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BUREAU OF LAND MANAGEMEN

Roswell District Office : o NN
P.O. Box 1397 - L a

‘ New Mexico 88202-1397 B e
RECEIVED - L ‘ , o

IN REPLY
REFER TO: s

JUN 25 1993 ’ o
NMNM88526X o )
3180 (065) LAND DEPT. D v

MIDLAND, TX
JUN 241993

Santa Fe Energy Operating Partners, L. P,
Attention: Mr. Curtis Smith

550 W. Texas, Suite 1330

Midland, TX 79701

Gentlemen:

Your application of June 11, 1993, filed with the BLM requests the designation
of the Thistle Unit area, embracing 4880.00 acres, more or less, Lea County,
New Mexico, as logically subject to exploration and development under the
unitization provisions of the Mineral Leasing Act as amended.

Pursuant to unit plan regulations 43 CFR 3180, the land requested as outlined
on your plat marked Exhibit A, Santa Fe Energy Operating Partners, L. P.,
Thistle Unit, Lea County, New Mexico, is hereby designated as a logical unit
area and has been assigned No. NMNM88526X. This designation is valid for a
period of one year from the date of this letter.

The unit agreement submitted for the area designated should provide for a well
to test the Lower Brushy Canyon Formation or to a depth of 8900 feet,
whichever is the lesser. Your proposed use of the Form of Agreement for
Unproved Areas will be accepted. Corrections requested by the Bureau of Land
Management are shown in red on the enclosed Exhibit B.

If conditions are such that further modification of said standard form is
deemed necessary, three copies of the proposed modifications with appropriate
justification must be submitted to this office for preliminary approval.

In the absence of any type of land requiring special provisions or any
objections not now apparent, a duly executed agreement identical with said
form, modified as outlined above, will be approved if submitted in approvable
status within a reasonable period of time. However, notice is hereby given
that the right is reserved to deny approval of any executed agreement
submitted which in our opinion, does not have the full commitment of
sufficient lands to afford effective control of operations in the unit area.

When the executed agreement is transmitted to the BLM for final approval,
include the latest status of all acreage. 1In preparation of Exhibits "A" and

"B", follow closely the format of the sample exhibits attached to the reprint
of the aforementioned form.
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Inasmuch as this unit agreement involves State land, we are sending a copy of
the letter to the Commissioner of Public Lands. Please contact the State of
New Mexico before soliciting joinders regardless of prior contacts or
clearances from the state.

Sincerely,
4.
Foe.

Armando A. Lopez
Assistant District Manager
Minerals

1 Enclosure
Exhibit B



EXHIBIT "B". SCHEDULE OF OWNERSHIP

Schedule Showing All Lands and Leases
Within the THISTLE UNIT
~ LEA COUNTY, NEW MEXICO

TRACT DESCRIPTION  ACRES SERIAL BASIC LESSEE OVERRIDING WORKING BENEFICIARY
NUMBER OF NUMBER AND ROYALTY OF ROYALTY AND INTEREST
LANDS EXPIRATION AND RECORD PERCENTAGE AND
DATE PERCENTAGE PERCENTAGE
FEDERAL LANDS:
T-23-5, R-33-E
U SHA
1) Sec.21: E2 960 acs. LC-068848 18 CONOCO,INC. [s9 ¢ 0% CONOCO,INC.  33.40816%
from 15,900' to 4-1-51 HBP AMERICAN QSR 24.30561%
16,050"; All SFEOP., L.P. 19.31408%
Sec. 28: Surf. MERIDIAN OIL  12.41582%
10 16,050° C.W. TRAINER  10.55633%
Sec.21: ER2 1.8348% ORR CONOCO,INC.  33.40816%
Surf. to 15,900' (Phillips Pet) CW.ITRAINER  37.90773%
AMERICAN QSR 12.41582%
SFEOP., L.P. 16.26829%
us>4
2) Sec.20: E/2 SW/4 80 acs. NM-2386-A 18 PHILLIPS PETR. (©®0  6.33% ORR SFEOP.,LP. 50.00000%
) fews dode (B.L. Mitchell)  AMERICAN QSR  4.58387%
b et al CONQUEST EXP 34.85980%
C.W. TRAINER  10.55633%
SRy 2
3) Sec.29: W2 320 acs. NM-77078 7. SANTA FE ENERGY % SFEOP,L.P. 100%
9-1.93 OPERATING PARTNERS,LP.
usS>4
4) Sec.29: NE/4, 280 acs. NM-80646 18 SANTA FE ENERGY 0% SFEOP,L.P. 100%
N/2 SE/4 & 2-194 OPERATING PARTNERS,L.P.
SE/4 SE/4
usS4H
5) Sec.29: 40 acs. NM-82929 18 SANTA FE ENERGY 0% SFEOP,L.P. 100%
SW/4 SE/4 11-1-94 OPERATING PARTNERS,L.P.
TOTAL FEDERAL ACRES - 1680 ACRES - OR 34.42622%




EXHIBIT "B". SCHEDULE OF OWNERSHIP

Schedule Showing All Lands and Leases
Within the THISTLE UNIT
LEA COUNTY, NEW MEXICO

TRACT DESCRIPTION  ACRES SERIAL BASIC LESSEE OVERRIDING WORKING BENEFICIARY
NUMBER OF NUMBER AND ROYALTY OF ROYALTY AND INTEREST
LANDS EXPIRATION  AND RECORD PERCENTAGE AND

DATE PERCENTAGE PERCENTAGE

STATE LANDS

T-23-5, R-33.E

6) Sec.22: Al 640 acs. v-2818 16 SANTA FE ENERGY % SFEOP,L.P. 100%
1-1-94 OPERATING PARTNERS,LP.

T) Sec.27: NE/4 160 acs. V2794 16 SANTA FE ENERGY % SFEOP,L.P. 100%
1-1-94 OPERATING PARTNERS,L.P.

8) Sec.27: NW/4 480 acs. V4057 1% SANTA FE ENERGY 0% SFEOP.L.P. 100%

&sn 8-1-97 OPERATING PARTNERS,LP.

9) Sec.32: All 640 acs. V-2796-2 1/6 SANTA FE ENERGY 0% SFEOP,LP. 100%
1-1.94 OPERATING PARTNERS,LP.

10) Sec.33: All 640 acs. v-2197 1/6 SANTA FE ENERGY 0% SFEOP,L.P. 100%
1-1-94 . OPERATING PARTNERS,L.P.

11) Sec.34: All 640 acs. v-2798 1% SANTA FE ENERGY 0% SFEOP,LP. 100%
1-1-94 OPERATING PARTNERS,L.P.

TOTAL STATE LANDS - 3200 ACRES - OR 65.57377%

_Recopipulaton

2
Fedevad (lavnds /65000 Acres or 3Y4.¢3%

S tate Lawds 3200.09 Awres or  6SS7%,

—— (U

ToTAL (it Aaes ¥ ¥0.00 Acres or 100 .00 50






A.A.P.L. FORM;610-1982

MODEL FORM OPERATING AGREEMENT

Thistle Federal Unit

OPERATING AGREEMENT

DATED

July 27 , 1993,

OPERATOR _Sa_n_t_a_Ee_EneLgLQperz t ing Ag‘rppmpnt’

CONTRACT AREA E/2 SW/4 Section 20, E/2 Section 21, ALL Sections

22, 27, 28, 29, 32, 33, & 34, Township 23 South, Range 33 East

COUNTY ORXFMEARISH OF __lea STATE OF New Mexico

COPYRIGHT 1982 — ALL RIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM
LANDMEN, 2408 CONTINENTAL LIFE BUILDING,
FORT WORTH, TEXAS, 76102, APPROVED FORM.
A.A.PL. NO. 610 - 1982 REVISED

NEW MEXICO
OlIL CONSERVATION DIVISION

SHRrt- e <z

caseno.. L2 F 79[



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

GUIDANCE IN THE PREPARATION OF THIS AGREEMENT:

1.

2.

10.

1L

13.

Title Page - Fill in blanks as applicable.
Preamble, Page 1 - Enter name of Operator.
Article II - Exhibits:

(@) Indicate Exhibits to be attached.

(b) U it is desired that no reference be made to non-discrimination, the reference to Exhibit ‘‘F*’ should be deleted.

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

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

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

(a) Delete Articles [V.B.1 and IV B.2.

(b) Article IV.B.3 - Delete phrase ‘‘other than those set forth in Articles IV.B.1 and IV.B.2 above.”

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

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

treated as a claim or a suit against all parties hereto.’’

Article V - Operator - Enter name of Operator.

Article VI.A - Initial Well:

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

(c) Obligation depth.

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

Article VL.C. - Taking Production in Kind - If a Gas Balancing Agreement is not in existence nor attached hereto as Exhibit *'E"". then use

Alternate Page 8.

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

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

Article IX. - Internal Revenue Code Election - Delete this article in the event the agreement is a Tax Partnership and Exhibit "G is at-
tached.

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

. Arncle XIII. - Term of Agreement:

fa) Select Option as agreed to by parties.
(b) If Option No. 2 is selected, enter agreed number of days in two (2} blanks.

. Article XIV.B - Governing Law - Enter state as agreed to bv parties.

S_lgnatug_ Page - Enter effecuve date.



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

Article

II.
III.

IV.

VIL

VIIL

IX.

X1
XIL
X1n.
XIV.

TABLE OF CONTENTS

DEFINITIONS . 1
EXHIBIT S . ... 1
INTERESTS OF PARTIES . ... 2
A. OIL AND GAS INTERESTS .. ... . 2
B. INTERESTS OF PARTIES IN COSTS AND PRODUCTION . . .. ... ... o 2
C. EXCESS ROYALTIES, OVERRIDING ROYALTIES AND OTHER PAYMENTS. .. ... ..... .. ... . . ... 2
D. SUBSEQUENTLY CREATED INTERESTS. . . ... . e 2
T L ES . . 2
A. TITLE EXAMINATION . . ... 2-3
B. LOSS OF TITLE. .. ... .. e 3
1. Failure of Title. .. . .. ... 3
2. Loss by Non-Payment or Erroneous Payment of Amount Due. ... ......... ... . . ... .. ... .. .. . ... 3
3 0ther LOSSeS. . ...\ 3
OPERATOR . .. .. 4
A. DESIGNATION AND RESPONSIBILITIES OF OPERATOR . . ... ... ... ... .. ... . ... 4
B. RESIGNATION OR REMOVAL OF OPERATOR AND SELECTION OF SUCCESSOR. . ........... ... ... .. .. 4
1. Resignation or Removal of Operator. ... ... ... .. . . . 4
2. Selection of Successor OPerator. . . ... ... ... ... o 4
C. EMPLOYEES .. 4
D. DRILLING CONTRACTS . . . .. 4
DRILLING AND DEVELOPMENT . ... ... ... 4
A, INITIAL WELL. . 4-5
B. SUBSEQUENT OPERATIONS . . . . .. .. 5
1. Proposed Operations. . . ... ... ...ttt 5
2. Operations by Less than All Parties. . . .. ... . ... ... ... ... ... ... .. 5-6-7
3. Stand-By Time....... D .7
4. Sidetracking . . . . ... ... 7
C. TAKINGPRODUCTION IN KIND . .. . . e .7
D. ACCESS TO CONTRACT AREA AND INFORMATION. .. ... ... ... ... ... . ... .. ... ]
E. ABANDONMENTOF WELLS. . ... .. .. .. ., 8
1. Abandonmentof Dry Holes. .. ... ... .. .. . . 8
2. Abandonment of Wells that have Produced . . .. . ... ... . .. . ... 89
3. Abandonment of Non-Consent Operations. . ... ... ... ...... . ... i .9
EXPENDITURES AND LIABILITY OF PARTIES . ... .. . . ... . 9
A. LIABILITY OF PARTIES. ................... : o 9
B. LIENS AND PAYMENT DEFAULTS. .. .. A L 9
C. PAYMENTS AND ACCOUNTING. ...... ... 9
D. LIMITATION OF EXPENDITURES. .. .. ... ... ... ... .. ... ......... 9-10
1. DrillorDeepen. ... ............. ... ... 9-10
2. Rework or PlugBack. .. . ..... .. = .. . 10
3. Other Operations. . .... ......... .. A : v o 10
E. RENTALS, SHUT-IN WELL PAYMENTS AND MINIMUM ROYALTIES 10
F. TAXES 10
G. INSURANCE 1
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 3
A. SURRENDER OF LEASES . Ll
B. RENEWAL OR EXTENSION OF LEASES I
C. ACREAGE OR CASH CONTRIBUTIONS L
D. MAINTENANCE OF UNIFORM INTEREST 2
E. WAIVER OF RIGHTS TO PARTITION b2
F. PREFERENTIAL RIGHT TO PURCHASE I
INTERNAL REVENUE CODE ELECTION il
CLAIMS AND LAWSUITS 13
FORCE MA]JEURE R
NOTICES N
TERM QF AGREEMENT !
COMPLIANCE WITH LAWS AND REGULA I'TONS
AV LAWS, REGULATIONS AND ORDERS .
B GOVERNING AW '
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A.AP.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

OPERATING AGREEMENT

THIS AGREEMENT, entered into by and between__Santa Fe FEnergy Operating Partners, L.P,
hereinafter designated and
referred to as *‘Operator’’, and the signatory party or parties other than Operator, sometimes hereinafter referred to individuaily herein
as ‘‘Non-Operator’’, and collectively as ‘‘Non-Operators’’.

WITNESSETH:

WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in
Exhibit ““A’’, and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the
production of oil and gas to the extent and as hereinafter provided,

NOW, THEREFORE, it is agreed as follows:

ARTICLE 1.
DEFINITIONS

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

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

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

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

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

E. The term ‘‘drilling umit’’ shall mean the area fixed for the drilling of one well by order or rule of any state or
federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-
ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties.

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

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

H. The terms ‘‘Non-Drilling Party’’ and ‘‘Non-Consenting Party’’ shall mean a party who elects not to participate
in a proposed operation.

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

ARTICLE II.
EXHIBITS

The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof:
%X A. Exhibit "*A’", shall include the following information:
(1) Identification of lands subject to this agreement,
(2) Restrictions, if any, as to depths, formations, or substances,
(3) Percentages or fractional interests of parties to this agreement,
{4) Oil and gas leases and/or oil and gas interests subject to this agreement,
{5) Addresses of parties for notice purposes.

X. C. Exhibit **C"", Accounting Procedure.

X D. Exhibit *'D"", Insurance.

X E. Exhibit “'E”", Gas Balancing Agreement.

% F. Exhibit “'F'", Non-Discrimination and Certification of Non-Segregated Facilities.
— G. Exhibit **G"’", Tax Partnership.

If any provision of any exhibit, except Exhibits “'E'" and "G, is inconsistent with any provision contained in the v
of this agreement, the provisions in the body of this agreement shall prevail.



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

1 . ARTICLE III.

2 INTERESTS OF PARTIES

3

4 A. Oil and Gas Interests;

5

6 If any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of 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 Costs and Production:
11
12 Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and
13 paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set
14 forth in Exhibit ‘*A’’. In the same manner, the parties shall also own all production of oil and gas from the Contract Area subject to the
1S payment of royalties to the extent of __One~sixth (1/6) which shall be borne as hereinafter set forth.
16
17 Regardless of which party has contributed the lease(s) and/or oil and gas interest(s) hereto on which rovalty is due and
18 payable, each party entitled to receive a share of production of oil and gas from the Contract 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 royaity amount stipulated hereinabove and shall hold the
20 other parties free from any liability therefor. No party shall ever be responsible. however, on a price basis higher than the price received
21 by such party, to any other party’s lessor or royalty owner, and if any such other party’s lessor or royalty owner should demand und
22 receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to
23 such higher price.
24
25 Nothing contained in this Article l{I.B. shall be deemed an assignment or cross-assignment of interests covered hercby.
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 anv revaliy,
20 overriding rovalty, production payment or other burden on production in excess of the amount stipulated in Article IIL.B.. such parts so
31 burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless trem any
32 and all claims and demands for payment asserted by owners of such excess burden.
33 .
34 D. Subsequently Created Interests:
35
36 If any party should hereafter create an overriding royaltv. production payment or other burden pavable out of production
37 attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibat A7 or
8 was not disclosed in writing to all other parties prior to the execution of this agreement by all parties, or is not 4 jointly acknowledeud and
39 Jaccepted obligation of all parties (any such interest being hereinafter referred to as *“subsequently created interest™ irrespective ot the
! nming of its creation and the party out of whose working interest the subsequently created interest is derived being hereinatter reterred
il to as "‘burdened party’"), and:
i2
i3 1. [f the burdened party is required under this agreement to assign or relinguish to any other party. or parties, ail or 4 porton
v of its working interest and/or the production attributable thereto, said other party, or parties. shull recetve said assignment ol -
5 production free and clear of said subsequently creared interest and the burdened party shall indemnify and save said other parey,
O or parties, harmless from any and all claims und demands for payment asserted by owners of the subsequently created rerest
7 and,
[t}
© 2. 1f the burdened party fails to pay, when due, its share ot expenses chargeable hereunder, all provisions ot Acnle VIEB bt
S4) enforceable against the subsequently created interest in the same manner ds they are entorceable seamst the working srteree
51 the burdened party.
52
53 ARTICLE IV.
51 I'TTLES
95
SO A. Title Examination:
5=
R Title examination shall be made on the drllsite of anv proposed well prior to commencement ot dnlling . pocar s !
"9 the Drlling Parties so request, title examination shail be made on the feases and-or ol and gas interests included. - r planne s e s

b «d. :in the dnlling unit around such well. The opinion will indude the owneeship ot the working mnterest. muinerals, ooy wor o
ol covaity and production pavments under the applicable Jeases At the ome s wedl s proposed. vach parts contnbunng weee s o r

N s nterests o the drdlate. or to e included i such dnihne units shad turmish o Operator all abstracts inciuaing @0 7 0o

A rorers e prrons, ttle papers and curative matertibn ts possesseon tree ot charge Albsach mtormuatonnet e ne e

' Caate e Oorat 0y e parties) et fevessary e the cxamiiate 0ot the ke Shad e Daned v Ukeer o 0oy

. P CUorTtevs s Lt Coe T e U s . ¢y el he rorshe
Do B TR I Y O LY s UL PN L S AU SR S I R
—~—— > - v y
——s :
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE IV
continued

& Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title examination
(including preliminary, supplemental, shut-in gas royalty opinions and division order title opinionsi shall be borne by the Drilling Parties
in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Ex-
hibit **A"". Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the sbove

functions.

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

No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit has been examined as above
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-
ticipate in the drilling of the well.

B. Loss of Title:

1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss results in a
reduction of interest from that shown on Exhibit *“A’’, the party contributing the affected lease or interest shall have ninety {90) days
from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title failure. which acquisi-
tion will not be subject to Article VIIL.B., and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining ol
and gas leases and interests: and,

(a) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it shall not be
entitled to recover from Operator or the other parties any development or operating costs which it may have theretofore paid or incurred,
but there shall be no additional liability on its part to the other parties hereto by reason of such title failure;

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

(c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled on the Contract Area is
increased by reason of the title failure, the party whose title has failed shall receive the proceeds attributable to the increase in such in-
terest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such
well:

d) Should any person not a party to this agreement, who is determined to be the owner of any interest in the title which hus
failed, pay in any manner any part of the cost of operation, development. or equipment, such amount shall be paid to the party or parties
who bore the costs which are so refunded;

{e) Any liability to account to a third party for prior production of oil and gas which arises by reason of title failure huil be
borne by the party or parties whose title failed in the same proportions in which they shared in such prior production: and.

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

connection therewith.

2. Loss by Non-Payment or Erroneous Payment of Amount Due: [f. through mistake or oversight. anv reatal. shutim wedi
pdyment, minimum royaity or royalty payment, is not paid or is erroneously paid. and as a result a lease or interest therem ferminates,
there shall be no monetary liability against the party who failed to make such pavment. Unless the party who failed to make the roquired
pavment secures a new lease covering the same interest within nincty (90 days trom the discovery of the talure to make peoper pavment,
which acquisition will not be subject to Article VIHLB.. the interests ot the parties shall be revised on an acreage basis, etfective as o1 the
Jate of termunation of the lease involved. and the partv who tailed to make proper pavment will no longer be credited with un inter win
the Contract Area on account of ownership of the lease or mterest which has terminated. In the event the party who taled ro nuke the
required pavment shull not have been fullv retmbursed. 4t the tme of the loss. from the proceeds of the sale of mil and gas atentuzabic -

shull be reimbursed tor unrecovered actual costs theretotore pasd by 1t but not tor its share of the cost of any drv hole previossiv 0 70
or wells previously abandoned) trom so much of the tollowing 15 15 necessary o eftect reimbursement:

a1 Praceeds of oil and gas. less operating expenses. theretotore accrued to the credit ot the lost nterest. onan e e
up to the amount of unrecovered costs;

by Proceeds, less operating expenses, thereafter accrued attnibutable to the lost interest on an acreage basiso ot that pere
wil and gas thereafter produced and marketed texcluding producnion trom any wells thereafter dalledY which, in the absence 1o
termination, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the procees © G
poruon of the ol and gas to be contributed by the uther parties i propartion to their respective interests: and.

¢+ Any monies, up to the amount of unrecovered costs. that mav be pard by anv party who is, or bevomes, the owner e o
lost, tor the privilege of partcipating in the Contract Area or becoming 2 party to this agreement

o titﬂlje . .
Vo Other Losses: Al lnw-s;mcurr . uther thun those set torth 1n Artddes [V BL and IV B 2 above, shull e unt s
and shall be borne by all parties in proportion to therr interests. There shall be no readjustment ot interests in the remanine persen o

the Contract Area
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1 ARTICLE V.
2 , OPERATOR
3 .
4 A, Designation and Responsibilities of Operator:
Z Santa Fe Energy Operating Partners, L.P. shall be the
7 Operator of the Contract Area, and shall conduct and direct and have full control of all operations on the Contract Area as permitted and
8  required by, and within the limits of this agreement. It shall conduct all such operations 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 misconduct.
11
12 B. Resignation or Removal of Operator and 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¥no lon.ger owr?s an intere%thhsretﬁgrix 1g edle e%oetrgct é\&eéccg éswgongﬁ cgpéuglg chfgtﬁ@é %Nith
16 Operator, Operator shail be deemed to have resigned without any action by Non-Opera 5680
17  may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership,Qby e oY
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 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 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 effective date of resignation 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. *becomes bankrupt, insolvent, or is placed in receivership.
25 :
26 2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by
27  the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successor
28  Operator is selected. 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 which has been removed fails to vote or votes only to
30  succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based
3]  on ownership as shown on Exhibit ‘‘A’’ remaining after excluding the voting interest of the Operator that was removed.
32
33 C. Employees:
34
35 The number of' employees used by Operator 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 shall be the employees of Operator.
37
38 D. Drilling Contracts:
39
40 All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the area. If it so
41 desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing
42 rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced. and
43 such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in-
44 dependent contractors who are doing work of a similar nature.
45
40
17
18
19 ARTICLE VL
SO DRILLING AND DEVELOPMENT
51
52 A. Initial Well:
53
94 On or before the day of .19 . Operator shall commence the dnlling of 4 weil tor
59 oil and gas at the following location:
2‘7’ * To be determined
58
59

o0 and shall thereafter continue the dnilling of the well with due diligence to
Ol

62

03

i}

09 unless granmite or other pracucally impenetrable substance or conditton in the hole. which renders turther dniling impractwal. o
« countered 4t g tesser depth, or unless yll parties agree o 0 mpiete or abandon the well at 2 lesser depth

~ Operator -Sall make resonsble tests ot il formations enceuntened Junme dnihng swhich @ive indication of Contanime ol an s

-

- Lah N JUANTTN ALIHOENT 10 sl Gttess T agrerment shad e Lmited it G apphication 1o a specitic ormation or IrTatons an A

0 et Oerator shail Y revoired T ot nly the Termigt. o e D oemations 2o anich this agreement May Py
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ARTICLE V1
continued

1 It, 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 Article VLE.L. shall thereafter apply.

3 : -

4

5

(; B. Subsequent Operations:

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 ail 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 shall give the
11 other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
12 tion and the estimated cost of the aperation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice
13 within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If a drill-
14 ingrig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shall be
15 limited to forty-eight (48) hours, exclusiue-of-Satusdanm-Sunday-and-legal-holidaye. Failure of a party receiving such notice to reply within
16 the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or
17 response given by telephone shall be promptly confirmed in writing.

18

19
20

21 If all parties elect 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), actually 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 other parties,
25 for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain
26 permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
27 amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article X1, 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 conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-
30  dance with the provisions hereof as if no prior proposal had been made.

31 )

32

33

34 2. Operations by Less than All Parties: If any party receiving such notice as provided in Article VI.B.1. or VIL.D.1. {Option
35 No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties
36  giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration of
37 the notice 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
38  on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform ail
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 proposed opera-
4l tion for the account of the Consenting Parties, or (b} designate one (1) of the Consenting Parties as Operator to perform such work. Con-
42 senting Parties, when conducting operations on the Contract Area pursuant to this Article VI.B.2,, shall comply with all terms and con-
43 ditions of this agreement.
4

45
46

47 If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable
A8  notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as
49 o whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty eight (48) hours
50 daxclusive-olSatusdaySuadas-aad legalholidaushafter receipt of such notice, shall advise the proposing party of its desire to (a) imut par
51 ticipation to such party's interest as shown on Exhibic **A " or (b) carry its proportionate part of Non-Consenting Parties’ interests. and
52 failure to advise the proposing party shall be deemed an election under (a\. In the event a drilling rig is on location, the ume permitted for
53 such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday. Sunday and legal holidays). The proposing party.
54 at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decsion
59

56

57

58 The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions thev have
59 elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such
() operavons free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenung Parties

If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location 4t therr
62 sole cost, nsk and expense. If any well dnilled, reworked, deepened or plugged back under the provisions of this Article results in 4 pro-
63 ducer of uil and/or gas in paying quantities, the Consenting Parues shall complete and equip the well to produce at their sole cost and risk.

~
—
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ARTICLE VI
continued

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 Consenting Par-
ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties,
and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting
Party’s interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated at the well, or
market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in-
terests not excepted by Article IIL.D. payable out of or measured by the production from such well accruing with respect to such interest
until it reverts) shall equal the total of the following:

(a) 100% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment beyond the wellhead
connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such
Non-Consenting Party's share of the cost of operation of the well commencing with first production and continuing until each such Non-
Consenting Party’s relinquished interest shalil revert to it under other provisions of this Article, it being agreed that each Non-
Consenting Party’s share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting
Party had it participated in the well from the beginning of the operations; and

1) 300 % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing,
after deducting any cash contributions received under Article VIILC., and _300 % of that portion of the cost of newly acquired equip-
ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had
participated therein.

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-
working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is
conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party’s recoupment account. Any such
reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well
and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of
the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. If
such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VI.B. shall be ap-
plicable as between said Consenting Parties in said well.

During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share of production, or the
proceeds therefrom, Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other
taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party’s share of production not excepted by Ar-
ticle IIL.D.

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

Within sixty (00) days after the completion of any operation under this Article, the party conducting the operanons tor the
Consenting Parties shall furmish each Non-Consenting Party with an inventory of the equipment in and connected to the well. and an
itemized statement of the cost of drilling, deepening, plugging back. testing, completing, and equipping the well for production; or, at 1t
option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement ot monthly il
ings. Each month thereafter, during the time the Consenting Parties are being remmbursed as provided above. the party vonducting the
operations for the Consenting Parties shall furnish the Non Consenting Parties with an itemized statement of all costs and habilities in
curred 1n the operation of the well, together with a statement of the quantity of oil and gas produced from 1t and the amount of proceeds
realized from the sale of the well's working interest production during the preceding month. [n determining the quantity of o1l and gas
produced during any month, Consenting Parties shall use industry accepted methods such as. but not limited to, metering o periodic
well tests. Any amount realized from the sale or other disposition of equipment newly acquired 1n connection with any such operation
which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unreturned osts
of the work done and of the equipment purchased in determining when the interest of such Non Consenung Party shall reverr to i as
above provided, and of there 1s 4 credit balance, it shall be paid to such NonConsenting Party.
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ARTICLE VI
continued

If and when the Consenting Parties recover from a Non-Consenting Party’s relinquished interest the amounts provided for ibove.
the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and after such reversion, such Noa-
Consenting Party shail own the same interest in such well, the material and equipment in or pertaining thereto, and the production
therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging
back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of
the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto.

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

The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VLA,

except (a) as to Article VILD.1. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well
after it has been drilled to the depth specified in Article VL A. if it shall thereafter prove to be a dry hole or, if initially completed for pro-
duction, ceases to produce in paying quantities.

3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been

completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party’s notice proposing a
reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-
ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever
first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-
matical paragraph of Article VI.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequently
withdrawn because of insufficient participation, such stand-by costs shail be aliocated between the Consenting Parties in the proportion
each Consenting Party's interest as shown on Exhibit ‘*A’’ bears to the total interest as shown on Exhibit ‘‘A’" of all Consenting Par-

ties.

4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a ‘‘deepening’ operation shall
also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole
location (herein called ‘‘sidetracking’’), unless done to straighten the hole or to drill around junk in the hole or because of other
mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the
affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share (equal
to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows:

(a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in
the initial drilling of the well down to the depth at which the sidetracking operation is initiated.

(b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's
salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordunce with the
provisions of Exhibit *‘C"", less the estimated cost of salvaging and the estimated cost of plugging and abandoning.

In the event that notice for a sidetracking operation is given while the drilling rig to be utilized 1s on location. the response perind
shall be limited to forty eight (18) hours, exclusive of Saturday. Sunday and legal holidays; provided, however, any party mav request aad
recewve up to eight (8) additional days after expiration of the forty ¢ight (48) hours within which to respond by paving for il stund by nime
incurred during such extended response period. If more than one party elects to take such additional time to respond to the notce, wtand
by costs shall be allocated between the parties taking additional ime to respond on a day-to-day basis in the proportion each clecting par
ty's interest as shown on Exhibit **A’" bears to the total interest as shown on Exhibit **A"" of all the elecung parnies. In all viher in
stances the response period to a proposal for sidetracking shall be limited to thirty (30) days.

C. TAKING PRODUCTION IN KIND:

Fach party shall take i kind or separately dispose of its proportionate share of all o and gas produced from the Comtract Ares.
exclusve of production which may be used 1n development and producing operations and in prepaning and treaung o ind gas ot
murketing purposes 1and production unavoidably lost Any evira expenditure incurred in the taking in kind or separate dispomtin vy
Party Ot s proportionate share ot the producton shall be borme by such party Any party taking its share of production 1n ioad shaa
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ARTICLE VI
continued
required to pay for only its proportionate share of such part of Operator’s surface facilities which it uses.
Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in production from
the Contract Area, and, except as provided in Article VII.B., shall be entitled to receive payment directly from the purchaser thereof for
its share of all production.

In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of
the oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the party owning it. but not
the obl?gationé éo Suﬁ% sucgbog 5 seélgtlto o@ﬁr atan ﬁime Canc{_ fé%nn]l éx s toctirge, for the account .Of the non-taking party at the
best price in they area for sua'l proﬁcnou. ny sudﬂ3 pur]c'hase or sale gy Sperator shall be subject always to the right of the
owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of all 0il not previously
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 of
time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess
of one (1) year.

In the event one or more parties’ separate disposition of its share of the gas causes split-stream deliveries to separate pipelines and;or
deliveries which on a day-to-day basis for any reason are not exactly equal to a party’s respective proportionate share of total gas sales to
be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing
agreement between the parties hereto, whether such an agreement is attached as Exhibit “*E’’, or is a separate agreement.

D. Access to Contract Area and Information:

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

E. Abandonment of Wells:

I. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VI.B.2., any well which has been
drilled or deepened un, terms of this agreement and js proposed o mpleted gs a dry hole shal] not be plugged and abandoned
without the consent ofg jiu-ép?iud gﬁoﬂh?ﬁpe a?otr. a?tgr uget??ge) orcti,xl‘vet:i'ejflci?aﬂq 0 (c)j::ta%tuﬁé pw?hﬂ'or should any party fail to reply
within forty-eight (48) hours (enelusive-oi-Setusdosr-Sunday-andlegal-halidaverafter receipt of notice of the proposal to plug and abandon
such well, such party shall be deemed to have consented to the proposed abandonment. All such weils shall be plugged and abandoned in
accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening
such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further
operations in search of oil and/or gas subject to the provisions of Article VI.B.

2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted
hereunder for which the Consenting Parties have not been fully reimbursed as herein g_n;ovided. any well whigh has been Comq’lleted 15
i a cu %%& rest 1
¢

sych | re
producer shall not be plugged and abandoned without the consent of o&-pames/ ﬁ% consent to Sgil gnment. thie well Sha

be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of edethe parties hereto. If. within
thirty { 30 days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such weil.
those wishing to contimie its operation l{rom the 'nterva&lsiof the formation(s) then open to production shall tender to each of the other
partié(?ggron tuShte sﬁageeo etva 18 o RERel&a1vable material and equipment, determined in accordance with the provisions ot
Exhibit **C"", less the estimated cost of salvaging and the esumated cost of plugging and abandoning. Each abandoning party shull ussizn
the non-abandoning parties, without warranty, express or implied. as to title or as to quantity, or fitess for use of the equipment und
matenial, all of its interest in the well and related equipment. together with its interest in the leasehold estate as to. but onlv as to. the :n
terval or intervals of the formation or formations then open to production. If the interest of the abandoning party is or includes in ol and
gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the wnterval ur in
tervals of the formation or formations then open to production, for 4 term of one (1) year and so long thereafter as oil andior gas 15 pro
duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attuched s Fxhibit

well
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ARTICLE VI
] continued
required to pay for only its proportionate share of such part of Operator’s surface facilities which it uses.
Each party shall execute such division orders and contracts as may be necessary tor the sale of its interest in production from
the Contract Area, and, except as provided in Article VI[.B.. shall be entitled to recetve pavment directly from the purchaser thereot tor
its share of all production.

In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of
the oil and gas produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the party owning ir,
but not the obligation, to purchase such oil and gas or sell it to others at any time and from time to time, for the account of the non-
taking party at the best price obtainable in the area for such production. Any such purchase or sale by Operator shall be subject always to
the right of the owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of all oil and gas
not previously delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oil and gas shall be only for such
reasonable periods of time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event
for a period in excess of one (1) year. Notwithstanding the foregoing, Operator shall not make a sale, including one into interstate com-
merce, of any other party’s share of gas production without first giving such other party thirty (30) days notice of such intended sale.

D. Access to Contract Area and Information:

Each party shall have access to the Contract Areu 4t all reasonable times. at its sole cost and risk to inspect or observe operations,
and shall have access at reasonable times to information pertaining to the development or operation thereof. including Operator’s books
and records relating thereto. Operator. upon request, shall furnish cach of the other parties with copies of all torms or reports tiled with
governmental agencies, daily drilling reports, well logs. tank tables. dailv gauge and run tickets and reports of stock on hand at the first at
each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost ot
gathering and furnishing information to Non-Operator. other than that specified above. shall be charged to the Non-Operator that re-
quests the information.

E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VI.B.2.. any well which has been
drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned
without the consent of all parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply
within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon
such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in
accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening
such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further
operations in search of oil and/or gas subject to the provisions of Article VI.B.

2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted
hereunder for which the Consenting Parties have not been fullv retmbursed as herein provided, any well which has been completed a5 a
producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment. the weil shall
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. I, within
thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the sbandonment of such vl
those wishing to continue its operation from the interval(s) ot the formation(s) then open to production shall tender to each of the other
parties its proportionate share of the value of the well’s salvable material and equipment, determined in accordance with the provisons ot
Exhibit *‘C"". less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning partv shail assign
the non-abandoning parties. without warranty, express or implied. as to title or as to quantity, or fitness for use of the equipment an
material, all of its interest in the well and related equipment. together with its interest in the leasehold estate as to. but only 15 0. the in
terval or intervals of the formation or formations then open to production. If the interest of the abandoning party is or includes an il .
gas interest, such party shall execute and deliver to the non sbandoning party or parties an oil and gas lease, himited to the intertal ur in
tervals of the formation or formations then open to production, for 4 term of one (1) year and so long thereafter as otl und or 2as 1s pro
duced from the interval or intervals of the formation or formarions covered thereby, such lease to be on the form attached ws Fxhiine
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ARTICLE VI
continued

‘B’ The assignments or leases so limited shall encompass the ‘‘drilling unit’’ upon which the well is located. The payments by, and the
assignments or leases to, the assignees shall be in a catio based upon the relationship of their respective percentage of participation in the
Contract Area to the aggrégate of the percentages 6f participation in the Contract Area of all assignees. There shall be no readjustment of
interests in the remaining portion of the Contract Area.

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

visions hereof.

3. Abandonment of Non-Consent Operations: The provisions of Article VL.E.1. or VL.E.2. above shall be applicable as between
Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no well shall be
permanently plugged and abandoned unless and until all parties having the right to conduct further operations therein have been noufied
of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article
VLE.

ARTICLE VIIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its oblizations. and
shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the liens granted
amony the parties in Article VILB. are given to secure only the debts of each severally. It is not the intention of the parties to create, nor
shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as rartners.

B. Liens and Payment Defaults:

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

If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement theretor b
Operator, the non-defaulting parties, including Operator. shall. upon request by Operator, pay the unpaid amount in the proporticn tue
the interest of each such party bears to the interest of all such parties. Each party so paying its share ot the unpaid amount <bili o b
resmbursernent thereof, be subrogated to the security rights described in the foregoing paragraph.

C. Payments and Accounting:

Except as herein otherwise specificallv provided. Operator shall promptly pay and discharge expenses incurred i the descicpm. e
and operation of the Contract Area pursuant to this agreement and shall charge each of the parties hereto with thowr tos, cove proec-
nonate shares upon the expense basis provided in Exhibit "C™" Operator shall keep an accurate record of the ot weount boron
showing expenses incurred and charges and credits mude and recened

Operator, at s election, shall have the right from time to ume to demand and receive from the other pasttes pave o
it thar respecuve shares of the esumated amount of the expense to be mncurred in operations hereunder Jurine the e
month. which right may be exercised only by submission o vach such party of an itemized statement of such estimared v
with .an invoce tor its share thereof. Each such statement and invowce tor she paviment in advance of estimated expense shali nean e oo
on or betore the 20th Jav of the next preceding month. Fach party -hall pay o Operator its peoportionate share | such
ntteen 1S davs atrer such estimate and invorce 1s receved. It anv party tals o pav ats share of said esimuate within e o he
e <hall bear snterest ss provided i Exhibat *C™7 unul pad Proper adiustment shall be made monthly borween fvaice e a

penise 1o the end that cach party shall bear and pav ats proportionate ~nare b sctual expenses incurred, and a0 mor-
D. l:mitation of Fxpenditures:

oo e Daeren Wathout che o sent ot il partiess oowedl oa e Inflad o hepenadexcept ans waid trden 0 e
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ARTICLE VII
continued
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3t Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well hus reicred its
authorized depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shall give immedi.te notice
[(:) the Non-gg%%tgrs rwghg givlg tEheorfghé é(g%rticig%t‘ é:net}.lgﬁcanpélleiiin ioaté.s"fh‘e .partie.s receiving such ngtice shall bave teroyv-eight
(48) hoursk REPTETAVYIIFD £ PR A & usmin which to elect o participate in the setting of casing und the compiction at-
tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and eunipping of such weil. in-
cluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above tixed shall
constitute an election by that party not to participate in the cost of the completion attempt. If one or more, but iess than all of the parties.
elect to set pipe and to attempt a completion, the provisions of Article VI.B.2. hereof {the phrase '‘reworking. deepening or plugging
back'' as contained in Article VI.B.2. shall be deemed to include *‘completing’ ") shall apply to the operations thereatter conaucted by iess
than all parties. l

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except a well rew arked or
plugged back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the reworking or plugging back of a4 neil shall
include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tunkage
and/or surface facilities.

3. Other Operations: Without the consent of all parties, Operator shall not undertake any single project reasonably =stimated
to require an expenditure in excess of_TWenty Thousand and no/100--------—- Dollars (3 20,000.00 3
except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been
previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion. fire. flood or other sudden
emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are required
to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other
parties. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operatcr so requesting
an information copy thereof for any single project costing in excess of Twenty Thousand and no/l100-—————-=--
Dollars ($20,000.00 ) but less than the amount first set forth above in this paragraph.

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

Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the
party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties own and have con-
tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments for und on
behalf of all such parties. Any party may request, and shall be entitled to receive, proper evidence of all such payments. [n the event of
failure to make proper payment of any rental, shut-in well payment or minimum royaity through mistake or vversight where such pay-
ment is required to continue the lease in force, any loss which results from such non-payment shall be borne in accordance with the pro-
visions of Article IV.B.2.

Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production
of a producing gas well, at least five (5) days (excluding Saturday. Sunday and legal holidays), or at the earliest opportunity permutted by
circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator 1o so notty
Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut in well pavment
shall be borne jointly by the parties hereto under the provisions of Article [V.B.3.

F. Taxes:

Beginning with the first calendar vear after the effective date hereof, Operator shall render for ad valorem taxaton 4il propert.
subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon betore -hey
become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens «to ncinde hator
be limited to, royalties, overriding rovalties and production payments: on leases and oil and gas interests conrributed by b N
Operator. If the assessed valuation of any leasehold estate 1s reduced by reason of its being subject to vurstanding excess = il
riding royalties or production payments, the reduction 1n ad valurem taxes resulting therefrom shall inuce to the beretit @ rhe
owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benene  t v
tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party’s working interest. then nowrns
anvthing to the contrary herein, charges to the joint account shall be made and paid by the parties heret. .n accorlane - ‘
value generated by each party’s working interest. Operator shall bl the uther parties for their proportionate shares bt = v s
the manner provided in Exhibie **C™".

If Operator considers any tax assessment improper. Operator may, 4t ats discretion, protest wirun che
prescribed by law, and prosecute the protest to 4 final determination, unless ull parties agree to abandon the e cest e
miration During the pendency of admimistrative or udiaal proscedings, Operator may elect to pav. undee protest 0 ans

mnterest and penalts When any such protested assessment shall fuve been tinalls determuned, Operator shali pay e

count together with 2ay interest and penalty accrued. and the ool cont sbudl hen be assessed sganst the parees. o &
voocdet i ahibee O

moeary shall pav o s e e Paib sl cre v s SN gt et ther !..\«-\*'r‘.ﬁ et [ (S
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ARTICLE VII
continued

G. Insurance:

-

At all times while operations are conducte’d hereunder, Operator shall comply with the workmen's compensation law of
the state where the operations are being conducted; provided, however. that Operator may be a self-insurer for liability under said com-
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
also carry or provide insurance for the benefit of the jcint account of the parties as outlined in Exhibit "*D"". attached to and made a part
hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensacen
law of the state where the operations are being conducted and to maintain such other insurance as Operator may require.

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

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement, insofar as they embrace acreage in the Contract Area. shall not be surrendered in whole

or in part unless all parties consent thereto.

However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not
agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest in
such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production
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-
terest, the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas 'case covering
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 riiereby. such
lease to be on the form attached hereto as Exhibit *‘B’". Upon such assignment or lease, the assigning party shall be relieved from all
obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation f any well
attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment ind pro-
duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shali pav to the
party assignor or lessor the reasonable salvage value of the latter s interest in any wells and equipment attributable to the assigned or leas-
ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit "'C™", less the esumated cost of
salvaging and the estimated cost of plugging and abandoning. If the assignment or lease 1s in favor of more than one party. the interest
shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such parties.

Any assignment, lease or surrender made under this provision shall not reduce or change the assignor’s, lessor’'s or surrendening
party’s interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area: and the acreave
assigned, leased or surrendered. and subsequent operations thereon, shall not thereafter be subject to the terms and provisions ot this
agreement.

B. Renewal or Extension of Leases:

If any party secures a renewal of any oil and gas lease subject to this agreement. all other parties shull be noutied promptiv. and
shall have the right for a period of thirty (30) days followiny receipt of such notice in which to elect to participate in the vwnership - b
renewal lease, insofar as such lease affects lands within the Contract Area. by paving to the party who acquired it thetr several propee pro
portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shall bein prepornon to the

interests held at that ume by the parties i the Contract Ared.

If some. but less than all, of the parties elect to participate in the purchase of a renewal lease. 1t shall be owned by the pares
who elect to parucipate therein, in a ratio based upon the relatnonship of their respective percentage of participation i the Conrracr Are
to the augregate of the percentages of participation in the Contract Area of all parties parucipating in the purchase of such rencaa foo
Any renewal lease 1n which less than all parties elect to participate shall not be subject to this agreement.

Each party who participates in the purchase of a renewal lease shall be given an assignment ol its propornonate nterest s

by the acquining party.

The provisions of this Article shall apply to renewal leases whether they are for the ennire interest covered by the oo v

or cover only a portion of its area or an interest theremn Any renewal lease taken before the expiration ol its predecessor wase 1t
contracted for wathin six (6) months after the expiration of the exisung lease shall be subject ta this provision: but any lease “hem 0 o
tracted for more than six 101 months after the exprration of an existing lease shall not be deemed a renewal lease and shail oot sl 0o

the provisions of this agreement.
The provisions in this Article shall also be apphcable to extensions ot ol and gas leases

C. Acreage or Cash Contributions:

WRie this Sgfeement s .0 feree, oy party contracts 1oros conttbuten ot cash towards the dridime 1 a weld o :
caratt o R Conteact Ared sudh L ntesbation shall be pad o che parny anc conducted the dnithag of cther peraten e !
Lt et Ne s banch nding e ther peration e onmnibution Peoan the Torm b dcreade The nurty 10w nem T
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ARTICLE VIII
continued

said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and, to the extent possible, be
governed by provisions identical to this agreement. Pach party shall promptly notify all other parties of any acreage or cash contributions
it may obtain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable to up-
tional rights to earn acreage outside the Contract Area which are in support of a well drilled inside the Contract Area,

If any party contracts for any consideration relating to disposition of such party’s share of substances produced hereunder. such
consideradon shall not be deemed a contribution as contemplated in this Article VIIL.C.

D. Maintenance of Uniform Interest:

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by this agreement. no
party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced within the Contract Area and in wells.

equipment and production unless such disposition covers either:
1. the entire interest of the party in all leases and equipment and production: or
2. an equal undivided interest in all leases and equipment and production in the Contract Area.

Everv such sale, encumbrance, transfer or other disposition made by any party shall be made expressly subject to this ugreement
and shall be made without prejudice to the right of the other partes.

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
require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings tor
and approve and pay such party's share of the joint expenses, and to deal generally with, and with power to bind, the cu-owners of such
party's interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the rizht to enter
into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the Contract
Area and they shall have the right to receive, separately, payment of the sale proceeds thereof.

E. Waiver of Rights to Partition:

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

interest therein.
F. Preferential Right to Purchase:

Should any party desire to sell all or any part of its interests under this agreement, or its rights and ‘nterests in the Contraci
Area. 1t shall promptly give written notice to the other parties, with full information concerning its proposed sale, which shall inciule the
name and address of the prospective purchaser (who must be ready. willing and able ta purchase), the purchase price, and all nther terms
of the offer. The other parties shall then have an optional prior right, for a period of ten (10) days after receipt of the notice. to purchase
on the same terms and conditions the interest which the other party proposes to sell: and. if this optional right is excrcised, the purchas
ing parties shall share the purchased interest in the proportions that the interest of each bears to the total interest of all purchusiag por
ties. However, there shall be no preferential right to purchase in those cases where any party wishes to mortgage 1ts interests, o 1o
dispose of its interests by merger, reorganization, consolidation. or sale of all or substantially all of its assets to a subsidiury or parent com
pany or to a subsidiary of a parent company, or to any company in which any vne party owns a myority of :he stock.

ARTICLE IX.
INTERNAL REVENUE CODE ELECTION

This agreement s not intended to create, and shall not he (nstrued to create, a relationship of partnership i an assocai
for protit between or smong the parties hereto. Notwithstanding any provision herein that the nights and liabiiities hereunder are wver
and not joint or collective, or that this agreement and operaticns hereander shall not constitute a partnership. it tor federal i ane
purposes, this agreement and the operations hereunder are regarded s 4 partnership. each party hereby affected elects to o v i
from the application of all of the provisions of Subchapter "K'*. Chapter L. Subuitle **A ™", of the Internal Revenuc Uode ot 105+ v
mutted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Operatur is duthonzed and direc
ecute on behalf of each party hereby atfected such evidence ot this clection s may be required by the Scuretary of the Treasors
United States or the Fuderal Intern il Revenue Service. including specidicaily. but not by way of himutaton, all of rhe returns. oo
and the data required by Federsl Regulations 1701 Should there be anv requirement that each party hereby atfected ove - -
evidence of this elecuion, each such party shall excvute such documents and furnish such other evidence 1 may e reguiea
Federal Inteenal Revenue Service or as may be necessary to evidence this election No such party shall give any nonces o e s
action meonsistent with the election made hereby. It anv present or tuture income tax laws of the state or states in ahich the L
Ared s located or any tuture income tax laws of the United States contarn provisions similar to those in Subchapter KT 78 e
subtitle AT ot the Internal Revenue Code ot 1953, under which an clection ssmilar to that provided by Section 761 ot the ©oade e
mitted. cach party hereby gttected shall make such election as may he permutted or required by such laws In mukong the tor ooae o
ten cach such party states that the income denved by sach party trom operations hereunder can be adequately determimed widho o

Comensation of carrnership tacabie moome
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ARTICLE X.
7 CLAIMS AND LAWSUITS

Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure
does not exceed menty Thousand & nO/ e Dollars
($.20,000.00 ) and if the payment is in complete settlement of such claim or suit. If the amount required for settlement ex-
ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such authority is
delegated to Operator. Al costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
pense of the parties participating in the operation from which the claim or suit arises. If a claim is made against any party or if any party is
sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given
Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim
or suit involving operations hereunder.

ARTICLE XL
FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under this agreement. other than
the obligation to make money payments, that party shall give to all other parties prompt written notice of the force majeure with
reasonably full particulars concerning it; thereupon. the obligations of the party giving the notice, so far as they are affected by the force
majeure, shall be suspended during, but no longer than, the continuance of the force majeure. The affected party shall use all reasonable
diligence to remove the force majeure situation as quickly as practicable.

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes.
lockouts. or other labor difficulty by the party involved, contrary to its wishes; how all such difficulties shall be handied shall be entirely
within the discretion of the party concerned. ‘

The term *‘force majeure’’, as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance. acc of
the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental action. governmental Jelay. restraint
or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise. which 15
not reasonably within the control of the party claiming suspension.

ARTICLE XII.
NOTICES

All notices authorized or required between the parties and required by any of the provisions of this agreement, unless orherwise
specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid. or by telex or telecopier and addressed to
the parties to whom the notice is given at the addresses listed on Exhibit **A™". The originating notice given under anv provision hercof
shall be deemed given only when received by the party to whom such notice is directed, and the time for such party to give anv notice in
response thereto shall run from the date the originating notice is received. The second or any responsive nouce shall be deemed 2ivon
when deposited in the mail or with the telegraph company. with postage or charges prepaid, or sent by telex ur telecopier. Each part,
shall have the right to change its address at any time, and from time to time. by giving written notice thereof to ull other partics

ARTICLE XIII.
TERM OF AGREEMENT

This agreement shall remain in full force and etfect as to the oif and gas leases and/or oil and gas interests subject herwto tor tne
period of ume selected below: provided. however, no party hereto shail ever be construed as having any right, utle or interestin o v iy
lease or oil and gas interest contributed by any other party heyond the term of this agreement.

Oloa AP PN PR " _ - L 2 A aro ontinged g6 Lo ’ o
y SEEPIIV-VES STHETY: WETRFERTIRCTRTIEAET s . T
obshe Cootrace Aces whether hy aroduction SXiet ettt wr oies e

Nt

K= Option No. 2. In the event the well described in Artcle VIAL or any subsequent well drilled under anv provie o o5
agreement. results in production of oil and/or gas in paving quannties. this agreement shall continue 1n torce so forw as ans v
wells produce. or are capable of production, and for an additional period of _ 90 days (rom cessation of all prode covn e
however, if. prior to the expiration of such additional period. vne or maore of the parties hereto are engaged n dnthny, coworkiel e
ing. plugging back. testing or attempting to complete 4 well or wells hereunder. this agreement shall continae in torce unal sz per
tions have been completed and if production resuits therefrom. this sgrcement shall continue 1n force as provided heren In thevven -5
well described 1in Arucle VLA or any subsequent well drilled hereunder. results in a dry hole, and no other well o pro fuciny v

ot producing o andior gas from the Contract Area. this agreement shall terminate unless drilling, deepenimy, plugaing bacn 1 0a o

1y operations are commenced within 90 davs from the date ot abandonment of said well.

It is agreed, however, that the termunation of this sgreement shail not relieve any party hereto trom uny lubtity whie s

Jcorund or attached prior o the date of sudh termunation
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Regulations and Orders:

This agreement shall be subject to the conservation laws of the state in which the Contract Area is located. to the valid rules.
regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal. state. and local laws, or-
dinances, rules, regulations, and orders.

B. Governing Law:

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

C. Regulatory Agencies:

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

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

Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser
of any crude oi! sold hereunder or to any other person or entity pursuant to the requirements of the **Crude Oil Windfall Protit Tax Act
of 1980, as same may be amended from time to time ("'Act’’), and any valid regulations or rules which may be issued by the Treasucy
Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and 4li cerufications or other informancn
which is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act

ARTICLE XV.
OTHER PROVISIONS

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



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, all of such
non-consenting party’s interest in the well, 1its 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 it reverts)
shall equal the total of those certain costs as further described
in subparagraphs (a) and (b) of the third grammatical paragraph
under Article VI(B) 2, hereof.

B. NONDISCRIMINATION

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

C. COVENANTS RUN WITH THE LAND

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

D. LAWS AND REGULATIONS

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

E. PRIORITY OF OPERATIONS

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

1. Proposals to do additional testing, coring or logging.

2. Proposals to attempt a completion in the objective zone.

3. Proposals to plug back and attempt completions 1in
shallower zones, in ascending order.
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4. Proposals to side-tract the well to reach any zone not
below the original authorized objective.
5. Proposals to deepen the well, in descending order.

Ve

F. REGULATORY PROVISIONS
1. Gaseous Hydrocarbons:

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

2. Liquid Hydrocarbons:

Non-Operators hereby authorize Operator to file with the
purchaser of crude oil or other liquid hydrocarbons or with any
other person required by law, any statement or certification
required by the Crude 0il 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 o0il 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 filing or certification with any purchaser of crude oil or
other liquid 'hydrocarbons, each Non-Operator shall be solely
responsible for furnishing to Operator or such purchaser or any
other person required by law any exemption certificate, independent
producer certificate or any other evidence required by law to
entitle Non-Operator to a higher price for the sale of his
production or for a lower rate of windfall profit or other excise
tax thereon, and upon a Non-Operator’s failure to furnish the same,
Operator shall certify to such purchaser for such Non-Operator’s
interest the lower price and/or higher rate of tax. Operator shall
have no duty to seek any refunds on behalf of any Non-Operator of
any overpayment of any windfall profit or excise tax to which any
Non-Operator may be entitled by law.

3. Refunds:

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

4. Operator’s Liability:

Operator shall use its best judgment in making any of the
filings and certifications referred to under Paragraph 1 and 2
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above in prosecuting any filings and applications. However, in no
event shall Operator have any liability to any Non-Operator in
making and prosecuting any such filing or in rendering any
statement or certification, absent bad faith, gross negligence or
willful misconduct. Any penalties incurred as a result of any
incorrect certification, statement or filing shall, in absence of
bad faith, gross negligence or willful misconduct, be charged to
the parties owning the production to which the penalty pertains.
In no event shall any error by Operator relieve any Non-Operator of
the liability for any refund under Paragraph 3 above.

G. OPERATOR PROTECTION
1. Assignment:

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

2. Attorneys Fees:

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

H. PERPETUITIES

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

I. NO THIRD-PARTY BENEFICIARY CONTRACT

This Agreement is made solely for the benefit of those persons
who are parties hereto (including those persons succeeding to all
or part of the interest of an original party if such succession 1is
recognized under the other provisions hereof), and no other person



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

J. OPERATOR’S REORGANIZATION AND STATUS CHANGE

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

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

K. OVERHEAD RATE ADJUSTMENT PROVISIONS

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

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

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

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

L. BANKRUPTCY

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

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

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

IN WITNESS WHEREOF, this agreement shall be effective as of day of 19

OPERATOR
SANTA FE ENERGY OPERATING PARTNERS, L.P.

By: Santa Fe Pacific Exploration Company
Managing General Partner

NON-OPERATORS




EXHIBIT "B"

-

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

» by and between Santa Fe Energy Operating
Partners, L.P. , as Operator and
» as Non-Operator

OMITTED



COPAS - 1984 - ONSHORE

Recommended by the Council

hrafitll 601 R BOX 800 of Petreleum Accountants

TULSA OK 74101 Societies p{]PHS

EXHIBIT o™

Attached to and made a part of ___that certain Operating Agreement dated
by and between Santa Fe Energy Operating Partners, L.P. as QOperator, and

as Non-Operator.

1.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

Definitions

“Joint Prodperty” 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 empioyees 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.

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.

Advances and Payments by Non-Operators
thirty (30)

A.  Unless vtherwise 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 ixfeeexptt&) days after receipt of the bili-
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.

thirty (30)

B.  Each Non-Operator shall pay its proportion of all hills within fvexxkd® days after receipt. [f pavment ;s not made
within such time. the unpaid balance shall bear interest monthly at the prime rate in effect at _The Chase
. ank 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 aumounts

Adjustments

Pavment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctnoss thereof:
provided. however. all bills and statements rendered to Non-Operators by Operator during any calendar yeur ~had con-
ctusively be presumed to be true and correct after twenty-four (24) months following the end of any such calendar ~ear.
unless within the said twenty-four (24) month period 4 Non-Operator takes written exception thereto and mikes clamoon
Operator for adjustment. No adjustment favorable w Operator shall be made unless it is made within the same proscrmbed
period. The provisions of this paragraph shall not prevent adjustments resulting from a physical inventory of Contrecable
Materal as provided for in Section V.

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.




5.

' LOPRS:

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-Cperators’ 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.

Audits

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

Approval By Non-Operators

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

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

I1. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

1,

Ecological and Environmental

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

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

A. (1) Salaries and wziges 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 emploved
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 empioy ces
whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section . 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. If percentage ussessment
is used, the rate shall be based on the Operator’s cost experience.

C. FExpenditures 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 I1.

D. Personal Fxpenses of those emplovees whose salaries und wages are chargeable to the Joint Account under Puragraph
3A of this Section 1.

Fmployee Benefits

Operator's current costs of established plans for employees’ yroup life insurance, hospitalization, pension. retirement. ~tock
purchase. thrift, bonus, and other benefit plans of a tike nature. applicable to Operator’s labor cost chargeable to the Jomt
Account under Paragraphs 3A and 3B of this Seetion 11 shiil be Operator’s actual cost not w exceed the percent nuwost voent
Iv recommended by the Council of Petroleum Accountiants Societies.

Material
Material purchased or furnished by Operator for use on the Joint Property as provided under Section [V, Only ~nen Mudernl
shall be purchased for or transferred o the Joint Property as may be required for immediate use and s reasonably prieticud

and consistent with efficient and cconomaical operations. The accumuliation of surplus stocks shall be s oided

Transportation

Transportation of cmplovees and Materiad necessary {or the Jomt Operations hut subject to the following himatatons
A Meerad s muned tatne Jomt Property from the Operator s sarchonse or other properties. no charge snad e ot
to tre Joont Neconnt for adistanee greater than the distance from the nearest reliable supply store swhere e oo

<y v able or e recen g point cearest che dont Properts anless agreed to by the Pares




10.

11.

13.

114

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 distanee 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 Petroleun Accountants Societies.

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.

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
_tweilve _ percent (_12__%) per annum. Such rates shall not exceed average commercial rates currently pre-
vailing in the immediate area of the Joint Property.

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

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or 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.

Legal Expense

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

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 ud valo-
rem taxes are based in whole or in part upon separate valuations of each party's working interest. then notwithstanding
anvthing to the contrary herein, charges to the Joint Account shall be made and paid by the Parties hereto in uccordance
with the tax value generated by each party's working interest.

Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Purties. In the
event Joint Operations are conducted in a state in which Operator may act as self-insurer for Workers Compenzation el
or Employers Liability under the respective state’s laws. Operator may. at its election, include the risk under i< il
insurance program and in that event. Operator shall include a charge at Operator's cost not to exceed manual riates
Abandonment and Reclamation

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

authority.

Communications

Cost of acquiring. leasing. installing. operating, repairing and maintaining communication systems, ineludime v and
microwave facitities directly serving the Joint Property. In the event communication facilities systems servine the foint
Property are Operator awned, charges to the Joint Account shall be made as provided in Parigraph < of this Sectin

Other Fxpenditures

Ay ather expenditure not covered or deadt s th in the foregoing provisions of this Section [1or in Secton T oo oo
R T

i~ of direct benefit to the Jamt Property and s incareed by the Operitor in the necessary and proper condacet o

Chherations

[P
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II1. OVERHEAD

-
-

1. Overhead - Drilling and Producing Operations

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

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

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and 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.

iil. 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 une-
well charge for the entire month.

{2) Each active completion in a multi-completed well in which production is not commingled down hole <hall
be considered as a one-well charge providing each completion is considered a separate well by the yovern-
ing regulatory authority.

:3) An inactive gas well shut in because of overproduction or failure of purchaser to take the production ~hall
be cunsidered as a one-well charge providing the gas well is directly connected to a permanent <ules
outlet.

(1) A one-well charge shall be made for the month in which plugging and abandonment operations wre com-
pleted on any well. This one-well charge s<hall be made whether or not the well has produced except when
driliing well rate applies.

13)  All other inactive wells {including but not limited to inactive wells covered by unit allowable. fease ailow
able. transferred allowable, ete.) shall not qualify for an overhead charge.

(31 The well rates shall be adjusted as of the first day of April each vear following the effective date of the ugreement
to which this Accounting Procedure is attached. The adjustment shall be computed by multiplyving the rate ¢our-
reethy in use by the pereentage increase or decrease in the average weekly earnings of Crude Petroleum and Gas
Production Waorkers for the last calendar vear compared to the calendar yvear preceding as shown py the index
of average weekly varnings of Crude Petroleum and Gas Production Workers as published by the United States
Department of Labor, Bureau of Labor Statistics. or the equivalent Canadian index as published by Sran-toes

i as appheable. The wljusted rates shadl be the rates currently in use, plus or minus the computed b
Cistrnent
B othverbicad  Pereentipze Pasis
L Oerator oo enaree the domt deeount at the follow iy rates,
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. Percent ( %) of the cost of development of the Joint Property exclusive of costs provided
under Paragraph 10 of Section II and all salvage credits.

(a) Development

(b) Operating

Percent ( %) of the cost of operating the Joint Property exclusive of costs provided under
Paragraphs 2 and 10 of Section 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 1B of this Section III, development
shall include all costs in connection with drilling, redrilling, deepening, or any remedial operations on any or all
wells involving the use of drilling rig and crew capable of drilling to the producing interval on the Joint 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 $ 23,000.00 .

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

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

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

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

3. Catastrophe Overhead

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

A.__ 3 % of total costs through $100,000; plus
B. __2 % of total costs in excess of $100,000 but less than $1.000.000; plus
1

C. % 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 shall apply.

4. Amendment of Rates

The overhead rates provided for in this Section 1II may be amended from time to time only by mutual agreement between
the Parties heretw if, in practice, the rates are found to be insufficient or excessive.

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

“Operator is responsible for Joint Account Material and shall muke proper and timely charges and credits for all Matertidd 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 anid or ~urplus
Material, such disposal being made either through sale to Operator or Non-Operator, division in kind. or sale to outsulers.
(perator may purchase. but shall be under no obligation to purchase. interest of Non-Operators in surplus condition A or B

Material. The disposal of surplus Controllable Material not purchased by the Operator shall be agreed to by the Parties

1. Purchases
Matertal purchased shall be charged at the price paid by Operator after deduction of all discounts recened In cise of
Material found to be defective or returned to vendor for any other reasons, eredit shall be passed to the Joimnt Neenant

when adjustment has been received by the Operator.

(23

Transfers and Dispositions

Matertad furnished to the Joint Properety and Maternial transferred from the Joint Property or disposed of by rhe Olrarinre,
inCess athers se arreed o Iy the Parties, shall be priced on the following basis exclusive of cash diseounts




A. New Material (Condition A)

(1) Tubular Goods Other than Line Pipe .

(2)

(4)

(a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill published

()

(d)

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 easing from Youngstown.
Ohio.

For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus trans-
portation cost from that mill to the railway receiving point nearest the Joint Property as provided above in
Paragraph 2.A.(1Xa). For transportation cost from points other than Eastern mills, the 30,000 pound Oil Field
Haulers Association interstate truck rate shall be used.

Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.0.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.

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

Line Pipe

{(a)

(b)

(d)

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

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

Line pipe 24 inch OD and over and 3 inch wall and larger shall be priced f.0.b. the point of manufacture
at current new published prices plus transportation cost to the railway receiving point nearest the Joint
Property.

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

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

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

Good Used Material (Condition B)

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

(1) Material moved to the Joint Property

3

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

Material used on and moved from the Joint Property

ta) At seventy-five percent (T5%) of current new price. as determined by Paragraph A. if Material was orizinadly

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 wus oriinudly

charged to the Joint Account as used Material.

Material not used on and moved from the Joint Property

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

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

Other Used Material

by Condition U

Materud which 1~ notin ssund and serviceable condition and not <intable for its oriinal function untl after recen
ditioniye <hall be priced at fifts percent (0% of current new price as determined by Paragraph A The ot af
recondtioning ~ball be charced to the recen iy property, provided Condition C value plus cost of recond tonor

: ] .
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(2) Condition D -

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

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

I3

{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 I1I, Paragraph 1.A(3). Each year. the
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next
year. Such rate shall be published each year by the Council of Petroleum Accountants Societies.

(2) Material involving erection costs shall be charged at applicable percentage of the current knocked-down price of
new Material.

Premium Prices

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

Warranty of Material Furnished By Operator

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

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

1.

(3

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 bewin o that
Non-Operators may be represented when any inventory 1= tiuken. Failure of Non-Operators to be represented atl an inven-
tory shall vind Non-Uperators 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 mude wiihin ~ix
months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account Ior
overages and shortages, but, Operator shall be held accountable only for shortages due to lack of reasonable (it wence.

Special Inventories

Specil inventories may be taiken whenever there is any sale. change of interest. or change of Operator in the Joint Property,
It ~hall be the duty of the party <elling to notify all other Parties as quickly as possible after the transfer of interesr fakes
plice. [n such cases, both the seller and the purchaser shall be governed by such inventory. In cuses involvinu o chunee

of Operator, all Parties shall be governed by such inventory.
Fapense of Conducting [nventories

A TRe evpense of conducting periodie inventories shadl not e charged to the Joint Account unless agreed 1o o
Partioes

B e Copense of conductinge speciad mventories shadi be charved to the Parties requesting sich insentorios oo
contures reqeired dae to cawenge of Operaior shall e charged o the Jomt Aceount.

thee



EXHIBIT "D"

INSURANCE

-

Attached hereto and made a part of that certain Operating
Agreement dated , by and between
Santa Fe Energy Operating Partners, L.P. , as Operator and
, as Non-Operator.

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

(a) Statutory Workmen's Compensation Insurance as may be required in
the state or states where work under this agreement, or activities relative
thereto, will be performed, plus Workmen's Compensation Insurance as may be
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 all others who may have been engaged, contracted with, or
otherwise employed by Operator in the performance of this Agreement with
such insurance coverage to cover the subcontractors, service companies, or
others so employed and all of their employees, except that Operator may
require each such subcontractor, service 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.

CAS60N2



EXHIBIT "E"

Attached to and made a part of that certain Operating

Agreement dated , 19

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

And

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
Parties hereto shall share in and own the liquid hydrocarbons recovered from such gas by
lease equipment in accordance with their respective interests and subject to the Operating
Agreement, but the Party or Parties taking such gas shall own all of such gas delivered to

its or their purchaser.

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

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

EWPIR9A-1



produced under this Agreement, less its share of gas used in lease operations, vented or
lost, and less that portion such Party took or delivered to its purchaser. The Operator (as
that term is deﬁnéd in the Operath;g 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 foyalty, overriding royalties, production payments and similar

interests.

5. After notice to the Operator, any Party which has gas in storage pursuant to
the terms hereof 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 50% of the interest in the
current gas production of the Party or Parties without gas in storage by a fraction, the
numerator of which is the interest of such party with gas in storage and the denominator
of which is the total percentage interest of all Parties with gas in storage currently taking

or delivering to a purchaser.

6. Each Party producing and taking or delivering gas to its purchaser shall pay

any and all production taxes due on such gas.
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7. Nothing herein shall be construed to deny any party the right from time to

time, to produce and take or deliver to its purchaser its full share of the gas 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 \;'ith respect thereto. The operator shall have no liability with
respect to the correctness of the funds received by it from any overproduced party or on
account of the failure of any overproduced party (other than Operator if it is

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

9. Nothing herein shall change or affect each Party’s obligations to pay its
proportionate share of all costs and liabilities incurred, as its share thereof is set forth in

the Operating Agreement.

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

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

1. Notwithstanding anything contained herein to the contrary, no Party shall have
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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, howevér, 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 of
balance sales until the Party desiring to sell has furnished Operator with adequate
assurance of such Party’s ability to pay future costs which may be subsequently
chargeable to such Party under the Operating Agreement and to pay any potential cash

balancing under this Gas Balancing Agreement upon depletion. Such assurance may be
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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 prqduce more than one hundred percent (100%) of its
proportionate share of Ultimate Rec’overable 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.
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EXHIBIT "F"

ATTACHED TO AND MADE A PART OF THAT CERTAIN OPER-
ATING AGREEMENT DATED

between Santa Fe Energy Operating Partners. L.P.

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:

(D

)

A3)

4

(5)

(6)

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

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

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

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

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

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



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

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

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

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



NOTE: This modet has been prepared only as a suyyesied guide 10 be used or not used as ConTactng parues see . It may not
contan all of the proviaions hat May be requred Dy partes (0 an actual agreement. Usa of the lorm or any vanauon hereol shall be
al the sole diecretion and nsk of e user panes. Users of the model Iorm Or any POrLion or varauon hereot ars encouwraged (0 seek
the adwvice of counsel [0 ensure that hesr contract reflects he actual agreement of the parues. The Amencan Peroleum Insawte
desciaums any and all niereets Or lateity whatsoever (or I08s Or damages hat may result fom use of the lomm or porsons or
vanatons thereol.

EXHIBIT G
TAX PARTNERSHIP PROVISIONS
OF THE TAX PARTNERSHIP
(fill in name)

1. General Provisions

1.1 Designation of Documents. This exhibit is referred to in, and is a part of that
Agreement identified above, and if so provided, a part of any agreement to which the
Agreement is an exhibit. Such agreement(s) (including all exhibits thereto, other
-than this exhibit) shall be hereinafter referred to as the "Agreement”; and this exhibit
to the Agreement is hereinalter referred to as the "Exhibit*. Except as may be
otherwise provided in this Exhibit, terms defined and used in the Agreement shall
have the same meaning when used in this Exhibit as in the Agreement.

1.2 Relationship of Parties. The parties to this Agreement shall be hereinafter
referred to as the "Party” or collectively as the "Parties". The Parties understand
and agree that the arrangement and undertakings evidenced by the Agreement,
taken together, result in a partnership for purposes of federal income taxation and
for purposes of certain state income tax laws which incorporate or follow federal
income tax principles as to tax partnerships. Such partnership for tax purposes is
hereinafter referred to as the "Tax Partnership". For every other purpose of the
Agreement, however, and nolwithstanding any other provision of the Agreement,
express or implied, to the contrary, the parties understand and agree that their legal
relationship to each other under applicable state law with respect to ail property
subject to the Agreement, is one of tenants in common, or undivided interest owners,
or lessee-sublessees and not one of partnership; that the liabilities of the parties
shaill be several and not joint or collective; and that each party shall be solely
responsible for its obligations.

1.3 Priority of Provisions. In the event of a conflict or inconsistency, whether direct
or indirect, actual or apparent, between the terms and conditions of this Exhibit and
the terms and conditions of the Agreement or any other Exhibit or any pan thereof,
the terms and conditions of this Exhibit shall govemn and control.

1.4 Survivorship.

(a) Any termination of the Agreement shall not affect the continuing application of
the Tax Partnership provisions as necessary for the termination and liquidation
of the Tax Partnership.

(b) Any termination of the Agreement shall not affect the continuing application of
the Tax Partnership provisions as necessary {0 resoive all matters regarding
federal and state income reporting of the Partnership.

(¢) These Partnership provisions shail inure 1o the benefit of, and be binding upon,
the Parties hereto and their successors and assigns.

1.5 Term. The effective dale ot the Tax Partnership shall be the eifective date of the
Agreement. The Ta.c Partnership shall ~artinua in full ioarce and effect froru and aftor
such date until termination.

2. Income Tax Compliance and Capital Accounts

2.1 Tax Returns. The Tax Matters Partner (" TMP*") shall prepare and file ail
required federal and state partnership income tax retums. |n prepanng such returns
the TMP shall use its best efforts and in doing so shall incur no liability to any other
Party with regard to such returns. Not less than thirty (30) days pnor to the due date



(including extensions) the TMP shall submit to each Party a copy of the return as
proposed for review.

22 Fair Market Value Capital Accounts. The TMP shall establish and maintain fair
market value ("FMV") capital accounts and tax basis capital accounts for each
Party. Upon request, the TMP shall submit to each Party along with a copy of any
proposed partnership income tax return an accounting of its respective FMV capital
accounts as of the end of the tax return period.

2.3 Information Requests. Each Party agrees to furnish to the TMP not later than
sixty (60) days before the return due date (including extensions) such information
relating to the operations conducted under this Agreement as may be required for
the proper preparation of such returns and capital accounts.

3. Tax Matters Parther

3.1 Tax Matters Partner. The Operator (it Operator

~ is not TMP strike "Operator” and insert the name of other party) is designated TMP
as defined in |.R.C. §6231(a)(7). In the event of any change in the TMP, the Party
serving as TMP at the beginning of a given taxable year shall continue as TMP with
respect to all matters concerning such year: The TMP and other Parties shall use
their best efforts to comply with responsibilities outlined in this section and in |.R.C.
§§6222 through 6233 and 6050K (including any Treasury Regqulations promulgated
thereunder) and in doing so shall incur no liability to any other Party.
Notwithstanding the TMP’s obligation to use its best etforts in the fulfillment of its
responsibilities, the TMP shall not be required to incur any expenses for the
preparation for, or pursuance of administrative, or judicial proceedings, uniess the
Parties agree on a method for sharing such expenses.

3.2 Indormation Request by the TMP. The Parties shail furnish the TMP-within two
weeks from the receipt of the request with such information (including information
specified in |.R.C. §§6230(e) and 6050K) as the TMP may reasonably request to
permit it to provide the internal Revenue Service with sufficient information for
purposes of |.R.C. §§6230(e) and 6050K.

3.3 TMP Agreements with IRS. The TMP shall not agree to any extension of the
statute of limitations for making assessments on behalf of any other Party without
first obtaining the written consent of that Party. The TMP shall not bind any other
Party to a settlement agreement in tax audits without obtaining the written
concurrence of any such Party.

Any other Party who enters into a settiement agreement with the Secretary of the
Treasury with respect to any partnership tems, as defined by I.R.C. §6231(a)(3),
shall notify the other Parties of such settitement agreement and its terms within ninety
(90) days from the date of setiement.

3.4 Inconsistent Treatment of Partnership item. if any Party intends to file a notice
of inconsistent treatment under I.R.C. §6222(b), such Party shall, prior to the filing of
such notice, notily the TMP of such intent and the manner in which the Party's
intended treatment of a partnership item is (or may be) inconsistent with the
treatment of that tem by the Partnership. Within one week of receipt the TMP shalil
remit copies of such notification to other Parties to the Partnership. if an
inconsistency notice is tiled solely because of a Party not having received a
Schedule K-1 in time for filing of its income tax return, the TMP need not be notified.

35 Requests ior Adnministrative Adjussne.d. No Paity shall file a request pursuant
to L.R.C. §6227 for an administrative adjustment of partnership items for any
Partnership laxable year without first notifying all other Parties. if all other Parties
agree with the requested adjustment, the TMP shall file the request for administrative
adjustment on behait of the Partnership. It unanimous consent is not obtained within
thirty (30) days from such notice, or within the period required to timely file the
request for administrative adjustment. if shorter. any Party. including the TMP, may
file a request for administratnve adjustment on its own behall.



3.6 Judicial Proceedings. Any Party intending to file a petition under 1.R.C. §§6226,
6228, or any other |.R.C. section with respect to any partnership item, or other tax
matters involving the Partnership, shall notify the other Parties, prior to such filing, of
the nature of the contemplated proceeding. In the case where the TMP is the Party
intending to file such petition, such notice shall be given within a reasonable time to
allow the other Parties to participate in the choosing of the forum in which such
petition will be filed. If the Parties do not agree on the appropriate forum, then the
appropriate forum shall be decided by majority vote. Each Party shall have a vote in
accordance with its percentage interest in the Partnership for the year under audit.
if a majority cannot agree, the TMP shall choose the forum. if a Party intends to
seek review of any court decision rendered as a result of such a proceeding such
Party shall notify the other Parties, prior to seeking such review.

4. Elections

4.1 General Elections. For both income tax return and capital account purposes,
the Partnership shaill elect:
~(a) to deduct currently intangible drilling and development costs ("1DC")
(b) to use the maximum allowable accelerated tax method and the shortest
permissible tax life for depreciation purposes
(¢) to use the accrual method of accounting, and
(d) to report income on a calendar year basis.

If checked below:

— (o) to account for dispositions of depreciable assets shall be accounted for
under the general asset method 10 the extent permitted by I.R.C. §168(i)(4).

— (0 to adjust the basis of partnership property, in the case of a distribution of
property, in the manner provided in I.R.C. §734 and, in the case of a transfer of a
partnership interest, in the manner provided in |.R.C. §743. In the case of a
distribution of property pursuant to |.R.C. §734, the TMP shall adjust all tax basis
capital accounts. In the case of a transfer of a partnership interest pursuant to I.R.C.
§743, the.acquiring party shail establish and maintain its tax basis capital account.

42 Depletion. Solely for FMV capital account purposes, depletion shall be
caiculated by using simulated percentage depletion within the meaning
of Treas. Reg. §1.704-1(b)(2)(iv)}(k)(2). (It percentage depletion is not used. strike
"percentage” and insert "cost".)

For purposes of a simulated percentage depletion calculation:

(a) All operating mineral interests shall be treated as one property;

(b) The depietion rate shall be the rate specified in |.R.C. §613A(c)(5); and

(c) The SO percemt of taxable income from the property limitation shall not be
applied.

it the simulated percentage depletion method is not permitted or if cost depletion is
selected, then the Parties agree that simulated cost depletion, that is. cost depletion
as determined under |.R.C. §611 but based upon the adjusted FMV capital account
basis of the Lease (rather than adjusted tax basis), shall be used. Solely for
purposes of this calculation, remaining reserves shall be as determined by the TMP.

4.3 Electing Out Under 1.R.C. §761(a). The TMP shall notify all Parties of an election
to be exciuded from the application of Subchapter K of Chapter 1 of the intemal
Revence Code not less than sixty (60) days prior to the earlier of the filing date or
the due date («ncluding extensions) for the federal partnership income tax retumn.

Any party that does not consent shail provide the TMP with written objection within -
thirty (30) days of such notice.

4.4 Other Blections or Consents. Any eiection other than those referenced above
must be approved by the affirmative vote of twa (2) or more Parties owning a
Majorty Working interest based upon past-Payout ownership
(It a vote other than post-Payout is desired strike *post-Payout ownership,” and
insern deswed voung requirement.)

re'7 "1 1 9



5. Capital Contributions and FMV Capital Accounts

5.1 Capital Contributions. The respective capital contributions of each Party to the
Partnership shall be (a) each Pany s interest in the oil and gas leases committed to
this Partnership, and all properties associated with the leases, and (b) all amounts
paid by each Party in connection with the acquisition, exploration, development and
operation of the lease, and all other costs characterized as contributions or
expenses bome by such Party under this Partnership. The contribution of the leases
and any other properties committed to this Partnership shall be made by each
Party’s agreement to hold legal title to its interest in such leases or any other
properties as nominee for this Partnership.

52 FMV Capital Accounts. The FMV capital accounts shall be increased and
decreased as follows:

(a) The FMV capital accounts shall be increased by: (i) the amount of money and
the fair market value of any property contributed by each Party, respectively, to

- the Partnership (net of liabilities assumed by the Partnership or to which the
contributed property is subject); (ii) that Party's Sec. 6.1 allocated share of
Partnership income and gains, or items thereof; (iii) any basis increases
required by |.R.C. §1016(a)(22); and, (iv) that Party’s share of |.R.C.
§705(a)(1)(B) and (C) items.

(b) The FMV capital accounts shall be decreased by: (i) the amount of money
and the fair market vaiue of property distributed to each Party (net of liabilities
assumed by such Party or to which the property is subject); (ii) that Party’s
Sec. 6.1 allocated share of Partnership loss and deductions, or items thereof;
(iil) any basis decreases required by I.R.C. §1016(a)(22); and, (iv) that Parnty's
share of 1.R.C. §705(a)(2)(B) items and |.R.C. §709 nondeductible and
nonamortizable items.

"Fair market value” when it applies to property contributed by a Party to the
Partnership shall be assumed to equal the adjusted basis, as defined in {.R.C.
§1011, of that property uniess the Parties agree otherwise as indicated below or in a
separate written agreement.

Property Contributed Agreed Fair Market Value

it checked below:

— 5.3 FMV Capital Account Revaluation. The FMV capital accounts will be
revaiued to reflect revaluation of partnership property pursuant to Treas. Reg.
§1.704-1(b)(2)(iv)(f) pursuant to the procedure set forth in Sec. 4.4.

8. Partnership Allocations

6.1 FMV Capital Account Allocations. Each item of income, gain, loss or deduction
shall be allocated to each Party as follows:

(a) Actual or deemed income from the sale, exchang e, distribution or othar
disposition o1 production shaill be allocated to the Party entitled to such
production or the proceeds from the sale of such production. The amount ot
income from the saile of and fair market value of production taken in kind by the
Parties are deemed 10 be identical; accordingly, such items may be omitted
from the adjustments made to the Parties’ FMV capital accounts;

(b) Expioration cost. |DC, operating and maintenance cost shall be allocated to
each Party in accordance with its respective contribution, or obligauon to
contnbute, 10 such cost;



()

(d)

(e)

{f

19)

(h)

Depreciation shall be allocated to each Party in accordance with its
contribution, or obligation to contribute, to such cost;

Simulated depletion shaﬂ’i:e allocated to each Party in accordance with its
FMV capital account adjusted basis in each oil and gas property;

Loss (or simulated loss) upon the saile, exchange, distribution, abandonment or
other disposition of depreciable or depletable property, shall be allocated to
the Parties in the ratio of their respective FMV capital account adjusted basis
in the depreciable or depletable property;

Gain (or simulated gain) upon the sale, exchange, distribution, or other
disposition of depreciable or depletable property shall be aillocated to the
Parties so that the FMV capital account balances of the Parties with respect to
such property will most closely reflect their respective percentage or fractional
interests under the Agreement;

Costs or expenses of any other kind shall be allocated to each Party in
accordance with its respective contribution, or obligation to contribute, to such
Costs or expenses; and,

Any other income item shall be allocated to the Parties in accordance with the
manner in which such income is realized by each Party.

6.2 Tax Retums and Tax Basis Capital Account Allocations.

(a)

(b)

()

(d)

(e)

0

(9)

Unless otherwise expressly provided herein the ailocations of Partnership
items of income, gain, loss or deduction for tax return and tax basis capital
account purposes shall be the same as those contained in Sec. 6.1;

The Parties recognize that under 1.R.C. §813A(c)X7)(D), the depletion allowance
is to be computed separately by each Party. For this purpose, each Party's
share of the adjusted tax basis of each oil and gas property shall be equal to
its cantribution to the adjusted tax basis of such property;

The Parties recognize that under |.R.C. §813A(c)7)D) the computation of gain
or loss on the taxable disposition of an oil or gas property is to be computed
separately by each Party. For this purpose the portion of the total amount
realized by the Partnership that represents a recovery of simulated adjusted
basis in an oil and gas property will be allocated to the Parties in the same
ratio that simulated depietion is allocated to them under Sec. 6.1(d). Any
additional amount realized will be allocated in accordance with the ratio of
simuiated gain allocation for such property under Sec. 6.1(f) subject first,
however, 0 the requirements set forth in Sec. 6.2(g):

Depreciation shall be allocated to each Party in accordance with its
contribution to the adjusted lax basis of the depreciable asset;

Any recapture ot depreciation, IDC, and any other item of deduction or credit
shall, lo the extent possible. be aliocated among the Parties in accordance
with their sharing of the depreciation, |IDC, or other item of deduction or credit
which is recaptured;

Any recapture of depletion shall be computed separately by each Party, in
accordance with its depietion allowance computad pursuant to Sec. 6.2(b).

For Partnership property which has a vaiue in the FMV capital accounts which
differs from the adjusted tax basis of such property, any tax items reiating to
such property will be allocated to the Parties in a manner which takes into
account the variation between the adjusted tax basis of such property and its
FMV capital account vaiue under |.R.C. §704(c). and,



(h) Unless checked below, the income attnbutable to take-in-kind production will
not be reflected on the tax return.

____The provision for taking production in-kind, as provided eisewhere in this
Agreement, is recognized as each Party’'s right to determine the market for a
proportionate share of the production. All tems of income, deductions. and
credits arising from such marketing of production shall be recognized by the
Partnership and shall be allocated respectively to the Party who designated
such market.

7. Termination and Liquidating Distributions

7.1 Termination of the Tax Partnership. Termination shall occur on the earlier of the
events described in 1.R.C. §§708(b)(1)(B) or 708(b)(1)(A).

(a) Termination Under | R.C. §708(b)(1)(B). Upon termination under I.R.C. §
708(b)(1)(B), each Party’s FMV capital account shall be adjusted as provided

~ for in Treas. Reg. §1.704-1(b)(2)(iv)(1) and Sec. 7.3. The distributions provided
for in Sections 7.2 through 7.4 shall be deemed to have occurred, with the
Parntnership money and properties deemed contributed 10 a new Partnership,
the terms of which are identical to those contained in this Exhibit.

(b) Temmination Under |.R.C. §708(D)(1)(A). Upon termination under 1.R.C.
§708(b)(1)(A), the business shall be wound-up and concluded, and the assets
shail be distributed to the Parties as described below by the end of such
calendar year (or, if later, within ninety (S0) days after the date of such
termination). The assets shall be valued and distributed to the Parties in the
order provided in Sections 7.2 through 7.4.

7.2 Reversion. First, all money representing unexpended contributions by any Party
and any property where no interest has been earned in that property under the
agreement by any other Party shall be returned to the contributor.

7.3 Balancing. Second, the FMV capital accounts of the Parties shall be
determined under this Sec. 7.3. The TMP shall take the actions specified under this
Sec. 7.3 in order to cause the ratio of the Parties’ FMV capital accounts to reflect as
closely as possibie their Working Interests under the Agreement. The ratio of a
Party's FMV capital account is represented by a fraction, the numerator of which is
the Party’s FMV capital account balance and the denominator of which is the sum of
all Parties’ FMV capital account balances. Such actions are hereafter referred to as
"balancing the FMV capital accounts,” and when completed, the FMV capital
accounts of the Parties shall be referred to as being "balanced.” The manner in
which the FMV capital accounts of the Parties are to be balanced under this Sec.
7.3 shall be determined as follows:

(a) The fair market value of all Partnership properties shaill be determined and the
gain or loss for each property which would have resuited if a sale thereot at
such fair market vaiue had occurred shaill be allocated in accordance with
Sec. 8.1(e) and (f). If thereafter any Party has a negative FMV capital account
balance. that is, a balance less than zero. such Party shall contribute an
amount of money to the Partnership sufficient to achieve a zero balance FMV
capital account. Any Party may contribute an amount of money to the
Partnership (0 facilitate the balancing of the FMV capital accounts. It FMV
capital accounts are nol balanced, Sec. 7.3(b) or (c) shall apply:

(d) It aii he Farties consent, any money or an undivided interest in certain
selected properties shall.be distributed to one or more Parties as necessary
for the purpose of balancing the FMV capital accounts;

(¢) Unless (b) above appiies. an undivided interest in each and every property

shall be distributed 10 one or more Parties in accordance with the ratos ot their
FMV capital accounts;



(d) If a property is to be valued under (a) above or distributed pursuant to (b) or (c)
above, the fair market value of the property shall be agreed to by the Parties.
In-the event alil of the Parties do not reach agreement as to the fair market
value of property, the TMP shall cause a nationally recognized independent
engineering firm to prepare an evaluation of fair market value of such property.

7.4 Final Distribution. Third, after the FMV capital accounts of the Parties have
been adjusted, pursuant to Sec. 7.3 above, all other or remaining property and
interest then held by the Partnership shail be distributed to the Parties in accordance
with their positive FMV capital account balances.

8. Transtfers, iIndemnification, and Cofrespondence

8.1 Transfers of Partnership interesis. Transfers of partnership interests shall be
govemned by the Agreement. A party transferring its interest, or any part thereof,
shall notify the TMP in writing within two weeks of such transter.

82 indemnification. This agreement does not include any indemnification
provisions to protect Parties against any harm caused by an |.R.C. §708(b)(1)(B)
termination. If the Parties desire indemnification provisions, a separate
indemnification agreement shouid be drafted..

8.3 Comrespondence. All correspondence relating to the preparation and filing of
the Partnership's income tax returns and capital accounts shall be forwarded to:




