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EXHIBIT "A" 

Attached to and made a part of that certain Operating Agreement dated May 11, 
1987, between Santa Fe Energy Operating Partners, L.P. as Operator, and CNG 
Producing Company, et a l . , as Non-Operators. 

I . Contract Area 

This Operating Agreement consists of three (3) separate and d i s t i n c t 
Contract Areas as follows: 

Contract Area "A" - T-23-S, R-31-E, N.M.P.M., Eddy County, New Mexico 
Section 34: E% 

Contract Area "A" i s lim i t e d i n depth from the surface of the 
earth down to 6485'. 

Contract Area "B" - T-23-S, R-31-E, N.M.P.M., Eddy County, New Mexico 
Section 34; 

Contract Area "B" i s l i m i t e d i n depth from the surface of the 
earth down to 6485'. 

Contract Area "C" - T-23-S, R-31-E, N.M.P.M., Eddy County, New Mexico 
Section 34: A l l 

Contract Area "C" i s li m i t e d i n depth to cover a l l r i g h t s l y i n g 
beneath 6485'. 

I I . Working Interest of Parties to This Agreement: 

Working Interest of Parties i n Contract Area "A" 

As to E/2 Section 34 above 6485' 

Working Interest Owner fa 

24.64989% 

Working Interest of Parties* 

Santa Fe Energy Operating 
Partners, L.P. 

CNG Producing Company 
Pogo Producing Company 
Florida Exploration Company 
Texas Gas Exploration Corp. 
Primary Fuels 
P W Production, Inc. 
Heathary Resources, Inc. 
Mobil Producing Texas & 
New Mexico Inc. 

30.89999% 
12.50000% 
10.26172% 
3.16728% 
2.35161% 
.5208% 
.02371% 

15.62500% 
100.00000% 

* I n the event Mobil Producing Texas & New Mexico Inc. elects to pa r t i c i p a t e 
with t h e i r working interest share. 

y ^ " Working Interest of Parties i n Contract Area "B" 

As to W/2 Section 34 above 6485' 

Working Interest Owner BP0 APO 

Santa Fe Energy Operating 34.81318% 32.35987% 
Partners, L.P. 

CNG Producing Company 22.31328% 19.85995% 
Florida Exploration Company 12.69523% 11.60476% 
Pogo Producing Company 12.50000% 12.50000% 
Texas Gas Exploration Corp. 8.91152% 8.76699% 
Primary Fuels 6.61667% 6.50938% 
PW Production Company 2.08330% 2.08330% 
Heathary Resources .06682% .06575% 
Mobil Producing Texas & NM -0- 6.25000% 
j 100.00000% 100.00000% 

OAS42-1 

£*f f 'Brrs 



As to Section 34 below 6485' 

Working Interest Owner BPO APO 

Santa Fe Energy Operating 32.12308% 27.21731% 
Partners, L.P. 

CNG Producing Company 32.12307% 27.21730% 
Florida Exploration Company 12.89035% 10.70944% 
Pogo Producing Company 12.50000% 12.50000% 
Texas Gas Exploration Corp. 5.32295% 5.03389% 
Primary Fuels 3.95215% 3.73756% 
P.W. Production Company 1.0416% 1.04160% 
Heathary Resources .04680% .04290% 
Mobil Producing Texas & NM -0- 12.50000% 

100.00000% 100.00000% 

I I I . O i l and Gas Lease Subiect to This Agreement: 

Inc. 

IV. 

Federal Lease No. 
Date of Lease: 
Lessor: 
Original Lessee: 

Description of Leasehold 
Committed to t h i s Agreement: 

Existing Overriding Royalty 
Interests: 

NM-43744 
May 1, 1981 
United States of America 
Coquina O i l Corporation, Pogo Producing 
Company, The Superior O i l Company, 
Florida Exploration Company, ACF 
Petroleum, Inc., Chessie Exploration, 

T-23-S, R-31-E, NMPM, Eddy County, NM 
Section 34: A l l 

The working interests of Florida 
Exploration Company, Texas Gas Explora­
t i o n Corporation, Primary Fuels, Inc., 
PaineWebber/Geodyne Energy Income Pro­
duction Partnership I-C and Heathary 
Resources, Inc. are possibly burdened 
with an overriding royalty i n t e r e s t of 
1.0% of 8/8ths which i s to be propor­
t i o n a t e l y reduced to the working 
in t e r e s t and net revenue int e r e s t of 
each of said parties. 

Addresses of Parties f o r Notice Purposes: 

Pogo Producing Company 
P.O. Box 10340 
Midland, Texas 79702-7340 

CNG Producing Company 
705 South Elgin 
Tulsa, Oklahoma 74120 

Mobil Producing Texas & 
New Mexico Inc. 
P.O. Box 4326 
Midland, Texas 79702 

Florida Exploration Company 
P.O. Box 2267 
Midland, Texas 79702 

Santa Fe Energy Operating 
Partners, L.P. 
500 West I l l i n o i s , Suite 500 
Midland, Texas 79701 

Texas-Gas-Exploration- Corp. 
P.O. Box 4326 
Houston, Texas 77210-4326 

Primary Fuels, Inc. 
615 Midland Towers Bldg. 
223 West Wall 
Midland, Texas 79701 

Heathary Resources, Inc. 
615 Midland Towers Bldg. 
223 West Wall 
Midland, Texas 79701 

PaineWebber/Geodyne Energy Income 
Production Partnership I-C 

320 S. Boston Ave., The Mezzanine 
Tulsa, Oklahoma 74103-3708 



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

May 13, 1987 

RE: Well Proposal 
Sterling Silver "34" Federal #1 
Section 34, T-23-S, R-31-E 
Eddy County, New Mexico 
Sterling Silver Prospect 
Carlsbad Area 

TO ADDRESSEES NAMED ON ATTACHED LIST ATTACHED HERETO 

Gentlemen: 

Santa Fe Energy Operating Partners, LP proposes to d r i l l a 15,250' Morrow 
test at a location being 1980' FNL and 660' FWL of Section 34, T-23-S, 
R-31-E, Eddy County, New Mexico. 

Mobil Producing Texas & New Mexico supported the d r i l l i n g of the Sterling 
Silver "33" Federal #2 i n the form of an Optional Farmout of t h e i r i n t e r e s t 
i n Section 34, T-23-S, R-31-E. I f a l l parties elect to pa r t i c i p a t e with 
their leasehold interest and t h e i r proportionate share of the farmout 
acreage, the working interest i n the wel l w i l l be as follows: 

(Contract Area "A")* 

As to W/2 Section 34 below 6485' 

Working Interest Owner BPO APO 

SFEOP, LP 32.12308% 27.21731% 
CNG Producing Company 32.12307% 27.21730% 
Florida Exploration Company 12.89035% 10.70944% 
Pogo Producing Company 12.50000% 12.50000% 
Texas Gas Exploration Co. 5.32295% 5.03389% 
Primary Fuels 3.95215% 3.73756% 
P. W. Production Company 1.0416% 1.04160% 
Heathary Resources .04680% .04290% 
Mobil Producing Texas & NM -0- 12.50000% 

100.00000% 100.00000% 

*DHC and/or completion cost below 6485' w i l l be shared as shown i n Contract 
Area "A". Completion cost above 6485' w i l l be shared as shown i n Contract 
Area "B". 

Permian Basin District 
500 W. Illinois 
Suite 500 
Midland. Texas 79701 
915/687-3551 

Aa .Affiliate oi Saata Fe Southern Pacific Corporation £xt/fBrr c 



To Addressees 
Page 2 
May 13, 1987 

(Contract Area "B")* 

As to W/2 Section 34 above 6485' 

Working Interest Owner BPO APO 
SFEOP, LP 34.81318% 32.35987% 
CNG Producing Company 22.31328% 19.85995% 
Florida Exploration Company 12.69523% 11.60476% 
Pogo Producing Company 12.50000% 12.50000% 
Texas Gas Exploration Co. 8.91152% 8.76699% 
Primary Fuels 6.61667% 6.50938% 
PW Production Company 2.08330% 2.08330% 
Heathary Resources .06682% .06575% 
Mobil Producing Texas & NM -0- 6.25000% 

100.00000% 100.00000% 

Enclosed i s the d r i l l i n g cost estimate i n duplicate, which we request be 
approved and returned to us, along with an executed copy of t h i s l e t t e r at 
your e a r l i e s t convenience. Also enclosed for your execution i s the proposed 
Operating Agreement. 

I f you should have any questions, please l e t me know. 

Yours t r u l y , 

SANTA FE ENERGY OPERATING PARTNERS, L.?. 
By Santa Fe Pacific Exploration Company 

as Managing General Partner 

/ G a r y Gyeetr, Landman 

cys382 
attachments 

does does not desire to 
participate i n the proposed Sterling Silver "34" Federal #1 w e l l . 

Company: 
By: 
Date: 



ADDRESS LIST 

Sterling Silver "34" #1 
Eddy County, New Mexico 

Pogo Producing Company 
P.O. Box 10340 
Midland, Texas 79702-7340 

CNG Producing Company 
705 South Elgin 
Tulsa, Oklahoma 74120 

Texas Gas Exploration Corp. 
P.O. Box 4326 
Houston, Texas 77210-4326 

PaineWebber/Geodyne Energy Income 
Production Partnership I-C 

320 South Boston Ave. 
The Mezzanine 
Tulsa, Oklahoma 74103-3708 

Florida Exploration Company 
P.O. Box 2267 
Midland, Texas 79702 

Mobil Producing Texas & New Mexi 
Inc. 

P.O. Box 4326 
Houston, Texas 77210-4326 

Primary Fuels, Inc. 
223 West Wall, Suite 615 
Midland, Texas 79701 

Heathary Resources, Inc. 
223 West Wall, Suite 615 
Midland, Texas 79701 

sbh!81 



Santa Fe Energy (derating Partners, L.R 
Santa Fe Pacific Exploration Company 
Managing General Partner 

CERTIFIED MAIL 

June 19, 1987 

PW Production Co. 
320 S. Boston Ave. 
The Mezzanine 

Tulsa, Oklahoma 74103-3708 

Attention: Mr. Earl Funk 

Re: OD-NM-617,136 
Ste r l i n g Silver "34" Federal #1 
Section 34, T-23-S, R-31-E, 
Eddy County, New Mexico 

Gentlemen: 

I n reference to our telephone conversations whereiii you advised that PW 
Production elected not to pa r t i c i p a t e i n the d r i l l i n g of the captioned w e l l , 
Santa Fe Energy Operating Partners, L.P., as Operator, request that you 
farmout your i n t e r e s t i n Section 34, to the p a r t i c i p a t i n g working i n t e r e s t 
owners under the following terms: 

1. PW Production would farmout 100% of t h e i r leasehold i n t e r e s t i n Section 
34, T-23-S, R-31-E, Eddy County, New Mexico from the surface to 100' 
below t o t a l depth d r i l l e d . 

2. PW Production would r e t a i n an overriding r o y a l t y i n t e r e s t equal to the 
difference between existing lease burdens and 25% (proportionately 
reduced), delivering a 75% NRI lease to the Farmouters. 

3. At payout of the captioned w e l l , PW Production would have the option 
to convert the retained ORRI to a 25% (proportionately reduced) working 
i n t e r e s t . 

4. PW Production would pa r t i c i p a t e i n subsequent wells under the same 
terms as i n the i n i t i a l w e l l . 

Santa Fe feels the above terms are equitable as the Mobil farmout (copy 
enclosed) on t h i s lease i s under the same general terms and the terms of 
other farmouts i n t h i s area have been s i m i l a r . 

I f the above meets with your approval, please provide a formal Farmout 
Agreement fo r the review and approval of the p a r t i c i p a t i n g working i n t e r e s t 
owners. 

Permian Basin District 
500 W. Illinois 
Suite 500 
Midland. Texas 79701 
915/687-35S1 

Aa AJUllott ol Santa F» Southmra Paeilie Corporation 



PW Production Co. -2- June 19, 1987 
Attention: Mr. Earl Funk 

Should you have any questions, please give me a c a l l . 

Sincerely, 

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

/Gary <jfre/£r\, Landman 

cc: CNG Production Company 
Pogo Producing Company 
Texas Oil & Gas Company 
Florida Exploration, Inc. 

pr l l 7 



Santa Fe Energy Ojperating Partners, L.P. 
Santa Fe Pacific Exploration Company 
Managing General Partner 

CERTIFIED MAIL J u n e 1 9» 1 9 8 7 

Heathary Resources, Inc. 
223 West Wall, Suite 615 
Midland, Texas 79701 

Attention: Ms. Ann Robey 

Re: 0D-NM-617,136 
St e r l i n g Silver "34" Federal i f l 
Section 34, T-23-S, R-31-Et 

Eddy County, New Mexico 

Gentlemen: 

In reference to your l e t t e r of June 15, 1987 and June 17, 1987, wherein you 
elected not to p a r t i c i p a t e i n the d r i l l i n g of the captioned w e l l , Santa Fe 
Energy Operating Partners, L.P., as Operator, request that you farmout your 
interest i n Section 34, to the p a r t i c i p a t i n g working i n t e r e s t owners under 
the following general terms: 

1. Primary and Heathary would farmout 100% of t h e i r leasehold i n t e r e s t i n 
Section 34, T-23-S, R-31-E, Eddy County, New Mexico from the surface to 
100' below t o t a l depth d r i l l e d . 

2. Primary and Heathary would r e t a i n an overriding r o y a l t y i n t e r e s t equal 
to the difference between existing lease burdens and 25% (propor­
t i o n a t e l y reduced) delivering a 75% NRI lease to the Farmouters. 

3. At payout of the captioned w e l l , Primary and Heathary would have the 
option tp convert the retained ORRI t o a 25% (proportionately reduced) 
working i n t e r e s t . 

4. Primary and Heathary would p a r t i c i p a t e i n subsequent wells under the 
same terms as i n the i n i t i a l w e l l . 

Santa Fe feels the above terms are equitable as the Mobil farmout on t h i s 
lease i s under the same general terms and the terms of other farmouts i n t h i s 
area have been si m i l a r . 

I f the above meets wit h your approval, please provide a formal Farmout 
Agreement f o r the review and approval of the p a r t i c i p a t i n g working i n t e r e s t 
owners. 

Permian Basin District 
500 W. Illinois 
Suite 500 
Midland. Texas 79701 
915/687-3551 

Ai Affiliate oi Santa Fe Southern Pacific Corporation 
£A-(((BIT D-x 



Primary Fuels, Inc. 
Attention: Ms. Ann Robey 

-2- June 19, 1987 

Should you have any questions, please give me a c a l l . 

Sincerely, 

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

cc: CNG Producing Company 
Pogo Producing Company 
Texas Oil & Gas Company 
Florida Exploration, Inc. 

prl l 5 



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

June 19, 1987 
CERTIFIED MAIL 

Primary Fuels, Inc. 
223 West Wall, Suite 615 
Midland, Texas 79701 

Attention: Ms. Ann Robey 

Re: OD-NM-617,136 
St e r l i n g Silver "34" Federal #1 
Section 34, T-23-S, R-31-E, 
Eddy County, New Mexico 

Gentlemen: 

In reference to your l e t t e r of June 15, 1987 and June 17, 1987, wherein you 
elected not to p a r t i c i p a t e i n the d r i l l i n g of the captioned w e l l , Santa Fe 
Energy Operating Partners, L.P., as Operator, request that you farmout your 
in t e r e s t i n Section 34, to the p a r t i c i p a t i n g working i n t e r e s t owners under 
the following general terms: 

1. Primary and Heathary would farmout 100% of t h e i r leasehold i n t e r e s t i n 
Section 34, T-23-S, R-31-E, Eddy County, New Mexico from the surface to 
100' below t o t a l depth d r i l l e d . 

2. Primary and Heathary would r e t a i n an overriding r o y a l t y i n t e r e s t equal 
to the difference between existing lease burdens and 25% (propor­
t i o n a t e l y reduced) delivering a 75% NRI lease to the Farmouters. 

3. At payout of the captioned w e l l , Primary and Heathary would have the 
option to convert the retained ORRI t o a 25% (proportionately reduced) 
working i n t e r e s t . 

4. Primary and Heathary would p a r t i c i p a t e i n subsequent wells under the 
same terms as i n the i n i t i a l w e l l . 

Santa Fe feels the above terms are equitable as the Mobil farmout on t h i s 
lease i s under the same general terms and the terms of other farmouts i n t h i s 
area have been s i m i l a r . 

I f the above meets with your approval, please provide a formal Farmout 
Agreement for the review and approval of the p a r t i c i p a t i n g working i n t e r e s t 
owners. 

Permian Basin District 
500 W. Illinois 
Suite 500 
Midland. Texas 79701 
915/687-3551 

An Allillat* ol Santa Fm Southern Pacific Corporation 



Primary Fuels, Inc.V 
Attention: Ms. Ann Robey 

-2- June 19, 1987 

Should you have any questions, please give me a c a l l . 

Sincerely, 

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

cc: CNG Producing Company 
Pogo Producing Company 
Texas Oil & Gas Company 
Florida Exploration, Inc. 

prl l 5 



Pogo Producing Company 
Western Division 

600 Unired Dank Building • Posr Office Oox 10040 • Midland, Texas 79702-7340 • °15/662-6622 

WAS CA 
TP NG 
DB MS 
VDD DRFT 
>r DF 
UB EFW 
sb 

JUL 6 - 1987 
LAND DL'tr. 
MIDLAND, TX 

July 2, 1987 

Santa Fe Energy Operating Partners, L.P. 
500 West I l l i n o i s , Suite 500 
Midland, Texas 79701 

Attention: Mr. Gary Green 

Re: Operating Agreement covering 
Section 34, T-23-S, R-31-E 
Eddy County, New Mexico 

Gentlemen: 

Reference is made to your letter dated May 13, 1987 whereby you transmitted 
Santa Fe's proposed AFE for the captioned well together with your proposed 
Operating Agreement covering Section 34, T-23-S, R-31-E, Eddy County, New 
Mexico. By Pogo's letter dated June 25, 1987, you were advised of Pogo's desire 
to participate in this well subject to our approval of your AFE and the nego­
tiation of a mutually acceptable Operating Agreement. 

With regard to Santa Fe's proposed Operating Agreement, Pogo offers the 
following comments and suggested revisions: 

1. I t appears to us that i t is your intention that Option No. 2 of Article 
VII.D. (Limitation of Expenditures) should be applicable. In this 
regard, we suggest that you place an "x" in the box on Line 4 of Page 10 
to signify that Option No. 2 shall apply. 

2. We suggest that the following sentence be added to the end of Article 
XV.I.l. (Regulatory Provisions - Gaseous Hydrocarbons): "However, not­
withstanding the foregoing, each Non-Operator shall have the right upon 
giving Operator advance notice of such Non-Operator's intention to f i l e 
and prosecute on its own behalf applications for determination of well 
pricing qualifications under the Natural Gas Policy Act of 1978 and to 
make interim collection filings with respect to such Non-Operator's 
interest. If any Non-Operator prosecutes applications on its own 
behalf, none of the costs incurred by Operator for counsel, experts or 
any other expenses relating to applications for determination shall be 
charged to any Non-Operator who prosecutes such applications on its own 
behalf." 



4 

Santa Fe Energy Operating Partners, L.P. 
July 2, 1987 
Page 2 

3. Pogo requests that Article XV.N. (Commencement of Drilling Prior to 
Title Examination) be deleted in its entirety. Since Santa Fe has 
already obtained a t i t l e opinion covering all of Section 34, T-23-S, 
R-31-E, we do not believe that these provisions are necessary. 

4. Pogo requests that all of the provisions of Article XV.0. (Overhead Rate 
Adjustment Provisions) be deleted in their entirety. We believe the 
1984 Copas Accounting Procedure attached as Exhibit "C" to the Operating 
Agreement adequately governs the administration of overhead rates. 

5. On the face of the Operating Agreement you have indicated that same is 
dated May 11, 1987. In addition, all of the Exhibits attached to the 
Operating Agreement bear a date of May 11, 1987; however, the execution 
page (Article XVI. on Page 15) indicates that the Agreement shall be 
effective as of May 15, 1987. We suggest that the date of the Agreement 
and the effective date of this document be one and the same date. 

6. With respect to the 1984 Copas Accounting Procedure (which is attached 
as Exhibit "C"), we recommend that Article I l l . l . i i . (Page 4) be marked 
to indicate that the salaries, wages and Personal Expenses of Technical 
Employees, etc. directly employed on the Joint Property "shall not be 
covered by the overhead rates". In addition, we ask that Article 
I I I . 1 . i i i . be changed to indicate that the salaries, wages and Personal 
Expenses of Technical Employees, etc. assigned to and directly employed 
in the operation of the Joint Property "shall be covered by the overhead 
rates". 

I f the foregoing changes are acceptable, please make the necessary addi­
tions and revisions and furnish all parties with the appropriate substitute 
pages for inclusion into the Operating Agreement. Upon receipt of the revised 
pages, we will thereafter execute and return the signature page for the 
Agreement together with one fully executed copy of the AFE for the Sterling 
Silver "34" Federal No. 1. 

Thank you for your assistance. Should you have any questions, please con­
tact us. 

Yours very truly, 

POGO PRODUCING COMPANY 

JAC:bt 



OD-NM-617,080 

A.A.P.L. FQRJVL610-1982 

MODEL FORM OPERATING AGREEMENT 

Sterling Silver "33" #1 & 2 Wells 

OPERATING AGREEMENT 

DATED 

June 16 i 9 86 

OPERATOR Santa Fe Energy Operating Partners, L.P. 

CONTRACT AREA A l l of Section 33, T-23-S, R-31-E, N.M.P.M. 

COUNTY 0$^¥M¥$8XOF Eddy STATE OF New Mexico 

COPYRIGHT 1982 — ALL RIGHTS RESERVED 
AMERICAN ASSOCIATION OF PETROLEUM 
LANDMEN. 2408 CONTINENTAL LIFE BUILDING. 
FORT WORTH. TEXAS, 76102. APPROVED FORM. 
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT 

GUIDANCE IN THE PREPARATION OF THIS AGREEMENT: 

1. Title Page - Fill in blanks as applicable. 

2. Preamble, Page 1 - Enter name of Operator. 

3. Article II - Exhibits: 
(a) Indicate Exhibits to be attached. 
(b) If it is desired that no reference be made to non-discrimination, the reference to Exhibit " F " should be deleted. 

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

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

6. Article IV.B. - Loss of Title - If "Joint Loss" of Title is desired, the following changes should be made: 
(a) Delete Articles IV.B.l and IV.B.2. 
(b) Article IV.B.3 - Delete phrase "other than those set forth in Articles IV.B.l and IV.B.2 above." 

(c) Article VII.E. - Change reference at end of the first grammatical paragraph from "Article IV.B.2" to "Article IV.B.3." 
(d) Article X. - Add as the concluding sentence - " A l l claims or suits involving title to any interest subject to this agreement shall be 

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

7. Article V - Operator - Enter name of Operator. 

8. Article VI.A - Initial Well: 
(a) Date of commencement of drilling. 
(b) Location of well. 
(c) Obligation depth. 

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

10. Article VI.C. - Taking Production in Kind - If a Gas Balancing Agreement is not in existence nor attached hereto as Exhibit "E" , then use 
Alternate Page 8. 

11. Article VII.D.l. - Limitation of Expenditures - Select option as agreed to by parties. 

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

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

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

15. Article XIII. - Term of Agreement: 
(a) Select Option as agreed to by parties. 
(b) If Option No. 2 is selected, enter agreed number of days in two (2) blanks. 

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

17. Signature Page - Enter effective date. 
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! OPERATING AGREEMENT 

3 THIS AGREEMENT, entered into by and between San ta Fe Energy O p e r a t i n g P a r t n e r s , L . P . 

^ ; [ : \ , hereinafter designated and 

5 referred to as "Operator", and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein 

6 as "Non-Operator", and collectively as "Non-Operators". 

7 

g WITNESSETH: 

9 

10 WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in 

11 Exhibit " A " , and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the 

12 production of oil and gas to the extent and as hereinafter provided, 

13 

14 NOW, THEREFORE, it is agreed as follows: 

15 
16 ARTICLE I . 
17 DEFINITIONS 
18 
19 As used in this agreement, the following words and terms shall have the meanings here ascribed to them: 
20 A. The term "oil and gas" shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons 
21 and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated. 
22 B. The terms "oil and gas lease", "lease" and "leasehold" shall mean the oil and gas leases covering tracts of land 
23 lying within the Contract Area which are owned by the parties to this agreement. 
24 C. The term "oil and gas interests" .shall mean unleased fee and mineral interests in tracts of land lying within the 
25 Contract Area which are owned by parties to this agreement. 
26 D. The term "Contract Area" shall mean all of the lands, oil and gas leasehold interests and oil and gas interests intended to be 
27 developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehold interests and oil and gas interests 
28 are described in Exhibit " A " . 
29 E. The term "drilling unit" shall mean the area fixed for the drilling of one well by order or rule of any state or 
30 federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-
31 ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drilling Parties. 
32 F. The term "drillsite" shall mean the oil and gas lease or interest on which a proposed well is to be located. 
33 G. The terms "Drilling Party" and "Consenting Party" shall mean a party who agrees to join in and pay its share of the cost of 
34 any operation conducted under the provisions of this agreement. 
35 H. The terms "Non-Drilling Party" and "Non-Consenting Party" shall mean a party who elects not to participate 
36 in a proposed operation. 
37 
38 Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the 
39 singular, and the neuter gender includes the masculine and the feminine. 
40 
41 ARTICLE I I . 
42 EXHIBITS 
43 
44 The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof: 
45 S A. Exhibit " A " , shall include the following information: 
46 (1) Identification of lands subject to this agreement, 
47 (2) Restrictions, if any, as to depths, formations, or substances, 
48 (3) Percentages or fractional interests of parties to this agreement, 
49 (4) Oil and gas leases and/or oil and gas interests subject to this agreement, 
50 (5) Addresses of parties for notice purposes. 
51 • B. Exhibit " B " , Form of Lease> 
52 E3 C. Exhibit "C" , Accounting Procedure. 
53 S D. Exhibit " D " , Insurance. 
54 S3 E. Exhibit " E " , Gas Balancing Agreement. 
55 S F. Exhibit "F" , Non-Discrimination and Certification of Non-Segregated Facilities. 
56 S G. Exhibit " G " , Tax Partnership. 
57 If any provision of any exhibit, except Exhibits " E " and " G " , is inconsistent with any provision contained in the body 
58 of this agreement, the provisions in the body of this agreement shall prevail. 

59 / . 
60 
61 
62 
63 

64 . v V " . ; U 
65 
66 );\ ' 
67 HI -xs\i:> 
68 ^;:-:.::^v-:*jfli .• 
69 
70 
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, ARTICLE I I I . 
2 INTERESTS OF PARTIES 

3 

4 A. Oil and Gas Interests: 

5 
6 If any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement 
7 and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit " B " , and the owner thereof 

8 shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee thereunder. 

9 

10 B. Interests of Parties in Costs and Production: 

11 
12 Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and 
13 paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by the parties as their interests are set 
14 forth in Exhibit " A " . In the same manner, the parties shall also own all production of oil and gas from the Contract Area subject to the 
15 payment of royalties to the extent of l / 8 t h o f 8 / 8 t h s which shall be borne as hereinafter set forth. 
16 
17 Regardless of which party has contributed the lease(s) and/or oil and gas interests) hereto on which royalty is due and 
18 payable, each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pay or deliver, or 
19 cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the 
20 other parties free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received 
21 by such party, to any other party's lessor or royalty owner, and if any such other party's lessor or royalty owner should demand and 
22 receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional royalty burden attributable to 
23 such higher price. 
24 

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

26 
27 C. Excess Royalties, Overriding Royalties and Other Payments: 
28 
29 Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to any royalty, 
30 overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article III.B., such party so 
31 burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from any 

32 and all claims and demands for payment asserted by owners of such excess burden. 

33 
34 D. Subsequently Created Interests: 
35 
36 If any party should hereafter create an overriding royalty, production payment or other burden payable out of production 
37 attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit " A " , or 
38 was not disclosed in writing to all other parties prior to the execution of this agreement by all parties, or is not a jointly acknowledged and 
39 accepted obligation of all parties (any such interest being hereinafter referred to as "subsequently created interest" irrespective of the 
40 timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred 

41 to as "burdened party"), and: 

42 
43 1. If the burdened party is required under this agreement to assign or relinquish to any other party, or parties, all or a portion 
44 of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assignment and/or 
45 production free and clear of said subsequently created interest and the burdened party shall indemnify and save said other party, 
46 or parties, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest; 

47 and, 

48 
49 2. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, aU provisions of Article VII.B. shall be 
50 enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of 

51 the burdened party. 

52 
53 ARTICLE IV. 
54 TITLES 
55 
56 A. Title Examination: 
57 
58 Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations or, if 
59 the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned to be includ-
60 ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, overriding 
61 royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases and/or oil and 
62 gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status 
63 reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the possession of or 
64 made available to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator. Operator shall 
65 cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be furnished to each party 
66 hereto. The cost incurred by Operator in this title program shall be borne as follows: 
67 ' , 
68 B—Option No. 1; Costs incurred by Operator in procuring abstracts and lilla examination (including preliminary, wpplfmmUfli 
69 shut-in gas royalty opinions and division order titl" npjninnO *hill hn i | f iln- inlmliiMr ^ . . f r n f 1 f j ^ p r ^ . j ^ j n Exhibit " C ' V l 
70 ami tlull nm Iv a Jiruit charge*! whether performed by Operator's staff attorneys or by outside attorncyo. . . t - .-i :.< .. : «» i . . . a. % i 
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ARTICLE IV 
continued 

1 (29 Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys for title examination 
2 (including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) shall be borne by the Drilling Parties 
3 in the proportion that the interest of each Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Ex-
4 hibit " A " . Operator shall make no charge for services rendered by its staff attorneys or other personnel in the performance of the above 

5 functions. 
6 
7 Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection 
8 with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooling 
9 designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders. 

10 This shall not prevent any party from appearing on its own behalf at any such hearing. 
11 
12 No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit has been examined as above 
13 provided, and (2) the title has been approved by the examining attorney or title has been accepted by all of the parties who are to par-
14 ticipate in the drilling of the well. 
15 
16 B. Loss of Title: 
17 
18 1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss results in a 
19 reduction of interest from that shown on Exhibit " A " , the party contributing the affected lease or interest shall have ninety (90) days 
20 from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisi-
21 tion will not be subject to Article VIII.B., and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining oil 
22 and gas leases and interests: and, 
23 (a) The party whose oil and gas lease or interest is affected by the title failure shall bear alone the entire loss and it shall not be 
24 entitled to recover from Operator or the other parties any development or operating costs which it may have theretofore paid or incurred, 
25 but there shall be no additional liability on its part to the other parties hereto by reason of such title failure; 
26 (b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest which has 
27 been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finally that title failure has oc-
28 curred, so that the interest of the party whose lease or interest is affected by the title failure will thereafter be reduced in the Contract 
29 Area by the amount of the interest lost; 
30 (c) If the proportionate interest of the other parties hereto in any producing well theretofore drilled on the Contract Area is 
31 increased by reason of the title failure, the party whose title has failed shall receive the proceeds attributable to the increase in such in-
32 terest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such 
33 well; 
34 (d) Should any person not a party to this agreement, who is determined to be the owner of any interest in the title which has 
35 failed, pay in any manner any part of the cost of operation, development, or equipment, such amount shall be paid to the party or parties 
36 who bore the costs which are so refunded; 

37 (e) Any liability to account to a third party for prior production of oil and gas which arises by reason of title failure shall be 
38 borne by the party or parties whose title failed in the same proportions in which they shared in such prior production; and, 
39 (f) No charge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense of the interest 
40 claimed by any party hereto, it being the intention of the parties hereto that each shall defend title to its interest and bear all expenses in 
41 connection therewith. 
42 
43 2. Loss by Non-Payment or Erroneous Payment of Amount Due: If, through mistake or oversight, any rental, shut-in well 
44 payment, minimum royalty or royalty payment, is not paid or is erroneously paid, and as a result a lease or interest therein terminates, 
45 there shall be no monetary liability against the party who failed to make such payment. Unless the party who failed to make the required 
46 payment secures a new lease covering the same interest within ninety (90) days from the discovery of the failure to make proper payment, 
47 which acquisition will not be subject to Article VIH.B., the interests of the parties shall be revised on an acreage basis, effective as of the 
48 date of termination of the lease involved, and the party who failed to make proper payment will no longer be credited with an interest in 
49 the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who failed to make the 
50 required payment shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas attributable to 
51 the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest, it 
52 shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilled 
53 or wells previously abandoned) from so much of the following as is necessary to effect reimbursement: 
54 (a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost interest, on an acreage basis, 
55 up to the amount of unrecovered costs; 
56 (b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an acreage basis, of that portion of 
57 oil and gas thereafter produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of such lease 
58 termination, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said 
59 portion of the oil and gas to be contributed by the other parties in proportion to their respective interests; and, ^ 
60 (c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is. or becomes, the owner of the interest 
61 lost, for the privilege of participating in the Contract Area or becoming a party to this agreement. ,^ 
62 Of t i t l e -1-
63 3. Other Losses: All losses/incurred, other than those set forth in Articles IV.B.l. and IV.B.2. above, shall be joint'losses 
64 and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining portion of 
65 the Contract Area. . j _ '. 
66 

68 
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j ARTICLE V. 

2 OPERATOR 

3 

4 A. Designation and Responsibilities of Operator: 

5 

^ Santa Fe Energy O p e r a t i n g P a r t n e r s . L . P . shall be the 
7 Operator of the Contract Area, and shall conduct and direct and have full control of all operations on the Contract Area as permitted and 
8 required by, and within the limits of this agreement. It shall conduct all such operations in a good and workmanlike manner, but it shall 
9 have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross 

10 negligence or willful misconduct. 
11 

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

13 
14 1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators. 
15 If Operator terminates ' " ^ e ^ c e ^ ^ ^ r a w ^ B ^ f O ^ ^ ^ c f f c ^ r S S H ^ e 1 teflr V m & W & f f i ^ T & S W 3 5 

16 Operator, Operator shall be deemed to have resigned without any action by Non-Operators/except the selection of a successor. Operator 
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 the 
18 affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit " A " remaining 
19 after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock A.M. on the 
20 first day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator or action 
21 by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier 
22 date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor-
23 porate name or structure of Operator or transfer of Operator's interest to any single subsidiary, parent or successor corporation shall not 
24 be the basis for removal of Operator. *becomes b a n k r u p t , i n s o l v e n t , o r i s p l a c e d i n r e c e i v e r s h i p 
25 
26 2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by 
27 the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successor 
28 Operator is selected. The successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest 
29 based on ownership as shown on Exhibit " A " ; provided, however, if an Operator which has been removed fails to vote or votes only to 
30 succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based 
31 on ownership as shown on Exhibit " A " remaining after excluding the voting interest of the Operator that was removed. 

32 

33 C. Employees: 
34 
35 The number of employees used by Operator in conducting operations hereunder, their selection, and the hours of labor and the 
36 compensation for services performed shall be determined by Operator, and all such employees shall be the employees of Operator. 
37 
38 D. Drilling Contracts: 
39 
40 All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the area. If it so 
41 desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing 
42 rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced, and 
43 such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in-
44 dependent contractors who are doing work of a similar nature. 
45 

46 
47 
48 
49 ARTICLE V I . 

50 DRILLING AND DEVELOPMENT 
51 

52 A. Initial Well: 

53 
54 On or before the 3 1 s t Hay of J u l v , 19 86 , Operator shall commence the drilling of a well for 
55 oil and gas at the following location: 
56 
57 NW/4 Section 33, T-23-S, R-31-E, Eddy County, New Mexico 
58 
59 f r 
60 and shall thereafter continue the drilling of the well with due diligence to a d e p t h o f 1 5 , 4 0 0 ' o r t o a d e q u a t e l y 
61 test the Morrow Formation, whichever i s lesser, rp 

63 
6 4 . . ' - ! - ! 
65 unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling impractical, is en-
66 countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth x ' ~ ^ ~ < M 
67 0\ . M\ 
68 Operator shall make reasonable tests of aU formations encountered during drilling which give indication of containing oil and 
69 gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or formation?, in which 
70 event Operator shall be required to test only the formation or formations to which this agreement may apply. *>»i^Ut<j#»^^, 

. . • , . \ i ; t , i i . l . i ' , v . i *• , .-.raituitA 

• - t>*#v. A-.A-,, .1 >'••'•.•>.?«l^ndry* 
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ARTICLE VI 
continued 

1 If, in Operator's judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug and abandon the 

2 weU as' a dry hole, the provisions of Article Vl.E.l. shall thereafter apply. 

3 
4 
5 . 

6 B. Subsequent Operations: 
7 
8 1 Proposed Operations: Should any party hereto desire to drill any well on the Contraa Area other than the well provided 
9 { o r ; n Article VI.A., or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well joindy owned by all 

10 the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the 
11 other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
12 tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice 
13 within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. If a drill-
14 ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shall be 
15 limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such notice to reply within 
16 the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or 
17 response given by telephone shall be promptly confirmed in writing. 
18 
19 
20 
21 If all parties elect to participate in such a proposed operation, Operator shall, within ninety (90) days after expiration of the notice 
22 period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on loca-
23 tion, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
24 

ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties, 
25 for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain 
26 permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
27 amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article X I , if the 
28 actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and 
29 if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-
30 dance with the provisions hereof as if no prior proposal had been made. 
31 
32 

33 

34 2. Operations by Less than All Parties: If any party receiving such notice as provided in Article VI.B.1. or VII.D.l. (Option 
35 No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties 
36 giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration of 
37 the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is 
38 on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all 
39 work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is 
40 a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
41 tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
42 senting Parties, when conducting operations on the Contract Area pursuant to this Article VI.B.2., shall comply with all terms and con-
43 ditions of this agreement. 
44 
45 
46 
47 If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable 
48 notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as 
49 to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours 
50 (exclusive of Saturdaŷ  Sunday and legal holiday^ after receipt of such notice, shall advise the proposing party of its desire to (a) limit par-
51 ticipation to such party's interest as shown on Exhibit " A " or (b) carry its proportionate part of Non-Consenting Parties* interests, and 
52 failure to advise the proposing party shall be deemed an election under (a). In the event a drilling rig is on location, the time permitted for 
53 such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party, 
54 at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decision 
55 
56 
57 
58 The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have 
59 elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such 
60 
61 
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operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties. 
If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their 

62 sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article results in a pro-
63 ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cost arid risk. 
64 
65 
66 
67 
68 
69 
70 
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1 and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenting Par-
2 ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties 
3 in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to have relinquished to Consenting Parties, 
4 and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenting 
5 Party's interest in the well and share of production therefrom until the proceeds of the sale of such share, calculated at the well, or 
6 market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in-
7 terests not excepted by Article III.D. payable out of or measured by the production from such well accruing with respect to such interest 

8 until it reverts) shall equal the total of the following: 

9 
10 
11 
12 (a) 100% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment beyond the wellhead 
13 connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such 
14 Non-Consenting Party's share of the cost of operation of the well commencing with first production and continuing until each such Non-
15 Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
16 Consenting Party's share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting 
17 Party had it participated in the well from the beginning of the operations; and 
18 
19 
20 
21 lb) 300 % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing, 
22 after deducting any cash contributions received under Article VIII.C, and 300 % 0 f that portion of the cost of newly acquired equip-
23 ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had 

24 participated therein. 

25 
26 
27 
28 An election not to participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-
29 working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is 
30 conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment account. Any such 
31 reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well 
32 and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of 
33 the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. If 
34 such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VLB. shall be ap-
35 plicable as between said Consenting Parties in said well. 
36 
37 
38 
39 During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share of production, or the 
40 proceeds therefrom. Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other 
41 taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party's share of production not excepted by Ar-

42 tide Ill.D. 

43 
44 
45 
46 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use, free 
47 of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon 
48 abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip-
49 ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage. 
50 
51 
52 
53 Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the 
54 Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the well, and an 
55 itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, at its 
56 option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill-
57 ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the 
58 operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-
59 curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amount of proceeds 
60 realized from the sale of the well's working interest production during the preceding month—Jn determining the quantity of oil and gas 
61 produced during any month. Consenting Parties shall use industry accepted methods such as, but not limited to, metering or periodic 
62 well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such operation 
63 which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unremitted costs 
64 of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revert to it as 
65 above provided; and if there is a credit balance, it shall be paid to such Non-Consenting Party. 
66 
67 . V— 
68 .:. i :-j v\ 

69 r 
70 ft\, 
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1 If and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amounts provided for above, 
2 the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and after such reversion, such Non-
3 Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production 
4 therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging 
5 back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of 

6 the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto. 

7 

8 . -

9 
10 Notwithstanding the provisions of this Article VI.B.2., it is agreed that without the mutual consent of all parties, no wells shall 
11 be completed in or produced from a source of supply from which a well located elsewhere on the Contract Area is producing, unless such 

12 well conforms to the then-existing well spacing pattern for such source of supply. 

13 

14 
15 
16 The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VI.A. 
17 except (a) as to Article VII.D.1. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well 
18 after it has been drilled to the depth specified in Article VI.A. if it shall thereafter prove to be a dry hole or, if initially completed for pro-
19 duction, ceases to produce in paying quantities. 
20 
21 
22 
23 3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been 
24 completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party's notice proposing a 
25 reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-
26 ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever 
27 first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-
28 matical paragraph of Article VI.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequently 
29 withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion 
30 each Consenting Party's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all Consenting Par-
31 ties. 
32 
33 
34 
35 4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a "deepening" operation shall 
36 also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole 
37 location (herein called "sidetracking"), unless done to straighten the hole or to drill around junk in the hole or because of other 
38 mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the 
39 affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share (equal 
40 to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows: 
41 
42 
43 
44 (a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in 
45 the initial drilling of the well down to the depth at which the sidetracking operation is initiated. 
46 
47 
48 
49 (b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's 
50 salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the 
51 provisions of Exhibit "C" , less the estimated cost of salvaging and the estimated cost of plugging and abandoning. 
52 
53 
54 
55 In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period 
56 shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and 
57 receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for aU stand-by time 
58 incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice, stand-
59 by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each electing par-
60 ty's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all the electing parties. In all other in-
61 stances the response period to a proposal for sidetracking shall be limited to thirty (30) days. JI' 
62 f<-
63 & 
64 --j 

65 C. TAKING PRODUCTION IN KIND: T : 
66 , jf/; 
67 Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced from the "Contract Area, 
68 exclusive of production which may be used in development and producing operations and in preparing and treating" oil and gas for 
69 marketing purposes and produaion unavoidably lost. Any extra expenditure incurred in the taking in kind or separate disposition by any 
70 party of its proportionate share of the production shall be borne by such party. Any party taking its share of produaion in kind shall be 

^.^.»Tf~~lir.,- :r?ti:W— 
i . „ t * . i \ :.;» •»• : . | • i : ^ i Q i t t a 
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1 required to pay for only its proportionate share of such part of Operator's surface facilities which it uses. 

2 
3 Each party shall execute such division orders and contracts as may be n'xessary for the sale of it.t interest in production from 
4 the Contract Area, and, except as provided in Article VII.B., shall be entitled to receive payment directly from the purchaser thereof for 

5 its share of all production. 
6 
7 In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of 
8 the oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the party owning it, but not 
9 the obligation, to purchase such oil or sell it to others at an\time and from time to time, for the account of the non-taking partv at the 

g feassnably obtainable under the circumstances L 1 1 L ,. , 
10 best price/obtainabU; in the area tor such production. Any such purchase or sale by Operator shall be subject always to the right of the 
11 owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of all oil not previously 
12 delivered to a purchaser. Any purchase or sale by Operator of any other party's share of oil shall be only for such reasonable periods of 
13 time as are consistent with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess 
14 of one (1) year. 
15 
16 In the event one or more parties' separate disposition oi its share of the gas causes split-stream deliveries to separate pipelines and/or 
17 deliveries which on a day-to-day basis for any reason are not exactly equal to a party's respective proportionate share of total gas sales to 
18 be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing 

19 agreement between the parties hereto, whether such an agreement is attached as Exhibit "E" , or is a separate agreement. 

20 
21 D. Access to Contract Area and Information: 
22 
23 Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations, 
24 and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator's books 
25 and records relating thereto. Operator, upon request, shall furnish each of the other parties with copies of all forms or reports filed with 
26 governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of 
27 each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost of 
28 gathering and furnishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator that re-
29 quests the information. 
30 
31 E. Abandonment of Wells: 
32 
33 1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VI.B.2., any well which has been 
34 drilled or deepened under the terms of this-agreement and is proyosed to. be, completed as-i drv hole shall not be plugged and abandoned „ ., , such . .participating ih the drilling of such well *b 

i ) without the consent ot «4-parties./should Operator, alter diligent ettort, be unable to contact any party, or should any party fail to reply 
36 within forty-eight (48) hours (exclusive of Saturday, Sunday nnd legal holidays) after receipt of notice of the proposal to plug and abandon 
37 such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in 
38 accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening 
39 such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further 
40 operations in search of oil and/or gas subject to the provisions of Article VLB. 
41 

42 2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted 
43 hereunder for which the Consenting Parties have not been fully rdmbjjrsed as herein, provided, anv well which has been ̂ completed as ;a ^ 
44 producer shall not be plugged and abandoned without the consent of-aH parties/fi^S^a?r^saonsro?tbesutri d|a\foonme?it", tr^e^ell^att W G 

45 be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense o f W e parties hereto. If, within 
46 thirty (30) days after receipt of notice of the proposed abandonment of any welf?S£parties do not agree to the abandonment of such well, 
47 
48 

49 Exhibit "C" , less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall assign 
50 the non-abandoning parties, without warranty, express or implied, as to tide or as to quantity, or fitness for use of the equipment and 
51 material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to, but only as to, the in-
52 terval or intervals of the formation or formations then open to production. If the interest of the abandoning party is or includes an oil and 
53 gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the interval or in-
54 tervals of the formation or formations then open to produaion, for a term of one (1) year and so long thereafter as oil and/or gas is pro-
55 duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit 
56 
57 
58 
59 
60 
61 
62 
63 
64 •. 
65 "J. 
66 ... :.; 
67 ; - - . M 
68 
69 ~» : 
70 

those wishing.to continue.its operation from the ir.terval(s)£f^the formation(s) then open to production shall tender to each of the other 
parties /K^propor§oriate weirs sal̂ aDie material and equipment, determined in accordance with the provisions of 
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1 " B " . The assignments or leases so limited shall encompass the "drilling unit" upon which the well is located. The payments by, and the 
2 assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respective percentage of participation in the 

• 3 Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of 
4 interests in the remaining portion of the Contract Area. 

5 
6 Thereafter, abandoning parties shall have no further responsibility", liability, or interest in the operation of or production from 
7 the well in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon re-
8 quest Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
9 templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned 

10 well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to 
11 repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-
12 visions hereof. 
13 
14 3. Abandonment of Non-Consent Operations: The provisions of Article VI.E.l. or VI.E.2. above shall be applicable as between 
15 Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no well shall be 
16 permanently plugged and abandoned unless and until all parties having the right to conduct further operations therein have been notified 
17 of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article 
18 VI.E. 
19 
20 ARTICLE V I I . 

21 EXPENDITURES AND LIABILITY OF PARTIES 
22 

23 A. Liability of Parties: 
24 

25 The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and 
26 shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the liens granted 
27 among the parties in Article Vll.B. are given to secure only the debts of each severally. It is not the intention of the parties to create, nor 
28 shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partners. 
29 
30 B. Liens and Payment Defaults: 
31 
32 Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share 
33 of oil and/or gas when extracted and its interest in all equipment, to secure payment of its share of expense, together with interest thereon 
34 at the rate provided in Exhibit "C". To the extent that Operator has a security interest under the Uniform Commercial Code of the 
35 state, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
36 taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien 
37 rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share 
38 of expense, Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from 
39 the sale of such Non-Operator's share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each 
40 purchaser shall be entitled to rely upon Operator's written statement concerning the amount of any default. Operator grants a like lien 
41 and security interest to the Non-Operators to secure payment of Operator's proportionate share of expense. 
42 
43 If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therefor by 
44 Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that 
45 the interest of each such party bears to the interest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain 
46 reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph. 
47 

48 C. Payments and Accounting: 
49 
50 Except as herein otherwise specifically provided, Operator shall promptly pay and discharge expenses incurred in the development 
51 and operation of the Contraa Area pursuant to this agreement and shall charge each of the parties hereto with their respective piropor-
52 donate shares upon the expense basis provided in Exhibit "C" . Operator shall keep an accurate record of the joint account hereunder, 
53 showing expenses incurred and charges and credits made and received. 
54 

55 Operator, at its eleaion, shall have the right from time to time to demand and receive from the other parties payment in advance 
56 of their respeaive shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding 
57 month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together 
58 with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted 
59 on or before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimate within 
60 fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, the amount 
61 due shall bear interest as provided in Exhibit " C " until paid. Proper adjustment shall be made monthly between advances and actual ex-
62 pense to the end that each party shall bear and pay its proportionate share of aaual expenses incurred, and no more. ! 

63 
64 D. Limitation of Expenditures: 

65 IT.! 
66 1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well drilled or deepened 
67 pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the drilling or deepening shall include: '• 
68 7. i'l ):\ 
69 
70 
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1 l~l Option Mo. 1: All nocomry p-p^ndiuirw f™" t h c drilling™ dwpwinij, testing, completing and equippinu of \\\? mi l , ^ ' " ^ " n 

2 neomary unkagg -mii/or in f fm fn ilnn1— 

3 
4 3 Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its 
5 authorized depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shall give immediate notice 

6 to the Non-Operators who have^right to.partkipgte ̂ ^ n ^ P a l r " i ^ s 1 " 6 p a r t i e s r e c e i v i n 8 s u c h n o t i c e s h a U h a v e {°»y-eight 
7 (48) lkjui^t^imiuvc oT^uifpMyi s..JT.y •.nrTTnn-irbnliTl̂ ifMn which to elect to participate in the setting of casing and the completion at-
8 tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in-
9 eluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shall 

10 constitute an election by that party not to participate in the cost of the completion attempt. If one or more, but less than all of the parties, 
11 elect to set pipe and to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase "reworking, deepening or plugging 
12 back" as contained in Article VI.B.2. shall be deemed to include "completing") shall apply to the operations thereafter conducted by less 

13 than all parties. 

14 
15 2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except a well reworked or 
16 plugged back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the reworking or plugging back of a well shall 
17 include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage 

18 and/or surface facilities. 

19 
20 3. Other Operations: Without the consent of all parties, Operator shall not undertake any single project reasonably estimated 
21 to require an expenditure in excess of Twenty Thousand and n o / 1 0 0 Dollars (% 20 ,000 . 00 ) 
22 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been 
23 previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden 
24 emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are required 
25 to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other 
26 parties. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operator so requesting 
27 an information copy thereof for any single project costing in excess nf Twenty Thousand and n o / 1 0 0 
28 Dollars (s20, 0 0 0 . 00 ) but less than the amount first set forth above in this paragraph. 
29 
30 E. Rentals, Shut-in Well Payments and Minimum Royalties: 

31 
32 Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the 
33 party or parties who subjected such lease to this agreement at its or their expense. In the event two or more parties own and have con-
34 tributed interests in the same lease to this agreement, such parties may designate one of such parties to make said payments for and on 
35 behalf of all such parties. Any party may request, and shall be entitled to receive, proper evidence of all such payments. In the event of 
36 failure to make proper payment of any rental, shut-in well payment or minimum royalty through mistake or oversight where such pay-
37 ment is required to continue the lease in force, any loss which results from such non-payment shall be borne in accordance with the pro-

38 visions of Article IV.B.2. 

39 
40 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production 
41 of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by 
42 circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify 
43 Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment 

44 shall be borne jointly by the parties hereto under the provisions of Article IV.B.3. 

45 

46 F. Taxes: 

47 
48 Beginning with the first calendar year after the effective date hereof. Operator shall render for ad valorem taxation all property 
49 subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they 
50 become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not 
51 be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
52 Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over-
53 riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or 
54 owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-
55 tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party's working interest, then notwithstanding 
56 anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax 
57 value generated by each party's working interest. Operator shall bill the other parties for their proportionate shares of all tax payments in 
58 the manner provided in Exhibit "C". 
59 ^ 
60 If Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time and .manner 
61 prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to final deter-
62 mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such taxes and any 
63 interest and penalty. When any such protested assessment shall have been finally determined. Operator shall pay the tax for the joint ac-
64 count, together with any interest and penalty accrued, and the total cost shall then be assessed against the parties, and be paid by them, as 
65 provided in Exhibit "C" . ' f t 

rrrJ 
6 6 , . r T ~ - . ! ^ ^ j 

67 Each party shall pay or cause to be paid all produaion, severance, excise, gathering and other taxes imposed upon or.with.respea to 
68 the produaion or handling of such party's share of oil and/or gas produced under the terms of this agreement. ; \[ \ \'\ 
69 *including excise and crude o i l Windfall P r o f i t taxes j,' jn/Vy 
70 S^-r-V^rt* 
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ARTICLE VII 

continued 

I G. Insurance: 
2 
3 At all times while operations are conducted hereunder, Operator shall comply with the workmen's compensation law of 
4 the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com-
5 pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit "C" . Operator shall 
6 also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit ' ' D " , attached to and made a part 
7 hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensation 
8 law of the state where the operations are being conducted and to maintain such other insurance as Operator may require. 

9 
10 In the event automobile public liability insurance is specified in said Exhibit " D " , or subsequently receives the approval of the 

I I parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's automotive equipment. 

12 
13 ARTICLE V I I I . 
14 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 
15 
16 A. Surrender of Leases: 
17 
18 The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered ia whole 
19 or in part unless all parties consent thereto. 

20 
21 However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not 
22 agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of tide, all of its interest in 
23 such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production 
24 thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
25 terest, the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering 
26 such oil and gas interest for a term of one (1) year and so long thereafter as oil and/or gas is produced from the land covered thereby, such 
27 lease to be on the form attached hereto as Exhibit " B " . Upon such assignment or lease, the assigning party shall be relieved from all 
28 obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well 
29 attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-
30 duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the 
31 party assignor or lessor the reasonable salvage value of the latter's interest in any wells and equipment attributable to the assigned or leas-
32 ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit "C" , less the estimated cost of 
33 salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest 

34 shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such parties. 

35 
36 Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering 
37 party's interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage 
38 assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this 

39 agreement. 

40 

41 B. Renewal or Extension of Leases: 

42 
43 If any party secures a renewal of any oil and gas lease subject to this agreement, all other parties shall be notified promptly, and 
44 shall have the right for a period of thirty (30) days following receipt of such notice in which to elect to participate in the ownership of the 
45 renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it their several proper pro-
46 portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shall be in proportion to the 
47 interests held at that time by the parties in the Contract Area. 

48 
49 If some, but less than all, pf the parties elect to participate in the purchase of a renewal lease, it shall be owned by the parties 
50 who elect to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area 
51 to the aggregate of the percentages of participation in the Contract Area of all parties participating in the purchase of such renewal lease. 
52 Any renewal lease in which less than all parties elect to participate shall not be subject to this agreement. 

54 Each party who participates in the purchase of a renewal lease shall be given an assignment of its proportionate interest therein 
55 by the acquiring party. 

56 
57 The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease 
58 or cover only a portion of its area or an interest therein. Any renewal lease taken before the expiration of its predecessor lease, or taken or 
59 contracted for within six (6) months after the expiration of the existing lease shall be subject to this provision; but any lease taken or con-
60 tracted for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and shall not be subject to 
61 the provisions of this agreement. 

o2 
63 The provisions in this Article shall also be applicable to extensions of oil and gas leases. — 

64 2'K 

65 C. Acreage or Cash Contributions: J^-i 

66 < ^ - v ; t 
67 While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of a well or any other 
68 operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other operation aid shall be 
69 applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the party tff whom tne con-
70 tribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Parties in the Wopoirtjons 

tl i , :c;.".!.; ,4 <• , i \ } , ..ic(A.r«a 

11-



1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 

A.A.P.L. FORM 610 • MODEL FORM OPERATING AGREEMENT -1982 
ARTICLE V I I I 

continued 

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

If any party contracts for any consideration relating to disposition of such party's share of substances produced hereunder, such 

consideration shall not be deemed a contribution as contemplated in this Article VIII.C. 

D. Maintenance of Uniform Interest: 

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

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

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

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

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

E. Waiver of Rights to Partition: 

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

-E,—Preferential Right to Purchase: 

Should any party desire to sell all part of its interests under this agreement) or its rights and interests 
Area, it shali promptly give written notice to the other parties, with full information concerning its proposed sate,wjTich-sharr"mcTude the 
name and address of the prospective purchaser (who must be ready, willing and able to purchase]:jh£4>u«rrase~p7ice, and all other terms 
of the offer. The other parties shall then have an optional prior right, for a periodjDfj«n-rt07(Iays after receipt of the notice, to purchase 
on the same terms and conditions the interest which the omerpjrji^roposesw sell; and, if this optional right is exercised, the purchas­
ing parties shall share the purchased interesjjrijb^rop^fnons that the interest of each bears to the total interest of all purchasing par­
ties. However, there shallbejja-pfrfeTential right to purchase in those cases where any party wishes to mortgage its interests, or to 
disrx)seontsjni«*sts^y^rierger, reorganization, consolidation, or sale of all or substantially all of its assets to a subsidiary or parent com-
fwrry""or to a subsidiary of a parent company, or to uny company in-which any one party owns a majority of the stock. 

ARTICLE I X . — 
—INTERNAL REVENUE CODE ELECTION 

See Exhibi t "G" attached hereto 
This agreement ig not intended to create, and shall not be construed to create, a relationship of partnership l associatiojv-

for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunderare-Several 
and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if. forjedefafincome tax 
purposes, this agreement and the operations hereunder are regarded as a partnership, each parry hereby atfe«etfdects to be excluded 
from the application of all of the provisions of Subchapter " K " , Chapter 1, Subtitle " A " , of the IntgnrtTlievenue Code of 1954, as per­
mitted and authorized by Section 761 of the Code and the regulations promulgated thereundefc-€fperator is authorized and directed to ex­
ecute on behalf of each party hereby affected such evidence of this election as mavj>ei:equired by the Secretary of the Treasury of the 
United States or the Federal Internal Revenue Service, including specificall^-brJtnot by way of limitation, all of the returns, statements 
and the data required by Federal Regulations 1.761. Should thgte-beany requirement that each party hereby affected give further 
evidence of this elect ion. each such party shall execute^suctfdocuments .and furnish such other evidence as may be required by the 
Federal Internal Revenue Service or as may bene^estary to evidence this election. No such party shall give any notices or take any other 
action inconsistent with the election made-tiereby. If any present or future income tax laws of the state or states in which the Contract 
Area is located or any futurejnfetfie tax laws of the United States contain provisions similar to those in Subchapter " K * \ Chapter 1 
Subtitle " A " , of theJri^rTfaflRevenue Code of 1954, under which an election similar to that provided by Section 761 of the Code is per­
mitted, eachj^<fiereby affected shall make such election as may be permitted or required by such laws, ln making the forcgoin i; elec-
tion|juerrsuch party states that the income derived by such party from operations hereunder can be adequately determined without the 

«ffonpiit ifinn nf purlnership (usable income. 
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1 ARTICLE X. 

2 CLAIMS AND LAWSUITS 

3 
4 Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure 
5 does not P v r ^ *Twenty Thousand and n o / 1 0 0 * .Dollars 
6 (t 2 0 , 0 0 0 . 0 0 * > and if the payment is in complete settlement of such claim or suit. If the amount required for settlement ex-
7 ceeds the above amount, the parties hereto shall assume and take over the further handling of the claim or suit, unless such audiority 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 from 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 X I . 

15 FORCE MAJEURE 

16 
17 If any party is rendered unable, wholly 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 full particulars concerning it; thereupon, the obligations of the party giving the notice, so far as they are affected by the force 
20 majeure, shall be suspended during, but no longer than, the continuance of the force majeure. The affected party shall use all reasonable 

21 diligence to remove the force majeure situation as quickly as practicable. 

22 
23 The requirement that any force majeure shall be remedied with 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 all such difficulties shall be handled shall be entirely 
25 within the discretion of the party concerned. 

26 
27 The term "force majeure", as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, act of 
28 the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, governmental delay, restraint 
29 or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is 

30 not reasonably within the control of the party claiming suspension. 

31 
32 ARTICLE X I I . 
33 NOTICES 
34 

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 
37 the parties to whom the notice is given at the addresses listed on Exhibit " A " . The originating notice given under any provision hereof 
38 shall be deemed given only when received by the party to whom such notice is directed, and the time for such party to give any notice in 
39 response thereto shall run from the date the originating notice is received. The second or any responsive notice shall 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 
41 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. 
42 
43 ARTICLE X I I I . 

44 TERM OF AGREEMENT 

45 
46 This agreement shall remain in full force and effect as to the oil and gas leases and/or 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. 
49 
50 S Option No. 1: So long as any of the oil and gas leases subject to this agreement remain or are continued in force as to any part 
51 of the Contraa Area, whether by production, extension, renewal or otherwise. 
52 

53 tS—Option No. 2: In the event the well doscribod in Article VI.A,, or any subsequent well drilled under any provision of. this. 
54 agreement, results in produaion of oil and/or gas in paying quantities, this agreement shall continue in force so longjsj«y-sTjcE well or 
55 wells produce, or are capable of production, and for an additional period of days fromcissatjofl^ralTproduaion; provided, 
56 however, if, prior to the expiration of such additional period, one or more of mepa^tjes4»ereTo_areengaged in drilling, reworking, deepen-
57 ing, plugging back, testing or attempting to complete a welllorweJlsJ*m?unaer7this agreement shall continue in force until such opera-
58 tions have been completed and if producuonresu]i5Jfc«?iroT^ agreement shall continue in force as provided herein. In the event the 
59 well described in ArticIeVTA^jiwn^-suTJsequ^ well drilled hereunder, results in a dry hole, and no other well is producing, or capable 
60 of prc^ucingjjiljmfrOf^asfrom the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back or rework-
61 i iwfoptTutions ure commences] wi thin lUyr (mm rhn rt im nf l . h ? r ) f ) n T i r r i , . n r n f ^ i j f l „ .pH. 

62 \ ^ 

63 It is agreed, however, that the termination of this agreement shall not relieve any party hereto from any liability which has 
64 accrued or attached prior to the date of such termination. 
65 

66 •-• '• 

67 

68 

69 

70 
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! ARTICLE XIV. 

2 COMPLIANCE WITH LAWS AND REGULATIONS 

3 
4 A. Laws, Regulations and Orders: 

5 • -
6 This agreement shall be subject to the conservation laws of the state in which the Contract Area is located, to the valid rules, 

7 regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and local laws, or-

8 dinances, rules, regulations, and orders. 

9 

10 B. Governing Law: 

11 

12 This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-performance, breach, 
13 remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of the state in which 
14 the Contract Area is located. If the Contract Area io in two or more states, thc lnw of thr VHIC nf 
15 shall govern. 
16 
17 C. Regulatory Agencies: 
18 
19 Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any rights, 
20 privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated 
21 under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on tracts offset-
22 ting or adjacent to the Contract Area. 
23 
24 With respect to operations hereunder, Non-Operators agree to release Operator from any and aU losses, damages, injuries, claims 
25 and causes of action arising out of, incident to or resulting directly or indirectly from Operator's interpretation or application of rules, 
26 rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap-
27 plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-
28 Operator's share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or 
29 application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application. 
30 
31 Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser 
32 of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the ' 'Crude Oil Windfall Profit Tax Act 
33 of 1980", as same may be amended from time to time ("Act"), and any valid regulations or rules which may be issued by the Treasury 
34 Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or other information 
35 which is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act. 
36 
37 ARTICLE XV. 
38 OTHER PROVISIONS 39 

See Article XV. attached hereto and made a part hereof. 
41 v 
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45 
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47 
48 
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ARTICLE XV 

OTHER PROVISIONS 

A. FARMOUT PROVISIONS PERTAINING TO THE LEASEHOLD INTEREST 
OWNED BY POGO PRODUCING COMPANY, ET AL. 

A.1 Notwithstanding any provisions contained herein to the contrary, 
Pogo Producing Company, Texas Gas Exploration Corporation, Primary Fuels, 
Inc., PaineWebber/Geodyne Energy Income Production Partnership I-C, an 
Oklahoma general partnership, and Heathary Resources, Inc., (hereinafter 
referred to separately as "Farmoutor" and c o l l e c t i v e l y as "Farmoutors") 
hereby agree to farmout t h e i r leasehold in t e r e s t i n the Contract Area to 
Santa Fe Energy Operating Partners, L.P. (81.817%) (hereinafter referred to 
as "Santa Fe"), and Florida Exploration Company (18.183%) (hereinafter 
referred to as "Florida", and c o l l e c t i v e l y as "Farmees") for the d r i l l i n g of 
the I n i t i a l Well as provided for herein. I n consideration of the performance 
of a l l the terms and provisions of th i s Agreement, and the d r i l l i n g of the 
I n i t i a l Well to i t s objective depth as set out i n A r t i c l e VI.A., Santa Fe and 
Florida s h a l l be e n t i t l e d to 100% of a l l o i l and/or gas and associated 
hydrocarbons produced from the I n i t i a l Well a t t r i b u t a b l e to Farmoutors' 
leasehold i n t e r e s t i n the Contract Area, subject to the overriding royalty 
and optional reversionary working in t e r e s t reserved by Farmoutors as provided 
hereinbelow. Santa Fe agrees to d r i l l and complete said w e l l free of any 
cost or l i a b i l i t y to Farmoutors, whether same i s completed as a w e l l capable 
of producing o i l and/or gas i n paying quant i t i e s , or plugged and abandoned as 
a dry hole. 

A.2 I f the I n i t i a l Well described above should f a i l to reach the depth 
necessary to sa t i s f y the requirements hereof either because of mechanical 
d i f f i c u l t i e s or because the w e l l encounters excessive waterflow, loss of 
ci r c u l a t i o n , excessive pressures, c a v i t i e s , caprock, s a l t or s a l t dome 
material, heaving shale or other p r a c t i c a l l y impenetrable conditions which 
would, i n the opinion of a prudent operator, render further d r i l l i n g 
impracticable, then Farmees may, at t h e i r e l e c t i o n , commence actual d r i l l i n g 
of a substitute w e l l at approximately the same location i f mechanical 
d i f f i c u l t i e s are responsible or at a legal location of Farmees' choice i n the 
Contract Area i f formation conditions are responsible with the same objective 
w i t h i n t h i r t y (30) days aft e r abandonment of said w e l l and thereupon the 
substitute w e l l s h a l l be considered and treated for a l l purposes as though 
the same were the w e l l for which i t i s a substitute. 

A.3 By d r i l l i n g the I n i t i a l Well (or substitute well) to i t s objective 
depth and upon the completion of said w e l l as either a wel l capable of 
producing o i l and/or gas i n paying quantities; or plugged and abandoned as a 
dry hole, each Farmoutor w i l l deliver to Santa Fe and Florida an assignment 
of operating r i g h t s covering 100% of each Farmoutor's r i g h t , t i t l e and 
interest i n and to that portion of each Farmoutor*s leasehold which i s 
allocated to said w e l l for proration u n i t purposes (subject to Farmoutors' 
overriding royalty reserved hereinbelow) and 75% of each Farmoutor's r i g h t , 
t i t l e and interest i n and to the remainder of each Farmoutor's leasehold 
interest i n the Contract Area which i s not allocated to said w e l l f o r 
proration u n i t purposes. Said assignment s h a l l be li m i t e d i n depth from the 
surface of the earth down to 100 feet below the t o t a l depth d r i l l e d i n the 
I n i t i a l Well (or substitute w e l l ) . Farmoutors do not warrant t i t l e to t h e i r 
leasehold committed herein and i n t h i s connection, i f Santa Fe and Florida 
earn assignments pursuant to the terms hereof, the assignments s h a l l be 
without recourse or warranty of t i t l e , express or implied. 

A.4 Santa Fe and Florida s h a l l assume and pay a l l ex i s t i n g r o y a l t i e s , 
overriding r o y a l t i e s , production payments and any other burdens applicable to 
the interests I n the i n i t i a l w e l l and the acreage allocated thereto 
a t t r i b u t a b l e to the inte r e s t i n production acquired by Santa Fe and Florida 
from farmoutors. Each farmoutor hereby reserves an overriding royalty equal 
to one-sixteenth of eight-eighths (l/16th of 8/8ths), which at each 
Farmoutor's option may be taken i n kind, of a l l production of o i l , gas and 
other hydrocarbons produced from the i n i t i a l w e l l , which s h a l l be free of a l l 
cost of development and operations and free of a l l taxes except applicable 
gross production, Windfall P r o f i t taxes and severance taxes. No reduction i n 
overriding r o y a l t i e s s h a l l be made due to any reservation or l i m i t a t i o n as to 
depths to be assigned; however, said overriding royalty s h a l l be decreased 



proportionately on a surface acreage basis to each Farmoutor's o r i g i n a l 
interest w i t h i n the Contract Area. At payout (as defined i n A r t i c l e A.12) of 
the i n i t i a l w e l l , each farmoutor s h a l l have the option to convert the 
retained overriding royalty to a 25% working i n t e r e s t . Said working i n t e r e s t 
w i l l be based on 25% of the interest owned by each respective farmoutor p r i o r 
to entering i n t o t h i s Agreement. I n addition, said overriding royalty 
interest reserved by each Farmoutor s h a l l be the t o t a l overriding royalty for 
which Santa Fe and Florida s h a l l be obligated to pay on each of such 
Farmoutor's i n t e r e s t , and sh a l l include a l l e x i s t i n g overriding r o y a l t i e s and 
obligations payable out of production from such lands. At payout of the 
I n i t i a l Well, each working int e r e s t owner s h a l l assume and bear t h e i r 
proportionate share of a l l r o yalties and other burdens that were i n existence 
on the date of t h i s Agreement i n accordance w i t h A r t i c l e I I I . D . of t h i s 
Operating Agreement. A l l subsequently created interest (as defined i n 
A r t i c l e I I I . D . ) s h a l l be borne solely by the party who created same. 

A.5 While Farmoutors' leasehold i s committed to t h i s Agreement and a f t e r 
assignment thereof, i f an assignment i s earned, Santa Fe s h a l l make re n t a l 
and shut-in gas w e l l payments at the times and i n the amounts which, i n Santa 
Fe's opinion, are necessary to maintain said acreage i n force; however, Santa 
Fe s h a l l not be held l i a b l e i n damages.for the loss of the subject lease or 
any i n t e r e s t therein or any part thereof i f through mistake or oversight any 
re n t a l or shut-in w e l l payment i s not paid or i s erroneously or untimely 
paid. Furthermore, u n t i l an assignment of int e r e s t i s earned under the terms 
of t h i s Farmout Agreement, Santa Fe w i l l not be e n t i t l e d to a reimbursement 
from Farmoutors f o r any such payments. However, Santa Fe s h a l l be e n t i t l e d 
to a reimbursement from each Farmoutor f o r such Farmoutor's proportionate 
part of any such payment made afte r an assignment or assignments are earned 
under terms of t h i s Farmout Agreement. 

A.6 I t i s understood and agreed that Santa Fe and Florida s h a l l assume 
a l l of the burdens and obligations of the leasehold in t e r e s t being committed 
to t h i s Agreement by Farmoutors and Santa Fe and Florida s h a l l comply with 
a l l of the expressed and implied covenants of such lease to the extent that 
they are applicable to the lands and depths committed. Without l i m i t i n g the 
foregoing, Santa Fe and Florida further agrees to comply with a l l laws and 
regulations pertaining to the plugging and abandonment of a l l wells d r i l l e d 
on the subleased premises and i n t h i s connection, the Operator herein s h a l l 
carry and maintain a l l plugging and improvement damage bonds as may be 
required by the State and Federal Authorities. 

A. 7 During the d r i l l i n g of the I n i t i a l Well provided f o r i n A r t i c l e VI. 
hereof, Farmoutors' authorized representatives at t h e i r sole r i s k and expense 
are to have access at a l l times to each w e l l and to a l l cores, cuttings, logs 
and other information of whatever nature obtained during the d r i l l i n g of such 
w e l l . I n addition, each Farmoutor i s to be furnished d a i l y reports and other 
pertinent w e l l information and data as may reasonably be specified by such 
Farmoutor. 

A.8 With respect to a l l operations conducted on the I n i t i a l Well, Santa 
Fe agrees to defend, indemnify and hold Farmoutors harmless against any 
expense, claim or cause of action brought by any t h i r d party including but 
not l i m i t e d to any governmental agency ar i s i n g out of said operations unless 
the condition r e s u l t i n g i n said expense, claim or cause of action i s due to 
the sole negligence of any Farmoutor. 

A. 9 With respect to a l l wells d r i l l e d subsequent to the I n i t i a l Well (or 
Substitute Well) under t h i s Operating Agreement, each party hereto s h a l l be 
obligated to either p a r t i c i p a t e with i t s respective working int e r e s t or go 
non-consent under the terms of A r t i c l e VLB. of t h i s Operating Agreement. 

A. 10 I n the event the i n i t i a l w e l l provided f o r i n A r t i c l e VI.A. hereof 
or a substitute w e l l therefor, i f necessary, i s not timely commenced or 
d r i l l e d , Santa Fe's and Florida's only penalty therefor s h a l l be the f a i l u r e 
to earn the acreage and ri g h t s from Farmoutors as specified i n t h i s A r t i c l e 
XV.A. 

A. 11 I t i s understood and agreed that i f there i s a c o n f l i c t with the 
terms and provisions of A r t i c l e XV.A. and the remainder of t h i s Operating 
Agreement then the terms and provisions of A r t i c l e XV.A. s h a l l take 
precedence. 
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A. 12 "Payout", with respect to the i n i t i a l Test Well, s h a l l mean that 

point at which Farmee has recovered from the net proceeds from the sale of 
production from said w e l l , Farmee's share of the cost of d r i l l i n g , t e s t i n g , 
completing and equipping said w e l l f o r the taking of production (including 
i n s t a l l a t i o n of a l l necessary surface equipment). "Net Proceeds", f o r the 
purpose of t h i s d e f i n i t i o n , s h a l l mean gross proceeds from the sale of 
production less r o y a l t y , overriding r o y a l t i e s and other lease burdens 
(including the overriding royalty retained by Farmoutor) i n e f f e c t on the 
date of t h i s Agreement and less severance taxes, gross production taxes and 
other similar taxes, Windfall P r o f i t Taxes and operating costs. 

A. 13 Promptly af t e r payout of the I n i t i a l Test Well, Farmee s h a l l give 
each Farmoutor w r i t t e n notice of same by C e r t i f i e d Mail. Each Farmoutor 
sha l l have t h i r t y (30) days aft e r receipt of such notice to elect to either 
r e t a i n i t s reserved overriding royalty or relinquish said overriding royalty 
and receive an assignment of an undivided twenty-five percent (25%) i n t e r e s t 
i n and to a l l operating r i g h t s theretofore assigned to Santa Fe and Florida 
by each Farmoutor insofar only as the same covers and applies to the I n i t i a l 
Well and the acreage allocated thereto f o r proration purposes together w i t h 
i t s proportionate share of an undivided twenty-five percent (25%) in t e r e s t i n 
the materials, equipment and personal property used or obtained i n connection 
therewith. Any f a i l u r e to elect w i t h i n said time period s h a l l be deemed an 
election not to convert. I n the event of such a conversion, the reversion of 
the working interest s h a l l be automatic and s h a l l be e f f e c t i v e as of 7:00 
a.m. on the f i r s t day of the month following the date of payout. Every three 
months during the payout period, Santa Fe s h a l l furnish each Farmoutor with a 
statement r e f l e c t i n g the charges and credits to the payout account. 

B. PROVISION REGARDING PURCHASE AND SALE AGREEMENT REFERRED TO IN 
ASSIGNMENTS DATED DECEMBER 21, 1984, FROM ACF PETROLEUM COMPANY, INC. 

TO PRIMARY FUELS, INC. AND PW PRODUCTION, INC. 

Primary Fuels, Inc., Heathary Resources, Inc., and PaineWebber/Geodyne 
Energy Income Production Partnership I-C (hereinafter c o l l e c t i v e l y referred 
to as "said parties" i n t h i s A r t i c l e XV.B.) each own an interest i n the 
record t i t l e of the Federal Lease committed hereto by v i r t u e of being 
successors i n t i t l e to ACF Petroleum Company, Inc., ACF Petroleum Company, 
Inc., conveyed a l l of i t s r i g h t , t i t l e and interest i n the Federal Lease 
committed hereto by two instruments e n t i t l e d Assignment, B i l l of Sale and 
Conveyance, the f i r s t from ACF Petroleum Company Inc. to PW Production, Inc., 
and the second from ACF Petroleum Company, Inc. to Primary Fuels, Inc., both 
of which are dated December 21, 1984, e f f e c t i v e November 1, 1984, recorded i n 
Book 244, Pages 538 and 557, respectively, of the Eddy County miscellaneous 
Records. Said assignments contained, among other provisions, a provision 
stating that said assignments were being made subject to a Purchase and Sale 
Agreement among the parties to said assignments dated e f f e c t i v e November 1, 
1984. 

By execution of t h i s Operating Agreement said parties hereby state that 
nothing contained i n the Purchase and Sale Agreement precludes said parties 
from farming out t h e i r interest to Santa Fe and Florida as specified under 
A r t i c l e XV.A herein. Said parties further represent that nothing contained 
i n the Purchase and Sale Agreement requires said parties to obtain the 
consent or joinder of ACF Petroleum Company, Inc. to t h i s Operating 
Agreement. 

C. PROVISION REGARDING CONSULTING CONTRACT REFERRED TO IN 
ASSIGNMENT DATED EFFECTIVE NOVEMBER 2, 1984, FROM PRIMARY FUELS, INC. 

TO HEATHARY RESOURCES, INC. 

Heathary Resources, Inc. (hereinafter referred to as "Heathary") owns an 
in t e r e s t i n the record t i t l e of the Federal Lease committed hereto. Heathary 
acquired said interest from Primary Fuels, Inc. (hereinafter referred to as 
"Primary") by that certain Assignment dated e f f e c t i v e November 2, 1984, which 
i s recorded i n Volume 250, Page 1083 of the Miscellaneous Records of Eddy 
County, New Mexico. Said Assignment contained among other provisions, a 
provision stating that said Assignment was being granted subject to that 
certain unrecorded Consulting Contract dated December 29, 1982, by and 
between Primary Fuels, Inc., and Mr. Don Wiese, which i s stated to include 
among other things, a r i g h t of Primary Fuels, Inc. or i t s successor to 
repurchase the assigned i n t e r e s t . 
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For purposes of c o n f i d e n t i a l i t y , Primary and Heathary have refused to 

allow t h i r d parties to review said Consulting Contract. Therefore, by the 
execution of t h i s Operating Agreement, Primary and Heathary hereby state that 
nothing contained i n the Consulting Contract precludes Heathary from farming 
out i t s interest to Santa Fe and Florida as specified under A r t i c l e XV.A. I n 
addition, should Primary reacquire under the Consulting Contract, any 
inte r e s t i n which Santa Fe and Florida may have, earned an inte r e s t or a r i g h t 
by v i r t u e of i t s performance under t h i s Agreement, such reacquisition of said 
in t e r e s t s h a l l be made expressly subject to t h i s Agreement, and the elections 
made by the party(ies) owning such int e r e s t p r i o r to the reacquisition 
thereof by Primary. 

D. REWORKING OPERATIONS 

Notwithstanding any language set out i n A r t i c l e VI(B) to the 
contrary, each non-consenting party to a reworking operation on a w e l l 
conducted pursuant to A r t i c l e VI(B) s h a l l , upon commencement of such 
operations, be deemed to have relinquished to consenting p a r t i e s , and 
the consenting parties s h a l l own and be e n t i t l e d to receive, i n 
proportion to t h e i r respective i n t e r e s t s , a l l of such non-consenting 
party's interest i n the w e l l , i t s leasehold operating r i g h t s and share 
of production therefrom, only insofar as the i n t e r v a l or int e r v a l s of 
the formation or formations which are being reworked and to which such 
non-consenting party does not desire to j o i n i n the reworking thereof, 
u n t i l the proceeds or market value thereof ( a f t e r deducting production 
taxes, w i n d f a l l p r o f i t s taxes, r o y a l t y , overriding royalty and other 
interests payable out of, or measured by the production from such w e l l , 
only insofar as the production secured from the i n t e r v a l or intervals of 
the formation or formations which are subject to said reworking 
operations accruing with respect to such interest u n t i l i t reverts) 
s h a l l equal the t o t a l of those certain costs as further described i n 
subparagraphs (a) and (b) of the t h i r d grammatical paragraph under A r t i c l e 
VI(B) 2, hereof. 

E. NONDISCRIMINATION 

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

F. COVENANTS RUN WITH THE LAND 

The terms, provisions, covenants and conditions of t h i s agreement 
s h a l l be deemed to be covenants running w i t h the lands, the lease or 
leases and leasehold estates covered hereby, and a l l of the terms, 
provisions, covenants and conditions of t h i s agreement s h a l l be binding 
upon and inure to the benefit of the parties hereto, t h e i r respective 
h e i r s , executors, administrators, personal representatives and assigns. 

G. LAWS AND REGULATIONS 

A l l of the provisions of t h i s agreement are expressly subject to 
a l l applicable laws, orders, rules and regulations of any governmental 
body or agency having j u r i s d i c t i o n i n the premises, and a l l operations 
contemplated hereby s h a l l be conducted i n conformity therewith. Any 
provision of t h i s agreement which i s inconsistent with any such laws, 
orders, rules or regulations i s hereby modified so as to conform there­
wi t h , and t h i s agreement, as so modified, s h a l l continue i n f u l l force 
and e f f e c t . 

H. PRIORITY OF OPERATIONS 

I f at any time there i s more than one operation proposed i n 
connection with any we l l subject to t h i s agreement, then unless a l l 
p a r t i c i p a t i n g parties agree on the sequence of such operations, such 
proposals s h a l l be considered and disposed of i n the following order of 
p r i o r i t y : 

1. Proposals to do additional t e s t i n g , coring or logging. 
2. Proposals to attempt a completion i n the objective zone. 



3. Proposals to plug back and attempt completions i n shallower 
zones, i n ascending order. 

4. Proposals to side-track the w e l l to reach any zone not below the 
o r i g i n a l authorized objective. 

5. Proposals to deepen the w e l l , i n descending order. 

I . REGULATORY PROVISIONS 

1. Gaseous Hydrocarbons: 

Non-Operators hereby authorize Operator to f i l e and prosecute a l l 
applications f o r determination f o r w e l l p r i c i n g q u a l i f i c a t i o n under the 
Natural Gas Policy Act of 1978 and to make interim c o l l e c t i o n f i l i n g s on 
behalf of Non-Operators. Operator may employ counsel and technical experts 
to the extent Operator i n i t s sole di s c r e t i o n considers appropriate f o r such 
f i l i n g s and seeking favorable resolutions thereof. Costs incurred by 
Operator f o r such counsel and experts together w i t h a l l other costs incurred 
by Operator i n preparing the application f o r determination and int e r i m 
c o l l e c t i o n documents as w e l l as the cost of prosecuting the application s h a l l 
be charged to the Joint Account. 

2. Liquid Hydrocarbons: 

Non-Operators hereby authorize Operator to f i l e w ith the purchaser of 
crude o i l or other l i q u i d hydrocarbons or with any other person required by 
law, any statement or c e r t i f i c a t i o n required by the Crude O i l Windfall P r o f i t 
Tax Act, the Emergency Petroleum Allocation Act of 1973, the Energy Policy 
and Conservation Act or by any r u l e , regulation or order issued thereunder or 
by any other law, r u l e , or regulation r e l a t i n g to the p r i c i n g of crude o i l 
and other l i q u i d 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 w i t h any purchaser to re l i e v e Operator ( i n whole or i n part 
as Operator may determine) of any f i l i n g or c e r t i f i c a t i o n requirements. I n 
making any f i l i n g or c e r t i f i c a t i o n with any purchaser or crude o i l or other 
l i q u i d hydrocarbons, each Non-Operator s h a l l be solely responsible f o r 
furnishing to Operator or such purchaser or any other person required by law 
any exemption c e r t i f i c a t e , independent producer c e r t i f i c a t e or any other 
evidence required by law to e n t i t l e Non-Operator to a higher price for the 
sale of his production or for a lower rate of w i n d f a l l p r o f i t or other excise 
tax thereon, and upon a Non-Operator's f a i l u r e to furnish the same, Operator 
sha l l c e r t i f y to such purchaser for such Non-Operator's interest the lower 
price and/or higher rate of tax. Operator s h a l l have no duty to seek any 
refunds on behalf of any Non-Operator of any overpayment of any w i n d f a l l 
p r o f i t or excise tax to which any Non-Operator may be e n t i t l e d by law. 

3. Refunds: 

In the event any Non-Operator receives a greater sum for the sale of i t s 
share of production than that to which such Non-Operator i s e n t i t l e d , such 
Non-Operator s h a l l promptly refund any excess sums so collected to the person 
e n t i t l e d thereto together with any in t e r e s t thereon required by law. I n the 
event Operator i s required f o r 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 f o r the amount so paid, then Operator, i n addition to 
any other r i g h t s or remedies which i t may have as a resul t of making such 
refund, ( i ) s h a l l have the l i e n provided by A r t i c l e VII.B. to secure such 
reimbursement and ( i i ) s h a l l be authorized to co l l e c t from Non-Operator's 
purchaser of production a l l revenues a t t r i b u t a b l e to Non-Operator's share of 
production u n t i l the f u l l amount required to be paid or refunded by 
Non-Operator has been recovered. 

4. Operator's L i a b i l i t y : 

Operator s h a l l use i t s best judgment i n making any of the f i l i n g s and 
c e r t i f i c a t i o n s referred to under Paragraph 1 and 2 above i n prosecuting any 
f i l i n g s and applications. However, i n no event s h a l l Operator have any 
l i a b i l i t y to any Non-Operator i n making and prosecuting any such f i l i n g or i n 
rendering any statement or c e r t i f i c a t i o n , absent bad f a i t h , gross negligence 
or w i l l f u l misconduct. Any penalties incurred as a re s u l t of any incorrect 
c e r t i f i c a t i o n , statement or f i l i n g s h a l l , i n absence of bad f a i t h , gross 



negligence or w i l l f u l misconduct, be charged to the parties owning the 
production to which the penalty pertains. In no event sh a l l any error by 
Operator relieve any Non-Operator of the l i a b i l i t y f o r any refund under 
Paragraph 3 above. 

J. OPERATOR PROTECTION 

1. Assignment: 

No assignment or other transfer or disposition of an inte r e s t subject to 
th i s Agreement s h a l l be ef f e c t i v e as to Operator or the other parties hereto 
u n t i l the f i r s t day of the month following the month i n which ( i ) Operator 
receives an authenticated copy of the instrument evidencing such assignment, 
transfer or disposition and ( i i ) the person receiving such assignment, 
transfer or disposition has become obligated by instrument satisfactory to 
Operator to observe, perform and be bound by a l l of the covenants, terms and 
conditions of t h i s Agreement. Prior to such date, neither Operator nor any 
other party s h a l l be required to recognize such assignment, transfer or 
disposition f o r any purpose but may continue to deal exclusively with the 
party making such assignment, transfer, or disposition i n a l l matters under 
t h i s Agreement including b i l l i n g s . No assignment or other transfer or 
disposition of an inte r e s t subject to t h i s Agreement s h a l l relieve a party of 
i t s obligations accrued p r i o r to the ef f e c t i v e date aforesaid. Further, no 
assignment, transfer or other disposition s h a l l relieve any party of i t s 
l i a b i l i t y for i t s share of costs and expenses which may be incurred i n any 
operation to which such party has previously agreed or consented p r i o r to the 
eff e c t i v e date aforesaid for the d r i l l i n g , t e s t i n g , completing and equipping, 
reworking, recompleting, side-tracking, deepening, plugging-back, or plugging 
and abandoning of a wel l even though such operation i s performed a f t e r said 
e f f e c t i v e date, subject however to such party's r i g h t to elect not to 
parti c i p a t e i n completion operations under A r t i c l e VI.B. and A r t i c l e VII.D., 
Option No. 2., not previously consented to. 

2. Attorneys Fees: 

In the event any party hereto s h a l l ever be required to bring legal 
proceedings i n order to co l l e c t any sums due from any party under t h i s 
Agreement, then party or parties s h a l l also be e n t i t l e d to recover a l l court 
costs, costs of co l l e c t i o n and a reasonable attorney's fee, which the l i e n 
provided for herein s h a l l also secure. 

K. PERPETUITIES 

I t i s not the intent of the parties that any provision herein v i o l a t e 
any applicable law regarding the rule against perpetuities, the suspension of 
the absolute power of alienation or other ru l e regarding the vesting or 
duration of estates, and t h i s agreement s h a l l be construed as not v i o l a t i n g 
such rule to the extent the same can be so construed consistent with the 
intent of the parties. I n the event, however, any provision hereof i s 
determined to v i o l a t e such r u l e , then such provision s h a l l nevertheless be 
eff e c t i v e for the maximum period (but not longer than the maximum period) 
permitted by such rule which w i l l r e s u l t i n no v i o l a t i o n . 

L. NO THIRD-PARTY BENEFICIARY CONTRACT 

This Agreement i s made solely f o r the benefit of those persons who are 
parties hereto (including those persons succeeding to a l l or part of the 
interest of an o r i g i n a l party i f such succession i s recognized under the 
other provisions hereof), and no other person s h a l l have or claim or be 
e n t i t l e d to enforce any r i g h t s , benefits or obligations under t h i s Agreement. 

M. OPERATOR'S REORGANIZATION AND STATUS CHANGE 

1. Notwithstanding, the second sentence of A r t i c l e V.B.I, i n the event 
of a transfer of a l l Operator's interest to a corporation which controls, i s 
controlled by or i s under common control with Operator or i n the event of a 
transfer of a l l Operator's int e r e s t to any person as a part of the transfer 
to such person of a l l or substantially a l l of Operator's o i l and gas 
properties, such transferee s h a l l become the successor Operator with the 
approval of Non-Operators. 



2. For the purposes of A r t i c l e V.B., Operator s h a l l be considered to 
own an interest i n the Contract Area i f i t i s a general partner of a l i m i t e d 
partnership which owns an interest i n the Contract Area or i f i t owns a 
carried or reversionary working in t e r e s t i n the Contract Area. 

In the event the d r i l l i n g w e l l rates or the producing w e l l rates 
provided f o r i n Section III.1.A.(3) of the Accounting Procedure s h a l l ever be 
less than the prevailing rates being charged by f i n a n c i a l l y responsible 
prudent operators i n the area for comparable operations, then Operator may 
give w r i t t e n notice of such higher prevailing rates to Non-Operators. The 
higher prevailing rates specified i n said notice s h a l l become the e f f e c t i v e 
rates hereunder as of the f i r s t day of the month following t h i r t y (30) days 
from the giving of said notice unless a Non-Operator by w r i t t e n notice to 
Operator w i t h i n said thirty-day period s h a l l do either of the following: 

(a) Object to the proposed rates on the basis the same does not 
represent the prevailing rate as aforesaid. I n such event, the 
parties s h a l l attempt to agree upon such prevailing rates, f a i l i n g 
which such rates s h a l l be determined I n the manner provided by 
Section I I I . A . ( 3 ) of Exhibit "C", Accounting Procedures. 

(b) Propose to operate f o r a lesser rate (which s h a l l never be less 
than the rate then i n eff e c t under the Agreement) than that 
proposed by Operator's notice. I n t h i s event Non-Operator s h a l l 
take over operations as of the beginning of the month following 
said thirty-day period unless the existing Operator s h a l l agree to 
operate at such lesser rate. 

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

I f , following the granting of r e l i e f under the Bankruptcy Code to any 
party hereto as debtor thereunder, t h i s Agreement should be held to be an 
executory contract w i t h i n the meaning of 11 U.S.C. §365, then the Operator, 
or ( i f the Operator i s the debtor i n bankruptcy) any other party, s h a l l be 
e n t i t l e d to a determination by debtor or any trustee f o r debtor w i t h i n t h i r t y 
(30) days from the date an order for r e l i e f i s entered under the Bankruptcy 
Code as to the r e j e c t i o n or assumption of t h i s Operating Agreement. I n the 
event of an assumption, Operator or said other party s h a l l be e n t i t l e d to 
adequate assurances as to future performance of debtor's obligation hereunder 
and the protection of the int e r e s t of a l l other parties. 

N. OVERHEAD RATE ADJUSTMENT PROVISIONS 

0. BANKRUPTCY 

sbh/F0AS2 
7-10-86 
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ARTICLE X V I . 

MISCELLANEOUS 

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

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

IN WITNESS WHEREOF, this agreement shall be effective as of ^ t h fay 0 f June i i9_86> . 

O P E R A T O R 

For Santa Fe Energy Operating Partners, L.I 

By Santa Fe Pacific Exploration Company 
as Managing General Partner 

O.B. Bennett,Vice-President 

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

^APPROV tD 

Pogo Producing Company 

B y j 
T i t l e : 

Texas Gas E x p l o r a t i o n C o r p o r a t i o n 

B y : 

T i t l e : L . E . B a k e r , V i c e P r e s i d e n t 

F lor ida Exploration Company 

By: 

T i t l e : 

Primary Fuels, Inc. 

By: 
T i t l e : 
PaineWebber/Geodyne Energy Income 
Production Partnership I-C 

By: 
T i t l e ! 
Heathary Resources, Inc. 

By: 
T i t l e : 
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ARTICLE X V I . 

MISCELLANEOUS 

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respective heirs, devisees, 

legal representatives, successors and assigns. . 1 

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

IN WITNESS WHEREOF, this agreement shall be effective as of 1 6 t n day of J u n e , 19.§6 . 

O P E R A T O R 

For Santa Fe Energy Operating Partners, L. 

By Santa Fe Pacific Exploration Company 
as Managing General Partner 

• ^ ^ W K 
O . B . B e n n e t t , V i c e - P r e s i d e n t . - 3 V E D 

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

Pogo P r o d u c i n g Company 

By_: 
T i t l e : 

Texas Gas Exploration Corporation 

Byj , 

T i t l e : 

Florida Exploration Company 

By: njvVkM^ 
T i t l e : R. w. Usrey, Vice president 

Primary Fuels, Inc. / 

By: 
T i t l e : 
PaineWebber/Geodyne Energy Income 
Production Partnership I-C 

By: 
T i t l e ! 
Heathary Resources, Inc. 

By: 
Title: 

• ̂ ••Art whin 4frlKn>it« * KMINW * \ "» 
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ARTICLE X V I . 

MISCELLANEOUS 

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respective heirs, devisees, 

legal representatives, successors and assigns. ; 

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

IN WITNESS WHEREOF, this agreement shall be effective as of 16 t h d a y 0 f June , 19_8_6—_. 

O P E R A T O R 

For Santa Fe Energy Operating Partners, L 

By Santa Fe Pac i f i c Explorat ion Company 
as Managing General Partner 

By: . . 
J. L. Bridwell, Senior Vice President 

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

Pogo Producing Company 

B y j 
T i t l e : 

Texas Gas Exploration Corporation 

Byj 

T i t l e : 

Florida Exploration Company 

By: 
T i t l e : 

Primary Fuels, Inc. 

By &{^<si*J<^^ 
Kenneth W. Harbin, Attorney-in-Fact 

PaineWebber/Geodyne Energy Income 
Production Partnership I-C 

By: 
T i t l e ! : 
Heathary Resources, Inc. 

By: 
Title: 
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ARTICLE X V I . 

MISCELLANEOUS 

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

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

IN WITNESS WHEREOF, this agreement shall be effective as of 1 6 t h d a y o f June 1 9 86 

O P E R A T O R 

For Santa Fe Energy Operating Partners, L.P 

By Santa Fe Pacific Exploration Company 
as Managing General Partner 

©vB. Bennett, Vice-President 

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

APPROVED 
—— -

jTJX 
\ 

Pogo Producing Company 

By_j 

T i t l e : 

Texas Gas Exploration Corporation 

Byj -

T i t l e : 

Flor ida Exploration Company 

By:_ 
T i t l e : 

Primary Fuels, Inc. 

By: 
T i t l e : 

PaineWebber/Geodyne Energy Income 
Production Partnership I-C 

By 
T i t l e 

_ , T i t l e : Don Wiese, Preside 

• .. 

r. 
I; 

..*.*$%«•:»• 
•i W 
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ARTICLE X V I . 

MISCELLANEOUS 

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their respective heirs, devisees, 
legal representatives, successors and assigns. •. • • 1 

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

IN WITNESS WHEREOF, this agreement shall be effective as of 1 6 t h j a y 0 { June , 19 86 . 

O P E R A T O R 

For Santa Fe Energy Operating Partners, L. 

By Santa Fe Pacific Exploration Company 
as Managing General Partner 

By_i ^ ^ Z ^ ^ A A ^ — 

O.B. Bennett, V i c e - P r e s i d e n t . 0 V E D 

N O N -OPER A T O R S 

Pogo P r o d u c i n g Company 

By_j 
T i t l e : 

Texas Gas Exploration Corporation 

By: 

T i t l e : 

Florida Exploration Company 

By: T i t l e : 

Primary Fuels, Inc. 

By: 
T i t l e : 
PaineWebber/Geodyne Energy Income 
Producti'^^artne^slv^T-C 

Geodyne Production Company 
Managing General Partner 

Heathary Resources, Inc. 

By: 
T i t l e : 

i 
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ARTICLE X V I . 

MISCELLANEOUS 

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

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

IN WITNESS WHEREOF, this agreement shall be effective as of 1 6 t n day of J u n e 19-86.—_. 

O P E R A T O R 

For Santa Fe Energy Operating Partners, 

By Santa Fe Pacific Exploration Company 
as Managing General Partner 

Byj 
J. L. Bridwell, Senior Vice President 

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

Pogo Producing Company 

T i t l e s . T. Carleton 
Vice President 

Texas Gas E x p l o r a t i o n C o r p o r a t i o n 

B y : 

T i t l e : 

Florida Exploration Company 

By: 
T i t l e : 

Primary Fuels, Inc. 

By: 
T i t l e : 

PaineWebber/Geodyne Energy Income 
Production Partnership I-C 

By: 
T i t l e ! 
Heathary Resources, Inc. 

By: 
Ti t l e : 

rv-' 

fe, 
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ARTICLE X V I . 

MISCELLANEOUS 

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

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

IN WITNESS WHEREOF, this agreement shall be effective as of 1 6 t n j a y o f June t J9_8(j . 

O P E R A T O R 

For Santa Fe Energy Operating Partners, L. 

By Santa Fe Pacific Exploration Company 
as Managing^General Partner 

By 
O.B. Bennett, Vice-President 

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

Pogo P r o d u c i n g Company 

By_j 
T i t l e : 

Texas Gas Exploration Corporation 

By: 

T i t l e : 

Florida Exploration Company 

By: 
T i t l e : 

Primary Fuels, Inc . 

By: 
T i t l e : 

PaineWebber/Geodyne Energy Income 
Production Partnership I-C 

By: 
T i t l e ! 

Heathary Resources, Inc. 

By: T i t l e 

PicKeriIT , Agent and 
Attorney-irn fact 

Signature page to that Operating Agreement dated 
June 16, 1986 covering all of Section 33, T-23-S, 
R-31-E, N.M.P.M., Eddy County, New Mexico. 

"f-i 
r-! -• 

— j i r . , 

*7 

J: . . i r ' when 4«.tfc<n<i<'! .n W>IIHI<| by ! V 
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Temporary 
EXHIBIT "A" 

Attached to and made a part of that certain Operating 
Agreement dated June 16, 1986, by and between Santa Fe 
Energy Operating Partners, L.P., as Operator and Pogo 
Producing Company, et a l . as Non-Operators. 

I . Contract Area: 

640 acres, more or less, being a l l of Section 33, T-23-S, 
R-31-E, N.M.P.M., Eddy County, New Mexico. 

I I . Depth Restrictions: 

This Contract Area covers a l l depths, from the surface of the earth down 
to 100' below t o t a l depth d r i l l e d i n the I n i t i a l Test Well. 

I I I . Working Interest of Parties to t h i s Agreement: 

Working Interest Owners 

Santa Fe Energy Operating 
Partners, L.P. 

CNG Producing Company 
Florida Exploration Company 
Pogo Producing Company 
Texas Gas Exploration Corporation 
Primary Fuels, Inc. 
Paine Webber/Geodyne Income 

Production Partnership I-C 
Heathary Resources, Inc. 

Working Interest 
BPO 

40.9085% 

40.9085% 
18.183% 

-0-
-0-
-0-
-0-

-0-

100.000% 

APO* 
35.36879% 

35.36879% 
15.72075% 
9.37500% 
2.08335% 
1.54688% 
0.52082% 

0.01562% 

100.00000% 

*After payout of i n i t i a l test well/substitute w e l l assuming a l l parties 
convert the retained overriding royalty. 

*Working interest i n a l l subsequent wells i n contract area, subject to the 
terms of the Operating Agreement. 

IV. Description of Lease: 

Lease No.: Federal O i l & Gas Lease NM-45236 
Effective Date of Lease: August 1, 1981 
Lessor: 
Original Lessee: 

Description of Land 
Committed: 

United States of America 
Coquina O i l Corp. (37.50%) 
Pogo Producing Company (37.50%) 
Florida Exploration Company (8.3334%) 
ACF Petroleum Company, Inc. (8.3333%) 
Chessie Exploration, Inc. (8.3333%) 

A l l of Section 33, T-23-S, R-31-E 
Eddy County, New Mexico 
containing 640.00 acres, more or less. 

V. Addresses of the Parties: 

Santa Fe Energy Operating 
Partners, L.P. 

500 West I l l i n o i s , Suite 500 
Midland, Texas 79701 

Pogo Producing Company 
P.O. Box 10340 
Midland, Texas 79702-7340 

Primary Fuels, Inc. 
P.O. Box 569 
Houston, Texas 77001 

PaineWebber/Geodyne Energy Income 
Production Partnership I-C 
320 S. Boston Ave., The Mezzanine 
Tulsa, Oklahoma 74103-3708 

Texas Gas Exploration Corporation Heathary Resources, Inc. 
P.O. Box 4326 
Houston, Texas 77210-4326 

Florida Exploration Company 
P.O. Box 2267 
Midland, Texas 79702 

P.O. Box 569 
Houston, Texas 77001 

CNG Producing Company 
705 Elgin 
Tulsa, Oklahoma 74101 

sbh645 
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EXHIBIT "B" 

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

June 16, 1986 , by and between Santa Fe Energy Operating Partners, 

L.P., as Operator, and Pogo Producing Company, et a l . , as Non-Operator. 

"OMITTED" 

F0A21 
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KHfiHl 601, OOHBOO 
TULSA OK 7 4 1 0 1 

COPAS - 1984 - ONSHORE 

Recommended by , h e Counc i l 

o l Petro leum Accoun tonn 

Socie l ie i 

EXHIBIT c 

Attached to and made a part of t h a t c e r t a i n Operat ing Agreement dated June 16, 1986, by and 
between Santa Fe Energy Opera t ing Par tne r s , L . P . , as Opera tor , and Pogo Producing 
Company, e t a l . , as Non-Operators. 

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

I . GENERAL PROVISIONS 

1. Definitions 

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

2. Statement and Billings 

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

3. Advances and Payments by Non-Operators 

A. Unless otherwise provided for in the agreement, the Operator may require the Np^f^r^ ta i jQto advance their 
share of estimated cash outlay for the succeeding month's operation within&Ckx5txkx days ufter receipt of the bil l ­
ing or by the first day of the month for which the advance is required, whichever is later. Operator shall adjust each 
monthly billing to reflect advances received from the Non-Operators. 

t h i r t y (30) •• • • -
B. Each Non-Operator shall pay its proportion of all hills within SftEEXKfclakdays after receipt. I f payment is not made 

within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at 
Chase Manhattan Bank 0 n the first day of the month in which delinquency occurs plus 2% or the maximum 

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

4. Adjustments 

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof; 
provided, however, all bills and statements rendered to Non-Operators by Operator during any calendar year shall con­
clusively be presumed to be true and correct after twenty-four (24) months following the end of any such calendar year 
unless within the said twenty-four (24) month period a Non-Operator takes written exception thereto and makes claim on 
Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same prescribed 
period. The provisions of this paragraph shall not prevent adjustments resulting frorrra physical inventory of Controllable 
Material as provided for in Section V. 

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies. 
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5. Audits 

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

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

6. Approval By Non-Operators 

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

I I . DIRECT CHARGES 

Operator shall charge the Joint Account with the following items: 

1. Ecological and Environmental 

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

2. Rentals and Royalties 

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

3. Labor 

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

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

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

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

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

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

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

4. Employee Benefits 

Operator's current costs of established plans for employees' group life insurance, hospitalization, pension, retirement, stock 
purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor cost chargeable to the Joint 
Account under Paragraphs 3A and 3B of this Section II shall be Operator's actual cost not to exceed the percent most recent­
ly recommended by the Council of Petroleum Accountants Societies. 

5. Material 

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

6. Transportation 

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

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

-2-
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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 unless agreed to by the Parties. No charge shall be 
made to the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by the 
Parties. 

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

7. Services 

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

8. Equipment and Facilities Furnished By Operator 

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

twelve percent ( 12 %) p e r annum. Such rates shall not exceed average commercial rates currently pre­
vailing in the immediate area of the Joint Property. 

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

9. Damages and Losses to Joint Property 

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

10. Legal Expense 

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

11. Taxes 

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

12. Insurance 

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

13. Abandonment and Reclamation 

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

14. Communications 

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, 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 8 of this Section I I . 

15. Other Expenditures 

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

1. Overhead - Dril l ing and Producing Operations 

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

(X ) Fixed Rate Basis, Paragraph IA, or 
( ) Percentage Basis, Paragraph IB 

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

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

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

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

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

A. Overhead - Fixed Rate Basis 

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

Drilling WeU Rate $ 6,160.00 
(Prorated for less than a full month) 

Producing Well Rate $ 6 1 6 - 0 0 

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

(a) Drilling Well Rate 

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

(2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) consecutive 
work days or more shall be made at the drilling well rate. Such charges shall be applied for the period 
from date workover operations, with rig or other units used in workover, commence through date of rig 
or other unit release, except that no charge shall be made during suspension of operations for fifteen 
(15) or more consecutive calendar days. 

(b) Producing Well Rates 

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

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

(3) An inactive gas well shut in because of overproduction or failure of purchaser to take the production shall 
be considered as a one-well charge providing the gas well is directly connected to a permanent sales 
outlet 

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

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

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

B. Overhead - Percentage Basis 

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



MS-
(a) Development 

Percent ( %) of the cost of development of the Joint Property exclusive of costs provided 

under Paragraph 10 of Section I I and all salvage credits. 

(b) Operating 

Percent ( %) of the cost of operating the Joint Property exclusive of costs provided under 
Paragraphs 2 and 10 of Section I I , all salvage credits, the value of injected substances purchased for secondary 
recovery and all taxes and assessments which are levied, assessed and paid upon the mineral interest in and 
to the Joint Property. 

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

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

2. Overhead - Major Construction 

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of 
fixed assets, and any other project clearly discernible as a fixed asset required for the development and operation of the 
Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall charge the Joint 
Account for overhead based on the following rates for any Major Construction project in excess of $ 25 ,000. 00* : 

A. 5 % of first $100,000 or total' cost if less, plus 

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

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

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

3. Catastrophe Overhead 

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

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

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

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

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

4. Amendment of Rates 

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

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

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

1. Purchases 

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

2. Transfers and Dispositions 

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

A. New Material (Condition A) 

(1) Tubular Goods Other than Line Pipe 

(a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern mill published 
carload base prices effective as of date of movement plus transportation cost using the 80,000 pound carload 
weight basis to the railway receiving point nearest the Joint Property for which published rail rates for 
tubular goods exist. If the 80,000 pound rail rate is not offered, the 70,000 pound or 90,000 pound rail rate 
may be used. Freight charges for tubing will be calculated from Lorain, Ohio and casing from Youngstown, 
Ohio. 

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

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

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

(2) Line Pipe 

(a) Line pipe movements (except size 24 inch OD and larger with walls % inch and over) 30,000 pounds or more 
shall be priced under provisions of tubular goods pricing in Paragraph A.(l)(a) as provided above. Freight 
charges shall be calculated from Lorain, Ohio. 

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

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

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

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

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

B. Good Used Material (Condition B) 

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

(1) Material moved to the Joint Property 

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

(2) Material used on and moved from the Joint Property 

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

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

(3) Material not used on and moved from the Joint Property 

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

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

C. Other Used Material 

(1) Condition C 

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

-6-



(2) Condition D 

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

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

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

(3) Condition E 

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

D. Obsolete Material 

Material which is serviceable and usable for its original function but condition and/or value of such 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 I I I , Paragraph l.A(3). Each year, the 
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next 
year. Such rate shall be published each year by the Council of Petroleum Accountants Societies. 

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

3. Premium Prices 

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

4. Warranty of Material Furnished By Operator 

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

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice and Representation 

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

2. Reconciliation and Adjustment of Inventories 

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

3. Special Inventories 

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

4. Expense of Conducting Inventories 

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

B. The expense of conducting special inventories shall be charged to the Parties requesting such inventories, except in­
ventories required due to change of Operator shall be charged to the Joint Account. 
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Attached to and made a part of that certain Operating 
Agreement dated June 16, 1986, by and between Santa Fe 
Energy Operating Partners, L.P., as Operator, and 
Pogo Producing Company, et a l . , as Non-Operators. 

EXHIBIT "D" 

INSURANCE 

Operator s h a l l at a l l times during the terms of t h i s Agreement or 
an extension thereof, and at a l l times r e l a t i v e thereto, carry insurance 
to protect the parties hereto as follows: 

(a) Statutory Workmen's Compensation Insurance as may be required 
i n the state or states where work under t h i s agreement, or a c t i v i t i e s 
r e l a t i v e thereto, w i l l be performed, plus Workmen's Compensation 
Insurance as may be required by Federal Law, i f applicable, plus 
Employers L i a b i l i t y Insurance. 

(b) Public L i a b i l i t y Insurance w i t h bodily i n j u r y l i m i t s of not 
less than $100,000 f o r death or i n j u r y to one person, and not less than 
$300,000 for death or i n j u r y to more than one person i n any one 
accident; and Public L i a b i l i t y property damage l i a b i l i t y insurance w i t h 
a l i m i t of not less than $100,000 for any one accident f o r loss of or 
destruction of, or damage to property. Said public l i a b i l i t y insurance 
s h a l l include Contractural L i a b i l i t y coverage and s h a l l include Products 
L i a b i l i t y and Completed Operations coverage. 

(c) Automobile L i a b i l i t y Insurance with bodily i n j u r y p o l i c y 
l i m i t s of not less than $100,000 for death or i n j u r y to one person, or 
not less than $300,000 f o r death or i n j u r y to more than one person i n 
any one accident and property damage l i a b i l i t y insurance with a l i m i t of 
not less than $100,000 for any one accident, f o r loss of or destruction 
of or damage to property. 



x- EXHIBIT 

Attached To and Hade a Part of that 
Certain Operating Agreement Dated 
June 16, 1986 between Santa Fe Energy 
Operating Partners, L.P., as Operator, arid 
Pogo Producing Company, et a l . , as Non-Operators. 

GAS STORAGE AND BALANCE AGREEMENT 

1. I n accordance w i t h the terms of the Operating Agreement, each Party 

thereto has the r i g h t to take i t s share of gas produced from lands subject t o 

said Operating Agreement and market the same. I n the event any of the Parties 

hereto i s not at any time taking or marketing i t s share of gas or has con­

tracted to s e l l i t s share of gas produced to a purchaser which does not at any 

time while t h i s agreement i s i n e f f e c t take the f u l l share of gas a t t r i b u t a b l e 

to the i n t e r e s t of such Party, the terms of t h i s Agreement s h a l l automatically 

become e f f e c t i v e . 

2. During the period or periods when any Party hereto has no market f o r 

a l l of i t s share of gas produced or i t s purchaser does not take i t s f u l l share 

of gas produced, the other Parties s h a l l be e n t i t l e d to produce each month one 

hundred percent (100%) of the allowable assigned or i n the absence of an 

assigned allowable the maximum production capacity and sh a l l be e n t i t l e d to 

take and deliver to i t s or t h e i r purchaser such gas production^ however, no party 

s h a l l be e n t i t l e d to take or deliver >.to a gas purchaser gas production i n excess of 

three hundred percent (300%) of i t s current share of either the volumes capable of 

being delivered or the allowable gas production i f assigned thereto by the New 

Mexico O i l Conservation Commission unless that party has gas^storage. Any parties 

hereto s h a l l share i n and own the l i q u i d hydrocarbons recovered from such gas 

by lease equipment i n accordance w i t h t h e i r respective interests and subject to 

the Operating Agreement, but the Party or Parties taking such gas s h a l l own a l l 

of such gas delivered to i t s or t h e i r purchaser. 

3. On a cumulative basis, each Party not taking or marketing i t s f u l l 

share of the gas produced s h a l l be credited w i t h gas i n storage equal t o i t s 

f u l l share of the gas produced under t h i s Agreement, less i t s share of gas used 

i n lease operations, vented or l o s t , and less that portion such Party took or 

delivered to i t s purchaser. The Operator (as tha t term i s defined i n the 

Operating Agreement) w i l l maintain a current account of the gas balance between 

the Parties and w i l l f u r n i s h a l l Parties hereto monthly statements showing the 

t o t a l quantity of gas produced, the amount used i n lease operations, vented or 

l o s t , the t o t a l quantity of l i q u i d hydrocarbons recovered therefrom, and the 
« 

monthly and cumulative over-and-under account of each Party. 
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4. At a l l times while gas i s produced, each Party hereto w i l l make 

settlement w i t h the respective royalty owners to whom i t i s accountable, j u s t 

as i f each Party were taking or delivering to a purchaser i t s share, and i t s 

share only, of such gas production exclusive of gas used i n lease operations, 

vented or l o s t . Each Party hereto agrees to hold each other Party harmless 

from any and a l l claims f o r royalty payments asserted by royalty owners to whom 

each Party i s accountable. The term " r o y a l t y owner" s h a l l include owners of 

roya l t y , overriding r o y a l t i e s , production payment and sim i l a r i n t e r e s t s . 

5. After notice to the Operator, any Party which has gas i n storage 

pursuant to the terms hereof at any time may begin taking or de l i v e r i n g to i t s 

purchaser i t s f u l l share of the gas produced less such Party's share of gas 

used i n operations, vented or l o s t . I n addition to such share, each Party, 

including the Operator, u n t i l i t has recovered i t s gas i n storage and balanced 

the gas account as to i t s i n t e r e s t , s h a l l be e n t i t l e d to take or deliver to i t s 

purchaser a share of gas determined by m u l t i p l y i n g 50% of the i n t e r -

est i n the current gas production of the Party or Parties without gas i n 

storage by a f r a c t i o n , the numerator of which i s the in t e r e s t of such Party 

with gas i n storage and the denominator of which i s the t o t a l percentage 

in t e r e s t of a l l Parties with gas i n storage currently taking or d e l i v e r i n g to a 

purchaser. 

6. Each Party producing and taking or delivering gas to i t s purchaser 

shall pay any and all production taxes due on such gas. 

t 

7. Nothing herein s h a l l be construed to deny any party the r i g h t , from 

time to time, to produce and take or deliv e r to i t s purchaser i t s f u l l share of 

the gas production to meet the d e l i v e r a b i l i t y tests required by i t s purchaser. 

8. Should production of gas be permanently discontinued before the gas 

account i s balanced, settlement w i l l be made w i t h i n 60 days between the under­

produced and overproduced Parties. I n making such settlement, the underpro­

duced Party or Parties w i l l be paid a sum of money by the overproduced Party or 

Parties a t t r i b u t a b l e to the overproduction which said overproduced Party 

received, less applicable taxes theretofore paid, at the applicable prices over 

the term of delivery f o r a volume of gas equal, to that for which settlement i s 
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made. The price basis s h a l l be the rate actually collected, from time to time, which 

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

Commission pursuant to f i n a l order or settlement applicable to the gas sold, 

plus any additional collected amount which i s not ul t i m a t e l y required by said 

Commission to be refunded, such additional collected amount to be accounted 

fo r at such time as f i n a l determination i s made wit h respect thereto. Make-up volume 

s h a l l be applied to reduce p r i o r d e f i c i t s i n the order of accrual of such d e f i c i t . 

9. Nothing herein s h a l l change or a f f e c t each Party's obligation to.pay 

i t s proportionate share of a l l costs and l i a b i l i t i e s incurred, as i t s share 

thereof i s set f o r t h i n the Operating Agreement. 

10. The terms and provisions of t h i s Agreement s h a l l apply separately to 

each well and/or separate completion i n each w e l l . Underproduction of one well 

or completion s h a l l not be recouped by overproduction of any other well or 

completion. 
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EXHIBIT "F" 

ATTACHED TO AND MADE A PART OF THAT 
CERTAIN OPERATING AGREEMENT DATED . 
June 16, 1986, 
between Santa Fe Energy Operating" 
Partners, L.P., as Operator, 
•and Pogo Producing Company, et a l . , 
as Non-Operators. 

Unless exempted by Federal law, regulation or order, the following terms 
and conditions s h a l l apply during the performance of t h i s contract: 

EQUAL OPPORTUNITY CLAUSE 

A. During the performance of t h i s contract, the CONTRACTOR agrees as 
follows: 

(1) The Contractor w i l l not discriminate against any employee or 
applicant for employment because of race, color, r e l i g i o n , sex, 
or national o r i g i n . The Contractor w i l l take a f f i r m a t i v e action 
to ensure that applicants are employed and that employees are 
treated during employment, without regard to t h e i r race, color, 
r e l i g i o n , sex, or national o r i g i n . Such action s h a l l include, 
but not be l i m i t e d to the following: Employment, upgrading, 
demotion, or transfer, recruitment or recruitment advertising; 
l a y o f f or termination; rates of pay or other forms of compen­
sation; and selection f o r t r a i n i n g , including apprenticeship. 
The Contractor agrees to post i n conspicuous places, available 
to employees and applicants f o r employment, notices to be 
provided by the contracting o f f i c e r s e t t i n g f o r t h the provisions 
of the nondiscrimination clause. 

(2) The Contractor w i l l , i n a l l s o l i c i t a t i o n s or advertisements f o r 
employees, placed by or on behalf of the Contractor, state that 
a l l q u a l i f i e d applicants w i l l receive consideration f o r employ­
ment without regard to race, color, r e l i g i o n , sex, or national 
o r i g i n . 

(3) The Contractor w i l l send to each labor union or representative 
of workers with which he has a c o l l e c t i v e bargaining agreement 
or other contract or understanding, a notice to be provided by 
the agency contracting o f f i c e r , 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 i n conspicuous places available 
to employees and applicants f o r employment. 

(4) The Contractor w i l l comply with a l l provisions of Executive 
Order 11246 of September 24, 1965, and of the rules, regula­
ti o n s , and relevant orders of the Secretary of Labor. 

(5) The Contractor w i l l furnish a l l 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 w i l l permit access to his books, records, 
and accounts by the contracting agency and the Secretary of 
Labor f o r purposes of inve s t i g a t i o n to ascertain compliance w i t h 
such rules, regulations, and orders. 

(6) I n the event of the Contractor's noncompliance with the nondis­
crimination clauses of t h i s Agreement or with any of such r u l e s , 
regulations, or orders, t h i s Agreement may be cancelled, termi­
nated or suspended i n whole or i n part and the Contractor may be 
declared i n e l i g i b l e for fur t h e r Government contracts i n accor­
dance with procedures authorized i n Executive Order 11246 of 
September 24, 1965, and such other sanctions may be imposed and 
remedies invoked as provided i n Executive Order 11246 of Sep­
tember 24, 1965, or by r u l e , regulation, or order of the Secre­
tary of Labor, or as otherwise provided by law. 
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(7) The Contractor w i l l include the provisions of paragraphs (1) 
through (7) i n 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 w i l l be binding upon 
each subcontractor to vendor. The Contractor w i l l take such 
action with respect to any subcontract or purchase order as the 
contracting agency may d i r e c t as a means of enforcing such 
provisions including sanctions f o r noncompliance: Provided, 
however, that i n the event the Contractor becomes involved i n , 
or i s threatened w i t h , l i t i g a t i o n w i t h a subcontractor or vendor 
as a re s u l t of such d i r e c t i o n by the contracting agency, the 
Contractor may request the United States to enter in t o such 
l i t i g a t i o n to protect the inter e s t s of the United States. 

B. I f required to do so by Federal law, regulation, or order, Contractor 
agrees that he s h a l l : 

(1) F i l e with the Office of Federal Contract Compliance or agency 
designated by i t , a complete and accurate report on Standard 
Form lOO(EEO-l) w i t h i n 30 days a f t e r the signing of t h i s Agree­
ment (unless such a report has been f i l e d i n the l a s t 12 
months), and continue to f i l e such reports annually, on or 
before March 31st; 

(2) Develop and maintain a w r i t t e n a f f i r m a t i v e action compliance 
program f o r each of i t s establishments i n accordance with the 
regulations of the Secretary of Labor promulgated under Execu­
t i v e Order 11246, as amended. 

CERTIFICATE OF NONSEGREGATED FACILITIES 

Contractor c e r t i f i e s that he does not and w i l l not maintain or provide f o r 
his employees any segregated f a c i l i t i e s at any of his establishments, and 
that he does not and w i l l not permit his employees to perform t h e i r 
services at any location, under his c o n t r o l , where segregated f a c i l i t i e s 
are maintained. Contractor understands that the phrase "segregated 
f a c i l i t i e s " includes f a c i l i t i e s which are i n fa c t segregated on a basis of 
race, color, creed, or national o r i g i n , because of habit, l o c a l custom, or 
otherwise. Contractor understands and agrees that maintaining or provid­
ing segregated f a c i l i t i e s for his employees or permitting his employees to 
perform t h e i r services at any locations, under his contr o l , where segre­
gated f a c i l i t i e s are maintained i s a v i o l a t i o n 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 i n 41 CFR Chapter 60. 
Contractor further agrees that (except where i t has obtained i d e n t i c a l 
c e r t i f i c a t i o n s from proposed subcontractors for specific time periods) i t 
w i l l obtain i d e n t i c a l c e r t i f i c a t i o n s from proposed subcontractors p r i o r to 
the award of subcontracts exceeding $10,000 which are not exempt from the 
provisions of the Equal Opportunity Clause; that i t w i l l r e t a i n such 
c e r t i f i c a t i o n s i n i t s f i l e s , and that i t w i l l forward the following notice 
to such proposed subcontractors (except where the proposed subcontractors 
have submitted i d e n t i c a l c e r t i f i c a t i o n s f o r spec i f i c time periods): 

NOTICE TO PROSPECTIVE SUBCONTRACTORS OF REQUIREMENT FOR CERTIFICATIONS OF 
NONSEGREGATED FACILITIES: A C e r t i f i c a t i o n of Nonsegregated F a c i l i t i e s as 
required by the May 9, 1967, order on Elimination of Segregated F a c i l i ­
t i e s , 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 i n 41 CFR 
Chapter 60, and as they may be amended, must be submitted p r i o r t o the 
award of a subcontract exceeding $10,000 which i s not exempt from the 
provisions of the Equal Opportunity Clause. The c e r t i f i c a t i o n may be 
submitted either f o r each subcontract or f o r a l l subcontracts during a 
period ( i . e . , quarterly, semi-annually or annually). 

JG-D-19-2 



EXHIBIT "C II 

Attached to and made a part of that certain Operating Agreement between Santa Fe Energy 
Operating Partners, as Operator and Pogo Producing Company, et a l , as Non-Operator. 

1. Relationship of the Parties. Neither t h i s Exhibit nor the agreement 
to which i t i s attached (the "Agreement") i s intended to create, nor s h a l l the 
same be construed as creating, any mining partnership, commercial partnership or 
other partnership r e l a t i o n or j o i n t venture. Rather, i t i s the inten t and purpose 
of the Agreement and t h i s Exhibit to create a relationship (the "Joint Operation") 
which i s l i m i t e d to the development and the extraction and processing of o i l and 
gas f o r d i v i s i o n i n kind or for sale f o r the accounts of the several parties i n ­
d i v i d u a l l y , and i n which the l i a b i l i t i e s of each of the parties hereto s h a l l be 
several and not j o i n t or c o l l e c t i v e . Provided, however, solely for United States 
federal and state income tax reporting purposes as provided i n Paragraph 2 herein­
below, the relationship created by t h i s Exhibit and the Agreement s h a l l be con­
sidered as a partnership, but such relationship s h a l l not be a partnership to any 
other extent or for any other purpose. 

2. Election With Respect to Subchapter K. Notwithstanding anything to the 
contrary herein or i n the Agreement, each party hereto agrees, with respect to a l l 
operations conducted hereunder, ( i ) not to elect to be excluded from the application 
of Subchapter K of Chapter 1 of S u b t i t l e A of the I n t e r n a l Revenue Code of 1954, 
as amended (the "Code"), and ( i i ) to j o i n i n the execution of such additional docu­
ments and elections as may be required by the I n t e r n a l Revenue Service i n order to 
effectuate the foregoing. I n addition, i f the income tax laws of any state i n 
which the parties conduct operations pursuant to the terms of t h i s Exhibit and the 
Agreement contain provisions similar to those contained i n Subchapter K of Chapter 
1 of S u b t i t l e A of the Code, each party hereby agrees not to elect to exclude a l l 
or any part of the operation hereunder from the application of said provisions. 

i 

3. Term. The e f f e c t i v e date of the Joint Operation conducted pursuant to 
the Agreement and t h i s Exhibit s h a l l be the e f f e c t i v e date of the Agreement, and 
the Joint Operation s h a l l continue i n f u l l force and e f f e c t from and aft e r such 
date u n t i l the e a r l i e r of ( i ) such time as the Agreement between the parties i s 
dissolved and terminated pursuant to i t s terms, or ( i i ) such time as the parties 
mutually agree to the dissolution and termination of the Joint Operation. Upon 
the occurrence of either of such events of dis s o l u t i o n , the provisions of Paragraph 
7 hereinbelow s h a l l be applicable. 

4. Capital Contributions and Capital Accounts. 

(a) The c a p i t a l contributions of each party to the Joint Operation 
s h a l l be ( i ) his or i t s undivided i n t e r e s t ( s ) i n the o i l and gas properties 
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subject to the Agreement (the "Leases"), and a l l property associated with 
the Leases under the Agreement and ( i i ) a l l amounts paid by or charged to 
him or i t i n connection with the a c q u i s i t i o n , exploration, development and 
operation of the Leases and a l l other costs' paid or charged to him pursuant 
to the Agreement. The contribution of the Leases and a l l property associated 
with the Leases under the Agreement to the Joint Operation s h a l l be made by 
each party's agreement to hold legal t i t l e to i t s undivided i n t e r e s t i n such 
Leases as nominee for the Joint Operation created hereby, subject, however, 
to the provisions regarding reassignments contained i n Paragraph 7 hereinbelow. 

(b) Each party s h a l l have a c a p i t a l account maintained i n accordance 
w i t h tax accounting principles consisting of i t s o r i g i n a l contribution of 
either cash or properties to the Joint Operation, i f any, increased by ( i ) 
a d d i t i o n a l c a p i t a l contributions of that party and ( i i ) that party's share 
of income and gain for federal income tax purposes, and decreased by (x) d i s ­
t r i b u t i o n s to that party of cash or property and (y) that party's share of 
losses and other Items of deduction for federal income tax purposes. The 
a l l o c a t i o n of basis prescribed i n Section 613A(c)(7)(D) of the Code s h a l l not 
reduce or otherwise affe c t the parties' c a p i t a l accounts, but items of income:, 
gain, loss or deduction computed by the parties i n d i v i d u a l l y rather than by 
the Joint Operation as prescribed by Section 613 A(c)(7)(D) of the Code, s h a l l 
be deemed to have been realized by the Joint Operation and thereby increase 
or decrease, as the case may be, the i n d i v i d u a l c a p i t a l accounts of the par­
t i e s ; however, percentage depletion deductions i n excess of a party's allocated 
share of the basis i n a property s h a l l not reduce such Party's c a p i t a l account. 

5. Federal and State Income Tax Returns and Elections 

(a) The parties agree that the party named as Operator under the Agree­
ment s h a l l prepare and f i l e the necessary federal and state partnership income 
tax returns, and the Operator agrees to use i t s best e f f o r t s to prepare properly 
and f i l e such partnership income tax returns including the making of appropriate 
elections as described i n subparagraph (b) below, but s h a l l incur no l i a b i l i t y 
to any other party with respect to such returns and elections. I n addition, 
Operator agrees to submit each year a copy of the partnership return to the 
other parties not l a t e r than twenty (20) days before such partnership return 
must be f i l e d f o r each party's approval, which approval s h a l l not be unrea­
sonably withheld. Absence of a negative response w i t h i n ten (10) working days 
of receipt s h a l l indicate consent to the return as prepared. Each party 
agrees to furnish to the Operator a l l pertinent information r e l a t i n g to the 
operations conducted under the Agreement and t h i s Exhibit which are necessary 
for the Operator to prepare and f i l e such partnership income tax returns. 

(b) The parties hereby authorize and d i r e c t Operator to make the f o l ­
lowing elections on the appropriate returns of the Joint Operation: 



T f 
( i ) To ele c t , i n accordance with Section 263(c) of the Code 

and applicable income tax regulations and comparable provisions of 
state law, to deduct as an expense a l l intangible d r i l l i n g and 
development costs with respect to productive and non-productive 
wells, and the preparation of wells for production of o i l or gas. 

( i i ) To elect the calendar year as the Joint Operation's 
f i s c a l year. 

( i i i ) To elect the accrual method of accounting. 

( i v ) I f there i s a d i s t r i b u t i o n of Joint Operation property as 
described i n Section 734 of the Code or i f there i s a transfer of an 
in t e r e s t as described i n Section 743 of the Code, upon w r i t t e n request 
of any party, to elect, pursuant to Section 754 of the Code, to adjust 
the basis of Joint Operation properties. 

(v) To claim cost recovery deductions, i n accordance w i t h the 
accelerated cost recovery system described i n Section 168(b)(1) of 
the Code. 

( v i ) To elect to amortize organizational expenses, i f any. 

( v i i ) Any other election which i n the Operator's judgment i s 
appropriate; however, Operator agrees to consult with the other par­
t i e s p r i o r to making any other election. 

(c) The parties agree and d i r e c t Operator to reduce the basis i n 
properties q u a l i f y i n g for the investment tax c r e d i t by 50% of the c r e d i t . 
The Operator agrees not to make the election as permitted by Section 48(q)(4) 
of the Code to reduce any tax cr e d i t determined under Section 46(a)(2) of 
the Code. 

(d) Agreement not to authorize the tax partnership to determine, assess 
or c o l l e c t the Windfall P r o f i t Tax. The parties s h a l l elect, as provided 
i n Section 6232(c)(2) of the Code, that Section 6232(c)(1) of the Code s h a l l 
not apply to the partnership. 

6. Allocations. The parties agree that for accounting purposes and f o r 
United States federal and state income tax reporting purposes the d i s t r i b u t i v e 
share of each of the parties hereto i n each item of income, gain, loss, deduction 
or cre d i t including, but not by way of l i m i t a t i o n , the classes of items s p e c i f i c a l l y 
mentioned below, s h a l l be determined as follows: 

(a) A l l items of income, deductions and credits a r i s i n g from the 
sale of o i l , gas or other hydrocarbon substances s h a l l be allocated f o r 
a l l purposes to the party obtaining the proceeds realized therefrom. 
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(b) The production costs s h a l l be allocated as deductions to each 

party i n accordance w i t h his or i t s respective contributions to such costs. 

(c) The exploration costs and intangible d r i l l i n g and development 
costs s h a l l be allocated as deductions to each party i n accordance with 
l i s or i t s respective contributions to such costs. 

(d) The accelerated cost recovery deductions w i t h respect to tangible 
equipment s h a l l be allocated to each party i n accordance with his or i t s 
respective contributions to the adjusted basis of such equipment. 

(e) I f any cost recovery deductions or intangible d r i l l i n g and develop­
ment costs are recaptured as a res u l t of the disposition of any assets sub­
j e c t to the Agreement and t h i s Exhibit, the character of the gain allocated 
under other provisions of t h i s Exhibit s h a l l be determined and allocated to 
the parties i n such a manner, and i n the proportion, that (to the maximum 
extent possible) those parties who o r i g i n a l l y received allocations of cost 
recovery and intangible d r i l l i n g and development cost deductions a t t r i b u t a b l e 
to the assets disposed of s h a l l be allocated the ordinary income element of 
any gain realized and recognized. 

( f ) The deduction for depletion w i t h respect to each separate o i l and 
gas property (as defined i n Section 614 of the Code) subject to the Agreement 
and t h i s Exhibit s h a l l be computed separately by each party rather than by 
the Joint Operation. For purposes of such computation, each party s h a l l be 
considered to own, and s h a l l be allocated, i t s proportionate share of the 
adjusted basis i n each o i l and gas property subject to the Agreement and t h i s 
Exhibit. A party's "proportionate share" of the adjusted basis of an o i l or 
gas property s h a l l be such party's i n t e r e s t i n the c a p i t a l of the Joint 
Operation with respect to that property, which, i n turn, shall be determined 
i n accordance with i t s in t e r e s t ( i ) i n the Joint Operations' c a p i t a l used 
to acquire or provide capitalized improvements to such property ( i f the 
property i s acquired or improved by the Joint Operation) or ( i i ) i n the 
adjusted basis of such property ( i f the property i s contributed or i s con­
sidered to be contributed to the Joint Operation by one or more parties) . 
Each party s h a l l separately keep records of i t s share of the adjusted basis 
i n each o i l and gas property, adjust such share of the adjusted basis f o r 
any cost or percentage depletion allowable on such property, and use such 
adjusted basis i n the computation of i t s gain or loss on the disposition 
of such property. Upon the request of the Operator, each party s h a l l advise 
the Operator of i t s adjusted basis on each o i l and gas property of the 
Joint Operation as computed i n accordance with the provisions of t h i s 
subparagraph ( f ) . 

(g) Amounts realized, gains or 
other disposition of property (other 
substances) w i l l be allocated to the 

losses from each sale, abandonment or 
than o i l , gas or other hydrocarbon 
parties i n such manner as w i l l r e f l e c t 

t 
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the amounts realized, gains and losses that would have been includable i n 
t h e i r respective income tax returns i f such property were held d i r e c t l y by 
the parties f o r tax purposes without regard to the Joint Operation. The 
computations s h a l l take into account each party's share of the proceeds 
derived from each sale or other disposition of such property during the 
year, s e l l i n g expenses and the party's respective contributions to the 
unadjusted cost basis of such property, less any allowed or allowable de­
p r e c i a t i o n , depletion, amortization, or other deductions which have been 
allocated to each pa*rty, or the depletion deductions allowable to each 
party with respect to such property as provided i n subparagraph ( f ) above. 

(h) The q u a l i f i e d investment (as defined i n Section 46(c) of the 
Code) for purposes of the investment tax c r e d i t allowed by Section 38 of the 
Code s h a l l be allocated to the parties i n accordance with t h e i r respective 
contributions to such q u a l i f i e d investment. 

( i ) Any recapture of investment c r e d i t s h a l l be determined and a l l o ­
cated to the parties i n such a manner, and i n proportion, so that the par­
t i e s who o r i g i n a l l y received the a l l o c a t i o n of investment c r e d i t s h a l l be 
allocated the recapture. 

( j ) Any dry hole or bottom hole monetary contribution obtained from 
a t h i r d person i n connection with the d r i l l i n g of a w e l l on the o i l and gas 
properties subject to the Agreement and t h i s Exhibit s h a l l be allocated i n 
the same manner as the costs of d r i l l i n g such w e l l are allocated under the 
foregoing provisions. 

(k) A l l other classes of costs, expenses and credits not f a l l i n g 
w i t h i n subparagraphs ( b ) , ( c ) , ( d ) , ( e ) , ( f ) , ( g ) , ( h ) , ( i ) and ( j ) of 
t h i s Paragraph 6 s h a l l be allocated to and accounted for by each party i n 
accordance with i t s respective contributions to such costs, expenses and 
c r e d i t s . 

7. D i s t r i b u t i o n Upon Dissolution. Upon any actual termination of the 
Joint Operation pursuant to Paragraph 3 above, the business of the Joint Operation 
shall be wound-up and concluded, and the assets of the Joint Operation s h a l l be 
d i s t r i b u t e d to the parties as described below. 

(a) Debts of the Joint Operation, other than to p a r t i e s , s h a l l 
be paid; then 

(b) Debts owed by the Joint Operation to parties s h a l l be paid; 
then 

(c) A l l remaining assets of the Joint Operation s h a l l be d i s t r i b u t e d 
to the parties i n the following order: 
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(1) F i r s t , a l l cash on hand representing contributions by any party 

s h a l l be returned to the contributor; 

(2) Second, the c a p i t a l accounts of the parties s h a l l be determined 
and, i f necessary, adjusted. Adjustment of such c a p i t a l accounts s h a l l not 
be necessary under t h i s subparagraph (2) unless the r a t i o of the c a p i t a l 
accounts of the parties i s not equal to the r a t i o of t h e i r interests i n the 
Joint Operation ( a f t e r pay-out, i f any). I f adjustment i s necessary, the 
Operator s h a l l take the actions specified under t h i s subparagraph (2) i n 
order to either (a) cause the c a p i t a l accounts of a l l parties to equal zero, 
or (b) cause the r a t i o of the parties' c a p i t a l accounts to be equal to the 
r a t i o of t h e i r interests i n the Joint Operation ( a f t e r payout, i f any). 
Such actions are hereafter referred to as "balancing the c a p i t a l accounts," 
and at such time as either (a) or (b) i s achieved, the c a p i t a l accounts 
of the parties s h a l l be referred to as being "balanced." The Operator 
s h a l l select whichever of (a) or (b) i s most practicable under the circum­
stances and requires fewer transactions. The manner i n which the c a p i t a l 
accounts of the parties are to be balanced under t h i s subparagraph (2) s h a l l 
be determined as follows: 

( i ) I f a l l of the parties consent, selected Joint Operation 
property may be sold by the parties to unrelated t h i r d parties to 
generate s u f f i c i e n t gain or loss (to be allocated as described below 
rather than pursuant to subparagraph 6(g) hereof) and cash (to be d i s ­
t r i b u t e d , i f necessary, other than i n the r a t i o of the pa r t i e s ' i n ­
terest i n the Joint Operation) to balance the c a p i t a l accounts. I f 
Joint Operation property i s sold, the r e s u l t i n g gain or loss s h a l l 
f i r s t be allocated between the parties i n the r a t i o necessary to 
balance the c a p i t a l accounts and i f , a f t e r the a l l o c a t i o n of such 
gain or loss, the c a p i t a l accounts are not balanced, the cash generated 
from such sale s h a l l be d i s t r i b u t e d among the parties i n the amounts 
necessary to balance the c a p i t a l accounts; 

( i i ) I f a l l the parties consent, an undivided i n t e r e s t i n ce r t a i n 
selected Joint Operation properties s h a l l be d i s t r i b u t e d to one or more 
parties as necessary f o r the purpose of balancing c a p i t a l accounts; 

( i i i ) Unless ( i ) or ( i i ) above applies, an undivided i n t e r e s t i n 
each and every Joint Operation property s h a l l be d i s t r i b u t e d to one or 
more parties as necessary for the purpose of balancing c a p i t a l accounts 

( i v ) Notwithstanding the methods of d i s t r i b u t i o n applied -in 
( i ) , ( i i ) or ( i i i ) above, any party which has a d e f i c i t i n i t s c a p i t a l 
account s h a l l balance i t s c a p i t a l account by contributing cash or 
property to the Joint Operation, i f such party's c a p i t a l account has 
not been balanced through the application of any other provision(s) 
of t h i s paragraph 7. 
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I f property of the Joint Operation i s d i s t r i b u t e d pursuant to 
part ( i ) or ( i i ) above, the amount of the d i s t r i b u t i o n s h a l l be 
equal to the f a i r market value of the d i s t r i b u t e d property, as 
estimated by the parties. I f a l l of the parties do not reach 
agreement as to the f a i r market value of property, the Operator 
s h a l l cause an independent engineering f i r m to prepare an evalua­
t i o n of f a i r market value of such property. No party s h a l l be 
l i a b l e for or obligated to make any additio n a l contribution i f 
there i s i n s u f f i c i e n t property of the Joint Operation to balance 
c a p i t a l accounts. 

(3) Third, a f t e r the c a p i t a l accounts of the parties have been adjusted, 
i f necessary, pursuant to Subparagraph (2) above, a l l other or remaining 
properties and interests then held by the Joint Operation s h a l l be d i s t r i ­
buted to the parties i n accordance with t h e i r respective i n t e r e s t ( a f t e r 
payout, i f any) i n the Joint Operation. 

(4) Notwithstanding (2) and (3) above, i f d r i l l i n g or other operations 
have been conducted and the cost or expense thereof has been allocated to the 
parties i n a r a t i o (the "Special Ratio") other than the r a t i o of t h e i r i n ­
terests i n the Joint Operation, and i f , as a r e s u l t of such operation, the 
income r e s u l t i n g from production from such operation i s being allocated at 
the date of termination of the Joint Operation to the parties i n the Special 
Ratio pending s a t i s f a c t i o n of the terms of a payout provision, then the 
assignments to be made to the parties pursuant to (2) or (3) above s h a l l 
provide that the parties which participated i n such operation s h a l l own 
the undivided i n t e r e s t i n such we l l and the production accruing thereto i n 
accordance with the Special Ratio instead of the r a t i o they would otherwise 
acquire pursuant to (2) or (3) above, u n t i l the terms of such payout pro­
v i s i o n have been s a t i s f i e d ; thereafter, such well and the remaining pro­
duction therefrom s h a l l be owned as provided i n (2) or (3) above. 

A l l assignments made under the provisions of t h i s paragraph s h a l l be by 
special warranty. I t i s understood and agreed that i t s h a l l be the obliga­
t i o n of each party, as nominee f o r the Joint Operation, to make such assign­
ments as are required upon termination of the Joint Operation i n accordance 
wit h the foregoing provisions of t h i s Paragraph 7. Such assignments s h a l l 
be made subject to the l i a b i l i t y of each assignee f o r costs, expenses and 
l i a b i l i t i e s theretofore incurred or f o r which commitment had been made by 
the Operator p r i o r to the date of termination and such costs, expenses and 
l i a b i l i t i e s s h a l l be allocated to such assignee pursuant to t h i s Exhibit. 

8. Application of t h i s Exhibit. I t i s understood and agreed that i f the 
terms of t h i s Exhibit c o n f l i c t with any of the terms and conditions of the Agreement 
then i n such event as between the parties hereto the terms of t h i s Exhibit s h a l l 
control on the point of such c o n f l i c t . 
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9. Modification of t h i s Exhibit. I t i s understood and agreed that i f the 
I n t e r n a l Revenue Service adopts regulations under Section 704 of the Code, which 
regulations would have the effe c t of rendering i n v a l i d the a l l o c a t i o n of items of 
income, gain, loss, deduction and c r e d i t provided for herein, then t h i s Exhibit 
may, at the Operator's election, be modified to provide for allocations which are 
v a l i d . A modification for t h i s purpose s h a l l be made by the Operator without need 
for consent of any other party and such modification s h a l l be e f f e c t i v e automatically 
when made. 

< 
10. Tax Matters Partner. 

(a) Operator i s designated the tax matters partner (hereinafter "TMP") 
as defined i n Section 6231(a)(7) of the Code. The designation as TMP s h a l l 
be e f f e c t i v e only for operations conducted by the parties pursuant to t h i s 
paragraph. 

(b) The partners s h a l l f urnish the TMP with such information (including 
information specified i n Section 6230(e) of the Code) as i t may reasonably 
request which w i l l permit i t to provide the I n t e r n a l Revenue Service with 
s u f f i c i e n t information so that proper notice can be mailed to such partners 
as provided i n Section 6223 of the Code. 

(c) To the extent and i n the manner provided by Treasury Regulations, 
the TMP s h a l l keep each partner informed of a l l administrative and j u d i c i a l 
proceedings for the adjustment of partnership items (as defined i n Section 
6231(a)(3) of the Code) at the partnership l e v e l . 

(d) I f an administrative proceeding contemplated under Section 6223 
of the Code has begun, the partners s h a l l n o t i f y the TMP of t h e i r treatment 
cf any partnership item on t h e i r federal income tax return i n a manner which 
i s or may be inconsistent with the treatment of that item on the partnership 
return. 

(e) Any partner who enters into a settlement agreement wi t h the Secre­
tary of the Treasury with respect to partnership items, s h a l l n o t i f y the other 
partners of such settlement agreement and i t s terms w i t h i n 90 days from the 
date of settlement. 

( f ) The TMP s h a l l not bind other partners to a settlement agreement 
without getting the concurrence, i n w r i t i n g , of the partners which w i l l be 
bound by such agreement. 

(g) The TMP, or other partner f i l i n g a p e t i t i o n i f the TMP elects not 
to f i l e a p e t i t i o n , s h a l l n o t i f y a l l partners of any i n t e n t i o n to f i l e a 
p e t i t i o n with a court f o r a readjustment of any partnership items. Such 
notice s h a l l be given w i t h i n a reasonable time so that the partners may 
p a r t i c i p a t e i n choosing the forum for the f i l i n g of any p e t i t i o n . This pro-
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v i s i o n s h a l l not apply to any partner who does not have an interest i n 
the outcome. Whether a partner has an i n t e r e s t i n the outcome w i l l be 
determined using the standard i n Section 6226(d) of the Code. 

(h) The TMP or other partner who brings an action under Section 
6226 of the Code, s h a l l provide other partners with notice of any inten­
t i o n to seek review of a determination by any court under that section. 

( i ) No partner may f i l e a request for an administrative adjustment of 
partnership items f o r any partnership taxable year pursuant to Section 
6227 of the Code without f i r s t n o t i f y i n g a l l other partners. I f the other 
partners agree with the requested adjustment, the TMP s h a l l f i l e the request 
for administrative adjustment on behalf of the partnership. I f there i s 
not unanimous consent, the TMP or any other partner may f i l e a request f o r 
an administrative adjustment on h i s own behalf. 

( j ) The TMP s h a l l not enter into any extension of the period of l i m i ­
tations f o r making assessments on behalf of any other partner without f i r s t 
securing the consent of that partner. 

(k) I f any part of an administrative adjustment request f i l e d by a 
partner i s not allowed by the I n t e r n a l Revenue Service, the partner f i l i n g 
such request s h a l l seek the concurrence of other partners w i t h regard to 
the f i l i n g of a p e t i t i o n with any court and w i t h regard to seeking review 
of the determination by any court i n the same manner as provided i n para­
graphs (g) and (h) of t h i s paragraph. 

(1) The TMP and other partners s h a l l use t h e i r best e f f o r t s to comply 
with the r e s p o n s i b i l i t i e s as outlined here and i n Sections 6222 through 6232 
of the Code but s h a l l incur no l i a b i l i t y to any other partner f o r f a i l u r e to 
f u l f i l l such r e s p o n s i b i l i t i e s . 

-9-



500 West Illinois 
Midland, Texas 79701 May 5, 1986 
915/687-3551 

Re: OD-NM-617,071 
Conditional Letter of 
Acceptance of Operating 
Agreement w/Farmout 
covering Section 34, 
T-23-S, R-31-E, 
Eddy County, New Mexico 

Mobil Producing Texas & 
New Mexico Inc. 
P.O. Box 633 
Midland, Texas 79702 

ATTN: Fred Schantz 

Gentlemen: 

Santa Fe Energy Company (with i t s successor to be Santa Fe Energy 
Operating Partners, L.P.) hereby agrees to and accepts the terms and 
provisions of that certain Operating Agreement wi t h Farmout dated A p r i l 1, 
1986, between Pogo Producing Company, Operator, Mobil Producing Texas & New 
Mexico, as Farmee and Santa Fe Energy Operating Partners L.P., as 
Non-Operator, and as Farmor, subject t o the changes and Amendments as 
follows: 

1. A r t i c l e XV. Other Provisions 

Add. A.12 

A. 12. Each party s h a l l , at a l l times, have the r i g h t to take i n kind or 
separately dispose of i t s share of hydrocarbons produced from the 
Contract Area. I n recognition of Mobil's freedom to contract w i t h 
respect to such production and i n exercise of i t s r i g h t to separately 
dispose of the same, Mobil hereby grants unto Santa Fe Energy Company 
(hereinafter referred to as "Santa Fe") a f i r s t and p r e f e r e n t i a l r i g h t 
to purchase from Mobil a l l of Santa Fe's share of a l l hydrocarbon 
production which i s produced and saved a t t r i b u t a b l e to Santa Fe's 
leasehold, exclusive of production used by the operator i n development 
and producing operations, a l l upon the terms and provisions hereinafter 
provided: 

(a) With respect to o i l and other l i q u i d hydrocarbons (including 
condensate, d i s t i l l a t e s , and other l i q u i d s recovered from the w e l l 
stream by normal lease separation methods), t h i s r i g h t may be exercised 
from time to time and at any time upon ten (10) days' w r i t t e n notice t o 
Mobil, and Santa Fe may likewise terminate said election to purchase 
upon a sim i l a r ten-day notice, which electi o n to terminate s h a l l be 
without prejudice to Santa Fe's r i g h t to again elect to purchase I n the 
future. The price to be paid s h a l l be the prevailing market price I n 
the l o c a l i t y f o r o i l or other l i q u i d hydrocarbons of l i k e kind and 
qu a l i t y on the day Santa Fe takes delivery. 

A Sanlt Fe Southern Pacllle Comoany 
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(b) Mobil s h a l l not enter in t o any contract for the sale of i t s share 
of natural gas or other gaseous hydrocarbons without f i r s t complying 
with the provisions of t h i s paragraph ( b ) . I f Mobil s h a l l receive a 
bona fi d e o f f e r for the purchase of any of i t s natural gas or gaseous 
hydrocarbons under a purchase contract which Mobil desires to accept, 
Mobil s h a l l immediately n o t i f y Santa Fe thereof, which notice s h a l l 
include a copy of the proposed contract and a w r i t t e n statement of those 
changes or variances from the w r i t t e n terms to which the parties have 
agreed i f the contract furnished i s not f i n a l . Thereafter, Santa Fe 
sha l l have t h i r t y (30) days from the receipt of such notice together 
w i t h such contract and statement w i t h i n which to elect to purchase such 
natural gas or other gaseous hydrocarbons on the same terms and 
conditions as provided i n the bona f i d e o f f e r . I f , w i t h i n said 
thirty-day period, Santa Fe does not n o t i f y Mobil that i t elects to so 
purchase, then Mobil may accept such bona f i d e third-party o f f e r but 
only i f the thir d - p a r t y contract i s executed w i t h i n t h i r t y (30) days 
from the end of said thirty-day notice period and on terms and 
conditions no more favorable to the purchaser than those of which Santa 
Fe was given notice. Otherwise, such o f f e r s h a l l not be accepted and 
such contract executed by Mobil without f i r s t again o f f e r i n g the same to 
Santa Fe i n accordance with t h i s paragraph. The election of Santa Fe 
not to purchase any natural gas or other gaseous hydrocarbons i n 
accordance w i t h any bona f i d e o f f e r s h a l l not preclude i t s r i g h t to 
elect to do so under the terms of any subsequent bona fi d e o f f e r should 
the p r i o r o f f e r not be consummated or should the contract executed 
pursuant to i t expire. 

I f these modifications are acceptable, please indicate your approval by 
executing and returning one copy of t h i s l e t t e r agreement. 

Sincerely, 

SANTA FE ENERGY 
OPERATING PARTNERS, L.P. 

By SANTA FE PACIFIC EXPLORATION 
COMPANY AS MANAGING GENERAL 
PARTNER 

A 

AGREED AND ACCEPTED t h i s 

GG/efwl517 

day of May 1986 

MOBIL PRODUCING TEXAS & NEW MEXICO INC. 
as Successor i n Interest to THE 
SUPERIOR OIL COMPANY 

i 
By: 

T i t l e : 
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OPERATING AGREEMENT 

3 THIS AGREEMENT,entered into by and between PoqQ P r o d u c i n g Company 

4 _ • , hereinafter designated and 
5 referred to as "Operator "i*and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein 
6 as "Non-Operator", and collectively as "Non-Operators". 

7 

g WITNESSETH: 

9 
10 WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gas interests in the land identified in 
11 Exhibit " A " , and the parties hereto have reached an agreement to explore and develop these leases and/or oil and gas interests for the 
12 production of oil and gas to the extent and as hereinafter provided, 
13 • , 
14 NOW, THEREFORE, it is agreed as follows: 

15 
16 ARTICLE I . 

17 DEFINITIONS 
18 

19 As used in this agreement, the following words and terms shall have the meanings here ascribed to them: 
20 A. The term "oil and gas" shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons 
21 and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is specifically stated. 
22 B. The terms "oil and gas lease", "lease" and "leasehold" shall mean the oil and gas leases covering tract; of land 
23 lying within the Contract Area which are owned by the parties to this agreement. 
24 C. The term "oil and gas interests" shall mean unleased fee and mineral interests in tracts of land lying within the 
25 Contract Area which are owned by parties to this agreement. 
26 D. The term "Contract Area" shall mean all of the lands, oil and gas leasehold interests and oil and gas interests intended to be 
27 developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehold interests and oil and gas interests 
28 are described in Exhibit " A " . 
29 E. The term "drilling unit" shall mean the area fixed for the drilling of one well by order or rule of any state or 
30 federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establish-
31 ed by the pattern of drilling in the Contraa Area or as fixed by express agreement of the Drilling Parties. 
32 F. The term "drillsite" shall mean the oil and gas lease or interest on which a proposed well is to be located. 
33 G. The terms "Drilling Party" and "Consenting Party" shall mean a party who agrees to join in and pay its share of the cost of 
34 any operation conducted under the provisions of this agreement. 

35 H. The terms "Non-Drilling Party" and "Non-Consenting Party" shall mean a party who elects not to participate 

36 in a proposed operation. 

37 
38 Unless the context otherwise clearly indicates, words used in the singular include the plural, the plural includes the 
39 singular, and the neuter gender includes the masculine and the feminine. 

40 
41 ARTICLE I I . 

42 EXHIBITS 
43 

44 The following exhibits, as indicated below and attached hereto, are incorporated in and made a part hereof: 
45 13 A. Exhibit " A " , shall include the following information: 
46 " (1) Identification of lands subject to this agreement, 
47 (2) Restrictions, if any, as to depths, formations, or substances, 
48 (3) Percentages or fractional interests of parties to this agreement, 
49 ' (4) Oil and gas leases and/or oil and gas interests subject to this agreement, 
50 (5) Addresses of parties for notice purposes. . 
51 B - B. Exhibit " B " , Fe.ua of Lew. 
52 Q C. Exhibit "C" , Accounting Procedure. . -.. 
53 Q D. Exhibit " D " , Insurance. -
54 Q E. Exhibit "E" , Gas Balancing Agreement. 3 2 
55 • F. Exhibit " F ' \ Non-Discrimination and Certification of Non-Segregated Facilities. ••• - • 
56 Q G. Exhibit " G " , Tax Partnership. 

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

59 
60 
61 
62 
63 
64 
65 
66 
67 
68 *See Article XV.F. for exception to the foregoing. 
69 
70 
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1 ARTICLE I I I . 
2 INTERESTS OF PARTIES 

3 
4 A. Oil and Gas Interests: 

5 

6 If any party owns an oil and gas interest in the Contraa Area, that interest shall be treated for all purposes of this agreement 

7 and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit " B " , and the owner thereof 

8 shall be deemed to own both the royalty interest reserved in such lease and the interest of the lessee thereunder. 

9 

10 B. Interests of Parties in Costs and Produaion: 

11 

12 Unless changed by other provisions, all costs and liabilities incurred in operations under this agreement shall be borne and 
13 paid, and all equipment and materials acquired in operations on the Contraa Area shall be owned, by the parties as their interests are set 
14 forth in Exhibit " A " . In the same manner, the parties shall also own all production of oil and gas from the Contraa Area subject to the 
15 payment of royalties to the extent nf l / 8 t h Of 8 / 8 t h S which shall be borne as hereinafter set forth. 
16 
17 Regardless of which party has contributed the lease(s) and/or oil and gas interests) hereto on which royalty is due and 
18 payable, each party entitled to receive a share of production of oil and gas from the Contraa Area shall bear and shall pay or deliver, or 
19 cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the 
20 other parties free from any liability therefor. No party shall ever be responsible, however, on a price basis higher than the price received 
21 by such party, to any other party's lessor or royalty owner, and if any such other party's lessor or royalty owner should demand and 
22 receive settlement on a higher price basis, the party contributing the affeaed lease shall bear the additional royalty burden attributable to 

23 such higher price. 

24 

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

26 

27 C. Excess Royalties, Overriding Royalties and Other Payments: 

28 
29 Unless changed by other provisions, if the interest of any party in any lease covered hereby .is subject to any royalty, 
30 overriding royalty, production payment or other burden on production in excess of the amount stipulated in Article III.B., such party so 
31 burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the other parties hereto harmless from any 
32 and all claims and demands for payment asserted by owners of such excess burden. 
33 

34 D. Subsequendy Created Interests: 

35 

36 If any party should hereafter create an overriding royalty, production payment or other burden payable out of production 
37 attributable to its working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhibit " A " , or 
38 was not disclosed in writing to all other parties prior to the execution of this agreement by all parties, or is not a jointly acknowledged and 
39 accepted obligation of all parties (any such interest being hereinafter referred to as "subsequently created interest" irrespective of the 
40 timing of its creation and the party out of whose working interest the subsequently created interest is derived being hereinafter referred 
41 to as "burdened party"), and: 
42 • 
43 1. If the burdened party is required under this agreement to assign or relinquish to any outer party, or parties, all or a portion 
44 of its working interest and/or the production attributable thereto, said other party, or parties, shall receive said assignment and/or 
45 production free and clear of said subsequendy created interest and the burdened party shall indemnify and save said other party, 

46 or parties, harmless from any and all claims and demands for payment asserted by owners of the subsequently created interest; 

47 and, 

48 
49 2. If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all provisions of Article VII.B. shall be 
50 enforceable against the subsequently created interest in the same manner as they are enforceable against the working interest of 
51 the burdened party. 
52 ' . ... • • ... 
53 . , ARTICLE I V . 
54 TITLES 

55 
56 A. Tide Examination: 
57 • . 
58 Title examination shall be made on the drillsite of any proposed well prior to commencement of drilling operations or, if 
59 the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interests included, or planned to be includ-
50 ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, minerals, royalty, overriding 
61 royalty and production payments under the applicable leases. At the time a well is proposed, each party contributing leases and/or oil and 
62 gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abstracts (including federal lease status 
63 reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the possession of or 
64 made available to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator. Operator shall 
65 cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinions shall be furnished to each party 
66 hereto. The cost incurred by Operator in this title program shall be borne as follows: 
67 . . . . . . 
68 B—Option No. 1: Cosu ineurred by Operator in procuring abotracis and title examination (including prclimmurv. •uir.fA«fl»a»hil 
69 shut-in gas royalty opinions and division order tit)" npjpinnt) rh-iii hn . | I iim mi ^t™..... AU^BMH « pm-iA-A j n Exhibit " C " , 
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ARTICLE PV 
continued 

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

5 functions. 
6 
7 Each party shall be responsible for securing curative matter and pooling amendments or agreements required in connection 
8 with leases or oil and gas interests contributed by such party. Operator shall be responsible for the preparation and recording of pooling 
9 designations or declarations as well as the conduct of hearings before governmental agencies for the securing of spacing or pooling orders. 

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

n 
16 B. Loss of Title: 
17 - ' 
18 1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through failure of title, which loss results in a 
19 reduction of interest from that.shown on Exhibit " A " , the party contributing the affected lease or interest shall have ninety (90) days 
20 from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title failure, which acquisi-
21 tion will not be subject to Article VIH.B., and failing to do so, this agreement, nevertheless, shall continue in force as to all remaining oil 
22 and gas leases and interests: and, 
23 (a) The party whose oil and gas leasevor interest is affected by the title failure shall bear alone the entire loss and it shall not be 
24 entitled to recover from Operator or the other parties any development or operating costs which it may have theretofore paid or incurred, 
25 but there shall be no additional liability on its part to the other parties hereto by reason of such title failure; 
26 (b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest which has 
27 been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finally that title failure has oc-
28 curred, so that the interest of the party whose lease or interest is affected by the title failure will thereafter be reduced in the Contract 
29 Area by the amount of the interest lost; 
30 (c) If the proportionate interest of the other parties hereto in any producing* well theretofore drilled on the Contract Area is 
31 increased by reason of the title failure, the party whose title has failed shall receive the proceeds attributable to the increase in such in-
32 terest (less costs and burdens attributable thereto) until it has been reimbursed for unrecovered costs paid by it in connection with such 
33 well; 
34 (d) Should any person not a party to this agreement, who is determined to be the owner of any interest in the title which has 
35 failed, pay in any manner any part of the cost of operation, development, or equipment, such amount shall be paid to the party or parties 
36 who bore the costs which are so refunded; 

37 (e) Any liability to account to a third party for prior production of oil and gas which arises by reason of title failure shall be 
38 borne by the party or parties whose title failed in the same proportions in which they shared in such prior production; and, 
39 " ( f ) No charge shall be made to the joint account for legal expenses, fees or salaries, in connection with the defense of the interest 
40 claimed by any party hereto, it being the intention of the parties hereto that each shall defend title to its interest and bear all expenses in 
41 connection therewith. 

42 
43 2. Loss by Non-Payment or Erroneous Payment of Amount Due: If, through mistake or oversight, any rental, shut-in well 
44 payment, minimum royalty or royalty payment, is not paid or is erroneously paid, and as a result a lease or interest therein terminates, 
45 there shall be no monetary liability against the party who (ailed to make such payment. Unless the party who failed to make the required 
46 payment secures a new lease covering the same interest within ninety (90) days from the discovery of the failure to make proper payment, 
47 which acquisition will not be subject to Article VTO.B., the interests of the parties shall be revised on an acreage basis, effective as of the 
48 date of termination of the lease involved, and the party who failed to make proper payment will no longer be credited with an interest in 
49 the Contract Area on account of ownership of the lease or interest which has terminated. In the event the party who failed to make the 
50 required payment shall not have been fully reimbursed, at the time of the loss, from the proceeds of the sale of oil and gas attributable to 
51 the lost interest, calculated on an acreage basis, for the development and operating costs theretofore paid on account of such interest, it 
52 shall be reimbursed for unrecovered actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilled 
53 or wells previously abandoned) from so much of the following as is necessary to effect reimbursement: 
54 (a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost interest, on an acreage basis, 
55 up to the amount of unrecovered costs; 
56 (b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an acreage basis, of that portion of 
57 oil and gas thereafter produced and marketed (excluding production from any wells thereafter drilled) which, in the absence of such lease 
58 termination, would be attributable to the lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said 
59 portion of the oil and gas to be contributed by the other parties in proportion to their respective interests; and, ' . 
60 (c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes, the owner of the interest 
61 lost, for the privilege of participating in the Contract Area or becoming a party to this agreement. 

62 fl 
63 3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.l. and IV.B.2. above, shall be joint''losses 
64 and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining 'portion of 
65 the Contract Area. Ti ; 
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j ARTICLE V. 

2 OPERATOR 

3 

4 A. Designation and Responsibilities of Operator: 

5 

6 Poqo Producing Company shall be the 
7 Operator of the Contract Area/lnd shall conduct and direct and have full control of all operations on the Contract Area as permitted and 
8 required by, and within the limits of this agreement. It shall conduct aU such operations in a good and workmanlike manner, but it shall 
9 have no liability as Operator to the other parties for losses sustained or liabilities incurred, except such as may result from gross 

10 negligence or willful misconduct. 
11 

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

13 
14 1. Resignation or Removal of Operator: Operator may resign at any time by giving written notice thereof to Non-Operators. 
15 If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, or is no longer capable of serving as 
16 Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except the selection of a successor. Operator 
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 the 
18 affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit " A " remaining 
19 after excluding the voting interest of Operator. Such resignation or removal shall not become effective until 7:00 o'clock A.M. on the 
20 first day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator or action 
21 by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier 
22 date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor-
23 porate name or structure of Operator or transfer of Operator's interest to any single subsidiary, parent or successor corporation shall not 

24 be the basis for removal of Operator. 

25 
26 2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Operator shall be selected by 
27 the parties. The successor Operator shall be selected from the parties owning an interest in the Contract Area at the time such successor 
28 Operator is selected. The successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest 
29 based on ownership as shown on Exhibit " A " ; provided, however, if an Operator which has been removed fails to vote or votes only to 
30 succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majority interest based 

31 on ownership as shown on Exhibit " A " remaining after excluding the voting interest of the Operator that was removed. 

32 

33 C. Employees: 

34 
35 The number of employees used by Operator in conducting operations hereunder, their selection, and the hours of labor and the 
36 compensation for services performed shall be determined by Operator, and all such employees shall be the employees of Operator. 
37 

38 D. Drilling Contracts: 

39 
40 All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual rates prevailing in the area. If it so 
41 desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing 
42 rates in the area and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced, and 
43 such work shall be performed by Operator under the same terms and conditions as are customary and usual in the area in contracts of in-

44 dependent contractors who are doing work of a similar nature. 

45 

46 

47 

48 
49 ARTICLE V I . 
50 DRILLING AND DEVELOPMENT 

51 
52 A . Initial Well: 

54 On or before the_L§ jL_day of Hay i9_86 
, Operator shall commence the drilling of a well for 

55 ofl and gas at the following location: • • 
5 6 660' FSL & 660' FEL of Section 34, T-23-S, R-31-E, Eddy County, New 
5 7 Mexico 
58 
59 fr 
60 and shall thereafter continue the drilting of the well with due diligence to a d e p t h Of 6 , 4 0 0 f e e t OP t o t h a t 
61 depth at which the geological formation known as the "Cherry Canyon" formation 4*1 
62 has been penetrated and adequately tested, in the opinion of Drilling Parties I 
63 whichever is the lesser depth, ' | 
64 *i I A 
65 unless granite or other practically impenetrable substance or condition in the hole, which renders further drilling impractical, is en- Mi 
66 countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser depth y^i^i-i 

67 /^^KN It 
68 Operator shall make reasonable tests of all formations encountered during drilling which give indication of containing oil and .' ? 
69 gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation orWrKati6ns>, in which .-fjjf 
70 event Operator shall be required to test only the formation or formations to which this agreement may apply. .. l l ^ ^ J r f ! ^ ^ ^f* 

•See Article XV.F. for exception to the forego 
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continued 

1 • If, in Operator's judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug and abandon the 

2 well as a dry hole, the provisions of Article VI.E.1. shall thereafter apply. 

3 
4 
5 
6 B. Subsequent Operations: 
7 

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

10 the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the 
11 other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, objective forma-
12 tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice 
13 within which to notify the party wishing to do the work whether they elea to participate in the cost of the proposed operation. If a drill-
14 ing rig is on location, notice of a proposal to rework, plug back or drill deeper may be given by telephone and the response period shall be 
15 limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays. Failure of a party receiving such notice to reply within 
16 the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any notice or 
17 response given by telephone shall be promptly confirmed in writing. 
18 
19 
20 
21 If all parties elea to participate in such a proposed operation, Operator shall, within ninety (90) days after expiration of the notice 
22 period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on loca-
23 tion, as the case may be), aaually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
24 ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties, 
25 for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain 
26 permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
27 aminauon or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article X I , if the 
28 aaual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and 
29 if any party hereto still desires to conduct said operation, written notice proposing same must be resubmitted to the other parties in accor-
30 dance with the provisions hereof as if no prior proposal had been made. 
31 

32 

33 
34 2. Operations by Less than All Parties: If any party receiving such notice as provided in Article Vl.B.l . or VII.D.l. (Option 
35 No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties 
36 giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration of 
37 the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is 
38 on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all 
39 work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is 
40 a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
41 tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
42 senting Parties, when conducting operations on the Contraa Area pursuant to this Article VI.B.2., shall comply with all terms and con-
43 ditions of this agreement. 
44 
45 
46 
47 If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable 
48 notice period, shall advise the Consenting Parties of the total interest of the parties approving such operation and its recommendation as 
49 to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours 
50 (exclusive of Saturday, Sunday and legal holidays) after receipt of such notice, shall advise the proposing party of its desire to (a) limit par-
51 ticipation to such party's interest as shown on Exhibit " A " or (b) carry its proportionate part of Non-Consenting Parties* interests, and 
52 failure to advise the proposing party shall be deemed an election under (a). In the event a drilling rig is on location, the time permitted for 
53 such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and legal holidays). The proposing party, 
54 at its election, may withdraw such proposal if there is insufficient participation and shall promptly notify all parties of such decision 
55 " 
56 
37 
58 The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have 
59 eleaed to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involved in such 
60 operations free and clear of all liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties. 
61 If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and restore the surface location at their 
62 sole cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this Article results in a pro-
63 ducer of oil and/or gas in paying quantities, the Consenting Parties shall complete and equip the well to produce at their sole cost i i d risk, 
64 

65 n ; 
66 ft/; 
67 / v . - - w x 
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ARTICLE V I 
continued 

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

9 
10 
11 
12 (a) 100% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment beyond the wellhead 
13 connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such 
14 Non-Consenting Party's share of the cost of operation of the well commencing with first production and continuing until each such Non-
15 Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
16 Consenting Party's share of such costs and equipment will be that interest which would have been chargeable to such Non-Consenting 
17 Party had it participated in the well from the beginning of the operations; and • 

18 
19 
20 
21 (b) 300 % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back, testing and completing, 
22 after deducting any cash contributions received under Article VIII.C., and 300 % of that portion of the cost of newly acquired equip-
23 ment in the well (to and including the wellhead connections), which would have been chargeable to such Non-Consenting Party if it had 

24 participated therein. 

25 
26 
27 
28 An election not to participate in the drilling or the deepening of a well shall be deemed an election not to participate in any re-
29 working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is 
30 conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment account. Any such 
31 reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well 
32 and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of 
33 the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. If 
34 such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VLB. shall be ap-
35 plicable as between said Consenting Parties in said well. 
36 
37 
38 
39 During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share of production, or the 
40 proceeds therefrom. Consenting Parties shall be responsible for the payment of all production, severance, excise, gathering and other 
41 taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party's share of production not excepted by Ar-
42 tide III.D. 
43 
44 
45 

46 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall be permitted to use, free 
47 of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment shall remain unchanged; and upon 
48 abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for all such equip-
49 ment to the owners thereof, with each party receiving its proportionate part in kind or in value, less cost of salvage. ...... 
50 
51 ' ' 
52 
53 Within sixty (60) days after the completion of any operation under this Article, the party conducting the operations for the 
54 Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in and connected to the well, and an 
55 itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equipping the well for production; or, at its 
56 option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill-
57 ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided above, the party conducting the 
58 operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in-
59 curred in the operation of the well, together with a statement of the quantity of oil and gas produced from it and the amount of proceeds 
60 realized from the sale of the wetl's working interest production during the preceding month. In determining the quantity of pil and gas 

61 produced during any month. Consenting Parties shall use industry accepted methods such as, but not limited to, metering or periodic 
62 well tests. Any amount realized from the sale or other disposition of equipment newly acquired in connection with any such operation 
63 which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unretunied costs 
64 of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall revert to it as 
65 above provided; and if there is a credit balance, it shall be paid to such Non-Consenting Party. j j 

66 - r ^ * ': 
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continued 
1 lf and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the amounts provided for above, 
2 the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from and after such reversion, such Non-
3 Consenting Party shall own the same interest in such well, the material and equipment in or pertaining thereto, and the production 
4 therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling, reworking, deepening or plugging 
5 back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further costs of 

6 the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto. 

7 

8 
9 

10 Notwithstanding the provisions of this Article VI.B.2., it is agreed that without the mutual consent of all parties, no wells shall 
11 be completed in or produced from a source of supply from which a well located elsewhere on the Contraa Area is producing, unless such 
12 well conforms to the then-existing well spacing pattern for such source of supply. 
13 
14 

15 
16 The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article VI.A. 
17 except (a) as to Article VII.D.l . (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such initial well 
18 after it has been drilled to the depth specified in Article VI.A. if it shall thereafter prove to be a dry hole or, if initially completed for pro-

19 duction, ceases to produce in paying quantities. 

20 
21 
22 
23 3. Stand-By Time: When a well which has been drilled or deepened has reached its authorized depth and all tests have been 
24 completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party's notice proposing a 
25 reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-
26 ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever 
27 first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-
28 matical paragraph of Article VI.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequently 
29 withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion 
30 each Consenting Party's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all Consenting Par-
31 ties. 
32 

33 
34 
35 4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable to a "deepening" operation shall 
36 also be applicable to any proposal to directionally control and intentionally deviate a well from vertical so as to change the bottom hole 
37 location (herein called "sidetracking"), unless done to straighten the hole or to drill around junk in the hole or because of other 
38 mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the 
39 affeaed well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share (equal 
40 to its interest in the sidetracking operation) of the value of that portion of the existing well bore to be utilized as follows: 

41 

42 

43 
44 (a) If the proposal is for sidetracking an existing dry hole, reimbursement shall be on the basis of the actual costs incurred in 
45 the initial drilling of the well down to the depth at which the sidetracking operation is initiated. 
46 
47 
48 
49 (b) If the proposal is for sidetracking a well which has previously produced, reimbursement shall be on the basis of the well's 
50 salvable materials and equipment down to the depth at which the sidetracking operation is initiated, determined in accordance with the 
51 provisions of Exhibit " C " , less the estimated cost of salvaging and the estimated cost of plugging and abandoning. 
52 

53 
54 . . . . . . . . . 
55 In the event that notice for a sidetracking operation is given while the drilling rig to be utilized is on location, the response period 
56 shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, however, any party may request and 
57 receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which to respond by paying for all stand-by time 
58 incurred during such extended response period. If more than one party elects to take such additional time to respond to the notice, stand-
59 by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis in the proportion each ejecting par-
60 ty's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all the electing parties. In aU other in-
61 stances the response period to a proposal for sidetracking shall be limited to thirty (30) days. £ 

62 rf: . 
63 Jr" 
64 '! -
65 C. TAKING PRODUCTION IN KIND: £:| ; 

66 .;-•"••£? •• 
b l Each party shall take in kind or separately dispose of its proportionate share of all oil and gas produced from the "Contract Area, 
68 exclusive of production which may be used in development and producing operations and in preparing and treating oil and gas for 
69 marketing purposes and produaion unavoidably lost. Any extra expenditure incurred in the taking in kind or separate-disposition by any 
70 party of its proportionate share of the production shall be borne by such pany. Any party taking its share of production in kind shall be 
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continued 
1 required to pay (or only its proportionate share oi such part of Operator's surface facilities which it uses. 

2 

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

7 In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of 
8 the oil produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the party owning it, but not 
9 the obligation, to purchase such oil or sell it to others at any time and from time to time, for the account of the non-taking party at the 

10 best price obtainable in the area for such production. Any such purchase or sale by Operator shall be subject always to the right of the 

11 owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of all oil not previously 
12 delivered to a purchaser. Any purchase or sale by Operator of any other party's share of oil shall be only for such reasonable periods of 

13 tinie as are consistent with the minimum needs of the industry under the particular circumstances, but in no event for a period in excess 
14 of one (1) year. 
15 
16 In the event one or more parties' separate disposition of its share of the gas causes split-stream deliveries to separate pipelines and/or 
17 deliveries which on a day-to-day basis for any reason are not exactly equal to a party's respective proportionate share of total gas sales to 
18 be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas balancing 

19 agreement between the parties hereto, whether such an agreement is attached as Exhibit "E" , or is a separate agreement. 

20 
21 D. Access to Contract Area and Information: 
22 
23 Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations, 
24 and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator's books 
25 and records relating thereto. Operator, upon request, shall furnish each of the other parties with copies of all forms or reports filed with 
26 governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of 
27 each month, and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost of 
28 gathering and furnishing information to Non-Operator, other than that specified above, shall be charged to the Non-Operator that re-
29 quests the information. 
30 
31 E. Abandonment of Wells: 
32 

33 1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VI.B.2., any well which has been 
34 drilled or deepened under the terms of this agreement and is proposed to be completed as a dry hole shall not be plugged and abandoned 
35 without the consent of all parties. Should Operator, after diligent effort, be unable to contact any party, or should any party fail to reply 
36 within forty-eight (48) hours (exclusive of Saturday, Sunday and legal holidays) after receipt of notice of the proposal to plug and abandon 
37 such well, such party shall be deemed to have consented to the proposed abandonment. All such wells shall be plugged and abandoned in 
38 accordance with applicable regulations and at the cost, risk and expense of the parties who participated in the cost of drilling or deepening 
39 such well. Any party who objects to plugging and abandoning such well shall have the right to take over the well and conduct further 
40 operations in search of oil and/or gas subject to the provisions of Article VLB. 
41 

42 2. Abandonment of Wells that have Produced: Except for any well in which a Non-Consent operation has been conducted 
43 hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any well which has been completed as a 
44 producer shall not be plugged and abandoned without the consent of all parties. If all parties consent to such abandonment, the well shall 
45 be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. If, within 
46 thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such well, 
47 those wishing to continue its operation from the intervals) of the formation^) then open to production shall tender to each of the other 
48 parties its proportionate share of the value of the well's salvable material and equipment, determined in accordance with the provisions of 
49 Exhibit "C" , less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning party shall assign 
50 the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fitness for use of the equipment and 
51 material, all of its interest in the well and related equipment, together with its interest in the leasehold estate as to, but only as to, the in-
52 terval or intervals of the formation or formations then open to production. If the interest of the abandoning party is or includes an oil and 
53 gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and gas lease, limited to the interval or in-
-54 tervals of the formation or formations then open to production, for a term of one (1) year and so long thereafter as oil and/or gas is pro-
55 duced from the interval or intervals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit 
56 • " 
57 
58 

60 
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ARTICLE VI 
continued 

j " B " . The assignments or leases so limited shall encompass the "drilling unit" upon which the well is located. The payments by, and the 
2 assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respective percentage of participation in the 
j Contract Area to the aggregate of the percentages of participation in the Contract Area of all assignees. There shall be no readjustment of 
4 interests in the remaining portion of the Contract Area. 
5 
6 Thereafter, abandoning parties shall have no further responsibility, liability, or interest in the operation of or produaion from 
7 the well in the interval or intervals then open other than the royalties retained in any lease made under the terms of this Article. Upon re-
8 quest, Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the rates and charges con-
9 templated by this agreement, plus any additional cost and charges which may arise as the result of the separate ownership of the assigned 

10 well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or lessor shall then have the option to 

11 repurchase its prior interest in the well (using the same valuation formula) and participate in further operations therein subject to the pro-

12 visions hereof. 

13 
14 3. Abandonment of Non-Consent Operations: The provisions of Article Vl.E.l. or VI.E.2. above shall be applicable as between 
15 Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles; provided, however, no well shall be 
16 permanently plugged and abandoned unless and until all parties having the right to condua further operations therein have been notified 
17 of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this Article 
18 VI.E. 
19 
20 ARTICLE V I I . 

21 EXPENDITURES AND LIABILITY OF PARTIES 
22 

23 A. Liability of Parties: 
24 

25 The liability of the parties shall be several, not joint or collective. Each party shall be responsible only for its obligations, and 
26 shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the liens granted 
27 among the parties in Article VII.B. are given to secure only the debts of each severally. It is not the intention of the parties to create, nor 
28 shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable as partners. 
29 

30 B. Liens and Payment Defaults: 
31 
32 Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share 
33 of oil and/or gas when extracted and its interest in all equipment, to secure payment of its share of expense, together with interest thereon 
34 at the rate provided in Exhibit "C" . To the extent that Operator has a security interest under the Uniform Commercial Code of the 
35 state, Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the ob-
36 taining of judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien 
37 rights or security interest as security for the payment thereof. In addition, upon default by any Non-Operator in the payment of its share 
38 of expense, Operator shall have the right, without prejudice to other rights or remedies, to collect from the purchaser the proceeds from 
39 the sale of such Non-Operator's share of oil and/or gas until the amount owed by such Non-Operator, plus interest, has been paid. Each 
40 purchaser shall be entitled to rely upon Operator's written statement concerning the amount of any default. Operator grants a like lien 
41 and security interest to the Non-Operators to secure payment of Operator's proportionate share of expense. 
42 

43 If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therefor by 
44 Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that 
45 the interest of each such party bears to the interest of all such parties. Each party so paying its share of the unpaid amount shall, to obtain 
46 reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph. 
47 
48 C. Payments and Accounting: 
49 
50 Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses incurred in the development 
51 and operation of the Contraa Area pursuant to this agreement and shall charge each of the parties hereto with their respective propor-
52 donate shares upon the expense basis provided in Exhibit "C" . Operator shall keep an accurate record of the joint account hereunder, 
53 showing expenses incurred and charges and credits made and received. 
54 . - • • - . . . . . ..: 
55 Operator, at its election, shall have the right from time to time to demand and receive from the other parties payment in advance 
56 of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding 
57 month, which right may be exercised only by submission to each such party of an itemized statement of such estimated expense, together 
58 with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted 
59 on OT before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of such estimate within 
60 fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, the amount 
61 due shall bear interest as provided in Exhibit " C " until paid. Proper adjustment shall be made monthly between advances and actual ex-
62 pense to the end that each party shall bear and pay its proportionate share of aaual expenses incurred, and no more. 

63 
64 D. Limitation of Expenditures: 
65 " i 
66 1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well drilled or deepened 
67 pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the drilling or deepening shall include: 
68 • • ' 
69 '• . 
70 V..--"*' 

•9-
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j • Pptirn N " V ft" "-".«tt*ry xxpandimrwt (or tha drilling ar Jattpunina, tutting, tcmplwtinn ind aqiiippinH af thjf-uatjl^ia^Litljflfl 
2 nrrnrrnrii««<iaifflc=«odioc3»Bf • flMllma. 

3 
4 C3 Option No. 2: All necessary expenditures for the drilling or deepening and testing of the well. When such well has reached its 
5 authorized depth, and all tests have been completed, and the results thereof furnished to the parties, Operator shall give immediate notice 
6 to the Non-Operators who have the right to participate in the completion costs. The parties receiving such notice shall have forty-eight 
7 (48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the completion at-
8 tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in-
9 eluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to reply within the period above fixed shall 

10 constitute an election by that party not to participate in the cost of the completion attempt. If one or more, but less than all of the parties, 
11 elect to set pipe and to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase "reworking, deepening or plugging 
12 back" as contained in Article VI.B.2. shall be deemed to include "completing") shall apply to the operations thereafter conducted by less 
13 than all parties. 
14 -
15 2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plugged back except a well reworked or 
16 plugged back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the reworking or plugging back of a well shall 
17 include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage 

18 and/or surface facilities. 

19 
20 3. Other Operations: Without the consent of all parties, Operator shall not undertake any single project reasonably estimated 
21 to require an expenditure in excess of T w e n t y - F i v e Thousand Dollars (S 2 5 , 0 0 0 . 0 0 ) 
22 except in connection with a well, the drilling, reworking, deepening, completing, recompleting, or plugging back of which has been 
23 previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden 
24 emergency, whether of the same or different nature. Operator may take such steps and incur such expenses as in its opinion are required 
25 to deal with the emergency to safeguard life and property but Operator, as promptly as possible, shall report the emergency to the other -
26 parties. If Operator prepares an authority for expenditure (AFE) for its own use. Operator shall furnish any Non-Operator so requesting 

27 an information copv thereof for any single project costing in excess of F l f t f i p n Thriusanrl 

28 Dollars (* 1 5 , 0 0 0 . 0 0 ) but less than the amount first set forth above in this paragraph. 

29 

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

31 

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

38 visions of Article IV.B.2. 

39 

40 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well, or the shutting in or return to production 
41 of a producing gas well, at least five (5) days (excluding Saturday, Sunday and legal holidays), or at the earliest opportunity permitted by 
42 circumstances, prior to taking such action, but assumes no liability for failure to do so. In the event of failure by Operator to so notify 
43 Non-Operator, the loss of any lease contributed hereto by Non-Operator for failure to make timely payments of any shut-in well payment 
44 shall be borne jointly by the parties hereto under the provisions of Article IV.B.3. 
45 

46 F. Taxes: 

47 
48 Beginning with the first calendar year after the effective date hereof, Operator shall render for ad valorem taxation all property 
49 subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes assessed thereon before they 
50 become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not 
51 be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non-
52 Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over-
53 riding royalties or production payments, the reduction in ad valorem taxes resulting therefrom shall mure to the benefit of the owner or 
54 owners of such leasehold estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such reduc-
55 tion. If the ad valorem taxes are based in whole or in part upon separate valuations of each party's working interest, then notwithstanding 
56 anything to the contrary herein, charges to the joint account shall be made and paid by the parties hereto in accordance with the tax 
57 value generated by each party's working interest. Operator shall bill the other parties for their proportionate shares of all tax payments in 
58 the manner provided in Exhibit "C" . 
59 ^ 
60 If Operator considers any tax assessment improper. Operator may, at its discretion, protest within the time and manner 
61 prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to filial deter-
62 mination. During the pendency of administrative or judicial proceedings. Operator may elea to pay, under protest, all such taxes and any 
63 interest and penalty. When any such protested assessment shall have been finally determined. Operator shall pay the tax for the joint ac-
64 count, together with any interest and penalty accrued, and the total cost shall then be assessed against thc parties, and be paid bv them, as 
65 provided in Exhibit "C" . j 
66 . . . ,<:rk\ 
67 Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upon or.with respect to 
68 trie production or handling of such party's share of oil and/or gas produced under the terms of this agreement. •'. • 1 : • '•• 
69 V:.r-
70 V"~ " ' • ^ V 

„ • . . • . • » i : - . . . ! • - j 

. : . . : . » " ' . • rf. lit ' , t 
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I G. Insurance: 

2 
3 At all times while operations are conducted hereunder, Operator shall comply with the workmen's compensation law of 
4 the state where the operations are being conducted; provided, however, that Operator may be a self-insurer for liability under said com-
5 pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit "C" . Operator shall 
6 also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit " D " , attached to and made a part 
7 hereof. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensation 
8 law of the state where the operations are being conducted and to maintain such other insurance as Operator may require. 
9 

10 In the event automobile public liability insurance is specified in said Exhibit " D " , or subsequently receives the approval of the 

I I parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator's automotive equipment. 

12 
13 ARTICLE V I I I . 
14 ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 
15 

16 A. Surrender of Leases: 
17 
18 The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall not be surrendered in whole 

19 or in part unless all parties consent thereto. 

20 
21 However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not 
22 agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of title, all of its interest irt 
23 such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production 
24 thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is or includes an oil and gas in-
25 terest, the assigning party shall execute and deliver to the party or parties not consenting to such surrender an oil and gas lease covering 
26 such oil and gas interest for a term of one (1) year and so long thereafter as oil and/or gas is produced from the land covered thereby, such 
27 lease to be on the form attached hereto as Exhibit " B " . Upon such assignment or lease, the assigning party shall be relieved from all 
28 obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well 
29 attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and its equipment and pro-
30 duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or lessee shall pay to the 
31 party assignor or lessor the reasonable salvage value of the latter's interest in any.wells and equipment attributable to the assigned or leas-
32 ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit "C" , less the estimated cost of 
33 salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor of more than one party, the interest 

34 shall be shared by such parties in the proportions that the interest of each bears to the total interest of all such parties. 

35 
36 Any assignment, lease or surrender made under this provision shall not reduce or change the assignor's, lessor's or surrendering 
37 party's interest as it was immediately before the assignment, lease or surrender in the balance of the Contract Area; and the acreage 
38 assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject to the terms and provisions of this 

39 agreement. 

40 

41 B. Renewal or Extension of Leases: 

42 
43 If any party secures a renewal of any oil and gas lease subject to this agreement, all other parties shall be notified promptly, and 
44 shall have the right for a period of thirty (30) days following receipt of such notice in which to elect to participate in the ownership of the 
45 renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party who acquired it their several proper pro-
46 portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area, which shall be in proportion to the 

47 interests held at that time by the parties in the Contract Area. 

48 
49 If some, but less than all, of the parties elea to participate in the purchase of a renewal lease, it shall be owned by the parties 
50 who elea to participate therein, in a ratio based upon the relationship of their respective percentage of participation in the Contract Area' 
51 to the aggregate of the percentages of participation in the Contraa Area of all parties participating in the purchase of such renewal lease. 
52 Any renewal lease in which less than all parties elea to participate shall not be subjea to this agreement. 
53 . 
54 Each party who participates in the purchase of a renewal lease shall be given an assignment of its proportionate interest therein 

55 by the acquiring party. 

56 

57 The provisions of this Article shall apply to renewal leases whether they are for the entire interest covered by the expiring lease 
58 or cover only a portion of its area or an interest therein. Any renewal lease taken before the expiration of its predecessor lease, or taken or 
59 contraaed for within six (6) months after the expiration of the existing lease shall be subjea to this provision; but any lease taken or con-
60 tracted for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and shall not be'subject to 

61 the provisions of this agreement. r-

o2 
63 The provisions in this Article shall also be applicable to extensions of oil and gas leases. '" 
64 ;j • 
65 C. Acreage or Cash Contributions:* . j 
66 . , T T : ^ , 

67 While this agreement is in force, if any party contracts for a contribution of cash towards the drilling of a well or any other 
68 operation on the Contract Area, such contribution shall be paid to the party who conducted thc drilling or other operation and shall be 
69 applied by it against the cost of such drilling or other operation. If the contribution be in the form of acreage, the party to whom the con-
70 tribution is made shall promptly tender an assignment of the acreage, without warranty of title, to the Drilling Parties irt^ejffoportions 

•The Farmout Agreement described in Article XV.A. hereof shall not be subject'to 
this provision. ; •.••..,,/•*••.;.•..••• 
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said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contract Area and, to the extent possible, be 
governed by provisions identical to this agreement. Each party shall promptly notify all other parties of any acreage or cash contributions 
it may obtain in support of any well or any other operation on the Contract Area. The above provisions shall also be applicable to op­
tional rights to earn acreage outside the Contraa Area which are in support of a well drilled inside the Contract Area. 

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

D. Maintenance of Uniform Interest: 

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

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

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

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

lf, at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its disaetion, may 
require such co-owners to appoint a single trustee or agent with full authority to receive notices, approve expenditures, receive billings for 
and approve and pay such party's share of the joint expenses, and to deal generally with, and with power to bind, the co-owners of such 
party's interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the right to enter 
into and execute all contraas or agreements for the disposition of their respective shares of the oil and g2s produced from the Contraa 
Area and they shall have the right to receive, separately, payment of the sale proceeds thereof. 

E. Waiver of Rights to Partition: 

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

F-i—Preferential Right to Purchase! 

Should any party desire to aell uil or any part of ita intereata under thia agreement, <st in righta and interests in the Ccnuacl 
Area, it shall promptly give written notice to the other parties, with full information concerning its proposed saleĵ aiyerrshaTTinclude the 
name and address of the prospective purchaser (who must be ready, willing and able to purchasej,jhe-ptircnlseprice, and all other terms 
of the offer. The other parties shall then have an optional prior right, for a perjoJjaf-+eTrTIft)days after receipt of the notice, to purchase 
on the same terms and conditions the interest which the othejjjai^rpl^p^ses to sell; and, if this optional right is exercised, the purchas­
ing parties shall share the purchased intete^tjrjjiie-pTo'portions that the interest of each bears to the total interest of all purchasing par­
ties. However, there shaUbeju^-preferential right to purchase in those cases where any party wishes to mortgage its interests, or to 
dispose ofjtsJiu*f«Gl>ymerger, reorganization, consolidation, or sale of all or substantially all of its assets to a subsidiary or parent com-

or to a subsidiary of a parent company, or to ony company in which any one party awns a majority ni the stock. 

ARTICLE IX. 

INTERNAL REVENUE CODE ELECTION 

See Exhibit "G" attached hereto. 
Thia agreement ia not intended to create, and ahall not be construed to create, a relationahip of partnership or an associating 

for profit between or among the parties hereto. Notwithstanding any provision herein that the rights and liabilities hereunderjuur?everal 
and not joint or collective, or that this agreement and operations hereunder shall not constitute a partnership, if, forJee!efal income tax 
purposes, this agreement and the operations hereunder are regarded as a partnership, each party hereby afje«e3eleas to be excluded 
from the application of all of the provisions of Subchapter " K " , Chapter 1, Subtitle " A " , of the Inte*rrafRevenue Code of 1954, as per­
mitted and authorized by Seaion 761 of the Code and the regulations promulgated mereund^»-<Jperator is authorized and directed to ex­
ecute on behalf of each party hereby affeaed such evidence of this election as maj>e*fequired by the Secretary of the Treasury of the 
United States or the Federal Internal Revenue Service, including sperificaJJy<4JuTnot by way of limitation, all of the returns, statements, 
and the data required by Federal Regulations 1.761. Should thej*-t5eany requirement that each party hereby affeaed give further 
evidence of this election, each such party shall execute^ieff'documents and furnish such other evidence as may be required by the 
Federal Internal Revenue Service or as may benjpesSary to evidence this election. No such party shall give any notices or take jmy other 
aaion inconsistent with the eleaion ma^e-hereby. If any present or future income tax laws of the state or states in which the Contraa 
Area is located or any futureir^ame :ax laws of the United States contain provisions similar to those in Subchapter " K " , Chapter 1, 
Subtitle " A " , of thehjuwitaTRevenue Code of 1954, under which an eleaion similar to that provided by Section 761 of the Code is per­
mitted, eachpapr'nereby affected shall make such eleaion as may be permitted or required by such laws. In making the foregoing elec-
t ion^rfr tuch party states that the income derived by such party from operations hereunder can be adequately determined without the 

ripuimion of partnership taxable income. , - . " T i 
•-

? \ . 
T r- ' V \ 
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! ARTICLE X. 

2 CLAIMS AND LAWSUITS 

3 
4 Operator may settle any single uninsured third party damage claim or suit arising from operations hereunder if the expenditure 
5 does not exceed_JLlve_J^10USand ._Dollars 

6 (1 5 , 0 0 0 . 0 0 ) and if the payment is in complete settlement of such claim or suit. If the amount required for settlement ex-
7 ceeds the above amount, the parties hereto shall assume and takeover 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 from 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 X I . 

15 FORCE MAJEURE 

16 
17 If any party is rendered unable, wholly 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 full particulars concerning it; thereupon, the obligations of the party giving the notice, so far as they are affected by the force 
20 majeure, shall be suspended during, but no longer than, the continuance of the force majeure. The affected party shall use all reasonable 

21 diligence to remove the force majeure situation as quickly as practicable. 

22 
23 The requirement that any force majeure shall be remedied with 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 all such difficulties shall be handled shall be entirely -
25 within the discretion of the party concerned. 

26 
27 The term "force majeure", as here employed, shall mean an act of God, strike, lockout, or other industrial disturbance, act of 
28 the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental action, governmental delay, restraint 
29 or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which is 
30 not reasonably within the control of the party claiming suspension. 

31 
32 ARTICLE X I I . 

33 NOTICES 
34 

35 All notices authorized or required between the parties and required by any of the provisions of this agreement, unless otherw ise 
36 specifically provided, shall be given in writing by mail or telegram, poslage or charges prepaid, or by telex or telecopier and addressed to 
37 the parties to whom the notice is given at the addresses listed on Exhibit " A " . The originating notice given under any provision hereof 
38 shall be deemed given only when received by the party to whom such notice is directed, and the time for such party to give any notice in 
39 response thereto shall run from the date the originating notice is received. The second or any responsive notice shall 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 

41 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. 

42 

43 ARTICLE X I I I . 

44 TERM OF AGREEMENT 

45 
46 This agreement shall remain in full force and effect as to the oil and gas leases and/or 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. 

49 

50 • Opiiuu Nu. 1: 3u lung as any uf ihe uil and gas leigna sublet! to trrtr agreement leinalp <" HIP CMIH1IIM«1 IT. fm • n ii i | i r n 

51 af thc CmwrwwhWi ulll'lhuf by production extension, renewal or otherwise* 

52 
53 E 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, 
56 however, if, prior to the expiration of such additional period, one or more of the parties hereto are engaged in drilling, reworking, deepen-
57 ing. plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall continue in force until such opera-
58 tions have been completed and if production results therefrom, this agreement shall continue in force as provided herein. In the event the 
59 well described in Article VI.A., or any subsequent well drilled hereunder, results in a dry hole, and no other well is producing, or capable 
60 of producing oil and/or gas from the Contract Area, this agreement shall terminate unless drilling, deepening, plugging back or rework -

61 ing operations are commenced within 90 days from the date of abandonment of said well. 

62 
63 It is agreed, however, that the termination of this agreement shall not relieve any party hereto from any liability which has 
64 accrued or attached prior to the date of such termination. 
65 
66 
67 
68 
69 
70 
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1 ARTICLE XIV. 

2 COMPLIANCE WITH LAWS AND REGULATIONS 

3 
4 A. Laws, Regulations and Orders: 

5 

6 This agreement shall be subject to the conservation laws of the state in which the Contract Area is located, to the valid rules, 

7 regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal, state, and local laws, or-

8 dinances, rules, regulations, and orders. 

9 
10 B. Governing Law: 

11 
12 This agreement and all matters pertaining hereto, including, but not limited to, matters of performance, non-performance, breach, 
13 remedies, procedures, rights, duties and interpretation or construction, shall be governed and determined by the law of the state in which 
14 the C o n t r a c t A r e a is l o c a t e d . I f >he C n n l m e t A n - n i.< i n I w r m r m i n i o n i i M i h i U n nf th i «unf nf 

15 shall guvgrn 

16 

17 C. Regulatory Agencies: 

18 
19 Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or release any rights, 
20 privileges, or obligations which Non-Operators may have under federal or state laws or under rules, regulations or orders promulgated 
21 under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on tracts offset-

22 ting or adjacent to the Contract Area. 

23 
24 With respect to operations hereunder, Non-Operators agree to release Operator from any and all losses, damages, injuries, claims 
25 and causes of action arising out of, incident to or resulting directly or indirectly from Operator's interpretation or application of rules, 
26 rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to the extent such interpretation or ap-
27 plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amounts applicable to such Non-
28 Operator's share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect interpretation or 
29 application, together with interest and penalties thereon owing by Operator as a result of such incorrect interpretation or application. 
30 
31 Non-Operators authorize Operator to prepare and submit such documents as may be required to be submitted to the purchaser 
32 of any crude oil sold hereunder or to any other person or entity pursuant to the requirements of the ' 'Crude Oil Windfall Profit Tax Act 
33 of 1980", as same may be amended from time to time ("Act"), and any valid regulations or rules which may be issued by the Treasury 
34 Department from time to time pursuant to said Act. Each party hereto agrees to furnish any and all certifications or othtr information 

35 which is required to be furnished by said Act in a timely manner and in sufficient detail to permit compliance with said Act. 

36 
37 ARTICLE X V . 
38 OTHER PROVISIONS 
39 

40 A. Farmout Provisions pertaining to the Leasehold Interest owned by Santa Fe 
41 Energy Company et al: 
42 
43 A.1 Notwithstanding any provisions contained herein to the contrary, 
44 Santa Fe Energy Company, APC Operating Partnership, Texas Gas Exploration 
45 Corporation, Primary Fuels, Inc., PaineWebber/Geodyne Energy Income 
4 6 Production Partnership I-C, an Oklahoma general partnership, and Heathary 
4 7 Resources, Inc. (hereinafter referred to separately as "Farmoutor" and 

collectively as "Farmoutors") hereby agree to farm out their leasehold 
interest in the Contract Area to Mobil Producing Texas & New Mexico Inc., 

50 as Successor in Interest to The Superior Oil Company, (hereinafter referred 
51 to as "Mobil"), for the drilling of the Initial Well as provided for 
5 2 herein. In consideration of the performance of all the terms and provi-
53 sions of this Agreement, and the drilling of the Initial Well to its objec-
5 4 tive depth as set out in Article VI.A., Mobil shall be entitled to 100% of 
5 5 all oil and/or gas and associated hydrocarbons produced from the Initial 
5 6 Well attributable to Farmoutors' leasehold interest in the Contract Area, 
5 7 subject to the overriding royalty reserved by Farmoutors as provided 
™ hereinbelow. Mobil agrees to drill and complete said well free of any cost 

or liability to Farmoutors, whether same is completed as a well capable of 
producing oil and/or gas in paying quantities, or plugged and abandoned as 
a dry hole. V 

48 
49 

59 
60 
61 
62 
6 3 A.2 If the Initial Well described above should fail to reach the" depth 
6 4 necessary to satisfy the requirements hereof either because of mechanical 
^ difficulties or because the well encounters excessive waterflow, loss of 

circulation, excessive pressures, cavities, caprock, salt or salt-dome 
material, heaving shale or other practically impenetrable conditions which 

^ would, in the opinion of a prudent operator, render further drilling 
\z impracticable, then Mobil may, at its election, commence actual -.drilling of 

. -., ...a »(.•••.»•. 
I...- , » " • • t.v• •. !, ...... ., .• • 
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a substitute well at approximately the same location i f mechanical dif­
ficulties are responsible or at a mutually agreeable location i f formation 
conditions are responsible with the same objective within thirty (30) days 
after abandonment of said well and thereupon the substitute well shall be 
considered and treated for all purposes as though the same were the well 
for which i t is a substitute. 

A.3 By drilling the Initial Well (or substitute well) to its objective 
depth and upon the completion of said well as either a well capable of pro­
ducing oil and/or gas in paying quantities, or plugged and abandoned as a 
dry hole, Farmoutors will deliver to Mobil an assignment of operating 
rights covering 100% of Farmoutors' right, t i t l e and interest in and to 

^-that portion of Farmoutors' leasehold which is allocated to said well for 
proration unit purposes (subject to Farmoutors' overriding royalty reserved 
hereinbelow) and 75% of Farmoutors' right, t i t l e and interest in and"to the 
remainder of Farmoutors' leasehold interest in Contract Area "A" which is 
not allocated to said well for proration unit purposes. In the absence of 
field rules, the proration unit shall embrace not more than forty (40) 
acres for an oil well or one hundred sixty (160) acres for a gas well of 
the Contract Area "A" surrounding such Initial Well (or its substitute) in 
the form of a square or rectangle with said well in the center thereof as 
far as practicable. Said assignment shall be limited in depth from the 
surface of the earth down to 100 feet below the total depth drilled in the 
Initial Well. In addition, at such time as the assignment of operating 
rights described above is made Farmoutors shall also deliver to Mobil an 
assignment of operating rights covering an undivided 50% of Farmoutors' 
right, t i t l e and interest in and to the leasehold rights owned by 
Farmoutors in Contract Area "C". Said assignment of rights in Contract 
Area "C" shall be limited in depth to cover all rights below 100 feet below 
the total depth drilled in the Initial Well, Farmoutors do not warrant 
t i t l e to their leasehold committed herein and in this connection, i f Mobil 
earns assignments pursuant to the terms hereof, the assignments shall be 
without recourse or warranty of t i t l e , express or implied. 

A.4 Mobil shall assume and pay all existing royalties, overriding 
royalties, production payments and any other burdens applicable to 
Farmoutors' interest in the Initial Well and the acreage allocated thereto 
for proration unit purposes. In addition to all of the aforementioned bur­
dens, each Farmoutor hereby reserves under the Initial Well proration unit 
an overriding royalty equal to one-sixteenth of eight-eighths (l/16th of 
8/8ths), which at each Farmoutor's option may be taken in kind, of all o i l , 
gas, casinghead gas and liquid constituents, which shall be free of all 
costs of development and operations and free of all taxes except applicable 
gross production, windfall profit and severance taxes. Said overriding 
royalty interest shall be decreased proportionately i f the interest 
subleased covers less than the entire mineral fee interest or i f the 
assignment contemplated hereunder pertaining to the acreage allocated to 
the Initial Well for proration unit purposes is less than a fu l l working 
interest in the leasehold assigned; however, no reduction in overriding 
royalties shall be made due to the reservation and limitation as to depths 
to be assigned. In addition, said overriding royalty interest reserved by 
each Farmoutor shall be the total overriding royalty for which Mobil shall 
be obligated to pay on each of such Farmoutor's interest and shall include 
all existing overriding royalties and obligations payable out of production 
from such lands. With respect to that portion of each Farmoutor's lease­
hold in the Contract Area not allocated to the Initial Well for proration 
unit purposes, Mobil and Farmoutors shall assume and bear their propor­
tionate part of all royalties and other burdens that were in existence on 
the date of this Agreement in accordance with Article III.D. of this 
Operating .Agreement, but all subsequently created interests (as.defined in 
Article III.D.) shall be borne solely by the party who created same. 

« 

A.5 While Farmoutors' leasehold is committed to this Agreement and after 
assignment thereof, i f an assignment is earned, Pogo Producing Company 
("Pogo") shall make rental and shut-in gas well payments at the times and 
in the amounts which, in Pogo's opinion, are necessary to maintain said 
acreage in force; however, Pogo shall not be held liable in damages for the 
loss of the subject lease or any interest therein or any part thereof i f 
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through mistake or oversight any rental or shut-in well payment is not paid 
or is erroneously or untimely paid. Furthermore, until an assignment of 
interest is earned under the terms of this Farmout Agreement, Pogo will not 
be entitled to a reimbursement from Farmoutors for any such payments. I t 
is understood that Mobil shall be obligated to reimburse Pogo for 
Farmoutors' proportionate share of such payments. However, Pogo shall be 
entitled to a reimbursement from each Farmoutor for such Farmoutor's pro­
portionate part of any such payments made after an assignment or assign­
ments are earned under the terms of this Farmout Agreement. 

A.6 I t is understood and agreed that Mobil shall assume all of the bur­
dens and obligations of the leasehold interest being committed to this 
agreement by Farmoutors and Mobil shall comply with all of the expressed 
and implied covenants of such lease to the extent that they are applicable 
to the lands and depths committed. Without limiting the foregoing, Mobil 
further agrees to comply with all laws and regulations pertaining to the 
plugging and abandonment of all wells drilled on the subleased premises and 
in this connection, the Operator herein shall carry and maintain all 
plugging and improvement damage bonds as may be required by the State and 
Federal Authorities. 

A.7 During the drilling of the Initial Well provided for in Article VI. 
hereof, Farmoutors1 authorized representatives at their sole risk and 
expense are to have access at all times to each well and to all cores, cut­
tings, logs and other information of whatever nature obtained during the 
drilling of such well. In addition, each Farmoutor is to be furnished 
daily reports and other pertinent well information and data as may be spe­
cified by such Farmoutor. 

A.8 With respect to all operations conducted on the Initial Well, Mobil 
agrees to defend, indemnify and hold Farmoutors harmless against any 
expense, claim or cause of action brought by any third party including but 
not limited to any governmental agency arising out of said operations 
unless the condition resulting in said expense, claim or cause of action is 
due to the sole negligence of any Farmoutor or Operator. 

A.9 On all subsequent wells drilled under this Operating Agreement, each 
party hereto shall be obligated to either participate with its respective 
working interest or go non-consent under the terms of Article VI.B. of this 
Operating Agreement. However, notwithstanding the foregoing, at such time 
as a second test is proposed to be drilled on Contract Area "A" to test 
formations covered by Contract Area "A" Farmoutors shall not have the 
option to go non-consent in the drilling of said well. Instead, each 
Farmoutor shall have the option to either participate with its respective 
working interest in said well as specified on Exhibit "A" of this Operating 
Agreement or relinquish all of its working interest in Contract Area "A" to 
Mobil and in exchange be entitled to an overriding royalty interest under 
that portion of Contract Area "A" not allocated to the Initial Well for 
proration unit purposes in an amount equal to the overriding royalty 
interest of such Farmoutor under the Initial Well proration unit. As under 
the acreage allocated to the Initial Well for proration unit purposes, said 
overriding royalty interest to be reserved by each Farmoutor shall be the 
total overriding royalty for which Mobil shall be obligated to pay on each 
of such Farmoutor's interest and shall include all existing overriding 
royalties and obligations payable out of production from such lands. I t is 
the intent of the parties hereto that each Farmoutor shall have a one time 
election (which shall be made within 30 days after such time as the second 
well is proposed to be drilled on Contract Area "A") to either retain its 
remaining working interest in Contract Area "A" or relinquish said working 
interest in exchange for the aforementioned overriding royalty interest. 
If any Farmoutor fails to respond within the required thirty (30) day 
period specified in Article VI.B.l., then for all purposes herein i t shall 
be deemed that said Farmoutor elected to not participate in said second 
test well. If a Farmoutor's election is to participate with its respective 
working interest in said second well, then i t shall retain its working 
interest in Contract Area "A" and shall thereafter be obligated to par­
ticipate or go non-consent under the terms of this Operating Agreement oh 
all subsequent wells proposed on Contract Area "A". If a Farmoutor's elec-
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tion is to relinquish its interest in exchange for the aforementioned 
overriding royalty interest, then such Farmoutor shall immediately deliver 
to Mobil an assignment of operating rights assigning all of such 
Farmoutor's working interest in that portion of the lands in Contract Area 
"A" which are not included in the acreage allocated to the Initial Well for 
proration unit purposes and reserving in said Assignment the overriding 
royalty interest described herein and the working interest percentage for 
subsequent wells in Contract Area "A" on Exhibit "A" shall be revised 
accordingly. Said Assignment shall be limited in depth from the surface of 
the earth down to 100 feet below the total depth drilled in the Initial 
Well provided for under Article VI.A. of this Operating Agreement. 

A.10 In the event the initial well provided for in Article VI.A. hereof or 
a substitute well therefor, i f necessary, is not timely commenced or 
drilled, Mobil's only penalty therefor shall be the failure to earn the 
acreage and rights from Farmoutors as specified in this Article XV.A. 

A.11 It is understood and agreed that i f there is a conflict with the 
terms and provisions of Article XV.A. and the remainder of this Operating 
Agreement then the terms and provisions of Article XV.A. shall take prece­
dence. 

Operations Regarding Respective Contract Areas: 

As provided on Exhibit "A", this Operating Agreement has three (3) separate 
and distinct Contract. Areas in which the working interests of the parties 
hereto vary. I t is hereby understood and agreed, that the working interest 
owners in any proposed operation and the associated costs attributable to 
such operation shall be allocated to the working interest owners in the 
proportion set forth on Exhibit "A" in the Contract Area in which the pri­
mary objective of the proposed operation is intended to evaluate. 

Provision Regarding Purchase and Sale Agreement Referred to in Assignments 
dated December 21, 1984 from ACF Petroleum Company, Inc. to Primary Fuel§T 
Inc. and PW Production Inc.: 

Primary Fuels, Inc., Heathary Resources, Inc. and PaineWebber/Geodyne 
Energy Income Production Partnership I-C (hereinafter collectively 
referred to as "said parties" in this Article XV.C.) each own an interest 
in the record t i t l e of the Federal lease committed hereto by virtue of 
being successors in t i t l e to ACF Petroleum Company, Inc. ACF Petroleum 
Company, Inc. conveyed all of its right, t i t l e and interest in the Federal 
lease committed hereto by two instruments entitled Assignment, Bill of Sale 
and Conveyance, the fi r s t from ACF Petroleum Company, Inc. to PW Production 
Inc., and the second from ACF Petroleum Company, Inc. to Primary Fuels, 
Inc., both of which are dated December 21, 1984, effective November 1, 
1984, recorded in Book 244, Pages 538 and 557, respectively, of the Eddy 
County Miscellaneous Records. Said Assignments contained among other pro­
visions a provision stating that said Assignments were being made subject 
to a Purchase and Sale Agreement among the parties to said Assignments 
dated effective November 1, 1984. ... ., ,c ; 

By the execution of this Operating Agreement said parties hereby state that 
nothing contained in the Purchase and Sale Agreement precludes said parties 
from farming out their interest to Mobil as specified under Article XV.A. 
herein. Said parties further represent that nothing contained in the 
Purchase and Sale Agreement requires said parties to obtain the consent or 
joinder of ACF Petroleum Company, Inc. to this Operating Agreement. 

Provision Regarding Consulting Contract Referred to in Assignment dated 
effective November 2, 1984 from Primary Fuels, Inc. to Heathary Resources, 
Inc.: 

Heathary Resources, Inc. (hereinafter referred to as "Heathary") owns an 
interest in the record t i t l e of the Federal lease committed hereto. 
Heathary acquired said interest from Primary Fuels, Inc. (hereinafter 
referred to as "Primary") by that certain Assignment dated effective 
November 2, 1984 which is recorded in Volume 250, Page 1083 of the 
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Miscellaneous Records of Eddy County, New Mexico, Said Assignment con­
tained among other provisions a provision stating that said Assignment was 
being granted subject to that certain unrecorded Consulting Contract dated 
December 29* 1982 by and between Primary Fuels, Inc. and Mr. Don Wlese 
which 1s stated to Include, among other things, a right of Primary Fuels. 
Inc. or Its successor to repurchase the assigned Interest, 

For purposes of confidentiality. Primary and Heathary have refused to allow 
third parties to review said Consulting Contract, Therefore, by the execu­
tion of this Operating Agreement Primary and Heathary hereby state that 
nothing contained in the Consulting Contract precludes Heathary from 
farming out Its interest to Mpbit es specified under Article XV.A. In 
addition, Primary hereby releases any right 1t may have under the 
Consulting Contract to reacquire any t n ^ ^ : which Moofi msv acquire from 
Heathary under the terms of Operating Agreement and agrees £o execute 
and' furnish" a reWrdaDfi'Instrument to Mobil confirming same if Mobil ettr.ns 
assignments from Heathary, / 

A_P_C Operating Partnership Acquisition Rights: 

Among the materials filed with the Bureau of Land Management 1n connection 
with the competitive bid submitted by the original lessees for the lease 
corrmitted hereto 1s a statement by Florida Exploration Company, ACF 
Petroleum Company, Inc. ("ACF?), and Chessie Exploration, Inc. ("Chessle") 
that Florida Exploration Company hp an optton&t reversionary right, after 
certain terms and conditions have/been met, to acquire an undivided £0S of 
the Interests of ACF and Chessle* which are now owned by Texas Gas 
Exploration Corporation, PaineWebber/Geodyne Energy Income Production 
Partnership I-C, Primary Fuels, Anc. and Heathary Resources, Inc. The sta­
tus of the right of Florida Exploration Company to acquire 10% of the 
Interest of said companies 1s unknown at this time. However, by the execu­
tion of this Operating Agreement APC Operating Partnership, being the suc­
cessor in Interest to Florida Exploration Company, hereby releases any 
right which it may have to reacquire any interest which Mobil may acquire 
""from Texas Gas Exploration Corporation, PaineWebber/Geodyne Energy Income 
Production Partnership I-C, Primary Fuels, Inc. and Heathary Resources, 
Inc, under the terms of this Operating Agreement and agrees to execute and 
furnish a recordable instrument to Mobil confirming same if Mobil earns 
assignments from said parties. 

Relinquishment of Operations! 

It is understood and agreed" by--the parties hereto that notwithstanding the 
fact that Pogo Producing Company is designated as Operator herein, Mobil 
Producing Texas & Mew Mexigg inc. shall be the Operator for all subsequent 
wells proposed or drilled under the terms of this Operating Agreement. 
However, Pago Producing Company shall remain as Operator for the Initial 
Well and the duties, responsibilities and rights attributable ta the 
Operator under this Operating Agreement shall be divided accordingly. 

i 
t 
i 
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ARTICLE XVI. 

MISCELLANEOUS 

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

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

IN WITNESS WHEREOF, this agreement shall be effective as of 1s t d a y 0 ( Apr i 1 t IQ 86 . 

OPERATOR 

Pogo Producing Company 

By: 
A. T. Carleton 
Vice President 

NON-OPERATORS 
Mobil Producing Texas & New Mexico 

Inc., as Successor in Interest to 
The Superior Oil Company. 

By: 

Santa Fe Energy Company 

By: 

APPROVED 

J. L. B r i d w e l l , Senior Vice President 

Texas Gas Exploration Corporation 

By: 

APC Operating Partnership 

By: 

Primary Fuels, Inc. 

By: 

pisssi, COY., EATON 

'•' HENSLEY 

PaineWebber/Geodyne Energy Income 
Production Partnership I-C 

By: 

Heathary Resources, Inc. 

By: 

SANTA FE ENERGY OPERATING PARTNERS, L .P . 

By: 
J. L. B r i d w e l l , Senior Vice President 

APPROVED 
Santa Fe P a c i f i c Exploration-py 
Company, Managing General — ^ 
Partner 

. li 

Ji: 

r 
• I.* IV'f t'.*t* .. « 

,-- .IJf 1 »•' 
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ARTICLE XVI. 
MISCELLANEOUS 

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

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

IN WITNESS WHEREOF, this agreement shall be effective as of 1s t day of Apr i 1 , 19 86 . 

OPERATOR 

Pogo Producing Company 

A. T. Carleton 
Vice President 

NON-OPERATORS 
Mobil Producing Texas & New Mexico Primary Fuels, Inc. 

Inc., as Successor in Interest to 
The Superior Oil Company. 

ftr?SOVSD AS 

Ĵ HXIP, COX, EAIOSi 

EEN51E* 

A 

By: By: 
APPROVED 

Santa Fe Energy Company 

By: 

J~. L. Bridwell, Senior vice President 

Texas Gas Exploration Corporation 

By: -

APC Operating Partnership 

By: . 

PaineWebber/Geodyne Energy Income 
Production Partnership I-C 

By: 

Heathary Resources, Inc. 

By: 

SANTA FE ENERGY OPERATING PARTNERS, L.P, 

By: 
J . L . B r - l d w e l l , Senior Vice P res iden t 

APPROVE" 
Santa Fe P a c i f i c E x p l o r a t i o r ^ " / ^ ^ 
Company, Managing General 
Par tner 
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EXHIBIT "A" 

Attached to and made a part of that certain Operating Agreement dated April 1, 
1986, between Pogo Producing Company, as Operator, and Mobil Producing Texas & 
New Mexico Inc., et al, as Non-Operators. 

I . Contract Area 

This Operating Agreement consists of three (3) separate and distinct 
Contract Areas as follows: 

Contract Area "A" - T-23-S, R-31-E, N.M.P.M., Eddy County, New Mexico 
Section 34: El 

Contract Area "A" is limited in depth from the surface of 
the earth down to 100 feet below the total depth drilled in 
the Initial Well. 

Contract Area "B" - T-23-S, R-31-E, N.M.P.M., Eddy County, New Mexico 
Section 34: Wl 

Contract Area "B" is limited in depth from the surface of 
the earth down to 100 feet below the total depth drilled in 
the Initial Well. 

Contract Area "C" - T-23-S, R-31-E, N.M.P.M., Eddy County, New Mexico 
Section 34: All 

Contract Area "C" is limited in depth to cover all rights 
lying beneath 100 feet below the total depth drilled in the 
Initial Well. 

I I . Working Interest of Parties to This Agreement: 

Working Interest of Parties in Contract Area "A" 

Inc., 

Working Interest Owners 
Pogo Producing Company 
Mobil Producing Texas & New Mexico 
as Successor in Interest to The 
Superior Oil Company 

Santa Fe Energy Company (San£a Fe Energy 
APC Operating Partnership °P e r a t l ng £a 

Texas Gas Exploration Corporation 
Primary Fuels, Inc. 
PaineWebber/Geodyne Energy Income 
Production Partnership I-C 

Heathary Resources, Inc. 

Working 
Interests In 
Initial Well 

25.00% 

artners 
P.) 

75.00% 
-0-* 
'-0-* 
-0-* 
-0-* 

-0-* 
-0-* 

100.00% 

Working Interests 
In All Subsequent 

Wells** 
25.0000% 

62.5000% 
6.2500% 
2.0834% 
2.0833% 
1.5469% 

.5208% 

.0156% 
100.0000% 

•Each of said parties elected to farmout their interest for the drilling of 
the Initial Well under Article XV.A of this Agreement. Each of said par­
ties is entitled to an overriding royalty interest which will be applicable 
only to production from the Initial Well. See Article XV.A. for details. 

**The calculations in this column are based on the assumption that each 
Farmoutor will elect not to relinquish its working interest in Contract 
Area "A" at such time as the second test well is proposed on Contract Area 
"A". See Article XV.A. for details. 
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Working Interest of Parties in Contract Area "B" 

Working Interest Owners Working Interest of Parties 
25.0000% Pogo Producing Company 

Mobil Producing Texas & New Mexico Inc., 
as Successor in Interest to The 
Superior Oil Company 25.0000% 

Santa Fe Energy Company (Santa Fe Energy Operating Partners,25.0000% 
APC Operating Partnership L' p- ) 8.3334% 
Texas Gas Exploration Corporation 8.3333% 
Primary Fuels, Inc. 6.1875% 
PaineWebber/Geodyne Energy Income 
Production Partnership I-C 2.0833% 

Heathary Resources, Inc. .0625% 
100.0000% 

Working Interest of Parties in Contract Area "C" 

Working Interest Owners 

Inc., 
Pogo Producing Company 
Mobil Producing Texas & New Mexico 
as Successor.in Interest to The 
Superior Oil Company 

Santa Fe Energy Company (Santa Fe Energy 
APC Operating Partnership 
Texas Gas Exploration Corporation 
Primary Fuels, Inc. 
PaineWebber/Geodyne Energy Income 
Production Partnership I-C 

Heathary Resources, Inc. 

Working Interest of Parties 
25.0000% 

Operating Partners 
L.P.) 

50.0000% 
'12.5000% 
4.1667% 
4.1667% 
3.0938% 

1.0416% 
.0312% 

100.0000% 

Oil and Gas Lease Subject to This Agreement: 

Federal Lease No.: 
Date of Lease: 
Lessor: 
Original Lessee: 

Description of Leasehold 
Committed to this Agreement: 

Existing Overriding Royalty 
Interests: 

NM-43744 
May 1, 1981 
United States of America 
Coquina Oil Corporation, Pogo Producing 
Company, The Superior Oil Company, Florida 
Exploration Company, ACF Petroleum, Inc., 
Chessie Exploration, Inc. 

T-23-S, R-31-E, NMPM, Eddy County, New Mexico 
Section 34: All 

The working interests of APC Operating 
Partnership, Texas Gas Exploration 
Corporation, Primary Fuels, Inc., 
PaineWebber/Geodyne Energy Income Production 
Partnership I-C and Heathary Resources, Inc. 
are possibly burdened with an overriding 
royalty interest of 1.0% of 8/8ths which is 
to be proportionately reduced to the working 
interest and net revenue interest of each of 
said parties. 

Addresses of Parties for Notice Purposes: 

Pogo Producing Company 
P. 0. Box 10340 
Midland, Texas 79702-7340 

Mobil Producing Texas & New Mexico Inc. 
P. 0. Box 633 
Midland, Texas 79702 

Texas Gas Exploration Corporation 
P. 0. Box 4326 
Houston, Texas 77210-4326 

PaineWebber/Geodyne Energy Income 
Production Partnership I-C 

320 S. Boston Avenue, The Mezzanine 
Tulsa, Oklahoma 74103-3708 

APC Operating Partnership 
1700 Lincoln St., Suite 4900 
Denver, Colorado 80203-4549 

Santa Fe Energy Company 
500 West Illinois, Suite 500 
Midland, Texas 79701 

Primary Fuels, Inc. 
P. 0. Box 569 
Houston, Texas 77001 

Heathary Resources, Inc. 
5707 Vestavia 
Houston, Texas 77069 



c K5SHB 601. ?SJ.'A°SK 

COPAS — 1974 

Recommended by the 
Council of Petroleum 
Accountants Societies 

EXHIBIT " C" 

Attached to and made apart pf . J i ^ l " ^ ^ 

_dated Apri_l_l,_ 1986 between_ Pogo Producing Company,_as 
Oper ator", and' M'bTTTTf o'duci rig "Te"x"as""""0 e~t al , 
as Nb"h"-"0"p"er'a"t"o"rs. \""" """" ~"~ """"""""„..." "" 

ACCOUNTING P R O C E D U R E 
JOINT OPERATIONS 

I . GENERAL PROVISIONS 

1. Definitions 
"Joint Property" shall mean the real and personal property subject to the agreement to which this Accounting 
Procedure is attached. 
"Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and 
maintenance of the Joint Property. 

"Joint Account" shall mean the account showing the charges paid and credits received in the conduct of the Joint 
Operations and which are to be shared by the Parties. 

"Operator" shall mean the party designated to conduct the Joint Operations. 

"Non-Operators" shall mean the parties to this agreement other than the Operator. 

"Parties" shall mean Operator and Non-Operators. 

"First Level Supervisors" shall mean those employees whose primary function in Joint Operations is the direct 
supervision of other employees and/or contract labor directly employed on the Joint Property in a field operat­
ing capacity. 
"Technical Employees" shall mean those employees having special and specific engineering, geological or other 
professional skills, and whose primary function in Joint Operations is the handling of specific operating condi­
tions and problems for the benefit of the Joint Property. 

"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 

"Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 

"Controllable Material" shall mean Material which at the time is so classified in the Material Classification Manual 
as most recently recommended by the Council of Petroleum Accountants Societies of North America. 

2. Statement and Billings 
Operator shall bi l l Non-Operators on or before the last day of each month for their proportionate share of the 
Joint Account for the preceding month. Such bills wi l l be accompanied by statements which identify the author­
ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications of in ­
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep­
arately identified and fully described in detail. 

3. Advances and Payments by Non-Operators 
Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their 
share of estimated cash outlay for the succeeding month's operation. Operator shall adjust each monthly billing 
to reflect advances received from the Non-Operators. 

Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. I f payment is not 
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (12%) per 
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint 
Property is located, whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with 
the collection of unpaid amounts. 

4. Adjustments 

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct­
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during any 
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months following 
the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes 
written exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall 
be made unless i t is made within the same prescribed period. The provisions of this paragraph shall not prevent 
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V. 

5. Audits 
A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope­
rator's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month 
period following the end of such calendar year; provided, however, the making of an audit shall not extend the 
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this 
Section I . Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to 
conduct joint or simultaneous audits in a manner which w i l l result in a minimum of inconvenience to the Opera­
tor. Operator shall bear no portion of the Non-Operators' audit cost incurred under this paragraph unless agreed 
to by the Operator. 

6. Approval by Non-Operators 

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec­
tions of this Accounting Procedure and i f 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-Opera­
tors. 
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I I . DIRECT CHARGES 

Operator shall charge the Joint Account with the following items: 

1. Rentals and Royalties 

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

2. Labor 

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

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

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

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 2A of this Section 
I I . Such costs under this Paragraph 2B may be charged on a "when and as paid basis" or by "percentage as­
sessment" on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this 
Section I I . I f percentage assessment is used, the rate shall be based on the Operator's cost experience. 

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are 
applicable to Operator's costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec­
tion I I . 

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under 
Paragraph 2A of this Section I I . 

3. Employee Benefits 

Operator's current costs of established plans for employees' group life insurance, hospitalization, pension, re- j 
tirement, 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 2A and 2B of this Section II shall be Operator's actual ' 
cost not to exceed twenty per cent (aoa).the percentage most recently recommended by the 

4 P^ncijl of Petroleum Accountant Societies of North America for such charges. 

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

5. Transportation 

Transportation of employees and Material necessary for the Joint Operations but subject to the following limita­
tions: 

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

B. I f surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the 
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized barge 
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac­
count for moving Material to other properties belonging to Operator, unless agreed to by the Parties. 

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking cost 
of $300 or less excluding accessorial charges. 

„ o . $400 
6. Services 

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by 
Paragraph 9 of Section I I and Paragraph 1. i i of Section I I I . The cost of professional consultant services and con­
tract services 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 d i ­
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by 
the Parties. 

7. Equipment and Facilities Furnished by Operator 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com­
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other 
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (8%) 
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area 
of the Joint Property. 

B. . In iieu of charges in Paragraph 7A above, Operator may elect to use average commercial rates prevailing in 
the immediate area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates --
published by the Petroleum Motor Transport Association. 

8. Damages and Losses to Joint Property 

A l l costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam­
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's 
gross negligence or wi l l fu l 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. 

9. Legal Expense 

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments -
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 attorneys shall be made unless previously agreed to by the Parties. A l l other legal 
expense is considered to be covered by the overhead provisions of Section I I I unless otherwise agreed to by the 
Parties, except as provided in Section I , Paragraph 3. 
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10. Taxes 

A l l taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera­
tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the 
Parties. 

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

12. Other Expenditures 

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

I I I . OVERHEAD 

1. Overhead - Drilling and Producing Operations 

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

( XX ) Fixed Rate Basis, Paragraph IA, or 
( ) Percentage Basis, Paragraph IB. 

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices 
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable 
under Paragraph 2A, Section I I . The cost and expense of services from outside sources in connection with 
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered 
as included in the Overhead rates provided for in the above selected Paragraph of this Section I I I unless such 
cost and expense are agreed to by the Parties as a direct charge to the Joint Account. 

i i . The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant 
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall 
not ( X) be covered by the Overhead rates. 

i 

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

Drilling Well Rate $ 4,800 
Producing Well Rate $ 480 : 

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

(a) Drilling Well Rate 

[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on ! 
the date the drilling or completion rig is released, whichever is later, except that no charge shall ; 
be made during suspension of drilling operations for fifteen (15) or more consecutive days. 

[2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment j 
arrives on location and terminate on the date the drilling or completion equipment moves off loca­
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen- i 
sion of drilling operations for fifteen (15) or more consecutive days > 

[3] Charges for wells undergoing any type of workover or recompletion for a period of five (5) con- j 
secutive days or more shall be made at the drilling well rate. Such charges shall be applied for i 
the period from date workover operations, with rig, commence through date of rig release, except ! 
that no charge shall be made during suspension of operations for fifteen (15) or more consecutive 
days. 

(b) Producing Well Rates 

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

[2] Each active completion in a multi-completed well in which production is not commingled down 
hole shall be considered as a one-well charge providing each completion is considered a separate 
well by the governing regulatory authority. 

[3] An inactive gas well shut in because of overproduction or failure of purchaser to take the produc­
tion shall be considered as a one-well charge providing the gas well is directly connected to a per­
manent sales outlet. 

[4] A one-well charge may be made for the month in which plugging and abandonment operations 
are completed on any well. 

[5] A l l other inactive wells (including but not limited to inactive wells covered by unit allowable, 
lease allowable, transferred allowable, etc.) shall not qualify for an overhead charge. 

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

3 — 
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B. Overhead - Percentage Basis 

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

(a) Development 

Percent ( % ) of the cost of Development of the Joint Property exclusive of costs 
provided under Paragraph 9 of Section I I and all salvage credits. 

(b) Operating 

Percent ( %) of the cost of Operating the Joint Property exclusive of costs provided 
under Paragraphs 1 and 9 of Section I I , all salvage credits, the value of injected substances purchased 
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min­
eral interest in and to the Joint Property. 

(2) Application of Overhead - Percentage Basis shall be as follows: 
For the purpose of determining charges on a percentage basis under Paragraph IB of this Section I I I , de­
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera­
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures 
necessary in preparation for drilling and expenditures incurred in abandoning when the well ir, not com­
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed 
assets and any other project clearly discernible as a fixed asset, except Major Construction as defined in 
Paragraph 2 of this Section I I I . A l l other costs shall be considered as Operating. 

2. Overhead - Major Construction 

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex­
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and 
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall 
charge the Joint Account for Overhead based on the following rates for any Major Construction project in excess 
of $ 2 5 . 0 0 0 . 0 0 : 
A. 5 % of total costs i f such costs are more than $25,000.00 but less than $ 100,000.00 ; p i U s -
B. 3 % 0 f t o t a l costs in excess of $ 100,000.00 hut, less than $1,000,000; plus 
C. 1 % of total 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 shall be excluded. 

3. Amendment of Rates 

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

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

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma­
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how­
ever, 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-Opera­
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera­
tor 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 reason, credit shall be passed to the Joint 
Account when adjustment has been received by the Operator. 

2. Transfers and Dispositions 

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

A. New Material (Condition A ) 

(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a 
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest 
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property 
where such Material is normally available. 

(2) Line Pipe 

(a) Movement of less than 30,000 pounds 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 where such Material is nor­
mally available. 

(b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in Para­
graph 2A (1) of this Section IV. 

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable 
supply store or f.o.b. railway receiving point nearest the Joint Property where such Material is normally 
available. 

B. Good Used Material (Condition B) 

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

(1) Material moved to the Joint Property 

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV. 

(2) Material moved from the Joint Property 

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV, 
if Material was originally charged to the Joint Account as new Material, or 
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(b) at sixty-five percent (65%) of current new price, as determined by Paragraph 2A of this Section 

IV, if Material was originally charged to the Joint Account as good used Material at seventy-five per­
cent (75%) of current new price. 

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

C. Other Used Material (Condition C and D) 

(1) 'Condition C 

Material which is not in sound and serviceable condition and not suitable for its original function until 
after reconditioning shall be priced at f i f ty percent (50%) of current new price as determined by Para­
graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro­
vided Condition C value plus cost of reconditioning does not exceed Condition B value. 

(2) Condition D 

Al l other Material, including junk, shall be priced at a value commensurate with its use or at prevailing 
prices. Material no longer suitable for its original purpose but usable for some other purpose, shall be 
priced on a basis comparable with that of items normally used for such other purpose. Operator may dis­
pose of Condition D Material under procedures normally utilized by the Operator without prior approval 
of Non-Operators. 

D. Obsolete Material 

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

E. Pricing Conditions . . tnr±\ 

twqnty-five (25c) 
(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15ft) per 

hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when 
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section I I . 

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

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

4. Warranty of Material Furnished by Operator 

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

« 

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

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

2. Reconciliation and Adjustment of Inventories 

Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages and shortages 
shall be furnished to the Non-Operators within six months following the taking of the inventory. Inventory ad­
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall be 
held accountable only for shortages due to lack of reasonable diligence. > 

3. Special Inventories . . . 

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

4. Expense of Conducting Periodic Inventories 

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

— 5 — 
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EXHIBIT "D" 

Attached to and made a part of that certain Operating Agreement dated April 1, 
1986 between Pogo Producing Company, as Operator, and Mobil Producing Texas & 
New Mexico Inc., et al, as Non-Operators. 

Pogo Producing Company will provide only insurance coverage required to 
comply with Workmen's Compensation Laws of the State where the operations 
are being conducted and/or Employer's Liability if required. Premiums for 
the insurance specified above shall be charged to the Joint Account. Any 
party may, at its own expense, provide for itself such additional insurance 
as it deems advisable to protect itself against liability not covered by 
insurance of Operator. 

INDEMNITY 

Unit Operator shall not be liable for loss, damage or destruction to 
any property of any Non-Operator in connection with operations hereunder. 
Each Non-Operator, in proportion to its respective undivided interest in the 
unit, shall save harmless Unit Operator from claims, losses and expenses that 
exceed the amounts collectible under the insurance carried by Unit Operator 
as set forth above, except in cases of gross negligence or willful omission 
of Unit Operator. Each Non-Operator shall indemnify and save harmless Unit 
Operator and all other Non-Operators for claims and losses arising from per­
sonal injury or death to any employee, agent or representative of such Non-
Operator. 
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EXHIBIT "E II 

TO OPERATING AGREEMENT DATED APRIL 1, 1986 
BETWEEN POGO PRODUCING COMPANY, AS OPERATOR, 
AND MOBIL PRODUCING TEXAS & NEW MEXICO INC., 
ET AL, AS NON-OPERATORS. 

GAS BALANCING AGREEMENT 

1. Each party shall have the right to take in kind and separately dispose of 
its proportionate share of the gas produced from the Contract Area and shall be 
entitled to an opportunity to produce its proportionate share of the allowable pro­
duction from a well (including lawful tolerances) established by appropriate regula­
tory authority. 

2. It is the intent that each party be entitled to gas produced in the propor­
tion that its ownership interest bears to the sum of all ownership interests. I t is 
the intent that the Operator have the duty of controlling gas production and the 
responsibility of administering the provisions of this agreement. Operator shall 
cause deliveries to be made to the gas purchasers at such rates as may be required to 
give effect to the intent that the gas production accounts of all parties are to be 
brought into balance under the provisions contained herein. 

3. To give effect to the intent of this agreement, the Operator shall be 
governed by the following rights of each party: 

(a) Each underproduced party (a party who has not marketed or has 
taken a lesser volume of gas than the quantity such party is herein 
entitled) shall have the right upon giving ten (10) days advance 
written notice to Operator to take a greater amount of gas than its 
proportionate share of current production, provided that the right to 
take such greater amount shall be in proportion that its interest 
bears to the total interest of all underproduced parties desiring to 
take more than their proportionate share of the well's current pro­
duction. I t is understood that such "make-up" by the underproduced 
party shall be attributed to offset his prior underproduction in the 
order of accrual of the imbalance caused by such underproduction. 

(b) Each overproduced party (a party who has taken a greater volume 
of gas than the quantity such party is herein entitled) shall reduce 
its respective take in the proportion that such party's interest 
bears to the total interest of all overproduced parties, but in no 
event shall any overproduced party be required to reduce its take to 
less than f i f t y percent (50.00%) of such overproduced party's propor­
tionate share of the current production of gas. 

4. Each party producing and/or delivering gas to its purchaser shall pay any 
and all royalties and production taxes due on such gas. Nothing herein shall cause a 
producing party to account for or pay overriding or other leasehold burdens created 
by or burdening the interest of any nonproducing or underproducing party. 

5. The provisions of this agreement shall be separately applicable to each well 
and each reservoir to the end that, subject to the provisions of paragraph 6 below, 
production from one reservoir may not be utilized for the purpose of balancing 
underproduction from other reservoirs unless agreed to by all parties and gas is of 
similar vintage. 

6. When production from a reservoir permanently ceases, Operator shall be 
responsible to determine the final accounting of underproduction and overproduction. 
Each overproduced party shall have the option of furnishing each underproduced party 
gas of like vintage from other sources ("make-up gas") i f agreed upon by the 
underproduced party or settling the imbalance in cash as provided below. Make-up gas 
shall be supplied from sources determined solely by the overproduced party; provided, 
no such source may be included unless a delivery point for the gas can be agreed upon 
by the overproduced and underproduced parties involved. 
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If any overproduced party does not elect to supply make-up gas, or i f such 

parties do not agree on a delivery point for the make-up gas within 30 days from ter­
mination of such production, a monetary settlement will be made between the underpro­
duced and overproduced parties. In making such settlement, each such overproduced 
party shall remit to the Operator for the account of each underproduced party an 
amount of money calculated by multiplying the volume of overproduced gas of such vin­
tage by the actual amount of money per m.c.f. of such gas that such overproduced 
party actually received, less taxes and royalties theretofore paid by the overpro­
duced party. The Operator will disburse to each underproduced party its propor­
tionate share of monies collected. Such amount shall be shared by each underproduced 
party in the proportion that the underproduction of each bears to the underproduction 
of all parties. The amount of such royalties or taxes attributable to overproduction 
shall be deducted from such payment made by the overproduced party. The amount of 
payment for all such overproduction shall be determined in the order of accrual. 

7. Nothing in this gas balancing agreement shall cause the Operator to produce 
a well or reservoir at higher than maximum allowable rates which might have been 
established by a regulatory authority. 

8. The Operator shall maintain a running account of the gas balance between the 
parties and will furnish each party monthly statements showing the quantities of gas 
produced from each reservoir, the amount thereof used in joint account operations, 
vented or lost, and the total quantities delivered to purchasers together with the 
over/under status of each party. 



^ EXHIBIT "F" ^ 

if tnat certain Operating Agreement dated April Attached to and «ade a part of tnat certain Operating Agreement dated April 1, 1986 between Pogo Producing 

Company, as Operator, and Mobil Producing Texas & New Hexlco Inc., et al, as Non-Operators. 

COMPLIANCE CERTIFICATE 

WHEREVER used 1n the .following sections, the terms "contractor" and "under­
signed" both refer to each party to this agreement. 

A. EQUAL EMPLOYMENT OPPORTUNITY [41 C.F.R. S60-1.4 (a)l 

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

(1) The contractor will not discriminate against any employee or applicant 
for employment because of race, color, religion, sex, or national 
origin. The contractor will take affirmative action to ensure that 
applicants are employed, and that employees are treated during employ­
ment, without regard to their race, color, religion, sex, or national 
origin. Such action shall Include, but not be limited to the following: 
Employment, upgrading, demotion, or transfer, recruitment or recruit­
ment advertising; layoff or termination; rates of pay or other forms 
of compensation; and selection for training, Including apprenticeship. 
The contractor agrees to post 1n conspicuous places, available to 
employees and applicants for employment, notices to be provided by 
the contracting officer setting forth the provisions of this non­
discrimination clause. 

(2) The contractor will, 1n all solicitations or advertisements for employ­
ees placed by or on behalf of the contractor, state that all qualified 
applicants will receive consideration for employment without regard 
to race, color, religion, sex, or national origin. 

(3) The contractor will send to each labor union or representative of 
workers with which he has a collective bargaining agreement or other 
contract or understanding, a notice to be provided by the agency con­
tracting 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 1n 
conspicuous places available to employees and applicants for employ­
ment. 

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

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

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

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

B. CERTIFICATION OF NONSEGREGATED FACILITIES [41 C.F.R. Sl-12.803-10 
(d)(1)] 

Contractor certifies that 1t does not maintain or provide for Its em­
ployees any segregated facilities at any of Its establishments, and that 
it does not permit Its employees to perfrom their services at any location, 
under Its control, where segregated facilities are maintained. Contractor 
certifies further that 1t will not maintain or provide for Its employees 
any segregated facilities at any of its establishments, and that It will 
not permit its employees to perform their services at any location under 
its control, where segregated facilities are maintained. Contractor agrees 
that a breach of this certification is a violation of the Equal Opportunity 
clause in this contract. As used in this certification, the term "segregated 
facilities" means any waiting rooms, work areas, rest rooms and wash rooms, 
restaurants and other eating areas, time clocks, locker rooms and other 
storage or dressing areas, parking lots, drinking fountains, recreation 
or entertainment areas, transportation, and housing facilities provided 
for employees which are segregated by explicit directive or are 1n fact 
segregated on the basis of race, color, religion, or national origin, 
because of habit, local custom, or otherwise. Contractor further agrees 
that (except where it has obtained identical certifications from proposed 
subcontractors for specific time periods) It will obtain identical certi­
fications 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 1t will retain such certifications in Its files; 
and that 1t will forward the following notice to such proposed subcontrac­
tors (except where the proposed subcontractors have submitted Identical 
certifications for specific time periods): "NOTICE TO PROSPECTIVE SUB-
CONTRACTRACTORS OF REQUIREMENT FOR CERTIFICATIONS OF NONSEGREGATED FACILITIES. 
A Certification of Nonsegregated Facilities must be submitted prior to the 
award of a subcontract exceeding $10,000 which 1s not exempt from the pro­
visions of the Equal Opportunity clause. The certification nay be submitted 
either for each subcontract or for all subcontracts during a period (I.e., 
quarterly, semiannually, or annually). (Note: The penalty for making 
false statements 1n offers 1s prescribed 1n 18 U.S.C. 1001.1" 
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C. FILING STANOARD FORM 100 (EEO-l) AND DEVELOPMENT OF AFFIRMATIVE ACTION 

PROGRAM 
The contractor further agrees and certifies that, i f the value of the 

contract or purchase order is $50,000 or more and the contractor has 50 
or more employees, contractor w i l l : 

(1) File a complete and accurate report on Standard Form 100 (EEO-l) with 
the Joint Reporting Committee, at the appropriate address per the 
current instructions, within thirty (30) days of the date of contract 
award, unless such report has been filed within the twelve (12) months' 
period preceding the date of the contract award and otherwise comply 
with and f i l e such other compliance reports as may be required under 
Executive Order 11246, as amended and Rules and Regulations adopted 
thereunder. .(41 C.F.R. S60-1.7) 

(2) Develop a written affirmative action compliance program for each of 
its establishments as required by 41 C.F.R. §60-1.40, 41 C.F.R. § 
1-12.810, 41 C.F.R. §60-250.5 and 41 C.F.R. §60-741.5. Contractor 
will supply Operator with a copy of such program i f Operator so requests. 

D. AFFIRMATIVE ACTION FOR DISABLED VETERANS AND VETERANS OF THE VIETNAM ERA 
(41 C.F.R. § 60-250.4) 

(1) For the performance of this contract, the contractor agrees to comply 
with the following: 
(a) The contractor will not discriminate against any employee or appli­
cant for employment because he or she is a disabled veteran or veteran 
of the Vietnam era in regard to any position for which the employee or 
applicant for employment is qualified. The contractor agrees to take 
affirmative action to employ, advance in employment and otherwise treat 
qualified disabled veterans and veterans of the Vietnam era without 
discrimination based upon their disability or veterans status in all 
employment practices such as the following: Employment upgrading, 
demotion or transfer recruitment, advertising, layoff or termination, 
rates of pay or other forms of compensation, and selection for training, 
including apprenticeship. 
(b) The contractor agrees that all suitable employment openings of the 
contractor which exist at the time of the execution of this contract and 
those which occur during the performance of this contract, including 
those not generated by this contract and including those occurring at 
an establishment of the contractor other than the one wherein the contract 
is being performed but excluding those of independently operated cor­
porate affiliates, shall be listed at an appropriate local office of 
the State employment service system wherein the opening occurs. The con­
tractor further agrees to provide such reports to such local office re­
garding employment openings and hires as may be required. 

State and local government agencies holding Federal contracts of 
$10,000 or more shall also l i s t a l l their suitable openings with the 
appropriate office of the State employment service, but are not required 
to provide those reports set forth in paragraphs (d) and (e). 
(c) Listing of employment openings with the employment service system 
pursuant to this clause shall be made at least concurrently with the use 
of any other recruitment source or effort and shall involve the normal 
obligations which attach to the placing of a bona fide job order, in­
cluding the acceptance of referrals of veterans and nonveterans. The 
listing of employment openings does not require the hiring of any parti­
cular job applicant or from any particular group of job applicants, and 
nothing herein is intended to relieve the contractor from any require­
ments in Executive orders or regulations regarding nondiscrimination in 
employment. 
(d) The reports required by paragraph (b) of this clause shall include, 
but not be limited to, periodic reports which shall be filed at least 
quarterly with the appropriate local office or, where the contractor 
has more than one hiring location in a State, with the central office 
of that State employment service. Such reports shall indicate for each 
hiring location (1) the number of individuals hired during the reporting 
period, (2) the number of nondisabled veterans of the Vietnam era 
hired, (3) the number of disabled veterans of the Vietnam era hired, 
and (4) the total number of disabled veterans hired. The reports should 
include covered veterans hired for on-the-job training under 38 U.S.C. 
1787. The contractor shall submit a report within 30 days after the end 
of each reporting period wherein any performance is made on this contract 
identifying data for each hiring location. The contractor shall maintain 
at each hiring location copies of the reports submitted until the expir­
ation of one year after final payment under the contract, during which 
time these reports and related documentation shall be made available, 
upon request, for examination by any authorized representatives of the 
contracting officer or of the Secretary of Labor. Documentation would 
include personnel records respecting job openings, recruitment and place­
ment. 
(e) Whenever the contractor becomes contractually bound to the listing 
provisions of this clause, i t shall advise the employment service system 
in each State where i t has establishments of the name and location of 
each hiring location in the State. As long as the contractor is contrac­
tually bound to these provisions and has so advised the State system, 
there is no need to advise the State system of subsequent contracts. The 
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(f) This clause does not apply to the listing of employment openings 
which occur and are fil l e d outside of the 50 States, the District of 
Columbia, Puerto R1co, Guam, and the Virgin Islands. 
(g) The provisions of paragraphs (b), (c), (d), and (e) of this clause 
do not apply to openings which the contractor proposes to f i l l from with­
in his own organization or to f i l l pursuant to a customary and traditional 
employer-union hiring arrangement. This exclusion does not apply to a 
particular opening once an employer decides to consider applicants outside 
his own organization or employer-union arrangement for that opening. 
(h) As used in this clause: (1) "All suitable employment openings" 
Includes, but is not limited to, openings which occur in the following 
job categories: Production and non-production; plant and office; laborers 
and mechanics; supervisory and nonsupervisory; technical; and executive, 
administrative and professional openings as are compensated on a salary 
basis of less than $25,000 per year. This term includes full-time employ­
ment, temporary employment of more than 3 days' duration,and part-time 
employment. I t does not include openings which the contractor proposes 
to f i l l from within his own organization or to f i l l pursuant to a custo­
mary and traditional employer-union hiring arrangement nor openings in an 
educational institution which are restricted to students of that insti­
tution. Under the most compelling circumstances an employment opening 
may not be suitable for listing, including such situations where the needs 
Of the Government cannot reasonably be otherwise supplied, where listing 
would be contrary to national security, or where the requirement of listing 
would otherwise not be for the best interest of the Government. 
(2) "Appropriate office of the State employment service system" means 
the local office of the Federal-State national system of public em­
ployment offices with assigned responsibility for serving the area where 
the employment opening is to be f i l l e d , including the District of Columbia, 
Guam, Puerto Rico, and the Virgin Islands. 
(3) "Openings which the contractor proposes to f i l l from within his own organ­
ization" means employment openings for which no consideration will be given 
to persons outside the contractor's organization (including any a f f i l ­
iates, subsidiaries, and the parent companies) and includes any openings 
which the contractor proposes to f i l l from regularly established "recall" 
l i s t s . 
(4) "Openings which the contractor proposes to f i l l pursuant to a customary 
and traditional employer-union hiring arrangement" means employment open­
ings which the contractor proposes to f i l l from union halls, which is part 
of the customary and traditional hiring relationship which exists between 
the contractor and representatives of his employees. 
(5) "Disabled veteran" means a person entitled to disability compensation 
under laws administered by the Veterans' Administration for disability 
rated at 30 per centum or more, for a person whose discharge or release 
from active duty was for a disability incurred or aggravated in line of 
duty. 
(6) "Veteran of the Vietnam era" means a person (1) who (i) served on active 
duty for a period of more than 180 days, any part of which occurred be­
tween August 5, 1964 and May 7, 1975, and was discharged or released 
therefrom with other than a dishonorable discharge, or ( i i ) was dis­
charged or released from active duty for service-connected disability 
i f any part of such duty was performed between August 5, 1964 and May 7, 
1975, and (2) who was so discharged or released within the 48 months pre­
ceding his application for employment covered under this part. 
(i) The contractor agrees to comply with the rules, regulations, and 
relevant orders of the Secretary of Labor issued pursuant to the Act. 
(j) In the event of the contractor's noncompliance with the requirements 
of this clause, actions for noncompliance may be taken in accordance with 
the rules, regulations, and relevant orders of the Secretary of Labor 
issued pursuant to the Act. 
(k) The contractor agrees to post in conspicuous places, available to 
employees and applicants for employment, notices in a form to be prescribed 
by the Director, provided by or through the contracting officer. Such 
notice shall state the contractor's obligation under the law to take af­
firmative action to employ and advance in employment qualified disabled 
veterans and veterans of the Vietnam era for employment, and the rights of 
applicants and employees. 
(1) The contractor will notify each labor union or representative of 
workers with which i t has a collective bargaining agreement or other 
contract understanding, that the contractor is bound by the terms of the Vietnam 
Era Veterans Readjustment Assistance Act, and is committed to take affirm­
ative action to employ and advance in employment qualified disabled veterans 
and veterans of the Vietnam era. 

(m) The contractor w i l l include the provisions of this clause in every 
subcontract or purchase order of $10,000 or more unless exempted by rules, 
regulations, or orders of the Secretary issued pursuant to the Act, so that 
such provisions will be binding upon each subcontractor or vendor. The con­
tractor will take such action with respect to any subcontract or purchase 
order as the Director of the Office of Federal Contract Compliance Programs 
may direct to enforce such provisions, including action for noncompliance. 

E. MINORITY BUSINESS ENTERPRISES (41 C.F.R.5 1-1.1310-2) 

The Contractor certifies that in all procurement contracts in amounts 
which may exceed $10,000 except: (1) contracts which, including all sub­
contracts thereunder, are to be performed entirely outside the United States, 
its possessions, and Puerto Rico, and (2) contracts for services which are 
personal in nature, the following clause shall be included: 

(1) Utilization of Minority Business Enterprises 
(a) I t is the policy of the Government that minority business enter­

prises shall have the maximum practicable opportunity to parti-
pate in the performance of Government contracts. 

(b) The Contractor agrees to use his best efforts to carry out this 
policy in the award of his subcontracts to the fullest extent con­
sistent with the efficient performance of this contract. As 
used In this contract, the term "Minority business enterprise" 
means a business, at least 50 percent of which is owned by minority 
group members or, 1n case of publicly owned businesses, at least 
51 percent of the stock of which Is owned by minority group members. 
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For the purposes of this definition, minority group members are Negroes, 
Spanish-speaking American persons, American-Orientals, American-
Indians, American-Eskimos, and American Aleuts. Contractors may 
rely on written representations by subcontractors regarding their 
status as minority business enterprises in lieu of independent 
Investigation. 

The following Minority Business Enterprises Subcontracting Program clause 
shall be included in all contracts which may exceed $500,000 which contain 
the Utilization of Minority Business Enterprises clauses and which, in the 
opinion of the procuring activity, offer substantial subcontracting possibil­
i t i e s , and prime contractors whose contracts are less than $500,000 are urged 
to accept this clause: 

(1) Minority Business Enterprises Subcontracting program 
(a) The Contractor agrees to establish and conduct a program which 

wil l enable minority business enterprises (as defined in the 
clause entitled "Utilization of Minority Business Enterprises") 
to be considered fairly as subcontractors and suppliers under 
this contract. In this connection, the Contractor shall— 

(1) Designate a liaison officer who will administer the Contractor's 
minority business enterprises program. 

(2) Provide adequate and timely consideration of the potentialties 
of known minority business enterprises in all "make-or-buy" 
decisions. 

(3) Assure that known minority business enterprises will have an 
equitable opportunity to complete for subcontracts, particularly 
by arranging solicitations, time for the preparation of bids, 
quantities, specifications, and delivery schedules so as to 
facilitate the participation of minority business enterprises. 

(4) Maintain records showing ( i ) procedures which have been adopted 
to comply with the policies set forth in this clause, including the 
establishment of a source l i s t of minority business enterprises, 
( i i ) awards to minority business enterprises on the source l i s t , 
and ( i i i ) specific efforts to identify and award contracts to 
minority business enterprises. 

(5) Include the Utilization of Minority Business Enterprises clause 
in subcontracts which offer substantial minority business enter­
prises subcontracting opportunities. 

(6) Cooperate with the Contracting Officer in any studies and surveys 
of the Contractor's minority business enterprises procedures and 
practices that the Contracting Officer may from time to time con­
duct. 

(7) Submit periodic reports of subcontracting to known minority busi­
ness enterprises with respect to the records referred to in sub­
paragraph (4), above, in such form and manner and at such time 
(not more dften than quarterly) as the Contracting Officer may 
prescribe. 

(b) The Contractor further agrees to insert, in any subcontract here­
under which may exceed $500,000, provisions which shall conform 
substantially to the language of this clause, including this para­
graph (b), and to notify the Contracting Officer of the names of 
such subcontractors. 

F. AFFIRMATIVE ACTION FOR HANDICAPPED WORKERS (41 C.F.R.§ 60-741.4) 

(1) On all Contracts which exceed $2,500, the Contractor agrees as follows: 
(a) The contractor will not discriminate against any employee or applicant 
for employment because of physical or mental handicap in regard to any 
position for which the employee or applicant for employment is qualified. 
The contractor agrees to take affirmative action to employ, advance in 
employment and otherwise treat qualified handicapped individuals without 
discrimination based upon their physical or mental handicap in all employ­
ment practices such as the following: Employment, upgrading, demotion 
or transfer, recruitment, advertising, layoff or termination, rates of 
pay or other forms of compensation, and selection for training, including 
apprenticeship. 
(b) The contractor agrees to comply with the rules, regulations, and 
relevant orders of the Secretary of Labor issued pursuant to the Act. 
(c) In the event of the contractor's noncompliance with the requirements 
of this clause, actions for noncompliance may be taken in accordance 
with the rules, regulations, and relevant orders of the Secretary of 

• Labor issued pursuant to the Act. 
(d) The contractor agrees to post in conspicuous places, available to 
employees and applicants for employment, notices in a form to be pre­
scribed by the Director, provided by or. through the contracting 
officer. Such notices shall state the contractor's obligation under 
the law to take affirmative action to employ and advance in employment 
qualified handicapped employees and applicants for employment, and the 
rights of applicants and employees. 
(e) The contractor will notify each labor union or representative 
of workers with which i t has a collective bargaining agreement or other 
contract understanding, that the contractor is bound by the terms of 
section 503 of the Rehabilitation Act of 1973, and is committed to take 
affirmative action to employ and advance in employment physically and 
mentally handicapped individuals. 
(f) The contractor will include the provisions of this clause in every 
subcontract or purchase order of $2,500 or more unless exempted by rules, 
regulations, or orders of the Secretary issued pursuant to section 503 
of the Act, so that such provisions w i l l be binding upon each sub­
contractor or vendor. The contractor will take such action with respect 
to any subcontract or purchase order as the Director of the Office of 
Federal Contract Compliance Programs may direct to enforce such provi­
sions, including action for noncompliance. 
(g) As used in this clause: "Handicapped individual" means any person 
who (1) has a physical or mental impairment which substantially limits 
one or more of such person's major l i f e activities, (2) has a record 
of such impairment, or (3) is regarded as having such an impairment. 
For purposes of this part, a handicapped individual is "substantially 
limited" i f he or she is likely to experience difficulty in securing, 
retaining or advancing in employment because of a handicap. 
"Qualified handicapped individual" means a handicapped individual as 
defined above who is capable of performing a particular job, with 
reasonable accomodation to his or her handicap. 
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6. SHALL BUSINESS UTILIZATION (41 C.F.R. B-1.710-3) 

Contractor further agrees that if the amount of the contract or purchase 
order exceeds $10,000 It wilt be bound by the provision set forth in sub­
paragraph (G)(1) below; and that if the amount of the contract exceeds $500,000 
and contains the clause set forth in subparagraph (G)(1) below. It will be 
bound by the provisions set forth in subparagraph (G)(2) below. (Excepted from 
the foregoing are contracts which, including all subcontracts thereunder, and 
(i) to be performed entirely outside the United States, its possessions, and 
Puerto Rico, or ( i i ) for personal services.) 
(1) Utilization of Small Business Concerns 

(a) It is the policy of the Government as declared by the Congress that a 
fair proportion of the purchases and contracts for supplies and services for 
the Government be placed with small business concerns. 
(b) The Contractor agrees to accomplish the maximum amount of subcontracting 
to small business concerns that the Contractor finds to be consistent with 
the efficient performance of this contract. 

(2) Small Business Subcontracting Program 
(a) The Contractor agrees to establish and conduct a small business sub­
contracting program which will enable small business concerns to be con­
sidered fairly as subcontractors and suppliers under this contract. In 
this connection, the Contractor shall -
(1) Designate a liaison officer who will (i) maintain liaison with the 
Government on small business matters ( i i ) supervise compliance with the 
Utilization of Small Business Concerns clause, and ( i i i ) administer the 
Contractor's "Small Business Subcontracting Program." 
(2) Provide adequate and timely consideration of the potentialities of 
small business concerns in all "make-or-buy" decisions. 
(3) Assure that small business concerns will have an equitable opportunity 
to compete for subcontracts, particularly by arranging solicitations, time 
for the preparation of bids, quantities, specifications, and delivery 
schedules so as to facilitate the participation of small business concerns. 
Where the Contractor's lists of potential small business subcontractors are 
excessively long, reasonable effort shall be made to give all such small 
business concerns an opportunity to compete over a period of time. 
(4) Maintain records showing (i) whether each prospective subcontractor is 
a small business concern, ( i i ) procedures which have been been adopted to 
comply with the policies set forth in this clause and ( i i i ) with respect 
to the letting of any subcontract (including purchase orders) exceeding 
$10,000, information substantially as follows: 

(A) Whether the av/ard went to large or small business. 
(B) Whether less than three or more than two small business firms 

were solicited. 
(C) The reason for nonsolicitation of small business i f such was 

the case. 
(D) The reason for small business failure to receive the award i f 

such was the case when small business was solicited. 
The records maintained in accordance with ( i i i ) above may be in such form 
as the Contractor may determine, and the information shall be summarized 
quarterly and submitted by the purchasing department of each individual 
plant or division to the Contractor's cognizant small business liaison 
officer. Such quarterly summaries will be considered to be management 
records only and need not be submitted routinely to the Government; how­
ever, records maintained pursuant to this clause will be kept available 
for review by the Government until the expiration of 1 year after the 
award of this contract, or for such longer period as may be required 
by any other clause of this contract or by applicable law or regulation. 
(5) Notify the Contracting Officer before soliciting bids or quotations 
on any subcontract (including purchase orders) in excess of $10,000 i f 
(i) no small business concern is to be solicited, and ( i i ) the Contract­
ing Officer's consent to the subcontract (or ratification) is required 
by a "Subcontracts" clause in this contract. Such notice will state the 
Contractor's reasons for nonsolicitation of small business concerns, 
and will be given as early in the procurement cycle as possible so that 
the Contracting Officer may give SBA timely notice to permit SBA a reas­
onable period to suggest potentially qualified small business concerns 
through the Contracting Officer. In no case will the procurement 
action be held up when to do so would, in the Contractor's judgment, 
delay performance under the contract. 

(6) Include the Utilization of Small Business Concerns clause in sub­
contracts which offer substantial small business subcontracting 
opportunities. 
(7) Cooperate with the Contracting Officer in any studies and surveys 
of the Contractor's subcontracting procedures and practices that the 
Contracting Officer may from time to time conduct. 
(8) Submit quarterly reports of subcontracting to small business con­
cerns on either Optional Form 61. Small Business Subcontracting Program 
Quarterly Report of Participating Large Company on Subcontract Commit­
ments to Small Business Concerns, or such other form as may be specified 
in the contract. Except as otherwise provided in this contract, the 
reporting requirements of this subparagraph (8) do not apply to small 
business contractors, small business subcontractors, educational and non­
profit institutions, and contractors or subcontractors for standard 
commercial items. 
(b) A "small business concern" is a concern that meets the pertinent 
criteria established by the Small Business Administration and set forth 
in §1-1.701 of the Federal Procurement Regulations. 
(c) The Contractor agrees that, in the event he fails to comply with 
his contractual obligations concerning the small business subcontracting 
program, this contract may be terminated, in whole or "in part, for 
default. 
(d) The Contractor further agrees to insert, in any subcontract here­
under which may exceed $500,000 and which contains the Utilization of 
Small Business Concerns clause, provisions which shall conform sub­
stantially to the language of this clause, including this paragraph (d), 
and to notify the Contracting Officer of the names of such subcontractors. 

C 
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H. LABOR SURPLUS AREA SUBCONTRACTING PROGRAM (41 C.F.R. §1-1.805.3) 

This program implements policies for aiding labor surplus areas in 
the United States, Its territories and possessions. Commonwealth of 
Puerto Rico, the Trust Territory of the Pacific Islands, and the District 
of Columbia. The following clause shall be inserted in all contracts 
which may exceed 110.000 except for (1) contracts which are to be per­
formed entirely outside of the areas set out above, (2) contracts for 
services which are personal in nature, and (3) contracts for construc­
tion. 

(1) Utilization of Labor Surplus Area Concerns 
(a) It is the policy of the Government to award contracts to labor 
surplus area concerns that agree to perform substantially in labor 
surplus areas, where this can be done consistent with the efficient 
performance of the contract and at prices no higher than are obtain­
able elsewhere. The Contractor agrees to use his best efforts to 
place his subcontracts in accordance with this policy. 
(b) ln complying with paragraph (a) of this clause and with para­
graph (b) of the clause of this contract entitled "Utilization of 
Small Business Concerns," the Contractor in placing his subcontracts 
shall observe the following order of preference: (1) Small business 
concerns that are labor surplus area concerns, (2) other small busi­
ness concerns, and (3) other labor surplus area concerns. 
(c) (1) The term "labor surplus area" means a geographical area ident­
ified by the Department of Labor as an area of concentrated unemploy­
ment or underemployment or an area of labor surplus. 

(2) "The term "labor surplus area concern" means a concern that 
together with its f i r s t - t i e r subcontractors will perform substanti­
ally in labor surplus areas. 

(3) The term "perform substantially in a labor surplus area" 
means that the costs incurred on account of manufacturing, produc­
tion, or appropriate services in labor surplus areas exceed 50 
percent of the contract price. 

(2) Labor Surplus Area Subcontracting Program 
In all contracts that contain clause (1) above which exceed $500,000 
and which offer substantial subcontracting possibilities, the follow­
ing clause shall be inserted: 
(a) The contractor agrees to establish and conduct a program which 
will encourage labor surplus area concerns to compete for sub­
contracts within their capabilities. In this connection, the Con­
tractor shall — 
(1) Designate a liaison officer who will ( i ) maintain liaison with 
duly authorized representatives of the Government on labor surplus 
area matters, ( i i ) supervise compliance with the Utilization of 
Concerns in Labor Surplus Areas clause, and ( i i i ) administer the 
Contractor's "Labor Surplus Area Subcontracting Program"; 
(2) Provide adequate and timely consideration of the potentialities 
of labor surplus area concerns in all "make-or-buy" decisions; 
(3) Assure that labor surplus area concerns will have an equitable 
opportunity to compete for subcontracts, particularly by arranging 
solicitations, time for the preparation of bids, quantities, speci­
fications, and delivery schedules so as to facilitate the participa­
tion of labor surplus area concerns; 
(4) Maintain records showing the procedures which have been adopted 
to comply with the policies set forth in this clause and report sub­
contract awards (see 41 CFR 1-16.804-5 regarding use of Optional 
Form 61). Records maintained pursuant to this clause will be kept 
available for review by the Government until the expiration of 1 year 
after the award of this contract, or for such longer period as may 
be required by any other clause of this contract or by applicable 
law or regulations; and 
(5) Include the utilization of Concerns in Labor Surplus Areas clause 
in subcontracts which offer substantial labor surplus area subcontract­
ing opportunities. 
(b) (1) The term "Labor surplus area" means a geographical area identi­
fied by the Department of Labor as an area of concentrated unemploy­
ment or underemployment or an area of labor surplus. 

(2) The term "concern located in a labor surplus area" means a 
labor surplus area concern. 

(3) The term "labor surplus area concern" means a concern that, 
together with its f i r s t - t i e r subcontractors, will perform substanti­
ally in labor surplus areas. 

(4) The term "perform substantially in labor surplus areas" means 
that the costs incurred on account of manufacturing, production, or 
appropriate services in labor surplus areas exceed 50 percent of the 
contract price. 
(c) The Contractor further agrees to insert, in any subcontract here­
under which may exceed $500,000 and which contains the Utilization 
of Concerns in Labor Surplus Areas clause, provisions which shall con­
form substantially to the language of this clause, including this 
paragraph (c), and to notify the Contracting Officer of the names of 
such subcontractors. 

I . ENVIRONMENTAL PROTECTION 

Contractors, as to contracts exceeding $100,000, shall comply with 
the clause contained in 41 CFR 1-1.2302-2 concerning environmental pro­
tection, which clause is incorporated by reference in a l l nonexempt 
contracts In effect during the term of this Certificate. Contractor shall 
comply with all requirements of Section 114 of the Clean Air Act, Section 
308 of the Federal Hater Pollution Control Act, and regulations thereunder, 
and with clean air and water standards applicable to the facility in which 
the contract is performed. Contractor, regardless of value of the contract, 
shall not perform work at a facility posted on the EPA List of Violating 
Facilities. 



ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT BY AND BETWEEN 
PDRD PRODUCTNG COMPANY , 
AS OPERATOR AND MOBIL PRODUCING TEXAS & NEW MEXICO INC., ET AL 

AS NON-OPERATOR(S). DATED APRIL 1, 1986. ~~ 

EXHIBIT 

RELATIONSHIP OF PARTIES AND TAX PROVISIONS 

1. Designation and Effect of Documents. 
This Exhibit i s referred to in, and is a part of, that certain agreement 
dated April 1, 1986 , by and among MOBIL PRODUCING TEXAS & NEW 
MEXICO INC., FT Al . AS NON-OPERATORS , 
and POGO PRODUCING COMPANY, AS OPERATOR 
and covering Section 34, T-23-S, R-31-E, Eddy County, New Mexico, 
hereinafter referred to as the "Agreement". Such Agreement includes a l l 
Exhibits thereto, other than this Exhibit, and a l l other agreements to 
the extent related to this Agreement, and this Exhibit to the Agreement 
is hereinafter referred to as the or this "Exhibit". Except as may be 
otherwise provided in this Exhibit, terms defined and used in the Agree­
ment shall have the same meaning when used in this Exhibit as in the 
Agreement. 

Except as otherwise provided in the Agreement, the liab i l i t i e s of 
the parties shall be several and not joint or collective, and each party 
8ha11 be responsible only for its share of the costs and lia b i l i t i e s 
incurred hereunder. I t is not the purpose or intention of this Exhibit 
or the Agreement to create any commercial partnership, mining partner­
ship, or other partnership, association or trust, nor to provide for 
cooperative refining or processing or for the joint sale or marketing of 
product, and neither this Exhibit nor the Agreement nor the operations 
hereunder shall be construed or considered as creating any such relation­
ship. 

The parties intend, however, pursuant to Subchapter K of Chapter 1 of 
Subtitle A of the Internal Revenue Code of 1954, as amended (the "Code"), 
to create by this Exhibit a partnership for United States Income tax 
purposes (and state income tax purposes where required or appropriate), 
and each party (including any person who hereafter becomes a party) 
agrees not to elect to be excluded from the application of said Subchap­
ter K and, where appropriate or required, any similar state statute* The 
effective date of this Exhibit shall be the effective dated of the 
Agreement. All references to sections of the Code or regulations there­
under in this Agreement shall also constitute references to comparable 
provisions of state law. 

2. Contribution to Partnership. 
Notwithstanding anything contained herein, express or implied, to the 
contrary, for purposes of this article: ( i ) the entire amount of each 
party's interest in any property subject to the Agreement, including but 
not limited to the properties described in Exhibit " ", shall be deemed 
to be contributed to the Partnership on the effective date of this 
Agreement, and ( i i ) a l l amounts contributed by each party to pay the 
costs and expenditures arising under this Agreement shall be deemed to 
be contributed to the Partnership at the time the amounts are actually 
paid lo the Operator. . -

Following such contributions, each party hereby agrees to hold legal 
t i t l e to i t s interest in a l l the property of the Partnership as nominee 
for the Partnership. 

3. A. Partnership Accounting 
(1) The tax partnership created by the parties hereto i s here­
in referred to in this Exhibit as the "Partnership". 
(2) For purposes of reporting on both federal and state part­
nership returns, the Partnership shall keep its accounts on the 
accrual method of accounting. 
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(3) The taxable year of the Partnership, for purposes of re­
porting on both federal and state partnership returns, shall be 
the calendar year. 
(A) All necessary tax returns, Including federal and state 
partnership income tax returns covering the operations report­
able by the Partnership, shall be prepared and filed by Opera­
tor. Each party agrees to furnish to Operator information in 
Its possession that i s required for proper preparation of such 
tax returns. Operator agrees to use i t s best efforts in the 
preparation and filing of such tax returns but, in doing so, 
shall Incur no liability to any party with respect to such re­
turns or any elections relating thereto. When preparing such 
returns, Operator shall furnish a draft copy of the return to 
the parties within a reasonable time prior to the filing of 
such returns. 
(5) In preparing the necessary partnership tax returns, Opera­
tor, on behalf of the Partnership, shall make the following 
specific elections, as well as any other elections approved by 
a majority interest of the parties to the Agreement as those 
interests are described in the Agreement: 

(a) To deduct as expenses a l l intangible drilling and 
development costs pursuant to section 263 (c) of the Code. 
(b) To compute depreciation, amortization and/or capital 
cost recovery allowances using the most accelerated method 
and the shortest useful l i f e authorized by the Code, con­
sistent with the maximization of the deductions and cre­
dits allowed thereunder. 
(c) To deduct currently a l l research and experimental 
expenditures pursuant to section 174 of the Code. 
(d) To deduct a l l minimum advanced royalties ln the year 
such minimum advanced royalties are paid or accrued pur­
suant to Treasury Regulation Section 1.612-3(b)(3). 
(e) To amortize start-up expenditures over a 60-month 
period in accordance with section 195(c) of the Code 
and/or comparable provisions of state law. 

(6) (a) Operator, on behalf of the Partnership, shall not 
elect pursuant to section 48(q)(4) of the Code to reduce 
the amount of the credit allowed under section 38 of the 
Code. 
(b) Operator shall not elect to have section 6232(c)(1) 
of the Code apply to the Partnership. 

B. Allocations. 
(1) I t i s the intent of the parties that the Income, gains, 
losses, deductions, and credits allocated pursuant to Subpara­
graph (2) of this Paragraph B be given effect for federal and 
state income tax purposes. To accomplish this objective, the 
Partnership shall allocate to each party the specific tax basis 
and tax attributes of, or associated with, such party's respec­
tive contributions to the Partnership, whether they be in cash 
or other property. In applying the preceding sentence, where a 
party contributes cash to the Partnership which i s in turn used 
to acquire property, the property shall be treated as having 
been purchased by such party and then contributed to the 
Partnership. 

(2) The parties agree that for federal and state income tax 
purposes, gains and losses from salee, ebendonasnts -end other 
dispositions of property, and a l l items or classes of costs, 
expenses, miscellaneous or statutorily created income or 
credits, recaptures, and/or disallowances, including deprecia­
tion and depletion, shall be shared and accounted for as 
follows: 

(a) Except as provided in Subparagraph (b) below, items 
of income, gain and/or loss reported by the Partnership 
on federal or state income tax returns shall be allocated 
to the party or parties realizing or bearing such items 
as provided in this Agreement. 
(b) (1) Gains and/or losses arising from each sale, 

abandonment, or other disposition of property (other 
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than o i l , gas, and/or other hydrocarbon substances 
produced from the Partnership properties) shall be 
allocated to each party i n such a manner as w i l l 
reflect the gain and/or loss that vould have been 
Includable i n such party's respective income tax 
return i f the parties hereto: 

(1) had elected to be excluded from Subchapter 
K of the code and/or any similar provisions of 
applicable state lavs, and 
( i i ) had made the same elections that vere made 
by the Partnership pursuant to paragraph A(5) 
above. 

The computation of gain and/or loss shall take into 
account each party's share of the proceeds derived 
from each sale or other disposition, selling expenses 
and the party's respective contributions to the unad­
justed cost basis of such property, less any allowed 
or allowable depreciation, depletion, amortization, 
or other deductions which have been allocated to each 
party. 
(2) I f the application of the preceding Subparagraph 
results i n the allocation of gains and/or losses in 
excess of the "ceiling l i m i t a t i o n " imposed by Trea­
sury Regulation Section 1.704-1(c)(2)(i), the parties 
agree that the entire gains and/or losses shall be 
determined at the Partnership level. I f such a de­
termination results i n Partnership gain, such gain 
shall be allocated to the party who otherwise would 
have been allocated a gain under the provisions of 
the preceding Subparagraph (1). I f such a determina­
tion results i n a Partnership loss, such loss shall 
be allocated to the Party who otherwise would have 
been allocated a loss under the preceding Subpara­
graph (1). 

(c) Exploration costs, intangible d r i l l i n g and develop­
ment costs, rental costs, and production costs shall be 
allocated to each party i n accordance with such party's 
respective contributions to such costs. Any subsequent 
recapture of intangible d r i l l i n g and development costs 
under section 1254 of the Code shall be allocated to the 
party allocated the deduction for such costs. 
(d) Depreciation or amortization attributable to tangible 
equipment shall be allocated to each party i n accordance 
with such party's respective contributions to the adjusted 
basis of such equipment. The term "adjusted basis" shall 
mean the adjusted basis as defined i n section 1011 of the 
Code. Any subsequent recapture of depreciation of property 
under section, 1245 or 1250 of the Code, or any similar 
state law, shall be allocated to the parties to whom such 
depreciation was originally allocated. 
(e) The deduction for depletion under section 611 of the 
Code with respect to each separate o i l and gas property 
shall be computed separately by each party rather than by 
the Partnership l n accordance with section 613A(c)(7)(D) 
of the Code. For purposes of such computation, each party 
shall be considered to own, and shall be allocated, i t s 
proportionate share of the adjusted basis ( l n accordance 
v i t h section 1011 of the Code) i n each o i l and gas prop-rty 
subject to this Agreement. For th i s purpose, the propor­
tionate share of each party i n the adjusted basis of each 
property subject to the Agreement shall be such party's 
Interest l n the Partnership capital with respect to that 
property and shall be determined i n accordance v i t h such 
party'8: (1) contributions of funds used to acquire such 
property, or ( i i ) Interest i n the adjusted basis of such 
property l f contributed to the Partnership. Each of the 
parties: 

(1) shall keep records of i t s share of the adjusted 
basis l n each o i l and gas property. 
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(2) shall adjust such share of the adjusted basis 
pursuant to section 1016 of the Code, and 
(3) shall use such adjusted basis in the yearly com­
putation of i t s cost depletion or in i t s computation 
of gain or loss on the disposition of such property. 
Upon the request of Operator, each party shall furn­
ish its percentage or cost depletion calculation to 
Operator as computed in accordance with the provi­
sions of this subparagraph. 

(f) For the purpose of determining each party's share of 
the investment tax credit, the qualified investment under 
section 38 of the Code shall be allocated ln accordance 
with Treasury Regulation Section 1.46-3(f)(2)(ii) to each 
party in accordance with such party's respective contribu­
tions to the acquisition of such property. Any subsequent 
recapture of the investment tax credit by reason of the 
sale or other disposition of auch property under section 
47 of the Code 8hall be allocated to the party allocated 
such qualified investment. 
(g) All other items or classes of cost, expenses, miscel­
laneous or statutorily created income or credits, recap­
tures and/or disallowances not falling within Subpara­
graphs (a) through (f) of this Paragraph shall be alloca­
ted to and accounted for by each party in accordance with 
i t s respective contributions to, or the benefit from, such 
costs, expenses, miscellaneous or statutorily created in­
come or credits, recaptures and/or disallowances. 

Partnership Capital Accounts. 
A separate capital account shall be established and maintained 
for each party and shall be, from time to time, credited with: 
(1) the tax basis of the party's interest in the property con­

tributed to the Partnership; 
(2) a l l amounts contributed by the party to pay the costs and 

expenditures arising pursuant to this Agreement; 
(3) a l l income or gains, including income exempt from tax, i f 

any, allocated to the party under paragraph B(2) hereof; 
and 

(4) such party's percentage depletion with respect to a pro­
perty (as defined in section 614 of the Code) in excess 
of that party's basis in such property i f and to the ex­
tent such depletion is debited to that party's capital 
account under Paragraph B(2)(e). 

Each party's capital account shall be, from time to time, 
debited with: 
(1) a l l losses, expenses, and deductions allocated to that 

party under Paragraph B(2) and that Party's share of any 
expenditures described in Section 705(a)(2)(B) of the 
Code; , 

(2) any basis adjustments required by section 48(q) and 
1016(a)(24) of the Code; 

(3) cash received by that party with respect to Partnership 
property of by distribution from the Partnership, and 

(4) the Partnership'8 tax basis, i f any, of property d i s t r i ­
buted by the Partnership to that party. 

Winding Up. 
I f , upon termination of the Partnership pursuant to the terms 
of this Agreement or under section 708(b) of the Code, the 
capital accounts of each party (stated as a percentage of the 
capital accounts of a l l parties) are not equal to each party's 
ownership interest in the Partnership, the parties hereby 
agree and obligate themselves as follows: 
(1) The Partnership wi l l f i r s t distribute to each party 

(a) any property contributed by that party where no 
interest has been earned in that property by any other 
party, and 
(b) a l l cash on hand representing unexpended contribu­
tions by any such party. 
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If any auch distributions are made, the capital accounts of 
the parties shall be adjusted as provided above. 
(2) (a) Any party who has a negative capital account, that 

i s , one whose balance i s less than zero, shall contribute 
an amount of cash to the Partnership sufficient to achieve 
a zero balance capital account. 
(b) Following the contribution pursuant to Subparagraph 
(a) of this Paragraph, i f the capital accounts of each 
and every party (stated as a percentage of the capital 
accounts of a l l parties) are not in the same ratio as 
each such party's ownership interest in the Partnership, 
then the Partnership shall be deemed to have sold a l l the 
property of the Partnership for a price equal to i t s fair 
market value at the time of termination. The parties 
shall agree upon the fair market value of the property of 
the Partnership; provided, however, in the event that the 
parties f a i l to agree, Operator shall cause a nationally 
recognized independent engineering firm to decide the 
fair market value of such property. The gain or loss 
deemed to result from such deemed sales shall be alloca­
ted to the parties' respective capital accounts (with no 
deemed distribution of the proceeds) pursuant to Paragraph 
B(2)(b)(1) of this article. 
(c) Following the deemed sale pursuant to Subparagraph 
(b) of this Paragraph, l f the capital account of each and 
every party (stated as a percentage of the capital 
accounts of a l l parties) i s not equal to such party's 
ownership interest in the Partnership, then a l l non-equal 
parties shall, upon ten (10) days notice by Operator, 
contribute a sufficient amount of cash or other property 
(valued at fair market value) to the Partnership to cause 
such parties' capital accounts and their ownership inter­
est in the Partnership to be in parity. 
(d) Following the adjustments and/or contributions under 
Subparagraphs (a) through (c) above, a l l remaining proper­
ties held by the Partnership shall be distributed to the 
parties in accordance with their capital accounts. 

(3) Notwithstanding Subparagraph (2) above, i f drilling or 
other operations have been conducted and the cost or 
expense thereof has been allocated to the parties in a 
ratio (the "Special Ratio") other than the ratio of their 
overall interests under the Agreement, and i f , as a result 
of such operation, the income resulting from production 
from such operation i s being allocated at the date of 
termination of the Agreement to the parties in the Special 
Ratio pending satisfaction of the terms of a payout pro­
vision, then the allocations, distributions of cash and/or 
assignments to be made to the parties pursuant to Subpara-
- graph (2) above in such operation shall be entitled to the 
undivided interest in such well or area and the production 
accruing thereto in accordance with the Special Ratio 
instead of the ratio they vould otherwise acquire pursu­
ant to Subparagraph (2) above, until the terms of 6uch 
payout provisions have been satisfied or until the well 
i s plugged and abandoned (or the area i s abandoned), 
.whichever i s earlier. Thereafter, as provided in Subpara-
graph (2)' above, such well or area and the remaining pro­
duction therefrom, in whole or in part, shall be trans­
ferred to the party or parties entitled to that Interest 
under the payout provision of the Agreement. All parties 
agree to execute any document and take any other action 
necessary to accomplish this purpose. 

E. Administration and Audits. 
71) Designation of Tax~Matters Partner. Operator is 
designated Tax Matters Partner (hereinafter "TMP") as 
defined in section 6231(a)(7) of the Code. In the event 
of any change in TMP, the party serving as TMP for a 
given taxable year shall continue as TMP vith respect to 
a l l matters concerning such year. The TMP and other 
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parties shall use their best efforts to comply with the 
responsibilities outlined in this section and In sections 
6222 through 6232 of the Code (including any Treasury 
Regulations promulgated thereunder) and in doing so shall 
incur no liability to any other party. Notwithstanding 
TMP's obligation to use i t s best efforts in the f u l f i l l ­
ment of i t s responsibilities. TMP shall not be required 
to incur any expenses for the preparation for or pursu­
ance of administrative or judicial proceedings unless 
the parties agree on a method for sharing such expenses. 

(2) Notice. The parties shall furnish TMP with such 
information (including information specified In section 
6230(e) of the Code) as i t may reasonably request to 
permit i t to provide the Internal Revenue Service vith 
sufficient Information to allow proper notice to the 
parties in accordance with section 6223 of the Code. 

(3) Inconsistent Treatment of Partnership Item. I f any 
party intends to f i l e a notice of inconsistent treatment 
under section 6222(b) of the Code, such party shall notify 
the other parties in a reasonable time and manner of such 
intent and the manner in which the party's intended treat­
ment of a partnership item i s (or may be) inconsistent 
with the.treatment of that item by the Partnership. 

(4) Extensions of Limitations Period. The TMP shall not 
enter into any extension of the period of limitations for 
making assessments on behalf of any other party without 
fi r s t securing the written consent of the party. 

(5) Requests for Administrative Adjustments. No party 
shall f i l e , pursuant to section 6227 of the Code, a 
request for an administrative adjustment of partnership 
items for any partnership taxable year without first 
notifying a l l other parties. I f a l l other parties agree 
with the requested adjustment, the TMP shall f i l e the 
request for administrative adjustment on behalf of the 
Partnership. If unanimous consent is not obtained within 
30 days, or within the period required to timely f i l e the 
request for administrative adjustment, l f shorter, any 
party, including the TMP, may f i l e a request for admini­
strative adjustment on i t s own behalf. 

(6) Judicial Proceedings. Any party Intending to f i l e a 
petition under sections 6226, 6228 or other sections of 
the Code with respect to any Partnership item, or other 
tax matters involving the Partnership, shall notify the 
other parties of such intention and the nature of the 
contemplated proceeding. In the case where the TMP i s 
the party Intending to f i l e such petition, such notice 
shall be given vithin a reasonable time to allow the 
other parties to participate in the choosing of the forum 
in which such petition w i l l be filed. I f the parties do 
not agree on the appropriate forum, then the appropriate 
forum shall be decided by majority vote. Each party 
shall have a vote in accordance vith i t s percentage 
interest, in the venture. I f a majority cannot agree, the 
TMP shall choose the forum. I f any party intends to seek 
review of any court decision rendered as a result of a 
proceeding instituted under the preceding part of this 
Paragraph (6) such party ahall notify the other parties 
of such intended action. 

(7) Settlements. The TMP shall not bind any other party 
to a settlement agreement without obtaining the written 
concurrence of any such party who vould be bound by such 
agreement. Any other party vho enters a settlement agree­
ment vith the Secretary of the Treasury vith respect 
to any Partnership items, a6 defined by section 6231(a)(3) 

4157.L02 -6-



e c 

of thc Cods, shall notify the other parties of such 
settlement agreement and Its terms within 90 days from the 
date of settlement. 

(8) Survival. The provisions of sections E(l) through 
E(7) shall survive the termination of the Tax Partnership 
or thc termination of any party's interest in the Partner­
ship and shall remain binding on the parties for a period 
of time necessary to resolve vith the Internal Revenue 
Service or the Department of the Treasury any and a l l 
matters regarding the federal Income taxation of the 
Tax Partnership. 

4. Amendment of Exhibit. 
This Exhibit ls intended to satisfy the requirements of section 704(b) 
of the Code and the regulations thereunder and should be so interpreted. 
The parties agree that certain amendments will be made in this Exhibit to 
conform such Exhibit to the requirements of final regulations to be 
issued under section 704(b) of the Code, provided that such amendments 
will be consistent vith the intention of the Agreement. 

5. Priority of This Exhibit. 
In tbe event of any conflict or inconsistency, whether direct or indi­
rect, actual or apparent, between the terms and conditions of this 
Exhibit and the terms and conditions of the Agreement, the terms and 
conditions of the Exhibit shall govern. 
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