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OPERATING AGREEMENT 

THIS AGREEMENT, entered into by and U t t ^ n San ta Fe Ene rgy Resources, Inc. 
_, hereinafter designated and 

referred to as "Operator", and the signatory party or parties other than Operator, sometimes hereinafter referred to individually herein 
as "Non-Operator", and collectively as "Non-Operators". 

WITNESSETH: 

WHEREAS, the parties to this agreement are owners of oil and gas leases and/or oil and gds 
Exhibit " A " , and the parties hereto have reached an agreement to explore and develop these lease; 
production of oil and gas to the extent and as hereinafter provided, 

NOW, THEREFORE, it is agreed as follows: 

ARTICLE I . 

DEFINITIONS 

As used in this agreement, the foUowing words and terms shall have the meanings here asciibed to them: 
A. The term "oil and gas" shall mean oil, gas, casinghead gas, gas condensate, and all other liquid or gaseous hydrocarbons 

and other marketable substances produced therewith, unless an intent to limit the inclusiveness oi this term is specifically stated. 
B. The terms "oil and gas lease", "lease" and "leasehold" shall mean the oil and 

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

Contract Area which are owned by parties to this agreement. 
D. The term "Contract Area" shall mean all of the lands, oil and gas leasehold interests and < 

developed and operated for oil and gas purposes under this agreement. Such lands, oil and gas leasehc Id interests and oil and gas interests 
are described in Exhibit " A " . 

E. The term "drilling unit" shall mean the area fixed for the drilling of one well 
federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling unit: 
ed by the pattern of drilling in the Contract Area or as fixed by express agreement of the Drillin;» Parties. 

F. The term "drillsite" shall mean the oil and gas lease or interest on which a proposed wiJl is to be located. 
G. The terms "Drilling Party" and "Consenting Party" shall mean a party who agrees to join in and pay its share of the cost of 

any operation conducted under the provisions of this agreement. 
H. The terms "Non-Drilling Party" and "Non-Consenting Party" shall mean a part; 

in a proposed operation. 
I . , The term "zone" shall mean the stratum of the earth 

contain, ' ' ' - • -

interests in the land identified in 
and/or oil and gas interests for the 

>as leases covering tracts of land 

oil and gas interests intended to be 

ty order or rule of any state or 
<hall be the drilling unit as establish-

TJhTess t S P J S e ^ 3 ^ k 0 1 ^ f n o t c a t a n t o SBPla the 
singular, and the neuter gender includes the masculine and the feminine. 

ARTICLE I I . 

EXHIBITS 

The following exhibits, as indicated below and attached hereto, are incorporated in and made 
Sl A. Exhibit " A " , shall include the following information: 

(1) Identification of lands subject to this agreement, 
(2) Restrictions, if any, as to depths, formations, or substances, 
(3) Percentages or fractional interests of parties to this agreement, 
(4) Oil and gas leases and/or oil and gas interests subject to this agreement, 
(5) Addresses of parties for notice purposes. 

B B. Exhibit "B", Form of Lease. Left blank intentionally. 
BI C. Exhibit "C" , Accounting Procedure. 
S D. Exhibit " D " , Insurance. 
S E. Exhibit "E" , Gas Balancing Agreement. 
® F. Exhibit "F" , Non-Discrimination and Certification of Non-Segregated Facilities. 
B--Gr-feAito--^-,-Ta* Partnerflhiffc--

If any provision of any exhibit, except Exhibits "E" aBd-'-iG-'-.-is inconsistent with any 
of this agreement, the provisions in the body of this agreement shall prevail. 

containing, or thought to 
singular include the plural, the plural includes the 

- 1 -

y who elects not to participate 

a part hereof: 

provision contained insghe body 

4 f T t # 

tf Tiiii iaerrtitviiiil ifim* h iiraiiil 
c-tc&Iit ,wl:«m >;uilio:ucd HI iViiticy ity tlw 
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ARTICLE I I I . 
INTERESTS OF PARTIES 

A. Oil and Gas Interests: 

If any party owns an oil and gas interest in the Contract Area, that interest shall be treated 
and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as 
shall be deemed to own both the royalty interest reserved in such lease and the interest of the 

B. Interests of Parties in Costs and Production: 

a for all purposes of this agreement 
Exhibit " B " , and the owner thereof 

lespee thereunder. 

; from 
, sha l 

Unless changed by other provisions, all costs and liabilities incurred in operations under 
paid, and all equipment and materials acquired in operations on the Contract Area shall be owned, by 
forth in Exhibit " A " . In the same manner, the parties shall also own all production of oil and gas 
payment of royalties/to the extent of t v e n t y - t W O p e r c e n t (22%) which 

and overriding royalties 
Regardless of which party has contributed the lease(s) and/or oil and gas interests) hereto 

payable, each party entitled to receive a share of production of oil and gas from the Contract Area 
cause to be paid or delivered, to the extent of its interest in such production, the royalty amount stipu: 
other parties free from any liability therefor. No party shall ever be responsible, however, on a price 
by such party, to any other party's lessor or royalty owner, and if any such other party's lessor or 
receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional 
such higher price. 

slaU 
on which royalty is due and 
bear and shall pay or deliver, or 

ated hereinabove and shall hold the 
>asis higher than the price received 
royalty owner should demand and 

royalty burden attributable to 

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

C. Excess Royalties, Overriding Royalties and Other Payments: 

Unless changed by other provisions, if the interest of any party in any lease covered 
overriding royalty, production payment or other burden on production in excess of the amount stipu: 
burdened shall assume and alone bear all such excess obligations and shall indemnify and hold the oth 
and all claims and demands for payment asserted by owners of such excess burden. 

lereby is subject to any royalty, 
ated in Article III.B., such party so 
:r parties hereto harmless from any 

D. Subsequently Created Interests: 

If any party should hereafter create an overriding royalty, production payment or other 
attributable to its working interest hereunder, or if such a burden existed prior to this agreement and 
was not disclosed in writing to all other parties prior to the execution of this agreement by all parties 
accepted obligation of all parties (any such interest being hereinafter referred to as "subsequently 
timing of its creation and the party out of whose working interest the subsequently created interest i 
to as "burdened party"), and: 

Imrden payable out of production 
is not set forth in Exhibit " A " , oc 

is not a jointly acknowledged and 
cjreated interest" irrespective of the 

derived being hereinafter referred 

1. If the burdened party is required under this agreement to assign or relinquish to any othe 
of its working interest and/or the production attributable thereto, said other party, or parties, 
production free and clear of said subsequently created interest and the burdened party shall i: 
or parties, harmless from any and all claims and demands for payment asserted by owners 
and, 

If the burdened party fails to pay, when due, its share of expenses chargeable hereunder, all 
enforceable against the subsequently created interest in the same manner as they are enforceable 
the burdened party. 

ARTICLE IV. 

TITLES 

A. Title Examination: 

commence nent of drilling operatifjps or, if 
included, or planned tojj§g includ-

minerals, royalty, ajflerriding 
contributing leases andjof "oil and 

Title examination shall be made on the drillsite of any proposed well prior to 
the Drilling Parties so request, title examination shall be made on the leases and/or oil and gas interest s 
ed, in the drilling unit around such well. The opinion will include the ownership of the working interest, 
royalty and production payments unde/SFar^uca^fe'^eise^ At the time a well is proposed, each party 
gas interests to the drillsite, or to be included in such drilling unit, shall furnish to Operator all abst racts (including federal lie|se status 
reports), title opinions, title papers and curative material in its possession free of charge. All such information not in the possession of or 
made available to Operator by the parties, but necessary for the examination of the title, shall be obtained by Operator...Op^for shall 
cause title to be examined by attorneys on its staff or by outside attorneys. Copies of all title opinio is 
hereto. The cost incurred by Operator in this title program shall be borne as follows: 

-H—Optiun No. 1. Gusts incurred by Operator in procuring abstracts and title examination (ini 
shut-in gas royalty opinions and division order riflp np"v""r) rr< i l l f c " A I " ( T h ° Hrpmi'itrfltirf ovejrhead as provirjt 

"not Be a direct chargê  whether performed by Operator's staff attorneys or by outside attorneys. 

agreement shall be borne and 
the parties as their interests are set 

the Contract Area subject to the 
be borne as hereinafter set forth. 

• party, or parties, all or a portion 
shall receive said assignment and/or 

ii idemnify and save said other party, 
of the subsequently created interest; 

provisions of Article VII.B. shall be 
against the working interest of 

shall be furnished to-each party 

-2-
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ARTICLE IV 
continued 

8S Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outsile attorneys for title examination 
(including preliminary, supplemental, shut-in gas royalty opinions and division order title opinions) hall be borne by the Drilling Parties 
in the proportion that the interest of each DrilUng Party bears to the total interest of all Drilling Pirties as such interests appear in Ex
hibit " A " . Operator shall make no charge for services rendered by its staff attorneys or other perso mel in the performance of the above 
functions. 

agreements required in connection 
I >reparation and recording of pooling 

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

No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drillirg unit has been examined as above 
provided, and (2) the title has been approved by the examining attorney or title has been accepted |by all of the parties who are to par
ticipate in the drilling of the well. 

B. Loss of Title: 

1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be lost through iailure of title, which loss results in a 
reduction of interest from that shown on Exhibit " A " , the party contributing the affected lease or interest shall have ninety (90) days 
from final determination of title failure to acquire a new lease or other instrument curing the entire ty of the title failure, which acquis! 
tion will not be subject to Article VHI.B., and failing to do so, this agreement, nevertheless, shall cor tinue in force as to all remaining oil 
and gas leases and interests: and, 

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

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

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

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

(e) Any liability to account to a third party for prior production of oil and gas which arise; by reason of title failure shall be 
borne by the party or parties whose title failed in the same proportions in which they shared in sach prior production; and, 

(f) No charge shall be made to the joint account for legal expenses, fees or salaries, in connect on with the defense of the interest 
claimed by any party hereto, it being the intention of the parties hereto that each shall defend title to 
connection therewith. 

rPayi: 

itle failure; 
operation of the interest which has 

any interest in the title which has 
shall be paid to the party or parties 

its interest and bear all expenses in 

uugh mistake ui jveisigln; any rental, shut-in 

; pa rty 

tie 

payment, minimum royalty or royalty payment, is not paid or is erroneously paid, and as a result a 
there shall be no monetary liability against the party who failed to make such payment. Unless the 
payment secures a new lease covering the same interest within ninety (90) days from the discovery of 
which acquisition will not be subject to Article VIII.B., the interests of the parties shall be revised on 
date of termination of the lease involved, and the party who failed to make proper payment will 
the Contract Area on account of ownership of the lease or interest which has terminatecWfithe eveiit 
required payment shall not have been fully reimbursed, at the time of the loss, frpRi'the proceeds of 
the lost interest, calculated on an acreage basis, for the development andjoperating costs theretofore 
shall be reimbursed for unrecovered actual costs theretofore paidj>y1t(but not for its share of the co: 
or wells previously abandoned) from so much of the following as is necessary to effect reimbursenient 

(a) Proceeds of oil and gas, less operating^xpenses, theretofore accrued to the credit of the 
up to the amount of unrecovered costs; 

(b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on 
oil and gas thereafter prodycedand marketed (excluding production from any wells thereafter drilled) 
termination, wouldJ>e^ttributable to the lost interest on an acreage basis, up to the amount of 
portion oftJje^U and gas to be contributed by the other parties in proportion to their respective 

Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or 

ease or interest therein tewfiinates, 
who failed topsaKe the required 

he failure^krtnake proper payment, 
a.r>«creage basis, effective as of the 

;er be credited with an interest in 
the party who failed to make the 
sale of oil and gas attributable to 

paid on account of such interest, it 
t of any dry hole previously drilled 

lost interest, on an acreage basis, 

acreage basis, of that portion of 
which, in the absence of such lease 

unr< covered costs, the proceeds of said 
ipterests; and, ^ 

becomes, the owner of theHnterest 

•D.2. above, shall be jtMrlosses 
and shall be borne by all parties in proportion to their interests. There shall be no readjustment of interests in the remaining lo t ion of 
the Contract Area. 

3. Other Losses: All losses incurred, other than those set forth in Articles IV.B.l. and l\ 

(:(l-Wl) 
| f.f tkii iiU't.tiK'iiiii A'.-jti is jr.-ftSmiiti 

ji'Xtls! v-t!:csi ittfii&ijas m «*uu:i; try • 
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ARTICLE V. 

OPERATOR 

A. Designation and Responsibilities of Operator: 

Santa Fe Energy Resources/ Inc., subject to Article XV.A, 
Operator of the Contract Area, and shall conduct and direct and have full control of all operations 
required by, and within the limits of this agreement. It shall conduct all such operations in a good 
have no liability as Operator to the other parties for losses sustained or liabilities incurred 
negligence or willful misconduct. 

B. Resignation or Removal of Operator and Selection of Successor: See A r t i c l e X V . B . 

_shall be the 
oh the Contract Area as permitted and 

nd workmanlike manner, but it shall 
except such as may result from gross 

1. Resignation or Removal of Operator; Operator may resign at any time by giving writti n notice thereof to Non-Operator^ 

If Operator terminates its legal existence, no longer owns an interest hereunder in the Contract Area, 
Operator, Operator shall be deemed to have resigned without any action by Non-Operators, except 
may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt 
affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership 
after excluding the voting interest of Operator. Such resignation or removal shall not become, 
first day of the calendar month following the expiration of ninety (90) days after the giyjag'of notice 
by the Non-Operators to remove Operator, unless a successor Operator has been-selected and assumes 
date. Operator, after effective date of resignation or removal, shall bebpwlcl by the terms hereof as 
porate name or structure of Operator or transfer of Operator Viaterest to any single subsidiary, parejnt 
be the basis for removal of Operator. 

or is no longer capable of sgfrthg as 
ihe selection of a successor. Operator 

or is plac^sHffreceivership, by the 
non Exhibit " A " remaining 

tive until 7:00 o'clock A.M. on the 
of resignation by Operator or action 

the duties of Operator at an earlier 
a Non-Operator. A change of a cor-

or successor corporation shall not 

2. Selection of Successor OperatprrTJpon the resignation or removal of Operator, a 
the parties. The successor Opgtatofshall be selected from the parties owning an interest in the Contjract 
Operator is selected. The-Successor Operator shall be selected by the affirmative vote of two (2) or n 
based on owngrshlpas shown on Exhibit " A " ; provided, however, if an Operator which has been 

Self, the successor Operator shall be selected by the affirmative vote of two (2) or more 
worship as shown on Exhibit " A " remaining after excluding the voting interest of the Operator 

successor Operator shall be selected by 
Area at the time such successor 

parties owning a majority interest 
r< :moved fails to vote or votes only to 

parties owning a majority interest based 
that was removed. 

C. Employees: 

The number of employees used, by Operator in conducting operations hereunder, their selection 
compensation for services performed shall be determined by Operator, and all such employees sh: 

D. Drilling Contracts: 

' usual All wells drilled on the Contract Area shall be drilled on a competitive contract basis at the 
desires, Operator may employ its own tools and equipment in the drilling of wells, but its charges therefor 
rates in the area and the rate of such charges shall be agreed upon by the parties in writing before dri 
such work shall be performed by Operator under the same terms and conditions as are customary 
dependent contractors who are doing work of a similar nature. 

1 anil 

ARTICLE V I : 

DRILLING AND DEVELOPMENT 

May ., 19 98 
,, Operator shall 

A. Initial Well: 

On or before the 3 1 s t day of_ 
oil and gas at the following location: 

1980' FNL and 1650' FWL Section 1, T-21-S, R-34-E, N.M. 

and shall thereafter continue the drilling of the well with due diligence to 

a depth sufficient to adequately test the Morrow 
13,600', whichever i s the lesser depth, 

unless granite or other practically impenetrable substance or condition in the hole, which renders 
countered at a lesser depth, or unless all parties agree to complete or abandon the well at a lesser 

Operator shall make reasonable tests of all formations encountered during drilling which gi"e indication of! containing oil and 
gas in quantities sufficient to test, unless this agreement shall be limited in its application to a specific formation or formations' in' which 
event Operator shall be required to test only the formation or formations to which this agreemen 

and the hours of labor and the 
11 be the employees of Operator. 

rates prevailing in the area. If it so 
shall not exceed the prevailing 

ling operations are commenced, and 
usual in the area in contracts of in-

commence the drilling of a well for 

E.M., Lea County, New Mexia 

formation or t o a depjtjh of 

further drilling impracaigi)l. is en-
depth. 

may apply. tj£ss^ 
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ARTICLE VI 
continued 

If, in Operator 'o judgment, the well will not produce oil or gas in paying quantitiest and 
well as a dry hole, the- provisions uf Auiile VI.E.l. shall dmuflcr apply. 

See A r t i c l e s XV.C, XV.E, XV.G, XV.J and XV.W. 

B. Subsequent Operations: 

1. Proposed Opi 

it wishes to plug and abandon the-

^rations: Should any ^ ^ r ^ ^ e ^ M A g ^ S ^ 
, or to rework, deepery&r plu^hack a dryhole drifted at 

well on the Contract Area other than the weU provided 
the joint pwned^iy all 

give the 
for in Article VLA. t 

the parties and not then producing in paying quantities, the party desiring to drill, rework, 
other parties written notice of the proposed operation, specifying the work to be performed, the locat on, proposed depth, objective forma
tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notice 
within which to notify the party wishing to do the work w neme^gje^^lc^g) /pagi£ga^^th,e ccost of the proposed operation. If a drill
ing rig is on location, notice of a proposal to rework, plug backer drilfdeeper may be given by telephone and the response period shall be 
limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays*Failure of a party -eceiving such notice to reply within 
the period above fixed shall constitute an election by that party not to participate in the cost of thi; proposed operation. Any notice or 
response given by telephone shall be promptly confirmed in writing. 
*In the event a party receiving such notice f a i l s to resporjtd within forty-eight (48) 
hours as a result of the exclusion of Saturday, Sunday or a legal holiday i n the 
calculation of the response period, such party shall be responsible for the 
stand-by r i g expense over and above the forty-eight (48) hours. 

If all parties elect to participate in such a proposed operation, Operator shall, within ninety (9( >) days after expiration of the notice 
period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour ] >eriod when a drilling rig is on loca
tion, as the case may be), actually commence the proposed operation and complete it with due diligerce at the risk and expense of all par
ties hereto; provided, however, said commencement date may be extended upon written notice of sane by Operator to the other parties, 
for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain 
permits from governmental authorities, surface rights (including rights-of-way) or appropriate drillinj; equipment, or to complete title ex
amination or curative matter required for title approval or acceptance. Notwithstanding the force ma eure provisions of Article XI , if the 
actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and 
if any party hereto still desires to conduct said operation, written notice proposing same must be resul mined to the other parties in accor
dance with the provisions hereof as if no prior proposal had been made. 

2. Operations by Less than All Parties: If any party receiving such notice as provided in Article VI.B.l. or VTI.D.1. (Option 
No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefit; of this Article, the party or parties 
giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expiration of 
the notice period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (4 8) hour period when a drilling rig is 
on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all 
work for the account of the Consenting Parties; provided, however, if no drilling rig or other equipment is on location, and if Operator is 
a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform the woik required by such proposed opera
tion for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Q >erator to perform such work. Con
senting Parties, when conducting operations on the Contract Area pursuant to this Article VI.B.2., siall comply with all terms and con
ditions of this agreement. 

If less than all parties approve any proposed operation, the proposing party, immediately after the expiration of the applicable 
notice period, shall advise the Consenting Parties of the total interest of the parties approving such o Jeration and its recommendation as 
to whether the Consenting Parties should proceed with the operation as proposed. Each Consenting Party, within forty-eight (48) hours 
(exclusive of Saturday, Sunday and legal holidays*after receipt of such notice, shall advise the proposing party of its desire to (a) limit par
ticipation to such party's interest as shown on Exhibit " A " or (b) carry its proportionate part of No l-Consenting Parties' interests, and 
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 
such a response shall not exceed a total of forty-eight (48) hours (inclusive of Saturday, Sunday and 1< gal holidays). The proposing party, 
at its election, may withdraw such proposal if .there is insufficient .participation and shall promptly notify all parties of such decision. 
*In the event a party receiving such notice f a i l s to respond withift forty-eight (48) 
hours as a result of the exclusion of Saturday, Sunday or a legal holiday i n the 
calculation of the response period, such party shall be responsible for the stand
by r i g expense over and above the forty-eight (48) hours. 

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the proportions they have 
elected to bear same under the terms of the preceding paragraph. Consenting Parties shall keep the leasehold estates involvaLin such 
operations free and clear of all liens and encumbrances of every kind created by or arising from the o( erations of the ConsentiiS§ Parties. 
If such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well and. restore the surface locatiM'at their 

^Qfll&J^toci, s iqotraci êo , , . . . , 
provisions of this Article resulqKBî a pro-

the Consenting Parties shall comclete and equip the well to produce at their, sole cosJsaa risk, 

sole cost, risk and expensed If any well drilled, reworked, deepened/6? pffiggeaE^ck u 
ducer of oil 
*provid i id/or gas in paying quantities, the Consenting Parties shall complete and equip the well td produce at their, sole cosi 

i-however, tha t those Non-consenting Parties tha t pa r t i c ipa ted i r 
drilling, deepening or sidetracking of the well shall remain liable for at shall 
pay their proportionate shares of the cost of plugging and Abandoning thejlrell 
and restoring the surface location, insofar as those costs pere not ̂ jier&ai^d by 
the subsequent operations of the Consenting Parties. 

5-
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A R T I C L E VI 
continued 

and the well shall then be turned over to Operator and shall be operated by it at the expense and 
ties. Upon commencement Of operations for the drilling, reworking, deepening or plugging back of 
in accordance with the provisions of this Article, each Non-Consenting Party shall be deemed to 
and the Consenting Parties shall own and be entitled to receive, in proportion to their respective 
Party's interest in the well and share of production therefrom until the proceeds of the sale of 
market value thereof if such share is not sold, (after deducting production taxes, excise taxes, r 
terests not excepted by Article III.D. payable out of or measured by the production from such well 
until it reverts) shall equal the total of the following: 

the account of the Consenting Par-
any such well by Consenting Parties 

relinquished to Consenting Parties, 
interests, all of such Non-Consenting 
such share, calculated at the well, or 

oya Ity, overriding royalty and other in-
axruing with respect to such interest 

and 
(a) 100% of each such Non-Consenting Party's share of the cost of any newly acquired 

connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment 
Non-Consenting Party's share of the cost of operation of the well commencing with first production 
Consenting Party's relinquished interest shall revert to it under other provisions of this Article 
Consenting Party's share of such costs and equipment will be that interest which would have been 
Party had it participated in the well from the beginning of the operations; and 

surface equipment beyond the wellhead 
piping), plus 100% of each such 

înd continuing until each such Non-
it being agreed that each Non-

rhargeable to such Non-Consenting 

(b) 300 .% of that portion of the costs and expenses of drilling, reworking, deepening, plugging 
after deducting any cash contributions received under Article VIII.C, and 300 % 0 f that portion 
ment in the well (to and including the wellhead connections), which would have been chargeable to 
participated therein. 

An election not to participate in the drilling or the deepening of a well shall be deemed an el xtion not to participate in any re
working or plugging back operation proposed in such a well, or portion thereof, to which the initial Non-Consent election applied that is 
conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment account. Any such 
reworking or plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well 
and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100%) of that portion of the costs of 
the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. If 
such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VLB. shall be ap
plicable as between said Consenting Parties in said well. 

back, testing and completing, 
of the cost of newly acquired equip-

iuch Non-Consenting Party if it had 

During the period of time Consenting Parties are entitled to receive Non-Consenting Pahy 
proceeds therefrom, Consenting Parties shall be responsible for the payment of all production, 
taxes, and all royalty, overriding royalty and other burdens applicable to Non-Consenting Party's shari 
tide III.D. 

In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parities 
of cost, all casing, tubing and other equipment in the well, but the ownership of all such equipment 
abandonment of a well after such reworking, plugging back or deeper drilling, the Consenting Partijes 
ment to the owners thereof, with each party receiving its proportionate part in kind or in value, l:ss 

Within sixty (60) days after the completion of any operation under this Article, the party 
Consenting Parties shall furnish each Non-Consenting Party with an inventory of the equipment in 
itemized statement of the cost of drilling, deepening, plugging back, testing, completing, and equippirg the well for production; or, at its 
option, the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly bill
ings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provid ;d above, the party conducting the 
operations for the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all costs and liabilities in 
curred in the operation of the well, together with a statement of the quantity of oil and gas produced 1 
realized from the sale of the well's working interest production during the preceding month. In dete;' 

i m-

11 rom it and the amount oferoceeds 
'mining the quantity, of | j l and gas 

produced during any month, Consenting Parties shall use industry accepted methods such as, but nat limited to, metering ^periodic 
well tests. Any amount realized from the sale or other disposition of equipment newly acquired in o )nnection with any suchfpjperation 
which would have been owned by a Non-Consenting Party had it participated therein shall be credited against the total unrerijoed costs 
of the work done and of the equipment purchased in determining when the interest of such Non-Consenting Party shall reyeflli 
above provided; and if there is a credit balance, it shall be paid to such Non-Consenting Party. 

s share of production, or the 
•ance, excise, gathering and other 
of production not excepted by Ar-

shall be permitted to use, free 
shall remain unchanged; and upon 

shall account for all such equip-
cost of salvage. 

conducting the operations for the 
and connected to the well, and an 

of tl.ti iiierdifvil'ij iVi-.i IS [unhijiiroT] 
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ARTICLE VI 
continued 

If and when the Consenting Parties recover from a Non-Consenting Party's relinquished 
the relinquished interests of such Non-Consenting Party shall automatically revert to it, and, from 
Consenting Party shall own the same interest in such well, the material and equipment in or pertaining 
therefrom as such Non-Consenting Party would have been entitled to had it participated in the drilling 
back of said well. Thereafter, such Non-Consenting Party shall be charged with and shall pay its proportionate 
the operation of said well in accordance with the terms of this agreement and the Accounting 

interest the amounts provided for above, 
and after such reversion, such Non-

thereto, and the produaion 
reworking, deepening or plugging 

part of the further costs of 
Procedure attached hereto. 

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

The provisions of this Article shall have no application whatsoever to the drilling of the initial 
except (a) as to Article VII.D.l. (Option No. 2), if selected, or (b) as to the reworking, deepening 
after it has been drilled to the depth specified in Article VI.A. if it shall thereafter prove to be a dry 
duction, ceases to produce in paying quantities. 

ard 
hole 

I borne 

3. Stand-By Time: When a well which has been drilled or deepened has reached its au 
completed, and the results thereof furnished to the parties, stand-by costs incurred pending 
reworking, deepening, plugging back or completing operation in such a well shall be charged and 
ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the 
first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant 
matical paragraph of Article VI.B.2, shall be charged to and borne as part of the proposed operation 
withdrawn because of insufficient participation, such stand-by costs shall be allocated between the 
each Consenting Party's interest as shown on Exhibit " A " bears to the total interest as shown on 
ties. 

4. Sidetracking: Except as hereinafter provided, those provisions of this agreement applicable 
also be applicable to any proposal to directionally control and intentionally deviate a well from vertical 
location (herein called "sidetracking"), unless done to straighten the hole or to drill around j 
mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation 
affected well bore at the time of the notice shall, upon electing to participate, tender to the well bore 
to its interest in the sidetracking operation) of the value of that portion of the existing well bore 

junk 

well described in Article VI.A. 
plugging back of such initial well 
or, if initially completed for pro-

thortzed depth and all tests have been 
response to a party's notice proposing a 

as part of the drilling or deepen-
esponse time permitted, whichever 

to the terms of the second gram-
but if the proposal is subsequently 

C snsenting Parties in the proportion 
Exhibit " A " of all Consenting Par-

to a "deepening" operation shall 
so as to change the bottom hole 
in the hole or because of other 

that does not own an interest in the 
dwners its proportionate share (equal 
:o be utilized as follows: 

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

basis of the actual costs incurred in 

(b) If the proposal is for sidetracking a well which has previously produced, reimbursement 
salvable materials and equipment down to the depth at which the sidetracking operation is initiated, 
provisions of Exhibit "C" , less the estimated cost of salvaging and the estimated cost of plugging 

In the event that notice for a sidetracking operation is given while the drilling rig to be utilizec 
shall be limited to forty-eight (48) hours, exclusive of Saturday, Sunday and legal holidays; provided, 
receive up to eight (8) additional days after expiration of the forty-eight (48) hours within which to 
incurred during such extended response period. If more than one party elects to take such additional 
by costs shall be allocated between the parties taking additional time to respond on a day-to-day basis 
ty's interest as shown on Exhibit " A " bears to the total interest as shown on Exhibit " A " of all 
stances the response period to a proposal for sidetracking shall be limited to thirty (30) days. 

C. TAKING PRODUCTION IN KIND: See A r t i c l e XV.V. 

-have the r i g h t to 
Each party shall'take in kind or separately dispose of its proportionate share of all oil and gas 

exclusive of production which may be used in development and producing operations and in 
marketing purposes and produaion unavoidably lost. Any extra expenditure incurred in the taking 
party of its proportionate share of the production shall be borne by such party. Any party taking its 

shall be on the basis of the well's 
determined in accordance with the 
and abandoning. 

is on location, the response period 
1 owever, any party may request and 

res x>nd by paying for all stand-by time 
l ime to respond to the notice, stand-
in the proportion each eating par-
:he electing parties. In al) other in-

ifa 
ft. 

I f 
KM 

produced from/the Gp^rfjct Area, 
preparing and peatiigJoif alrid gas for 

kind or sepkratesdisr̂ sjtjBh by any 
share of prodUcti^'in ikj^lsball be 

in 
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ARTICLE VI 
continued 

required to pay for only its proportionate share of such part of Operator's surface facilities which 

Each party shall execute such division orders and contracts as may be necessary for the sal : of its interest in production from 
the Contract Area, and, except as provided in Article VII.B., shall be entitled to receive payment diiectly from the purchaser thereof for 
its share of all production. 

In the event any party shall fail to make the arrangements necessary to take in kind or separatel] 
the oil produced from the Contract Area, Operator shall have the right, subject to the revocation at 
the obligation, to purchase such oil or sell it to others at any time and from time to time, for the ac:ount of the non-taking party at the 
best price obtainable in the area for such production. Any such purchase or sale by Operator shall 

it uses. 

dispose of its proportionate share of 
will by the party owning it, but not 

>e subject always to the right of the 
owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of all oil not previously 
delivered to a purchaser. Any purchase or sale by Operator of any other party's share of oil shall be only for such reasonable periods of 
time as are consistent with the minimum needs of the industry under the particular circumstances, tut in no event for a period in excess 

*k°u!( r̂Tnb event less than the price actually received by Cperator 

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

D. Access to Contract Area and Information: 

/Subject t o A r t i c l e XV. L, 
/ Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operations, 

and shall have access at reasonable times to information pertaining to the development or operation hereof, including Operator's books 
and records relating thereto. Operator, upon request, shall furnish each of the other parties with copies of all forms or reports filed with 
governmental agencies, daily drilling reports, well logs, tank tables, daily gauge and run tickets and re aorts of stock on hand at the first of 
each month, and shall make available samples of any cores or cuttings taken from any well drilled 
gathering and furnishing information to Non-Operator, other than that specified above, shall be ch irged to the Non-Operator that re
quests the information. 

E. Abandonment of Wells: 

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

2. Abandonment of Wells that have Produced: Except for any well in which a Non-Cons :nt operation has been conducted 
hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any veil which has been completed as a 
producer shall not be plugged and abandoned without the consent of all parties. If all parties consent ta such abandonment, the well shall 
be plugged and abandoned in accordance with applicable regulations and at the cost, risk and expense of all the parties hereto. If, within 
thirty (30) days after receipt of notice of the proposed abandonment of any well, all parties do not agree to the abandonment of such well, 
those wishing to continue its operation from the intervals) of the formation^) then open to production shall tender to each of the other 
parties its proportionate share of the value of the well's salvable material and equipment, determined i i accordance with the provisions of 
Exhibit "C", less the estimated cost of salvaging and the estimated cost of plugging and abandoning. 1 
the non-abandoning parties, without warranty, express or implied, as to title or as to quantity, or fn 
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
terval or intervals of the formation or formations then open to production. If the interest of the abandi wiing party is or includes an oil and 
gas interest, such party shall execute and deliver to the non-abandoning party or parties an oil and ga; lease, limited to the interval or in
tervals of the formation or formations then open to production, for a term of one (1) year and so Ion;; thereafter as oil and/or gas is pro
duced from the interval or intervals of the formation or formations covered thereby,-sueh lease-t 

*See A r t i c l e XV.K. 

in the cost of drilling or deepening 
over the well and conduct further 

Each abandoning party shall assign 
ness for use of the equipment and 

1U1 i l l HWL1ICU H J T s f f l u l T 
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ARTICLE VI 
continued 

" B " . The assignments or leases so limited shall encompass the "drilling unit" upon which the weU is located. The payments by, and the 
assignments or leases to, the assignees shall be in a ratio based upon the relationship of their respec tive percentage of participation in the 
Contract Area to the aggregate of the percentages of participation in the Contract Area of all assign tes. There shall be no readjustment of 
interests in the remaining portion of the Contract Area. 

Thereafter, abandoning parties shall have no further responsibility, liability, or interest in t le operation of or production from 
the well in the interval or intervals then open other than the royalties retained in any lease made und :r the terms of this Article. Upon re
quest, Operator shall continue to operate the assigned well for the account of the non-abandoning 
templated by this agreement, plus any additional cost and charges which may arise as the result of tl 
well. Upon proposed abandonment of the producing interval(s) assigned or leased, the assignor or 
repurchase its prior interest in the well (using the same valuation formula) and participate in further 
visions hereof. 

parties at the rates and charges con-
e separate ownership of the assigned 
lessor shall then have the option to 
)perations therein subject to the pro-

re with the provisions of this Article 

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

ARTICLE V I I . 

EXPENDITURES AND LIABILITY OF PARTIES 

A. Liability of Parties: 

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

B. Liens and Payment Defaults: 

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

If any party fails or is unable to pay its share of expense within sixty (60) days after rendition of a statement therefor by 
Operator, the non-defaulting parties, including Operator, shall, upon request by Operator, pay the unpaid amount in the proportion that 
the interest of each such party bears to the interest of all such parties. Each party so paying its share cf the unpaid amount shall, to obtain 
reimbursement thereof, be subrogated to the security rights described in the foregoing paragraph. 

C. Payments and Accounting: 

Except as herein otherwise specifically provided, Operator shall promptly pay and discharge ex; senses incurred in the development 
and operation of the Contract Area pursuant to this agreement and shall charge each of the parties lereto with their respective propor
tionate shares upon the expense basis provided in Exhibit "C". Operator shall keep an accurate recjrd of the joint account hereunder, 
showing expenses incurred and charges and credits made and received. 

Operator, at its election, shall have the right from time to time to demand and receive from the other parties payment in advance 
of their respective shares of the estimated amount of the expense to be incurred in operations hereunder during the next succeeding 
month, which right may be exercised only by submission to each such party of an itemized statement i 
with an invoice for its share thereof. Each such statement and invoice for the payment in advance of estimated expense shall be submitted 
on or before the 20th day of the next preceding month. Each party shall pay to Operator its proporti inate share of such estim|fe within 
fifteen (15) days after such estimate and invoice is received. If any party fails to pay its share of said estimate within said time, tfje*amount 
due shall bear interest as provided in Exhibit " C " until paid. Proper adjustment shall be made monthly between advances andjactual ex
pense to the end that each party shall bear and pay its proportionate share of actual expenses incurred, and no more. 
See A r t i c l e s XV.MandXV.X. 
D. Limitation of Expenditures: 

1. Drill or Deepen: Without the consent of all parties, no well shall be drilled or deepened, except any well dril^;j^4dgepened 
pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the drilling or deepening shall includeS^i' " "' 

;-,;c:>i:t sMtoii girtlionjcri w\ Wiitim; by !!m 
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ARTICLE VII 
continued 

Q Option No. 1; All necessary expenditures for the drilling or deepening, testing, completing and equipping of the well, including 

necessary tankage and/or surface facilities. 

ell. When such well has reached its 
Operator shall give immediate notice 
ng such notice shall have forty-eight 

E Option No. 2: All necessary expenditures for the drilling or deepening and testing of the w 
authorized depth, and all tests have been completed, and the results thereof furnished to the parties, 
to the Non-Operators who have the right to participate in the completion costs. The parties receiv 
(48) hours (exclusive of Saturday, Sunday and legal holidays) in which to elect to participate in the setting of casing and the completion at 
tempt. Such election, when made, shall include consent to all necessary expenditures for the completing and equipping of such well, in 
eluding necessary tankage and/or surface facilities. Failure of any party receiving such notice to rep 
constitute an election by that party not to participate in the cost of the completion attempt. If one or 
elect to set pipe and to attempt a completion, the provisions of Article VI.B.2. hereof (the phrase 
back" as contained in Article VI.B.2. shall be deemed to include "completing") shall apply to the operations thereafter conducted by less 
than all parties. 

y within the period above fixed shall 
more, but less than all of the parties, 
"reworking, deepening or plugging 

2. Rework or Plug Back: Without the consent of all parties, no well shall be reworked or plu >ged back except a well reworked or 
plugged back pursuant to the provisions of Article VI.B.2. of this agreement. Consent to the reworring or plugging back of a well shall 
include all necessary expenditures in conducting such operations and completing and equipping of & lid well, including necessary tankage 
and/or surface facilities. 
See Article XV. U. Other Operations. 

3. Other Operations: Without the consent of all parties, Operator shall not undertake any single project 
Dollars ($_ to require an expenditure in excess of 

except in connection with a well, the drilling, reworking, deepening, completing, recompleting ffgging back of which has been 
case of explosion, fire, flood or other sudden 

penses as in its opinion are required 
previously authorized by or pursuant to this agreement; provided, however 
emergency, whether of the same or different nature, Operatorjnay-raite^ucn steps and incur such ei 
to deal with the emergency to safeguard life^nd^roperlybut Operator, as promptly as possible, shall report the emergency to the other 
parties. If Operator preparesja-atrthtintyfor expenditure (AFE) for its own use, Operator shall furr ish any Non-Operator so requesting 
an informaitioB-<op7Thereof for any single project costing in excess of_ 

flora ( I ) hut lf"« thnn the nmminl firr.t apt fnrth nhnvp in thin pnrngr î >h-

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

Rentals, shut-in well payments and minimum royalties which may be required under the terms of any lease shall be paid by the 
party or parties who subjected such lease to this agreement at its or their expense. In the event twe or more parties own and have con
tributed interests in the same lease to this agreement, such parties may designate one of such partie s to make said payments for and on 
behalf of all such parties. Any party may request, and shall be entitled to receive, proper evidence c f 
failure to make proper payment of any rental, shut-in well payment or minimum royalty through a istake or oversight where such pay
ment is required to continue the lease in force, any loss which results from such non-payment shall I e borne in accordance with the pro
visions of Article IV.D.2. I V . B . 3 . 

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

Taxes: 

Beginning with the first calendar year after the effective date hereof. Operator shall render for ad valorei 
subject to this agreement which by law should be rendered for such taxes, and it shall pay all such taxes/assesseaHfiereon before they 
become delinquent. Prior to the rendition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not 
be limited to, royalties, overriding royalties and production payments) on leases and oil and gas interests contributed by such Non 
Operator. If the assessed valuation of any leasehold estate is reduced by reason of its being subject to outstanding excess royalties, over
riding royalties or produaion payments, the reduction in ad valorem taxes resulting therefrom shall inure to the benefit of the owner or 
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
tion. If the ad valorem 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. Operator shall bill the other parties for their proporl ionate shares of all tax payments in 
the manner provided in Exhibit "C". 

If Operator considers any tax assessment improper, Operator may, at its discretion, protest within the time and 'manner 
prescribed by law, and prosecute the protest to a final determination, unless all parties agree to abandon the protest prior to fijwl deter
mination. During the pendency of administrative or judicial proceedings, Operator may elect to pay, under protest, all such taxesiand any 
interest and penalty. When any such protested assessment shall have been finally determined, Operator shall pay the tax for the'ijofht ac
count, together with any interest and penalty accrued, and the total cost shall then be assessed against l 
provided in Exhibit "C". 

Each party shall pay or cause to be paid all production, severance, excise, gathering and other taxes imposed upon or; with (r expect to 
the production or handling of such party's share of oil and/or gas produced under the terms of th 
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ARTICLE VII 
continued 

Insurance: 

workers' 
At all times while operations are conducted hereunder, Operator shall comply with th; 'wefk«en-V compensation law of 

the state where the operations are being conducted; provided, however, that Operator may be a sel-insurer for liability under said com
pensation laws in which event the only charge that shall be made to the joint account shall be as pro tided in Exhibit "C". Operator shall 
also carry or provide insurance for the benefit of the joint account of the parties as outlined in Exhibit " D " , atttcM^o_and made a part 
hereof. Operator shall require all contractors engaged in work on or for the Contract Area to compy with the workmea-g. compensation 
law of the state where the operations are being conducted and to maintain such other insurance as Operator may require. 

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

ARTICLE V I I I . 

ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST 

A. Surrender of Leases: 

. The leases covered by this agreement, insofar as they embrace acreage in the Contract Arei, shall not be surrendered in whole 
or in part unless all parties consent thereto. However, no consent sha l l be necessary t o release a 
lease which has expired or otherwise terminated. 

However, should any party desire to surrender its interest in any lease or in any portion thereof, and the other parties do not 
agree or consent thereto, the party desiring to surrender shall assign, without express or implied warranty of tide, all of its interest in 
such lease, or portion thereof, and any well, material and equipment which may be located thereon and any rights in production 
thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning farty is or includes an oil and gas in
terest, the assigning party shall execute and deliver to the party or parties not consenting to such su -render an oil and gas lease covering 
such oil and gas interest for a term of one (1) year and so long thereafter as oil and/or gas is produced from the land covered thereby,-snch-

—lease-te be on tho forta-attaehed hereto as-Exhtbk-—1Upon such assignment or lease, the assigning party shall be relieved from all 
obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operation of any well 
attributable thereto, and the assigning party shall have no further interest in the assigned or leased jremises and its equipment and pro
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 
party assignor or lessor the reasonable salvage value of the latter's interest in any wells and equipmer t attributable to the assigned or leas
ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit "C", less the estimated cost of 
salvaging and the estimated cost of plugging and abandoning. If the assignment or lease is in favor )f more than one party, the interest 
shall be shared by such parties in the proportions that the interest of each bears to the total inteiest of all such parties 

See A r t i c l e XV.D. 
Any assignment, lease or surrender made under this provision shall not reduce or change the i 

party's interest as it was immediately before the assignment, lease or surrender in the balance of i 
assigned, leased or surrendered, and subsequent operations thereon, shall not thereafter be subject i 
agreement. 

B. Renewal or Extension of Leases: 

If any party secures a renewal of any oil and gas lease subject to this agreement, all other pa; 
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 

acquired it their several proper pro-
which shall be in proportion to the 

renewal lease, insofar as such lease affects lands within the Contract Area, by paying to the party whe 
portionate shares of the acquisition cost allocated to that part of such lease within the Contract Area 
interests held at that time by the parties in the Contract Area. 

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

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

The provisions of this Article shall apply to renewal leases whether they are for the entire in erest covered by the expiring lease 
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 
contracted for within six (6) months after the expiration of the existing lease shall be subject to this p ovision; but any lease tak«a or con
tracted for more than six (6) months after the expiration of an existing lease shall not be deemed a ren ;wal lease and shall not be^iibject to 
the provisions of this agreement. 

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

C. Acreage or Cash Contributions: 

While this agreement is in force, if any party contracts for a contribution of cash towards 
operation on the Contract Area, such contribution shall be paid to the party who conducted the drilling or other dpetatjon apdishall be 
applied by it against the cost of such drilling or other operation. If the contribution be in the form of 
tribution is made shall promptly tender an assignment of the acreage, without warranty of title, to th: Drilling Partiesvwthe 
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ARTICLE VIII 
continued 

said Drilling Parties shared the cost of drilling the well. Such acreage shall become a separate Contraci Area and, to the extent possible, be 
governed by provisions identical to this agreement. Each party shall promptly notify all other parties af 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 
party shall sell, encumber, transfer or make other disposition of its interest in the leases embraced 
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 A ea 

interests covered by this agreement, no 
wijhin the Contract Area and in wells, 

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

expressly subject to this agreement 

If, at any time the interest of any party is divided among and owned by four or more 
require such co-owners to appoint a single trustee or agent with full authority to receive notices 
and approve and pay such party's share of the joint expenses, and to deal generally with, and with 
party's interest within the scope of the operations embraced in this agreement; however, all such 
into and execute all contracts or agreements for the disposition of their respective shares of the oil 
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 
undivided interest in the Contract Area waives any and all rights it may have to partition and have set 
interest therein. 

—Preferential Right to Purchase! 

—Should any party desire to sell all or any part of its interests under thia agreement, or its ri 

co-ownfers, Operator, at its discretion, may 
approve expenditures, receive billings for 

pawer to bind, the co-owners of such 
co- awners shall have the right to enter 

s nd gas produced from the Contract 

, each party hereto owning an 
aside to it in severalty its undivided 

ghta and interests in the Contrj 

; aft ;r 
ipti anal 

Area, it shall promptly give written notice to the other parties, with full information concerning its prji 
name and address of the prospective purchaser (who must be ready, willing and able to purchase^ 
of the offer. The other parties shall then have an optional prior right, for a periocLof-̂ errtitJTdays 
on the same terms and conditions the interest which the otherparly-^roposes to sell; and, if this o| 
ing parties shall share the purchased interestnjjh«-pr0^6rtions that the interest of each bears to the 
ties. However, there shallbejio-preferential right to purchase in those cases where any party wishes 
dispose ofitsjDtofesTS^ymerger, reorganization, consolidation, or sale of all or substantially all of its 

or to a subsidiary of a parent company t or to any company in which any one party owns a 

oposed sale^which-shatTinclude the 
ase price, and all other terms 

receipt of the notice, to purchase 
right is exercised, the purchas-

total interest of all purchasing par-
to mortgage its interests, or to 

iissets to a subsidiary or parent com-
• majority of the stock. 

ARTICLE IX. 

INTERNAL REVENUE CODE ELECTION 

This agreement is not intended to create, and shall not be construed to create, a relationship 
for profit between or among the parties hereto. Notwithstanding any provision herein that the rights 
and not joint or collective, or that this agreement and operations hereunder shall not constitute a 
purposes, this agreement and the operations hereunder are regarded as a partnership, each party 
from the application of all of the provisions of Subchapter " K " , Chapter 1, Subtitle " A " , of the 
mitted and authorized by Section 761 of the Code and the regulations promulgated thereunder. Opei 
ecute on behalf of each party hereby affected such evidence of this election as may be required by 
United States or the Federal Internal Revenue Service, including specifically, but not by way of 
and the data required by Federal Regulations 1.761. Should there be any requirement that each 
evidence of this election, each such party shall execute such documents and furnish such other 
Federal Internal Revenue Service or as may be necessary to evidence this election. No such party shal 
action inconsistent with the election made hereby. If any present or future income tax laws of the 
Area is located or any future income tax laws of ^g^Jnited States contain provisions similar to 
Subtitle " A " , of the Internal Revenue Code of 193° under which an election similar to that provideip 
mitted, each party hereby affected shall make such election as may be permitted or required by such 
tion, each such party states that the income derived by such party from operations hereunder can be 
computation of partnership taxable income. 

of partnership or an association 
and liabilities hereunder are several 

partnership, if, for federal income tax 
he reby affected elects to^be-excluded 

Internal Revenue Code of 45̂ 54, as per
is authorized and directed to ex-

the Secretary of the Treasury of the 
limits tion, all of the returns, statements, 

party hereby affected give further 
evidence as may be required-by the 

give any notices or take |t|y other 
stfcite or states in which the? Contract 

in Subchapter 'K ', <M|t>ter 1, 
by Section 761 of the Gade is per-

aws. In making the £orê <|irig elec-
adequately determined wj^ iu t the 

those 
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ARTICLE X. 

CLAIMS AND LAWSUITS 

Operator may settle any single uninsured third party damage claim or suit arising from 
does not twenty-thousand and no/100 

operations hereunder if the expenditure 
" "Dollar'; 

claim or suit, unless such authority is 
claim or suit shall be at the joint ex-

(% 20 / 0 0 0 . 0 0 ) and if the payment is in complete settlement of such claim or suit. If tie amount required for settlement ex
ceeds the above amount, the parties hereto shall assume and take over the further handling of the i 
delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such < 
pense of the parties participating in the operation from which the claim or suit arises. If a claim is m ide against any party or if any party is 
sued on account of any matter arising from operations hereunder over which such individual has >, 10 control because of the rights given 
Operator by this agreement, such party shall immediately notify all other parties, and the claim or : uit shall be treated as any other claim 
or suit involving operations hereunder. A l l claims or suits involving t i t l e to any interest subject 
to this agreement shall be treated as a claim or suit against a l l parties hereto. 

ARTICLE X I . 

FORCE MAJEURE 

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

: o far as they are affected by the force 
affected party shall use all reasonable 

The requirement that any force majeure shall be remedied with all reasonable dispatch shall 
lockouts, or other labor difficulty by the party involved, contrary to its wishes; how all such 
within the discretion of the party concerned. 

not require the settlement of strikes, 
difficu|lties shall be handled shall be entirely 

The term "force majeure", as here employed, shall mean an act of God, strike, lockout, o 
the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, governmental 
or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated 
not reasonably within the control of the party claiming suspension. 

ARTICLE X I I . 

NOTICES 

other industrial disturbance, act of 
action, governmental delay, restraint 

above or otherwise, which is 

: urns 

All notices authorized or required between the parties and required by any of the provisions 
specifically provided, shall be given in writing by mail or telegram, postage or charges prepaid, or 
the parties to whom the notice is given at the addresses listed on Exhibit " A " . The originating notfce 
shall be deemed given only when received by the party to whom such notice is directed, and the 
response thereto shall run from the date the originating notice is received. The second or any 
when deposited in the mail or with the telegraph company, with postage or charges prepaid, or 
shall have the right to change its address at any time, and from time to time, by giving written 

See A r t i c l e XV.N. 
ARTICLE XIII. 

TERM OF AGREEMENT 

of this agreement, unless otherwise 
1 telex or telecopier and addressed to 

given under any provision hereof 
for such party to give any notice in 

responsive notice shall be deemed given 
by telex or telecopier. Each party 

notice thereof to all other parties. 

This agreement shall remain in full force and effect as to the oil and gas leases and/or oil anijl 
period of time selected below; provided, however, no party hereto shall ever be construed as having 
lease or oil and gas interest contributed by any other party beyond the term of this agreement. 

B—QpriorrNtr V: Su Ion 
of-i 

rTrfntiFTtit-anihgasr least's •5ubjOTTo-riri:s~agm;mmn 
rtei by pio^uttioiirgxreTî o^Tencwgt'rjrTLittiei wise:— 

CS Option No. 2: In the event the well described in Article VI.A., or any subsequent well 
agreement, results in production of oil and/or gas in paying quantities, this agreement shall continue 
wells produce, or are capable of production, and for an additional period of 180 days from 

en gaged i however, if, prior to the expiration of such additional period, one or more of the parties hereto are 
ing, plugging back, testing or attempting to complete a well or wells hereunder, this agreement shall 
tions have been completed and if production results therefrom, this agreement shall continue in force 
well described in Article VIA., or any subsequent well drilled hereunder, results in a dry hole, and 
of producing oil and/or gas from the Contract̂ Area, this agreement shall terminate unless drilling, deepening, plugging back cf'rework-

180 . days from the date of abandonment of said wel ing operations are commenced within 
See A r t i c l e XV.Y. 

It is agreed, however, that the termination of this agreement shall not relieve any party 
accrued or attached prior to the date of such termination. 

gas interests subject hereto for the 
^ny right, title or interest in or to any 

trrDiiTiimtirj in fotce'as'iirariyparr" 

drilled under any provision of this 
in force so long as any such well or 

cessation of all production; provided, 
in drilling, reworking, deepen-

continue in force until such opera-
as provided herein. In the event the 
) other well is producing, gp capable 

V 

hereto from any liability ŵ hich has 
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ARTICLE XIV. 

COMPLIANCE WITH LAWS AND REGULATIONS 

A. Laws, Regulations and Orders: 

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

B. Governing Law: 

This agreement and all matters pertaining hereto, including, but not limited to, matters of pe1 

remedies, procedures, rights, duties and interpretation or construction, shall be governed and deternpined 
the Contract Area is located. If the Contract Area is in two or more states, the law of the state of 
shall govern. 

C. Regulatory Agencies: 

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority 
privileges, or obligations which Non-Operators may have under federal or state laws or under rules, 
under such laws in reference to oil, gas and mineral operations, including the location, operation 
ting or adjacent to the Contract Area. 

and With respect to operations hereunder, Non-Operators agree to release Operator from any 
and causes of action arising out of, incident to or resulting directly or indirectly from Operator's 
rulings, regulations or orders of the Department of Energy or predecessor or successor agencies to 
plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for 
Operator's share of production that Operator may be required to refund, rebate or pay as a result 
application, together with interest and penalties thereon owing by Operator as a result of such in 

all losses, damages, injuries, claims 
interpretation or application of rules, 
the extent such interpretation or ap-

ahy amounts applicable to such Non-
c f such an incorrect interpretation or 
rorrect interpretation or application. 

Non Operators authorize Operator to prepare and submit such documents as may be requin :d to be submitted lo lh uhiuu 1 

le u i l Windfall Profit Tax Act 
jvhich may be issued by the Treasury 

certifications or other information 
it i_uuipluuiuf with said Act. 

formance, non-performance, breach, 
by the law of the state in which 

New Mexico 

to waive or release any rights, 
, regulations or orders promulgated 
production of wells, on tracts offset-

of any crude oil sold hereunder or to any other person or entity pursuant to the requiremj 
of 1980", as same may be amended from timr tr timr f" Art'"), mill IIW i.iliil H jiiilitiom or rules 
Department from timr tn timr pin .1 1 I I Ail Each party hereto agrees to furnish any and 

liieh is required to be furnished by said Act in a timely inannci and in sufficient detail lu pen 
i l l 

ARTICLE XV. 

OTHER PROVISIONS 

See next page f o r the beginning of A r t i c l e XV. 

SEzi, 
ij-:;: cf ft.i* ifi^niifviitjj ilia;* ii- (Miiiiuniiif j 

-14-



ARTICLE XV. 

Other provisions to that certain Operating Agreement dated February 
by and between Santa Fe Energy Resources, Inc., Phillips Petroleum 

and Nearburg Exploration Company, L.L.C. 

18,1998, 
Company 

take over as Operator for such 
ip, Phillips shall be deemed to 

which a well has been drilled, 

JPERATORSHIP 

Notwithstanding the other provisions hereof, the Parties agree that Sante Fe shall be designated the Operator 
for the purposVof drilling, testing and completing and/or plugging and abandoning tre initial well, its substitute or 
replacement, ancHhe next subsequently proposed offsetting well within the Contract Aree (hereinafter referred to as the 
"second well"), if anv. If the initial well, its substitute or replacement, is completed as £i producer of oil and/or gas as 
hereinafter defined, men Santa Fe shall give immediate notice of such completion to Phillips and Phillips shall have forty-
eight (48) hours, exclusive of Saturdays, Sundays and legal holidays, in which to elect to 
well. Upon Santa Fe's receipt of written notice of Phillips' election to assume Operators!" ij 
be the Operator thereof. Sante Fe and Phillips agree to promptly execute all forms and iJocuments as may be required 
to transfer Operatorship. PhilHps' failure to timely respond shall be deemed an election MOT to take over as Operator. 
There shall be a separate electton for the second well and said election shall be made expressly subject to the same 
terms and conditions stated hereirKfor the initial well. If Phillips elects to assume Operatorship of any or all wells drilled 
and completed by Santa Fe as producers of oil and/or gas, as hereinabove described, Santa Fe shall resign as Operator 
and the parties hereto agree that Phillips shall thereafter be designated the Operator hereunder. For the purposes of this 
provision, "completed as a producer of odl and/or gas" is defined as that point in time at 
cased, tested and perforated and is capably of producing oil and/or gas. 

Santa Fe shall meet or exceed the ca'sing and cementing program outlined below 

Surface Casing: 13-3/8" 54.5#/fKl-55 set @ 1650' in 17-1/2" hole. 

Cement: 800 Sxs Cl "C" + 2% CaClANote: Cement circulated to surfaces 
Wt. 14.8 ppg 
Yld. 1.32 cfps 
Wtr. 6.30 gps 

Intermediate Casing: 5500' 8-5/8" 32#/ft. J-55. "oV5500'. 

Lead Cement: 1100 Sxs Halliburton Lite Class "C" +Nl'8 Ib/sx salt + Flotele. 
Wt. 13.3 ppg 
Yld. 1.94 ft3/sx 
Wtr. 9.9 gal/sx 

Tail Cement: 300 Sx Cl "C" + 2% CaCl. Note: Cement circulate^ to sur|face. 
Wt. 14.8 ppg 
Yld. 1.32 cfps 
Wtr. 6.30 gps 

Production Casing: 5-1/2" 17.0#/ft N-80 LT&C @ 8500'. 7-7/8" hole. 
5-1/2" 20#/ft N-80 LT&C 8500'13,600'. 

Cement Slurry: 800 Sxs Class "H" + 0.75% HALAD-22A (Fluid Loss) + (L5% H(\5 (Retarder) 
Slurry Wt. 15.6 ppg 
Slurry Yield: 1.13cf/sx 
Water Requ.: 5.20 gal/sx 

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

1. Resignation or Removal of Operator: Operator may resign at any time by givinb 
Operators. If Operator terminates its legal existence, no longer owns an interest hereunder 
longer capable of serving as Operator, Operator shall be deemed to have resigned withou 
except the selection of a successor. Operator may be removed only for good cause bjy 
Operators owning a majority interest based on ownership as shown on Exhibit "A" remaining 
interest of Operator; such vote shall not be deemed effective until a written notice has begn 
a Non-Operator detailing the alleged default and Operator has failed to cure the default 
receipt of the notice or, if the default concerns an operation then being conducted, within 
receipt of the notice. For purposes hereof, "good cause" shall mean not only gross ne 
also the material breach of or inability to meet the standards of operation contained in Aitticle 
inability to perform its obligations under this agreement. 

Resignation or removal shall not become effective until 7:00 o'clock A.M. on the first day 
the expiration of ninety (90) days after the giving of notice of resignation by Operator or 
remove Operator, unless a successor Operator has been selected and assumes the duties 
Operator, after effective date of resignation or removal, shall be bound by the terms hereof 
of a corporate name or structure of Operator or transfer of Operator's interest to 
successor corporation shall not be the basis for removal of Operator. 

any 

2. Selection of Successor Operator: Upon the resignation or removal of Operator 
Operating Agreement, a successor Operator shall be selected by the parties. The successor 
from the parties owning an interest in the Contract Area at the time such successor Opera 
Operator shall be selected by the affirmative vote of the party(ies) owning a majority in 
shown on Exhibit "A"; provided, however, if an Operator which has been removed or is delemed 

written notice thereof to Non-
in the Contract Area, or is no 

any action by Non-Operators, 
the affirmative vote of Non-

after excluding the voting 
delivered to the Operator by 

within thirty (30) days from its 
forty-eight (48) hours of its 
ice or willful misconduct but 

V.A. or material failure or 

c f the calendar month following 
^ction by the Non-Operators to 

of Operator at an earlier date, 
as a Non-Operator. A change 

single subsidiary, parent or 

under any provision of this 
Operator shall be selected 

or is selected. The successor 
erest based on ownership as 

to have resigned fails to 
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vote or votes only to succeed itself, the successor Operator shall be selected by the 
parties owning a majority interest based on ownership as shown on Exhibit "A" 
interest of the Operator that was removed or resigned. The former Operator shall pn 
Operator all records and data relating to the operations conducted by the former Operatoi 
data are not already in the possession of the successor Operator. Any cost of obtaining ' 
records and data shall be charged to the joint account. 

affirmative vote of the party or 
remaning after excluding the voting 

omptly deliver to the successor 
to the extent such records and 
copying the former Operator's cr 

3. Effect of Bankruptcy: If Operator becomes insolvent, bankrupt or is placed in leceivership, it shall be deemed 
to have resigned without any action by Non-Operators, except the selection of a success or. If a petition for relief under 
the federal bankruptcy laws is filed by or against Operator, and the removal of Opera 
bankruptcy court, all Non-Operators and Operator shall comprise an interim operating committee to serve until Operator 
has elected to reject or assume this Operating Agreement pursuant to the Bankruptcy Code, and an election to reject this 
Operating Agreement by Operator as a debtor in possession, or by a trustee in bankruptcy, shall be deemed a 
resignation as Operator without any action by Non-Operators, except the selection of a successor. During the period of 
time the operating committee controls operations, all actions shall require the approval of 
a majority interest based on ownership as shown on Exhibit "A". In the event there 
agreement, during the period of time the operating committee controls operations, a thinjl party acceptable to Operator, 
Non-Operator and the federal bankruptcy court shall be selected as a member of the oper ating committee, and all actions 
shall require the approval of two (2) members of the operating committee without regard or their interest in the Contract 
Area based on Exhibit "A". 

If, following the granting of relief under the Bankruptcy Code to any party 
this Agreement should be held to be an executory contract within the meaning of 11 U.S.C 
the Operator is the debtor in bankruptcy) any other party, shall be entitled to a determination 
debtor within thirty (30) days from the date an order for relief is entered under the 
assumption of this Operating Agreement. In the event of an assumption, Operator or said 
adequate assurances as to future performance of debtor's obligation hereunder and the 
other parties. 

hereto as debtor thereunder, 
§365, then the Operator, or (if 

by debtor or any trustee for 
Bankruptcy Code as to the rejection or 

other party shall be entitled to 
protection of the interest of all 

Mandatory Operations: 

Notwithstanding the other provisions hereof, and particularly Article VI., if the propojsed 
party not participating in drilling the well shall assign to the participating parties its interest 
which would be lost or not earned if the well was not drilled. Such assignment shall be 
operations for such well and shall be free and clear of all mortgages (unless such mortgages 
agreement), claims, liens, overriding royalty interests, production payments, net 
encumbrances or leasehold burdens placed thereon by or resulting from the Assignor' 
subsequent to the date of this Operating Agreement, but otherwise without warranty of title: 
"obligation well" is defined as a well which must be drilled to earn or maintain a lease 
otherwise be maintained. A well proposed within the last one hundred eighty (180) day 
(whether as a unit well or lease well) shall constitute an "obligation well". 

d je 

or 

party 
In the event a party should propose to rework or recomplete a well which has 

operation is necessary to perpetuate a lease or leases which would otherwise expire, a 
on such operation shall assign to the consenting parties its interest in the lease or leases 
expire if the proposed operation was not conducted. Such assignment shall be mac 
hereinabove for the drilling of an obligation well. Provided, however, if such a non-con 
indicated a willingness to participate in another operation or well which would perpetuate 
consenting party shall be subject to the penalty provisions of Article VI.B.2. hereof, rather 

ceased to produce and such 
choosing to go non-consent 

or portion thereof which would 
e in the manner provided for 
senting party has proposed or 
the lease or leases, such non-

trian forfeiture. 

D. New Contract Area: 

In the event one or more of the parties hereto shall: 

1) elect not to pay a delay rental; 
2) elect to abandon a lease; or 
3) elect not to participate in an obligation well as defined in Article XV.C. (Mandatdry Operations); 

shall 

and assigns its interest in a lease, or portion thereof, to two or more of the parties hereto 
parties hereto elect to acquire an interest in a lease or contract affecting a lease pursuan 
provisions hereof, it is agreed that the leasehold interests covered by the contract rights 
Operating Agreement. In such event, the lease or contract rights and the lands covered 
subject to an Operating Agreement identical to this Operating Agreement, changed only tc 
percentages and, if the parties so desire, to designate a new operator if the operator und|er 
not a co-owner. 

E. Priority of Operations: 

Where a well that has been authorized under the terms of this Agreement by all 
less than all parties under Article VI.B.2.) has been drilled to the objective depth and the 
cannot agree upon the sequence and timing of further operations regarding such well, the 
in the order enumerated below: 

1. an election to do additional logging, coring or testing; 
2. an election to attempt to complete the well at either the objective depth or objective formation; 
3. an election to deepen said well; 
4. an election to plug back and attempt to complete said well; 
5. an election to sidetrack the well; 
6. an election to rework said well by generally accepted stimulation techniques 

previously produced in commercial quantities or is capable of commercial 
provisions of Article XV.J. (Reworking of Producing Completion) hereof; 

well is an obligation well, a 
in the leases or portion thereof 

upon the commencement of 
are subordinated to this 

profits interests, and other 
s ownership and operations 

, either express or implied. An 
portion thereof which cannot 

of the primary term of a lease 

or if some, but not all, of the 
to the Area of Mutual Interest 

no longer be subject to this 
hereby shall be deemed to be 
reflect the proper owners and 

the Operating Agreement is 

parties (or by one or more, but 
jarties participating in the well 

lollowing elections shall control 

whether or not said well had 
production, subject to the 
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7. an election to temporarily abandon the well; 
8. an election to plug and abandon the welt. 

It is provided, however, that if at any time said participating parties are considering 
in such a condition that, in the opinion of the party(ies) owning a majority in cost-bearing, 
on Exhibit "A" hereto, a reasonably prudent operator would not conduct the operations 
election involved for fear of placing the hole in jeopardy or losing the same prior to a 
depth or objective formation, such election shall not be given the priority hereinabove 
operation which, in the opinion of the party(ies) owning a majority in cost-bearing 
Exhibit "A" hereto, is less likely to jeopardize the well, will be conducted. It is further 
parties, elect to participate in the additional logging, coring, or testing, they may do 
participating in such operations shall not be entitled to the logs, cores or the results of 
penalty. 

the 

deepei 

ning 

In the event a party elects to deepen the well under Item 3 immediately above 
participate in such deepening, but such non-participating party has proposed to complete 
then the deepening operation shall be conducted at the sole cost, risk and expense of th 
the potential obligation for a substitute well set forth below. If the well is not completed 
formation deeper than the original depth drilled in such well and, as a result of such 
or damaged to the extent that it may not be plugged back and recompleted in the 
proposed by the non-participating party in the deepening operation, then the deepei 
promptly drill for the benefit of the parties, at its sole cost, risk and expense, a substitute w 
to a depth and to a condition that the well may be completed in the formation originally 
non-participating party in the deepening operation. 

F. Operations by L e s s than All Parties: 

Notwithstanding anything herein to the contrary, Article VI.B.2. shall apply separately 
or Recompletion attempt undertaken hereunder, and an election to become a Non 
Completion or Recompletion attempt shall not prevent a party from becoming a Coisenting 
Completion or Recompletion attempts, regardless of whether the Consenting Parties 
Recompletions have recouped their costs pursuant to Article VI.B.2.; provided, further, tha; 
Consenting Party shall be made solely from the production attributable to the Zone in w lich 
made. Election by a previous Non-Consenting Party to participate in a subsequent Completion 
shall require such parity to pay its proportionate share of the cost of salvable materials and 
pursuant to the previous Completion or Recompletion attempt, insofar and only insofar as 
benefit the Zone in which such party participated in a Completion attempt. 

he above elections, the hole is 
ibossessory interest as set forth 
rjontemplated by the particular 

ompleting the well in the objective 
set forth. In such event, the 

possfessory interest as set forth on 
understood that if some, but not all 

sip and the party or parties not 
tests but shall suffer no other 

ard the other party elects not to 
the well at a shallower depth, 

3 participating party, subject to 
for production in a horizon or 
ning operation the well is lost 

shallower formation that had been 
party shall be obligated to 

ell for the damaged or lost well 
proposed for completion by the 

Disputes as to Depth: 

to each separate Completion 
Consenting Party as to one 

Party in subsequent 
as to earlier Completions or 
any recoupment of costs by a 

the Completion attempt is 
or Recompletion attempt 

equipment installed in the well 
such materials and equipment 

exist as to whether the authorized 
to a depth sufficient to test a 

particular depth), the opinion of 
Exhibit "A" hereto, shall control 

XV.E. (Priority of Operations) 

If during the drilling of any well being drilled hereunder, a bona fide dispute shall 
depth has been reached in such well (as for example, whether a well has been drilled 
particular sand or formation or if the well has reached the stratigraphic equivalent of a 
two or more parties owning a majority in cost-bearing, possessory interest as set forth on 
and be binding upon all parties. If the parties are equally divided, the provisions of Article^ 
hereof shall control. 

H. Paragraph Headings for Convenience: 

The Article and paragraph headings used in this Operating Agreement are inserted for convenience only and 
shall be disregarded in construing this Operating Agreement. 

Assignments: 

Notwithstanding any provision of this Operating Agreement to the contrary 
Operating Agreement, a party hereto is required to assign to one or more of the other 
leases or portion or part thereof, such assignment shall be made free and clear of all 
are subordinated to this agreement), claims, liens, overriding royalty interests, production 
and other encumbrances or leasehold burdens placed thereon by the assigning party or 
operation of such lease or interest on and after the date of this instrument, as reflected by 
county, other than those provided in Article XVII. of the Agreement but otherwise without 
or implied. 

J . Reworking of Producing Completion: 

wt" ere, under the terms of this 
parties its interest in one or more 

mort jages (unless such mortgages 
oayments, net profits interests, 

resulting from its ownership and 
the records of the appropriate 

Warranty of title, either express 

It is agreed that without the mutual consent of all parties participating in a well, no 
shall be conducted under the provisions of Article VI. hereof so long as any completion is 
in the well with respect to which such proposal is made. 

K. Proposal to Plug and Abandon: 

Notwithstanding anything herein to the contrary, if no written response to a proposal 
is received within thirty (30) days of the date of the receipt of the proposal, it will be conclusively 
that an affirmative election to plug and abandon the well has been made. 

L. A c c e s s to contract Area and Information: 

Notwithstanding anything herein to the contrary, it is agreed and understood that 
Article VLB or Article VII.D.1. (Option 2) who is not an Operator shall be denied access 

reworking or other operations 
producing in paying quantities 

to plug and abandon the well 
deemed for all purposes 

non-consenting party under 
to the well site until thirty (30) 

aiy 
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days following the date of the release of the rig used to conduct the operation, and furth|er, such Non-Consenting party 
shall be denied any information relating to said operation. 

Wl. Payment Default: 

fails : Notwithstanding anything herein to the contrary, if any Non-Operator neglects or 
Operator hereunder for a period of forty-five (45) days after receipt of invoice therefor 
option, notify Non-Operator of its election to regard such Non-Operating Party as a Non-
to said cost, whereupon Operator shall be liable for such amount. If Non-Operator fails 
ten (10) days after receipt of such notice, then Operator's election shall be effective, and 
said sum to Operator but shall be subject to the Non-Consent penalty from the inceptior 
respect to the sums remaining unpaid by such Non-Operator. It is provided, however, 
applicable to any sums allegedly owed Operator but which Non-Operator contests in 
Operator acquires under this paragraph shall be subject to the terms of the last two ser 
Non-Operators shall be accorded reciprocal protection to secure payment of Operator's 
as set forth in Article VII. 

N. Notice: 

Article XII. is amended to add the following: 

Any notice(s) and/or response(s) may be made by telephone in person, but not ty 
be confirmed in writing consistent with the other provisions hereof. 

Public Announcement: 

to pay sums due and owing 
Operator may, at Operator's 

(Consenting Party hereunder as 
o pay any such amount within 

Non-Operator will no longer owe 
of the operation but only with 
hat this provision shall not be 
good faith. Any interest that 
tences of Article VI1.8. herein, 

proportionate share of expenses 

recorded message, and must 

No public announcement or statement regarding operations hereunder shall be 
approval of the parties unless required by law or regulation or the requirements of an a 
party making a public announcement as required by law, regulation, order, or applicable 
immediately furnish the other party with a full transcript of such public announcement or 
provided in this paragraph, no public announcement or statements shall be made until all 
Any proposed public announcement or statement regarding a well drilled under the termp 
shall contain at a minimum the following information: 

a. Name of well 
b. Location of well by section, township, range, county and state 
c. Tested interval(s), if appropriate 
d. Test results, if appropriate 
e. Development/confirmation plans, if appropriate 
f. Participants and percentages 
g. Acreage controlled, if appropriate 

made or released without the 
pjlicable Stock Exchange. Any 

Stock Exchange shall 
statement. Except as otherwise 

testing in a well is completed, 
of this Operating Agreement 

Either party may elect to exclude its name from a proposed public announcement 
itself from the approval process. The operator of an affected well or operation will coordinate 
proposed public announcement or statement (but shall not be liable for failure or error in 
The operator of an affected well or operation may make such public announcements as it 
of an emergency or imminent harm to people, property or environment without prior consultation 

or statement and thus remove 
the approvals of any 

exercising such responsibility), 
ijleems appropriate in the event 

with the Non-Operator. 

P. Confidentiality of Information: 

Opi All geophysical, geological or engineering data acquired by the parties under this 
of joint operations conducted hereunder shall be kept confidential by the parties unless the 
a third party is agreed upon by the parties or is required by law. The term during which 
and confidential shall extend for the term set forth in the Agreement unless the parties 
the term of such confidentiality requirement. Any release of information to a third 
consent of all parties hereto and said third party must agree in writing to be bound by the 

erating Agreement as a result 
release of such information to 

information is to be kept secret 
either to extend or reduce 

must have the prior written 
provisions of this paragraph. 

agree 
part/ 

Subject to the provisions of Article XV.O. (Public Announcements), nothing hereir} 
disclosing whatever information in such manner as may be required by statute, rule or 
regulations of any stock exchange on which any securities of such party or any affiliates 
be prohibited by the terms hereof from disclosing information acquired under this Operating 
institution providing or proposing financing to the disclosing party. 

Q. F inancing Statement: This provision intentionally left blank. 

R. Sales Necessitating Separate Measurements: 

In the event of transfer, sale, encumbrance or other disposition of interest witlhin 
necessitates separate measurement of production, the party creating the necessity for sjuch 
bear the cost of purchase, installation and operation of such facilities. 

S . Regulatory Expenses: 

Notwithstanding anything to the contrary contained in this Operating Agreement 
(Exhibit "C"), the following items pertaining to the Contract Area shall not be considered a$ 
Operator shall be entitled to make a direct charge against the joint account for same. 

Fees for outside or contract legal services, title costs, costs and expenses incu 
geologists and other consultants in connection with preparations and presentation of evidence 

shall prohibit any party from 
regulation, including the rules or 

ure traded; nor shall any party 
inn Agreement to any financial 

the Contract Area which 
measurement shall alone 

or the Accounting Procedure 
administrative Overhead, but 

red by consulting engineers, 
and exhibits at hearing, 

14.4 



preparations and handling of application to and hearings before the Bureau of Land 
Oil Conservation Commission on behalf of the Parties hereto. 

T. Other Party Acting as Operator: 

If any Party other than Operator is authorized pursuant to the terms hereof or th 
contemplated by this agreement as the duty of Operator, the Party performing such dut 
and privileges provided to Operator under the terms hereof. 

Management and the New Mexico 

U. Other Operations: 

Notwithstanding anything herein, it is expressly agreed and understood that 
Operator's consent any single project, including a rework, to maintain, restore, continue 
from any well or wells drilled and/or operated under this agreement so long as such 
estimated to require an expenditure in excess of $35,000.00, and may charge and collect 
expense, except that if the subject well or wells have been drilled pursuant to the 
expenses shall be apportioned pursuant to the provisions of that Article; provided, ' 
fire, flood or other sudden emergency, whether of the same or different nature, Operator 
such expenses as in its opinion are required to deal with the emergency to safeguard 
promptly as possible, shall report the emergency to the other parties. Operator shall 
Operator's Authority for Expenditure or Cost Estimate for said project. 

"Necessary Expenditures", as used in Article VILD.I. of this Operating Agreement 
operations unless covered specifically in an Authority for Expenditures approved by the 

Payment of Taxes: 

At and during such time or times as any Non-Operator is exercising the right to 
of its proportionate share of the production as set forth in Article VI.C. hereof, such Non-i 
the payment of all production, severance, gathering, sales or similar taxes imposed upon 

s proportionate part of the 
I >ayment of all such production. 

At and during such time or times as Operator is purchasing or selling Non-Operator' 
production, as set forth in said Article VI.C. hereof, Operator shall pay or arrange for the 
severance, gathering, sales, or similar taxes imposed upon such party's share. 

W. Multiple Proposals: 

It is specifically provided that no notice shall be given under Article VI hereof whicn proposes the drilling of more 
than one well. Further, the provisions of Article VI., insofar as same pertains to notification by a party of its desire to drill 
a well, shall be suspended for so long as (1) a prior notice has been given which is still in 
of time during which the well regarding same may be commenced has not expired, or 
hereunder. This paragraph may be waived by mutual consent of all parties hereto and 
those circumstances where the well to which notice is directed is a well which is requirerj under the terms of a lease or 
contract or one required to maintain a lease or portion thereof in force. 

Agreement to perform duties 
es shall be accorded all rights 

Operator may undertake without Non-
icrease, or improve production 

s|ngle project is not reasonably 
he cost of the project as a joint 

ns of Article VI.B.2., then 
howeVer, that, in case of explosion, 

may take such steps and incur 
and property but Operator, as 

provide non-operator with a copy of 
lift 

shall not include sidetracking 
Participating Parties. 

take in kind or separately dispose 
Olperator shall pay or arrange for 
5 uch party's share. 

force and effect and the period 
(2) a well is then being drilled 
further, shall not apply under 

In the event drilling operations are necessary to perpetuate such a lease, any party 
the drilling of such additional well(s) pursuant to the terms and conditions of Article VI hereof 
eighty (180) days prior to the date operations must be commenced, regardless o; 
consideration or drilling operations then in progress. 

X. Advance Billing for Certain Operations: 

In addition to the rights granted to Operator in Article VII.O, if a proposal is made 
sidetracking, deepening or recompletion of any well where the estimated costs exceed 
participate in the proposed operation may, at Operator's request, within thirty (30) days 
advance its portion of the proposed costs or make arrangement for such payment SE 
expiration of said thirty (30) day period, Operator shall give written notice to all 
parties receiving such a notice shall have ten (10) days after receipt of the notice 
of any party to comply pursuant herein shall constitute a withdrawal of its prior electior 
operations and an election by such party to become a Non-Consenting Party to such 
this paragraph, if the proposal is for the drilling, deepening or sidetracking of a well, the 
operations shall be exclusive of completion. 

pursuant hereto for the drilling, 
$100,000.00, any party electing to 
aft|er making such election, either 

tisfactory to Operator. Upon 
non-complying parties. The 

within which to comply. Failure 
to participate in the proposed 

oderations. For the purposes of 
e stimated costs of the proposed 

ad ust 
Payment of an advance shall in no event relieve a Non-Operator of its obligation to 

of a drilling operation, and when the actual costs have been determined, Operator shall 
by refunding any net amounts due or invoicing the parties for additional sums owing, which 
in accordance with the Accounting Procedure. Advance payment by a Non-Operator of his. 
shall in no event prevent such Non-Operator from electing not to participate in completic n 
No. 2 of Article VII.D.1 and, in the event such a Non-Operator elects not to participate 
such Non-Operator has advanced shall not be charged with any share of the costs of any 

In the event Operator prepares a supplemental AFE for its internal use due 
expenditure of any existing AFE, Operator agrees to furnish copies of such supplemenjal 
whether or not Operator requests advance payment for the supplemental amount unde 
supplemental AFE's will be for informational purposes only and will not require execution 
Operator. 

may propose and commence 
no earlier than one hundred 

other proposals then under 

pay its share of the actual cost 
the accounts of the parties 

additional sums shall be paid 
share of completed well costs 
of a well pursuant to Option 

n completion, the sums which 
Completion attempted. 

to anticipated or actual over 
AFE to the Non-Operators, 

the provisions hereof. Such 
or approval by the Non-
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Y. 

NotwithsT^Kttng the other provisions hereof, on February 18, 2000, this agreement shall terminate and cease to 
have further force and^&fte^texcepj as to that portion of the lease acreage jointly acquired within the Contract Area, or 
acreage pooled therewitharW~^4Qduded in a proration/spacing unit assigned according to the rules of the Oil 
Conservation Division of the Newlvtexico Energy Minerals and Natural Resources Department (of successor 
governmental authority having jurisdiction Hol'^-wiellw'hich is; (i) producing oil and/or gas in paying quantities, or (ii) 
shut-in, but capable of producing oil and/or gas in payThgMwantities, or (iii) proposed, either for drilling, sidetracking, 
deepening, reworking and/or recompletion and lands jointly acqTJtretUJjjere shall be no 
of the parties hereto resulting from said termination. Furthermore, for lands- are jointly acquired, this agreement 
shall remain in effect as to the jointly acquiring parties for so long as any of the oil a 
remain or are continued in force, whether by production, extension, renewal or otherwise 
consent of all parties hereto. 

2. LEASE ACQUISITION 

LEFT BLANK INTENTION ALL Y. 

AA. COVENANTS RUN WITH THE LAND 

arjid Notwithstanding anything herein to the contrary, the terms, provisions, covenants 
shall be deemed to be covenants running with the lands, the lease or leases and leaseho 
all of the terms, provisions, covenants and conditions of this agreement shall be binding 
the parties hereto, their respective heirs, executors, administrators, personal representatives 

conditions of this agreement 
d estates covered hereby, and 

i pon and inure to the benefit of 
and assigns. 

BB. LAWS AND REGULATIONS 

ard 
All of the provisions of this agreement are expressly subject to all valid appli 

regulations of any governmental body or agency having jurisdiction in the premises, 
hereby shall be conducted in conformity therewith. Any provision of this agreement whic(i 
laws, orders, rules or regulations is hereby modified so as to conform therewith, and this 
continue in full force and effect. 

CC. REGULATORY PROVISIONS 

:able laws, orders, rules and 
all operations contemplated 

is inconsistent with any such 
agreement, as so modified, shall 

1. Liquid Hydrocarbons: 

Non-Operators hereby authorize Operator to file with the purchaser of crude oil 
with any other person required by law, any statement or certification required by any 
thereunder or by any other law, rule, or regulation relating to the pricing of crude oil and other 
taxation thereof. To the extent that Operator may by law be authorized to do so 
Operator to agree with any purchaser to relieve Operator (in whole or in part as Operator 
certification requirements. In making any filing or certification with any purchaser 
hydrocarbons, each Non-Operator shall be solely responsible for furnishing to Operator 
person required by law any exemption certificate, independent producer certificate or any 
to entitle Non-Operator to a higher price for the sale of his production or for a lower rate 
Operator's failure to furnish the same, Operator shall certify to such purchaser for such 
price and/or higher rate of tax. Operator shall have no duty to seek any refunds on behalf 
overpayment of any tax to which any Non-Operator may be entitled by law. 

cr 
rule 

Nc n 

o 
Ncn 

2. Refunds: 

In the event any Non-Operator receives a greater sum for the sale of its share of 
such Non-Operator is entitled, such Non-Operator shall promptly refund any excess sums 
entitle thereto together with any interest thereon required by law. In the event Operatoi 
make any such refund on any Non-Operator's behalf and such Non-Operator refuse:; 
reimburse Operator for the amount so paid, then Operator, in addition to any other rights 
as a result of making such refund, (i) shall have the lien provided by Article VII.B to secure 
shall be authorized to collect from Non-Operator's purchaser of production all revenues 
share of production until the full amount required to be paid or refunded by Non-Operator 

3. Operator's Liability: 

any 
faith 

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

DD. OPERATOR PROTECTION 

1. Assignment: 

No assignment or other transfer or disposition of an interest subject to this Agreement 
Operator or the other parties hereto until the first day of the month following the month in 
authenticated copy of the instrument evidencing such assignment, transfer or dispositior 
such assignment, transfer or disposition has become obligated by instrument satisfactory 
and be bound by all of the covenants, terms and conditions of this Agreement. Prior to 
any other party shall be required to recognize such assignment, transfer or disposition for 

change in the working interest 

ŝ  leases covering said lands 
ss waived by mutual 

other liquid hydrocarbons or 
regulation or order issued 
liquid hydrocarbons or the 

-Operators hereby authorize 
nay determine) of any filing or 
of crude oil or other liquid 
such purchaser or any other 

other evidence required by law 
tax thereon, and upon a Non-
-Operator"s interest the lower 
of any Non-Operator of any 

production than that to which 
so collected to the person 

is required for any reason to 
upon Operator's request to 

<|>r remedies which it may have 
such reimbursement and (ii) 

attributable to Non-Operator's 
been recovered. has 

referred to above in prosecuting 
Non-Operator in making and 

gross negligence or willful 
filing shall, in absence of bad 

to which the penalty 
for any refund under Article 

shall be effective as to 
ijvhich (I) Operator receives an 

and (ii) the person receiving 
Operator to observe, perform 

date, neither Operator nor 
any purpose but may continue 

'to 
such 
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to deal exclusively with the party making such assignment, transfer, or disposition in all 
including billings. No assignment or other transfer or disposition of an interest subject tc 
party of its obligations accrued prior to the effective date aforesaid. Further, no assignme nt, transfer or other disposition 
shall relieve any party of its liability for its share of costs and expenses which may be inc jrred in any operation to which 
such party has previously agreed or consented prior to the effective date aforesaid for the -------- 1 

equipping, reworking, recompleting, side-tracking, deepening, plugging-back, or plugging 
though such operation is performed after said effective date, subject however to sudh party's right to elect not to 
participate in completion operations under Article VLB and Article VII.D, Option No. 2, not previously consented to. 

matters under this Agreement 
this Agreement shall relieve a 

2. Attorney's Fees: 

In the event any party hereto shall ever be required to bring legal proceedings in 
from any party under this Agreement, then party or parties shall also be entitled to 
collection and a reasonable attorney's fee, which the lien provided for herein shall also sedure 

recover 

EE. PERPETUITIES 

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

law regarding the fule against 
vesting or duration of estates, 

(tan be so construed consistent 
to violate such rule, then such 
maximum period) permitted by 

FF. NO THIRD-PARTY BENEFICIARY CONTRACT 

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

hereto (including those persons 
under the other provisions 

or obligations under this 

GG. OPERATOR'S REORGANIZATION AND STATUS CHANGE 

1. Notwithstanding, the second sentence of Article V.B.1, in the event 
interest to a corporation which controls, is controlled by or is under common control with 
automatically become the successor Operator without the approval of Non-Operators. 

of a transfer of all Operator's 
Dperator, such transferee shall 

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

interest in the Contract Area if 
Area or if It owns a carried or 

HH. OVERHEAD RATE ADJUSTMENT PROVISIONS 

In the event the drilling well rates or the producing well rates provided for in Sect on 
Procedure shall ever be less than the prevailing rates being charged by financially respo isible 
area for comparable operations, then Operator may give written notice of such higher pre/ailing 
The higher prevailing rates specified in said notice shall become the effective rates hereunder 
month following thirty (30) days from the giving of said notice unless a Non-Operator by 
said thirty-day period shall do either of the following: 

(a) 

(b) 

Object to the proposed rates on the basis the same does not represent 
In such event, the parties shall attempt to agree upon such prevailing 
shall be the applicable regional rates as depicted in the most recent 
Guidebook" published annually by the American Association of Professional 

Propose to operate for a lesser rate (which shall never be less than th|e 
Agreement) than that proposed by Operator's notice. In this event 
operations as of the beginning of the month following said thirty-d^y 
Operator shall agree to operate at such lesser rate. 

Any new rates established pursuant to this provision shall be subject to adjustment in 
111.1.A(3) of the Accounting Procedure, but otherwise the procedure set out in these 
a greater frequency than once each twelve months. 

order to collect any sums due 
all court costs, costs of 

lll.1.A(3) of the Accounting 
prudent operators in the 
rates to Non-Operators, 

as of the first day of the 
vfritten notice to Operator within 

tpe prevailing rate as aforesaid, 
rates, failing which such rates 

'Landman's Directory & 
Landmen.. 

rate then in effect under the 
Non-Operator shall take over 

period unless the existing 

ths manner provided by Section 
provisions shall not be exercised on 
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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 I (p*^ day of A ^ . l , 19<^ff . 

O P E R A T O R 

SANTA FE ENERGY RESOURCES, INC. ffiPROVE 

R. I . Arnold, Attorney-in-Fact 

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

NEARBURG EXPLORATION COMPANY, L.L.C. 

Robert G. Shelton, Attorney-in-Fact 

PHILLIPS PETROLEUM COMPANY 

Brett A. B u t t e r f i e l d , Attorney-in-Fact 
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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 day of , 19 

O P E R A T O R 

SANTA PE ENERGY RESOURCES/ INC. 

NON-OPERATORS 

NEARBURG EXPLORATION COMPANY, L.L.C. 

Robert G. Shelton, Attorney-in-Fact 

PHILLIPS PETROLEUM COMPANY 

Brett A. Butterfield, Attorney-in-Fact 

•i in r 

'.il't >J.f H '.f<l!r.w.*.t -ii M.iSrtJij fi. - ; 
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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 day of. 

O P E R A T O R 

SANTA FE ENERGY RESOURCES, INC. 

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

NEARBURG EXPLORATION COMPANY, L.L.C. 

Robert G. Shelton, Attorney-in-Fact 

PHILLIPS PETROLEUM COMPANY 

Brett A. B u t t e r f i e l d , Attorney-in-Fact 

ihe ff thii iiiivitifviiMj usd.-k i? \i'wtb< 
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EXHIBIT " A " 

Attached to and made a part of that certain Operating Agreement 
dated February 18, 1998, by and between 

Santa Fe Energy Resources, Inc., Phillips Petroleum Company 
and Nearburg Exploration Company, L.L.C. 

IDENTIFICATION OF LANDS SUBJECT TO THIS A G R E E M E N T 

Lea County, New Mexico 
Township 21 South. Range 34 East 

Section 1: Lots 1-16 
All Depths 

RESTRICTIONS, IF ANY, AS TO DEPTHS, FORMATIONS, OR SUBSTANCES: 

None 

ADDRESSES OF THE PARTIES 

Santa Fe Energy Resources, Inc. 
550 W.Texas, Suite 1330 
Midland, TX 79701 
Attn: Gregory Wilhelm 
Telephone: (915)686-6704 
Fax: (915)686-6714 

Phillips Petroleum Comparjy 
4001 Penbrook 
Odessa, Texas 79762 
Attn: Exploitation Manage 
Telephone: (91.5) 368-1 f 79 
Fax: (915)368-1507 

Nearburg Exploration Company, L.L.C 
3300 North "A" Street 
Building 2, #120 
Midland, TX 79705 
Attn: Bob Shelton 
Telephone: (915)686-8235 
Fax: (915)686-7806 

PERCENTAGES OR FRACTIONAL INTERESTS OF PARTIES 

Santa Fe Energy Resources, Inc. 25.3301 17% 
Phillips Petroleum Company 55.561198% 
Nearburg Exploration Company, L.L.C. 19.108685% 

OIL AND GAS LEASES SUBJECT TO THIS AGREEMENT: 

(a) Phillips Lease No. 
Date of Lease: 
Lessor: 
Lessee: 
Covering: 

(b) Phillips Lease No. 
Date of Lease: 
Lessor: 
Lessee: 
Covering: 

221445-000, St. of NM-A-1375-4? 
12-5-28 
State of New Mexico 
Walter J. Wallace, et al 
NW/4 Section 1, T-21-S, R-34-E, Lea Co., NM 

057153-000 
6-10-48 
State of New Mexico 
W. A. Yeager 
NE/4, NE/4 SE/4 Sec. 1, T-21-S, R-34-E, Lea Co., NM 


