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A HANLEY PETROLEUM NG

EBTABUB-ED 18683

415 WEST WALL, SUITE 1500/MIDLAND, TEXAS 79701-4473/915-684-8051 FAX: 915-685-1104

vD TP
f- "eb; 4, 1991
/ LM LES e
GG DB RECEIVED
B DF
PR DRET FEB 6 ~ 1991
Santa Fe EnergﬂyeOperatJ.ng Partners, L.P. LAND DEPT.
Permian Basin-Distried- MIDLm X

550 West Texas, Suite 1330
Midland, Texas 79701

Attn: Mr. Larry Murphy
Senior Landman

RE: Proposed Working Interest Unit
W2/NW/4 Section 8, T-18-S, R-33-E
Lea County, New Mexico

Gentlemen:

You have previously been furnished with information concerning the
drilling of a proposed 11,500' Wolfcamp test well known as the Hanley
"8" Federal #1, at a proposed location 1980' fram the north and 660’
from the west line, Section 8, T-18-S, R-33-E on the proposed captioned
working interest unit. Hanley Petroleum Inc. hereby notifies you that
it has changed the location of it's test well from the SW/4NW/4 "location
to a legal location in the NW/4NW/4 Section 8, T-18-S, R-33-E. This
change in location is being made due to the fact that we believe the
NW/4NW/4 location has, among other reasons, a better chance of producing
greater reserves of oil and gas fram the Wolfcamp formation than a
location in the SW/4NW/4 Section 8.

We further propose that the Operating Agreement naming Hanley Petroleum
Inc. as operator be amended to cover the W/2NW/4 Section 8 as to rights
below the base of the Bone Springs formation. By excepting rights fram
the surface to the base of the Bone Springs will permit the parties
owning the leasehold rights to separately develop the productive zones
beneath the surface to the base of the Bone Springs for their own
accounts.

Yours very truly,

— WAL -

James W. Rogers
Vice President Land

/pim
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Santa Fe Energy Operating Partners, L.P.

Santa Fe Pacific Exploration Company
Managing General Partner

CERTIFIED MAIL - RETURN RECEIPT

Jarnuary Zi, 1391

Hanliey Petroleum, Inc.
415 West Wall, Suite 150C
Midiand, Texas 79701-4473

ATTN: James W. Rogers

Re: Kachina "8" Fed Com #2
Wwolfcamp Test - 11,50C!
W/2KW/4 Section o
T-18-8, R-33-E
Lea County, New Mexico

Gentlemen:

Reierence is made to your letter received "Via Fax" on January 8, 1991,
however dated January 7, 1991, wherein you furnished the undersigned a copy
of Hanley's AFE to drill the above captioned well.

Afiter reviewing Hanley's AFE, it appears that on a line item basis the
difference between Hanley's AFE and Santa Fe Energy oOperating Partners,
L.P.'s Cost Estimate (AFE) are as follows:

1) Hanley's drilling cost is higher

2) llanley's AFE did not include abandonment cost

3) Hdanley's AFE did not include rig supervision on Drilling Cost
4) Hanley's AFE did not include Administrative Overhead

5} Hanley's AFE did not include Testing - (BHP, GOR, 4Pt.Pot)

&) Hanley's AFE did not include inspection of intangibles

7) Hanley's AFE did not include Drilling Equipment Rental

Santa Fe's Cost Estimate (AFE) is approximately 8% higher than Hanley's due
to the above mentioned factors. However, it is very difficult to compare
Hanley's AFE and Santa Fe®s AFE since the details are different. 1In order
for both parties to be on a level pilaying field comparing these AFES, it
would be appreciated if a detailed breakdown can be performed on Hanley's
AFE.

Santa Fe Operating Partners, L.P. has drilled and operates the sffset well
in this section and operates additional wells in the immediate area, which
includes a large number of wells operated in Southeast New Mexico. At this
time, Santa Fe Energy Operating Partners, L.P. hereim maintains that it is
the logical company to operate this type of well.

Permian Basin District
550 W. Texas, Suite 1330
Midland, Texas 79701

918/687-3851 EXHIBIT “3”

An Affiliate of Santa Fe Pacific Corporation



Page 2
Hanley Patroleum, Inc.
January 21, 1931

If you wish to discuss this matter further, please advise the undersigned
50 the appropriaie personnhel can be made available to discuss this makter
in detail.

Sincerely yours,

3ANTA FE ENERGY UPERATING PARTNERS, L.P.
By: Santa Fe Pacific Expioration Company
Managing General Partner

“p AL

By & e

S WA
Larr{)nurphy,ise

T AL o et

qiér Landman

M/efw
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. gENDER Complete items 1 and 2 when additional services are desired, and complete items
and 4

Put your address in the “RETURN TQ'' Spzce on the reverse side. Failure to do this wili prevent this carc
from being returned to you..The return receipt fee will provide you the name of the person delivered to and
the date of delivery. For additional fees the following services are available. Consult postmaster for fees
and check box({es) '?or additional service(s) requested.

1. X Show to whom delivered, date, and addressee’s address.

(Extra charge)

2. 0O Restricted Delivery
(Extra charge)

3. Article Addressed to: 4. Article Number

Hanley Petroleum, Inc, P 355 214 469

Type of Service:
Registered [ insured
¥ certified J cop

. Return Receipt
Express Ma'l D for Merchandise

415 West Wall X
Suite 1500
Midland, Texas 79701-4473 ’

ATTN: James W. Rogers

_/' g Always ob ignature of addressee
: ié or agent ai gTE DELIVERED.

5. Signature — Addressee 8. Addressee’s Address (ONLY if

requested and fee paid)
ature — Agent ”Lj
6&\ ,r . oW
CA rmarig s

7. Datdof Dellvery

Al st

| = .

PS Form 3811, Apr. 1989 *U.S.G.PO. 1989-238-815 DOMESTIC RETURN RECEIPT
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Santa Fe Energy Operating Partners, L..P.

Santa Fe Pacific Exploration Company

Managing General Partner January 8, 1991

Hanley Petroleum, Inc.
415 West Wall, Suite 1500
Midland, Texas 79701-4473
Certified - P355 214 436

ATTN: James Rogers
Vice-President Land
Re: Kachina "8" Fed. Com #2
W/2NW/4 Sec. 8
T-18--8, R-33-E
Lea County, New Mexico

Gentlemen:

We are in receipt of your Letter dated January 2, 1991, wherein you provide
changes including placing your name as Operator, to the Operating Agreement
furnished under my Letter of December 20, 1990.

Please be advised that Santa Fe Energy Operating Partners, L.P. originally
proposcd this well as Operator on a Santa Fe prospect and Harvey FE. Yates
Company (25%) has agreed to join this well with Santa Fe LEnergy Operatling
Partners, L.P. (25%) Operating, and has agreed to sign the AFE furnished by
Santa Fe. 1In addition, your letter does not state Hanley's election as to
joining under Santa Fe's proposals of November 12, 1990, December 3, 1990
and December 17, 1990. However, it does infer you will join the well, but
you did not send the AFE furnished you nor did you furnish your AFE,
therefore Santa Fe is not sure of your intention.

Please advise Santa Fe, as Operator, of ydur election concerning Santa le's
proposals, should you decide to join, please notify us and we will review
changes suggested in your Letter of January 2, 1991.

Should you have any questions or if we can be of any assistance concerning
+his matter, please feel free to contact me.

Sincerely yours,
SANTA FE ENERGY OPERATING PARTNERS, L.P.

By: Santa Fe Pacific Exploration Company
Managing General Partner

By: "\f&h y Y’O \D}'U\/

vOMurp Y,(genlor Landman

LM/efw

EF®1596

Permian Basin District
550 W. Texas, Suite 1330
Midland, Texas 79701
918/687-3551

An Affiliate of Santa Fe Pacific Corporation
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3 and 4.
Put your address in the “RETURN TO’’ Space on the reverse side. Failure to do this will prevent this card

from being returned to you. The return receipt fee will provide you the name of the person delivered to and
the date of delivery. For additional fees the following services are available. Consult postmaster for fees

andg‘neck box(es) for additional service(s) requested.
1. Show to whom delivered, date, and addressee’s address. 2. (1 Restricted Delivery
(Extra charge)

. SENDER: Complete items 1 and 2 when additional services are desired, and complete items 1

(Extra charge)
4. Article Number

P 355 214 436

3. Articie Addressed to:

Type of Service:
Registered D Insured
Certiffed?. J cop

D Expre'ss Maif D Return Receipt

Hanley Petroleum,Inc.
415 West Wall, Suite 1500
Midland, Texas 79701-4473

Attn: James Rogers
Vice President Land

for Merchandise
Always obtain signature of addressee
or agent and DATE DELIVERED.

8. Addressee’s Address (ONLY if

5. Signature — Addressee
requested and fee paid)

X
' é\fﬁéw

7. Datey Delivery
[

PS Form 3811, Apr. 1989 *U.S.G.PO, 1989-238-815
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A HANLEY PETROLEUM NG

ESTABLUISHED 1863

415 WEST WALL, SUITE 1500/MIDLAND, TEXAS 79701-4473/815-684-8051 FAX: 315-685-1104

January 7, 1991 S
RECBIVED

JAN 9 = 1891

LAND DEPF:
MIDLAND; %

Santa Fe Enerqgy Operating Partners, L.P.
Permian Basin District

550 W. Texas, Suite 1330

Midland, Texas 79701

Attn: Mr., Larry Murphy
Senior Landman

RE: Proposed 80 Acre Working Interest
Unit Camprising the WiNwi
Section 8, T-18-S, R-33-E
Lea County, New Mexico

Gentlemen:

Enclosed for your information and further handling is a copy of Hanley
Petroleum Inc.'s AFE for the drilling of an 11,500' Wolfcamp Test well
on the subjected working interest unit. The AFE breaks down in detail
costs for the drilling and campleting of the well aggregating $667,782.

Should you have any questions with regard thereto, please do not
hesitate to advise.

Yours very truly,

HANLEY PETROLEUM INC.

James Rogers

Vice President Land

/pim S : ‘
Enclosure M LE3 ___=.,
GG DB
EW DF
/ PR DRFT
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A HANLEY PETROLEUM NG

T’P ESTABLSHED 1893

LES :
» ’ "ETSWE‘SBWAtt‘.St?ﬁ‘E 1500/MIDLAND, TEXAS 79701-4473/915-684-8051 FAX: 915-685-1104
[ — Januarv 2, 1991
S RECEIVED

JAN 4 - 199]

LAND DEPT.
Santa Fe Enercgv Operating Partners, I..P. MIDLAND, TX

Permian Basin District
550 W. Texas, Sulte 1330
Midland, Texas 79701

Attn: Mr. Tarrs Marphv
Senior Landman

RE: KXachina "8" Fed Cam #2
W/2NW/4 Sec. 8, T-18-S, R-33-E
Tea County, New Mexico

Gentlemen:
We have now campleted our review of the proposed form of Operating

Agreement covering the captioned well and propertv. With regard
thereto we make the following changes and comments:

Front Page - Delete Santa Fe Energy Operating Partners, L.P.
as operator and insert Hanlev Petroleum Tnc.
(Inasmuch as Hanlev Petroleum Inc. owns the
maiority 50% interest in the proposed well and
operating area as opposed to Santa Fe Enerqgv
Operating Partners, L.P. and Harvey Yates
Carmpany's 25% interest each, Hanlev should be
named as operator.)

Page IT - Do not strike the preferential richt to purchase
(Article VIIT F).

Page 1

Line 3 - Name Hanley Petroleum Inc. as overator.

Page 2

Line 15 - Insert 25.00% in place of the 12.50%.

EXHIBIT #3



Santa Fe Energy Operating Partners, L.P.

Page 2

Page: 4
Line 6 -

Page 5
Line 1

Page 8
Line 10 -

Line 36 -

Page: 10
Line 7 -

Page 12
Lines 35
thru 45 -

Pace 13
Line 53 -

Paae 14D -

Name Hanley Petroleum Inc. as operator, in place
of Santa Fe Enerqgy Operating Partners, L.P.

Do rot strike "exclusive of Saturdav, Sundav and
legal Holidavs".

Add to the tvpe written phrase - reasonablv obtain-
able under the circumstances the following ",in-
cluding pavment of any bonuses paid for oil sold".

Do not strike "exclusive of Saturday, Sundav and
legal Holidavs".

Do not strike "exclusiwve nf Saturdav, Sundav and
legal Holidavs".

Do not strike the preferential right to purchase.

Mark the box for Option No. 2.

Delete in it's entirety Provision J - Operator's
Reorganization and Status Change.

With regard to the Accounting Procedure, attached to the proposed form
of Operating Agreement we make the following changes and comments:

Page 4
Article III -

Article IITI -

1. ii and iii the selection "shall be covered bv
overhead rates", shall be chosen bv placing an
X in the spaces provided.

2A (1) the drilling well rate shall be $5,000.00
and the producing well rate $500.00.

In addition the following provisions shall be added in the blank space
+o the right side of the well rates:

"Notwithstanding the producing well rate prevailing at anv aiven

time, if production of oil during any given three month calendar
period should average less than thirtv (30) barrels per dav such
rate thereafter shall be reduced hv twentv percent (20%).



Santa Fe Energy Operating Partners, L.P.

Page 3

Article III
(3)

Page 5

Article IIT -

Exhibit "D"
Insurance

First line after the word April add 1992; after
the word vear add thereafter.

2 and 3 delete in their entiretv.

In sub-paragraph "B" increase the rates for hodily
injurv limits to $500,000.00 for death or injury
to one person and $1,000,000 for death or inijury
to more than one person in anv one accident, and
$1,000,000 for public liability propertv damage.

Sub-paragraph "C" increase automobile liabilitv
insurance, bodily injurv to $500,000 for death
for iniurv to one person, or not less than
$1,000,000 for death or injurv to more than one
verson in one accident and increase nropertv
damage liability to $500,000 for any one accident.

Sub-paragraph "D" add the following at the end of
the paragraph:

Anv such contracts so entered into with sub-
contractors shall contain the following
language:

Contractor assumes and aarees to hold
harmless, indemnifv, protect, and
defend the parties subject to this
agreement against anv and all liabilitv
for injuries and damages to contractor
himself and to contractors emplovees,
agents, sub-contractors and guests,
third parties or otherwise, incident

to or resulting from anv and all
operations performed bv contractor under
anv of the terms of this contract.

Add a final paragraph to Exhibit "D" as follows:

Operator shall notifv non-operators prior to cammencement
of anv well provided for in the Operating Agreement to
which this Exhibit "D" is attached, of anv well control
insurance that will be in place for the particular well(s).
The ron-operators shall have the right to join with the
operator under Operator's coverage or elect to provide
separate coverage for its own account. Any such
notification or election between the operator and non-
operators shall be in writing.



Santa Fe Energy Operating Partners, L.P.
Page 4

After vour review of the suggested changes to the proposed Overating
Agreement, we would appreciate hearing from you so that we mav attempt
to resolve the matters at hand prior to the drilling of the captioned
well.

Yours verv truly,

HANLEY PETROLEUM INC

\ i
James W. Rogers -
Vice President Land

/pim



A HANLEY PETROLEUM ING.

ESTABUSHED 18683

415 WEST WALL, SUITE 1500/MIDLAND, TEXAS 78701-4473/915-684-8051 FAX:915-685-1104

December 21, 1990 RECEIVED

‘ DEC 26 1990

LAND DEPT.
MIDLAND, TX

Santa Fe Energy Operating Partners, L.P.
Permian Basin District

550 W. Texas, Suite 1330
Midland, Texas 79701

Attn: Larrv Murphy
Senior Landman

RE: Kachina "8" Fed. Com. #2
W/2NW/4 Sec. 8, T-18-5, R-33-E
Iea County, New Mexico

Gentlemen:

Receipt is here acknowledged of your letter of December 20, 1990 wherein
we were furnished with a proposed form of Operating Agreement prepared
by you. Thank you for your response to our request concerning the
matter.

We are now in the process of reviewing the terms and provisions thereof.
Yours very truly,
HANLEY PETROLEUM INC.

e A WAV

James W.\ Rogers
Vice President Land

/pim vD TP —
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Santa Fe Energy Operating Partners, L.P.

Santa Fe Pacific Exploration Company
Managing General Partner

CERTIFIED MAIL - RETURN RECEIPT

December 20, 1990

Hanley Petroleum, Inc.
415 West Wall, Suite 1500
Midland, Texas 79701-4473

ATTN: James Rogers
Re: Kachina "8" Fed Com #2

W,/2NW/4 Sec. 8, T-18-3, R-33-E
Lea County, New Mexico

Gentlemen:

Reference is made to your Letter of December 19, 1890 requesting the
Operating Agreement for the above captioned well.

Please find enclosed the Operating Agreement which was prepared for this
well. 1In addition, normally I do not send these Agreements out until I
know what the othHer parties are going to do, so the Agreement can be
mutually agreed upon before being written.

Please review and advise of your comments, if acceptable, please execute
and return one signature page tc the undersigned.

Thank you for your cooperation in this matter.
Sincerely yours,
SANTA FE ENERGY OPERATING PARTNERS, L.P.

By: Santa Fe Pacific Exploration Company
Managing General Partner

By: C;£341 (\AL}VQﬁCL,

®y Murphly, S@nior Landman

LM/efw
Encls a/s

EFWi564

Permian Basin District
550 W. Texas, Suite 1330
Midland, Texas 79701
915/687-3551

An AfBliate of Santa Fe Pacific Corporation



'_SENDER Compilete items 1 and 2 when additional services are desired, and complete items

P, ,ur address in the ''RETURN TO'* Space on the reverse S|de Failure to do this will prevent this card
from being returned to you. The return receipt fee will provide you the name of the person delivered to and

the date of delivery. For additional fees the following services are avaiable. Consult postmaster for fees
and cﬁecE 50xles; '?or additional service(s) requested.

A Show to whom delivered, date, and addressee’s address 2 O Restricted Delivery

(Extra charge) (Extra charge)
3. Article Addressed to: e 4 Article Number
Hanley Petroleum, Inc. P 355 214 461
415 West Wall Type of Service:
Suite 1500 D Registered D Insured
Midland, Texas 79701-4473 B corifioa: . L1 cop

Ry Raturn Receipt
O Expresg Mail U for Marchandise

ATTN: James Rogers

Always obtain signature of addressee
or agent and DATE DELIVERED.

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

ate ehver 7 ' /}S@\Q |7/JB/
 Dateldt Defi \‘Y‘U"L/ L( 4

{ .
PS Form 3811, Apr. 1989 «US.G.P.O. 1989-238-815 DOMESTIC RETURN RECE!PT
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A HANLEY PETROLEUM ING:.

ESTABUSHED 1883

415 WEST WALL, SUITE 1500/MIDLAND, TEXAS 79701-4473/915-684-8051 FAX: 915-685-1104

D P December 19, 1990
7LM LES  weoong
GG DB . . .RECEIVED
EW
7R DRFT DEC 20 1390
File LAND DEPT.
MIDLAND, TX

Santa Fe Energy Operating Partners, LP
Permian Basin District

550 West Texas, Suite 1330

Midland, Texas 79701

Attn: Larry Murphy
Senior Landman

RE: Well Proposal WiNW} Section 8,
T-18-S, R-33-E, Lea County,
New Mexico Kachina "8" Fed. #2

Gentlemen:

Reference is here made to your correspondence of November 12, 1990

and following. In the November 12 letter you stated that an Operating
Agreement was being prepared and was to be furnished to us. As of this
date we have not received a proposed form of Operating Agreement for our
inspection and approval. Further, the data included in your application
for campulsory pooling under Paragraph 3 & 4 are false in that your acts
have been to withhold information vital to a reasonable decision to
drill the proposed well fram a 50% owner in the proposed venture. You
have failed to make these data available under reasonable conditions
including not providing the proposed form of Operating Agreement as
above discussed. Due to the timing of your proposal, with week-ends
and holidays it is unreasonable to expect our response to your proposed
timetable. Please call us at your earliest and propose a reasonable
arrangement and we will respond. In additicn, your December 3rd reply
to my November 26th letter was neither responsive nor constructive in
our efforts to properly develop the minerals in the subject spacing
unit. I request that you review our November 26th letter and provide
us with a detailed meaningful response to each of the items we raised
in that letter.



Santa Fe Enerag - -
Page 2

The fact remains that Hanley does own a valid and subsisting Federal
0il and Gas lease covering the NWiNWi Section 8, and if necessary we
will employ all legal means to receive our just and fair share of the
reservoir applicable thereto. In the alternative we stand ready to
work with you toward an amenable resolution, kut the basis of any
such resolution is not enhanced by such demancds as your are attempt-
ing to place on Hanley with your paper trail of correspondence.

Yours very truly,

James W. Rogers
Vice President Land

/pim



Santa Fe Energy Operating Partners, L.P.

Santa Fe Pacific Exploration Company
Managing General Partner

CERTIFIED MAIL - RETURN RECEIPT

December 17, 1990

Hanley Petroleum, Inc.
415 West Wall, Suite 1500
Midland, Texas 73701-4473

ATTN: James W. Rogers

Re: Well Proposal
W/2NW/4 Sec. 8
T-18-3, R-33-E
Eddy County, New Mexico
Kachina "8" Fed. Ccm. #2

Dear Mr. Rogers:

Reference is made to our phone ccnversation of December 13, 1990 wherein we
discussed the drilling of the above capticned well.

santa Fe Energy Operating Partners, L.P. herein 1is willing to allow
Representatives of Hanley Petroleum, I[nc. to review the logs and drilling
reports from spud date until 11/12/90 of the Kachina "8" Fed. #1 during
normal business hours at Santa Fe's offices located at 550 West Texas,
Suite 133C, Midland, Texas.

The viewing of this information is based on a commitment from Hanley
Petroleum, Inc. to Join in the drilling of this well or enter into a
Farmout Aqgreement with Santa Fe Energy Operating Partners, L.P., and the
information shown to Hanley will be kept Confidential.

If Hanley agrees te participate in the well, the contract area will cover
the W/2ZNW/4 of Section 8, T-18-S, R-33-E from the surface to the base of
the Wolfcamp Formation. The ownership of this area will be as follows:

Hanley Petroleum 50%
Santa Fe Energy 50%
Operating Partners, L.P.

If Hanley elects to Farmout, the Agreement will cover the NW/4NW/4 Section
8 from the surface to the base of the Wolfcamp Formation.

1) Hanley will deliver an 80% NRI lease to Santa Fe, retaining an
ORRI equal to the difference between existing burdens and 20%, but
in no event will Hanley's ORRI be less than 2.50%.

2) Upon pavout of said well, Hanley will have the option to convert
its ORRI to a 25% Working Interest, proportionately reduced.

Permian Basin District
550 W. Texas, Suite 1330
Midland. Texas 73701

R



Page 2

Hanley Petroleum

December 17, 1990

3} Upon execution of a formal Agreement, Santa Fe will have 150 days
to drill or cause to be drilled a well at a legal locaticn in the
W/2NW/4 of Section 8, T-18-S, R-33-E. .

4) Santa Fe will earn rights from the surface down to 100' below
total depth drilled, but in no event below the Wolfcamp Formation.

Hanley will have 5 days upon receipt of this letter to commit its interest
to the options stated above and will have 10 days after reviewing the
information above to make its election on these options.

In addition, Santa Fe is requesting to be placed on the January 10, 1991
docket for compu.sory pocling, so a prompt reply is appreclated.

TF

If you agree with the above captioned terms, please acknowledge your
approval, by signing in the space provided belcw.

If you have any questions, please contact the undersigned.
Sincerely yours,
SANTA FE ENEEGY OPERATING PARTNERS, L.P.

By: Santa Fe Pacific Exploration Company
Managing General Partner

By: j@*\ﬁ, ‘\\WLV

LarniBMurph{, %knior Landman

M/efw

HANLEY PETROLEUM, INC. herein agrees this ____ day of December, 1990 to
commit its interest in the NW/4NW/4 of Sec. 8 to an Operating Agreement or
Farmout Agreement before the logs and drilling report (from spud date until
11/12/90) have been reviewed. In addition, Hanley agrees to make an
election 10 days after the information stated above has been reviewed. The
viewing of this information will be done no later than December 23, 1990 at
Santa Fe's offices during normal business hours.

HANLEY PETROLEUM, INC.

By:

Type Name:

Title:

Date:

EFW1549



ERFTEN

. gEND%R: Complete items 1 and 2 when additional services are desired, and complete items
and 4.
Put your address in the "RETURN TO'* Space on the reverse side. Failure to do this will prevent this ~-
from being returned to you. The return receipt fee will provide you the name of the person delivered tc
the date of deliveg{ For additional fees the following services are available. Consult postmaster for .. _
and check box{es) for additional service(s} requested.
1. X Show to whom delivered, date, and addressee’s address. 2. [J Restricted Delivery
(Extra charge) (Extra charge)

4. Article Number

[~ “ETLS

3. Article Addressed to:

Harvey E. Yates Company “* 1 P 355 214 451
P.0. Box 1933 Type of Service:
Roswell, New Mexico 88201 g Registered glnsured
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Santa Fe Energy Operating Partners, L.P.

Santa Fe Pacific Exploration Company
Managing General Partner

December 3, 1990

Hanley Petroleum, Inc.
415 West Wall, Suite 1500
Midland, Texas 79701-4473

ATTN: James W. Rogers

Re: Well Proposal
W/2NW/4 Sec. 8
T-18-S, R-33-E
Eddy County, New Mexico
Kachina "8" Fed #2

Gentlemen:

Reference is made to your Letter of November 26, 1990, concerning the above
captioned well proposal.

Earlier this year, I called your office concerning your acreage in the
NW/4NW/4 of Section 8, and I was told you were not interested in any of
our proposals to farmout, buy this acreage or any support of any kind.
Unfortunately, I am unable to recall the person's name I talked to on this
matter. We feel that since your office was not interested in our verbal
proposals, you are not entitled to any of the well information from the
Kachina "8" #1.

If you are not interested in a Wolfcamp test, Santa Fe Energy Operating
Partners, L.P. herein would request a farmout of your interest to the
Wolfcamp Formation only covering the NW/4NW/4 of Section 8, delivering an
80% NRI with an option to convert the ORRI to a 25% WI proportionately
reduced.

To address the sliding scale royalty provision of your lease, I was unaware
that this lease had sliding scale royalty. If this sliding scale comes
intc play under the farmout, your ORRI will never be less than 2.5%.

Santa Fe Energy Operating Partners, L.P. has drilled or participated in
more than 40 wells in this immediate area; our experience and activity in
this area is only matched possibly by Meridian.

Permian Basin District
550 W. Texas, Suite 1330
Midland, Texas 79701
815/687-3551
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Hanley Petroleum, Inc.
December 3, 19SC

If you wish to discuss this proposal further, please do not hesitate to
contact the undersigned. Thank you in advance for your consideration and
promptness.

Sincerely yours,
SANTA FE ENERGY OPERATING PARTNERS, L.P.

By: Santa Fe Pacific Exploration Ccmpany
Managing General Partner

By: i«mﬂ)mhv

Larry(Murphw, SEhior Landman

LM/efw

EFW1515



A HANLEY PETROLEUM ING.

ESTABUSHED 1883
415 WEST WALL, SUITE 1500/MIDLAND, TEXAS 79701-4473/915-684-8051 FAX: 815-685-1104

November 26, 1990

RECEIVED
NOV 28 1990
LAND DEPT.
MIDLAND, TX
Santa Fe Energy Operating Partners, L.P.
550 West Texas, Suite 1330
Midland, Texas 79701 VD ™
Attn: Mr. Larry Murph / LM LES -
: o V4 .
Senior Landman GG DB , -
EW DF }
RE: Well Proposal PR DRFT
W3 NW} Sec. 8, T-18-S, R-33-E File il
Eddy County, New Mexico (HPI NM-43) —
3
Gentlemen:

We have received your letter dated November 12, 1990 concerning the
drilling of a Wolfcamp test 1980 feet FNL and 660 feet of FWL of Section
8, T-18-S, R-33-E to be dedicated to the W2 NW/4 of said section.
Unfortunately, you have failed to supply us with sufficient information
fram which to evaluate your request.

First; we are currently evaluating the drilling of a Bone Spring test in
the NW/4NW/4 for 40-acre spaced oil production. Your acreage in the
SW/4NW/4 may have same potential for Bone Spring production but your
proposal fails to address how you propose to allocate costs between the
Bone Spring and the Wolfcamp so that we do not have to help you pay for
exploration for production in zones in which we would have no interest.
Please submit to us your revised AFE addressing this issue.

Second; we are unable to campletely evaluate your proposed well location
and its opportunity to success in the Wolfcamp unless you also sulmit to
us relevant data available to your from the Kachina "8" Federal #1 well
which you have recently drilled and on which you have run production
casing. If your proposal is intended to be a good faith effort to
obtain our voluntary participation, then we will need the following
information:

(1) Daily Drilling and Completion Reports,

(2) Mechanical Logs and Mud Logs if any,

(3) Geologic interpretations by which you justify
the well and evaluate its risk.



Third; we are unable to evaluate your farmout terms without further
information from you including why you have offered us only a 20% ORRI
subject to payment of outstanding burdens against production. The
sliding scale royalty provision in our lease should be taken into
consideration.

Fourth; we recammend to you that we operate the subject well. You have
failed to supply us with any information fram which to:determine why we
would allow you to be the operator when we believe our campany structure
and experience will result in more efficient operations of the well than
you can obtain.

In sumary, we consider your well proposal premature pending obtaining
and disclosing tc us the results of the Kachina "8" Federal #1 well. In
the alternative, please consider this letter our offer to you that vou
join with us under the same terms you have offered to us and we will
operate the well.

Yours verv truly,
HANLEY PETROLEUM -INC.

e ~—— AL

James Rogers
Vice President Land

/pim

Certified Mail - Return Receipt



Santa Fe Energy Operating Partners, L.P.

Santa Fe Pacific Exploration Compar§ERTIFIED MAIL - RETURN RECEIPT
Managqging Generai Partner

November 12, 1990

Hanley Petroleum, Inc.
415 West Wall

Suite 1500

Midland, Texas 79701

ATTN: James Rogers

Re: Well Proposal
Kachina "8" Fed. Com. #2
13807 FNL & 660' FWL
{W/2NW/4) Sec. 8, T-18-S, R-33-E,
Lea County, New Mexico

Gentlemen:

Santa Fe Energy Operating Partners, L.P. herein proposes to drill an
11,500 Wolfcamp test at the above captioned location.

Please find enclosed two {2) Well Cost Estimates (AFES) covering the cost
of drilling said well. If you elect to participate, please execute the
enclosed AFES and return one copy to the undersigned. The Operating
Agreement covering the W/2NW/4 is presently being prepared and will be
furnished to you for your signature.

If you elect not to Jjeoin in the drilling of this well, Santa Fe Energy
Operating Partners, L.P. respectfully requests a farmout of your interest
in the NW/4NW/4 of Section 8, T-18-S, R-33-E, based on the following terms:

1. Hanley will deliver an 80% NRI Lease :o Santa Fe, while retaining
an ORRI equal to the differenme between existing burdens and 20%.

2. Upon payout of said well, Hanley will have the option to convert
your ORRI to a 25% Working Interest, proportionately reduced.

3. Upon execution of a formal Agreement, Santa Fe will have 180 days
to drill or cause to be drilled a well at the above captioned
location.

4. Santa Fe will earn rights from the surface duwn to 100' below
total depth drilled.

If these terms are acceptable, please prepare your agreement for Santa Fe
Energy Operating Partners, L.P.'s approval and signature.

Please advise the undersigned of your election, so the necessary paper work
can be prepared for signatures.

Permian Basin District
550 W. Texas, Suite 1330
Midland. Texas 73701

An Affiliate of Santa Fe Pacific Corporation
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tlanley Petroleum, Inc.
November 12, 1990

If you have any questions, please do not hesitate to contact the

undersigned. Thank you in advance for your cooperation and prompt reply to
this proposal.

[y

Sincerely yours,

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

e

Ldrr¥jﬁdrphyhfSegiSE'Landman

LM/efw
Encls a/s

EFW1473
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9063 ~ SANTA FE ENERGY: RESOURCET ; "N

. GENERALIZED WELL COST ESYKHATE

NAME: Kachina 8 Federal No. 2
LOC: 1980" FNL & 660" FWL, Section 8~185-33E, Lea Cou.nty, New Mexnco: 3
DESC:  Drill and complete 1 11, 500° Wolfeamp well o ’

ACCOUNT | |DESCRIPTION QF COSTS DRY_HOLE PRODUCER
501-000 | |TANGIBLE WELL COSTS

-41 | |CONDUCTOR CSG 3,000 3,000
" -41| |SURFACE CSG 13-3/8" 48.0 ppf W-40 @ 400’ 9,200 9,200
{7 -41| |PROTECTION CSG 8-5/8" 24.0 ppf K-55 @ 3100’ 36,804 36,804
T -41| [DRILLING LINER

“41 | |PROD CsG 5-1/2"15.5 &17 ppf K-55 & N-80 @ 11,500° 95,763

-41 | [PROD LINER

-42 | |TUBING 2-7/8" 6.5 ppf N-80 EUE @ 11,500’ ) 52,000

-43 | [WELLHEAD v 2,000 12,000

-44 PMPG UNIT
-45 PRIME MOVER

-50 | |OTHER DWN HOLE EQulP Packer 3,500
501 Jroos
i <50 SUBSURFACE PMPS
-55 | lcsG eauip 640 940
.55 ELECTRICAL
-55 | |MISC. TANGIBLES 1,000
-55 | [ROD EQUIP
-55 | |TUBING EQUIP 2,000
TOTAL TANGIBLE COSTS 51,644 216,207
541-000 | |LEASE FACILITY COSTS
" -50 | [FLOW LINES 3,000
| -50[ [LasoR 15,000
-50 | |OTHER PROD EQUIP 5,000
-50 | [TANK FACILITIES
B TOTAL LEASE FACILITY COSTS 0 23,000
511-000 | {INTANGIBLE WELL COSTS
-21 LOCATION 16,000 16,000
-22 | |FENCING 1,000 4,200
| -26| |WTR & FUEL FOR RIG 10,000 10,000
-31 | |CONTRACTIOR MOVING EXP
-32 CONT FOOTAGE OR TURNKEY $16.80/ft 193,200 193,200
-32 | |CONTRACTOR DAY WORK 3 3 $4500 13,500 13,500
-33 | [DRLG FLUID & ADDITIVES 10,000 10,000

-34 BITS & REAMERS
-36 CORING & CORE ANALYSES

-37 | |cemeNT 21,000 43,000
-39 INSPECTION & TSIG OF TANG 1,000 5,000
-41 | -|DIRECTIONAL DRLG SURVEYS
-42 | |DRILLING EQUIP RENTAL 3,000 3,000

T -43 OPEN HOLE LOGGING 33,500 33,500
-44 | [ORILL STEM T1sTG 22,000 22,000
-45 | |mUuD LOGGING 11,000 11,000
-51 TRANSPORTATION 3,000 7,000
-52 | [COMPLETION UNIT 15,000
-53 | |COMPLETION TOOL RENTAL 4,000

~ -54 | |CASED HOLE LOGS & PERFING 6,000
-55 | [STIMULATION 10,000
-56 | [RIG SITE SUPERVISION | 12,250 18,250
-72 | |ADMINISTRATIVE OVERHEAD 4,600 9,200
-99 | [FSHG TOOLS & EXPENSES

" -99 | ITESTING: BHP,GOR,4 PT.POT i 5,000

. | |ABANDONMENT coST 10,000

) OTHER INTANGIBLES i .

} 0 | [CONTINGENCY (10%) v 36,505 43,885

i TOTAL INTANGIBLES i 401,555 482,735

B TOTAL COSTS 453,199 721,942

prilling Dept: M W Date: ///B/YO
Operations Dept: vate: /7~ F — ?o

SFER Approval By;///; . O j/ Date://"f’”?‘ﬁ

Non Operator Approval By: Date:

EXHIBIT #4
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KACHINA "8" FED. COM 2

OPERATING AGREEMENT

DATED

November 12th 19 90

OPERATOR Santa Fe Energv Operating Partners, L.P.

CONTRACT ARFA _ W/2MW/4 Section 8, T-18-S, R-33-E

COUNTY GR{PARISH OF Lea STATE OF _ Yew Mexico

COPYRIGHT 1982 —  ALL RIGHTS RESERVED
AMERICAN ASSOCIATION OF PETROLEUM
LANDMEN, 2408 CONTINENTAL LIFE BUILDING.
FORT WORTH. TEXAS, 76102, APPROVED FORM.
A.AP. L. NO. 4610 - 1982 REVISED

EXHIBIT #5



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

GUIDANCE IN THE PREPARATION OF THIS AGREEMENT:

. Tide Page - Fill in blanks as appiicable.

Preambie. Page 1 - Enter name ot Operator.

. Arucle [ - Exhibits:

-a) Indicate Exhibits to be attached.
b) If it ts desired that no reterence be made to non-discriminauon, the reference to Exhubit *'F*" should be deleted.

Article II.B. - Interests of Parties in Costs and Production - Enter_royalty fraction as agreed to by parties.

- Arucle [V.A. - Tule Examination - Select option as agreed to by the parues.

. Arucle IV.B. - Loss of Titde - 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 Arucles [V.B.1 and IV.B.2 above."

i) Article VILE. - Change reference at end of the first grammatical paragraph from *'Articie [V.B.2"" 10 "*Artcle IV.B.3."

id) Article X. - Add as the conciuding sentence - "*All claims or suits involving title to any interest subject to this agreement shall be
treated as a claim or a swit against all parties hereta.””

. Arucle V - Operator - Enter name of Operator.

Artcle VLA - Initial Well:
a; Date of commencement of driiling.

b1 Locauon of well.
'c) Obligation depth.

Arucle VI.LB.2./b) - Subsequent Operations - Enter penalty percentage as agreed to bv parties.

. Arucle VI.C. - Taking Production in Kind - If a Gas Balancing Agreement s not in =xistence nor attached hereto as Exhibit “'E™", then use

Alternate Page 5.

Arucie VILD L. - Limitation of Expenditures - Select opuon as aereed to by parties.

Aructe VII.D.3. - Limitauon of Expenditures - Enter limitation of expenditure ot Operatar for single prowct iad amount above which

Operator mav turmsh intormation AFE,

Arucle [X. - Internal Revenue Code Election - Delete this arucie 1n the event the awreement 1s a Tax Partnershie and Exhibit ©°G™ is at-
rached.

Arucie X. - Claims and Lawsuits - Enter clatm limut as agreed to py parues.

. Arucle XIII. - Term ot Agreement:

a1 Select Opuon as agreed to by parues.

A

b If Option No. 2 is selected. enter agreed number of davs in two . 2! blanks.

Arncie XIV B - Governing Law - Enter state a3 agreed to bv partes.

Stgnature Page - Enter ertecuve date.
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A.APL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

OPERATING AGREEMENT

THIS AGREEMENT. entered into by and between___Santa Fe Fnergy Overating Partners, L.P.

heremnarter designated and
reterred to as 'Operator ", ana the signatorv party or parues other than Operator. someumes heremnatter reterred to individually heren
as 'Non-Operator ", and coilecuvely 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 hereinaiter provided,

NOW, THEREFORE. it 1s agreed as follows:

ARTICLE L
DEFINITIONS

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

A. The term ‘‘oil and gas’" shall mean oil. gas, casinghead gas, gas condensate. and all other liquid or gaseous 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
lving 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 Asea’’ shall mean all of the lands, oil and gas leasehold interests and ou 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 umt’' 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 umit 1s not tixed by anv such rule or order. a drilling unit shall be the drilling unit as establish-
vd by the pattern of drilling in the Contract Area or as fixed bv express agreement of the Drilling Parties.

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

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

H. The terms ‘‘Non-Drilling Party’” ind *'Non-Consenung Party’’ shail mean a partv who elects not to participate
in a4 proposed operation.

Unless the context otherwise clearly indicates., words used in the singuiar include the piural. the plural includes the
singular. and the neuter gender inciudes the masculine and the femintne.

ARTICLE II1.
EXHIBITS

The following exhibits. as indicated below and attached hereto. are incorporated in and made a part hereot:
A. Exhibit **A"", shall inctude the following information:
(1) Idenufication of lands subiect to this agreement,

o]

(2) Restrictions. if any. as to depths. formatans, or substances.

:3) Percentages or fractional interests of parties to this agreement.

:4) Oil and gas leases andior oit and eas interests subject to this agreement.
i5) Addresses of parties for nouce purposes.

Ewhibit—B o hesm-ailease

Exhibit *'C"", Accounung Procedure.

Exhibit *'D"". Insurance.

Exhibit "*E'". Gas Balancing Agreement.

Exhibit "*F"". Non-Discrimunation and Certification of Non-Segregated Facuiities.

RIRIESRIN B
BuNUNCNN -

i

If anv provision of any exhibit. except Exhibits “E'* and **G’". is inconsistent with anv provision contaned in the body
't this agreement, the provisions 1in the bodv of this agreement shall prevail.



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

ARTICLE III.
INTERESTS OF PARTIES

A. Ol and Gas Interests:

If any party owns an oi and gas interest in the Contract Area. tnat interest shail be :reated tor il purposes ot this agreement
ind during the term hereof as if it were covered by the torm ot otl und gas iease attached hereto as Exhibit ""B"". ind the owner thereof
shail be deemed to own both the rovalty interest reserved in such lease ind the interest ct the lessee thereunder.

B. Interests of Parties in Costs and Production:

Unless changed by other provisions. all costs and liabilities incurred in operauons under this agreement shall be borne and
caid. and ail equipment and materials acquired 1n operatons on the Contract Area shall be owned. bv the parties as their interests are set
torth in Exhibit **A™". In the same manner. the parues shail also own all production ot ail and gas irom the Contract Area subject to the
payment of rovalties to the extent of 12.50% which shall be borne as hereinafter set forth.

Regardless of which party has contributed the leasets) andior oil and gas interesus) hereto on which rovaity is due and
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
ause to be paid or delivered. to the extent of its interest in such production. the rovalty amount supuiated hereinabove and shall hold the
-sther parues free trom any lability theretor. No party shall ever be responsible. however. on a price basis higher than the price received
2y such party, to any other party's lessor or rovaity owner. and if anv such other party s iessor or rovaity owner should demand and
recetve settlement on a higher price basis. the partv contributing the atfected lease shail bear the additional rovalty burden attributable to
such higher price. -

Nothing contamned 1n this Arucie [[LB. shaid be ceemed an assignment or Cross-assignment ! mnterests Govered hereby.
C. Excess Rovalues, Overriding Rovalties and Other Payments:
Unless changed by other grovisions. it the interest of anv party 1n any lease covered heredby s <abiect to anv rovalty,
verrding rovaitv, production puvment or other purden on productnn in excess of the amount supulated in Arucie (LB such party so
hurdened shull assume and alone pear ail such excess nbligatons and shall indemmity and hoid the orner parnies nereto harmless from any
snd ail claims and demands tor pavment asserted by owners of such excess barden.

D. Subsequently Created Interests:

[f anv rartv <hould bereatter create un verniding covdity, production pavmenr crooraer

Davaie cnt o1 production
srributable to 1ts working interest hereunder. . r it -uch u surden exasted orior 1o this aereemMent and s 2. set borinom Exhibit AT or
s not disclosed 1n writing o ail vther parties prior o the execuuon ot this agreement by all parues. o v net o wantdy wknowledged and
iccepted obligauon of all parties tanv such interest being neremafter reterred to as ““~ubsequentiv created mterest  irrespective of the
“mung ut 1ts creation and the party out ot whose working interest the subsequentiv ¢reated nterest 1s tenived Peng herenatter referred
2 us hurdened party . oand:

1. If the burdened party is required under this agreement to assign or relinquish to any other partv. or parues. all or a portion
ot its working interest and or the production attributable thereto. said other party. or parues. shall recerve «ud assignment and/or
production tree and clear ot said subsequentiv created interest anc the burdened rarty <hall indemnity und <ave said other party,
or parties. harmiess from anv and ail claims und demands for pavment asserted bv owners of the subsequentiv created interest:
and.

2. [t the burdened party tails 1o pav. *en due, 1S share of exnenses charveable ereuncer. il persisons ot Article VILB. shall be

cntorceable against the supsequently creat=d interest i the same manner as they are »niorceddie «2anst the working interest of
the burdened party.

ARTICLE TV,

W ILLEGIBLE

Title examinauon shall be made on the dniilsite of anv proposed well prior to commencement ot drilling operations or, if
-ne Drniling Parues so request. titie examunation shail be made on the leases andsor oii and gas mterests inciuded. or pianned to be includ-
22,10 the dniling unit around such well. The comion wil include the ownership of the working interest. munerws. rovalty, overriding

terl

A. Tide Examination:

- vaity and production payments under the 1ppucab.e ieases. At the time & vell 15 proposed. c2chl party contripuning ieases andsor o1l and
zas nterests to the driilsite, or ro be inciuded 11 such driling unit. shail turnish to Operator st abstracts inctuding tederal lease status
-eports:, title opinions. titie papers and curative materiai in its possession tree of charge. All such infermancn not in the possession ot or
nage ivaiable to Operator by the carties. but necessary tor the examination ot the utle. shaii te votainea by Operator. Gperstor shall
_suse title 0 pe examuned bv attornevs on its sait or ov outside atzornevs. Contes of ail utie -rinions <hail be turmshed to each party
~ereto. The cost incurred by Operator 1 this utie crogram snail be borne as tollows:

) . M el

~ . T
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ARTICLE IV
contnued

% Opton No. 2 Costs incurred by Operator i procurng abstracts and fees paid outside attornevs for uiie examination
including preliminarv. supplemental. shut-in gas rovalty opmnions and division order title opinions) shall be borne bv the Driiling Parties
:n the proportion that the nterest ot each Drilling Party bears to the total interest or all Drilling Parties as sucn interests appear 1n Ex-
aibit *A". Operator shall make no charge tor services renderea by its stait attornevs or other personnei in the pertormance ot the above
runcuons.

Each partv shail be responsivle tor securing curatuve matter ard pooung JMENAIMENts Of iZreements required :n connecuon
with leases or oii and gas interests contributed by such partv. Operator shail de responsible tor the preparation and recording ot pooling
Jesignations or declarauons as well as the conduct ot hearings betore governmental agencies tor tne securing ot spacing or pooling orders.
This shall not prevent any party trom appearing on us own behalf at anv such hearing.

No well shall be drilled on the Contract Area unul ater (1) the title to the drillsite or drilling umit has been examined as above
provided. and (2) the tide has been approved by the examining attorney or title has been accepted by all ot the parues who are to par-
tcipate in the drilling of the well.

B. Loss of Title:

1. Failure of Title: Should anv oil and gas interest or lease. or interest theremn, be lost through failure ot titie. which loss results in a
reduction of interest from that shown on Exhibit ""A’". the party contributing the affected lease or nterest shail have ninety (90) days
from final determunation of tite failure to acquire 3 new lease or other instrument curing the entirety of the title failure, which acquisi-
uon will not be subject to Arucle VIILB.. ana failing to do so. this agreement. nevertheless. shall continue in torce 4s to ail remaining oil
and gas leases and interests: and.

{a) The party whose o1l and gas lease or interest is atfected by the title faiiure shall bear alone the entre loss and it shall not be
entitled to recover from Operator or the other parties any development or operating costs which it mav have theretotore paid or incurred,
but there shail be no additional liability on its part to the othef parties hereto by reason of such utle failure:

b) There shall be no retroacuve adjustment ot expenses incurred or revenues received trom the operauon ot the :nterest which has
~een lost. but the interests ot the parties shall be revised on an acreage basis. us ot the ume 1t is determined finailv that ttle tallure has oc-
curred. so that the interest ot the party whose iease or interest 15 atfected by the ute fallure will thereatter be reduced in the Contract
Area by the amount of the interest lost: T

(c) If the proportionate interest of the other parues hereto in anv producing well theretotore dniled on the Contract Area is
increased by reason ot the tuitle tailure. the party whose ttle has tailed shall recewve the proceeds attributable to the increase 1n such in-
terest 1less costs and burdens attributable thereto) unul it hus been reimbursec for unrecovered costs pad Fv it in connecnon with such
well: '

dY Shouid anv person not 4 partv to this aureement. who s determined o te the owner ot anv interest in the utle which has
tailed. pav in any manner any part ot the cost of operation, Jdeveiopment. or cquipment, such amount shail pe pued o the party or parties
wno bore the costs which are so retunded:

y Anv iabtiity to account to a third party tor prior production of ot and gas which arises pv reason o oie twiare shall be
acne by the party or parties whose title tatled in the sume proporuens in wnieh they shared @ such proe oroduction: and,

Y No charge shall be made ro the yoint account tor legar expenses. tees or salaries. N connection with the detense of the interest
<laimed by anv party hereto. it being the intention ot the parties hereto that each shall detend title to its interest una bear ail expenses 1n
.onnection therewith.

Loss by Non-Pavment or Erroneous Pavment ot Amount Due: It. through mustake or oversight. .av rental. shutin well

~avment, mimmum royalty or rovalty pavment. 1s not paid or 15 erronecusiv paid, and as a result a lease or 1nterest therein terminates,
there shall be no monetary liability against the party who failed to make such pavment. Unless the partv who tailed to make the required
pavment secures a new lease covering the same interest within ninety (90" davs trom the discovery ot the taillure to make proper payment.
which acquisiuion will not be subject to Article VHLB.. the interests ot the partes shall be revised on an ucreage rasis. citective as of the
Jate of terminaton of the lease nvolved. and the partv who tailed to make proper pavment wiil no longer be credited with an interest in
the Contract Area on account of ownership ot the iease or interest which has termiated. [n the event the party who taled to make the
required pavment shall not have been tully reimbursed. at the ume ot the loss. trem the proceeds ot the saie « 1 oti and 2as attributable to
:he lost interest. caiculated on an acreage basis, tor the development and operaung costs theretotore paid on account ot such interest, it
hali be retmbursed tor unrecovered actuai costs theretotore paid by 1t but not tor its share of the cost of anv orv Roie previously drilled
'r wells previously abandoned) from so much ot the tollowing is is necessary to ettect reimpursement:

1) Proceeds of o1l and uas. less operating expenses. theretotore accrued to the credit ot rhe iost interest. .0 un screage basis.
2p to the amount of unrecovered costs:

b) Proceeds. less operaung expenses. thereafter accrued attributable to the lost interest on an acreage rasis. ot that portion of
o1l and gas thereafter produced and marketed (excluding production trom any weiis thereatter drilled) which. :n the absence ot such lease
-ermination. would be attributabie to the lost interest on an acreage hasts, up to the amount ot unreccvered costs. the proceeds of said
poruon ot the o1l and gas 1o be contributed by the other parties in proportion to their respective interests: and.

ic) Any montes. up to the amount of unrecovered costs. that mav be paid bv anv partv who is. or becomes. the owner af the nterest
lost. for the privilege ot participating in the Contract Area or becoming a4 partv to this agreement.

. of title . . . .

*. Other Losses: All losses/incurred. other tran these set torth :n Arucies IV B.L. and IV B.20 spove. <hall pe ot losses
ina shall be borne ov ail parties in proportion to their interests. There snail be no readjustment of interests 1n he remaimng poruon ot
he Contract Area.

ILLEGIBLE -
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1 ARTICLE V.
. OPERATOR
1
+ A. Designation and Responsibilities of Operator:

Santa Fe Energy Operating Partners, L.P. shail be the
- Operator ot the Contract Area. and shall conduct and direct and have tull controi of ail operations on the Contract Area as permitted and
3 required by, and within the irmts of this agreement. It shall conduct all such operatons tn a good and workmanlike manner, but it shall
9

have no lLability as Operator to the other parues for losses sustaned or liabilities incurred. except such as may result from gross
10 negligence or wiilful musconduct.

11

12 B. Resignation or Removal of Operator and Selection of Successor:

13

14 1. Resignation or Removal of Operator: Operator may resign at anv time by giving written notice thereof to Non-Operators.

15 If Operator termtnates its legal existence*no lon}ger owns an mtere%:l{ngrerﬂ% oy ediee%oetréct 9{1’?(‘% ésg}gllonfﬂ CMME 334 rt
16 Operator, Operator shall be deemed to have resigned without any actuon by Non-Opera Le]

17 may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, by tle ow
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 unul 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 effecuve date of resignation or removal. shail be bound by the terms hereof as a Non-Operator. A change of a cor-
23 porate name or structure ot Operator or transter of Operator 's interest to any single subsidiary, parent or successor corporation shall dot
24 be the basis for removal of Operator. *becomes bankrupt, insolvent, or is placed in receivership.

26 2. Selection of Successor Operator: Upon the resignauon or removal of Operator. a successor Operator shail be selected by
27 the parties. The successor Operator shall be selected from the parues owning an interest in the Contract Area at the ume such successor
28 Operator is seiected. The successor Operator shail be selected by the aftirmative vote ot 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 affirmauve vote of two (2) or more parties owning 2 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 empiovees used by Operator 1n conducting operations hereunder, their selection. and the hours of labor and the

36 compensation for services pertormed shail be determined by Operator. and all such empiovees shall be the emplovees of Operator.
3

3% D. Drilling Contracts:

40 All welis 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 emplov 1ts own tools and equipment in the drilling of weils. but its charges therefor shall not exceed the prevailing
42 rates in the area and the rate ot such charges shail be agreed upon by the parties in writing before drilling operauons are commenced, and
3 such work shall be performed by Operator under the same terms and conditions as are customary and usuai 1n the area 1n contracts of in-
+4 dependent contractors who are doing work of a similar nature.

45

46

W

18

19 ARTICLE VI.

0 DRILLING AND DEVELOPMENT

l
<2 A. Initial Well:
2

Sy On or before the_1St Jay of March C. 91 Qperator shall commence the drilling of a weil for
SS oil and gas at the following locaton:

s 1980' TNL & 660' FWL of Section 8, T-18-S, R-32-E

s Lea Countv, New Mexico

29 -
50 ind shall thereatter continue the drilling of the well with due dilicence o a depth of 11, 500" or to a depth
sl sufficient to adequately test the Wolfcamp Formation, whichever is the lesser

=2 depth.

- .

3 uniess gramte or other pracucallv impenetrable substance or condition n the hole. which renders turther drilline impracescsl. is en-
sountered at 1 lesser depth. or unless ail parties agree to compiete or abandon the well at 1 lesser depth.

= Operator shail make reasonable tests ot all formations encountered during dniling which give ndication of containing oil and
~) 235 1n quanuues sufficient to test. uniess this agreement shall be imited in 1ts appiication to a specitic formation or formatiens, in which
Bl cvent Operator shail be required to test oniv the formauon or formauons to whnich this agreement mav appiyv. R ﬁg“;‘ o



- o

19

A.APL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982
ARTICLE V1
continued

lf. in Operator’s judgment, the weil will not produce ail or gas in paving quanuties. and it wishes to plug and abandon the
well as a dry hole. the provisions of Articie VI.E.1. shall thereaiter apply.

B. Subsequent Operations: ’ \

1. Proposed Operadons: Should any party hereto desire to drill any well on the Contract Area other than the well provided
for in Article VLA, or to rework. deepen or piug back a dry hole drilled at the jomnt expense of all parues or a well jointly owned by all
the parties and not then producing in paying quanttes, the party desiring to drill. rework. deepen or plug back such a weil shall give the
other parties written notice of the proposed operation, specifying the work to be pertormed. the locaton, proposed depth, objective forma-
tion and the estimated cost of the operation. The parties recexvmg such a nodce shall have thirty (30) days after receipt of the notice
within which to noufy the party wishing to do the work whether t.hev elect to parucipate in the cost of the proposed operation, If a driil-
ing rig is on locauon, notice of a proposal to rework, plug back or drill deeper rnay be given by telephone and the response period shall be
limited to forty-eight (48) hours, exclusixe-oi-Sawusdasy-Sunday-and-legal-holidava- Failure of a party receiving such notice to reply within
the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or
response given by telephone shail be prompty confirmed in writing.

If all parues elect to participate in such a proposed operation, Operator shall, within ninety (90) davs after expiration of the notice
period of thirty (30) days (or as promptly as possible after the expirauon of the forty-eight (48) hour period when a drilling rig is on loca-
uon, as the case may be), actually commence the proposed operation and compiete it with due diligence at the risk and expense of all par-
ties hereto; provided. however, said commencement date may be extended upon written notice of same by Operator to the other parties,
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

permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment. or to complete title ex- ;

imination or curative marter required for ttle approval or acceptance. Notwithstanding the torce majeure provistons of Articie X1, if the /
actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and |
if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor- |

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

|
{
i
i
'

i

2. Operauons bv Less than All Parties: If anv party recetving such nouce as provided in Article VI.B.1. or VILD.1. (Option:?

No. 2) elects not to parucipate 1n the proposed operation, then, 1n order to be enutled to the benefits of this Arucle, the party or panies"‘

giving the nouce and such other parues as shall elect to participate in the operation shall. within ninety (90) davs after the expiration of
the notice pertod of thirty (30) davs tor as promptiy as possible after the expiration of the forty-eight (48) hour pertod when a driiling rig is
on location. as the case mav be: actually commence the proposed operation and complete 1t with due diligence. Operator shall perform all
work for the account of the Consenting Parties: provided. however, if no driiling rig or other equipment is on location, and if Operator is

4 Non-Consenung Party, the Consenting Parties shail either: (a) request Operator to perform the work required by such proposed opera- .

tion for the account of the Consenting Parties. or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-

senting Parties, when conducting operations on the Contract Arez pursuant to this Article VI.B.2.. shall comply with all terms and con-
dinons ot this agreement.

1f less than all parties approve any proposed operation. the proposing party, immediately after the expiration of the applicable
notice period. shall advise the Consenung Parties of the total interest of the parues approving such operation and its recommendation as

r0 whether the Consenting Parues should proceed with the operation as proposed. Each Consenung Party. within forty-eight (48) hours
—sclusive-ot-Satusdav-Sundas-and-legalhalidausiafter receipt of such notice. shall advise the proposing party ot its desire to (a) limit par-

ucipation to such party’'s interest as shown on Exhibit **A’" or (b) carry its proportionate part of Non-Consenung Parties’ interests, and ;

z

s

farsiure to advise the proposing party shall be deemed an election under (a). In the event a drilling r1g is on location, the time permitted for ."

such a response shall not exceed a total of forty-eight (48) hours tinclusive of Saturday, Sunday and legal holidavs). The proposing party,

At its election. may withdraw such proposal if there 1s insufficient participation and shall promptly noufy all parues of such decision. '

The enure cost and risk of conducung such operations shall be borne by the Consenung Parties in the proportions they have
elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved.in such
operatons free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties.
lf such an operation results in a dry hole. the Consenting Parties shall plug and abandon the weil and restore the surface location: at their
sole cost. risk and expense. If anv weil drilled. reworked. deepened or plugged back under the provisions of this Artcle results<n a pro-
Zucer of oil andsor gas in paving quanuties, the Consenting Parties shall complete and equip the well to produce at their sole cossafid risk.

-

2y
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ARTICLEVI
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-
ues. Upon commencement of operations for the ariiling, reworking, deepening or plugging back of any such well by Consenung Parties
:n accordance with the provisions of this Arucie. each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties,
and the Consenting Parties shall own and be enutled to recetve. in proportion to their respective nterests. all of such Non-Consenting
Party’s interest in the weii and share ot proaucuon therefrom unul the proceeds of the saie of such share, calculated at the well. or
market vaiue thereot if such share 1s not sold. :atter deducung production taxes, excise taxes. rovaity. overriding rovaity and other in-

terests not excepted by Arucle [[I.D. pavable out ot or measured by the producuon from such weil accruing with respect to such interest
unul it reverts) shall equal the total of the tollowing:

(a) 100% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment beyond the wellthead
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 operaton of the well commencing with first production and continuing until each such Non-
Consenting Party’s relinquished interest shall revert w0 it under other provisions of this Article, it being agreed that each Non-
Consenung Party’s share of such costs and equipment will be that interest which would have been chargeabie to such Non-Consenting
Party had it participated in the well from the beginning of the operauons; and

) _300_ % of that portion of the costs and expenses of driliing, reworking, deepening, plugging back. testing and completing,
after deducting any cash contributions received under Article VIILC.. and _300 7% of that portion of the cost of newiy acquired equip-
ment in the well (to and including the weilhead connections), which would have been chargeable to such Non-Consenting Party if it had
parucipated therein.

An election not to participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-
working or plugging back operaton proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is
conducted at any ume 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%) ot that portion of the costs of
the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it parucipated therein. If
such a reworking or plugging back operation is proposed during such recoupment period. the provisions ot this Arucie VI.B. shall be ap-
plicable s between said Consenting Parties in said well.

During the period of tme Consenung Parties are enuitled to receive Non-Consenting Party's share of production, or the
proceeds theretrom, Consenting Parties shall be responsible for the payment of all production, severance. excise, gathering and other

taxes. and all rovalty. overriding rovalty and other burdens appiicable to Non-Consenting Party s share of production not excepted by Ar-
ncie 111.D.

[n the case of any reworking, plugging back or deeper drilling operation. the Consenting Parties shall be permutted to use, free
ot 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 shail account for all such equip-
ment 1o the owners thereof. with each partv recewving 1ts proportionate part in kind or in value, less cost of saivage.

Within sixty (00} days after the completion of anv operation under this Arucle, the partv conducting the operations for the
Consenung Parties shall furmsh each Non-Consenung Party with an inventory of the equipment in and connected to the well, and an
:termzed statement of the cost ot drilling, deepening. plugging back. tesung. completing. and equipping the well for production; or, at its
opuon, the operating party, in lieu of an itemized statement of such costs of operation, may submut a detailed statement of monthly bill-
ings. Each month thereafter. during the time the Consenting Parties are being reimbursed as provided above. the party conducting the
operattons for the Consenting Parties shall furmish the Non-Consenung Parues with an itemized statement ot all costs and liabilities in-
curred in the operation of the well. together with a statement ot the quantitv of oil and gas produced from 1t and the amount ofproceeds
realized from the sale of the weil's working interest production during the preceding month. In determining the quantitv of oif and gas
produced during any month. Consenting Parties shall use industrvy accepted methods such as. but not limited to. metering oe-periodic
well tests. Any amount realized from the saie or other disposition of equipment newly acquired 1n connecuon with any such peration
*fuch wouid have been owned bv a Non-Consenting Party had it participated theremn shail be credited against the total unretusaed costs
-t the work done and of the equipment purchased in determining when the interest of such Non-Consenung Party shall revert'to it as
ibove provided: and if there 1s a credit balance, 1t shall be paid to such Non-Consenting Party.

G-



I R B

3

10
11
12
13
14
15
156
17
13
19

~

24

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

ARTICLE V1
continued

lf and when the Consenung Parties recover irom a Non-Consenting Party’s relinquished interest the amounts provided far above.
the reiinquished interests of such Non-Consenung Party shall automatically revert to 1t. and. from and after such reversion. such Non-
Consenung Party shali own the same interest in sucn well. the matersal and equipment in or pertaining thereto. and the production
theretrom as such Non-Consenung Party wouid have been enutled to had it parucipated in the dniiling, reworking. deepeming or plugging
cack of said well. Thereaiter. such Non-Consenung Partv shall be charged witn and shail pay 1ts proportonate part of the further costs ot
e operauon ot said well in accordance with the terms ot this agreement and the Accounting Procedure attacnea nereto.

Notwithstanding the provisions of this Arucle VI.B.2.. 1t 1s agreed that without the mutual consent ot ail 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 progucing. unless such
well conforms to the then-existing well spacing pattern for such source ot 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 VI.A. if it shall thereaiter prove to be a dry hole or. 1f intiallv completed for pro-
duction, ceases to produce in paying quantities.

3, Stand-By Time: When a well which has been dJrilled 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-
:ng operauon just completed. Stand-by costs subsequent to all parties responding, or expirauon of the response ime 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 V1.B.2, shall be charged to and borne as part of the proposed operation, but if the proposai is subsequently
withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion
each Consenung Party's interest as shown on Exhibit ‘* A’ bears to the total interest as shown on Exhibit **A"" of all Consentung Par-
ties.

4. Sidetracking: Except as heremnatter provided. those provisions ot this agreement applicable t0 1 ""Jeepening ~ operation shall
lso be appircable to any proposal to directionaily control and intentionaily deviate a well from vertical so as to change the bottom hole
location theremn called '‘sidetracking’ ). unless done to straighten the hole or to dnll around junk in the hole or because of other
mechanical difficulties. Anv party having the right to parucipate in a proposed sidetracking operation that does not own an interest in the
attected weil bore at the tume of the notice shall. upon electing to participate, tender to the well bore owners 1ts proportionate share {equal
to its interest in the sidetracking operation: of the value of that poruon of the existing well bore to be uniized as follows:

1a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in
the inmial drilling of the well down to the depth at which the sidetracking operation is initiated.

{b) If the proposal 1s 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 accordance with the
provisions of Exhibit "C", less the esumatea cost of salvaging and the estumated cost of plugging and abandoning.

In the event that notice for a sidetracking operauon is given while the drilling rig to be utilized is on locauon. the response period
shall be Limited to forty-eight (48) hours. exclusive of Saturdav. Sunday and legai holidays: provided. however. any party may request and
cecetve up o exght (8) additionai days after expiration of the forty-eight (48) hours within which to respond bv paving for all stand-by time
‘ncurred during such extended response period. If more than one party elects to take such additional time to respond to the notice. stand-
by costs shall be aliocated between the parties taking additional time to respond on a day-to-dav basis in the proportion each electing par-
ty's interest as shown on Exhibit ** A" bears to the total interest as shown on Exhibit "*A’" of all the elecung parues. [n 2il other in-
stances the response period to a proposal for sidetracking shall be limited to thirty (30) davs.

C. TAKING PRODUCTION IN KIND:

Each party shail take in kind or separatelv dispose of its proportionate share of all oil and gas produced from the Contract Area,
exclusive of producton which mav be used in development and producing cperatons and in preparing and treating oud and gas for
markeung purposes and production unavoidably lost. Anv extra expenditure incurred in the taking in kind or separate-dispssttion by any
-arty of its proportionate share ot the production shall be borne by such party. Any party taking its share ot produwm
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ARTICLE V1
continued

required to pay for only its proporuonate share of such part ot Operator’s surtace tacilities which it uses.

Each party shall execute such division orders and contracts as mav be necessary for the saie of its interest 1n producuon trom
the Contract Area. and. except as provided in Arucie VILB., snall be enutled to recerve pavment directlv trom the purchaser tnereot for
its share ot all production.

In the event any party shall fail to make the arrangements necessary to take 1n xind or separately dispose of its proporticnate share of
the oi produced from the Contract Area, Operator shail have the right. subject 1o the revocauon at wili by the party owning 1t, but not

‘zhe obligatjoné. 0 Suﬁ& ‘;uc(gqu'tl S5 seé‘lgrlto Otﬁhfel,r(i Si(r an ﬁiéne Canc]l:_ fcr%rpn 4Pg o ume. for the account pf the non-taking party at the
best price in the area tor such producuon. Any such purchase or saie by Sperator shall be suoject 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 not previously
delivered to a purchaser. Any purchase or saie by Operator of any other party’s share of oil shall be only for such reasonable periods of
ume as are consistent with the minimum needs of the indusumder the particular circumstances. but in no event for a period in excess

of one (1) year.

[n the event one or more parties’ separate disposition of its share of the gas causes spiit-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 parues hereto, whether such an agreement is attached as Exhubit "*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 1ts sole cost and risk to inspect or observe operations,
and shall have access at reasonable times to information pertaining to the development or operation thereoi. 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 filed with
governmental agencies, daily drilling reports. weil logs, tank tables. daily gauge and run tickets and reports ot stock on hand at the first of
¢ach month, and shall make avaiable samples of anv cores or cuttings taken from anv 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:

1. Abandonment of Drv Holes: Except tor any well drilled or deepened pursuant to Article VI.B.2.. anv well which has been
drilled or d ed un terms of this agreement and js proposed (o he cpmpleted as a drv hole s not be plugged and abandoned
without m:ec‘;e:sem otgj‘{f;?fmei' gﬁoﬁ&ilépsé a?o%.]h? r di 1§er§?§ rorct{.%]éﬁﬁcgaloﬁ o ?otnta%}lﬁag pyr?}}l/i,ir shoulg mf party fail to reply
within forty-eight (48) hours resciusivesi-SuturdovmSundav-and-Jedal-holidavsiaiter receipt of notice of the proposai to piug and abandon
such well, such party shall be deemed to have consented to the sroposed abandonment. All such weils shall be piugged and abandoned in
accordance with applicable regulations and at the cost. risk and expense of the parues who parucipated 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 weil and conduct further
operations in search of o1l and/or gas subject to the provisions of Article VIB.

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 Parues have not been 1ully reimbursed as heremn,provided. any well which has been comglleted as
producer shall not be plugged and abandoned without the consent o(sau-ganies/ ﬁ%&s cacange%g:éesg%caﬁar}\%gn%\eetsl& thlé weﬁ‘i‘%ﬁ
be plugged and abandoned in accordance with applicable regulations and at the cost. risk and expense of eH=the parties hereto. If, within
thirty (30) days after receipt of notice ot the proposed abandonment of any well. all parues do not agree to the abandonment of such well,
those wishing to continue its operauon from the jntervalis) of the formation(s) then open to production shall tender to each of the other
partiqﬁoxgrp}r%%ggte %ﬂlagee o ?hsetvallﬁgoﬁ}{ec wellsZalvable material and equipment. determined in accordance with the provisions of
Exhibit *'C"’, less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoming party shall assign
the non-abandoning parties. without warranty, express or implied. as to title or 4s to quantity, or fitness for use ot the equipment and
material, all of 1ts interest in the well and related equipment. together with its interest in the ieasehold estate as to. but oniv as to, the in-
terval or intervals of the formauon or formatons then open to producuon. If the interest of the abandoning party is or includes an oil and
gas interest, such party shall execute and deliver to the non-abandoning party or parties an oii and gas lease, limited to the interval or in-
tervais of the formation or tormauons then open to producton. for a term of cne (1 vear and so long thereatter as oil and/or gas is pro-
duced from the interval or intervals of the formation or formations covered therebv. such lease to be on the form attached as Exhibit

wel
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continued

""B”". The assignments or ieases so limited shall encompass the ‘“drilling unit"* upon which the weil is located. The payments by, and the
dssignments or leases to. the assignees shail be in a ratio based upon the relationship ot their respecuve percentage of participation in the
Contract Area to the aggregate of the percentages ot participation in the Contract Area of all assignees. There shall be no readjustment of
interests in the remaining poruon ot the Contract Area.

Thereatter. abandoning parues shall have no turther responsibility, liabiity. or interest in the operauon ot or production from
the weil in the interval of intervals then open otner than the rovaities 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, pius anv additional cost and charges which may arise as the result of the separate ownership of the assigned
weil. Upon proposed abandonment of the producing intervai(s) assigned or leased, the assignor or lessor shail 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 Operauons: The provisions of Arucle VIE.1. or VLE.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 weli shall be
permanently piugged and abandoned uniess and untii all parties having the right to conduct further operations therein have been notified
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 VIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liability of the parues shall be several. not joint or collective. Each party shall be responsible only for ws obligations, and
shail be l1able only tor 1ts proporuonate share ol the costs of developing and operatung the Contract Area. Accordingly, the liens granted
imany the parties i 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 orother partnership or association, or to render the parties liabie as parters.

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
ot ol and.or gas when extracted and s interest n ail equipment. to secure pavment of its share of expense. towether with 1nterest thereon
at the rate provided in Exhibit "C"" To the extent that Operator has a securnity interest under the Unitorm Commercial Code of the
state. Operator shall be entitled o exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
:uning ot judement bv Operator tor the secured indebtedness shall not be deemed an electuion of remedies or otherwise atfect the lien
ights or security interest as security for the pavment thereof. In addition. upon default bv anvy Non-Operator 1n rhe pavment of its share
t expense. Operator shall have the rient. without prejudice t¢ ner rights or remedies. to collect trom the purctuser the proceeds from
the sale ot such Non“Operator s share ot oil and or gas unul the amount owed by such Non-Operator. plus :nterest. has been paid. Each
purchaser shall be enutled to relv upon Operator's written statement concerning the amount ¢t any default. Operator grants a like lien
«nd security interest to the Non-Operators to <ecure pavment of Operator’s proportionate share ot expense.

if any party tails or 1s unable 10 pay s share ot expense within sixty 160) davs after rendition ot a statement therefor by
Operator. the non-defaulting parties. including Operator. shall. upon request by Operatar. pay the unpad amount in the proportion that
the interest of each such party bears to the nterest of all such paruies. Each party so pavine its share ot the unpaig amount shall, to obtain
retmbursement thereot. be subrogated to the secur:tv rights described in the toregoing paragraph.

C. Payments and Accounting:

Except as herein otherwise specificaily provided. Operator shall promptly pay and discharge expenses incurreq in the development
.na operation ot the Contract Area pursuant to this agreement and shall charge each of the parties hereto with their respecuve propor-
“:onate shares upon the expense basis provided in Extubit “*C™". Operator shall keep an accurdte recerd of the went wccount hereunder.
snowing expenses mncurred and charges and crecits made and received.

Operator. at its election. shall have the right {rom time to ume to demand and receive from the other parties pavment in advance
't their respective shares of the esumated amount of the expense to be incurred in operatons hereunder Jurirg the next succeeding
month. which right may be exercised onty by submussion to each such partv ot an itermzed statement ot such estimated exnense, together
w1th an invoice tor its share therect. Each such statement and invoice for the pavment n advance ot estimated expense shall be submitted
n cr before the 20th day of the next preceaing month. Each party shall pay to Operator its proportionate share ut such ~stimate withm
ufteen (131 days atter such estimate and invoice s recetved. If anv party tails to pay its share of said esumate within sud ume. the amount
:ze shall bear nterest as provided 1n Extubit "*C"" .nul paid. Proper adjustment shail be made monthly retween sdvances and-actual ex-
“onse oo the end that each rartt shan bear and rav i proporuonate SNare of iCtual expenses iNCUITed. nd o more.

D. Limitation of Expenditures:

Drill or Deepen: Withcut tne caasent ot wi carties. no weil shall be driled or Jevpened. except unv weil driled or deepened
cursuant o the provisions of Arncie VIB.20 ot this agreement. Consent to the driibng or deepeming snail inciude:

)
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sutnorizea depth. 4nd aif tests have peen compieted. una the resuits thereot rurmsned 16 the carues. Urerator shail give immediate notice

©+rne Non-Operators who have tne raghit 10 gdfiiCipale 10 the COMpIeflon «Gsts. [ =@ turties receiving suin notice snail have tortv-eight
. after recelpt © such notice and 'a ARG IR : P

-1 hours A D bbb Wb Mo st bbb 1] WHCH 11 €12CT 1S PALTICINGTE 1N 1N1€ SETUNE UL CISINY JNd the completion at-

rempt. Such election. when made. shall inciude consent to Jil necessary expenditures tor the compieung and eunpping of such weil. in-
cluding necessarv tankage andior surtace taciites. Failure of anv partv -ecetving such nouce =0 reply within hie ~erod apove tixed shall

nsutute an elecuon by that party net 1o parucipate in the cost of the completion attempt. It wne or more. out iess than 4if of the parties.
elect to set pipe and to attempt a completion. the provisions of Article VI.B.2. hereot ithe pnrase ““reworking. deepeming or plugging
back™" as contawned in Artcie VI.B.2. shall be deemned to include ~"compieung ; shall appliy to the cperations thereatter conaucted by less
than ail parues.

2. Rework or Plug Back: Without the consent of ull parues. no well shall be reworked nr plugged back except a weil reworked or
plugged back pursuant to the provisions ot Artcle VI.B.2. ot this agreement. Consent to the reworking or plugging back of a well shall
include all necessary expenditures in conductng such operauons and compleung and equipping of said well. includine necessary tankage
and/or surface facilities.

3. Other Operations: Without the consent of all parues. Operator shall not undertake any singie project reasonabiy estimated
10 require an expenditure in excess of_LWenty Thousand and no/100--------—- Dollars 13.20,000.00 )
@xcept in connection with a well. the drilling. reworking, deepening, compieting, recompleting. or plueging back -t which has been
previously authorized by or pursuant to this agreement: provided, however, that. 1 case ot explosion. tire. tlood or other sudden
emergency, whether of the same or different nature. Operator may take such steps and incur such expenses 4s in 1ts ~rinion are required
t0 deal with the emergency to safeguard life and property but Operator. as promptly as possible. shall report the em:rgency to the other
rarues. [f Operator prepares an authority tor expenditure t AFE) for its own use. Operator shall furmisn anv Non-Oreraecr so requesting
in information copy thereof for anv single project costing 1n excess of__TWenty Thousand and no/l00---—=====—
Dollars 320, 000.00 ; but less than the amount first set forth above in this paragraph.

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

Rentais, shut-in well payments and minimum rovalues which mav be required under the terms ot .iny lease shull be paid by the
party or parties who subjected such lease to this agreement at 1ts or their expense. In the event two or maore parties own and have con-
ributed interests 1n the same lease to this agreement. such parties mav designate one of such parties tv make said pavments for and on
behalf ot all such partes. Anyv party mav request. and shall be enutled to receve, proper evidence ot ali such pavmer:s. In the event of
farllure to make proper payment ot anv rental. shut-in weil pavment or rminimum rovalty through mustake or oversignt where such pay-
ment 15 required to continue the iease in torce. any loss which resuits trom such non-pavment snail be norne in accordance with the pro-
wisions of Arucle [V.B.2.

Operator shall noufy Non-Operator of the anucipated completion ot 4 shut-in gas well. or the shutzing i ¢ return to production
't a producing gas well. at least tive 15) days texcluding Saturdav. Sundav and lewal holidays . or at the eariiest cpoortunity permirted by
Jrcumstances., priof o taking such action. but assumes no iability tor taldure to do so. [n the event ot taiure v Uperator to so notify
Non-Operator. the loss ot any iease centributed hereto by Non-Operator tor failure to make timelv payvments of anyv shutin weil payment
shall be borne jointlv by the parties hereto under the provisions ot Article [V B.3

F. Taxes:

Beginning with the first caiendar vear atter the ettective date hereot, Operator shail render for ad valorem taxauon all property
subject to this agreement which by law snould be rendered for such taxes. and 1t shall pav ail such taxes assessed thereon before they
~ecome delinquent. Prior to the rendiion date. each Non-Operator shall furnish Operater intormaucr s to burgens -te inclnde, but not
~e limited to. royaities. overriding rovalties and production pavments. on leases and o1 and 2as 1nterests conrribited bv such Non-
Operator. If the assessed valuation ot any ieasenold estate 1s reduced by reason of its being subiect t0 CurstanaIng excess 1 vaities, over-
~ding rovalties ar production payvments. the reduction i ad vaiorem taxes cesulting theretzom <nall inuce 10 the benetit ot the owner or
~wners of such leasehold estate. und Operator shail adjust the charge to such aowner or owners ~0 is 10 retiect the cenent ot such reduc-
zion. If the ad valorem taxes are based 1n wnole or in part upon separate valuations ot each party < working interest then notwithstanding
invthing to the contrary herein, charges tc the joint account shall be made and paid by the rarues neret: .n accordance with -he tax
.alue generated by each party's working nterest. Operator shall bill the cther parues for their cronoruicnate shares ot 'l *ix pavments in

IS

-he manner provided in Exhibit (7

If Operator considers anv -ax assessment :moroper. Operator mav. at its discrevon. protest wimn tne tone ind manner

~#escribed by law, and prosecute the rrotest to 2 rnal determmation. unless ail perues dgree t© dbandgen the ~r -est ooop o tinal deter-
Tination. OUMNE T1e PeRdency of Jdminisranve of Udicidl proceedings. (O7eruror mav eleCt “° Dav, Unoe? ~rorest L SLC TaXes and Jnv
2rerest and penaitv. When anv sucn orotested assessment snall fdve teen nndldv determiney. (J0eranr SN2 Tay 09 L L R Inr ac
_ount. together with inv inierest and ~enaily sooried. und the total wost seail hen re 15sesseq < <dInst oe rartes. annd o omd by them, as
~eavided in cxhibu TCTT

Lo
CuONe. ZAMASCRE AN Ner toxesimocsed Lron or wieh fespect to

~ach party shaill pav or Cause 10 2¢ DA Ail PIOCUCTICN, et vTancs

‘me production or hanaling ct such rartv s SRare O 21 AN or 23S Droguced under the erms ot S Lereement.

sincluding excise and crude cil Windfall Prorit taxes
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G. Insurance:

: At 2l umes wiile operations are conductea hereundger. Uperator c<hall compiv with the workmen's compensation law ot
he state wnere the operauons are being conductea: provided. however, that Jperator may be a seitensurer tor aabiity under said com-
“2nsdtion {AWS 11 WIHCH event the onlv charge tat shail be maue 1o ne joint acceunt shall be as provided in Exhibit *C™" Operator snail
530 CATTV O provide insurance ICr the benetit Ol tte Nt account of the paruss ds vuthined 1 Exhibie D™ Litacnea 1o ung madge a part

sereot. Uperator shail require ail contractors engagea in work on of tor the Contract Area to comply with the workmen's compensanon

- 4w ot the state where the operations are being conducted anag to mamtam such other insurance us Operator may require.

N in the event sutomobile pudiic lability msurance 1s speciied n said Exhibit D™ or subsequentiv recerves the approval of the
1 parues. no direct charge shail be made by Operator tor premmums paid for such insurance tor Operator’s automotive equipment.

2 —-

3 ARTICLE VIII.

A ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST

S

6 A. Surrender ot Leases:

0N The leases covered by this agreement. msotar us taey emerace acreage 1n the Contract Area. snall not pe surrendered in whole
9 'rin part uniess ail parties consent thereto.

n

2 However. snouid anv party desire to surrenaer its interest i 4ny lease or w1 any portion thereot. und the other parues do not

aereg of consent thereto. the party desiring to surrender shall assign. without express or implied warranty ot title. ad of its interest in
2% such lease. or poruon thereot. and any well, matenal and equipment which may be located thereon and eny nights in production
~+  rhereatter secured. to the parues not consenung to such surrender. If the interest ot the assigning party s or inciuccs an oil and gas in-
. werest. the assiening party shall execute and deliver to the party or parties not consenting to such surrencer an Ou and .5 .wdse covering
o+ -ucn o and eas interest tor a term ot one 1 1) vear and so iong thereatter as oil and.or gas 1s producey trom the land covered iereby. such
- «wase to be on the torm attached hereto as Exhibit "B”" Upon such assignment or lease, the assigning partv shali be relieved from all
I8 ooligauons thereafter accruing, but not theretofore accrued= with respect to the interest assigned or leased and the operauon of any well
29 aunbutable thereto, and the assigning party shall have no further interest in the assipned or leased premises and s equipment and pro-

3 Jucuon other than the rovaltes retained in any lease made under the terms ot this Article. The party assignee or iessee shall pav to the
Y] party assignor or lessor the reasonable saivage vaiue of the latter s interest in unv weils and equipment sztributable to the assigned or leas-
12 wd acreage. The value ot all material shall be determined in accordance with the provisions ot Exhibi 477" iess the estimated cost of
33 advawmg and the esumated cost of pluggine and sbanconming. [f the assignment or lease 1s 1n favor of more han one rarty. the interest
3, nail be shared by such parties in the proportions tnat the mrerest of each bears 1o 1Ne Wtdh INLeFest ~1 .o ~UCh Darues.

5

s Anvy assignment, lease or surrender made uncer thus provision snail not reduce or change the assignor’s. iosser < or surrendering
- STty s oanterest os ot was immedtately betore the scignment. leise - roserrender in the balance of the Centract Sl and the acreage
~ ssned. teased of surrendered. ana subsedquent cperattons tnereen. vhall not thereatter he subiect 1o the terms une croviaens of this
N dgreement.

Wl B. Renewal or Extension of Leases:

.3 It any partv secures a renewal of any oi 4nd 245 iease subtect to this agreement. all other parties shail be nouned promptly, and
4 shall have the right for a penod of thirtv 130) davs 1ollowing recerpt of such nouce in which to elect to participate m the ownership of the
.3 renewal lease. insotar as such lease atfects lands within the Contract Area. by paving to the party who acquired it their several proper pro-

0 rornonate shares of the acquisinon cost allocated to that part ot such lease within the Contract Area. which shail be :n preporuon to the
B interests heid at that ume by the parties 1in the Contract Area.

K If some. but less than ail. ot the parties eiect 10 parucipate :n the rurchase o 4 renewal lease, 1t shail be owned by the parties
¥ vno efect te rarncipate therem. in 4 rano based upon rhe relationsmip ot their respective percentage of particiratien in e Contract Area

1 tne aegregate ot the percentages ot partictpation :n the Contract Area of alf parties partucipating 1n the rurchase ot such renewal lease.
2 Anv reneswal lease 1in which less than all parues eiect o parucicate snall not be subiect to this agreement.

i Each partv who participates 1n the purchase f 4 renewas iease sha.l be given an asstunment of its prorortonate mnterest therein
sy the acquiring party.

The provisions of this Arucle shall appiv to renewai leases whether thev are for the entire interest covered bv the expiring lease
N ‘r cover onlv 1 portion of its area cr an interest theremn. Any renewa lease taken betore the expirauon of 1ts predecessor lease. or taken or
=3 contracted for within six 16! months after the expiration ot the exisung lease shail be subject to this provision: but anv lease taken or con-

) -racted for more than six (6) months atter the expiration of an exssune lease shall not be deemed a renewai lease and shall not be subject to
‘] -ne provisions of this agreement.

The provisions in this Arucle snail aiso be aopiicable 1o extensions ot oii ana gas leases.

. Acreage or Cash Contributions:

While this agreement s in tcrce. 1 onv party contracts 1or & Contribution of cash towards the driling of a weil or anv other
s peranon on the Contract Area. such centribuuon shall be paid to tne party wno conducted the drilling or other operaton ana shall be
sophied by it aganst the cost ot such driiling or other cperauon. [f the contribution be 1n the form of acreage. the party to whom the con-

rtbution 1s maae shall promptiv tender an assignment of the acreage. without warranty ot utle. to the Driling Parues in Lhe_pgggéons
AL

ILLEGIBLE |
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ARTICLE VIII
continued
said Drilling Parues sharea the cost of driiling the well. Such acreage shall becomne a separate Contract Area and. to the extent possibie. be
governed by provisions idenucai to this agreement. Each party shall prompuy noutv all other parties of anv acreage or casn conibutions
it may obtain 1 support ot anv weil of any other operarion on tne Contract Area. The above provisions shail aiso be ippircable to op-
tionai rights to earn acreage outside tne Contract Area which are i support of 4 weil driiled inside the Contract Area.

't anv party contracts 1or 4nv consideraucn relaung to disposition ot suchl Turtv's share ot substances produced hereunder. such
considerauon snail not e deemey 4 contribuuon as contempiated in thus Arucie VIILC,

D. Maintenance of Uniform Interest:

il For the purpose of maintaining uniformity of ownership in the oil and ras leasehold interests coverea bv this agreement, no
12 party shall sell. encumber. wranster or make other disposition of-ts mnterest in the leases embraced wittun the Contract Area and in wells.
il «quipment and production uniess such disposition covers etther:
s
S 1. the enure interest ot tne party in all leases and equipment and producuon: or
L0
" 2. an equal undivided interest in ail leases and equipment and production in the Contract Area.
{s
19 Every such sale. encumbrance. transter or other disposition made by any party shail be mude expressiv subiect to tnis agreement
20 and shall be made without prefudice to the right of the other parties.
22 If. at any ume the interest of any party 1s divided among and owned by four or more coowners, Operator. at its discretion, may
AR require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings for
24 and approve and pay such party s share ot the joint expenses, and to deal generaily with, and with power to bind. th. . ;owners of such
b party’s interest within the scope of the operations embraced in this agreement: however. all such co-owners snail k.. 21 ~ht to enter
> into and execute all contracts or agreements tor the disposition of their respective shares ot the a1l and gus procuced trom the Contract
- .\rea and they shall have the night 1o receive. separately, payment ol the sale proceeds thereot.
23 <
29 E. Waiver ot Rights to Parution:
A0
3! If permitted by the laws ot the state or states in which the property covereg hereby s located. vuch rarty nereto owmmng an
2 undivided interest in the Contract Area waives anv and all nghts 1t may have 1o parutien and have set aside to 12 1 severaity ws undivided
23 interest therein.
)
= e bR v
NE
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N Areu. e shall prompuy give weitten notwee o the other partes. waeh it informanen concerning irs proposedend® 4 hich chali include cthe
s ame and address of the prospecuve purchaser - who must be readv. wnbing and able o rurghase™The purchase rrice. and ail other terms
i Of ten 1 10) days atter receipt of the nuuce. to purchase
.1 praposes to sell: and. 1t this opuonai right s ex.rcised. the purchas-
2 foportions that the interest ot each bears 1o the totai interest ot il purchasing par-
$3 erential right to purchase in those cases where anv party wishes to morteage 1ts mnterests. of to
— v merger, reorganization, consolidation. or sale of all or substantailv all of its assets to a subsidiary or parent com-
.5 1 A R RGP O RS Ot ol
+0)
7 ARTICLE IX.
W INTERNAL REVENUE CODE ELECTION
Ry
0 This agreement 15 not mrended to create. and shall not be construed ‘o create. a relanonship of parmersmie <@ Jn association
ror protit between or amony the parties hereto. Notwithstanding any provision heremn rhat the rnights and abiiities nereunder are several
2 and not joint or collective, or that this agreement and operations hereunder snail not consutute a partnerskan, u. tor federal income tax
3 ~urposes. this agreement and the operations hereunder are regarded as a parinership. each party hereby ttected e'ects to e excluded
iR :rom the application ot all of the provisions ot Subchapter *"K'™". Chaprer 1. Sudutle ".\7", of the Internai Revenue Code o 1994, as per-
= mitted and authonized by Section 761 of the Code and the regulations promulgated thereunder. Operator is authorized and direczed to ex-
v ecute on behalf of each party herebv affected such evidence of this election as may be requtred by the Sucretary of the Treasurv of the
- United States or the Federal Internal Revenue Service. inciuding specificailv. but net by wav ot limitation. ail ot rhe returns, statements.
i and the data required by Federal Regulations 1791 Shouid there be any requirement thut each party herepv .tfected give further
=) evidence of this election. each such party snall execute such documents and furmish such otner evidence us mav e required by the
+y  Federal Internal Revenue Service or as mav be necessary to evidence this election. No such party shall give anv nouces or take any other
scuon inconsistent with the election mage hereby. It anv present or future income tax laws ot the state or states in which the-Contract
N .Area s jocateg or anv future :ncome tax laws of tie United Srates contain provisions simiiar to those in dubchapter "X Thapter 1.
2 ~ubtitle " A", ot the Internal Revenue Code ot 1954, under which an election simuar to that provided by Section "1 of the Code 15 per-
. mitted. each party hereby arfected shall make such election as mav be permitted or required bv such laws. In maxing tne foregoing elec-
. “1on. each such party states that the income derved bv such party trom cperations nereunder can be adequatelv Jetermined without tne
JmMputation o1 parersiip tixabie income.
%



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

1 ARTICLE X.

2 CLAIMS AND LAWSUITS

3

4 Operator may settle any single uninsured third garty dfma% claim or suit arising from operations hereunder if the expenditure
S does not exceed__LwWenty Five Thousand & no/l00-=—=——————e—=-—m—omm e oo oo oo Dollars
A (3.25,000.00 ) 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
8  delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such claim or suit shall be at the joint ex-
9 pense of the parties participating in the operation {rom which the claim or suit arises. If a claim is made against any party or if any party is
10 sued on account of any matter arising from operations hereunder over which such individual has no control because of the rights given
11 Operator by this agreement, such party shall immediately notify all other parties, and the claim or suit shall be treated as any other claim

12 or suit involving operations hereunder. -

13

14 ARTICLE XI.

15 FORCE MAJEURE

16

17 If any party is rendered unable, whoily or in part, by force majeure to carry out its obligations under this agreement, other than

18  the obligation to make money payments, that party shall give to all other parties prompt written notice of the force majeure with
19 reasonably fuil particulars concerning it; thereupon, the obligations of the party giving the notice, so far as they are affected by the force
20  maijeure, shall be suspended during, but no longer than, the continuance of the force majeure. The affected party shall use all reasonable
2 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,
24 lockouts. or other labor difficulty by the party involved, contrary to its wishes; how ail such difficulties shall be handled shall be entirely
23 within the discretion of the party concerned.

26

27 The term ‘‘force majeure’’, as here employed. shall mean an act of God, strike, lockout, or other industrial disturbance, act of
28  the public enemy, war, blockade, public riot, lightningsfire, storm, flood, explosion, governmental action, governmental delay, restraint
2 or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is
3)  not reasonably within the control of the party claiming suspension.

31

12 ARTICLE X1I.

33 NOTICES

24

35 All notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherwise

36 specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid. or by telex or telecopier and addressed to
17 the parties to whom the notice is given at the addresses listed on Exhibit ‘' A’". The originating notice given under any provision hereof
3g  shall be deemed given only when received by the party o whom such notice is directed. and the time for such party to give any notice in
19 response thereto shall run from the date the originating notice is received. The second or any responsive notice shail be deemed given
40 when deposited in the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party
11 shall have the right to change its address at any time, and from time to time, by giving written notice thereof to all other parties.

43 ARTICLE XIII.

44 TERM OF AGREEMENT

49

46 This agreement shall remain in full force and effect as to the oil and gas Icases and/for oil and gas interests subject hereto for the
47 period of time selected below: provided. however, no party hereto shall ever be construed as having any right, title or interest in or to any
48 lease or oil and gas interest contributed by any other party beyond the term of this agreement.

i9

0 " Option No. I: So long as any of the oil and gas leases subject to this agreement remain or are continued in force as to any part

st of the Contract Area, whether by production, extension, renewal or otherwise.

si 1 Option No. 2: In the event the well described in Article VI.A., or any subsequent well drilled under any provision of this
54 agreement. results in production of oil and/or gas in paying quantities. this agreement shall continue in force so long as any such well or
55 wells produce. or are capable of production, and for an additional period of 90 days from cessation of all production; provided,
s however, if, prior o the expiration of such additional period. one or more of the parties hereto are engaged in drilling, reworking, deepen-
37 ing, plugging back. testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such opera-
S8 tions have been completed and if production results therefrom, this agreement shall continue 1n force as provided herein. In the gvent the
59  well described in Article VI.A |, or any subsequent well drilled hereunder, results in a dry hole. and no other weil is producing, ¢f capable
0 of producing oil and/or gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back di' tework-
n]  ing operations are commenced within ___9(Q___ days from the date of abandonment of said weil. :,?

2 S
~3 It is agreed, however, that the termination of this agreement shall not relieve any party hereto from any liability # *

(i accrued or attached prior to the date of such termination.

Y A

has

"5
(R4
a7
n8
69
0

g ot g dentifving stk s profivee d
~arePt witer authaiiaed 1 wadmg by the
{ dencan Assueicbon of Petreivum Lundmen
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

A. Laws, Reguiations and Orders:

This agreement shall be subject to the conservauon laws of the state 1n wmch the Contract Area is iocated. to the vaiid rules.

regulations, and orders ot anv dulv constituted reguiatory bodv of said state: and to 4ll other appucabpie tederal. state. und iocal laws, or-
dinances, rules, regulauons. and crders.

B. Governing Law:

This agreement and all matters pertaining hereto, inciudimg:-but not limited to. matters of pertormance. non-performance, breach,
remedies, procedures. rights, duues and interpretaton or construction, shall be governed and determinea 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 ot the state ot _New Mexico
shall govern.

C. Regulatory Agencies:

Nothing herein contained shall grant. or be construed to grant. Operator the right or authority to waive or release any rights,
orivileges, or obligations which Non-Operators mav have under federal or state laws or under rules. regulauions or orders promulgated
2nder such laws in reterence to oil. gas and mnerai operatons. including the locauon. operaton. or producuon or wells, on tracts offset-
ung or idjacent to the Contract Area.

Wich respect to operations hereunder. Non-Operators agree to release Operator from any and all losses. dumures. injuries, claims
and causes of action arsing out of. incident to or resulung directly or indirectly from Operator’s interpretauon e arr.ictron of rules,
ruiings. regulations or orders vt the Deparument ot Enerev or predecessor ur successor agencies 1o the extent ~aen .nterpretation or ap-
riicanon was made 10 good faith. Each Non-Operator turther agrees to reimburse Operator tor any amounts apphicable to such Non-
Operator s share ot production that Operator may be requiged to refund. rebate or pav as a result of such an 1ncorrect interpretation or
aipplication. together with interest und penalties thereon owing by Operator as a result of such incorrect interpretanon or application.

Non-Operators autr. size Operator o prepdre 2nd submit such documents as may be required to ne subnurted to the purchaser
ot any crude ol sold hereunder or to anv other person or entity pursuant to the requirements ct the ~"Cride Uil Windtall Protir Tax Act
4 I8 as same may be amended from tme o nme " Act T, and anv vaiid regulations or rules which imav v ivaed by the Treasury
Department trom time to ume pursuant o sud Aot Each party Rereto dgrecs 1o turnisk any and ail cernncations crther information
amich 1s required 1o be turmished by sad Aot in s nmely manner and :n sutticient detad to permmt comrhaee wath sad Act.

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

L4



ARTICLE XV
OTHER PROVISIONS
A. REWORKING OPERATIONS

Notwithstanding any language set out 1in 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, 1in
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 Jjoin 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 wuntil 1t reverts)
shall equal the total of those certain costs as further described 1in

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

B. NONDISCRIMINATION

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

C. COVENANTS RUN WITH THE LAND

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

D. LAWS AND REGULATIONS

All of the provisions of this agreement are expressly subject to
all applicable 1laws, orders, rules and regulations of any governmental
body or agency having jurisdiction in the premises, and all operationms
contemplated hereby shall be conducted in conformity therewith, Any
provision of this agreement which 1s inconsistent with any such laws,
orders, rules or regulations 1is hereby modified so as to conform there-

with, and this agreement, as so modified, shall continue in full force
and effect.

E. PRIORITY OF OPERATIONS

If at any time there 1is more than one operation proposed in
connection with any well subject to this agreement, then wunless all
participating parties agree on the sequence of such operations, such

proposals shall be considered and disposed of in the following order of
pricrity:

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

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

3. Proposals to plug back and attempt completions in shallower
zones, in ascending order.
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4. Proposals to side-track the well to reach any zone mnot below the
original authorized objective.
5. Proposals to deepen the well, in descending order.

F. REGULATCRY 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 1incurred 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 oil
and other liquid hydrocarbons or the taxation thereof. To the extent that
Operator may by law be authorized to do so, Non-Operators hereby authorize
Operator to agree with any purchaser to relieve Operator (in whole or in part
as Operator may determine) of any filing or certification requirements. 1In
making any filing or certification with any purchaser or 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. 1In 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 (i1i) 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 anvy of the filings and
certifications referred to under Paragraph 1 and 2 above in prosecuting any
filings and applications. However, in no event shall Operator have any
liability to any Non-Operator in making and 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

-14B-



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 assigmment 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
1l1ability 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 cons-nted to. E

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 egtates, 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. 1In the event, however, any provision hereof is
determined to violate such rule, then such provision shall nevertheless be
effective for the maximum period (but not longer than the maximum period)
permitted by such rule which will result in no violation.

I. NO THIRD-PARTY BENEFICIARY CONTRACT

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

-14C-



J. OPERATOR'S REORGANIZATION AND STATUS CHANGE

1. Notwithstanding, the second sentence of Article V.B.l, in the event
of a transfer of all Operator's interest to a corporation which controls, is
controlled by or 1is 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-dav 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.l.A.(3) of the Accounting
Procedure, but otherwise the procedure set out in these provisions shall not
be exercised on a greater frequency than once each twelve months.

L. BANKRUPTCY

If, following the granting of relief under the Bankruptcy Code to any
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.

-14D-
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AAPL FORM 0610 - MODEL FORM OPERATING AGREEMENT - 1982

1 ARTICLE XVI.
: MISCELLANEOUS

This agreement shall be binding upon and shall inure to the benetit ot the parues hereto and to their respective heirs. devisees,
legal reoresentatives. successors and assigns.

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

G IN WITNESS WHEREOF. this agreement shall be effective as of __1St day of _December 10_90
10
1 7

2 ‘ OPERATOR
13

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

17 By:

1§ T>\S{;Eéfﬂg;, Attorney-in-Fact
19

T MON-OPERATORS
24 HANLEY PETROLEUM, INC.

28 By:

9

HARVEY, E. YATES COMPANY

K By:

LN George M. Yates, President

62

(O]

67
H8 T
69

Yecas, - d
. LI e
0 :
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EXHIBIT "a"

Attached to and made a part of that certain Operating Agreement dated
November 12, 1990 between Santa Fe Energy Operating Partners, L.P., as
Cperator and Hanley Petroleum, Inc. et al, as Non-Operators.

I. Acreage Subject to this Agreement:

W/2NW/4 Section 8, T-18-S, R-33-E
Lea County, New Mexico

IT. Depth Restrictions:
Surface to the base of the Wolfcamp Formation.

IIT. Interest of the Parties to this Agreement:

Santa Fe Energy Operating 25%
Partners, L.P.

Hanley Petroleum, Inc. 50%
Harvey E. Yates Company 25%
100%

Iv. Addresses of the Parties for Notice Purposes:

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

Midland, Texas 79701

ATTN: Larry Murphy

Hanley Petroleum, Inc.
415 West Wall, Suite 1E500
Midland, Texas 79701
ATTN: James Rogers

Harvey E. Yates Company
P.O. Box 1933

Roswell, New Mexico 88202
ATTN: Melissa Randle



EXHIBIT 3"

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

November [2th, 1990 , by and between Santa Fe Energv
Operating Partners, L.P. , as Operator and Hanlevy Petroleum,
Inc., et al , as Non-UOperators.

OMITTED
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Recommended by the Council

HeaftBt 601,  soxsoo of Pesroieum Accountants
TULSA OK 74101 Societes “up"
l u
T EXHIBIT *c v
Attacned to and made a part of _that certain Operating Agreement dated November 12, 1990
bv and between Santa Fe Fnergy Operating Partners, L.P. as Operator, and Hanley
Petroleum Inc. et al as Non-Operators.

v

ACCOUNTING PROCEDURE
JOINT OPERATIONS

[. GENERAL PROVISIONS

Definitions

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

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

“Jaint 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 )perator.

"Parties” shall mean Operator and Non-Operators.

"First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct supervision
of other employees and/or contract labor directly employed on the Joint Property in a field operating capacity.
“Technical Employees” shall mean those employees having special and specific engineering, geological or other profes-
sional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and problems
for o benefit of the Joint Propertv.

“Pe.wonal Expenses” shail mean travel and other reasonable reimbursable expenses of Operator's emplovees.
“Material” shall mean personal property. equipment or supplies acquired or held for use on the Joint Property.
“Controllable Matertal” shall mean Material which at the time 15 so classified in the Material Classification Manual as
most recently recommended by the Counctl of Petroleum Accountants Societies.

Statement and Billings

fiperator shall bill Non-Operators on or before the last day of each month for their proporuonate share of the Joint Ac-
~ount tor the preceding month. Such bills will be accompanied by statements which identify the authority for expenditure,
‘ease or facility. and all charges and credits summarized by appropriate ciassifications of investment and expense except
*hat items of Controilable Material and unusuai charges and credits shall be separately identified and fully deseribed in
detail.

Advances and Payments by Non-Operators
thirty (30)
A, ['nless otherwise provided for in the agreement. the Operator may require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month's operation withinxxxeexnxi0/dayvs after receipt of the bill-
ing or by the first day of the month for which the advance is required. whichever is later. Operator shall adjust each
monthly billing to reflect advances received from the Non-Operators.
, , thirty (30) _
3. Each Non-Operator shall pay its proportion of all bills within H20ex8X davs after receipt. If pavment is not made
wvithin such time, the unpaid balance shall bear interest monthly at the prime rate in effeet at e _Chase
Manhattan Bank on the first day of the month in which delinquency occurs plus 2% or the maximum
contract rate permitted by the applicable usurv laws in the state in which the Joint Propertv is located. whichever
s the lesser, plus attorneyv's fees. court costs. and other costs in connection with the collection of unpaid amounts.

Adjustments

Pavment of anv such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof:
srovided. however. all bills and statements rendered to Non-Operators by Operator during any calendar vear shall con-
tusively be presumed to be true and correct after twentv-four t24) months following the end of any such calendar year.
rless within the said twenty-four +24) month period a Non-Operator takes written exception thereto and makes claim on
Derator for adjustment. No adiustment favoranie to Cperator shall be made nniess it is made within the same prescribed
cerind. The provisions of this paragrapn =nail not prevent adjustments resulting from a pavsicat tnventory of Controllable
“laterial as provided for in Section V.

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
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6.

iyl

A. A Non-Operator, upon notice in writing 1o (perator and all other Non-Uperators. shall have the right to audit Opera-
tor's accounts and records relating to tne Joint Account for any calendar vear within the twentv-four (24) month
period following the end of such calendar vear: provided. however, tne 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
[. 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 resuit in a minimum of inconvenience to the Operator. Operator shall bear no por-
tion of the Non-Operators’ audit cost incurred under this paragraph unless agreed to by the Operator. The audits
shall not be conducted more than once each vear without prior approval of Operator. except upon the resignation or
removal of the Operator. and shall be made at the expense of those Non-Operators approving such audit.

Audits

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

Approval By Non-Operators

Where an approvai 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.

[I. DIRECT CHARGES

(Operator shall charge the Joint Account with the following items:

1.

te

Ecological and Environmental

{osts incurred for the benefit of the Joint Property as a resuit 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 poliution control procedures as required by applicable laws and regulations.

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

Labor

A. (1) Salaries and wages of Operator's field emplovees directly emploved on the Joint Property in the conduct of Joint
Operations.

2) Salaries of First Level Supervisors in the field.

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

i4) Salaries and wages of Technical Emplovees either temporarily or permanently assigned to and directly employed
in the operation of the Joint Property if such charges are excluded from the overhead rates.

B. Operator’s cost of holiday. vacation, sickness and disability benefits and other customary allowances paid to employees
whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section II. Such costs under
this Paragraph 3B may be charged on a “when and as paid basis” or by “percentage assessment” on the amount of
salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section 1. If percentage assessment
is used. the rate shall be based on the Operator’s cost experience.

(. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable
to Operator’s costs chargeabie to the Joint Account under Paragraphs 3A and 3B of this Section 1l

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

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

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

Material

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

Transportation of emplovees and Material necessary for the Joint Operations but subject to the following limitations:

A. If Material is moved to the Joint Property from the Operator’s warehouse or other properties. no charge shall be made

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

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

t". In the application of subparagraphs A and B above. the option to equalize or charge actual trucking cost 1s available
when the actual charge is 3400 or less exciuding accessorial charges. The 3400 will be adjusted to the amount most
recently recommended by the Council of Petroleum Accountants Societies.

Services

The cost of contract services. equipment and utilities provided by outside sources. except services excluded by Paragraph
10 of Section II and Paragraph i, ii. and iii, of Section III. The cost of professionai 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, depreciati% and interest on gross investment less accumulated depreciation not 1o exceed

72

_twelve  percent(._ 1< _ %) 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, pavment 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-
nevs shall be made unless previously agreed to by the Parties. All other legal expense is considered to be covered by the

overhead provisions of Section III unless otherwise agreed to by the Parties. except as provided in Section I. Paragraph
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 ad valo-
rem taxes are based in whole or in part upon separate valuations of each party’s working interest. then notwithstanding
anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parties hereto in accordance
with the tax value generated by each party’s working interest.

Insurance

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

Abandonment and Reclamation

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

Communications

"ost of acquiring, leasing, installing, operating. repairing and maintaining communieation svstems. including radio and
microwave facilities directly serving the Joint Property. In the event communication facilities,/ systems serving the Joint
Property are Operator owned. charges to the Joint Account shall be made as provided in Paragraph 3 of this Section II.

Other Expenditures

Any other expenditure not cavered or dealt with in the foregoing provisions of this Section II. or in Section [II and which
is of direct benefit to the Joint Propertv and is incurred by the Uperator in the necessary and proper conduct of the Joint
perations.
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III. OVERHEAD

Overhead - Drilling and Producing Operations

1l

.

As compensation for administrative. supervision. office services and warenousing costs, Uperator shail charge dritling
ANd producing operations on either:

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

{"nless 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 governmentst-agencies shall be considered as included in the overhead rates
provided for in the above selected Paragraph of this Section III uniess such cost and expense are agreed to by the
Parties as a direct charge to the Joint Account.

The salaries. wages and Personal Expenses of Technical Employees and.'qr 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.

The salaries, wages and Personal Expenses of Technical Emplovees 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 averhead rates. or
X ) shall not be covered by the overhead rates. -

tiverhead - Fixed Rate Basis

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

Drilling Well Rate $6.,260.00 i
{Prorated for less than a full month)

Producing Well Rate 3 626,00 =

12) 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 driiling well rate. Such charges shall be applied for the period
from date workover operations. with rig or other units used in workover. commence through date of rig
or other unit release. except that no charge shall be made during suspension of operations for fifteen
{15) or more consecutive calendar days.

(b) Producing Well Rates

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

(2) Each active completion in a multi-completed well in which production is not commingied down hole shall
be considered as a one-well charge providing each completion is considered a separate weil by the govern-
ing regulatory authority.

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

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

i4) A one-well charge shall be made for the month in which plugging and abandonment operations are com-

pleted on anyv well. This one-well charge shail be made whether or not the well has produced except when
drilling well rate applies.

(5} All other inactive wells (inciuding but not limited to inactive wells covered by unit allowable. lease allow-
able, transferred allowable, etc.) shall not qualify for an overhead charge.

.41 The well rates shall be adjusted as of the first dav of April each vear following the effective date of the agreement
10 wnich this Accounting Procedure is attached. The adjustment shall be computed by muitiplying the rate cur-
rentlv in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum and Gas
Production Workers for the last calendar vear compared to the calendar vear preceding as shown by the index
nf average weekly earnings of Crude Petroleum and (Gas Production Workers as published by the United States
Department of Labor, Bureau of Labor Statisties. or the equivalent Canadian index as published by Statistics
{'anada. as appiicable. The adjusted rates shall be the rates currentiy in use. plus or minus the computed ad-
justment.

{ivernead - Percentage Basis

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

4-
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Percent ( ") of the cost of development of the .Juint Property exciusive of costs provided
under Paragraph 10 of Section Il and all salvage cradits.

ta) Development

(b} Operating

Percent ( “») of the cost of operating the Joint Property exclusive of costs provided under

Paragraphs 2 and 10 of Section I1, 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 capabie of dritling 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 instailation 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 [II. All other costs shall be considered as operating.

Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets. the expansion of
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Jomt
Account for overhead based on the following rates for any Major Construction project in excess of $ 2

A5 % of first $100.000 or total cost if less. pius

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

C.__1 _ %of costs in excess of $1,000,000.

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph. the component parts of a single

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

Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resuiting from a single occurrence due
w0 ol spill. blowout. explosion. {ire. storm. hurricane, or other catastrophes as agreed w by the Parties. which are necessary
to restore the Joint Property to the equivalent condition that existed prior to the event causing the expenditures. Operator
shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account for overhead based on
the following rates:

A. 5 %of total costs through $100.000: plus

B. 2 _%of total costs in excess of $100,000 but less than $1,000.000: pius

C.—_1__ %of total costs in excess of $1.000,000.

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

Amendment of Rates

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

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

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

1.

Purchases

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

Transfers and Dispeositions

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

-5-
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A. New Material (Condition A)

1)

-4

Tubular Goods Other than Line Pipe

ia) Tubuiar goods. sized 2. inches 0D and lareer, except line pipe. shall be priced at Eastern mill published
carload base prices eifecuive as of date of movement pius transportation cost using the =x0.000 pound carload
weight basis to the railwav receiving point nearest the Joint Property for which published rail rates for
tubular goods exist. If the #0.000 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 caiculated from Lorain. Ohio and casing from Youngstown.
Ohio.

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

t¢) 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.

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

Line Pipe

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

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

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

td) 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.

(ther 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
recelving point nearest the Joint Property.

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

B. ¢ivod Used Material (Condition B)

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

1

2)

13)

Material moved to the Joint Property
.

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

Material used on and moved from the Joint Property

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

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

Material not used on and moved from the Joint Property

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

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

', Other Used Material

1)

t'ondition U

Material which is not in sound and serviceable condition and not suitable for its original function until after recon-
Jjitioning shall be priced at fifty percent (50%) of current new price as determined by Paragraph A. The cost of
reconditioning snall be charged to the receiving property. provided Condition C value plus cost of reconditioning
1oes not exceed Condition B vajue.
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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 Materiai under procedures
normally used by Operator without prior approval of Non-Operators.

-= 2) Condition D

ta) Casing, tubing. or driil pipe used as line pipe shall be priced as (srade A and B seamless line pipe of com-
paraole size and weight. Used casing, tubing or driil pipe utilized as line pipe shail be priced at used line
pipe prices.

tb) Casing, tubing or drill pipe used as higher pressure service lines than standard line pipe. e.g. power oil lines,

i‘ shall be priced under normal pricing procedures for casing, tubing. or drill pipe. Upset tubular goods shall
i 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-
maily utilized by Operator without prior approvai of Non-Operators.

D. QObsolete 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 II1. 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
vear. 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 Materal is not readily obtainable at published or listed prices because of national emergencies, strikes or other
i 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-Uperators for such Material. Each Non-Operator shall have the right. by so electing and notifving Operator within
ten days after receiving notice from Operator. to furnish in kind all or part of his share of such Material suitable for use
and acceptable to Operator.

! 1. Warranty of Material Furnished By Operator

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

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.
1. Periodic Inventories. Notice and Representation

At reasonable intervals. inventories shall be taken by Operator of the Joint Account Controilable Material. Written notice

; of intention to take inventory shall be given by Operator at least thirty {30} days before any inventory is to begin so that
Non-(perators may be represented when any inventory is taken. Failure of Non-Operators to be represented at an inven-
tory snall bind Non-Operators to accept the inventory taken by Operator.

-

2. Reconciliation and Adjustment of Inventories

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

3. Special Inventories

Speciai inventories may be taken whenever there is any sale. change of interest. or change of Operator in the Joint Property.
[t shali be the auty of the party seiling to noufy ail other Parties as quickly as possible after tne transier of interest takes
niace. In such cases. both the seller and the purchaser shall be governed by such inventory. In cases invoiving a change
»f Operator. all Parties shall be governed by such inventory.

$. F.xpense of Conducting Inventories

A. The expense of conducting periodic inventories shail not be chargea to the Joint Account uniess agreed to by the
e
Parties.

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




Attached to and made a part of that certain Operating
Agreement dated November 12th, 1990 by and between

Santa Fe Energy Operating Partners, L.P. as Operator, and
Hanley Petroleum Inc. et al as Non-Operators.

EXHIBIT "D"

INSURANCE

-

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) Statutorv 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 omne
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 liabilitv insurance
shall include Contractural Liability coverage and shall include Products
Liability and Completed Operations coverage.

(c) Automobile Liability Insurance with bodily injurv policy
limits of not less than $100,000 for death or injury to one person, or
not less than $300,000 for death or injurv 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 emploved 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 personm or
organization to provide his, its or their own insurance coverage of the
tvpes and in the amounts specified hereinabove, and such person or
organization, under such circumstances, shall furnish to Operator
Certificates of.Insurance as evidence of such insurance coverage.



EXHIBIT "E"

Attached to and made a part of that certain Operating

Agreement dated ovember 12th » 1990
Between Santa Fe Energy Operating Partners, L.P.

as Operator, and Hanley Petroleum Inc. et al

™K as Non-Operators.

GAS STORAGE AND BALANCING AGREEMENT

———c

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 QOperating 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 produced under this Agreement, less its share of gas used in lease

operations, vented cor lost, and less that portion such Party took or delivered to

©c T syrghacger,

. The CTpericor (as that term is defined in the Operating Agreement)

~iilomiirtain 4 currert ggcount of the gas balance between the Parties and will

Coepyer LD Tartiet herets omentrs

staterentc showing the total quantity of gas

ILLEGIBLE



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 acccunt 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 ga;‘Lsed in Tease operations, vented or lost.
Each Party hareto agrees to hold each other Party harmless from any and all claims
for roya]tjwpayments asserted by royalty owners to whom each Party is accountable.
The term "royalty owner" shall include owners of royalty, overriding royalties,

production payments and similar interests.

5. AfZer 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 c¢7 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 hac 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 muitiplying 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.

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 cor Parties wi'l 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 sole, plus any
additional collected amount which is not ultimately required by said Commission to
be refunded, such additional col]ected‘;mount to be accounted for at such time as
final determination is made with respect thereto. The operator shall have no
liability with respect to the correctness of the funds received by it from any
overproduced party or on account of the failure of any overproduced party (other

than operator if it is overproduced) to pay into the balancing account any amount

due hereunder,

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

set forth in the Operating Agreement.

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

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

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

completion.

11. Notwithstanding anything contained herein to the contrary, no Party shall
have 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 te from time to time revised. Operator shall be responsible
for determining the Ultimate Recoverable Reserves attributable to each separate
cemoletion and shall advise each of the non-operators of its determination from
time to time ;s such deté}mination i< made, but no less frequently than once every
twe]vé (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

3



reserve determination which Operator may accept or reject, and any revision by

Operator shall be made with said thirty (30) day period. Operator's determination,

however, shall be final wunless w: nin 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 determinedgkby 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 consént. 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 7ébility to pay future costs which may be
subsequently chargeable to such Party under the Operatiqg Agreement and to pay any
potential cash balancing under this Gas Balancing Agreement upon depletion. Such
assurance may be in the form of a bond or letter of credit or in any other form as
the Operator deems appropriate. A Party may not produce more than one hundred
percent (100%) of its proporticnate share of Ultimate Recoverable Reserves without
the written approval of one hundred percent (100%) of the working interest owners
of such reserves.

Operator shall incur no 1iabilify to other working interest owners for its
good faith administration of the gas t:lancing 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, 21l 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 shal] remain primarily 1liable to the

underproduced parties for any cash payment payable with respect to the period prior

to the effective date of the assignment.



EXHIBIT "F"

ATTACHED TO AND MADE A PART OF THAT
CERTAIN OPERATING AGREEMENT DATED
November 12th, 1990

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

and Hanley Petroleum Inc. et al as
Non-Operators.

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

A.

JG-D-19-1

EQUAL OPPORTUNITY CLAUSE

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

(1)

(2)

(3)

(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 natiomal 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 compen-
sation; 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 employ-

ment without regard to race, color, religion, sex, or nationmal
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, regula-
tions, 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 nondis-
crimination clauses of this Agreement or with any of such rules,
regulations, ox orders, this Agreement may be cancelled, termi-
nated or suspended in whole or in part and the Contractor may be
declared ineligible for further Government contracts in accor-
dance 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 Sep-
tember 24, 1965, or by rule, regulation, or order of the Secre-
tary of Labor, or as otherwise provided by law.



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

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

(1. e with the Office of Federal Contract Compliance or agency
.zsignated by it, a complete and accurate report on Standard
Form 100(EEO-1) within 30 days after the signing of this Agree-
ment (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 Execu-
tive 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 provid-
ing segregated facilities for his employees or permitting his employees to
perform their services at any locations, under his control, where segre-
gated 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 Facili-
ties, by the Secretary of Labor (32 F.R. 7439, May 19, 1967), and as
required by the regulations of the Secretary of Labor set out in 41 CFR
Chapter 60, and as they may be amended, must be submitted prior to the
award of a subcontract exceeding $10,000 which is not exempt from the
provisions of the Equal Opportunity Clause. The certification may be
submitted either for each subcontract or for all subcontracts during a
period (i.e., quarterly, semi-annually or annually).

JG-D-19-2



N Santa Fe Energy Operating Partners, L.P.

O
Santa Fe Pacific Exploration Company
Managing General Partner

CERTIFIED MAIL - RETURN RECEIPT

December 17, 1990

TO: Addressees on Exhibit A

Re: Proposed Well
Kachina "8" Fed No. 2
Lea County, New Mexico

Gentlemen:

Enclosed is a copy of the Application of Santa Fe Energy Operating
Partners, L.P. for compulsory peooling involving the W/2NW/4 of Section 8,
Township 18 South, Range 33 East, in Lea County, New Mexico.

This Application will be heard by the New Mexico 0il Conservation Division
on Thursday, January 10, 1991 at 8:15 a.m. at its offices at 310 0ld Santa
Fe Trail, Santa Fe, New Mexico 87501. Failure to appear at that time will
preclude you from contesting this matter at a later date.

Sincerely yours,
SANTA FE ENERGY QPERATING PARTNERS, L.P.

By: Santa Fe Pacific Exploration Company
Managing General Partner

By: 52”4(4 M(MD/“\

Larry(Burphyl Sgﬁior Landman

LM/efw
1 Encl a/s

EFWlSEl

Permian Basin District
350 W, Texas, Suite 1330 EXHIBIT #6

Midland, Texas 79701
915/687-3551

An Affiliate of Santa Fe Pacific Corporation



EXHBIT "a"

Hanley Petroleum
415 West Wall

Suite 1500

Midland, Texas 79701
ATTN: James Rogers

Harvey E. Yates Company J:deKHUQT/cM/ ety
P.0. Box 1933
Roswell, New Mexico 88201

ATTN: Melissa Randle

EFW1552



BEFORE THE NEW MEXICC OIL CONSERVATION DIVISION

APPLICATION OF SANTA FZ ENERGY OFERATING
PARTNERS, L.P. FCR COMPULSORY PQOLING, No.
LEA COUNTY, NEW MEXICO.

Santa Fe Energy Cpearting Partners, L.P. hereby
makes applicaticn for an order pocling all interests from
the surface to the btase of the Wolfcamp formation underlying
the WXNW% of Section 8, Township 18 South, Range 23 East,
N.M.P.M., Lea County, New Mexico, and in support thereof
states:

1. Applicant is an interest ownar and has the
right to drill a well in the WiNW% of sald Section 3.

2. Applicant proposes to drill its Kachina 8
well No. 2 in the WiNW% of Section 8, at an orthodox
location 1380 feet from the North line and 660 feat from the
West line of the Section, tc a depth sufficient to test the
Wolfcanmp formation, and seeks to dedicate the following
acreage to the well:

(a) The WhiNW% of Secticn § for all pools or
formations spaced on 80 acres; and

(d) The SWhNW% of Section 8 for all pools or
formations spaced on 40 acres.

3. Applicant has in good faith sought to join
all other mineral or leasehold interest owners in the WiNWx%

cf Section 8 for the purpcses set forth herein.
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4, Although Applicant attenpted tc cbtain
veluntary agreements from all mineral cr leasehcld interest
cwners to participate in the drilling of the well cr teo
otherwise commit their interasts to the well, certain
interest owners have failed or refused to jein in dedicating
their acreage. Tharefore, Applicant seeks an order poeling
all mineral and leasehcld interest owners underlying the
WxNW% of Section 8, as described above, pursuant to N.M.
Stat. Ann. § 70-2-17 (1987 Repl.).

5. Applicant regquests the Divigion to consider
the cost of drilling and cempleting the well, the allocation
of the cost thereof, as well as actual operating charges and
costs charged for supervision. Applicant requests that it
be designated as operator of the well and that the Division
set a penalty of 200% for the risX invelved in drilling the
well.,

6., The pooling of all interests underlving the x
WxNWY of Section 8, as descrilked above, will prevent the
drilling of unnecessary wells, prevent waste, and protect
correlative rights, |

7. Applicant regquests that this matter be heard i
at the January 10, 1591 Examiner hearing. !

WHEREFORE, Applicant requests that, after hearing,

the Division grant the relief rmequested above.

Dated: Iz [/. €7C> .




Respectfully Submitted,

HINKLE, COX, EATON, COFFIELD &
HENSLEY

3
qé <4” 2
By / 4547;f14 f’<¥

es Bruce
0 Margquette, N.W,

uite 800
Albuquerque, New Mexico 37102
(505) 768-1500

Attorneys for Applicant
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