less its share of gas used in lease operations, vented or 

lost, and less that portion such Party took or delivered to its purchaser. The Operator (as 

that term is defined in the Operating Agreement) will maintain a current account of the 

gas balance between the Parties and will furnish all Parties hereto monthly statements 

showing the total quantity of gas produced, the amount used in lease operations, vented 

or lost, the total quantity of liquid hydrocarbons recovered therefrom, and the monthly 

and cumulative over-and-under account of each Party. 

4. At all times while gas is produced, each Party hereto will make settlement 

with the respective royalty owners to whom it is accountable, just as if each Party were 

taking or delivering to a purchaser its share, and its share only, of such gas production 

exclusive of gas used in lease operations, vented or lost. Each Party hereto agrees to 

hold each other Party 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 simiilar 

interests. 

5. After nodce to the Operator, any Party which has gas in storage pursuant to 

the terms hereof at any time may begin taking or delivering to its purchaser its full share 

of the gas produced less such Party's share of gas used in operations, vented or lost. In 

addition to such share, each Party including the Operator, until it has recovered its gas in 

storage and balanced the gas account as to its interest, shall be entitled to take or deliver 

to its purchaser a share of gas determined by multiplying 30% of the interest in the 

current gas production of the Party or Parties without gas in storage by a fraction, [he 

numerator of which is the interest of such party with gas in storage and the denominator 

of which is the total percentage interest of ail Parties with gas in storage currently taxing 

or delivering to a purchaser. 

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

anv and ail production taxes due on such gas. 



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 :o 

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 that 

for which settlement is made. The price basis shall be the rate collected from time to 

time, which is not subject to possible refund, as provided by the Federal Energy 

Regulatory Commission pursuant to final order or settlement applicable to the gas 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 with respect thereto. The operator shall have no liability with 

respect to the correctness of the funds received by it from any overproduced party or on 

account of the failure of any overproduced party (other than Operator if it is 

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

9. Nothing herein shall change or affect each Parry's obligations to pay us 

proportionate share of all costs and liabilities incurred, as its share thereof is set forth in 

the Operating Agreement. 

10. The terms and provisions of this Agreement shall apply separately to each *dl 

and/or separate completion in each well. Underproduction on one well or completion 

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

11 Notwithstanding anything contained herein to the contrary, no Party shall rû e 

C U . D U O i . 1 



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-ln such completion. As used herein, the term "Ultimate Recoverable 

Reserves" is defined as the sum of cumulative production to date together with estimated 

quantities of natural gas which geological and engineering data indicate to be recoverable 

in future years from a completion in a particular well under existing and anticipated 

economic and operation conditions, as such quantities may be from time to time revised. 

Operator shall be responsible for determining the Ultimate Recoverable Reserves 

attributable to each separate completion and shall advise each of the non-operators of its 

determination from time to time as such determination is made, but no less frequently 

than once every twelve (12) months. For a period of thirty (30) days following mailing 

of a notice of determination, Non-Operators may submit to Operator proposed 

adjustments to such reserve determination which Operator may accept or reject, and any 

revision by Operator shall be made with said thirty (30) day period. Operator's 

determination, however, shall be final unless within thirty (30) days after mailing to Non-

Operators of any such reserve determination or a revision thereof, Non-Operators 

comprising not less than fifty percent (50%) of the working interest in the completion 

zone for which the determination is made request an independent determination of 

reserves. If such a request is made, then such reserves for such completion zone shal l be 

determined by an independent reservoir engineering consulting firm acceptable to a 

majority of working interest owners, and the cost of such independent determination shall 

be charged to the joint account. 

At such time as a Party had produced eighty percent (80%) of its proportionate 

share of Ultimate Recoverable Reserves, such Pany may make no further sales ot gas 

production from such completion zone which will not be in balancing with the sales of 

other Panics without Operator's consent. Operator may refuse to consent to out or 

balance sales until the Party desiring to sell has furnished Operator with adequate 

assurance of such Parry's ability to pay future costs which may be subsequently 

chargeable to such Pany under the Operating Agreement and to pay any potential cash 

balancing under this Gas Balancing Agreement upon depletion. Such assurance may *e 
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in the form of a bond or letter of credit or in any other form as the Operator deems 

appropriate. A Party may not produce more than one hundred percent (100%) of its 

proporuonate shart of Ultimate Recoverable Reserves without the written approval of ore 

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 

well or completion, then unless the assignment instrument otherwise specifically provides, 

such sale or assignment shall include all of the interest of such underproduced party in 

gas to be produced attributable to such assigned interest, all of such underproduced 

party's right to make up gas attributable to such assigned interest, and all of such 

underproduced party's right to any cash payment that may be due hereunder after the 

effective date of the assignment attributable to the assigned interest. The selling or 

assigning party shall look solely to its purchaser or assignee for any interest in the gas. or 

cash payment to which.such party may be entided. If any overproduced party sells or 

assigns all or any portion of its interest in the well or completion, the interest sold or 

assigned shall be burdened by the right of all underproduced parties to take a portion of 

the gas produced attributable to such interest as provided herein, and the assignee shall be 

subject to the obligation to make cash payments to the underproduced parties as provided 

herein that become payable after the effective date of such assignment. The assignor 

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

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 
between •_ 
and '_ 

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

EQUAL OPPORTUNITY CLAUSE 

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

(1) 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 shail include, but not be 
limited to the following: Employment, upgrading, demotion, or transfer, 
recruitment or recruitment advertising; layoff or tennination; rates of pay or 
other forms of compensation; and selection for training, including apprenticeship. 
The Contractor agrees to post in conspicuous places, available to employees and 
applicants for employment notices to be provided by the contracting officer 
setting forth the provisions of the nondiscrimination clause. 

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

(3) The Contractor will send to each labor union or representative of workers with 
which he has a collective bargaining agreement or other contract or 
understanding a notice to be provided by the agency contracting officer, advising 
the labor union or workers' representative of the Contractor's commitments 
under Section 202 of Executive Order 11246 of September 24, 196S. and shall 
post copies of the notice in conspicuous places available to employees and 
applicants for employment. 

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

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

(6) In the event of the Contractor s noncompliance with the Nondiscrimination 
clauses of this Agreement or with any or such rules, regulations, or orders - s 
Agreement may be cancelled, terminated or suspended in whole or m pan ind 
the Contractor may be declared ineligible for further Government contracts n 
accordance with procedures authorized tn Executive Order 112-16 or September 
24. 1965. and such other sanctions may be imposed and remedies invoked ^ 
provided m Executive Order 11246 or September 24. 1965. or nv -.e 
'emulation, or order or the Sexreurv or Labor, or as otherwise provided 



(7) The Contractor will include the provisions of paragraphs (I) through (7) in every 
subcontract or purchase order unless exempted by rules, regulations, or orders 
ofjthe 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: 

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

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

CERTIFICATE OF NONSEGREGATED FACILITIES 

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

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



EXHIBIT "H" 

Attached to and made a part of that certain operating 
Agreement dated February 1, 1993, by and between Santa Fe 
Energy Operating Partners, L.P., as Operator, and Barbara 
Fasken, et al, as Non-Operators 

MEMORANDUM OF OPERATING AGREEMENT. SECURITY AGREEMENT 
AND FINANCING STATEMENT 

1. This Memorandum of Operating Agreement, Security Agreement 
and Financing Statement (hereinafter called "Memorandum11) shall be 
effective when the Operating Agreement referred to in Paragraph 2. 
below becomes effective. 

2. Ths parties hereto have entered into an Operating Agree­
ment, providing for the development and production of crude oil, 
natural gas and associated substances from the lands described ir. 
Exhibit "A" attached hereto (hereinafter called the "Contract 
Area**), and designating Santa Fe Energy Operating Partners, L.P., 
as Operator, to conduct such operations. 

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

4. The purpose of this Memorandum i s to more fully describe 
and implement the liens and/or security interests provided for in 
the Operating Agreement, and to place third parties on notice 
thereof. 

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

Each Mon-Operator grants to Operator a lien upon i t s o i l 
and gaa rights in ths contract Area, and a security 
interest in i t s share of o i l and/or gas when extracted 
and i t s Interest in a l l equipment, to secure payment of 
i t s share of expanse, together with interest thsreon at 
ths rate provided in Exhibit "C" to ths Operating Agree­
ment. To ths extent that Operator has a aecurity 
interest under ths Uniform Commercial Cods of ths state, 
operator shall be entitled to exercise ths rights and 
ressdies of a eecured party under the Cods. Ths bringing 
of a suit and ths obtaining of a judgment by Operator for 
ths sscursd indsbtedness shall not bs deemed an election 
of remedies or otherwise affect ths lien rights or 
security interest as security for ths payment thereof. 
In addition, upon default by any Non-Operator in the 
payment of i t s shars of expense, Operator shall have the 
right, without prsjudlcs to other rights or ressdies, to 
collect from ths purchassr ths proceeds fros ths sale of 
such Non-Operator'e shars of o i l and/or gas until the 
amount owed by such Non-Operator, plus interest, has been 
paid. Each purchaser shall bs entitled to rely upon 
Operator's written statesent concerning the amount of any 
default. Operator qrants a like Wen and security 
interest to the Non-Operators to secure payment of 
Operator's proportionate share of expense. 

If any party f a i l s or is unable to pay its share of 
expense witrun sixty (60) days after rendition of a 



statement therefor by Operator, the non-defaulting 
parties, including Operator, shall, upon request by 
Operator, pay the unpaid amount in the proportion that 
the interest of each such party bears to the interest of 
a l l such parties. Each party so paying its share of the 
unpaid amount shall, to obtain reimbursement thereof, be 
subrogated to the security rights described in the 
foregoing paragraph. ' 

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

A. Property Subiect to Security lntareata Created Hereby 

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

(2) All fixtures on the Contract Area. 

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

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

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

(6) All accounts, contract rights, rights under any gas 
balancing agreement, general intangibles, equipment, inventory, 
farmout rights, option farmout rights, acreage and or cash 
contributions, and conversion rights, whether now owned or existing 
or hereafter acquired or arising, including but not limited to a l l 
interest in any partnership, limited partnership, association, 
joint venture, or other entity or enterprise that holds, owns, or 
controls any interest in the Contract Area or in any property 
encumbered by this- Memorandum. 

(7) A l l ssvsrsd and extracted o i l , gas, and associated 
substances now or hereafter produced from or attributable to the 
Contract Area, including without limitation o i l , gas and associated 
substancss in tanks or pipslines or otherwise held for treatment, 
transportation, manufacture, processing or sals. 

(•) A l l ths proceeds and products of ths items described in 
the foregoing paragraphs now existing or hereafter arising, and a l l 
substitutions therefor, replacements thereof, or accessions 
thereto. 

(9) All personal property and fixtures now and hereafter 
acquired in furtherance of the purposes of this Operating 
Agreeasnt. Csrtain of ths above-described itess are or are to 
bscoss fixtures on ths Contract Area. 

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

B. Pranertv Subiect to Other Liens greeted Hereby 

(1) A l l real property within ths Contract Area, including 
a l l o i l , gas and associated substances of value in, on or under tr.e 
Contract Area which aay bs extracted therefroa. 

(2) All fixtures within the Contract Area. 

()) All real property and fixtures now and hereafter 
acquired m furtherance of the purposes of this operati.-q 
Agreement. 

7. The jbovc iteas will te financed at the wellhead of "~e 



well or veils located on the Contract Area, and this Memorandum is 
to.bs filed for record in the real estate records of the county or 
counties in which ths Contract Area is located, and in the Uniform 
Commercial Code records of the county or counties and state or 
statee in which the Contract Area is located. All parties who hav« 
executed the Operating Agreement, their interests in the Contract 
Area and their-addresses are sat forth on Exhibit "A" hereto. 

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

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

10. Upon expiration of the subject Operating Agreement and the 
satisfaction of a l l debts, the Operator shall f i l e of record a 
releass and termination on behalf of a l l parties concerned. Upon 
the f i l i n g of such release and termination, a l l benefits and 
obligations under this Memorandum shall terminate as to a l l parties 
who have executed or ratified this Memorandum. In addition, the 
Operator shall have the right to f i l e a continuation statement on 
behalf of a l l parties who havs executed or ratified this 
Memorandum. 

11. I t i s understood and agreed by ths parties hereto that if 
any part, term, or provision of this Memorandum i s by the courts 
held to bs il l e g a l or in conflict with any lav of the state where 
made, ths validity of ths remaining portions or provisions shall 
not bs affected, and ths rights and obligations of ths parties 
shall bs construed and enforced as i f ths Memorandum did not 
contain the particular part, term or provision hsld to bs invalid. 

12. This Memorandum shall bs binding upon and shall inure to 
ths benefit of ths parties hereto and to their respective heirs, 
devisees, legal representatives, successors and assigns. The 
failure of ons or mors psrsons owning an intsrsst in ths Contract 
Area to exscuts this Memorandum shall not in any manner affect the 
validity of ths Memorandum as to those persons who havs executed 
this Memorandum. 

13. A party having/ an interest in ths Contract Area can 
ratify this Memorandum by execution and delivery of an instrument 
of ratification, adopting; and entering into this Memorandum, and 
such ratification shall havs ths sass effect as i f ths ratifying 
party had executed this Memorandum or a counterpart thereof. By 
execution or ratification of this Memorandum, such party hereby 
conssnts to i t s ratification and adoption by any party who aay have 
or may acquire any interest in the Contract Area. 

14. This Memorandum may bs executed or ratified in one or 
•ore counterparts and a l l of ths executed or ratified counterparts 
shall togsthsr constituts ons instrument. For purpoees of recor-

- ) -



ding, only ons copy of this Memorandum with individual signature 
pagee attached thereto needs to be f i led of record. 

OPERATOR: 

APWOVED-

SANTA FE ENERGY OPERATING PARTNERS, L .P . 
By: SANTA FE PACIFIC EXPLORATION 

COMPANY, Managing General Par tner 

By: 
T.S. Parker, Attorney-in-Fact 

NON-OPERATORS: 

Donahoe Oil & Gas Company 

Greystone Oil & Gas Company 

Skipper Hamilton, Inc. 

Yates Petroleum Company 

Yates Drilling Company 

Myco Industries, Inc. 

ABO Petroleum Corp. 



ACKOWLEDGEMENTS 

STATE OF TEXAS ) 
) 

COUNTY OF MIDLAND ) 

This instrument was acknowledged before me this 24th ^ay Q£ 
June 1993, by T.S. Parker, Attorney-in-Fact for 

Santa Fe Pacific Exploration Company, Managing General Partner of 
Santa Fe Energy Operating Partners, L.P., a Texas limited partnership, 
on behalf of said limited partnership, 

Sandra Lovers 
Notary Public, State of Texas 

My Commission Expires 7-30.94 

•1 

Mstaxy Public, State of Texas 



STATE OF TEXAS ) 
) 

COUNTY OF ) 

This instrument was acknowledged before me this day of 
, 1993, by Skipper Hamilton. 

Notary Public, State of Texas 

STATE OF ) 
) 

COUNTY OF ) 

This instrument was acknowledged before me this day of 
, 1993, by 

Notary Public, State of 

STATE OF ) 
) 

COUNTY OF ) 

This instrument was acknowledged before me this day of 
, 1993, by 

Notary Public, State of 

STATE OF ) 
) 

COUNTY OF ) 

This instrument was acknowledged before me this day of 
, 1993, by 

Notary Public, State of 

STATE OF ) 
) 

COUNTY OF ) 

This instrument was acknowledged before me this day of 
. 1993, by 

Notary Public, State of 



Santa Fe Energy Operating Partners, L J*. 
Saata F» Pacific Explarattoa Compaay 
Managing C«a«ial Taitaar 

reified Mail P 322 149 178 / 

June 25, 1993 

Joe Walton 
P. O. Box 50895 
Midland, Texas 79710 

Re: OD-NM-4054 
Nagooltee Peak "5" Fed #1 
Section 5, T-22-S, R-24-E 
Eddy County, Nev Mexico 

Dear Mr. Walton: 

Enclosed is notice of-Santa Fe Energy Operating Partners, L.P. 's Application 
far Ccnipulsory Pooling far the captioned well. The hearing is scheduled 
before the New Mexico Oil Conservation Division on July 15, 1993. 

Also enclosed far your review and execution should you elect to participate, 
are the operating Agreement and a Well Cost Estimate. 

Yours very truly, 

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

Managing General Partner 

GG:pr 

Enclosure a/s 

pr2675 

Central Dmao* 
SSOWTuaa. SUM 1130 
Midland. Ttat* 79701 
91J/M74331 
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5 SENDER: 
3 • Completo m m 1 and/or 2 for adoWonei •ervicee. 
• • Complete M m 3. and 4a • b. 
9 « Prim your nam* and iddraaa or> tha reverse of thia form ae that wa can 
ft ratum this card to you. 
5 • Attach thia form to iha front of tha metloioce. or on tho beck If 

die Bracts number. 
Tha Return Rocojpt wel ahow to whom Aa article waa doeVorod and die data 

£ • Wma "(tatum Receipt Requeued" on the 

I also with to receive the 
following service* (for an extra C 
fM): I 

1. ID Addressee's Address j | 

2. • Restricted Delivery * 
Consult poatmastar for fee. Z 

3. Article) Addressed to: 
[JOE WALTON 

0 BOX 50895 
|MIDLAND, TX 79710 

I 
J Pt Form W l l , December 1991 * uxo#A:it»arjr«i DOMESTIC RETURN RECEIPT 

. Article Number 
P 322 149 178 

4b. Service) Typa M 
• Registered • Insured 
53 Certified • COO JS 
Q Expreee Mai • ?«uw» Receipt for S 

Merchandise * 
7. Oat* of 

9. Arwassaa's Address (Only if requested. 
and fM is paid, 

J 



Santa Fe Energy Operating Partners, L.P. 
Saata Fa Pacific Exploration Company 
Managing General Partner 

Certified Mail P 322 149 172 

June 22, 1993 

Greystone Corporation 
P. o. Box 11390 
Phoenix, Arizona 85060 

Re: 0D-1M-4054 
Nagooltee Peak "5" Fed #1 
Section 5, T-22-S, R-24-E 
Eddy County, New Mexico 

Gentlemen: 

Enclosed is notice of Santa Fe Energy Operating Partners, L.P.'s Application 
for Conpulsory Pooling for the captioned well. The hearing is scheduled 
before the New Mexico Oil Conservation Division on July 15, 1993. 

Also enclosed for your review and execution should you elect to participates, 
are the Operating Agreement and a Well Cost Estimate. 

Yours very truly, 

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

Managing General Partner 

GG:pr 

Enclosure a/s 

pr2666 

, Division Landman 

Central Division 
550 W Tesu, Suite 1330 
Midland. Taxes 79701 
913/687-3531 



— ( 

P-.3S5 141 172 
* 

Receipt for 
Certified Mail 

- No Insurance Coverage Provided 
uHttosTUM Do not use for International Mail 

(See Reverse* 
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CO 
CO 
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S e m GREYSTONE CORPORATION 
Street ano -No „ . 

P 0 BOX 11390 
P O.. Stale ana ZIP Code 

PHOENIX- ARIZONA 85060 
Postage 

$ 
Certified Fee 

Specia: Delivery Fee 

Restricted Delivery Fee 

Return Receiot Showing 
to Whom & Date Delivered 

Return Aecetot Showing to Whom, 
Date, and Addresspe s Address 

TOTAL Postage 
& Fees $ 
Postmark or Oate 

MAILED 6/23/93 

Fold at l ine over t o p of envelope t o t h e 

n y h t of the re turn address 

I 
CERTIFIED 
P 322 m i 172 

MAIL 





06-21-1933 09:10 P. 33 

BEFORE T U Miff MEXICO OIL COMSRTfcTXO* DXVXSXO* 
.r 

APPLICATION OF SANTA FE ENERGY OPERATING 
PARTNERS, L.P. FOR COMPULSORY POOLING, No. 
EDDY COUNTY, NEW MEXICO. 

IPPLIOUIOM 

Santa Fa Energy Operating Partners, L.P. hereby makes 

application for an order pooling all mineral interests from the 

surf acs to ths bass of ths Cisco/canyon formation undsrlying all of 

Ssction 5, Township 22 South, Range 24 East, N.M.P.M., Eddy County, 

Nsw Msxico, and in support thereof states: 

1. Applicant i i an interest owner and has ths right to drill 

a well in said Ssction 5. 

2. Applicant proposes to re-enter ths Discovery Operating 

Walt Canyon 5 Pad. No. 1 Wsll, locatsd 1650 feet from ths South and 

East lines of Ssction 5, and dr i l l to a depth sufficient to test 

tha Cisco/Canyon formation, and seeks to dedicate al l of Section 5 

for a l l pools or formations spaced on 640 acres (including the 

Indian Basin-Upper Pennsylvanian Gas Pool). 

3. Applicant has in good faith sought to join all otner 

mineral or leasehold interest owners in Section 5 for the purposes 

sst forth herein. 

4. Although Applicant attempted to obtain voluntary 

agreements from all mineral or leasehold intsreet owners to 

participate in the drilling of the well or to otherwise commit 

their interests to ths wsll, certain interest owners havs failsd or 

rsfussd to join ln dedicating thsir acrsags. Therefore, Applicant 

JGB5\93956.p 



06-21-1993 09:19 P. 34 

sseks an ordar. pooling al l mineral and leasehold interest owners 

underlying Section 5, as described above, pursuant to N.M. Stat. 

Ann. I 70-2-17 (1987 Rap!.)-

5. Applicant reguests the Division to consider the cost of 

drilling and completing ths wsll, ths allocation of ths cost 

thereof, as wsll as actual opsrating charges and costs ohargsd for 

supervision. Applicant requests that i t be designated as operator 

of ths wsll and that the Division set a penalty of 200% for ths 

risk involvsd in drilling ths wsll. 

6. Ths pooling of all intsrssts undsrlying all of Ssction 5, 

as described above, will prsvsnt ths drilling of unnecessary walls, 

prsvsnt wssts, and protsct eorrslativs rights. 

WHEREFORE, Applicant requests thst ths Division grant ths 

rsiisf requssted above. 

Respectfully submitted, 

HINKLE, COX, EATON, COFFIELD 
& HENSLEY 

James Bruce 
Bbst Office Box 2068 
Santa Fe, Nev Mexico 67504-2068 
/(505) 982-4554 

Attorneys for Applicant 

2-



NAGPEAK SANTA F E ENERGY OPERATING PARTNERS,L.P. 
GENERALIZED WELL COST ESTIMATE 

NAME: Nagooltee Peak "5" Fed. Cora. No.l 
LOC: 1650» FSL & 1650' F E L , Sec.5,T22S,R24E, Eddy County, New Mexico 

DESC: Re-Enter the Discovery Operating-Walt Canyon "5" Fed. No.l 
Complete as an 8,600' Cisco/Canyon Oi i Well 

ACCOUNT DESCRIPTION OF COSTS ! DRY HOLE PRODUCER 

j 
501-000 TANGIBLE WELL COSTS 

-41 CONDUCTOR CSG ! 
-41 SURFACE CSG 
-41 PROTECTION CSG 
-41 INTERMEDIATE CSG . . . . j 

i 
-41 PROD CSG 5-1/2" 15.50 & 17.0 ppf K-55 LT&C @ 8600' 55,900 
-41 PROD LINER 
-42 TUBING 2 7/8" 6.5 ppf N-80 8-rd EUE @ 8,600' 23,650 
-43 WELLHEAD 2,000 6,000 
-44) PMPG UNIT 40,000 
-4E PRIME MOVER Ajax Engine 12,000 
-5C OTHER DWN HOLE EQUIP 2,500 
-5C RODS 20,000 
-5C SUBSURFACE PMPS 2,400 
-5E CSG EQUIP 1,500 
-5E ELECTRICAL 
-5E MISC. TANGIBLES 1,000 
-5E ROD EQUIP 
-5E TUBING EQUIP 2,000 

TOTAL TANGIBLE COSTS 2.000 166,950 

541-00C LEASE FACILITY COSTS 
-5C FLOW LINES 4,000 
-5C LABOR 10,000 
-5C OTHER PROD EQUIP 10,000 
-5C TANK FACILITIES 20,000 

TOTAL LEASE FACILITY COSTS 0 44,000 

511-0OC INTANGIBLE WELL COSTS 
-21 LOCATION 8,000 £1,000 
-22 FENCING 1,000 1,000 
-26 WTR & FUEL FOR RIG 8,000 11,000 
-31 CONTRACTOR MOVING EXP 20,000 20,000 
-32 CONT FOOTAGE OR TURNKEY 
-32 CONTRACTOR DAY WORK 12 days X *4500/day 54,000 54,000 
-33 ORLG FLUID & ADDITIVES 10,000 10,000 
-34 BITS & REAMERS 8,000 13,000 
-36 CORING & CORE ANALYSES 
-37 CEMENT 6,000 22,000 
-39 INSPECTION & TSTG OF TANG 9,000 
-41 DIRECTIONAL DRLG SURVEYS 18,000 113,000 
•42 DRILLING EQUIP RENTAL 8,000 3,000 
-4; OPEN HOLE LOGGING CNL/LDT/DIL 14,000 14,000 
•44 DRILL STEM TSTG 
-48 MUD LOGGING $400/day X 6 days 2,400 2,400 
•51 TRANSPORTATION 3,000 1 2,000 
•52 COMPLETION UNIT *1200/d X 8 days 9,600 
-53 COMPLETION TOOL RENTAL 4,000 
-54 CASED HOLE LOGS & PEflFING 8,000 
5S STIMULATION 20,000 
56 RIG SITE SUPERVISION »400/d X 15/25 days 6,000 1 0,000 

-72 ADMINISTRATIVE OVERHEAD 3,000 6,000 
-93 FSHG TOOLS a> EXPENSES 
-9S TESTING: BHP.G0R.4 PT.POT 4,136 

ABANDONMENT COST 7,873 
OTHER INTANGIBLES 

0 CONTINGENCY (10%) 17,727 25,914 
TOTAL INTANGIBLES 195.000 285,050 

TOTAL COSTS 197,000 496,000 

Drilling Dept:_ Dat*: 

Operations Oept: 

SFEOP.L.P. Approval By: 

Non Operator Approval By: 

Data 

Date: ^/ffi? 
Data: 
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A.A.P.L. FORM 610 • MOL FORM OPERATING AGREEMENT : 

, OPERATING AGREEMENT 
2 
3 THIS AGREEMENT; entered into by and ^ — " Sanra Fe Energy npt»rafln£ Partnort , T P 
4 hereinafter designated and 
5 referred to as "Operator", and the signatory pany or parues other than Operator, sometimes hereinafter referred to individwdly herein 
6 as "NonOperator". and collectively as "NonOperators". 
7 

8 WITNESSETH: 
9 

10 WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the Und identified m 
11 Exhibit "A", and the partis hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the 
12 production of oil and gas to the extent and as hereinafter provided. 
13 
14 NOW. THEREFORE, it is agreed as follows: 

16 ARTICLE I. 
17 DEFINITIONS 
18 
19 As used in this agreement, the following words and terms shall have the meanings here ascribed to them: 
20 A. The term "oil and gas" shall mean oil, gas, casinghead gas, gss condensate, and all other liquid or gaseous hydrocarbons 
21 and other marketable substances produced therewith, unless an intent to limit the inclusveness of this term is specifically stated. 
22 B. The terms "oil and gas lease", "lease" and "leasehold" shall mean the oil and gas leases covering tracts of Und 
23 lying within the Contraa Ares which are owned by the parties to this agreement. 
24 C. The term "oil and gas interests" shall mean unleased fee and mineral interests in tracts of Und lying within the 
2) Contraa Ares which are owned by psnies to this agreement. 
26 D. The term "Contraa Ares" shall mean all of the lands, oil and gas leasehold interests and oil and gas interests intimded to be 
27 developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehold interests and oil and gas interests 
28 are described in Exhibit "A". 
29 E. The term "drilling unit" shall mean the area fixed for the drilling of one well by order or rule of any sute or 
30 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 is estabbsh-
31 ed by the partem of drilling in. the Contract Area or as fixed by express agreement of the Drilling Parties. 
32 F. The term "drillsite" shall mean the oil and gas lease or interest on which a proposed well is to be located. 
33 G. The terms "Drilling Party" and "Consenting Party" shall mean a party who agrees to join in and pay its share ol the cost ol 
34 any operation conducted under the provisions of this agreement. 
3? H. The terms "Non-Druling Parry" and "Non-Consenung Party" shall mean a party who elects not to parucipate 
36 m a proposed operaoon. 
37 
38 Unless the context otherwise dearty indicates, words used in the singular indude the plural, the plural includes the 
39 singular, and dat neuter gender indudes the masculine and the feminine. 
40 
41 ARTICLE II. 

42 EXHIBITS 
43 
44 The foUowing exhibits, at indicated below and attached hereto, are incorporated in and made a part hereof: 
45 & A. Exhibit "A", shsl indude tht following information: 
46 il) Identification of lands subiea to tha agreement, 
47 (2) Restrict tons, il any. as to depths, formations, or substances. 
U) (3) Percentages or fractional interna ol paroes to tha agreement. 
19 (4) OU and gas lews and/or oil and gas mtemts subiea to this agreement. 
50 15) Addmecs of parties ior nooce purposes. 
M ~ 1 gnli i i i " Tim il Issis 
52 £ C. Exhibit "C". Accounting Procedure. 
5* £ 0 Exhibit "D". Insurance 
54 £ E. Exhibit "£". Gas Balancing Agreement. 
51 £ F Exhibit "F". Non DammMisnon and Certification of Non Srtrrtated Facilitm. 
V. G. Cahieai "Q'\ Tap Pjjuandun 
57 $ V F $ o ? & & o P l , ° M » ? e W ^ M W <nd "G". is mconsusen. w*h an, proviaon contained „ ^ 
5* of th« agreement, the pro* awns in the body ol iha aareement shall prevail. 
V) 

(41 

'•I 
••J 
..I 



A.A.P.L- FORM 610 MODEL FORM OPERATING AGREEMENT l^oj 

1 ARTICLE III. 
2 INTERESTS OF PARTIES 
3 
4 A. Oil and Gas Interests: 
5 
6 If any pany owns an oil and gas interest tn the Contract Area, that interest shall be treated for all purposes ot this agreement 
7 and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit "B". and the owner thereof 
8 shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee thereunder. 
9 

10 B. Interests of Parties in Cosa and Produaion: 
11 
12 Unless changed by other provisions, all costs and liabilities incurred in operauons under this agreement shall be Borne and 
13 paid, and all equipment and materials acquired in operations on the Contraa Area shall be owned, by the parues as their intenrsts are set 
14 forth in Exhibit "A". In the same manner, the parues shall also own all production of oil and gas from the Contract Area subiect to the 
15 payment of royalties to the extent nf one-eighth (1/8) which shall be bome as hereinafter set 'orth 
16 

17 Regardless of which party has contributed the leasers) and/or oil and gas interest(s) hereto on which royalty i<> due and 
18 payable, each party enutled to receive a share of production of oil and gas from the Contraa Area shall bear and shall pay or deliver, or 
19 cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shaill hold the 
20 other parues free from any liability therefor. No pany shall ever be responsible, however, on a price basis higher than the price received 
21 by such pany, to any other pany's lessor or royalty owner, and if any such other party's lessor or royalty owner should demand and 
22 receive settlement on a higher price basis, the pany contributing the affeaed lease shall bear the additional royalty burden attributable to 
23 such higher price. 
24 
2) Nothing contained in this Arucie IU.B. shall be deemed an assignment or cross-assignment of interests covered hereby 
26 
27 C Excess Royalties, Overriding Royalties and Other Payments: 
28 
29 Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any realty. 
30 overriding royalty, produaion payment or other burden on produaion in excess of the amount stipulated in Article III fl suth partv 
31 burdened shall assume and alone bear all such excess obligauons and shall indemnify and hold the other parties hereto harmless :i\ m -rn 
32 and aU claims and demands for payment asserted by owner* of such excess burden. 
33 
34 D. Subsequently Created Interests: 
35 
36 If any party should hereafter create an overriding royalty, produaion payment or other burden payable out ot r-roduitiun 
37 attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit " A . T 
*g *as not disclosed in writing to all other panies prior to the execution of this agreement by all panies. or is not a jointly acknowledged and 
1,9 accepted obligation of all parties (any such interest being hereinafter referred to as "subsequently created interest" irrespectiv e ot :hc 
iD timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter reterrt-J 
,1 to as "burdened party"), snd: 
\2 

1 If the burdened party is required under this agreement to assign or relinquish to any other pany. or parties, all or a portion 
V4 of its working interest and/or the produaion attributable thereto, said other pany. or parties, shall receive said alignment anJ or 
js, production free and clear of said subsequently created interest jnd the burdened pany shall indemnify and save viiJ other part v. 

or parties, harmless from any and all claims and Jem amis for payment asserted by owners of the subsequently in-ated IHHTPI 

-t7 and. 

18 

,0 2 If the burdened pany fails to pay. when due. its share of expenses ihargeable hereunder, all provisions of Article VI! R -r.M 
sai miorceable against the subsequently created interest m the same manner as they are enforceable against the working .nn u >* 
s,( the burdened party 
52 
st ARTICLE IV. 
51 T ITLES 
*,5 

V> A. Title Examination: 

<>* Title t-lamination shsll be rrttds on the drillsite uf any proposed well prior to commencement M vlnllme fxr^ n-
u> the Drilling Parties tu request, title examination shall be made on the leases arxDor mi and gas mtemts included, r planm-j • N- • 
<' <sl n ihe Jnllin* unit around such well. The opinion »ill iixloo* the ownership of the working interest, minerals. r..uiu v •-

• I »aln and pnsJuiiion pa>menu under the appUiMe leases \t the time a well is proposed, ea».h panv uinirihu'irt* U , ~ • jt 
• 2 a\ im. rrMi M iru- Jnllsue •< t»» r*t included «n s»xh JrilUn* unit, shall lurmsh to Operator all abstracts muuvlin* ti .:>. •.. •<« 

» fi-r* •:•.«• finii*!* title papers and vuraiisr matrri il in its r«'SM-SM<*i tftr .'I iharge All siuh intormati< n ni't n > • 
. , . , • . < ' . i irif J ' ( :llc pj fus Nil v«r\ t r :ftr < s jmi~ati. n .1 tru- title ^hall V • Nanus] r>\ I )rx I i • 1 . T ' J 



A.A.P.L. FORM 610 MOL FORM OPERATING AGREEMENT . J 

ARTICLE IV 
continued 

1 at Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attornevs tor titie examination 
2 including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions shall be borne bv the Drilling Parties 
3 m the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such interests appear in r s 
4 hibit "A". Operator shall make no charge for services rendered by its staff attorneys or other personnel in the perturmanse ni the atwe 
5 (unctions. 
6 

7 Each party shall be responsible for securing curative matter and pooling amendments or agreements required m connection 
8 with leases or oil and gas interests contributed by such party. Operator shall be responsible tor the preparation and recordim; of puoimii 
9 designations or declarations as well as the condua of hearings before governmental agencies for the securing of spacing or pocling orders 

10 This shall not prevent any party from appearing on its own behalf at any such hearing. 
11 
12 No well shall be drilled on the Contraa Area until after (1) the title to the drillsite or drilling unit has been examined as above 
13 provided, and (2) the title has been approved by the examining attorney or title has been accepted by all of the parties who are to par 
14 ticipate in the drilling of the well. 
15 
16 B. Lots of Title: 
17 

18 1 Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss results in a 
19 reduction of interest from that shown on Exhibit "A", the party contributing the affected lease or interest shall have ninety '90) days 
20 from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisi 
21 tion will not be subjea to Article Vlll.B., and failing to do so. this agreement, nevertheless, shall continue in force as to all remaining oil 
22 and gas leases and interests: and, 
23 (a) The party whose oil and gas lease or interest ts affected by the title failure shall bear alone the entire loss and it shail not be 
24 entitled to recover from Operator or the other parties any development or operating costs which it may have theretofore paid or incurred. 
25 but there shall be no additional liability on its part to the other parues hereto by reason of such title failure: 
26 (b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operauon of the interest which has 
27 been lost, but the interests of the parues shall be revised on an aaeage basis, as of the ume it is determined finally that title failure has oc 
28 curred. so that the interest of the party whose lease or interest is affeaed by the title failure will thereafter be reduced in the Contract 
29 Area by the amount of che interest lost; 
30 (c) If the proporuonate interest of the other parties hereto in any producing well theretofore drilled on the Contract Area is 
31 increased by reason of the title failure, the party whose title has failed shall receive the proceeds attributable to the increase in such m 
32 terest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such 
33 W«H; 
34 (d) Should any person not a party to this agreement, who is determined to be the owner of any interest in the title ahich has 
is. failed, pay in any manner any part of the cost of operation, development, or equipment, such amount shall be paid to the partv or panes 
36 who bore the costs whkh are so refunded: 

37 t » Any liability to account to a third party for prior produaion of oil and gas which arises by reason of title failure shall Nr 
38 borne by the party or parties whose title failed in the same proportions in which they shared in such prior production: and. 
39 if) No charge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense of the interest 
40 claimed by any parry hereto, it being the intenuon of the panies hereto that each shall defend title to its interest and bear all expenn-s m 
11 connection therewith. 

-i2 

-<< 2. Loss by Non-Payment or Erroneous Payment of Amount Due: If. through mistake or oversight, am rentai. shut m »eli 
tA payment, minimum royalty or royalty payment, is not paid or is erroneously paid, and as a result a lease or interest therein terminates 
<5 there shall be no monetary liability against the party who failed to make such payment. Unless the party who faded to make the required 
t6 payment secures a new lease covering the same interest within ninety ,90) days from the discovery ot the failure to make proper pav ment 
t" which acquisition will not be subiea to Article Vlll.B.. the interests of the parties shall be revised on an acreage basis, effective as ,>t 'he 
iR Jate of termination of the lease involved, and the party who failed to make proper pavment will no longer be credited with an intent n 
i9 the Contract Area on account of ownership of the lease or interest which has terminated. In the event the pany who failed to make the 
V) required payment shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas atiributjhie -
5| the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such mtcre-t 
V shall be reimbursed lor unrecovered actual costs theretofore paid hy it hut not for its share of the cost of any dry hole prev IOL-U :r 
5 s or wells previously abandoned) from so much of the following as is nevessarv to eftea reimbursement: 
5 J ai Proceeds ol oil and gas. less operating expenses, theretofore accrued to the credit ol the lost interest, on an *.tv.i*\ -
H up to the amount of unrecovered costs: 
Vi h' Proceeds, less operating ripen ses. thereafter accrued attributable to the lost interest on an acreage basis, t trut : w 
57 oil and gas thereafter produced and marketed lexcluding pr<*Juuum irotn any »rlls thereaiter dnlled) whn.h. m the absrnn i ... -
SH termination, would he attributable to the tost interest on an acreaer basis, up to the amount ol unrecovered costs the r-r *., 
59 portion of the oil and gas to he contributed by the other parties m proportion to thetr respective interests; and. 
(*) ,u Anv monies, up to the amount of unrecovered costs, that mav he panl bv anv pany who is. or becomes, the o»n.-r i " e •-• r 
dl lost, tor the privilege ol participating tn the Contract Area or becoming a party to this agreement 

(,t \ Other Losses All losxis^ncwrel^othet than thus* set lorth m Ana:les IV 8 I and IV B 2 above shall v ..mt -
r>4 and shall he home bv all panies m proportion to their interests There shall be no readiustmem ol interests m the remain,n* TPT- n 
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. ARTICLE V. 

2 OPERATOR 
3 
4 A. Designation aad Responsibilities of Operator: 
5 
6 Sanra FA Pnargy Oparar-lng P a r » n ^ y J p jhilll be the 
7 Operator of the Contract Area, and shall conduct and direct and have full control of all operaoons on the Contraa Area as permitted and 
8 required by. and within the limits of this agreement. It shall condua all such operaoons in a good and workmanlike manner, but it shall 
9 have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross 

10 negligence or willful rruscondua. 
11 
12 B. Resignation or Removal of Operator aad Selection of Successor: 
13 
14 1 Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators. 
15 If Operator terminates its legal existence*^ longer owns an «teregLh£re|r|ier f ^ ^ x j tract * ^ t < | ^ P r u j g r can^nfjg^ga, as^ c h 

16 Operator, Operator shall be deemed to have resigned without any acoon oy Non-Operttnrii arrant tha aeaaWa*pa^gg^D»^Oyra_ior^ ^ 
17 may be removed if it fails or refuses to carry out its dudes hereunder, or becomes insolvent, bankrupt or is placed in receivership, .y tffe ° W 

18 affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit "A" remaining 
19 after excluding the voting interest of Operator. Such resignation or removal shall not become effeaive until 7.00 o'clock A.M. on the 
20 first day of the calendar month following the expiraoon of ninety (90) days after the giving of notice of resignation by Operator or action 
21 by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier 
22 date. Operator, after effeaive date of resignation or removal, shall be bound by the terms hereof as a NonOperator. A chin git of a cor-
23 porate name or structure of Operator or transfer of Operator's interest to any single subsidiary, parent or successor corporation shall not 
24 be the basis for removal of Operator. 
29 
26 2. Selection of Successor Operator: Upon the resignation or removal of Operator, s successor Operator shall be seleaed by 
27 the paroes. The successor Operaior shall be selected from the paroes owning an interest ia the Contraa Area at the time such successor 
28 Operator is seleaed. The successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest 
29 based on ownership as shown on Exhibit "A"; provided, however, if an Operator whkh has been removed (sib to vote or votes only to 
30 succeed itself, the successor Operator shall be selected by die affirmative vote of two (2) or more panies owning a majority interest based 
31 on ownership as shown on Exhibit "A" remaning after excluding the voting interest of the Operator that was removed. 
32 
33 C. Employees: 
34 
35 The number of employees used by Operaior in conducting operations hereunder, their selection, and the hours of labor and the 
36 compensation for services performed shall be determined by Operator, and all such employees shaU be the employees of Operator. 
37 
38 O. Drilling Contracts: 
39 
40 All weiis drilled oa the Contract Area shall be drilled on a competitive contract baas at the usual rates prevailing in the area. If it so 
41 desires. Operator any employ is ova mob snd eq̂ iaprnent in the drilling of weiis. but io charges therefor shaU not exceed the prevailing 
42 rates m the area and the rate of such charges shall be agreed upon by the parnes ia writing before drilling operations are commenced, and 
43 such work shal be performed by Operator under the same terms and conditions as are customary and usual in the area m contracts of m 
44 dependent contractors who arc doing work of s similar nature. 
45 
46 

47 
48 
4o ARTICLE VI. 
50 DRILLING AND DEVELOPMENT 
51 
52 A. Initial Well: 
5i 
54 On or before the L day of___Oc*ob«w 19_2P_ . Operator thai commence the drilling of a »eil !.<r 

51 od and gaa « the following location: a l * g m l l oca t ion i n Ch« SE/4 of Sact ion 5, 
V» 
57 
58 
59 
tti and shall thereafter rontimje the dnttag of the wet wwh due diligence to * 4 « p t h s u f f i c i e n t to th" 
(1, Cisco/Canyon fo nation, 
»2 
>,\ 
<.i 

M5 unless 4t4n.tr * -inrr r*a»t»allv impenetraMe subManre .» tun m the hoar. wh»h tenders further Jnllmg >mprawical « n 
J»V«h. •* unlrss all rxrtws acree to ,.wnplr»e • * abend"* the well ** a lesser JeptR 

Drs'ai. i ''all rnAr u j««jMe irsts 4 all t.emaimis rfK.sjntcrnl Jurmg drilling whe.h give .nd»a«ion of ,jila,run< ». : 
i ca» n , l Mni.t^ •uit«. t-ni .s( ^..v ^irrmmi Jull Nr l.m.usl ,n iv af<flwaiwm tu a spent* lormaiiuri or torrr̂ i.rns ,n - - , n 

...it iiNfji.if ..'.il •» nv-.t.J • .-vi nl» 'hr i.-rmati. « * i <mjiKj«s t.. whuh tha agreement mav appt* 
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ARTICLE VI 
continued 

1 If, in Operator's judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug and abandon the 
2 well as a dry hole, the provisions of Arucie VI.E.l. shall thereafter apply. 
3 
4 .:: 

r 

5 
6 B. Subsequent Operations: 
7 

8 1. Proposed Operations: Should any party hereto desire to drill any well on the Contraa Area other than the well provided 
9 for in Arucie VI.A., or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointly owned by all 

10 the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well sh;iil give the 
11 other parues written notice of the proposed operauon, specifying the work to be performed, the locauon, proposed depth, objecuve forma-
12 tion and the estimated cost of the operation. The parties receiving such a nouce shall have thirty (30) days after receipt of the nonce 
13 within which to notify the party wishing to do the work whether they elea to partiapate in the cost of the proposed operauon. If a drill -
14 ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shail be 
1' limited to forty-eight (48) hours, aasluiina af Saturdiy, Sunday and lagal hnlidsyn Failure of a party receiving such nouce to rirply withm 
16 the period above fixed shall constitute an eiecuon by that party not to participate in the cost of the proposed operauon. Any nouce or 
17 response given by telephone shall be prompdy confirmed in writing. 
18 
19 
20 

21 Lf all parues elea to participate in such a proposed operation. Operator shall, within ninety (90) days after expiration of the notice 
22 period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on loca-
23 tion. as the case may be), aauaily commence the proposed operation and complete it with due diligence at the risk and expense of all par-
24 ties hereto: provided, however, said commencement date may be extended upon written notice of same by Operator to the otlter parties, 
25 for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional ume is reasonably necessary to obtain 
26 permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete utle ex-
27 animation or curative matter required for tide approval or acceptance. Notwithstanding the force majeure provisions of Article XI. if the 
28 actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and 
29 if any party hereto still desires to condua said operaoon, written nodce proposing same must be resubmitted to the other parues in accor 
30 dance with the provisions hereof as if no prior proposal had been made. 
31 NOTE: See Article XVA. for additional provisions regarding operations hy less 
32 than a l l parties.. 
33 
34 2. Operations by Less than All Parties: If any party receiving such notice as provided in Article VI.B.l. or VTI.D.l. .Option 
35 No. 2) elects not to parucipate in the proposed operation, then, in order to be endtled to the benefits of this Arucie. the party or parues 
36 giving the nodce and such other parties as shall elea to participate in the operadon shall, within ninety (90) days after the expirauon of 
37 the nouce period of thirty (30)dayr(or as promptly as possible after the expiration of the forry-eight (48) hour period when a drilling ng is 
38 on locauon. as the case may be) actually commence the proposed operadon and complete it with due diligence. Operator shall perform all 
39 work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is 
40 a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such pro|>osed opera 
41 tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work Con 
12 senung Parries, when conducting •TpTfujuni on the Contraa Area pursuant to this Article VI.B.2.. shall comply with all terms and con 
43 duions of this agreement, 
44 

45 

46 

47 If less than all parties approve any proposed operauon, the proposing party, immediately after the expiraoon of the applicable 
>8 notice period, shall advise the Consenting Parnes of the total interest of the parties approving such operaoon and its recommendation a 
49 to whether the Consenting Parties should proceed with the operauon as proposed. Each Consennng Party, withm forty eight 48' hours 
50 — 1 - 1 c J - r —1 '-f-f w - — receipt of such notice, shall advise the proposing pany of its desire to <ai Limit par 
1̂ ticipation to such pany's interest as shown on Exhibit "A" or b)carrv its proportionate pan of NonConsenong Panies' interests and 
2̂ failure to advise the proposing pany shall be deemed an election under a) tn the event a drilling ng is on location, the time permuted (or 

^) such a response shall not exceed a total of forty-eight (48) hours iinclusive of Saturday. Sundav and legal holidays) The protein* partv 
4̂ at its election, may withdraw such proposal d there ts insufficient participation and shall prompdy noofy all parties jt such lev v.. n 

55 
56 
57 
5M The enure cost and risk of conducing such operaoons thail be borne by the Consenting Parties m the proportions ru v .r 
59 eiect ed to bear same under the terms of die preceding paragraph Consenting Paroes shal keep the leasehold estates .nsoUed n 
tO operaoons free and clear of all kens and encurnorsnces of every kind created by or ansang irom die operaoons oi the Consenting H.rvrs 
M U tuch an operaoon results as « dry htoht. the CoratRtirtg Paraes thai! plug text at^sdoa the eei and restore the surface lorat.on ,I -nr 
(.2 war cost, nsk and expense If any wel dnUed, reworked, deepened or plugged bark under the provaBoas of tha Article resuus n . pro 
<>< Jucer of od andJor gat m paying quanoues. the Conwnung Parties shall compw-te and equ* the wed to produce M ihnr sole •.-« ar.J ; .sk 
tA 

•A 

< < i 

• I 
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AHTICLEVI 
continued 

1 and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account of die Consenung Par-
2 ties. Upon comrnencement of operarions for the drilling, reworking, deepening or plugging back of any such well by Consenung Parties 
3 in accordance with the provisions of this Arucie. each Non-Consenting Party shall be deemed to have relinquished to Consenung Parties. 
4 and the Consenung Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting 
5 Party's interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated at the well, or 
6 market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in-
7 terests not excepted by Article Ul.D. payable out of or measured by the production from such well accruing with respect to such interest 
S until it reverts) shail equal the total of the following: 
9 

10 
11 
12 (a) 100% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment beyond the wellhead 
13 connections (including, but not limited to, stock tanks, separators, tr eaters, pumping equipment and piping), plus 100% of each such 
14 Non-Consenting Party's share of the cost of operation of the well commencing with first production and continuing until eacn such Non-
15 Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being agreed thai each Non-
16 Consenting Party's share of such costs and equipment will be that interest which would have been chargeable to such Nor-Consenting 
17 Party had it participated in die well from the beginning of die operations; and 
18 
19 
20 
21 fh) 300 % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and compleung, 
22 after deducting any cash contributions received under Article VIII.C, and 300 % of that portion of the cost of newly acquired equip-
23 ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenung Party if it had 
24 participated therein. 
25 
26 
27 
28 An election not to participate in die drilling or the deepening of a well shall be deemed an eiecuon not to participate in any re-
29 working or plugging back operation proposed in such a well, or poraon thereof, to which the initial Non-Consent eiecuon applied that is 
30 conduaed at any time prior to full recovery by the Consenting Parties of die Non-Consenting Party's recoupment account. Any such 
31 reworking or plugging back operation conducted during the recoupment period shall be deemed part of die cost of operation of said well 
32 and there shall be added to die sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of 
33 die reworking or plugging back operauon which would have been chargeable to such Non-Consenung Party had it participated therein. If 
34 such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VI EL shall be ap-
35 plicable as between said Consenting Parties in said well. 
36 
37 
38 
39 During die period of time Consenting Parties are entitled to receive Non-Consenting Party's share of production, or the 
40 proceeds therefrom. Consenung Parties shall be responsible for the payment of all production, severance, excise, gathering and other 
41 taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party's share of produaion not excepted by Ar 
42 ticle III D. 
•43 
44 
45 
46 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permuted to use. iree 
)7 of cost, all casing, tubing and other equipment m the well, but the ownership of all such equipment shall remain unchanged: and upon 
18 abandonment of a well after such reworking, plugging back or deeper drilling, die Consenting Parnes shall account for .ill such equip 
49 ment to the owners thereof, with each party recaving its proportionate part tn kind or in value, less cost of salvage 
50 
51 
52 
5) Withm sixty ttal) days after the completion of any operation under this Article, the party conducting the operations u,r •ru-
54 Consenting Parties shail furnish each Non Consenting Partv wuh an inventory of the equipment in and connected to the *rll jnj jn 
55 iiemned statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production .>r J( t, 
VJ notion, the operanng party, m lieu of an itemued statement of such tosts of operation, may submit a detailed statement t m.-mhu i 
57 mgs Each month thereaiter. during the time the Consenting Parties are being reimbursed as provided above, the partv .ndm -< • > 
Mt operations tur the Consenting Panics shall furnish the Non Consenting Panies with an itemued statement oi all losts and ;.ar...< n 
5»* iurred m the operatm of the well, together with a statement of the quantity of od and gas produced Irom it and the amount * ?< 
<*} reakted from the saie of the wed s working interest production during the preiedmg month. In determining ihe quannt. t >! ^ 
(•I produced durmg an* month. Consavumfi Panics shaii us? industry accepted met hods tush ae. but not limited to. metmn* w ,xr o.>. 
i>2 *rll lews. Any amount rrained from the safe or other disposition of equqwnent newly acquired m connection with an« .ip«rai...n 
i.i •h»h would hate heen owned by t Non Consennng Party had it partKipated therem shad be credited against the total uirrr jrnnJ . MI 
• A .4 ihe work done and ol the equipment purchased m determining when the interest of such Non Con smi mg Partv shall men ••< < is 
'.5 jNx pros KITSI .ind >l there •» a vfisjit haUme. n shall he paid tn such Son Consenting Panv 



A.A.P.L. FORM 610 • MOL FORM OPERATING AGREEMENT l 

ARTICLE VI 
continued 

1 If and when the Consenting Parties recover from a Non-Consenung Party's relinquished interest che amounts provided for jbove. 
2 the relinquished interests of such Non-Consenung Party shall automatically revert to it, and, from and after such reversion, such Non 
3 Consenung Party shall own the same interest in such well, the material and equipment in or pertaining thereto, ind the production 
4 therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or pluming 
5 back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proporuonate part of the further coses ct 
6 the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto. 
7 
8 
9 

10 Notwithstanding che provisions of this Arucie VI.B.2.. tt is agreed that without the mutual consent of ail parties, no wells shall 
11 be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such 
12 well conforms to the then-existing well spacing pattern for such source of suppiy. 
13 
14 
15 
16 The provisions of this Arucie shall have no application whatsoever to the drilling of the initial well described in Article VI.A. 
17 except (a) as to Arucie VU.D.l. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well 
18 after it has been drilled to the depth specified in Arucie VI.A. if it shall thereafter prove to be a dry hole or, if initially completed tqr pro-
19 duction, ceases to produce in paying quantities. 
20 
21 
22 

23 3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been 
24 completed, and the results thereof furnished to tile parties, stand by costs incurred pending response to a party's notice proposing a 
25 reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-
26 ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of die response time permitted, whichever 
27 first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-
28 matical paragraph of Article VI.B.2. shall be charged to and borne as part of die proposed operation, but if die proposal is subsequently 
29 withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties m the proportion 
30 each Consenting Party's interest as shown on Exhibit "A" bears to the total interest as shown on Exhibit "A" of all Consenting Par 
31 ties. 
32 
33 
34 

35 4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a "deepening'' operation shall 
36 also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole 
37 location (herein called ''sidetracking''\ unless done to straighten die hole or to drill around junk in the hole or because of other 
38 mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interest m the 
39 affeaed well bore ac die rime of the notice shail, upon electing to participate, tender to the well bore owners its proportionate share equal 
40 to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows 
41 
42 
43 
44 (a) If die prrejosal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred n 
45 the initial drilling of the wci down to die depth at which the sidetracking operation is initiated. 
16 
47 
tH 

49 b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the »vil 
50 salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance *uh he 
51 provisions of Exhibit "C". less the esamated cost of salvaging and the estimated cost of plugging and abandoning. 
52 
5) 
54 
55 (n the event that nooce for a sidetracking operation is given while the drilling ng to be utilized is on location, the re<p> 
V> shall he limited to fonyeighti WI) hours, exclusive of Saturday Sundav and legal holidays, provided, however, anv partv mav reouot : 
57 receive up to eight 18) additional days after expiration of the torn eight IH) hours within wham to respond bv paving tor ill t 
<M incurred durmg such extended response period. If more than one partv elects to take such additional time to respond to the n,na-
59 by costs shall be allocated between the paroes taking additional time to respond on a day to-day basis in the proportion each a*. ~< .r 
(O tv i miereat at shown on EsJubtt " A " bean to the total interest at shown on ExhdM " A " of all the electing parties In al ' 
f<l stances the response period to a proosaal for sidetracking shall be limited to thirty 1301 days. 
i<2 
(.3 

^ C TAKLNC PROOUCTIOfN IN KIND; 
«> 

• M.* partv vhall 'ake tfl kind ov srparairlv Jispose ot lis pr,ouftionate *hare of all oil and <as produced irom -he i .Tr*. 1 

•s . u -vi>r I pr <JU'i.« *riK.h mav rv us»sl >n irscwofmeni aflj pn»Jui.n< prrati.'AS and in preparing n̂d irrat ag J "1 « 
' -i.'i<' n< .'..ir1 vs ,nj :r vJui'i.tt jfii>' IV!JM» vst \nv rsira rsprndiiurt nv urrrsl'rt ihe'aking JI kmd or ŝ Ftraie >Jiv3r»«i' r 

v r« <• • fate -."itr I >r Cvtu-n v.*au' TV > mc s, . - (.ft p^m \"U fa'tv taking its vha/e I pf• »J-*.t>on f •-OC' - • 
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ARTICLE VI 
continued 

1 required to pay for only its proportionate share of such part of Operator's surface facilities which it uses. 
2 

3 Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in production trom 
4 the Contract Area, and. except as provided in Arucie VII.B., shall be entitled to receive payment directly from che purchaser chereot tor 
5 its share of all production. 
6 

7 In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of 
8 che oil produced from the Contract Area, Operator shall have the right, subjea to che revocation at will by the party owning it. but not 

9 the obligation^•gEM^ff^t&liHYZ 0uri3er™f!hue'circumlfPInces''for t h e i C C O u n t o f * e n o n t a k i n * Partv « ' h e 

10 best price nnninihla in the area for such producuon. Any such purchase or sale by Operator shall be subject always co the right ot che 
11 owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of all oil not previously 
12 delivered to a purchaser. Any purchase or sale by Operator of any other party's share of oil shall be only for such reasonable periods ot 
13 time as are consistent with che minimum needs of the industry under the particular circumstances, but in no event for a period in e\,:ess 
14 of one (1) year. 
15 
16 In the event one or more parties' separate disposition of its share of the gas causes split-stream deliveries to separate pipelines and,or 
17 deliveries which on a day-to-day basis for any reason are not exactly equal to a party's respective proporuonate share of total gas sa' ;s to 
18 be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing 
19 agreement between the panies hereto, whether such an agreement is attached as Exhibit " E " . or is a separate agreement. 
20 
21 O. Access to Contraa Area and Information: 
22 

23 Each party shall have access to the Contraa Area at all reasonable times, at its sole cost and risk to inspect or observe operauons. 
24 and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator's books 
25 and records relaung thereto. Operator, upon request, shall furnish each of the other parties with copies of all forms or reports filed with 
26 governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of 
27 each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contraa Area. The cost of 
28 gathering and furnishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator that ,-e-
29 quests che information. 
30 
31 E . Abandonment of Wells: 
32 
33 1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VI.B.2.. any well which has been 

34 drilled or deepened unger^ terms of̂ thy^yeemept and u prooosed jo ^ < - £ m £ ' c ( e

0 ^ * fc°'wShfH ™ p l u** e <^ a n d i t M n c i o n e c l 

35 without the consent of ̂ partWimouiCTOpentor, alter dtugent effort, oe unafiie%> contact̂ ahy parry, or should any party taii co reply 
36 within forty eight (48) hours fr*»**iisi,»»wf»4wMt»da$^ after receipt of notice of the proposal to plug and abandon 
37 such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned m 
<8 accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening 
<9 such well. Any parry who objects to plugging and abandoning such well shall have the right to take over the well and conduct lurcher 
tO operations m search of od and/or gaa subjea to the provisions of Article VLB. 
.1 

'2 2. Abandorflment of WeUs that have Produced: Except for any well in which a Non-Con sent operation has been conducted 
I 3 hereunder for which the Consenting Paroes have not been fully reimbursed as h w ^ n ^ 0 V > ^ ' C y £ 2 J ^ ? n ^ ^ "£fl 

producer shall not bt plugged and abandoned without the consent ot olt^anies/^^taofts consent to^^ (^mo^nent. die »el! Vrui! 
I I be plugged and a>bandoned in accordance with applicable regulations and at the cost, risk and expense ot efwthe parties hereto If. withm 
w ' thirty [ 30) days after receipt of nooce of the proposed abandonment of any well, all paroes do not agree to the abandonment of sueh veil 
* 7 those wishing to continue its operaoon from the intervaksJ of the tormattonts) then open to produaion shall tender to each ot the 'her 

partiei?ts^oportionate wafeol^rie\awof^rtfweUWsMva©le material and equipment, determined tn accordance with the prov mors t 
'9 Exhibit C ". less the estimated cost of salvaging and the estimated cost of plugging and abandoning Each abandoning partv shail ^M<n 
^ the non abandoning parnes. without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment jn>i 
1̂ material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to. but onlv as v the n 

5- tei-vat or intervals of the tormaoon or formaoons then open to production If the interest of the abandoning pany is or includes in oil an.: 
1 * its interest, such pany shall execute and deliver to the non abandoning panv or parties an od and gas lease, limned to the inter*, ji. r i 
54 tervais of the formaoon or formaoons then open to produaion. lor a term of one 11) year and so long thereafter as oil and or «as v ~r * 
55 duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached ^ r v-nt 
56 
57 

58 

50 

(i) 

M 
r.2 
M 
(.1 
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continued 
1 "B". The assignmenu or leases so unwed shall encompass the ' drilling unit" upon which the well is located. The payments bv. and the 

2 assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respective percentage of participation in che 

3 Contract Area to the aggregate of the percentages of participation in the Contraa Area of all assignees. There shall be no readiustmenc ot 
^ interests in the remaining portion of the Contract Area. 

5 

6 Thereafter, abandoning parties shall have no further responsibility, liability, or interest in che operacion of or production trom 
7 che well in che incerval or intervals then open other chan che royalties retained in any lease made under che cerms of chis Arcicle. Upon re-
3 quest. Operator shall continue to operate the assigned well for the account of the non-abandoning parties at che races and charges con-
9 cemplaced by chis agreement, plus any additional cost and charges which may arise as the result of che separace ownership of che issigned 

10 well. Upon proposed abandonment of che producing interval(s) assigned or leased, the assignor or lessor shall chen have the option co 
11 repurchase its prior interest in the well (using the same valuation formula) and participate in further operauons cherein subject co che pro-
12 visions hereof. 
13 
1-* 3. Abandonment of Non-Consent Operauons: The provisions of Arucie VI.E.l. or VI.E.2. above shall be applicable as between 
I? Consenting Parues in che event of the proposed abandonment of any well excepted from said Articles: provided, however, no well shall be 
16 permanendy plugged and abandoned unless and until all parues having the right to conduct further operauons cherein have been notitied 
17 of che proposed abandonment and afforded the opportunity to elea to take over the well in accordance with the provisions of chis Article 
18 VI.E. 
19 
20 ARTICLE VII. 
2 1 EXPENDITURES AND LIABILITY OF PARTIES 
22 
2 3 A. Liability of Parties: 
24 

2' The liability of the parues shall be several, not joint or colleaive. Each party shall be responsible only for its obligauons. and 
26 shall be liable only for iu proportionate share of the cosa of developing and operating the Contraa Area. Accordingly, the liens granted 
27 among the parues in Arucie VII.B. are given to secure only the debts of each severally. It is not the intention of the parties to create, nor 
28 shall chis agreement be construed as creating, a mining or other partnership or association, or to render die parties liable as partners 
29 

30 B. Liens and Payment Defaults: 
31 
32 Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contraa Area, and a security interest in its share 
33 of oil and/or gas when extracted and its interest in all equipment, to secure payment of iu share of expense, together with interest thereon 
'4 at the rate provided in Exhibit " C " To the extent that Operator has a security interest under the Uniform Commercial Code ot the 
35 state. Operator shall be entitled to exercise the righu and remedies of a secured party under che Code. The bringing of a suit and the ob 
36 taming of judgment by Operator for die secured indebtedness shall not be deemed an eiecuon of remedies or otherwise utea the hen 
37 rights or securttv interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of is ĥare 
*8 of expense. Operator shall have the right, without prejudice to other righu or remedies, to collect from the purchaser the proceeds :r m 
x9 the sale ot such Non-Operator's share of od and/or gas unui the amount owed by such Non-Operator, plus interest. ha.v been paid E^r. 
tO purchaser shall be endued to rely upon Operator's written statement concerning the amount cf any default. Opera- r grants a like rn 
<1 and security interest to the Non-Operators to secure payment ol Operator's proportionate share of expense. 
.2 

is [f any party fails or is unable to pay its share ol expense within sixty .MM days alter rendition oi a statement ner.t -
t-i Operator, the non-defaulting parties, including Operator, shall, upon request by Ctperator. r̂ y the unpaid amount m the prop r-; 
15 the interest of each such party bears to the interest (<f all such parties Fash partv so paying its share ol the unpaid ..-.pt.iii .k.ii • 
Ui reimbursement thereof, be subrogated to the security rights described n the foregoing paragraph. 

r 
18 C. Payments and Accounting: 
|SJ 

5" Except as herein otherwise specifically provided. Operator shall promptly pav and discharge expanses irktarrtM n 'he Jo, . 
51 .md operation ol the Contract Area pursuant to this agreement md vhallvhargv each of the parties hereto *ith :.-.-r ••. ei-
V 'innate shares upon the exrvnse basis provided in Exhibit C 1 >rvrator vh..ll kcrp an accurate rcvurJ >( the ;i-it ., 
5' .nowing expenses incurred and charges and credits iiade and 't\eo.-.| 
V» 
55 Operator at its elts tu n. shall have the right Irons time t> 'mic to 'i-iunj and rexeise trnm the 'iher pa no . 
5*> i -hiir forsrsme shares :**e .Minuted amount ol :be i <;•< t. tv incurred m .•rvratHint hereufi.lv!' !io ' . 
5" month * hnh - ght THS hr esmixsl onlv by sohnxissi. .n io . u h MI. h y irts . t an unn/ed sutcmrnt .4 such c-v'i'i > 

»ilh in m\o« e tof .is »h<re lhc-Tis-1 Fach uith sljir»"i« nt jfl.l ins.m I. f j-aurvrnt ni ads ante ol i .til*" UtsJ < • >« 
5-' . n . r Mi*? ih« ."ith Jac .4 ihe next preceding mon'h lash parv "...ll pa* '«< Oprrat.* us prssrstti.^itc -J"..re . ' 
i*» tiitis-n |5 Jj«s jifrr vuth onmair and in\.>«e is retissed II anv. ,-.ru tails to pa* its »l. are ol said eMimjir »nh.u .... 
' I i >hjil fvar nuresa prosKled >n r'xhihtt " C " .iftil paid Pr.-rs r adiiistrnent shall Iv made monthly h. '»o ««, 

l»riv» • • 'he iti.l '"su . »h ;• .r»s Oial! N ar and pas :s pr. f»w i«<iaie "i.re 4 *tual i s pen >»-s inc arris! .n.l "»•• - • 
i 

I) I .miration ol r-vpmdit.ires: 

* . . 1 t , «S..' v . • f 

:< g i ••• rs*»-''g -
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2 imeaiai; nnln|i —I'TT nirim f inline* 
3 
4 (3 Opoon No. 2: AU rieressary expenditures for the drilling or deepening and tesdng of the well. When such well has reached >ts 
5 authorized depth, and all tests have been completed, and the results thereof furnished co the parties. Operator shall give immedute notice 
6 to the NonOpwators who has* the right to participate in the compieuon costs. The parties receiving such notice shall have forty-eight 
7 (48> hours'(Vulusiie uf atuidai, OUIISSJ and* Vjffl neffda'yif inlwflich to elect to participate in che setting of casing and the completion at 
S tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such weU. in 
9 eluding necessary tankage and/or surface facilities. Failure of any pany receiving such notice to reply within the period above fixed shall 

10 constitute an eiecuon by that parry not to parucipate in the cost of the completion attempt. If one or more, but less than all of ihe parues. 
11 elect to set pipe and to attempt a compieuon. the provisions of Article VI.B.2. hereof (the phrase "reworking, deepening or plugging 
12 back " as contained in Arode VI.B.2. shall be deemed to include "completing") shall apply to the operaaons thereafter conducted by less 
13 than all parties. 
14 
15 2. Rework or Plug Back: Without die consent of all paroes. no well shall be reworked or plugged back except a well reworked or 
16 plugged back pursuant to the provisions of Article VI.B.l of this agreement. Consent to the reworking or plugging back of ;i well shall 
17 include all necessary expenditures in conducting such operauons and completing and equipping of said well, including necessary cankage 
18 and/or surface facilities. 
19 
20 3. Other Operaoons: Without the consent of all parties. Operator shall not undertake any single project reasonably estimated 
21 to require an expenditure in excess ni Fifteen Thomand and Ha/l ao- rVvllax it ii una nn j 
22 except in conriecbon with a well, the drilling, reworking, deepening, completing, recomputing, or plugging back of which has been 
23 previously authorized by or pursuant to this agreement; provided, however, that, in case of "pWi—v fire, flood or other sudden 
24 emergency, whether of the same or different nature. Operator may take such steps and incur such expenses as in ia opinion ire required 
2) to deal with the emergency to safeguard life and property but Operator, as promptly as possible. shaU repon the emergency to the other 
26 paroes. If Operator prepares an authority for expenditure (AFE) for io own use. Operator shal furnish any NonOperator so requesting 
27 aa information copy thereof lor any single project costing in excess ni Pift-.w TH M./mn 
28 OoUars fl i3.QQQ.0Q ) but less than the amount first set forth above in dus paragraph. 
29 
30 B. Rentals, Shut-in Wall Payments aad Minimum Royalties: 
31 
32 Rentals, shut-in weU payments aad minimum royalties which may be required under the terms of aay least shall be paid by the 
3) party or paroes who subjected such leaae to that agreement at ia or their expense. In die event two or more parties own and have con 
34 tnbuted interests in the same leaae to tha agreement, such parties may designate one of such parties to make said payments for and on 
35 behalf of all such partita. Any party may rtauatt. and shall be entitled to receive, proper evidence of all such payments. In the event of 
36 failure to make proper payrnem of aay rental, shut-ia wed payment or minimum royalry through mistake or oversight where such pay-
37 ment ts required to continue the leaat ia force, any lots which results from such non-payment shal be borne ia accordance with the pro-
38 vuaoas of Arode IV B l 
39 
40 Operator shal rtoafy NosrOperetor of dat anocipaesd completion of a shut-ia gat weft, or the sou rang in or return to production 
41 of a producing gat wefL at least Bve (53) dayt (eariudmg Saturday. Sunday aad legal hobdsytl or at dse earliest oopominity permitted by 
42 curumstamcts. pnor to taJtiag such actios, but aatumat no liability for failure to do so la the event of (atiure by Operator to so notify 
4) >^Operator, the tost of any least coawmuted hereto by NonOperator for failure to make umety payments of any shut-in well payment 
44 shall be borne joisdy by dat patriae Istreto under the provisions of Amckt IV 8.J. 
4S 
46 F. Taxass 
47 
4f Begsnaaiaa wtdk dat I m fikmaW year after the eftscove date hereof. Operator thai rends* for ad valorem taaaoon aU propertv 
49 subvert to thai agreement amide by late should bt rendered for such taxes, and it shal pay al such taxes assessed thereon before chev 
50 become deiinquam. Pnor to dat rendibaa date, each NonOperator shall furnish Optttear awormeoaa a to burdens (to include, but not 
5| be limited to. reyakaav q«emdiag royalooi and producuon payments) on leases and od and gat merest! contributed by such Son 
52 Operator If tht assessed v-iluit— of say Itttehoid estate * reduced by reason of its bewg tubatrt ts outstanding excess royalties, over 
5) ndwg royamet or producuon payments, the reductase ti ad valorem taxes resulting therefrom thai ature to the benefit of che owner or 
54 owners of tuch leasehold estate, and Oawrttor shal adjust the charge to such owner or owners a* am reflect tht benefit ol such reduc 
55 ton If the ad valorem taxes art bated at whole or at part upon separate valuations of each party s working interest, then notwithstanding 
56 anything m the contrary herem. char gat at the torn account shall be made and seed by tht earaes hereto at accordance *<ih he , i 
V »alue ftmerated by each party i working interest Operator Jul! bill trw enher partim for thetr proaonaxnaet iriares of all m n 
58 tht manner pro dad ua Exhdaa C" 

n « 

59 
oa) V Pant net consmtrt any tu l u n t n i >nusraaev Operator may. at >ea stems**, protest wnhat the ume i ^ / . ' " 
61 pwwm4 by Uw. and art*ejr»* tht arete* ta t foal drtevminaita*. utile* al ton** agree m ihandas the promt pr** <o -441 >'<-r 
62 inianisa f>»rwig the isitssart ef admanaawaMii or iudaoat proceedings,Operaior mat ektci « art lander protest . t t w M . i o J 
6) .merett and ameky Whta toy tveb oust aid attentat shal have beta rmaly mwrmmed, Oprraaar dial pay the tat lor -njtMi 
64 **•«. itvastjait w*h est .mert* aad aw»*t « ** 
ol pru%*fcd ut Fsfcewi C" J 

f 

0- F»hpa#t. shall au* o» . aww tu he p*0 al seodtaimn *r» e» ante est ue gathering and other laaef.mav^ or.».^.n-rpec-
oM pr UvA'ion J» handling J <wl part* » share uf sal an*, or |as produced under the terms »d iha agreement ] , 
o4 - r 
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ARTICLE VII 
continued 

1 G. Insurance: 

2 
3 At all times while operations are conducted hereunder. Operator shall comply with the workmen's compensation law _,t 
4 the state where the operations are being conducted: provided, however, that Operator may be a self insurer for Uabilitv under said ,„m-
5 pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit "C". Operator shall 
o also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit "D". utached to and made a rjrt 
7 hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's cortpcnsa.xn 
S law of the state where the operations are being conducted and to maintain such other insurance as Operator may require. 
9 

10 In the event automobile public liability insurance is specified in said Exhibit "D". or subsequently receives the approval ot the 
11 parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's automotive equipment 
12 
13 ARTICLE VIII. 

14 ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST 
15 
16 A. Surrender of Leases: 
17 

18 The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered m a hole 
19 or in part unless all parties consent thereto. 
20 
21 However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not 
22 agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of -ttle. all of its interest ,n 
23 such lease, or portion thereof, and any well, material and equipment which may be located thereon and my rights in production 
24 thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in 
25 terest. the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas ease covering 
26 such oil and gas interest for a term of one (1) year and so long thereafter as oil and/or gas is produced from the land covered 'i.er?bv. -acn 
27 lease to be on the form attached hereto as Exhibit "B" Upon such assignment or lease, the assigning party shall be relieved trom ill 
28 obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation •!' anv •> s\\ 
29 attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment .rd pro 
30 ducuon other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pav tc .he 
31 party assignor or lessor the reasonable salvage value of the Latter s interest in any wells and equipment attributable to the assigned or leas 
32 ed acreage. The value of all material shail be determined in accordance with the provisions of Exhibit " C " . less the estimated cost jt 
33 salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest 
34 shall be shared by such parties in the proportions that the interest of each bears to che total interest of ail such parties. 
s5 
Vi Anv assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor s or vjrrendenng 
i~ partv s interest as it was immediately before the assignment, lease or surrender in the balance ot the Contraa Area, and the acreage 

assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions i ;.-.-o 
so agreement. 

ii) 

11 B. Renewal or Extension of Leases: 
»2 
«s If any party secures a renewal of any ml and gas lease -.uhject to this agreement, all other parties shall be notmed pivmpi'.v 
,.( vhai! have the right for a period of thirty (30) days following receipt of such notice in which to elect to participate <n tne wner hip • 
, s renew al lease, insofar as such lease affects lands within the Contras t Area, hy paying to the party who acquired <t their w r J I pr -rr, r 

perfusate shares of the acquisition cost allocated to that part ot such lease within the Contract Area, which shall rv. n prop rv. n : u . 

( * interests hold at th.it time bv the panies in the Contract Area 
i S 

io If *>me. hut less than all. of the parties elect to participate m the purchase of a renewal lea.se. it shall be owned hv •-. 
Si who elect to participate therein, in a ratio based upon (he relationship ol their respective percentage of participation n -lie <" nr • \-
S| t>> ihe aggregate ot the percentages of participation m the Co ntract Area .4 all parties participating in the purchase I v u h . - x „ 
5.» Anv renewal lexse m which less than all panies elect to parti.'pate vhall not he subject to this agreement 
5t 
5 | Fach partv who panicipates m the purchase of a renewal lease shall he given an axugnment >4 its proportionate -v. (,.• 
55 hv the acquiring partv 
V» 
5' The pnisismns .4 this Annie shall apply to renewal leases »hciher thev are h* the entire interest covered Sv N <, 
5K •<* v user onlv a portion id its area or an interest thc-rein Anv rrnew.il lease taken riefore the expiration .4 its prvsJcvess. i ', 
V) vonir acted for withm sis iti< months after the expiration of the existing lease shall he subject to this provision. Nit im ' . . v 
ral trailed for more ihjii sis '•' months after the rxptratmn \A an existing lease shall t»4 he deemed a renewal lease and -hj i 
i,I the pr>isis«eis .4 thn agreement 

« 

V The provisions in this srticle sAall also he apr4«aMe to rxienxmts .4 >«l and gas leases 

s (_ Vreige <>r ( ash Contributions: 

A » , - . «•>, •>• » I .n , ; j r i i . n i ' « ' • » * -•f.f*..'.. n t . !s •»e :r :.."g : a * ••• 

• • • „ • v- . . .. * n *se • "r , jf . v- n^us'esl •f'e .ri.ling • f •*«"» o 'i-i. « .i 
. - , - • c ' • ' • > ' 1 ' • ' * > " " ' " ' s ••• ' ' T ' K f ' - l g r ' ' " a f t • » ' " 
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ARTICLE VIII 
continued 

1 said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and, to the extent possible, ae 
2 governed by provisions idenucal to this agreement. Each party shall promptly noufy all other parties of any acreage or cash contribute 
3 it may obtain in support of any well or any other operation on the Contract Area. The above provisions shail also be applicable to 
4 cion.il rights co earn acreage outside the Contraet'Area which are in support of a well drilled inside che Concract Area. 
5 
6 If any party contracts for any consideration relating to disposition of such party's share of substances produced hereunder. 

considerauon shall not be deemed a contribution as contemplated in this Article VIII.C. 
3 
9 D. Maintenance of Uniform Interest: 

10 
11 For che purpose of maintaining uniformity of ownership in che oil and gas leasehold interests covered by this agreement r.o 
12 party shall sell, encumber, transfer or make ocher disposition of its interest in che leases embraced within che Contract Area anu m -veils 
13 equipment and production unless such disposition covers either: 
14 
15 1. the entire interest of the party in all leases and equipment and production: or 
16 

17 2. an equal undivided tnterest in all leases and equipment and production in the Contraa Area. 
18 
19 Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this agreement 
20 and shall be made without prejudice co the right of che other parties. 
21 
22 If. at any time the interest of any party is divided among and owned by four or more co-owners. Operator, at its discretion, may 
23 require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings :L r 
24 and approve and pay such pany's share of the joint expenses, and to deal generally with, and with power to bind, th* J-owners of such 
25 party 's interest within the scope of the operations embraced in this agreement; however, all such co-owners shall b.a.e the :ht to enter 
26 into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contrac 
27 Area and they shall have the right to receive, separately, payment of the sale proceeds thereof. 

28 
29 E. Waiver of Rights to Partition: 

30 
31 (f permitted by the laws of the state or states in which die property covered hereby is located, each pany Hereto owning .a 
32 undivided interest in che Contract Area waives any and all rights it may have to partition and have set aside to it in severalty its undivided 
33 interest therein. 
34 
s5 —Ppafsiawtiel Bight te PuMhatu 

M, 

s"* Should aw'i fiMi desire ie sell all ee any paw at ns mtemn under this agreement, ur us fights and mentis m the Cuttum* 
*fl ^rea. it *full promptly give written nodce to the other parties, with tull information concerning its proposed sale^wh>,h •hglTm'c'.., Je ••?.<• 
'-<•) n.ime and address of the prospective purchaser (who must he ready, willing and able to purchasê t̂ t, |iaiitraseprtce, and all ch.r terr . 
ii i ol the otter. The other parties shall then have an optional prior right, tor a penodjd. IIII rtTTfaays after receipt ot the notice, to rurc*. -• 
,[ the same terms and conditions the interest which the otherpjtiy ft^posesto sell: and. if this optional right is exercised, 'he p-.rvh.. 
,2 mg parties shaU share the purchased iiiirnjiinjiie pt i ipTiThiiM i that the interest ot each bears to the total interest o? all puau iv.-u p 
,s ties However, there shall bejkaastvfttemul right to purchase m those cases where any party wishes to mortgage its nt>-'..«ts r • > 
hi Jisposc of itsjfltfeestrTJfmeT^ reorganization, consolidation, or sale <-f all or substantially all of us assets to a subsidiary or p.irent -
,s, t̂ Ws rlfTjJsWPJUlMt Uf J pjlHH LUIII"lllt. Ul IU JIU lUIHpMIH III *UMI ills UII1 LWIU UWII1 I Ml.lfJIUf Ul l.e -',_k: 

Hi 

r ARTICLE IX. 

>* INTERNAL REVENUE COOE ELECTION 

,<•) 
sn Chis agreement is not intended to create, and shall m t S» . nstrued to create, a relationship ol partnership jn ^ < .. 
s I lor proht hrtween or among the parties hereto. Notwithstanding ans pu>s ision herein that the rights and liabilities hereunto -e -e\ 
sj jnJ n«.t Hint or collective, or that this agreement and ors-ntu r. hereunder *hall not umsutute a partnership, u. • • vcu- i. • 
S\ purpovs this agreement and the .iperations hereunder are regarded as a partnership, each panv herebv Jfected e'ec:i :. . 
s t tr -n the appl»ati..n nl all ol the provisions ol Subchapter K c hapter I. Subtitle *' A . ol the Internal Revenue • »Jr oi , • , 
ss, muted and authorised hv Section "(>l of the Code and the regulations prom jinatisj thereunder Operator is authon/.-.! ar._ ,.r 
S, ocuu >n Miall. 4 each r*rt\ herehv alfrvted such esidente ..t -his i.est ion as nav he required bv the "vsretarv .«t-h. i-...-
\ ' United siates or the rixlrrai Intern U Revenue Srrvne. including vpcsi'Ka.ln but not *v wa« of limitation, all ot -he reti.rm -
s< and the Jata required hy Federal Regulations I "dl •should there he anv requirement that each par'y herehs .stive.' . 
V) es,oVr»e I this ileum, each MKII partv shall eicsute «Kh j\xumenrs and furnish such .<thef evidence cs ma* • . ,41 Ksieral Internal Revenue Service or as ma* he neceswv to evidence this election No such partv shaU give anv iK"> rs r • n I jctHm •nc.4iusic-m *nh the election made hrrebv It anv present or future income taa laws of the state or »iatn .n ^ K " -.. i ,j \rea is l.»jt«\J ,4 jn* tuture .nc>*ne tat laws .d the United Vates contain prosisium urwla* to those in Nihc'taptsr K » Nucule \ ,tinr Internal Resenue Code. 4 !>)*-» under which an e lec non umila/ to that provided b* Secti.4» " 1 k o. —,n,..' , » i i ( . | f i i ''i-ii+i .i\s-«sl »hall mate Mich ckx, tion as mas Nr rwf mitted or required bv s»» h laws In mAing ' S . n . 1 . .. 1 r - j f i . .lairs f-jl - V n»onSc '» f n <sj Nv sue h p Ut» Irom peralions hereunder » an he iJcsjuali-ls . tcf•(*• . • ch i i . • ' i « . , j i ' ^ fs* m e 



ARTICLE X. 
CLAIMS AND LAWSUITS 

Operator may settle any single uninsured third parry damage claim or suit arising from operations hereunder if the expenditure 
does not —rmA Ten Thauifnd and No/ 100 - • rVill»̂  

6 ;t iQ.aoo.OO __) and if the payment is in complete settlement of such claim or suit. If the amount required for settlement ex 
7 ceeds the above amount, the parties hereto shall"assume and take over the further handling of the claim or suit, unless such authority is 
3 delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at die ioint ex-
9 pense of the parties participating m the operation from wruch the claim or suit arises. If a claim is made against any party or if any parry is 

10 sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given 
11 Operator by this agreement, such party shall immediately notary all other parties, and the claim or suit shall be treated as any other claim 
12 or suit involving operanons hereunder. 
13 
14 ARTICLE XI. 
1' FORCE MAJEURE 
16 
17 If any party is rendered unable, wholly or in part, by force majeure to carry out its obligauons under this agreernent, other than 
18 the obligation to make money payments, that party shall give to all other parties prompt written nooce of the force maieure with 
19 reasonably full particulars concerning it; thereupon, the obligations of the parry giving the nooce. so far as they are affeaed by r\e force 
20 majeure, shall be suspended during, but no longer than, the continuance of the force majeure. The affected parry shall use all reasonable 
21 diligence to remove the force majeure situation as quickly as practicable. 
22 
23 The requirement that any force majeure shall be remedied with ail reasonable dispatch shall not require the settlement of strikes, 
24 lockouts, or other labor difficulty by the party involved, contrary to iu wishes; how all such difficulties shall be handled shall be entirely 
25 within the discretion of the party concerned. 
26 
27 The term "force majeure", as here employed, shall mean an aa of God, strike, lockout, or other industrial disturtiance. aa of 
28 the public enemy, war. blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, governmental delay, restraint 
29 or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is 
30 not reasonably withm the control of the party claiming suspension. 
31 
32 ARTICLE XH. 
33 NOTICES 
34 
35 AU notices authorized or required between the parties and required by any of the provisions of this agreernent, unless otherwise 
36 specifically provided, shall be given a whang by mail or telegram, postage or charges prepaid, or by team or telecopier snd addressed to 
37 the paroes to whom the rtooct is given at the addresses listed on Exhibit "A". The ongmaong nodce given under any provision hereof 
38 shall be deemed given only when received by the party to whom such nooce is directed, and the ume for such party to give my nooce in 
39 response thereto shall run from the date the ongtnaong notice it received. The second or any responsive nodce shaU be deemed given 
40 when deposited in the mad or with dat telegraph eornpany. with postage or charges prepaid, or sent by telex or telecopier Each parry 
41 shail have the nght to change to address at any ume, and from ume to one. by grmng written nodce thereof to all other paroes. 

42 
43 ARTICLE X u l 
44 TERM OF AGREEMENT 
45 
46 This agreesnent thai ft meat ia htl force and effect as to the od and gas leases and/or od and gat interests subjea tvereto for the 
47 period of tune selected beeser. provided, however, no party hereto shall ever be construed at hmng sny nght. title or interex m or to any 
48 lease or od and gat mterest contributed by any other pany beyond the term of thai agreement. 
49 
*> G Oyuun Nu I Su lung • any af the i l and gee Waste mk»« " tgniataai taatiat or wa rrinniiarl in fnrrr ns tn an> pan 
51 uf ihe Conireet Ana, whether ey-̂ dtjetwMtrrwtenasan. it and m taViamj. 
52 
5} A Option No 2: In die event the wei described m Article VI A . or any subsequent wed drilled under any provision of this 
54 agreement, results m producnon of od and/or gas in paying quantities, this agreement thai continue as torce so long as an» such »eil or 
55 wells produce, or are capable ol produaion. and for an additional period of <ll days from cessation of all production pro* .ded 
\6 however, d pnor ra the novation of such addrttorui period, one or more ol the parries hereto are engaged m drilling, rework,nt Jerrm 
57 mg. plugging bark, testmg or aitemptmg to complete a well or wells hereunder, this agreement shal contmue m force until sue n -T^» 
Ml t.ons base been compknrd and d production results therefrom, this agreement shad continue * force as erovMied herein Ir, the^m, 
59 well described m Angle VI A . or aay uwteo,uent wel drilled hereunder, results m a dry host, and no other wed is producmi x ^de 
00 ol producing od and** ga Irom the Contraa Area, that agreement shall termmaae imam dnmng. deepening, plugg"1* &«» * 
61 mg operations are commenced withm days from the date of abandonment of tasd we*. 
02 
01 l« it agreed, however, that the terwiiuoon of thai agreement vhal nm re-m any party hereto Irom any !.ab>„.» -sb** H " 
M airued or attached pnor to the date of iurh termmatmn "_J 
(.5 e 
<o 
o' : ' 
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A.A.P.L FORM 610 - MODEL FORM OPERATING AGREEMENT 1982 

1 ARTICLE XIV. 

2 COMPLIANCE WITH LAWS AND REGULATIONS 
3 -:: 
4 A. Laws, Regulations and Orders: 
5 
6 This agreement shall be subjea to the conservation laws of the state in which the Contract Area is located, to the valid r iles 
7 regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and iocal laws, or 
8 dinances, rules, regulations, and orders. 
9 

10 B. Governing Law: 
11 
12 This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non performance, 'ore.^r.. 
13 remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of the state m »h:ch 
14 the Contraa Area is located. If the Contraa Area is in two or more states, the law of the state of New Mex-frn 
15 shall govern. 
16 
17 C. Regulatory Agencies: 
13 
19 Nothing herein contained shall grant, or be construed to grant. Operator the right or authority to waive or release any rights. 
20 privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated 
21 under such laws in reference to oil. gas and mineral operations, including the location, operation, or production ot wells, on tracts onset 
22 ung or adjacent to the Contraa Area. 
23 

24 With respea to operations hereunder, Non-Operators agree to release Operator from any and all losses. dam-Jes. injuries, claims 
25 and causes of action arising out of, incident to or resulting directly or indirectly from Operator's interpretation or apr -.on of rules. 
26 rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such .nttrp" •<.-.tion r 
27 plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable ' Mich \ n 
28 Operator's share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect iru~r; - - . ^ i . < : 
29 application, together with interest and penalties thereon owing by Operator as a result of such incorrea interpretation r . ^ 
30 
31 Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to tne pur>.ru~r 
32 of any crude oi! sold hereunder or to any other person or entity pursuant to the requirements of the ' 'Crude Oil Windfall Pa tit Tax .V: 
33 of 1^80", as same may be amended from time to time ("Act"), and any valid regulations or rules which may Iv issued by the Treasu.-. 
34 Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or >the; ;ntvr:r..it;. 
35 *hich is required to be furnished by said Aa in a timely manner and in sufficient detail to permit compliance with said Act 

*6 
37 ARTICLE XV. 

« OTHER PROVISIONS 
< 9 See Article XV. attached hereto and made a part hereof. 
iO 
i i 
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ARTICLE XV 

OTHER PROVISIONS 

A. REWORKING OPERATIONS 

Notwithstanding any language set out in Article VI(B) to the 
contrary, each non-consenting party to a reworking operation on a 
well conducted pursuant to Article VI(B) shall, upon commencement 
of such operations, be deemed to have relinquished to consenting 
parties, and the consenting parties shall own and be entitled to 
receive, in proportion to their respective interests, a l l of such 
non-consenting party's interest in the well, i t s leasehold 
operating rights and share of production therefrom, only insofar as 
the interval or intervals of the formation or formations which are 
being reworked and to which such non-consenting party does not' 
desire to join in the reworking thereof, until the proceeds or 
market value thereof (after deducting production taxes, windfall 
profits taxes, royalty, overriding royalty and other interests 
payable out of, or measured by the production from such well, only 
insofar as the production secured from the interval or intervals of 
the formation or formations which are subject to said reworking 
operations accruing with respect to such interest until i t reverts) 
shall equal the total of those certain costs as further described 
in subparagraphs (a) and (b) of the third grammatical paragraph 
under Article vi(B) 2, hereof. 

B. NONDISCRIMINATION 

In connection with the performance of work under this 
agreement, the Operator agrees to comply with a l l 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 a l l provisions of said executive Order 11246 and 
a l l rules, regulations and relevant orders of the Secretary of 
Labor. 

C. COVENANTS RUN WITH THE LAND 

The terms), provisions, covenants and conditions of this 
agreement shall be deemed to be covenants running with the lands, 
the lease or leases and leasehold estates covered hereby, and a l l 
of the terms, provisions, covenants and conditions of this 
agreement shall bs binding upon and inure to ths benefit of the 
parties hereto, their respective heirs, executors, administrators, 
personal representatives and assigns. 

0. LAWS ANO REGULATIONS 

All of ths provisions of this agreement are expressly subject 
to a l l applicable laws, orders, rules and regulations of any 
governmental body or agency having jurisdiction in ths premises, 
and a l l operations contemplated hereby shall bs conducted in 
conformity therewith. Any provision of thia agreement which is 
inconsistent with any such laws, orders, rules or regulations is 
hereby modified so as to conform therewith, and this agreement, as 
so modified, shall continue in f u l l force and offset. 

E. PRIORITY OF OPERATIONS 

If at any tias there is sore than ons operation proposed m 
connection with any well subject to this agreement, then unless a l l 
participating parties agree on the sequence of such operations, 
such proposals shall be considered and disposed of in the following 
order of priority: 

1. Proposals co do additional testing, coring or logging. 
2. Proposals to attempt a completion in the objective zone. 
i . Proposals zo plug Dack and attempt completions 

snaliower :ones, in ascending order. 
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4. Proposals to side-tract the well to reach any zone not 
below the original authorized objective. 

5. Proposals to deepen,'the well, in descending order. 

F. REGULATORY PROVISIONS 

1. Gaseous Hydrocarbons: 

Non-Operators hereby authorize Operator to f i l e and prosecute 
a l l 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 i t s sole 
discretion considers appropriate for such filings and seeking 
favorable resolutions thereof. Costs incurred by Operator for such 
counsel and experts together with a l l other costs incurred by 
Operator in preparing the application for determination and interim 
collection documents as well as the cost of prosecuting the 
application shall be charged to the Joint Account. 

2. Liquid Hydrocarbons: 

Non-Operators hereby authorize Operator to f i l e with the 
purchaser of crude o i l or other liquid hydrocarbons or with any 
other person required by law, any statement or certification 
required by the Crude Oil Windfall Profit Tax Act, the Emergency 
Petroleum Allocation Act of 1973, the Energy Policy and 
conservation Act or by any rule, regulation or order issued 
thereunder or by any other law, rule, or regulation relating to the 
pricing of crude o i l and other liquid hydrocarbons or the taxation 
thereof. To the extent that Operator may by law be authorized to 
do so, Non-Operators hereby authorize Operator to agree with any 
purchaser to relieve Operator (in whole or in part as Operator may 
determine) of any filing or certification requirements. In making 
any f i l i n g or certification with any purchaser of crude o i l or 
other liquid hydrocarbons, each Non-Operator shall bs 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 ths sals of his 
production or for a lover rats 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 ths lower pries and/or higher rats 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 exciss tax to which any 
Non-Operator aay bs entitled by law. 

3. Refunds: 

In ths event any Non-Operator receives a greater sum for the 
sals of i t s shars of production than that to which such Non-
Operator i s entitled, such Non-Operator shall promptly refund any 
excess suss so collected to the person entitled thereto together 
with any interest thsreon required by law. In ths event operator 
is required for any reason to make any such refund on any Non-
Operator's behalf and such Non-Operator rsfusss upon Operator's 
request to reisburse operator for ths amount so paid, then 
operator, in addition to any othsr rights or rsssdiss which i t may 
havs as a result of making such rsfund, (i) shall havs the lien 
provided by Article v i l . l . to secure such reimbursement and ( n ) 
shall be authorized to collect from Non-Operator's purchaser of 
production a l l revenues attributabls to Non-Operator's share of 
production until the f u l l asount required to bs paid or refunded by 
Non-Operator has been recovered. 

4. Operator's Liability: 

Operator shall use its best judgment in making any of tr.e 
filings and certifications referred to under Paragraph I and ; 
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above in prosecuting any filings and applications. However, in no 
event shall Operator have any liability to any Non-Operator in 
making and prosecuting any such filing or in rendering any 
statement or certification, .absent bad faith, gross negligence or 
willful misconduct. Any penalties incurred as a result of any 
incorrect certification, statement or filing shall, in absence of 
bad faith, gross negligence or willful misconduct, be charged to 
the parties owning the production to which the penalty pertains. 
In no event shall any error by Operator relieve any Non-Operator of 
the li a b i l i t y for any refund under Paragraph 3 above. 

G. OPERATOR PROTECTION 

1. Assignment: 

No assignment or other transfer or disposition of an interest 
subject to this Agreement shall be effective as to operator or the 
other parties hereto until the f i r s t 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, 
( i i ) the person receiving such assignment, transfer or disposition 
has become obligated by instrument satisfactory to Operator to 
observe, perform and be bound by a l l of the covenants, terms and 
conditions of this Agreement. Prior to such date, neither Operator 
nor any other party shall be required to recognize such assignment, 
transfer or disposition for any purpose but may continue to deal 
exclusively with the party making such assignment, transfer, or 
disposition in a l l 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 i t s obligations 
accrued prior to ths effective date aforesaid. Further, no 
assignment, transfer or other disposition shall relieve any party 
of i t s l i a b i l i t y for i t s shars of costs and expenses which may be 
incurred in any operation to which such party has previously agreed 
or consented prior to ths effective date aforesaid for the 
drilling, testing, completing and equipping, reworking, 
recompleting, side-tracking, deepening, plugging-back, or plugging 
and abandoning of a wsll even though such operation i s 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.0, Option No. 2., not prsviously consented to. 

2. Attorneys Fees: 

In ths event any party hereto shall ever bs required to bring 
legal proceedings in ordsr to collect any sums dus from any party 
under this Agreement, then party or parties shall also be entitled 
to recover a l l court costs, costs of collection and a reasonable 
attorney's fee, which ths lien provided for herein shall also 
secure. 

H. PERPETUITIES 

I t i s not ths intsnt of the parties that any provision herein 
violate any applicable law regarding the rule against perpetuities, 
ths suspsnsion of ths absoluts power of alienation or other rule 
regarding ths veeting or duration of estatss, and this agreement 
shall bs construsd as not violating such rule to ths extent the 
seas can be so construsd consistent with ths intsnt of ths parties. 
In ths event, howsvsr, any provision hsrsof i s dstermined to 
violate such rule, then such provision sh s l l nevertheless be 
effective for ths saxisum psriod (but no longer than the maximum 
period) permitted by such rule which w i l l result in no violation. 

I . NO Tri I RO-PARTY BENEFICIARY CONTRACT 

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

J . OPERATOR'S REORGANIZATION AND STATUS CHANGE 

1. Notwithstanding, the second sentence of Article V.B.l, in 
the event of a transfer of a l l 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 a l l Operator's interest 
to any person as a part of the transfer to such person of a l l or 
substantially a l l of Operator's o i l and gas properties, such 
transferee shall automatically become the successor Operator 
without the approval of Non-Operators. 

2. For the purposes of Article V.B., Operator shall be 
considered to own an interest in the Contract Area i f i t is a 
general partner of a limited partnership which owns an interest in 
the Contract Area or i f i t 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 ths prevailing rates being 
charged by financially responsible prudent operators in the area 
for comparable operations, then Operator may give written notice of 
such higher prevailing rates to Non-Operators. The higher 
prevailing rates specified in said notice shall become the 
effective rates hereunder as of ths f i r s t day of ths 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 ths following: 

(a) Object to the propoeed rates on the basis the same does 
not represent the prevailing rate as aforesaid. In such 
event, ths parties shall attempt to agree upon such 
prevailing rates, failing which such rates shall be 
determined by lav. 

(b) Propose to operate for a lesser rate (which shall never be 
less than ths rats thsn in effect under the Agreement) 
than that proposed by Operator's notics. In this event 
Non-Operator shall taks over operations as of the 
beginning of the month following said thirty-day period 
unless ths sxisting Operator shall agree to operate at 
such lesssr rats. 

Any nev rates established pursuant to this provision shall be 
subject to adjustssnt in ths manner provided by Ssction I I I . l . A . (3) 
of ths Accounting Procedure, but otherwise ths procedure set out in 
thess provisions shall not be exercised on a greater frequency than 
once each twelve months. 

L. BANKRUPTCY 

If , following the granting of r s l i e f under the Bankruptcy Code 
to any party hereto as dsbtor thsreunder, this Agreement should be 
held to be an executory contract within the Be«nAnej of 11 U.s.c 
$363, then the Operator, or ( i f the Operator i s ths debtor in 
bankruptcy) any other psrty, shsll be entitled to a determination 
by debtor or any trustse for debtor within thirty (30) days from 
the date an order for relief is entered under the Bankruptcy code 
as to the rejection or assusption of this Operating Agreement. In 
the event of an assumption. Operator or said other party shall be 
entitled to adequate assurances as to future performance of 
debtor's obligation hereunder and the protection of the interest of 
a l l other parties. 
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ARTICLE XVI. 
MISCELLANEOUS 

This agreement shalVbe 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 ia any number of counterparts, each of which shall be considered an original for ail purposes. 

LN WITNESS WHEREOF, this agreement shall be effective as of day of 1 9 _ i l _ . 

OPERATOR 
SANTA FE ENERGY OPERATING PARTNERS, L.P. 
By: Santa Fe Pacific Exploration Company 

Managing General Partner 

rMwi»k _ i 

T.S. Parker i" Attorney-in-Fact 

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

APPROVED 

Skipper Hamilton, Inc. 

By: 

T i t l e : 

Yates Petroleum Company 

By: 

Title: 

Donahoe Oil & Gas Company 

JZi 

Title: 

Greystone Corporation 

J2L5 

Title: 

Yates Orilling Company 

By: 

Title: 

Myco Industries, Inc. 

By: 

Title: 

ABO Petroleum Corp. 

By: 

Title: 

i 



ACKNOWLEDGMENTS 

STATE OF TEXAS ) 
) 

COUNTY OF MIDLAND ) 

This instrument was acknowledged before me th is 2 4 t h d a y o f 

June , 1993, by T.S. Parker, Attorney-in-Fact fo r 
Santa Fe Pacific Exploration Company, Managing General Partner of 
Santa Fe Energy Operating Partners, L.P., a Texas limited partnership, 
on behalf of said limited partnership. 

Sandra Lovers I \ / 7</2L/r.A / >y. W/^ 
Notary Public stot. of Texoi \ " N o t a r y P u b l i c , S ta te of Texas 

My Commiulon Expire! 7-30-94 



EXHIBIT "A" 

Attached and made a part of that certain Operating Agreement dated June 22 » 
1993 by and between Santa Fe;Energy Operating Partners, L.P. as Operator and 
the other parties hereto as Non-Operator 

I . LANDS SUBJECT TO THIS AGREEMENT: 

Township 22 South of Range 24 East, NMPM 

Section 5: ALL 
Containing 692.88 acres 
Eddy County, New Mexico 

I I . DEPTH RESTRICTIONS 

There are no depth restrictions. 

I I I . FRACTIONAL INTERESTS OF THE PARTIES TO THIS AGREEMENT: 

Donahoe Oil & Gas Co. Et Al 
Skipper Hamilton 
Greystone Corporation 
Yates Petroleum Corporation 
Yates Drilling Company 
ABO Petroleum Corporation 
Myco Industries* Inc. 
Santa Fe Energy Operating Partners, L.P. 

GWI 
18.19052X 
9.42270Z 
3.76900Z 
.230922 
1.84736Z 
1.84736Z 
1.84736Z 

62.844782 

100.00000Z 

IV. OIL ANO GAS LEASE SUBJECT TO THIS AGREEMENT: 

A. Federal O i l and Gas Lease # NM-81217, dated April 1, 1989 by 
and between USA as Lessor and Donahoe Oil & Gas Company, as 
Lessee and covering Lots 1 through 4 inclusive and the S/2 
NW/4, SB/4 NE/4, S/2 of Section 5, Township 22 South, Range 
24 Ease. NMPM Eddy County, Nev Mexico containing 652.88 acres. 

B. Federal OU and Gas Lease I NM-78214 dated December I , 1988, 
by and between the USA as Lessor and Yates Petroleum Corporation 
as Lessee and Insofar only as said Lease covers the SW/4 of NE/4 
of Section 5, Township 22 South, Range 24 East, N.M.P.M., Eddy 
County, New Mexico containing 40.00 acres. 

V. ADDRESSES OF PARTIES FOR NOTICE PURPOSES: 

Donahoe Oil & Gas Company 
3550 North Central Ave. 
Suite 1720 
Phoenix, As 85012 
(602) 266-0370 

Greystone Corporation 
P.O. Box 11390 
Phoenix, As 85060 
(602) 955-7337 

Skipper Hamilton, Inc. 
6402 FM 307 
Midland, Texas 79701 
(915) 684-7236 

Yates Drilling Company 
Yates Petroleum Company 
Myco Industles, Inc. 
ABO Petroleum Corp. 
10S South Fourth Street 
Artesia, NM 88210 
(505) 748-1471 



EXHIBIT "B" 

Attached to and made a part of that certain Operating Agreement dated 
June 22. 1993 -~" by and between Santa Fe Energy Operating 
Partners. L.P. , as Operator and Donahoe Oil 
& r,as Company, et al i aa Non-Operators 

OMITTED 



COPAS - 1984 - ONSHORE 

K S f f i f f i 6 0 1 , BOXSOO 
TULSA OK 7 4 ! O t 

Recommended by the Council 
of Petroleum Accountants 
Societies 

EXHIBIT 

Attached to and made a part of 
by and between 

t h a t c e r t a i n Operat ing Agreement dated 
as Operator , and 

as Non-Operator. 

A C C O U N T I N G P R O C E D U R E 
JOINT O P E R A T I O N S 

I . GENERAL PROVISIONS 

1. Definitions 

"Joint Property" shall mean the real and personal property subject to the agreement to which this Accounting Procedure 
is attached. 
"Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and mainte­
nance of the Joint Property. 
"Joint Account" shall mean the account showing the charges paid and credits received in the conduct of the Joint Opera­
tions and which are to be shared by the Parties. 
"Operator" shall mean the party designated to conduct the Joint Operations. 
"Non-Operators" shall mean the Parties to this agreement other than the Operator. 
"Parties" shall mean Operator and Non-Operators. 
"First Level Supervisors" shall mean those employees whose primary function in Joint Operations is the direct supervision 
of other employees and/or contract labor directly employed on the Joint Property in a field operating capacity. 
"Technical Employees" shall mean those employees having special and specific engineering, geological or other profes­
sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and problems 
for the benefit of the Joint Property. 
"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's 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 Manual as 
most recently recommended by the Council of Petroleum Accountants Societies. 

2. Statement and Billings 

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the Joint Ac­
count for the preceding month. Such bills will be accompanied by statements which identify the authority for expenditure, 
lease or facility, and all charges and credits summarized by appropriate classifications of investment and expense except 
that items of Controllable Material and unusual charges and credits shall be separately identified and fully described in 
detail. 

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

A. Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their 
share of estimated cash outlay for the succeeding month's operation within 6rfk9BtDtit&) days after receipt of the bill­
ing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust each 
monthly billing to reflect advances received from the Non-Operators. 

t h i r t y (30) 
B. Each Non-Operator shall pay its proportion of all bills within iifteHrXtat days after receipt. If pavment is not made 

within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at The Chase 
Manhattan Bank on the first day of the month in which delinquency occurs plus 2% or the maximum 

contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, whichever 
is the lesser, plus attorney's fees, court costs, and other costs in connection with the collection of unpaid amounts. 

4. Adjustments 

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof; 
provided, however, all bills and statements rendered to Non-Operators by Operator during any calendar year shall con­
clusively be presumed to be true and correct after twenty-four (24) months following the end of any such calendar year, 
unless within 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 Controllable 
Material as provided for in Section V. 

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies. 



5. Audits 

A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Opera­
tor'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 
I . Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to conduct a 
joint audit in a manner which will result in a minimum of inconvenience to the Operator. Operator shall bear no por­
tion 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. 

6. Approval By Non-Operators 

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

II . DIRECT CHARGES 

Operator shall charge the Joint Account with the following items: 

1. Ecological and Environmental 

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

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. 

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

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

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

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

4. 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 :o the Joint 
Account under Paragraphs 3A and 3B of this Section II shall be Operator's actual cost not to exceed the percent most recent­
ly recommended by the Council of Petroleum Accountants Societies. 

5. Material 

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

6. Transportation 

Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations; 

A. If Material is moved to the Joint Property from the Operator's warehouse or other properties, no charge shall be made 
to the Joint Account for a distance greater than the distance from the nearest reliable supply store where like material 
is normally available or railway receiving point nearest the Joint Property unless agreed to by the Part es. 



B. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the Joint Ac­
count for a distance greater than the distance to the nearest reliable supply store where like material is normally 
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be 
made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the 
Parties. 

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

7. Services 

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

8. Equipment and Facilities Furnished By Operator 

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

twelve percent (__L?__%) p e r annum. Such rates shall not exceed average commercial rates currently pre­
vailing in the immediate area of the Joint Property. 

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

9. Damages and Losses to Joint Property 

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

10. Legal Expense 

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and 
amounts paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to protect 
or recover the Joint Property, except that no charge for services of Operator's legal staff or fees or expense of outside attor­
neys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be cove red by the 
overhead provisions of Section I I I unless otherwise agreed to by the Parties, except as provided in Section I , Paragraph 
3. 

11. Taxes 

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

12. Insurance 

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

13. Abandonment and Reclamation 

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

14. Communications 

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio and 
microwave facilities directly Aerxing the Joint Property. In the event communication facilities,'systems serving the Joint 
Property arc Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Section IL 

15. Other Expenditures 

Any other expenditure not covered or dealt with in the foregoing provisions of this Section I I , or in Section 111 and which 
is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint 
Operations. 



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

i i . 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. 

i i i . 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: 

( ) 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 $ 

(Prorated for less than a full month) 

Producing Well Rate $ 

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

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

ing rig, completion rig, or other units used in completion of the well is released, whichever is later, except 
that no charge shall be made during suspension of drilling or completion operations for fifteen (15) or 
more consecutive calendar days. 

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) consecutive 
work days or more shall be made at the drilling well rate. Such charges shall be applied for the period 
from date workover operations, with rig or other units used in workover, commence through date of rig 
or other unit 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 well either produced or injected into for any portion of the month shall be considered as a one-
well charge for the entire month. 

(2) Each active completion in a multi-completed well in which production is not commingled down hole shall 
be considered as a one-well charge providing each completion is considered a separate well by the govern­
ing 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 com­
pleted on any well. This one-well charge shall be made whether or not the well has produced except when 
dnlling well rate applies. 

(5) All other inactive wells (including but not limited to inactive wells covered by unit allowable, lease allow­
able, transferred allowable, etc.) 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 multiplying the rate cur­
rently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum and (las 
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 (las 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 ad­
justment. 

B. Overhead - Percentage Basis 

(1) Operator shall charge ihe Joint Account at the following rates: 

-4-



CIS 
(a) Development 

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

(b) Operating 

Percent ( %) of the cost of operating the Joint Property exclusive of costs provided under 
Paragraphs 2 and 10 of Section I I , 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 IB of this Section I I I , development 
shall include all costs in connection with drilling, redrilling, deepening, or any remedial operations on any or all 
wells involving the use of drilling rig and crew capable of drilling to the producing interval on the Joint Prop­
erty; also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning 
when the well is not completed as a producer, and original cost of construction or installation of fixed assets, the 
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction as 
defined in Paragraph 2 of this Section I I I . All other costs shall be considered as operating. 

2. Overhead - Major Construction 

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of 
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the 
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint 
Account for overhead based on the following rates for any Major Construction project in excess of $ 25,000.00 ; 

% of first $100,000 or total cost if less, plus 

% of costs in excess of $100,000 but less than $1,000,000, plus 

% of costs in excess of $1,000,000. 

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

3. Catastrophe Overhead 

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

A. 5 % of total costs through $100,000; plus 

B. 2 % of total costs in excess of $100,000 but less than $1,000,000; plus 

C. 1 % of total costs in excess of $1,000,000. 

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

4. Amendment of Rates 

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

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material move­
ments affecting the Joint Property. Operator 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. 

1. Purchases 

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

2. Transfers and Dispositions 

A. 

B. 

C. 

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



K i 
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 mill published 
carload base prices effective as of date of movement plus transportation cost using the 80,000 pound carload 
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 trans­
portation cost from that mill to the railway receiving point nearest the Joint Property as provided above in 
Paragraph 2.A.(lXa). For transportation cost from points other than Eastern mills, the 30,000 pound Oil 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, to 
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.o.b. 
the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate per weight 
of tubing transferred, to the railway receiving point nearest the Joint Property. 

(2) Line Pipe 

(a) 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.(l)(a) as provided above. Freight 
charges shall be calculated from Lorain, Ohio. 

(b) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) less than 30,000 pounds 
shall be priced at Eastern mill published carload base prices effective as of date of shipment, plus 20 percent, 
plus transportation costs based on freight rates as set forth under provisions of tubular goods pricing in Para­
graph A.(l)(a) 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.o.b. the point of manufa.cture 
at current new published prices plus transportation cost to the railway receiving point nearest the Joint 
Property. 

(d) Line pipe, including fabrieated 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. 

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

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

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 Paragraph A. 

(2) 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. 

(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 

(1) Condition C 

Material which is not in sound and serviceable condition and not suitable for its original function until after recon­
ditioning 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 

Materia], 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 shall be priced as Grade A and B seamless line pipe of com­
parable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be priced at used line 
pipe prices. 

(b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g. power 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 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 Mater ial is not 
equivalent to that which would justify a price as provided above may be specially priced as agreed to by the Parties. 
Such price should result in the Joint Account being charged with the value of the service rendered by such Material. 

E. Pricing Conditions 

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25<P) 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 I I I , Paragraph l.A(3). Each year, the 
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next 
year. Such rate shall be published each year by the Council of Petroleum Accountants Societies. 

(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 

Operator shall maintain detailed records of Controllable Material. 

Periodic Inventories, Notice and Representation 

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

Expense of Conducting Inventories 

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

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



EXHIBIT "0" 

INSURANCE 

Attached hereto and made a part of that certain Operating 
Agreement dated Tuna 22 1993 , by and between 

Santa Fe Energy Operating Partners, L.P. , as Operator and 
Donahoe Oil & Gas Company. Pf al , as Non-Operator 5 

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

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

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

(c) Automobile Liability Insurance with bodily injury policy Limits 
of not Less than $100,000 for death or injury to one person, or not Less 
than $300,000 for death or injury to mora 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 a l l 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 a l l of their employees, except that Operator may 
require each such subcontractor, service company, or other person or 
organization to provide his, its or their own insurance coverage of the 
types and in the amounts specified hereinabove, and such person or 
organization, under 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 Jimp 22 , 19 93 

Between Santa Fe Energy Operating Partners. T..P.. as Operator 

And Donahoe Oi l & Gas Company et a l , as Non-Operator s 

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 full 

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

automatically become effective. 

2. During the period or periods when any Party hereto has no market for all of 

its share of gas produced or its purchaser does not take its full share of gas produced, the 

other Parties shall be entitled to produce each month one hundred percent (100%) of the 

allowable assigned or in the absence of an assigned allowable the maximum production 

capacity and shall be entitled to take and deliver to its or their purchaser such gas 

production; provided, however, no party shall be entitled to produce, own and dispose of 

each month more than three hundred percent (300%) of its share of the allowable or 

maximum production capacity as the case may be, unless it has gas in storage. All 

Panies 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 

Agreernent, but the Party or Parties taking such gas shall own all of such gas delivered to 

its or their purchaser. 

3. On a cumulative basis, each party not uking or marketing its full share ot the 

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



produced under this Agreement, less its share of gas used in lease operations, vented or 

lost, and less that portion such Party took or delivered to its purchaser. The Operator (as 

that term is defined in the Operating Agreement) will maintain a current account of the 

gas balance between the Parties and will furnish all Parties hereto monthly statements 

showing the total quantity of gas produced, the amount used in lease operations, vented 

or lost, the total quantity of liquid hydrocarbons recovered therefrom, and the monthly 

and cumulative over-and-under account of each Party. 

4. At all times while gas is produced, each Party hereto will make settlement 

with the respective royaity owners to whom it is accountable, just as if each Party were 

taking or delivering to a purchaser its share, and its share only, of such gas production 

exclusive of gas used in lease operations, vented or lost. Each Party hereto agrees to 

hold each other Party 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 nodce to the Operator, any Party which has gas in storage pursuant to 

the terms hereof at any time may begin taking or delivering to its purchaser its full share 

of the gas produced less such Party's share of gas used in operations, vented or lost. In 

addition to such share, each Party including the Operator, until it has recovered its gas in 

storage and balanced the gas account as to its interest, shall be entitled to take or deliver 

to its purchaser a share of gas determined by multiplying 30% of the interest in the 

current gas production of the Party or Panies without gas in storage by a fraction, the 

numerator of which is the interest of such pany with gas in storage and the denominator 

of which is the total percentage interest of all Parues with gas in storage currently Liking 

or delivering to a purchaser. 

6. Each Pany producing and taking or delivering gas to us purchaser shail pay 

any and all production taxes due on such gas. 



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 that 

for which settlement is made. The price basis shall be the rate collected from time to 

time, which is not subject to possible refund, as provided by the Federal Energy 

Regulatory Commission pursuant to final order or settlement applicable to the gas 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 with respect thereto. The operator shall have no liability with 

respect to the correctness of the funds received by it from any overproduced party or on 

account of the failure of any overproduced party (other than Operator if it is 

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

9. Nothing herein shail change or affect each Party's obligations to pay its 

proportionate share of all costs and liabilities incurred, as its share thereof is set forth in 

the Operating Agreement. 

10. The terms and provisions of this Agreement shall apply separately to each well 

and/or separate completion in each well. Underproduction on one well or completion 

shall not be recouped by overproduction of any other welt or completion. 

11 Notwithstanding anything contained herein to the contrary, no Party shail ha<.e 



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 completion. As used herein, the term "Ultimate Recoverable 

Reserves" is defined as the sum of cumulative production to date together with estimated 

quantities of natural gas which geological and engineering data indicate to be recoverable 

in future years from a completion in a particular well under existing and anticipated 

economic and operation conditions, as such quantities may be from time to time revised. 

Operator shall be responsible for determining the Ultimate Recoverable Reserves 

attributable to each separate completion and shall advise each of the non-operators of its 

determination from time to time as such determination is made, but no less frequently 

than once every twelve (12) months. For a period of thirty (30) days following mailing 

of a notice of determination, Non-Operators may submit to Operator proposed 

adjustments to such reserve determination which Operator may accept or reject, and any 

revision by Operator shall be made with said thirty (30) day period. Operator's 

determination, however, shall be final unless within thirty (30) days after mailing to Non-

Operators of any such reserve determination or a revision thereof, Non-Operators 

comprising not less than fifty percent (50%) of the working interest in the completion 

zone for which the determination is made request an independent determination of 

reserves. If such a request is made, then such reserves for such completion zone shall be 

determined by an independent reservoir engineering consulting firm acceptable to a 

majority of working interest owners, and the cost of such independent determination shall 

be charged to the joint account. 

At such time as a Party had produced eighty percent (80%) of its proportionate 

share of Ultimate Recoverable Reserves, such Party may make no further sales of gas 

production from such completion zone which will not be in balancing with the sales of 

other Parties without Operator's consent. Operator may refuse to consent to out or 

balance sales until the Party desiring to sell has furnished Operator with adequate 

assurance of such Party's ability to pay future costs which may be subsequently 

chargeable to such Party under the Operating Agreement and to pay any potential cash 

balancing under this Gas Balancing Agreement upon depletion. Such assurance may ê 

C U . D I WO A ._1 



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 

well or completion, then unless the assignment instrument otherwise specifically provides, 

such sale or assignment shall include all of the interest of such underproduced party in 

gas to be produced attributable to such assigned interest, all of such underproduced 

party's right to make up gas attributable to such assigned interest, and all of such 

underproduced party's right to any cash payment that may be due hereunder after the 

effective date of the assignment attributable to the assigned interest. The selling or 

assigning party shall look solely to its purchaser or assignee for any interest in the gas or 

cash payment to which .such party may be entitled. If any overproduced party sells or 

assigns all or any portion of its interest in the well or completion, the interest sold or 

assigned shall be burdened by the right of all underproduced parties to take a portion of 

the gas produced attributable to such interest as provided herein, and the assignee shall be 

subject to the obligation to make cash payments to the underproduced parties as provided 

herein that become payable after the effective date of such assignment. The assignor 

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

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



EXHIBIT "F" 

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPER­
ATING AGREEMENT DATED 
between ^ 
and 

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

EQUAL OPPORTUNITY CLAUSE 

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

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

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

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

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

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

(6) In the event of the Contractor's noncompliance with the Nondiscrimination 
clauses of this Agreement or with any of such rules, regulations, or orders, ns 
Agreement may be cancelled, terminated or suspended in whole or m pan ind 
the Contractor may be declared ineligible for further Government contracts n 
accordance with procedures authon zed in Executive Order 11246 ot Septemoer 
24. 1965. and such other sanctions may be imposed and remedies m\0Ked as 
provided in Executive Order 11246 of September 24. 1965. or bv - . e 
-egulation. or order of the Secretary of Labor, or as otherwise provided ">v a* 



(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 
ofrthe 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: 

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

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

CERTIFICATE OF NONSEGREGATED FACILITIES 

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

NOTICE TO PROSPECTIVE SUBCONTRACTORS OF REQUIREMENT FOR 
CERTIFICATIONS OF NONSEGREGATED FACILITIES: A Certification of Nonsegregated 
Facilities as required by the May 9. 1967. order on Elimination of Segregated Facilities, by the 
Secretary of Labor (32 F R. 7439. May 19. 1967). and as required by the regulations or the 
Secretary of Labor set out in 41 CFR Chapter 60. and as they may be amended, must be submitted 
pnor to the award of a subcontract exceeding S 10.000 which is not exempt from the provisions or 
the Equal Opportunity Clause. The certification may be submitted either for each subcontract or 
ror all subcontracts dunng a period (i.e.. quarterly, semi-annually or annually). 



EXHIBIT "FT 
Attached to and made a part of that certain Operating 
Agreement dated February 1, 1993, by and between Santa Fe 
Energy Operating Partners, L.P., as Operator, and Barbara 
Fasken, et al, as Non-Operators 

MEMORANDUM OF OPERATING AGREEMENT. SECURITY AGREEMENT 
AND FINANCING STATEMENT 

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

2. The parties hereto have entered into an Operating Agree­
ment, providing for the development and production of crude oi l , 
natural gas and associated substances from the lands described in 
Exhibit "A" attached hereto (hereinafter called the "Contract 
Area"), and designating Santa Fe Energy Operating Partners, L.P., 
as Operator, to conduct such operations. 

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

4. The purpose of this Memorandum is to more fully describe 
and implement the liens and/or security interests provided for in 
the Operating Agreement, and to place third parties on notice 
thereof. 

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

Each Non-Operator grants to operator a lien upon i t s o i l 
and gas rights in ths contract Area, and a security 
interest in i t s shars of o i l and/or gas when extracted 
and i t s interest in a l l equipment, to secure payment of 
it s shars of expense, together with interest thereon at 
ths rate provided in Exhibit "CM to the Operating Agree­
ment. To ths extent that Operator has a security 
interest under ths Uniform commercial Cods of ths state, 
Operator shall be entitled to exercise ths rights and 
reeedies of a secured party under the Code. The bringing 
of a suit and ths obtaining of a judgment by operator for 
ths secured indebtedness shall not be deeaed an election 
of ressdies or otherwise affect ths lien rights or 
sscurlty intsrest as security for ths payment thereof. 
In addition, upon default by any Non-Operator in the 
payment of i t s shars of expense, Operator shall have the 
fight, without prejudice to other rights or ressdies, to 
collect from ths purchaser ths proceeds from ths sale of 
such Non-operator's shars of o i l and/or gas until the 
aaount owed by such Non-Operator, plus interest, has been 
paid. Each purchaser shall be entitled to rely upon 
Operator's written statement concerning the amount of any 
default. Operator grants a like lien and security 
interest to the Non-Operators to secure payment of 
Operator's proportionate share of expense. 

If any party f a i l s or is unable to pay its share of 
expense within sixty (60) days after rendition of a 



statement therefor by Operator, the non-defaulting 
parties, including Operator, shall, upon request by 
Operator, pay the unpaid amount in the proportion that 
the interest of each such party bears to the interest of 
a l l such parties. Each party so paying its share of the 
unpaid amount shall, to obtain reimbursement thereof, be 
subrogated to the security rights described in the 
foregoing paragraph. 

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

A. Property Subject to Security Interests Created Hereby 

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

(2) All fixtures on the Contract Area. 

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

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

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

(6) All accounts, contract rights, rights under any gas 
balancing agreement, general intangibles, equipment, inventory, 
farmout rights, option farmout rights, acreage and or cash 
contributions, and conversion rights, whether now owned or existing 
or hereafter acquired or arising, including but not limited to a l l 
interest in any partnership, limited partnership, association, 
joint venture, or other entity or enterprise that holds, owns, or 
controls any interest in the Contract Area or in any property 
encumbered by this Memorandum. 

(7) A l l ssvsred and extracted o i l , gas, and associated 
substances now or hsreafter produced from or attributable to the 
Contract Area, including without limitation o i l , gas and associated 
substances in tanks or pipelines or otherwise held for treatment, 
transportation, manufacture, processing or sals. 

(8) A l l ths proceeds and products of ths items described in 
ths foregoing paragraphs now existing or hereafter arising, and a l l 
substitutions therefor, replacements thereof, or accessions 
thereto. 

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

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

B. Property Subject to other Liens Created Hereby 

(1) All real property within ths Contract Area, including 
a l l o i l , gas and associated substances of valus in, on or under tne 
Contract Area which aay bs extracted therefrom. 

(2) All fixtures within the Contract Area. 

(3) All real property and fixtures now and hereafter 
acquired in furtherance of the purposes of this Operating 
Agreeaent. 

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

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

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

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

11. I t i s understood and agreed by the parties hereto that if 
any part, term, or provision of this Memorandum i s by the courts 
held to be illeg a l or in conflict with any law of the state where 
mads, ths validity of ths remaining portions or provisions shall 
not bs affected, and ths rights and obligations of ths parties 
shall bs construsd and enforced as i f ths Memorandum did not 
contain ths particular part, term or provision held to bs invalid. 

12. This Memorandum shall be binding upon and shall inure to 
ths benefit of ths parties hereto and to their respective heirs, 
devisees, legal rsprsssntatives, successors and assigns. The 
failure of one) or mors persons owning an intsrest in ths contract 
Area to execute this Memorandum shall not in any manner affect the 
validity of ths Memorandum as to thoss persons who have executed 
this Memorandum. 

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

14. This Memorandum say be executed or ratified in one or 
mors counterparts and a l l of ths executed or ratified counterparts 
shall togsthsr constituts ons instrument. For purposss of recor-
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dine;, only one copy of this Memorandum with individual signature 
pages attached thereto needs to be filed of record. 

OPERATOR: 

SANTA FE ENERGY OPERATING PARTNERS, L.P. 
By: SANTA FE PACIFIC EXPLORATION 

COMPANY, Managing General Partner 

By: . .' • r .r 
T.S. Parker, Attorney-in-Fact 

NON-OPERATORS: 

Donahoe Oil & Gas Company 

Greystone Oil & Gas Company 

Skipper Hamilton, Inc. 

Yates Petroleum Company 

Yates D r i l l i n g Company 

Myco Industries, Inc. 

ABO Petroleum Corp. 



ACKNOWLEDGEMENTS 

STATE OF TEXAS :~ ) 
) 

COUNTY OF MIDLAND ) 

This instrument was acknowledged before me this 24th ^ay of 
June , 1993, by T.S. Parker, Attorney-in-Fact for 

Santa Fe Pacific Exploration Company, Managing General Partner of 
Santa Fe Energy Operating Partners, L.P., a Texas limited partnership, 
on behalf of said limited partnership. 

1 

Sandra Lovers 
Notary Public, State of Texat 

My Commission Expires 7-30-94 

^fofary Publ ic , State of Texas 



STATE OF TEXAS ) 
) 

COUNTY OF ) 

This instrument was acknowledged before me this day of 
, 1993, by Skipper Hamilton. 

Notary Public, State of Texas 

STATE OF ) 
) 

COUNTY OF ) 

This instrument was acknowledged before me this day of 
, 1993, by , 

Notary Public, State of 

STATE OF ) 
) 

COUNTY OF ) 

This instrument was acknowledged before me this day of 
, 1993, by 

Notary Public, State of 

STATE OF ) 
) 

COUNTY OF ) 

This instrument was acknowledged before me this day of 
, 1993, by 

Notary Public, State of 

STATE OF ) 
) 

COUNTY OF ) 

This instrument was acknowledged before me this day of 
, 1993, by 

Notary Public, State of 



NAGPEAK SANTA FE ENERGY OPERATING PARTNERS,L.P. 
GENERALIZED WELL COST ESTIMATE 

NAME: NagoolteePeak "5" Fed, Com. No.l 
LOC: 1650' FSL & 1650' FEL, Sec.5,T22S,R24E, Eddy County, New Mexico 

DESC: Re-Enter the Discovery Operating-Watt/Janyon "5" Fed, No.l 
Complete as an 8,600' Cisco/Canyon Oil Well ^ 

ACCOUNT j DESCRIPTION OF COSTS DRY HOLE PRODUCER 

—I ,501-000 TANGIBLE WELL COSTS 
-41 CONDUCTOR CSG 
-41 SURFACE CSG 
-41 PROTECTION CSG 
-41 INTERMEDIATE CSG 
-41 PROD CSG •5-1/2' 15.50 a 17.0 ppf K-55 LT&C @ 8600' 5 5.900 
-41 PROD LINER 
-42 TUBING 2 7/8' 6.5 ppf N-80 8-rd EUE @ 8,600' 23,650 
-42 WELLHEAD 2,000 6,000 
-44 PMPG UNIT 40,000 
-4E PRIME MOVER Ajax Engine 12,000 
-5C OTHER OWN HOLE EQUIP 2.500 
-5C RODS 20,000 
-5C SUBSURFACE PMPS 2,400 
-se CSG EQUIP 1,500 
-5S ELECTRICAL 
-5E MISC. TANGIBLES 1,000 
-5! ROD EQUIP 
-55 TUBING EQUIP 2,000 

TOTAL TANGIBLE COSTS 2,000 166,950 

541-OOC LEASE FACILITY COSTS 
-5C FLOW LINES 4,000 
-5C LABOR 10,000 
-5C OTHER PROO EQUIP 10,000 
-5C TANK FACILITIES 20,000! 

TOTAL LEASE FACILITY COSTS 44,000 

511-00C INTANGIBLE WELL COSTS 
21 LOCATION 8,000 8,000 
22 FENCING 1,000 1,000 
26 WTR & FUEL FOR RIG 8,000 11,000 
31 CONTRACTOR MOVING EXP 20.000 20,000 
32 CONT FOOTAGE OR TURNKEY 
32 CONTRACTOR DAY WORK 12 daya X USOO/day 64,000 54,000 
32 DRLG FLUIO a. ADDITIVES 10,000 10.000 
34 BITS & REAMERS 8.000 8,000 
3€ CORING 4 CORE ANALYSES 
37 CEMENT 6,000 22.000 
39 INSPECTION 4 TSTQ OP TANG 9,000 
41 DIRECTIONAL DRLG SURVEYS 18,000 18,000 
42 DRILLING EQLHP RENTAL 8,000 8,000 
42 OPEN HOLE LOGGING CNL/LOT/OIL 14.000 14,000 

DRILL STEM TSTQ 
4! MUO LOGGING •400/day X 6 daya 2,400 2,400 
51 TRANSPORTATION 3,000 12,0001 
52 COMPLETION UNIT • 1200/d X 8 d a y 9,6001 
52 COMPLETION TOOL RENTAL 4.000 
54 CASED HOLE LOGS * PEHF1NG 8,000 
5! STIMULATION 20,000 
5( RIO SITE SUPERVISION <400/d X 15/28 daya 6,000 10,000 
72 ADMINISTRATIVE OVERHEAD 3,000 6,000 
99 FSHO TOOLS > EXPENSES 
9S TESTING: BHP,GOR,4 PT POT 4,1361 

ABANDONMENT COST 7,873 
OTHER INTANGIBLES 
CONTINGENCY (10%l 17,727 25,914 

TOTAL INTANGIBLES 196,000 285,050| 
496,000) TOTAL COSTS 197,000 

Drilling Oapt:, Oat*: 

Oparationa Oapt: yrfZ-sf^tf^^jt£* 

SFEOP.L.P. Approval By: 

Non Operator Approval By: 

Data: 4/8/<f3 

Data: <//tfn 
Data: 

NEW MEXICO 
OIL CONSERVATION DIVISION 
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Attached to and made a part of. 

A C C O U N T I N G P R O C E D U R E 

J O I N T O P E R A T I O N S 

I . GENERAL PROVISIONS 

1. Definitions 

"Joint Property" shall mean the real and personal property subject to the agreement to which this Accounting Procedure 
is attached. 
"Joint Operations" shail mean ail operations necessary or proper for the development, operation, protection and 
maintenance of the Joint Property. 
"Joint Account" shall mean the account showing the charges paid and credits received in the conduci: of the Joint 
Operations and which are to be shared by the Parties. 
"Operator" shail mean the party designated to conduct the Joint Operations. 
"Non-Operators' shall mean the Parties to this agreement other than the Operator. 
"Parties" shall mean Operator and Non-Operators. 
"First Level Supervisors" shall mean those employees whose primary function in Joint Operations is the direct 
supervision of other employees and/or contract labor directly employed on the Joint Property in a field operating 
capacity. 
"Technical Employees" shall mean those employees having special and specific engineering, geological or other 
professional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and 
problems for the benefit of the Joint Property. 
"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's 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 Manual as 
most recently recommended by the Council of Petroleum Accountants Societies. 

Statement and Billings 

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the Joint 
Account for the preceding month. Such bills will be accompanied by statements which identify the authority for 
expenditure, lease or facility, and all charges and credits summarized by appropriate classifications of investment and 
expense except that items of Controllable Material and unusual charges and credits shall be separately identified and 
fully described in detail. 

Advances and Payments by Non-Operators 

A. Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their 
share of estimated cash outlay for the succeeding month's operation within fifteen (15) days after receipt of the 
billing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust 
each monthly billing to reflect advances received from the Non-Operators. 

B. Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not made 
within such time, the unpaid balance shail bear interest monthly at the prime rate in effect at 

on the first day of the month in which delinquency occurs plus 1% or the 
maximum contract rate permitted by the applicable usury laws in the state in which the Joint Property is located, 
whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with the collection of unpaid 
amounts. 

any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof: 
however, all bills and statements rendered to Non-Operators by Operator during any calendar year shall 

4y hn praiiimed to be true and correct after twenty-four (24) months following the end of any such calendar 
year, unless within 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 
r r°yrihed period. The provisions of this paragraph shall not prevent adjustments resulting from a physiciii inventory of 
Controllable Material as provided for in Section V. 

COPYRIGHT© 1985 by the Council of Petroleum Accountants Societies. 
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I 5. Audits 
2 
3 A. A Non-Operator, upon notice in writing to Operator and ail other Non-Operators, shall have the right to audit 
4 Operator's accounts and records relating to the Joint Account for any calendar year within the twenty-four 
5 (24) month period following the end of such calendar year: provided, however, the making of an audit shall not 
6 extend the time for the taking of written exception to and the adjustments of accounts as provided for in 
7 Paragrapn 4 of this Section I . Where there are two or more Non-Operators, the Non-Operators shall make 
8 every reasonable effort to conduct a joint audit in a manner which will result in a minimum of inconvenience 
9 to the Operator. Operator shall bear no portion of the Non-Operators' audit cost incurred under this 

10 paragraph unless agreed to by the Operator. The audits shall not be conducted more than once each year 
11 without prior approval of Operator, except upon the resignation or removal of the Operator, and shall be made 
12 at the expense of those Non-Operators approving such audit. 
13 
14 B. The Operator shall reply in writing to an audit report within 180 days after receipt of such report. 
15 
16 6. Approval By Non-Operators 
17 
18 Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of 
19 this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no 
20 contrary provisions in regard thereto. Operator shall notify all Non-Operators of the Operator's proposal, and the 
21 agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Operators. 
22 
23 
24 I I . DIRECT CHARGES 
25 
26 Operator shall charge the Joint Account with the following items: 
27 
28 1. Ecological and Environmental 
29 
30 Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy 
31 environmental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or 
32 archaeological nature and pollution control procedures as required by applicable laws and regulations. 
33 
34 2. Rentals and Royalties 
35 
36 Lease rentals and royalties paid by Operator for the Joint Operations. 
37 
38 3. Labor 
39 
40 A. (1) Salaries and wages of Operator's field employees directly employed on the Joint Property in the conduct of 
41 Joint Operations. 
42 
43 (2) Salaries of First Level Supervisors in the field. 
44 
45 (3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are 
46 excluded from the overhead rates. 
47 
48 (4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly 
49 employed in the operation of the Joint Property if such charges are excluded from the overhead rates. 
50 
51 B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to 
52 employees whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section I I . 
53 Such costs under this Paragraph 3B may be charged on a "when and as paid basis'' or by "percentage assessment" 
54 on the amount of salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section I I . If 
55 percentage assessment is used, the rate shall be based on the Operator's cost experience. 
56 
57 C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are 
58 applicable to Operator's costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section I I . 
59 
60 D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under 
61 Paragraph 3A of this Section I I . 
62 
63 4. Employee Benefits 
64 
65 Operator's current costs of established plans for employees' group life insurance, hospitalization, pension, retirement. 
66 stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor cost chargeaDle to the 
67 Joint Account under Paragraphs 3A and 3B of this Section I I shall be Operator's actual cost not to exceed the percent 
68 most recently recommended by the Council of Petroleum Accountants Societies. 
69 
70 
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1 5. Material 
9 

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 surplus stocks shall be 
6 avoided. 
7 
8 6. Transportation 
9 

10 Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations: 
11 
12 A. If Material is moved to the Joint Property from the Operators warehouse or other properties, no charge shal! 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 normally 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 thi: Joint 
17 Account for a distance greater than the distance to the nearest reliable suppiy store where like material is normally 
18 available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge snail 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 I I I . The cost of professional consultant services and contract 
30 services of technical personnel directly engaged on the Joint Property if such charges are excluded 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. Operator may elect to use rates 
44 published by the Petroleum Motor Transport Association. 
45 
46 9. Damages and Losses to Joint Properly 
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 Operator's 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 resulting 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 I I I 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 connection with the Joint Property, the operation thereof, 
65 or the production therefrom, and which taxes have been paid by the Operator lor ihe 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 interrat then 
67 notwithstanding anything to the contrary herein, charges to the Joint Account shall be made and paid by tha Parties 
68 hereto in accordance with the tax value generated by each party's working interest 
69 
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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 Operator 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 ils self-
6 insurance program and in that event. Operator shall include a charge at Operators cost not to exceed manual rates. 
7 
8 13. Abandonment and Reclamation 
9 

10 Costs incurred for abandonment of the Joint Property, including costs required by governmental or other regulatory 
11 authority. 
12 
13 14. Communications 
14 j 
15 Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including raciio 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 8 of this Section I I . 
18 j 
19 15. Other Expenditures > 
20 j 
21 Any other expenditure not covered or dealt with in the foregoing provisions of this Section I I . or in Section I I I 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 j 
25 I 
26 I I I . OVERHEAD 
27 
28 1. Overhead - Drilling and Producing Operations 
29 
30 i. 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 IA. or 
34 ( ) Percentage Basis. Paragraph IB 
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 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 I 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 ( ) shall not be covered by the overhead rates. 
48 
49 iii . 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 wells shall begin on the date the well is spudded and terminate on the date 
70 the drilling ng, <. rig, or other units used in completion of the weil is released, whichever 
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1 is later, except that no charge shall be made during suspension oi drilling or completion operations 
2 for fifteen (15) or more consecutive calendar days. 
3 
4 (2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) 
5 consecutive work days or more shall be made at the drilling weii rate. Such charges shall be 
S applied for the period from date workover operations, with rig or other units used in workover, 
7 commence through date of rig or otner unit release, except that no charge shail be made during 
8 suspension of operations for fifteen 115) or more consecutive calendar days. 
9 

10 (b) Producing Well Rates 
U 
12 (1) An active weil either produced or injected into for any portion of the month shall be considered as 
13 a one-well charge for the entire month. 
14 
15 (2) Each active completion in a multi-completed well in which production is not commingled down 
16 hole shall be considered as a one-well charge providing each completion is considered a separate 
17 well by the governing regulatory authority. 
18 
19 (3) An inactive gas well shut in because of overproduction or failure of purchaser to take the 
20 production shail be considered as a one-well charge providing the gas well is directly connected to 
21 a permanent sales outlet. 
22 
23 (4) A one-well charge shall be made for the month in which plugging ana abandonment operations 
24 are completed on any well. This one-well charge snail be maue whether or not the well has 
25 produced except when drilling weil rate applies. 
26 
27 (5) All other inactive wells (including but not limited to inactive wells covered by unit allowable, lease 
28 allowable, transferred allowable, etc.) shall not qualify for an overhead charge. 
29 
30 (3) The well rates shall be adjusted as of the first day of April each year following the effective date of the 
31 agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying 
32 the rate currently in use by the percentage increase or decrease in the average weekly earnings of Crude 
33 Petroleum and Gas Production Workers for the last calendar year compared to the calendar year preceding as 
34 shown by the index of average weekly earnings of Crude Petroleum and Gas Production Workers as published 
35 by the United States Department of Labor. Bureau of Labor Statistics, or the equivalent Canadian index as 
36 ' published by Statistics Canada, as applicable. The adjusted rates shall be the rates currently in use. plus or 
37 minus the computed adjustment. 
38 
39 B. Overhead - Percentage Basis 
40 
41 (1) Operator shall charge the Joint Account at the following rates: 
42 
43 (a) Development 
44 
45 Percent ( %) of the cost of development of the Joint Property exclusive of costs 
46 provided under Paragraph 10 of Section i l and all salvage credits. 
47 
48 (b) Operating 
49 
50 Percent ( %) of the cost of operating the Joint Property exclusive of costs provided 
51 under Paragraphs 2 and 10 of Section I I , all salvage credits, the value of injected substances purchased 
52 for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the 
53 mineral interest in and to the Joint Property. 
54 
55 (2) Application of Overhead - Percentage Basis shall be as follows: 
56 
57 For the purpose of determining charges on a percentage basis under Paragraph IB of this Section I I I , 
58 development shall include all costs in connection with drilling, redrilling, deepening, or any remedial 
59 operations on any or all wells involving the use of drilling rig and crew capable of driiiing to the pi-oducing 
60 interval on the Joint Property; also, preliminary expenditures necessary in preparation for drilling and 
61 expenditures incurred in abandoning when the well is not completed as a producer, and original cost of 
62 construction or installation of fixed assets, the expansion of fixed assets and any other project clearly 
63 discernible as a fixed asset, except Major Construction as defined in Paragraph 2 of this Section I I I . All other 
64 costs shall be considered as operating. 
65 
66 2. Overhead - Major Construction 
67 
68 To compensate Operator for overhead costs incurred in the construction and installation ol fixed assets, the expulsion of 
69 fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the 
70 Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint 
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1 Account for overhead based on the following rates for any Major Construction project in excess of $ : 
2 
3 A % of first $100,000 or totai cost if less, plus 
4 
5 B % of costs in excess of $100,000 but less than $1,000,000, plus 
6 
7 C % of costs in excess of $1,000,000. 
8 
9 Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts of a single 

10 project shall not be treated separately and the cost of drilling and workover wells and artificial lift equipment .'shall be 
11 excluded. 
12 
13 3. Catastrophe Overhead 
14 
15 To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due 
16 to oii spill, blowout, explosion, fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are 
17 necessary to restore the Joint Property to the equivalent condition that existed prior to the event causing the 
18 expenditures. Operator shail either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account 
19 for overhead based on the following rates: 
20 
21 A % of total costs through $100,000; plus 
22 
23 B % of total costs in excess of $100,000 but less than il.000.000: plus 
24 
25 C % of total costs in excess of $ 1,000.000. 
26 
27 Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead 
28 provisions of this Section I I I shall apply. 
29 
30 4. Amendment of Rates 
31 
32 The overhead rates provided for in this Section I I I may be amended from time to time only by mutual agreement 
33 between the Parties hereto if, in practice, the rates are found to be insufficient or excessive. 
34 
35 
36 IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS 
37 
38 Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for ail Material 
39 movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; however, at 
40 Operator's option, such Material may be supplied by the Non-Operator. Operator shail make timely disposition of idle and/or 
41 surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale to 
42 outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition 
43 A or B Material. The disposal of surplus Controllable Material not purchased by the Operator shail be agreed to by the Parties. 
44 
45 1. Purchases 
46 
47 Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case of 
48 Material found to be defective or returned to vendor for any other reasons, credit shall be passed to the Join): Account 
49 when adjustment has been received by the Operator. 
50 
51 2. Transfers and Dispositions 
52 
53 Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the Operator, 
54 unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts: 
55 
56 A. New Material (Condition A) 
57 
58 (1) Tubular Goods Other than Line Pipe 
59 
60 (a) Tubular goods, sized 2yg inches OD and larger, except line pipe, shall be priced at Eastern mill 
61 published carload base prices effective as of date of movement plus transportation cost using the 80,000 
62 pound carload weight basis to the railway receiving point nearest the Joint Property for which 
63 published rail rates for tubular goods exist If the 80,000 pound rail rate is not offered, the 70.000 pound 
64 or 90,000 pound rail rate may be used. Freight charges for tubing will be calculated from Lorain. Ohio 
65 and casing from Youngstown, Ohio. 
66 
67 (b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus 
68 transportation cost from that mill to the railway receiving point nearest the Joint Property as provided 
69 above in Paragraph 2.A.(lXa). For transportation cost from points other than Eastern mills, the 30,000 
70 
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1 pound Oil Field Haulers Association interstate truck rate shall be used. 
2 
3 (c) Special end finish tubular goods shall be priced at the lowest published out-of-slock price, f.o.b. Houston. 
4 Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate. 
5 to the railway receiving point nearest the Joint Property. ! 
6 | 
7 (d) Macaroni tubing (size less than 2YH inch OD) shall be priced at the lowest published out-of-stock prices 
8 f.o.b. the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate 
9 per weight of tubing transferred, to the railway receiving point nearest the Joint Property. 

10 
11 (2) Line Pipe 
12 
13 (a) Line pipe movements (except size 24 inch OD and larger with wails % inch and over) 30,000 pounds or 
14 more shail be priced under provisions of tubular goods pricing in Paragraph A.(lXa) as provided above. 
15 Freight charges shall be calculated from Lorain. Ohio. 
16 
17 (b) Line pipe movements (except size 24 inch OD and larger with walls V, inch and over) less than 30,000 
18 pounds shall be priced at Eastern mill published carload base prices effective as of date of shipment. 
19 plus 20 percent, plus transportation costs based on freight rates as set forth under provisions of tubular 
20 goods pricing in Paragraph A.(lXa) as provided above. Freight charges shall be calculated from Lorain. 
21 Ohio. 
22 
23 (c) Line pipe 24 inch OD and over and 3/, inch wall and larger shall be priced f.o.b. the !»int of 
24 manufacture at current new published prices plus transportation cost to the railway receiving point 
25 nearest the Joint Property. 
26 
27 (d) Line pipe, including fabricated line pipe, drive pipe and conduit not listed on published price lists shall 
28 be priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at 
29 prices agreed to by the Parties. 
30 
31 (3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable 
32 supply store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the 
33 railway receiving point nearest the Joint Properry. 
34 
35 (4) Unused new Material, except tubular goods, moved from the Joint Property shall be priced at the current 
36 new price, in effect on date of movement, as listed by a reliable supply store nearest the Joint Property, or 
37 point of manufacture, plus transportation costs, if applicable, to the railway receiving point nearest ihe Joint 
38 Property. Unused new tubulars will be priced as provided above in Paragraph 2.A.(1) and (2). 
39 
40 B. Good Used Material (Condition B) 
41 
42 Material in sound and serviceable condition and suitable for reuse without reconditioning: 
43 
44 (1) Material moved to the Joint Property 
45 
46 At seventy-five percent (75%) of current new price, as determined by Paragraph A. 
47 
48 (2) Material used on and moved from the Joint Property 
49 
50 (a) At seventy-five percent (75%) of current new price, as determined by Paragraph A, if Material was 
51 originally charged to the Joint Account as new Material or 
52 
53 (b) At sixty-five percent (65%) of current new price, as determined by Paragraph A, if Material was 
54 originally charged to the Joint Account as used Material. 
55 
56 (3) Material not used on and moved from the Joint Property 
57 
58 At seventy-five percent (75%) of current new price as determined by Paragraph A. 
59 
60 The cost of reconditioning, if any, shall be absorbed by the transferring property. 
61 
62 C. Other Used Material 
63 
64 (1) Condition C 
65 
66 Material which is not in sound and serviceable condition and not suitable for its original function until 
67 after reconditioning shall be priced at fifty percent (50%) of current new price as determined by 
68 Paragraph A. The cost of reconditioning shall be charged to the receiving property, provided Condition 
69 C value plus cost of reconditioning does not exceed Condition B value. 
70 
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1 (2) Condition D 
2 
3 Material, excluding junk, no longer suitable for its original purpose, but usable for some other purpose 
4 shall be priced on a basis commensurate with its use. Operator may dispose of Condition 0 Material 
5 under procedures normally used by Operator without prior approval of Non-Operators. 
6 
7 (a) Casing, tubing, or drill pipe used as line pipe shall be priced as Grade A and B seamless line pipe 
8 of comparable size and weight. Used casing, tubing or drill pipe utilized as line pipe shall be 
9 priced at used line pipe prices. 

10 
H (b) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe, e.g. 
12 power oil lines, shall be priced under normal pricing procedures for casing, tubing, or drill pipe. 
13 Upset tubuiar goods shall be priced on a non upset basis. 
14 
15 (3) Condition E 
16 
17 Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under 
18 procedures normally utilized by Operator without prior approval of Non-Operators. 
19 
20 D. Obsolete Material 
21 
22 Material which is serviceable and usable for its original function but condition and/or value of such Material 
23 is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by 
24 the Parties. Such price should result in the Joint Account being charged with the value of the service 
25 rendered by such Material. 
26 
27 E. Pricing Conditions 
28 
29 (1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25?) 
30 per hundred weight on all tubular goods movements, in lieu of actual loading or unloading costs 
31 sustained at the stocking point. The above rate shall be adjusted as of the first day of April each year 
32 following January 1, 1985 by the same percentage increase or decrease used to adjust overhead rates in 
33 Section I I I , Paragraph 1.A.13). Each year, the rate calculated shall be rounded to the nearest cent and 
34 shall be the rate in effect until the first day of April next year. Such rate shall be published esich year 
35 by the Council of Petroleum Accountants Societies. 
36 
37 (2) Material involving erection costs shall be charged at applicable percentage of the current knocked-down 
38 price of new Material. 
39 
40 3. Premium Prices 
41 
42 Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other 
43 unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required 
44 Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use. and in moving it 
45 to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing 
46 Non-Operators for such Material. Each Non-Operator shall have the right by so electing and notifying Operate r within 
47 ten days after receiving notice from Operator, to furnish in kind all or part of his share of such Material suitable for use 
48 and acceptable to Operator. 
49 
50 4. Warranty of Material Furnished By Operator 
51 
52 Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the Joint 
53 Account until adjustment has been received by Operator from the manufacturers or their agents. 
54 
55 
56 V. INVENTORIES 
57 
58 The Operator shall maintain detailed records of Controllable Material. 
59 
60 1. Periodic Inventories, Notice and Representation 
61 
62 At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice 
63 of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that 
64 Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represenied at an 
65 inventory shall bind Non-Operators to accept the inventory taken by Operator. 
66 
67 2. Reconciliation and Adjustment of Inventories 
68 
69 Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six 
70 months following the taking of the inventory. Inventory adjustments shail be made by Operator to the Joint Account for 
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1 overages and shortages, but. Operator shall be held accountable only for shortages due to lack of reasonable diligence!. 
2 
3 3. Special Inventories 
4 
5 Special inventories may be taken whenever there is any sale, change of interest, or change of Operator in the Joint 
6 Property. It shall be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of 
7 interest takes place. In such cases, both the seller and the purchaser shail be governed by such inventory. In cases 
8 involving a change of Operator, all Parties shail be governed by such inventory. 
9 

10 4. Expense of Conducting Inventories 
11 
12 A. The expense of conducting periodic inventories shall not be charged to the Joint Account unless agreed to by the 
13 Parties. 
14 
15 B. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except 
16 inventories required due to change of Operator shall be charged to the Joint Account-
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
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BEFORE THE NEW MEXICO OIL CONSERVATION DIVISION 

APPLICATION OF SANTA FE ENERGY 
OPERATING PARTNERS, L.P. FOR No. 10,767 
COMPULSORY POOLING, EDDY COUNTY, 
NEW MEXICO. 

AFFIDAVIT REGARDING NOTICE 

STATE OF NEW MEXICO ) 
) SS. 

COUNTY OF SANTA FE ) 

Gary Green, 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 f o r Applicant. 

3. Applicant has conducted a good f a i t h , d i l i g e n t e f f o r t t o 

f i n d the correct addresses of in t e r e s t owners e n t i t l e d t o receive 

notice of the Application herein. Attached as Exhibit A. 

4. Notice of the Application was provided t o the i n t e r e s t 

owners at t h e i r correct addresses by mailing them, by c e r t i f i e d 

mail, a copy of the Application. Copies of the notice l e t t e r and 

c e r t i f i e d return receipt are attached to Exhibit 2. 

5. The notice provisions of Rule 1207 have been complied 

with. 

7 y 

Gary' Green / 

SUBSCRIBED AND SWORN TO before, me t h i s day of July, 
1993, by Gary Green. r ~f^X- v 

N o t a r y P u b l 
My /Commission e x p i r e s : 

^ M ^ M c S i ^ / ? f ( f . o U cONSHRVAViO:, DIVISION 

JGB5\93D06.c <-? I Tp 



EXHIBIT A 

Applicant i n t h i s case attempted to o b t a i n j o i n d e r of the 

f o l l o w i n g non-consenting i n t e r e s t owners: 

Donahoe O i l § Gas Company 
2425 E. Camelback Road, Suite 1010 
Phoenix, Arizona 85016 

A t t e n t i o n : Mr. Michael Donahoe 

Joe Walton 
Post O f f i c e Box 50895 
Midland, Texas 79710 

Greystone Corporation 
Post O f f i c e Box 11390 
Phoenix, Arizona 85060 
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JOHN H. TRIGG 
Azotea Mesa Fed. #1 -8 

Sec. 8, T22S.R24E 
KB: 4248' TD: 10.230' 

(CISCO CANYON) 

DISCOVERY OPERATING 
Walt Canyon "5" Fed. #1 

Sec. 5, T22S.R24E 

KB: 4301' TD: 8012' 

V 4 

• ̂ 4 

O 

00 

INDIAN BASIN GAS RESERVOIR 

GAS, CONDENSATE 4 /OR WATER 

.:_L 

4 

DATUM -3750 ' 

3754' 

UPPER PENN. ASOCIATED RESERVOIR 

GAS. OIL & /OR WATER 

-4057 ' 
BASE CISCO CANYON DOLOMITE 

Comp: 6-84 

Perf: 7,938-7,976' 
A/750 gals 15% MCA. 
Flowed 149 MCFG, 300 BW on 32/64" 
ck, 125# TP, no time given. 

P&A 

Comp: 

DST: 

8-65 

7,888-7,977', op 35", GTS 3 @ 3.5 
MMCFGPD @ 120# on 1" ck. Rec 600' 
drlg fluid w/sli sulf odor. FP 603-696#, 
30" ISIP 2932#, 30# FSIP 2932#/30 
mins. 

Prod Perf: 7,864-7,970', A/1,000 gals. Flwd @ 1.5-
2.0 MMCFGPD. Reacidize w/5,000 gals. 

Perf: 7,671-87', A/500 gals. Swabbed 34 bbls 
1 m & 120 Bbls LO. Sqzd w/100 sxs. 

IPCAOF: 4 MMCFGPD on 20/64" ck, (SI gas well), 
TP 190()#. 

SANTA FE ENERGY OPERATING PARTNERS, LP. 

MIDLAND, TEXAS 

INDIAN BASIN SOUTH AREA 

SAGINAW PROSPECT 
EDDY COUNTY. NEW MEXICO 

TYPE LOGS 
SECTION 5 & 8 T22SR24E 

EDDY COUNTY, NEW MEXICO 

GEOL. BY: G DAVIS DATE: 7-27-93 
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Santa Fe Energy Operating Partners, L.P. 
Saata Fe Pacific Exploration Company 
Managing General Partner 

Cer t i f ied Mail P 322 148 912 

July 30, 1993 

Joe Walton 
P. 0. Box 50895 
Midland, Texas 79710 

BEFORE EXAMINER CATANACH 

^ OIL CONSERVATION DIVISION 

J ^ ^ f L l EXHIBIT NO I 

CASE NO. 

Re: OD-MH-4054 
Nagcoltee Peak "5" Fed #1 
S e c t i o n 5 , T - 2 2 - S , R - 2 4 - E 
Eddy County, New Mexico 

Dear Mr. Walton: 

Santa Fe Energy Operating Partners, L.P. 's application for Ccnpulsory Pooling 
for the captioned well and acreage was presented to the New Mexico Oil 
Conversation Division on July 29, 1993, of which you were provided notice ty 
a certified mail letter dated June 22, 1993. Enclosed with the June 22, 1993 
letter was a copy of Santa Fe's application far Ccnpulsory Pooling, Well Cost 
Estimate detailing an itemized estimate of the cost for the work to be 
preformed on the well, and an A.A.P.L. Form 610-1982 Model Form Operating 
Agreement. As stated in previous conversations and in the letter of June 22 , 
1993, the Operating Agreement and Well Cost Estimate were submitted for your 
review and execution should you elect to participate in and pay your 
proportionate share of the cost in the well. Ine notice and a copy of Santa 
Fe's application of Ocnpulsory Pooling was provided to show the effort Santa 
Fe was taking to protect its correlative rights and afford you the 
opportunity to make an appearance should you chose to do so. 

At the request of the New Mexico Oil Conservation Division Examiners and witli 
Santa Fe's agreement, an attempt to reach a voluntary agreement for the 
drilling of the captioned well is sought by providing in written form, Santa 
Fe's offers and options previously discussed. 

As stated above, you were provided with an Operating Agreement and Well Cost 
Estimate, should you elect to participate in the well and pay your 
proportionate share of the cost, please execute the signature pages to the 
Operating Agreement and Well Cost Estimate and return to the undersigned. l\s 
a matter of information, Yates Petroleum Corporation, Yates Drilling Company, 

Central Division 
S50 W Teiu. Suite 1330 
Midland, l e i u 79701 
915/687-3531 



Joe Walton 
July 30, 1993 
Page 2 

ABO Petroleum Corporation and Myco Industries, Inc., have elected to 
participate under the proposed Operating Agreement. 

Santa Fe has acquired the Skipper Hamilton, Inc. interest for $283.30 per net 
acre and as previously discussed, this offer is also available to you subject: 
to approval of title. 

Santa Fe is also agreeable to taking a farmout of your leasehold interest: 
under the following general terms: 

1. On or before 120 days of execution of a formal Farmout Agreement, 
Santa Fe will coramence operations to re-enter the Discovery 
Operating Walt Canyon "5" Fed No. 1, and attempt completion in the 
Cisco/Canyon formation. 

2. Upon completion of a well capable of commercial production, Santa 
Fe will earn 100% of your leasehold operating rights in Section 5, 
T-22-S, R-24-E with you retaining an overriding royalty interest 
sufficient to deliver Santa Fe a 75% net revenue interest. 

3. You shall have the option at payout of the initial well to convert 
the overriding royalty interest to a 25% working interest 
(proportionately reduced). 

4. On subsequent wells drilled on the farmout acreage, you shall havs 
a one time election on the first subsequent well to participate 
with your back-in working interest or retain the overriding royalty 
interest. 

Please let me know if any of the above proposals are acceptable. Should any 
of the above proposals not be acceptable, Santa Fe will complete its 
Compulsory Pooling before the New Mexico Oil Conversation Division on August 
12, 1993. 

Should you have any questions, please give me a call at (915) 686-6630 or 
address your questions in writing to my attention on the address on the 
letterhead. 

Yours very truly, 

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

Managing General Partner 

Gary Green, Division Landman-

GG:pr2706 
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Santa Fe Energy Operating Partners, L.P. 
- — 7^ 

Santa Fa Pacific Exploration Company 
Managing General Partner 

Certified Mail P 322 148 913 

July 30, 1993 

Donahoe Oil & Gas Company 
2425 E. Camelback Road, Suite 1010 
Phoenix, Arizona 85016 

Attention: Mr. Michael Donahoe 

BEFORE EXAMINER CAT AN AC 1 
^ OIL CONSERVATION DIVISION 

22£ EXHIBIT NO, 

CASE NO. 

Re: OD-Mf-4054 
Nagooltee Peak "5" Fed #1 
Section 5, T-22-S, R-24-E 
Eddy County, New Mexico 

Dear Mr. Donahoe: 

Santa Fe Energy Operating Partners, L.P. 's application for Compulsory Pooling 
for the captioned well and acreage was presented to the New Mexico Oil 
Conversation Division on July 29, 1993, of which you were provided notice by 
a certified mail letter dated June 22, 1993. Enclosed with the June 22, 1993 
letter was a copy of Santa Fe's application for Compulsory Pooling, Well Cost 
Estimate detailing an itemized estimate of the cost for the work to be 
preformed on the well, and an A.A.P.L. Form 610-1982 Model Form Operating 
Agreement. As stated in previous conversations and in the letter of June 22, 
1993, the Operating Agreement and Well Cost Estimate were submitted for your 
review and execution should you elect to participate in and pay your 
proportionate share of the cost in the well. The notice and a copy of Santa 
Fe's application of Compulsory Pooling was provided to show the effort Santa 
Fe was taking to protect its correlative rights and afford you the 
opportunity to make an appearance should you chose to do so. 

At the request of the New Mexico Oil Conservation Division Examiners and with 
Santa Fe's agreement, an attempt to reach a voluntary agreement for the 
drilling of the captioned well is sought by providing in written form, Santa 
Fe's offers and options previously discussed. 

As stated above, you were provided with an Operating Agreement and Well Cost 
Estimate, should you elect to participate in the well and pay your 
proportionate share of the cost, please execute the signature pages to trie 
Operating Agreement and Well Cost Estimate and return to the undersigned. As 
a matter of information, Yates Petroleum Corporation, Yates Drilling Company, 

Central Division 
550 W Texai. Suite 1330 
Midland. Texas 79701 
915/687-3551 



Donahoe Oil & Gas 
July 30, 1993 
Page 2 

ABO Petroleum Corporation and Myco Industries, Inc., have elected to 
participate under the proposed Operating Agreement. 

Santa Fe has acquired the Skipper Hamilton, Inc. interest for $283.30 per net 
acre and as previously discussed, this offer is also available to you subject; 
to approval of title. 

Santa Fe is also agreeable to taking a farmout of your leasehold interest: 
under the following general terms: 

1. On or before 120 days of execution of a formal Farmout Agreement, 
Santa Fe will commence operations to re-enter the Discovery 
Operating Walt Canyon "5" Fed No. 1, and attempt completion in the 
Cisco/Canyon formation. 

2. Upon completion of a well capable of caimercial production, Santa 
Fe will earn 100% of your leasehold operating rights in Section 5,, 
T-22-S, R-24-E with you retaining an overriding royalty interesi: 
sufficient to deliver Santa Fe a 75% net revenue interest. 

3. You shall have the option at payout of the initial well to convert: 
the overriding royalty interest to a 25% working interest 
(proportionately reduced). 

4. On subsequent wells drilled on the farmout acreage, you shall havs 
a one time election on the first subsequent well to participata 
with your back-in working interest or retain the overriding royalty 
interest. 

Please let me know i f any of the above proposals are acceptable. Should any 
of the above proposals not be acceptable, Santa Fe will complete its 
Compulsory Pooling before the New Mexico Oil Conversation Division on August 
12, 1993. 

Should you have any questions, please give me a call at (915) 686-6630 or 
address your questions in writing to my attention on the address on the 
letterhead. 

Yours very truly, 

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

Managing General Partner 

Gary Green, Division Landman 

GG:pr2706 
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STATE OF NEW MEXICO 

ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION JI 

BRUCE KING POST OFFICE BOX 2088 
STATE LAND OFF ICE BUILDING 

SANTA FE, NEW MEXICO 87504 
15051827-5800 

GOVERNOR 

ANITA LOCKWQOD 
CABINET SECRETARY 

August 31, 1993 

HINKLE, COX, EATON, 
COFFIELD & HENSLEY 

Attorneys at Law 
P. O. Box 2068 
Santa Fe, New Mexico 87501 

RE: CASENO. 10767 
ORDER NO. R-9947 

Dear Sir: 

Enclosed herewith are two copies of the above-referenced Division order recently entered in the 
subject case. 

Sincerely, 

Administrative Secretary 

cc: BLM - Carlsbad 
Steve Keene 



STATE OF NEW MEXICO 
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT 

OIL CONSERVATION DIVISION 

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

CASE NO. 10767 
ORDER NO. R-9947 

APPLICATION OF SANTA F E ENERGY OPERATING PARTNERS, L. P. 
FOR COMPULSORY POOLING, EDDY COUNTY, NEW MEXICO. 

ORDER OF THE DIVISION 

BY THE DIVISION: 

This cause came on for hearing at 8:15 a.m. on July 29 and August 12, 1993, at 
Santa Fe, New Mexico, before Examiners Michael E. Stogner and David R. Catanach, 
respectively. 

NOW, on this 30th day of August, 1993, the Division Director, having 
considered the testimony, the record and the recommendations of the Examiner, and 
being fully advised in the premises, 

FINDS THAT: 

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

(2) The applicant, Santa Fe Energy Operating Partners, L. P., seeks an order 
pooling all mineral interests from the surface to the base ofthe Cisco/Canyon formation, 
underlying all of Section 5, Township 22 South, Range 24 East, NMPM, Eddy County, 
New Mexico, forming a non-standard 692.88-acre gas spacing and proration unit for any 
and all formations and/or pools developed on 640-acre spacing within said vertical 
extent, which presently includes only the Indian Basin-Upper Pennsylvanian Gas Pool. 

(3) The subject acreage is within the boundaries of the Indian Basin-Upper 
Pennsylvanian Gas Pool and, as such, is subject to the special rules and regulations for 
said pool, as promulgated by Division Order No. R-8170, as amended, which provides 
for 640-acre gas spacing and proration units and requires that wells be located no closer 
than 1650 feet from the outer boundary of the proration unit nor closer than 330 feet 
from any governmental quarter-quarter section line or subdivision boundary. Said rules 



Case No. 10767 
Order No. R-9947 
Page No. 2 

also contain provisions whereby the District Supervisor of the Artesia District Office of 
the Division has the authority to approve the subject non-standard 692.88-acre gas 
spacing and proration unit since the unorthodox size and shape of the unit is the result 
of a variation in the legal subdivision of the United States Public Land Surveys and is 
only 108.26 percent of a standard gas proration unit. 

(4) The applicant is an interest owner in said Section 5 and has the right to 
develop the minerals underlying the 692.88-acre unit. 

(5) The applicant proposes to re-enter the plugged and abandoned Discovery 
Operating, Inc. Walt Canyon "5" Federal Well No. 1, located at a standard Indian Basin-
Upper Pennsylvanian gas well location 1650 feet from the South and East lines (Unit J) 
of said Section 5 and deepen said well to a depth of approximately 8600 feet from its 
original total depth of 8010 feet. 

(6) There are interest owners in the proposed 692.88-acre proration unit who 
have not agreed to pool their interests. 

(7) To avoid the drilling of unnecessary wells, to protect correlative rights, to 
prevent waste and to afford to the owner of each interest in said unit the opportunity to 
recover or receive without unnecessary expense his just and fair share of the gas 
underlying said pool, the subject application should be approved by pooling all mineral 
interests, whatever they may be, within said proration unit. 

(8) The applicant should be designated the operator of the subject well and 
unit. 

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

(10) Any non-consenting working interest owner who does not pay his share of 
estimated well costs should have withheld from production his share of reasonable well 
costs plus an additional 200 percent thereof as a reasonable charge for the risk involved 
in the re-entering and deepening of the well. 

(11) Any non-consenting interest owner should be afforded the opportunity to 
object to the actual well costs but actual well costs should be adopted as the reasonable 
well costs in the absence of such objection. 
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(12) Following determination of reasonable well costs, any non-consenting 
working interest owner who has paid his share of estimated costs should pay to the 
operator any amount that reasonable well costs exceed estimated well costs and should 
receive from the operator any amount that paid estimated well costs exceed reasonable 
well costs. 

(13) $5200 per month while re-entering and deepening and $520.00 per month 
while producing should be fixed as reasonable charges for supervision (combined fixed 
rates); this charge should be adjusted annually based upon the percentage increase or 
decrease in average weekly earnings of crude petroleum and gas production workers; the 
operator should be authorized to withhold from production the proportionate share of 
such supervision charges attributable to each non-consenting working interest, and in 
addition thereto, the operator should be authorized to withhold from production the 
proportionate share of actual expenditures required for operating the subject well, not 
in excess of what are reasonable, attributable to each non-consenting working interest. 

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

(15) Upon the failure of the operator of said pooled unit to commence prudent 
re-entry operations on the well to which said unit is dedicated on or before November 
1, 1993, the order pooling said unit should become null and void and of no further effect 
whatsoever. 

(16) Should all the parties to this force-pooling reach voluntary agreement 
subsequent to entry of this order, this order should thereafter be of no further effect. 

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

IT IS THEREFORE ORDERED THAT: 

(1) All mineral interests, whatever they may be, from the surface to the base 
of the Cisco/Canyon formation, underlying all of Section 5, Township 22 South, Range 
24 East, NMPM, Eddy County, New Mexico, are hereby pooled to form a non-standard 
692.88-acre gas spacing and proration unit for any and all formations and/or pools 
developed on 640-acre spacing within said vertical extent, which presently includes only 
the Indian Basin-Upper Pennsylvanian Gas Pool. Said unit is to be dedicated to the 
plugged and abandoned Discovery Operating, Inc. Walt Canyon "5" Federal Well No. 1 
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to be re-entered and deepened to an approximate depth of 8600 feet at a standard 
Indian Basin-Upper Pennsylvanian Gas Pool gas well location 1650 feet from the South 
and East lines (Unit J) of said Section 5. 

PROVIDED HOWEVER THAT, the operator of said unit shall re-enter and 
commence drilling to deepen said well on or before the 1st day of November, 1993, and 
shall thereafter continue the drilling of said well with due diligence to a depth of 8600 
feet. 

PROVIDED FURTHER THAT, in the event said operator does not commence 
re-entry operation on said well on or before the 1st day of November, 1993, Decretory 
Paragraph No. (1) of this order shall be null and void and of no effect whatsoever, unless 
said operator obtains a time extension from the Division for good cause shown. 

PROVIDED FURTHER THAT, should said well not be re-entered and 
deepened to completion, or abandonment, within 120 days after commencement thereof, 
said operator shall appear before the Division Director and show cause why Decretory 
Paragraph No. (1) of this order should not be rescinded. 

(2) The applicant in this matter, Santa Fe Energy Operating Partners, L. P., 
is hereby designated the operator of the subject well and unit. 

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

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

(5) The operator shall furnish the Division and each known working interest 
owner an itemized schedule of actual well costs within 90 days following completion of 
the well; if no objection to the actual well costs is received by the Division and the 
Division has not objected within 45 days following receipt of said schedule, the actual 
well costs shall be the reasonable well costs; provided however, if there is an objection 
to actual well costs within said 45-day period the Division will determine reasonable well 
costs after public notice and hearing. 
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(6) Within 60 days following determination of reasonable well costs, any non-
consenting working interest owner who has paid his share of estimated costs in advance 
as provided above shall pay to the operator his pro rata share of the amount that 
reasonable well costs exceed estimated well costs and shall receive from the operator his 
pro rata share of the amount that estimated well costs exceed reasonable well costs. 

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

(A) The pro rata share of reasonable well costs 
attributable to each non-consenting working 
interest owner who has not paid his share of 
estimated well costs within 30 days from the 
date the schedule of estimated well costs is 
furnished to him; and 

(B) As a charge for the risk involved in the re­
entering and deepening of the well, 200 
percent of the pro rata share of reasonable 
well costs attributable to each non-consenting 
working interest owner who has not paid his 
share of estimated well costs within 30 days 
from the date the schedule of estimated well 
costs is furnished to him. 

(8) The operator shall distribute said costs and charges withheld from 
production to the parties who advanced the well costs. 

(9) $5200.00 per month while drilling and $520.00 per month while producing 
are hereby fixed as reasonable charges for supervision (combined fixed rates); provided 
that this rate shall be adjusted on the first day of April of each year following the 
effective date of this order; the adjustment shall be computed by multiplying 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 preceding calendar year 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, and the adjusted rate shall be the rates 
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currently in use, plus or minus the computed adjustment. The operator is hereby 
authorized to withhold from production the proportionate share of such supervision 
charges attributable to each non-consenting working interest, and in addition thereto, the 
operator is hereby authorized to withhold from production the proportionate share of 
actual expenditures required for operating such well, not in excess of what are 
reasonable, attributable to each non-consenting working interest. 

(10) Any unleased mineral interest shall be considered a seven-eighths (7/8) 
working interest and a one-eighth (1/8) royalty interest for the purpose of allocating 
costs and charges under the terms of this order. 

(11) Any well costs or charges which are to be paid out of production shall be 
withheld only from the working interest's share of production, and no costs or charges 
shall be withheld from production attributable to royalty interests. 

(12) Al l proceeds from production from the subject well which are not 
disbursed for any reason shall be placed in escrow in Eddy County, New Mexico, to be 
paid to the true owner thereof upon demand and proof of ownership; the operator shall 
notify the Division of the name and address of said escrow agent within 30 days from the 
date of first deposit with said escrow agent. 

(13) Should all the parties to this force-pooling reach voluntary agreement 
subsequent to entry of this order, this order shall thereafter be of no further effect. 

(14) The operator of the subject well and unit shall notify the Director of the 
Division in writing of the subsequent voluntary agreement of all parties subject to the 
force-pooling provisions of this order. 

(15) Jurisdiction of this cause is retained for the entry of such further orders 
as the Division may deem necessary. 

DONE at Santa Fe, New Mexico, on the day and year hereinabove designated. 

STATE OF NEW MEXICO 
OIL CONSERVATION DIVISION 


