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. Santa Fe Energy Operating Partners, L.P.

Santa Fe Pacific Exploration Company
Managing General Partner

Certified Mail P 322 148 947 -
June 22, 1993

Donahoe 0il & Gas Company
2425 E. Camelback Road, Suite 1010
Phoenix, Arizona 85016

Attention: Mr. Michael Donahoe

Re: OD-NM-4054
Nagooltee Peak "S5" Fed #1
Section 5, T-22-S, R-24-E
Eddy County, New Mexico

Dear Mr. Donahoe:

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

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

Yours very truly,

SANTA FE ENERGY OPERATING PARINERS, L.P.
By: Santa Fe Pacific Explaration Campany,
Managing General Partner

qﬁé?’ Division Landman

GG:pr

Enclosure a/s
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06-21-~1953 ©9:12 2.23

BETORE TXE MBW NEBXICO OIL CONSERVATION DIVISION

rd

APPLICATION OF SANTA FE ENERGY OPERATING
PARTNERS, L.P. FOR COMPULSORY POOLING, Ne.
EDDY COUNTY, NEW MEXICO.

Santa Fe Energy Operating Partners, L.P. hereby makes
application for an order pooling all mineral intarests from the
surface to the base of the Cisco/Canyon formation underlying all of
Section 5, Township 22 South, Range 24 East, N.M.P.M,, Eddy County,
New Mexico, and in support thereof states:

1. Applicant is an interest owner and has the right to drill
a well in said Section 5.

2. Applicant proposes to re-enter the Discovery Operating
Walt Canyon S Fed. No. 1 Well, located 1630 feat from the South and
East lines of Section 5, and drill to a depth sufficient to test
the Cisco/Canyon formation, and seeks to dedicate all of Section 5
for all pools or formations spaced on 640 acres (including the
Indian aalin—Uppcf Pennsylvanian Gas Pool).

3. Applicant has in good faith sought to join all other
nineral or leasehold interest owners in Seotion 8 for tha purposes
set forth herein.

4. Although Applicant attempted <to obtain voluntary
agresnents fron all nmineral or leasehold interest owners to
participate in the drilling of the well or to otherwise comait
their interests to the wvell, cartain interest owners have failed or

refused to join in dedicating their acreage. Therefore, Applicant
JGB5\93956.p
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806Ks an 6rdo;:pooltnq all mineral and leaschold interest owners
underlying Sectien 5, as éoocrih.d above, pursuant to N.M. Stat.
Ann. § 70-2-17 (1987 Repl.).

5. Applicant requasts the Division to consider the cost of
drilling and completing the well, the allocation of the cost
thereof, as well as actual operating charges and costs charged for
supervision. Applicant requests that it be designated as operator
of the well and that the Division set a penalty of 200% for the
risk involved in drilling the well,

6. The pooling of all interests underlying all of Section S,
as described above, will prevent the drilling of unnecessary wells,
prevent waste, and protect correlative rights.

WHEREFORE, Applicant requests that the Division grant the
relief requested above.

Respectfully submitted,

HINKLE, COX, EATON, COFFIELD
& HENSLRY

Lap e

Jimea Bruce
st Office Box 2068
anta Pe, Nev Nexico 87504-2068
(505) 982~4554

Attorneys for Applicant
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Post Office Box 2068
santa Fe, New Mexico 87504-2068
(505) 982-4554

Attorneys for Applicant

2,27



NAGPEAK SANTA FE ENERGY OPERATING PARTNERS,L.P.

GENERALIZED WELL COST ESTIMATE
NAME: Nagooitee Peak "5” Fed. Com. No.1
LOC: 1650° FSL & 1650’ FEL, Sec.5,T22S,R24E, Eddy County, New Mexico
DESC: Re-Enter the Discovéry Operating-Walt Canyon "§" Fed. No.1
Complete as an 8,600° Cisco/Canyon Qil Well

1
{
|
i
{

i

'ACCOUNT | DESCRIPTION OF COSTS
. |

' | [ORY HOLE ;| PRODUGER _
| L . C ;
'501-000 | | TANGIBLE WELL COSTS % | ﬁf
-4l |CONDUCTOR CSG i ‘ |
-41 |SURFACE CSG |
-41l |PROTECTION CSG
-41| |INTERMEDIATE CSG
-41 [PROD CSG 5-1/2° 15.50 & 17.0 ppf K-55 LT&C @ 8600° 55,900
-41 [PROD LINER !
| -4 [TUBING {2 7/8" 6.5 ppt N-80 8-rd EUE @ 8,600 23,650
-43 |WELLHEAD | 2,000 6,000
-44 |PMPG UNIT 40,000
-48 [PRIME MOVER Ajax Engine 12,000
-50 | OTHER DWN HOLE EQUIP 2,500
-5q_|RODS 20,000
-50 [SUBSURFACE PMPS 2,400
-58 |CSG EQUIP 1,500
-5§ |ELECTRICAL
_-58 |MISC. TANGIBLES 1,000
-5§ |ROD EQUIP
-58 |TUBING EQUIP 2,000
TOTAL TANGIBLE COSTS 2,000 168,950
541- LEASE FACILITY COSTS
-5Q [FLOW LINES 4,000
-5 |LABOR 10,000
-5d |OTHER PROD EQUIP 10,000
.50 | TANK FACILITIES 20,000
TOTAL LEASE FACILITY COSTS ) 44,000
511-000 |INTANGIBLE WELL COSTS
-21 [LOCATION 8,000 8,000
-23 [FENCING 1,000 1,000
-2d |WTR & FUEL FOR RIG 8,000 11,000
-31] | CONTRACTOR MOVING EXP - 20,000 20,000
-33 |CONT FOOTAGE OR TURNKEY
.33 |CONTRACTOR DAY WORK 12 days X $4500/dsy _ 54,000 54,000
.33 [ORLG FLUID & ADDITIVES 10,000 10,000
.34 |BITS & REAMERS 8,000 8,000
-3d_|CORING & CORE ANALYSES
! -31 |CEMENT 8,000 22,000
-3d_INSPECTION & TSTG OF TANG 3,000
-41_|OIRECTIONAL ORLG SURVEYS 18,000 18,000
.41 |DRILLING EQUIP RENTAL 8,000 8,000
-41_|OPEN HOLE LOGGING CNLADT/DIL 14,000 14,000
44 |DRILL STEM TSTG !
-44 [MUD LOGGING $400/day X 6 days 2,400 2,400]
-51 [ TRANSPORTATION 3,000 12,000
-54 [COMPLETION UNIT $1200/d X 8 days 9,600
.53 [COMPLETION TOOL RENTAL 4,000
-54 |CASED HOLE LOGS & PEFING 8,000
.54 | STIMULATION 20,000
-5 [RIG SITE SUPERVISION 9400/d X 15/25% days 6,000 10,000
-74 | ADMINISTRATIVE OVERHEAD 3,000 6,000
-99 [FSHG TOOLS & EXPENSES ‘
-9d | TESTING: BHP.GOR.4 PT.POT 4,136/
ABANDONMENT COST 7,873
OTHER INTANGIBLES .
0] [CONTINGENCY (10%) 17,727 25,914
TOTAL INTANGIBLES 198,000 285,050
TOTAL COSTS 197,000 436,000
Orilling Dept: 08 -Mu_Q W Oste: f{ C[f p§
Operatrons Dept: a 7) Date: 4/ 5/ 73

SFEQOP L.P. Approval By:

e /
Non QOperator Approval By:
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Nagooltee Peak 5" Fed.#1

OPERATING AGREEMENT
DATED
——lune 22 _, 19_93_,

OPERATOR __Santa Fe Epergy Operating Partners, L.P.

CONTRACT AREA __ALL Section 5, T-22-S, R-24-E

COUNTY OR IR OF __Eddy STATE OP __Nev Mexico

COPYRIGHT 1983 -~ ALLRICHTIALIERAVED
AMEGAICAN ASSOCIATION UF PETACLEUM
LANOMEN, 168 CONTINGENTAL LIFT BUILOING,

FOAT WOATH, TERAS, 14162, APPROVED FORM.
A A PL NO 418 . 1982 aavieED
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OPERATING AGREEMENT
THIS AGREEMENIﬁ entered into by and befween__Santa Fe Fnergy Operaring Partners, 1..P.

heretnafter designated and
referred to as *'Operator’’, and the agnatory party or parues other than Operator. somenmes hereinalter 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 lesses andior oil and gas interests in the land enufied n
Exhibit **A’", and the parties hereto have resched an agreement 10 explore and develop these leases and/or oil and gas interests for the
production of oil and gas to the extent and as hereinafter provided,

NOW, THEREFORE, it is agreed as follows:

ARTICLE 1.
DEFINITIONS

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

A. The term ‘ol and gas'’ shall mesn oil, gas, casinghesd gas, gas condensate, and all other liquid or gaseous hydrocarbons
and other marketable substances produced therewith, unless an intent to limit the inclusiveness of this term is speaifically stated.

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

C. The term ‘‘oil and ges interesss’” shall mean unieased fee and mineral interess in tracts of land lying wthin the
Contract Ares which sre owned by parties o this agreement.

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

E. The term ‘‘drilling unit’" shall mesn the ares fixed for the drilling of one well by order or rule of iny surte or
federal body having suthority. lf a drilling unit is not fixed by any such rule or order, a drilling unit shall be the drilling unit as establsh-
ed by the pattern of drilling in the Contract Ares or as fixed by express agreement of the Drilling Parves.

F. The term 'drillsice’’ shall mesn the oil and gas lesse or interest on which a proposed weil is 10 be located.

G. The terms **Drilling Party"’ and **Consenting Party’* shail mesn a party who agrees to joun in and pay its share of the cost of
any operation conducted under the provisions of this agreement.

H. The terms ‘‘Non-Dnlling Party’” and ''Non-Consenting Party’" shall mesn 2 party who elects not to parucipate

in a proposed operation.

Unlews the context otherwise clearly indicates. words used in the singular include the plural, the plural wnciudes :he
ungular. and the neuser gender includm the masculine and the ferunine.

ARTICLE 1.
EXHIBITS

The following exhibics, s indicated below and attached hereto, are incorporated in and mede a part hereol:

A. Extibit "A"", shall inciude the (ollownng nformanon:

(1) |denuficaoon of lands wubject 0 the agreement,

(J) Restncnons, i any. a8 10 depds, formauons, or substances,

(3) Percentages or fracuonal interests of partes to this agreement,

(4) Orl and gas lenars and/or oud and gas interests sudpCt to this agreement,

1 Addremes of partes for notce purposes.
£ C Eshidm "'C', Accounang Procedure.
& O Exhbm D" Insurance.
x
=

f

€ Exhdm £ Gas Balancing Agreement.
F Eshamt F . Non Dwucnmanstion and Cernficaton of Non Searegsted Fanlom
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ARTICLE IIL
= INTERESTS OF PARTIES

Fs

A. Oil and Gas Interests:

If any party owns an oil and gas interest in the Contract Area. that interest shall be treated for all purposes of this igrevment
ind during the term hereof as i it were covered by the form of oil and gas lease attached hereto as Exhubit "B, ind the owrier thereot
shall be deemed toc own both the rayaity interest reserved in such lease and the interest of the lessee thereunder.

B. Interests of Parties in Costs and Production:

Unless changed by other provisions. all costs and Labiliues incurred in operations under this agreement shall be borne and
paid. and all equipment and materials acquired in operations on the Contract Area shall be owned. by the parties as their interests are set
forth in Exhibit **A"". In the same manner, the parties shall also own all production of oil and gas from the Contract Acea subect (o (re
pavment of royaities to the extent of___One—eighth (1/8) which shall be borne as herenafter set *orth

Regardless of which party has contributed the leaseis) andior oil and gas interesi(s) hereto on which rovaity is due ind
payable, each party entitied to receive a share of production of oil and gas from the Contract Area shall bear and shall pav or deliver. or
cause to be paid or delivered. to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the
other parues free from any liability therefor. No party shall ever be responsible. however, on a price basis higher than the price recen ed
by such party. to any other party’s lessor or royalty owner. and if any such other party’s lessor or rovalty owner should demand and
receive settlement on a higher price basis, the party contributing the affected lease shall bear the additional rovalty burden attributabie 1o
such higher price.

Nothing contained in this Article [[[.B. shall be deemed an assignment or cross-assignment of interests covered hercby
C. Excess Royaities, Overriding Royalties and Other Payments:

Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to unv rivulon,
overnding rovalty, production pavment or other burden on production in excess of the amount stipulated in Arucle Ul1.B . such parts
burdened shail assume and alone bear all such excess obligations ind shall indemnify and hoid the other parties hereto harmiess tr. m .
and all claims and demands for payment asserted by owners of such excess burden.

D. Subsequently Created Interests:

If any party should hereafter create an overriding royalty, production pavment or other burden payable out o production
attnibutable to 1ts working interest hereunder, or if such a burden existed prior to this agreement and is not set forth in Exhubit " A e
was not disclosed in writing to all other parties prioe to the execution of this agreement by all parties. or is not a jntly acknowledued iad
accepted obligation of all perties (any such interest being herenafter referred to as *‘subsequently created interest ™’ irrespective of the
uming of its creation and the party out of whose working interest the subsequently created interest is derived being herewnafter reterred
to as "‘burdened party’’). and:

1. I the burdened party is required under this agreement to asugn or relinquish to any other party, or parties. all or 4 porten
of 1ts working interest andior the production attributable thereto, sdid uther party. or parnes, shall reverve <aid sscignment und o r
production free and clear of waid subsequently creared interest and the hurdened party shall indemnify und wve suid other ~arn
or parties. harmiess from any and all clams and Jemands (or payment asserted by owners of the subsequently cruated ntrest

and,

Y 1l the hurdened party fails to pay. shen due. its hure of vxpenses chargeshie hereunder. Jll provisions of Artile VITB =i~
entorceable against the subsequently created interest n the ume Mmanner 43 they re enforcesble Jaunst the woriung Aeres

the durdened party

ARTICLE V.
(ITLES

A. Title Ezamingtion:

Title ceamnstion shall be made on the dnilste uf Jny propused well pror to commenvement of dnile o o
the Dnling Partes w requent. title exammation shall be male on the leases andior wl and gas ivterenss included. - ¢ plunsc - =
W o0 the Jnihing unet around wuch well. The opwian sl imlude the ownerhip of the wurking interens. Minefals. rocut v
©nalty aNd POJUTION Pas MEnt uAUET the sopin ibie leaam At the ime 4 sell 18 propused. eah Party contitunAg s ©Lr

1
N €t ALt 1N Jeiituce, e o he included 8w B Jdnilling umie Gl tuenils 1o Operatoe all abateats idcuding oot L e
* ey e AR e Papers JAd cutative Matet il 1A s Mo Iew o JRarge AL G h atoeMgine A Act 0 S0 e e
ce e UM N A At NG My P Re ctamitane A ot T utle Rl e Prained Ry O X
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ARTICLE IV
continued

X Opuon No. 2 Costs incurred by Operator in procuring abstracts 4nd fees paid outside attornevs tor :wtic cuminug.n
1including prelimunary. supplemental, shutn gas rovaity opinions and division order title opinions shall be borne by the Drilling Pur i
in the proporuon that the interest of each Drilling Party bears 1o the total interest of all Drilling Parties as such interests 4ppear in b
hibit **A"". Operator shd!f?hake no charge for scrf.ces rendered by its staif attorneys or other personnel in the perturmance -+ the Jrov e
funcuons.

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

No well shall be drilled on the Contract Area unuil after (1) the title to the drillsite or drilling unit has been examined as shone
provided. and (2) the title has been approved by the examining attorney or title has been accepted by all ot the parties who are 10 par
ticipate 1 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 iost through failure of title. which loss results in 4
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 tide failure to acquire a new lease or other instrument curing the entirety of the title failure. which acquisi:
tion will not be subject to Article VIILB., and failing 10 do so. this agreement, nevertheless. shall continue 1n force as to all remaining o1l

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

enutled to recover from Operator or the other parties any development or operating costs which it may have theretofore paid or incurred.
but there shall be no additional liability on its part 1o the other parties hereto by reason of such ttle failure:

(®) There shail be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest which has
been lost, but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finally that title 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 Conrract
Area by the amount of the interest lost;

(¢} If the proportionate interest of the other parties hereto in any producing well theretofore drilled on the Conuact Area s
increased by reason of the title failure, the party whose title has failed shall receive the proceeds attributable to the increase in such in
terest (less costs and burdens attributable thereto) undl it has been reimbursed for unrecovered costs paid by 1t in connecticn with such
well; :

(d) Should any person not a party to this agreement, who is determined to be the owner of anv interest in the title ahich hus
failed. pay in any manner any part of the cost of operation. development. or equipment, such amount shall be paid to the party or paraies
who bore the costs which are s0 sefunded:

‘e) Any liability to account to a third party for prior production of ol and gas which arises by reason of ttle failure shuil “e
borne by the party or parties whose title failed in the same proporuons in which they shared in such prioe producuion: «nd.

if) No charge shall he made to the joint account for legal expenses, fees or salaries. in connection with the defense vt the interest
claimed by any party hereto, it being the intention of the parties hereto that each shall defend title to its interest and bear all expenses in
connection therewndh.

2. Loss by Non-Pxyment or Erroneous Payment of Amount Due: If. through mistake or oversight. anv rental. shutn weii
pavment, minibum royalty or royalty payment. 13 not pawl or 18 erroneously pad. and a3 3 result a lease or interest theretn rerminates
there shall be no monetary lisbilicy againm the party who faiked to make such pavment. Unless the panty who faded to make the required
pavment secures 2 new lease covering the same interest within minety (901 davs from the discovery ot the tailure 1o make proper pavment
s hich acquisition wil not be subject 10 Artcle VIILB.. the interests of the parties shall be revised on an creage basis. cffevtive us of he
Jate of terrmination of the lease involved. and the party who tailed 10 make proper pavment will no longer be credited sith un interese .0
the Contract Ares on account of ownership of the lease or intercst which hus terminated. [n the event the party whu tailed 1o Tuke “he
required pavment shall not have been fully revmbursed. at the nme ot the loss, from the proceeds of the sale of od und gas JttePutabic
the lost interest. calculated on an acreage basis, for the development and uperating costs theretodore pad on account ol such arcret
«hall be revmbursed for unrecovered actual costs theretolore paid by it .but not for 1ts share of the cost of any dry hale provonsds o7 ol
ur wells previoudy sbandoned) from 30 much of the folloming 44 18 LUy o citect ramburement:

4t Proceeds of o1l and uas. lews operating expenses, thetetulore scrued (0 the credit of the lost interest. on un ovc e o
up to the smount uf unrecovered costs,

N Proceeds. less uperaung espenaes. thereafter accrucd attributable to the knt interest on an acreage Paus. 4 thar e
il and gas thercalter produced and marketed tescluding prinjuction troin ans wells thereafter dnlled) ahh. in the benc 1.7
terminanon. eould e attribytable 10 the 1088 1NtETeSt ON an xrvaee Paus, up to the smuunt of unrecovered (o the =7 a - s
rurton of the ol ind gas 10 Me conteibuted By (he Other Parties 1A PrURETON 10 theyt rEPetine interears. und.

A1) ARY Monws. up 10 the umount of unrecovered costs. that Mav he pawd by anv party who i1, of hevormes the vuncr 0 e
lat. lor the pnvilege of partcipsung w the Contrat Ares or NLOMIAR 4 MOMTY (0 this 4EIvEmnt.

msuit ..oth!v than thow wt forth i Aricles IVB L und IVB 2 shove hull v ot <

[+]
\ Other Loum Al Ioua’:
nd Mall he e By all parties 1A rOPOrUON (0 1hew nterers There il de nu remlustment ol interests i the remuinng w7

he Contrat Ares
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1 ARTICLE V.

2 OPERATOR

3 - .

4  A. Designation and Réspoasibilities of Operator:

s . -

6 —LB shall be the
7 Operator of the Contract Ares. and shall conduct and direct and have full control of all operstions on the Contract Area as permutted and
8  required by, and within the limuts of this agreement. [t shall conduct all such operanons in s good and workmaniike manner. but it shall

9  have no labdity as Operator to the other parties for losses sustained or lisbilities inncurred, except such a8 may result irom gros
10 negligence or willful musconduct.

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

13

14 1. Resignation or Removal of Operator: Operator may resign at any tme by giving written notice thereol to Non-Operators.

13 Uowauwmmmiummm&lobnpmmmww% AR B SIB B Py

16  Operator, Operator shall be deemed to have resigned without any acoon g&m‘aw ey L 95‘?{ ich
17 may be removed i it fails or refuses to carry out its duties hereunder, or becomes insolvent, benkrupt oc is piaced in recavcrshxp.?':y xﬁe ow

18  affirmadve vote of two (2) or more Non-Operators owning a majority interest besed on ownership as shown on Exhubit **A"" remaining
19  afrer excluding the voung interest of Operator. Such resignation or removal shall not become effective untl 7:00 o'clock A.M. on the
20  first day of the calendar month following the expiration of ninety (50) days sfter the giving of notice of resignation by Operator or acton
21 by the Non-Operators to remove Operator, unless a successor Operator has been selected and assumes the duties of Operator at an earlier
22 date. Operator, after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor-
23 porate name or structure of Operator or transier of Operator’s interest to any single subsidiary, parent or successor corporation shall not
24  be the basis for removal of Operator. -

2 2. Selection of Successor Operator: Upon the resignation or removal of Operator, s successor Operstor shall be selected by
27  the parties. The succemor Operator shall be selected from the parties owning an inwrent ia the Contract Ares it the ime such successor
28 Operator is selected. The successor Operator shall be selected by the affirmative vote of two (2) or more parties owning a majonty interest
2  based on ownership a3 shown on Exhibit "*A’""; provided, however, if sn Operstor which has been removed hails © vote or votes only to
30  succeed itself, the successor Operator shail be selected by the affirmative voce of twe (2) or more parties owning a majonty interest based
31  on ownership a shown on Exhibit *A’’ remaining sfter excluding the voting nwrent of the Operator that was removed.

33 C. Employess:
2]
3% The number of empioyees used by Operator in conducting operations hereunder, their selaction, and the hours of labor and the

36 cmmmtammmumwm.aamwmuwm,«mopemm.
38 D. Drilling Contracts:

20 All wells drilled on the Contract Area shall be drilled on » competitive contract besis at the usual rates prevailing in the area. If it 50
4] desires. Operswcr mey empioy i own wols and equipment in the dnlling of wells, but its charges therefor shall not excred the prevailing
42 rates in the ares and the rae of such charges shall be agreed upon by the parties in writing before drilling operations are commenced. and
3} such work shall be parformed by Operstor under the same terms and condivons as are customary and usual ia the ares «n contracts of in-
34 dependent contracwors who are doing work of s umulsr nature.

ARTICLE V1.
0 DRILLING AND DEVELOPMENT

$2 A. laital Well:

“ Onorbelorethe__ L __deyof_Qctabesx . 1933 . Opersor shall commence the drilling of 4 scil '
39 ol ind 4 & the follownng lovaucm: a legal location in the SE/4 of Section S,

W and all theveaiter contue the dniling of the well mch due duamce w9 8 depth sufficient to the
ol Cisco/Canyon formatiom,

) Jnlas ¢famite o aRer (eatually Mornetr e whVaAce o L iiun A (he Role. ehal rendeny tunther Jnilhing mpraacd

.. L et st s et LR ¢ unia sl (e Jqf e 10 . Mpite . f Bamh® the vell i 4 e Jepth
~ (Ot Nl Make fosmduhle tedt 4 Ll KM em untered Juring Jnibng ehah ove nda spon A . ntaung -
I Wit P LaAhes Lt ot Al Lfans Tt Lgferment Nl N ey A eein st tu 8 i ormytun o toerr tany A o7 0
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ARTICLE VI
continued

1 Uf, in Operator’s judgment, the well will not produce oil or gas in paying quantities, and it wishes to plug and abandon :he
2 well as a dry hole, the provisions of Arucle VIE.1. shall thereafter apply.
3
3 e -
S r
5 B. Subsequent Operations:
”
8 1. Proposed Operatons: Should any party hereto desire to drill any well on the Contract Ares other than the well provided

9 for in Article VILA., or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well jointy owned by all
10 the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the
1l other parties written notice of the proposed operation, specifying the work to be performed. the location, proposed depth. objecuve forma-
12 tion and the estimated cost of the operation. The parties recerving such a notice shall have thirty (30) days after receipt of the nonce
13 within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation . [f a drill-
14 ing rig is on location, notice of a propasal to reworle, plug back or drill deeper may be given by telephone and the response period shail be
13 limited to forty-eight (48) hours, enclusive-of-Sesusdas—Sundas.andlegal-holidaye. Failure of a party receiving such nouce to reply within
16 the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Any nouce ot
17 response given by telephone shall be promptly confirmed in writing.

18
19

21 If ll parties elect to participate in such a proposed operation, Operator shall, within ninety (30) days after expiradon of the nouce
22 period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on loca-
23 ton, as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
24 ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the cther parties,
23 for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain
26 permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete titie ex-
27 amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article X1, if the
28 acrual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and
29 i any party hereto still desires to conduct said coeration, written notice proposing same must be resubmitted to the other parues i accor-
30 dance with the provisions hereof as if no prior proposal had been made.

3l NOTE: See Article XVA. for additional provisions regarding operations by less
R than all parties.

33 :

34 2. Operations by Less than All Parties: If any party receiving such notice as provided in Article V1.B.1. or VI1.D.1. Opucn
35 No. 2) elects not to partcipate in the proposed operation, then, in order to be entitied to the benefits of this Article, the party or parues
36 giving the noace and such other perties a3 shall elect to participate in the operation shall, withm ninety (90) days after the expirauon ot
37 the notice period of thirty (30) days (or a3 prompdy as possible after the expirauon of the forty-eight (48) hour period when a drilling r1g 1s
38 on location, as the case may be) actuaily commence the proposed operation and complete it with due diligence. Operator shall perform ail
39 work for the account of the Consenting Parties; provided. however. if no dnilling rig or other equipment is on location. and if Operator is
40 a2 Non-Consenung Party. the Consmting Partes shall either: (2) request Operator to perform the work required by such proposed opera-
3l ton for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work Con-
12 senung Parties, when conducting operations on the Contract Ares pursuant to this Article V1.B.2., shail comply with all terms und con-

1} dinons of this agreemnent.

)]

37 lf less than all parties approve any proposed operaton. the propoung party, immediately after the expuration of the .pplicatie
W nouce period. shall advise the Consenung Parnes of the total interest of the parues approving such operaton and 1t recommendation «
19 (o whether the Consenang Paruies should proceed mth the operauon as proposed. Each Consenung Party. sathan forty eght - 38 Rours
0 manshnaal-Satidop. Susdasand logalbalidaysalter receipt of such notice. shall advise the proposmng party of 18 dewre 10 14 umit pur

1 tcipanion 10 auch party s interest as shown on Exhuidet “"A ™" or 'B) carry its propornonate pant of Noa Consenong Parties interests und
32 failure to advise the propomng party shall be deemed an election under 2! In the event 2 dniling ng o on locanon, the nme permict.d tor
3 such a response Whall not exceed 4 toal of forty evght (181 hours ncluuse of Saturday. Sunday and legal holdays). The propusing ~arts
54 4t 1ts elecon, May withdraw such proposal d there s nsuifient parucipation and shall prompdy noaly ail parties ot such ‘e v 0

1

5?7

AL The enure comt and nak of conducong such operacons shall be borne by the Conamang Parnes i e proportions o
¥ clected 0 brar wme under e terma of the preceding paragraph. Consmtng Parom shall Reep the lrmaehold ssates nvoved 0ol
(0 operacons ree and (\rer of all bevs and encumbrances of every hind creted by or arang from the opersaons of the Cunwening Puren
(1 U wech an oparsnon resuls & s dry hole. the Consenang Parom wull plug and sbandon the well and resore the wriace locat.aa ot e
02 it com. Al and exprnae f any well dniled. revorked. drepened or plugged bach under e proveons of e Artxle re s B g D1

6V ducer of od sndior g @ peyng uanoum. the Conwmung Partis hall compirte and equep the well to produce &t thew e . W 8
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ARTICLEVI

) continued

and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenung Par-
ties. Upon commencement of operations for the drilling, reworking, deepening or plugging back of any such well by Consenung Parties
in accordance yith the provisions of this Article. each NonConsenting Party shall be deemed to have relinquished to Consen ung Parues,
and the Consenting Parties shall own and be em;uled to receive, in proportion to their respective interests, all of such Non-Consenung
Party's interest in the well and share of production therefrom unoi the proceeds of the sale of such share, calculated at the well, or
market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in-
terests not excepted by Arucle [I.D. payaole out of or measured by the production from such well accruing with respect 10 such incerest
until it reverts) shall equal the rotal of the following:

(a) 100% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment beyond :he wellhead
connections (including, but not limited to, stock tanks, separators, treaters, pumping equipment and piping), plus 100% of each such
Non-Consenting Party's share of the cost of operation of the well commencing with first production and contnuing untl each such Non-
Consenting Party's relinquished interest shall revert to it under other provisions of this Article, it being agreed that each Non-
Consenting Party’s share of such costs and equipment will be that interese which would have been chargeable 1o such Non-Consenung
Party had it participated in the well from the beginning of the operations; and

0y 300 % of that portion of the costs and expenses of drilling, reworking, deepening, plugging back. testing and completing,
after deducting any cash contributions received under Article VIILC., and _300 % of that portion of the cost of newly acquired equip-
ment in the well (10 and including the weilhesd connections), which wouid have been chargeable to such NonConsenting Panty if it had

participated therein.

An election not to participate in the drilling or the deepening of a weil shall be deemed an election not to participate in any re-
working or plugging back operation proposed in such a well, or portion thereod, o which the initial Non-Consent electuon 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 deemned 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 chargesble to such Non-Consenting Party had it parncipated therein. If
such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article V1.B. shall be ap-
plicable as between sad Consenting Parties in said well.

During the period of time Consenting Parties are entitled 0 receive Non-Consenting Party’s share of producuon. or the
proceeds therefrom, Consenting Parties shall be responsible for the payment of all production. severance, excise. gathering and cther
taxes, and ail royalty, overriding royalty and other burdens applicable to Non-Consenting Party s share of producuon not excepred by Ar
ucle UL.D.

In the case of any reworking, plugging beck or deeper drilling operation. the Consenting Parvies shall be permutted to use. !ree
ol cost, all casng, wbing and other equipment in the well. but the ownersiup of all such equipment shall remamn unchanged: und pon
sbandonment of 4 well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for il such equip
ment to the uwners thereol. with esch party receiving (s proportionate part in lund or i value. lems cost of uivage

Withn usty (D) davs after the completon of any operation under ths Artcle. the party conducting the operations e “=¢
Consenting Parties thall furmish esch Non Consenung Party with an inventory of (he equipment 1 and connected (o tRe seil und un
iemszed vatement of the cout of dnlling, deepening. plugming dack. testing. completng, and equippang the well for production e uc
option. the operanng panty. i leeu of an termized watement of wol Louts of operation, may submet 3 detaded sutement | Toartn |
ngs Each month vereniter. Juring the ume the Consenung Parties wre deng rembursed a8 proveded above. the party . nlie "7
uperations kor e Consenung Partes dull flurnah (he Non Consenting Parties with an itermsed statement ot il cats und - ut
utred 1n (he operation of (he sell. together vk 3 watement ol the yuantty of ol and ges produced from it and the meunt dpr o s
reshaed from the wle of the well's worting weerent producnon dunag the preceing mondh. la devermuung the quantty 1 und aas
produced durng any monih. Consmnong Partum all use industry accepted methods such a8, but not lumited 1o, Metering X nr du
well teus. ARy umount reshied from the wie or xher Jugonnon of equipment neely xquured W CONARTION =1tA 4Ny (T perit. A
oA euuld Rave heen vened by & Non Consrmtng Party Nad « partn geted therewn hall be credhted sganu the 1ot unrergmed . ot
4 the wurk Jone sd ul the muipment purchaard 0 Jrtermining shen (he ntered of wch Nam Comenung Party nail cevart
Nre reonsdd o IRl 18 o crodat Palemme it Nl W nad 10 wh Nen Conenuing Panty
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ARTICLE V1
continued
If and when the Consenting Parties recover from a Non-Consenung Party's relinquished interest the amounts provided for 1ag.e
the relinquished interests of such Non-Consenting Party shall automaucally revert o 1t, and, from and after such reversion. such \un-
Consenung Party shall own the same interest in such weil, the material and equipment in or pertaining thereto, ind the production
therefrom as such Noangnenung Party would haye been enutled to had it participated in the dniling, reworking. deepening or pluuging

back of said well. Thereafter. such Non-Consentipg Party shall be charged wich and shall pay its proportionate part of the further costs ot
the operation of said well in accordance with the terms of this agreement and the Accounung Procedure attached hereto.

A IO N I PV N

a0

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

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

16 The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Arucle VI A.
17 except (a) as to Article VIL.D.1. (Opton No. 2), if selected. or (b) as to the reworking, deepening and plugging back of such iniua! weil
18  after it has been drilled to the depth specified in Article VL. A. if it shall thereaiter prove to be a dry hole or, if initiaily compleed fqr pro-
19  ducton, ceases to produce in paying quanuties.

23 3. Stand-By Time: When a well which has been Jrilled or deepened has reached its authorized depth and ail tests have been
24 completed. and the resuits thereof furnished to the parties, stand-by costs incurred pending response to a party’s nouce proposing a
25 reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the dniling or deepen-
26 ing operation just completed. Stand-by costs subsequent to all parties responding, or expiration of the response time permitted, whichever
27 first occurs, and prioe to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-
28  matcal paragraph of Artcle V1.B.2, shail be charged to and borne as part of the proposed operation, but if the proposal is subsequently
29  withdrawn because of insufficient participstion, such stand-by costs shail be allocated between the Consenting Parties in the proportion
30 each Consenting Party's interest as shown on Exhibic ‘‘A’" bears to the total interest as shown on Exhibit **A’"" of all Consenung Par-

31 ties.

32

33

34

L)} 4. Sidetracking: Except as hereinafter provided. those provisions of this agreement applicable to a *'deepening’’ operanon shall

36 ilso be ipplicable to any proposal to directionally control and intentionally deviate a well from vertical 10 as to change the bottom hole
37 location (herein called *'sidetracking’'), unless done to straighten the hole or to drill around junk in the hole or beciuse of other
i8 mechanical difficulties. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the
9 atfected well bore at the time of the notice shall, upon electing to participate, tender to the well bore owners its proportionate share equal
10 to 18 interest in the udetracking oparstion) of the value of that poruon of the exising well bore to be utilized as follows:

XY (2) if the proposal is for sidecracking un existing dry hole. reambursement shall be on the basis of the actual cosis :ncurred n
)] the miual dnlling of the well dows 10 the depth at which the sidetracking operauon s witiated.

19 b1 If the proposal & for udetracking a3 well which has previously produced. revmbursement shail be on the basis ot the i »
0 wivable materals and equipment down 1o the depch 3¢ which the sidetracking operaton o imnated, determuned 1 accordance auh =
s provisons of Exhidu “"C™" less the esumated cost of salvaging ind (he esumated cost of pluggng and abandomung.

13 In (he event that noace for a uderacking operation s ¢iven while the Jriling ng to be unlized ¢ on locaton. the respn M w7 <
“ il he lumited to forty exght | M) Rours. exclumve of Saturdav. Sundav and legal hobdays: provided. Rowener. nv party Mus foyuest
17 receve up 10 eaght | B) adchtional dayt alter expwrauon uf the lorty evght - ¥ hours snth which to respond Be paving for abstirs =
“« ncurred dunng wch extended responae penod. If more than one party clects to take such addvsonal tvne 10 respond 10 Me " (e
99 by cass shall be sliacated detwern Uve parnes (aking sddecional time (0 respond on & day 0-dey bass i the Proportiun e N A T
tv's rterest a hown an Exluiet A’ Dears 10 the total interent a8 hown on Exhaet *A’" of all e electing parties o ud "
ol wances the rexponas perod 1 & proposal lor udrwachng Vall be imued 1o thety (30) days

29

13)

=

A C. TAKING PROOUCTION IN KIND:
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ARTICLE VI
continued
tequired to pay for only us proportionate share of such part of Operator’s surface faciliues which 1t uses.

Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in producticn 'cam
the Contract Area, and. except as provided in Arucle VILB.. shail be enatled to receive payment directly from the purchaser thersot for
1ts share of all production. 7

In the event iny party shall fail to make the arrangements necessary to take in kind or separately dispose of its proporticnate share of
the ol produced from the Contract Area, Operator shall have the right, subject to the revocation ar will by the party owning it. but not
the obligauci_né 0 Suﬂ%}gf ucgbdtl il igﬁ"f ot&ﬁra §%mgﬁime & dr ié%r& g e éocrirge. for the account 9& the non-taking party it rhe
best price n the area for such producton. Any such purchase or sale by 8perator shall be subject always to the r.ght ot tre
owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of all uil not previousiy
delivered to a purchaser. Any purchase or sale by Operator of any other party’s share of oul shall be only for such reasonable pericds ot
time as are consistent with the minimum needs of the industry under the particular circumstances. but in no event for a period 1n 2xess
of one (1) year.

In the event one or more parties’ separate disposition of its share of the gas causes split-stream deliveries to separate pipetines ind 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 as sa'2s to
be ailocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas baluncing
agreement between the partuies hereto, whether such an agreement is attached as Exhibit “"E'", or is a separate agreement.

D. Access to Contract Area and laformatioa:

Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or observe operauons.
and shall have access at reasonable times to informacion pertaining to the development or operation thereof, inciuding Operator’s buoks
and records relaung thereto. Operator, upon request. shall furnish each of the other parties with copies of all forms or reports filed with
governmental agencies, daily driiling reports, well logs, tank tables, daily gauge and run tickets and reports of stock on hand at the first of
each month. and shall make available samples of any coces or cuttings taken from any well drilled on the Contract Area. The cost of
gathering and furmishing information to Non-Operator, other than that specified above, shail be charged to the Non-Operator that re-

quests the information.
E. Abandonment of Wells:

1. Abandonment of Dry Holes: Except for any well drilled or deepened pursuant to Article VI.B.2.. any weil which has been

drilled or d ed un termns of this a t and ) 0 ed 33 a dry hole not be plugged and sbandoned
s he o o R T TR, T R et et S e o e
withun forty eight (48) hours - sdon er receipe of notice of the proposal to plug and 1bandon
such well. such party shail be deemed to have consented to the sroposed abandonment. All such weils shall be piugged and abandoned in
accordance with applicabie regulations and at the cost, risk and expense of the parties wha participsted in the cost of drilling or deepening
such well. Any party who objects to plugging and sbandoning such weil shall have the right to take over the well and conduct further
operations 1n search of ol and/or gas subject to the provisons of Article V1.B.

2. Abandomement of Wells that have Produced: Excepe for uny well in which a NonConsent operaton has been .onuucied
hereunder for which the Consenting Parties have not been tully resmburyd as herein provided. any well which has been compieted s
producer shall aot be plugged and shandoned without the consent ot%ﬂm/ﬁ i c‘u&%?geu!ﬁ«n entmee\-s\t'f e el Kl
be plugged and abandoned in accordance with applicable regulations and at the cost. risk and expense of parues hereto if. »ittin
thirty | V) days after recetpe of notice of the proposed abandonment of iny well. all paroes do not agree 1o the abandonment of such el
those s1shing o continye its agon the jntervaljy of the tormanioms) then open to production shall tender to each ot the ~ner
:nud?ﬂ o é u%‘#?ﬁﬂmﬂf&u"ﬁm“ matertal and equipment, deterrmined 1 accordance with the prosisions
Evhibat "C"". leas the esimated cost of slvagng and the esimated cust of plugging and sbandoning. Each sbandoming party <huil .sien
the non sbandoning parties, without warranty, expeess o impled. 13 (o title or i3 to quanuty, of fitness for use of the equipment .- !
matenial, all of 1ts interenm 1n the well and related equipment, toether with its interent 1n the lemsehold estate 43 0. but onlv a3 v M A
terval of intervals of the lormauon or formaaons then open to pruduction [t the interest of the abandomng panty 8 o includes in il ur
das interest. such party shall execute and deliver t0 Uhe non sdanduning party of parties an od and gas lenae. Lemited to the internal ¢~

tervals of the lormanon or lormaucns then open to praduction. or a term of one (1) vear and 10 long thereafter as wl uad o ¢us ~ 70
Juced from the wnterval or ntervals of the lormanon or formanons (uvered thereby, such lease © be on the form Jtraned o r o™ ™

wel



B B P N

O @w

A.APL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1y82

ARTICLE VT
continued
"'B'". The assignments or leases so limited shall encompass the *“drilling unit™' upon which the well is located. The payments bv. and the
assignments or leases (0, the assignees shall be in a ratio based upon the relationshup of their respective percentage of parucipation :n tne
Contract Area to the aggregate of the percentages of participation in the Contract Ares of all assignees. There shall be no readjustment ot
interests in the rema.ining portion of the Concract Area.

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

visions hereof.

3. Abandonment of Non-Consent Operations: The provisions of Article VLE.1. or VLE.2. above shall be applicabie is between
Consenting Parties in the event of the proposed abandonment of any well excepted from said Articles: provided. however. no wall shuil be
permanently plugged and abandoned unless and until &l parties having the right to conduct further operations therein have beun notitied
of the proposed abandonment and afforded the opportunity to elect to take over the well in accordance with the provisions of this A-ncie
VLE.

ARTICLE VIL
EXPENDITURES AND LIABILITY OF PARTIES

A. Liability of Parties:

The liabilicy of the pardes shall be several. noc joint or collective. Each party shall be responsible only for us sUligatons. and
shall be liable only for its proportionate share of the costs of developing and operating the Contract Area. Accordingly, the .iens granted
amony the parties in Article VILB. are given to secure only the debrs of each severally. It is not the intention of the parties to .rzute. nor
shall this agreement be conscrued as creating, 3 mining or other partnership or association, or to render the parties liable is rirtners.

B. Liens and Payment Defaults:

Each Non Operator grants to Operator a lien upon its oil and gas rights i1 the Contract Area. and a security :nterest in its <hare
of o1l and/or gas when extracted and its interest in ail equipment, to secure payment of its share of expense, together ath interest thereon
at the rate provided in Exhubit **C’". To the extent that Operator has a securnity interest under the Uniform Cummercial Code ot the
state. Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and :5e b
taining uf judgment by Operator for the secured indebtedness shall not be deemed an election of remedies or otherwise uttect the en
rights or security interest as security for the payment thereof. [n «ddition. upon defauit by any Non-Operator in the pavment of w< Jhare
of expense. Operator shall have the right, sithout prejudice to uther rights or remedies. to collect from the purchuser the proceeds it ™
the wle ot such Non'Operator’s share of ou and/or gas unul the amount owed by such Non-Operator. plus :nterest. hus Meen puic Eucs
rurchaser shall be entided to rely upon Operator’s written statcment concerming the amount cf any Jefault. Opuras ¢ grants 4 ike ©n

and secunty interest wo the Non-Operstors to secure payment ot Operator’s proportionate share of expense.

It invy party fails or is unable to pay s share of evpense sithin uxty (¥ davs alter rendition of 4 ~tatement hert
Opertator. the nondefaulung parties, including Operator. <hull. upon request hy Operator. pay the unpard umount 10 the propee:
the interest uf ench such party bears to the interest of all such parties Fach party <o paving its share ot the unpand - =eune - Ly
reimburwment thereol. be wubrowated 10 the security rights Jecribed . the toreping paragraph.

C. Payments and Accounting:

Freept 48 Aurenn otherwise spavifcaily prosided. Opeeatie shull peompely pav and discharge expenses iaffes oom Zove oo
Jad petation of the Coneract Ares pursuant to this aireement ond ~hull Charge cah of the parties heteto sath omoer o0
Ohperatoe BLH koep s acutate covurd o the et L

Honste hares upan (he cpense Basis proveked i Exhibe O
Boniag cupenas e urted and CNarnges and credits Made ind caeenaod

Opetat e 0 us chatn a il Rave the aght from cme s omic te 'crund and reene ttom the et 13 e
fe afacred i opratnng Rereun ksl e

1Pt rnpetine shafes o Sc caimated amaount o R0 cgang
a2 MATIeRt of sul Y e

oA aRRD C gM s he cvrtiiay only By WG oo suc N ety
with i v ot 8 WPare Bt Fa i i N sater e L v g Be N annent 0 sl ame ol et aned o
A6 Do e 199 Jay 4 the neat pemadhing Mearh Fad faren S pav o Oer st s propertne e JFure
At 1Y Javs Jter se N ~timate ad s ome 18 revarned 10 any ot talt te pay e sbare o aad stimgie st
Ce Nl Deet mtcnst oy proasded o Feiudae CT unnl pand Prose sduament Bl e make muonthly e n

e ol e A ety A N and pad U Prtndate Yote 4 tual cIReies e orfad LA
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@ Opoon No. 2: All necemmary expenditures for the drilling or deepening and testng of the well. When such well has reached s
authonzed depdh. and all teses have been completed. and the results thereof furnished to the parnes. Operator shall give \mmeduate notice
to the ! Vongglmou who have the right to parncipate n the compleuon cost. The parties receving such nouce shall have forty erght
(48) hour im&vﬁ&-ﬁwn SR%h 10 elect to parucipate in the setung of casing and the compleuan at-
tempt. Such elecuon. when made. shall include-consent to all necessary expenditures for the compieung and equipping of such well. -
cluding necessary tankage and/or surface facilities. Fulure of any party recetving such nouce to reply within the period above fixed thail
consatute an elecuon by that party not to paruaipate 1 the cost of the compleuon attempe. {f one or more. but less than all of the partes,
elect 10 set pipe and to actempe 3 compleuon, the provisions of Artcle V1.B.2. hereof (the phrase '‘reworiung, deeperung or piugging
back'* as contuned in Aracle V1.B.2. shall be deemed to include *‘compleung ') shall apply to the operatons thereaiter conducted by less
than ail parnes.

2. Rework or Plug Back: Without the consent of all parties, no well shail be reworked or plugged back except 3 well reworked or
plugged back pursuant to the provisions of Arucle V1.B.2 of this agreement. Consent to the reworiung or plugging back of 2 well shall
include all necessary expenditures in conducting such operasons and compieting and equipping of said well, including necessary tnkage

3. Odher Operadons: Without the consent of all parties, Operator shall not undertake any single project reasonably esumated
to require an expenditure i excess of _Fifteen Thousangd gng Ng/1QQ----covv-oo-oo-o- - Dollars (314,200 .30 )
except 1n connecuon with a well, the drilling, reworking, deepening, completing, recompieting, or plugging beck of which has been
previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or other sudden
emer.ucy.vh«b«dmmmdi&rmcw.mmymwmﬂmwumuiniumxmreqwed
to deal with the emergency to safeguard life and property but Operawe, 2 prompely as possible, shall repont the emergency o the other
parves. If Operator prepares an authocicy for expenditure (AFE) for its own use, Operator shall furmish any Non-Operator 5o requesang
an informacion copy thereof for any single project costing in excess of _Eiftaen Thaoussnad and Nof100ceccosozaoanss oy
Dollars (3_13.000.00 ) but lem than the amount first set forth above m this paragraph.

E. Rentals, Shut-in Well Payments sad Misimum Royalties:

Rentals, shut-an well psymens and minimum royalties which msy bde required under the terms of any lexse shall be pud by the
party or partis who subjected such lesse w0 this agreement at ics or their expense. [n the event two or more parties owm and have con-
tnbuted interests in the same lemse 10 this agreement. such pertes may designste one of such parties w make swid paymenas for and on
behalf of all such parties. Any party may requas, and shall be entided to recaive, proper evidence of all such peymenas. ln the event of
fadure 0 make proper paymant of any rencal. shut-nn well peyment or minumum royalty dirough mistakie or overugint where such pay-
ment s requiced to continue the lesse in force, any loss which results fom such non-payment shall be borme 1 accordance with the pro-
vinons of Arucle [V 8.2

Operstor shall nodly Non-Operseor of the mntcipseed completion of 1 shut-@ gas well, or the 1burting @ of rerum to producaon
of a produang gas well, at leam fve (3) days (aciuding Serurday. Sunday and legal holideys), or st the eartiet opportunicy permurted by
arcumstances. pnor 1 taking sech sction. bt asumaes no liabiity for failure to do 1. la the evant of lashare by Operator 10 10 noufy
Non Operator, the loss of any lems contribueed hereto by Non Operator for tulure 1o Make umely pasymena of any shut well payment
shall be borne jsindy by the partes herews under the provimons of Arocie [V.B.)

F. Tasem

Beprning wich the frnt calendar your alver the effertve dase hereol. Operseor shall rendar for ad valorem taxaoan all property
wiwet to the sgreement which by lew should de rendered for such tazes. and « shall pay ol sech tases msemed thereon before ey
become debinquant. Prer 1o the rendioon dese. rach Non Operator shall urnush Operstor wiarmenon = 10 durdens (to unclude, dut 2ot
be limied 19, roysitam, overnding roysiom and production payments) on lemsss and ol and ga weeresm conenbuted by such “on
Opev nar llmn-dvdu—d.yw“nrdwdhre-undmmm-uuﬁummmm_ Jver
msmMaMpmwMadvuammarmmmﬂmnwm‘dw“aa Y
ovners of unWM.NWM“mchupuomhomam---u&ammﬁwdmnraduc
tom U Uhe of valorem tases are baned @ whole or @ part upon wparate valuations of each party ‘s vorting weerem. hen ot itunding
ayhng ®» he congary Mren. cAurgs 9 the Tt sccount shall e made and pasd by the parnm hereee » xxordance w1 “Re “at
vabut JERE sed By Fxh party 't Sorkng ateren. Oprvacar Yl 2ll (he ouher pactm lor (hee progertansse shares of all tag pavmerys 0

ihe manner provuiod @ Cababm " C™*

¥ Opevossr (onuders my 138 merament mproper. Oprrarar May. ot /@ dacrenal. prowem wvham the (ne nd m.77ef
preacrind by Lo, wnd growress the proses 18 & fnal dreTminsian. unlrs o PArTs 4gree 19 bandan (Ne proteu prer 10 Jdl el
meMd“mcm”mﬂmnMan-m under prosewt ol il i@ @y
wsevent ond prnalty Nmulmﬂmﬂhwmﬁuﬁmmﬂpym:u'u oY - LU
Ot MMuymu-ulyw and e 1014l cout Nall then b marerd agemut UNe pante. and BF pun T e o

Fahparts Wl pae of . suw 'u N0 panl oll Prodatesn wn @ ce ¢3Cur oNETIng snd ORI 1use? MPed wa o SR TR
S
N prhatm o MAJUAg o wal party L Ve I Bl @ g8 praladd o he (e U RLL Y L Voo
- or

R Y "l e ‘e 1 . 8 3.l e.* gy Bral [ aiee A‘
L -



B B @) T S VU I

e o]

A.AP.L. FORM 610 - MOuLcL FORM CPERATING AGREEMENT - | 82

ARTICLE V11
continued
G. Insurance:

At all umes while operations are conducted hereunder, Operator shall compiy with the workmen's compensition uw .t
the state where the opetitions are being conducséd: provided, however. thut Operator may be a seifinsurer for Liablity under sad - m-
pensation laws in which event the only charge that shall be made to the joint account shall be as prowided in Exhibit "C™* Operator sauii
1lso carry or provide insurance for the benefit of the jcint account of the parties as outlined in Exhubit "D, ittached to and muce 1 ~irt
Rereot. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's compensacia
law of the state where the operations are being conducted and to maintain such other nsurance as Operator mav require.

In the event automobtle public liability insurance s specified in said Exhibit "D, or subsequently recenes the ipprovas 3t "ne
parties, no direct charge shall be made by Operator for premiums paid for such insurance for Operator’s autumotve equipment

ARTICLE VIH.
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement. insofar as they embrace acreage in the Contract Area. shall not be surrendered in aacie
or in part unless all parties consent thereto.

However. should any party desire to surrender its interest in 4ny 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 *ide. all of 1ts 'aterest in
such lease. or portion thereof. and any well, matenal and equipment which may be located thereon and any nghes in production
thereafter secured. to the parties not consenting to such surrender. If the interest of the assigning party is or includes un il and zas -
terest. the assigning party shall execute and deliver to the party or parties not consenting to such surrender in ol and yas ‘case covering
such oil and gas interest for a term of one (1) year and so long chereafter as oil and'or gas is produced frum the land coversd “ierabv. ~ucn
lease to be on the form attached hereto as Exhibit **B°". Upon such assignment or lease. the assigning party shall be relieved frem 4l
obligations thereifter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operauon ¢ iy 221l
attributable thereto, and the assigning party shail have no further interest in the assigned or leased premises and 1ts equipment nd pro-
duction other than the rovalties retained in any lease made under the terms of this Article. The party assignee or lessee siall pav 1o the
party assignor or lessor the reasonable salvage value of the latter’s interest in iny weils and equipment attributable to the a-signed of lvus:
ed icreage. The value of all material shall be determined in accordance with the provisions of Exhibit “*C™", less the esumated cost
wlvaging and the estumated cost of plugging and abandoning. If the assignment or lease s in favor of more thin one party. thy iaterest
shall be shared by such parues in the proportions that the wnterest of each beurs to the tutal interest of uil such parues.

Any Jssignment. lease or surrender made under this provision shall not reduce or change the assignor’s. iessor s or surreniening
partv’s interest is 1€ was immediately before the isugnment. lease ur surrender 1n the balance ot the Contract Ares. and the sreane
assiuned. leased or surrendered. and subsequent cperations thereon. shall not thereafter be subject to the terms und provisicns o7
agreement.

B. Renewal or Extension of Leasss:

If any party secures a renewal of any ol und das lease ~ubrect to this greement. ail other parties shull he nocitiey peompr s oo
“huil have the right for a period of thirty (30) days following reverpt ot such notce in which to eleut to participate 1 tne aner-ip
senewal lease, insofar as such lease affects lands sithin the Cuncract Area. by paving to the party who acquired it thore sev rul prooer
poctiongte dhares of the acquisiton cort dlocated to that part of such lease within the Contract Area. whch hall Nonprpornn

interests Meld at that ime by the parties wn (the Contract Ares

If wwne. but lexs than ). of the parties clent 10 participate 1 the purchase of & renewal leawe. 1t shall be usned ™
w Mo elent o partiapate theren. in 2 ran0 baswd upon the relstionship of ther respective prrventage of participatin n e i e V-
t the segregate of (he peecentages of parncipation in the Contrat \rea ol all parties partcipating 1 the purchise v 7 o
Anv rinewal leswe 0 shuh fene than all parties clevt to particpate Dall Aot he wubmect 10 this Jgreemaont

no

Fah party sho partmipates 1n the purchase of 3 conesal lose il he v en a0 SUEIIMENT (4 s Propuoeteaste Y
by (he ayuining perty

ar 1

The prnians 8 thie Artale Nall anply 0 reneeal lesus e Nethut thev ate he the entire interest corered N
O Luv et ORlY o PUrtIUR o 118 €8 OF 40 IATETTM (RTIIA AL FNeWal loaw talicth Rere (he c 1PNl ot padenets s
Nt ted fOF il us iy Mo sfter the exparatwn ol the cunuing leawe Wall he wihrct to this peovieam. byt any oo
trated fr more than ut (4 MORINS slte? IR PIPe st U 4 cuising lease Nall M he Jremed 4 remewl fease und R -
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ARTICLE V1II
continued

1 said Dniiling Parties shared the cost of drilling the weil. Such ucreage shall become a separate Contract Area and. to the extent possidie. se
2 governed by provisions idenucal to this agreement. Each party shall prompuly noufy all other parues of any acreage or cash ontribus, s
3 it may obtain in support of:-any well or any other operation on the Contract Area. The above provisions shall also be appicable o _p
+ tonal cights to eam acreage outside the Contract Area which are n support of 3 well drilled inside the Contract Area.
S
¢ If uny party contracts for any consideration relating tc disposition of such party’'s share of substances produced hereunder. ..
v considerauon shai} not be deemed a contribution as contemnplated in this Arucle VIIL.C.
S
9 D. Mainctenance of Uniform Interest:
10
1L For the purpose ot mantaining uniformity of ownership in the oil and gas leasehold interests covered by this ayreemen:. o

{2 party shall sell. encumber. wransfer or make other disposition of its interest in the leases embraced within the Contract Arey und in il
13 equipment and production unless such disposiuon covers either:

14

1S 1. the enure interest of the party in all leases and equipment and production: or

16

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

18

19 Every such sale, encumbrance. transfer or other disposition made by any party shall be made expressly subject to this .grz men:
20 and shail be made without prejudice to the right of the other parties.

21

22 If. at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion. ma:

23 require such co-owners ta appoint a single trustee or agent with full authority to receive notices, approve expendituces. receive billings :.r
RE and approve and pay such party’s share of the joint expenses, and to deal generally with, and with power to bind, the ..;owners of such
23S party ‘s interest ¥ithin the scope of the operations embraced in this agreement; however, all such co-owners shall have the = :ht o enter
26 into and execute all contracts or agreements for the disposition of thewr respective shares of the oil and gas produced from the Conerace
7 Area and they shall have the right to receive, separately, payment of the sale proceeds thereof.

28

29 E. Waiver of Rights to Partition:

30

il {f permitted by the faws of the state or states in which the property covered hereby is located. each party hereto owning .n

32 undivided interest in the Contract Area waives any and all rights it may have to partition and have set aside to it in severalty it undivided
33 interest therein.

13

3§ Fe—fegiosontiol-Right-io--Fusehases

36 -

3 MWWMWWW&
R Area. i ~hall promptly give written notice to the other parties. wich tull information concerning its peoposed wile, whih ncLll ne
W nume and address of the prospective purchaser (who must be ready. willing and able to purchase). theg price. and il thor teees
w0t the vifer. The other parties shall chen have an optional prior right. tor 1 pertod g DT davs after receipt of the nuuce. 1 curcs.
vl . n the sume terms and conditions the interest which the uther Dcia-proBdses (o wil: and. i this optional right i exccciscy. "he ~ e
12 ing parties shall share the purchased interest ig tha-profiGetions that the intercst ot each bears to the total interest ot Uil purc™ o i

v+ s However, there shall be oo frental nght 10 purchase 1n thuse vases where any party wishes 10 MOFIuRE i1 Noms <1e ¢ 7o
et Jispose of s g 'O merger. reorganization, consolulation. ue sale ot all ur substannially all of its assets co a subsiliary of parent —
oS . . . \ -

o

W ARTICLF IX.

B INTERNAL REVENUE CODE ELECTION
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ARTICLE X.
CLAIMS AND LAWSUTTS

Operator may settle any single uninsured third party damage clum or suit ansing from operagons hereunder if the expenditure
does not exceed_T80 Thougeng eng No/100-----r=--c--oco--emm o - oenemememeomoemeenecoceann Dollars
.$10.000.00 .} and if the payment s tn complete sertiement of such clam or suie. If the amount required for sertiement ex-
ceeds the above amount. the parues hereto shall’assume and take over the further handling of the clasm or suit, unless such authonty s
delegated to Operator. "All costs and expenses of handling. setthing, or otherwise discharging such claim or swit shall be it the joune ex-
pense of the parues participaung in the operauon from which the claim or suit anses. If a claum s made against any party or d any party s
sued on account of any matter arising from operations hereunder over which such individual has no control because of the nghts given
Operator by this agreement. such party shail immediately noafy all other parues, and the ciaum or suit shail be eated as any other clum
or sutt nvolving operations hereunder.

ARTICLE XI.
FORCE MAJEURE

If any party is rendered unable, whoily or in part. by force majeure to carry out its obligations under this agreement, other than
the obligation to make money payments. that party shall give to all other parties prompt written nouce of the force majeure with
reasonably full paruculars concerning 1t; thereupon, the obligadons of the party giving the notice, 3o far as they are affected by r'.e force
majeure, shall be suspended during, but no longer than, the continuance of the force majeure. The aifected party shall use all reasonadie
diligence to remove the force majeure situaton as quickly as pracucable.

The requirement that any force majeure shall be remedied with all ressonable dispatch shall not require the setdement of strkes,
lockouts. or other labor difficulty by the party invoived, contrary to its wishes; how all such difficulties shall be handled shail be enarely

within the discretuon of the party concerned.

The term *‘force majeure’”, as here empioyed, shall mesn an act of God, strike, lockout, or other industrial disrurbance, act of
the public enemy, war, blockade, public riot, lightning, fire, storm, flood, expiosion, governmental action, governmental delay. restrunt
or inaction, unavailability of equipment, and any other cause, whether of the kind specifically enumerated above or otherwise, which
not reasonably within the control of the party claiming suspension.

ARTICLE XI1.
NOTICES

All nooces authorized or required between the parties and required by any of the provisions of this agresment, unless otherwise
speaifically provided, shall be given  writng by mail or telegram, postage or charges prepaid, or by telex or telecopier ind addressed to
the parues © whom the notice is given & the addremes listed on Exhibis **A’". The originating notice given under any provision hereot
shall be deerned piven only when received by the party o whom such notce is directsd, and the tme for such party to give any nooce
response thereto shall run rom the date the originatdng notice is received. The sscond or any responsive nodce shall e deemed given
when deponted in the masl or with the telegraph company, with postage of charges prepaid, or sant by telex or telecopser Each party
shall have the ngin to change its addrams &t any tiune, and from ame t© ame, by giving wricen aotice theread to all ocher partes.

ARTICLE Xm.
TERM OF AGREEMENT

This agreement shall remain ia full force and effect a3 10 the ol and gas lenses andiar o and gas interests subpct hereto for the
penad of ume swiscred below: provided, however, no party hereto shall ever be construed as having any ngit, nde or interest in of 10 any
lexse or ol and gus mterem coneridweed by any other party beyond the term of the agreement.

T Option No 2 In the event the well dexcnbed 1 Artcle V1A or iy wharquent wed drlled undar any provuion o 'his
sgreement, rewaits i praducnon of ol andior gas i paying quantities. this agreement shall contnue @ force 10 long & anv such s el r
wells praduce. of are capable of production. snd for an sddinonal prrad of 120 deys from cemsaon of all production peon ced
however. d. pnar to the espwaton of such additonal periad. one or more of the parnes hereso are engaged i dniling. reworting errem
Q. pluggng Dack. (Mg aF JtEMpting 10 complete & well or wells hereunder. (hg agreevment Aall contmue w lorce unul wh evd
11003 Rave tewn compiened and d producton rewles thereirom. (Nis aareement thall contaue & arce @ proveded heven In (he oo "e
well dewcribed i Arxcle VI A . or sty wihequent well dnilied Mereunder. resuies w 3 dry hole, and ne other well 8 praducine X Lrutie
ol pvaduning ol «ndior gas trom the Conerart Ares. the agreement \hall termensee unirs dnlling. deeprmng. plugging dal € rcs
g oprestons e commenced v 28 days lrom Uve dase of sbendonment of wed well o

-

It 19 sgrend. Nowever. (At N ermansess of the sgreement Yl AQ rebzs 2y ety Reorees from sy “ubiiy Alah Tu
acrued of stxhed prar 10 e 4o of warh (YRR R, J
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ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

-~

A. Laws, Regulations and Orders: ;

This agreement shall be subject t0 the conservauon laws of the state w1 which the Contract Area is locuted. to the vaid ries.
regulations, and orders of any duly constituted regulatory body of said state; and to all other applicable federal. state. und ioca. laws. e
dinances, rules, regulauons, and orders.

B. Governing Law:

This agreement and all matters pertaining hereto. including, but not limited to. matters of pertormance. non pertormance. ore.. .
remedies, procedures, rights, duties and interpretation or conswruction, shall be governed and determined by the law of the stz 10 7 ich
the Contract Area is located. If the Contract Area is in two or more states, the law of the state of __New Mexico

shall govern.

C. Regulatory Agencies:

Nothing herein contained shall grant, or be construed to grant, Operator the right or authority to waive or relesse inv r:zhos,
privileges, or obligations which Non-Operators mdy have under federal or state laws or under rules. regulations or orders promuigai=d
under such laws in reference to oil, gas and mineral operations, including the location. operation, or production ot wells. an tracts ortset
ung or adjacent to the Contract Area.

With respect to operations hereunder, Non-Operators agree 0 release Operator from any and Jll losses. dumuses, injuries. Jlums
and causes of action arising out of, incident to or resulting directly or indirectly from Operator’s interpretaton ur apriic.non of ruies.
rulings. regulations or orders uf the Department of Energy or predecessor ur successor agencies to the extent such \ate-poor:uon o >
plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amourts spplicable = wach N\
Operator's share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect inr-r; = .1+ ¢
application. together with interest und penalties thereon owing by Operator as a result of such incorrect interprewation or o+ (oo

Non-Operators authorize Operator to prepare and submit such documents is may be required to be submitted to (ne purihiv s
of any crude oi! ~old hereunder or to any other person or entity pursuant to the requirements of the ~*Crude Ol Windfall Prone Tax 2.
of 1990°". as same may be umended from ume to nme (" Act’ "), and any vahd regulatkens or rules which muy Lo issued by the Treasus
Department from time to ume pursuant to suid Act. Each party hereto aurces 1o furnish any and ail cernficauons or ther ateein, -

#hich is required to be turnished by satd Act in 4 umely manner und in sutficient detal to permit compliance with <aul A

ARTICLE XV.
OTHER PROVISIONS

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



- ARTICLE XV
OTHER PROVISIONS
A. REWORKING OPERATIONS

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

B. NONDISCRIMINATION

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

all rules, regqulations and relevant orders of the Secretary of
Labor.

C. COVENANTS RUN WITH THE LAND

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

O. LAWS AND REGULATIONS

All of the provisions of this agreeament are expressly subject
to all applicable laws, orders, rules and requlations of any
governmental body or agency having jurisdiction in the preaisas,
and all operations contemplated hereby shall be conducted 1n
conformity therewith. Any provision of this agreesment which .s
inconsistent with any such lawvs, orders, rules Or regulations .s
hereby modified so as to conform therewith, and this agreement, as
so modified, shall continue in full force and effect.

€. PRIORITY OF OPERATIONS

If at any tise there is more than one operation proposed .n
. connection with any vell subject to this agreement, then unless all
participating parties aqgree on the sequence of such operat.ons,
such proposals shall be considered and disposed of 1n the followirg
order of priority:

Proposals %o do additional testing, coring or log9qing.
Proposals to attempt a completicn i1n the objective :cre
Prcposals =0 plug rack and attespt completions e
sha.i.cwer :Znes, .n ascending order.

— s
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4, Proposals to side-tract the well to reach any zone not
below the original authorized objective.
5. Proposals to deepen the well, in descending order.

F. REGULATORY PROVISIONS

1. Gaseous Hydrocarbons:

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

2. Liquid Hydrocarbons:

Non-Operators hereby authorize Operator to file with the
purchaser of crude oil or other liquid hydrocarbons or with any .
other person required by law, any statement or certification
required by the Crude 0il Windfall Profit Tax Act, the Emergency
Petroleum Allocation Act of 1973, the Energy Policy and
Conservation Act or by any rule, regulation or order issued
thersunder or by any other law, rule, or regulation relating to the
pricing of crude oil and other liquid hydrocarbons or the taxaticn
thereof. To the extent that Operator may by law be authorized to
do so, Non-Operators hereby authorize Operator to agree with any
purchaser to relieve Operator (in whole or in part as Operator may
determine) of any filing or certification requirements. In making
any filing or certification with any purchaser of crude oil or
other liquid hydrocarbons, each Non-Operator shall be solely
responsible for furnishing to Operator or such purchaser or any
other person required by lav any exeaption certificate, independent
producer certificate or any other evidence required by law to
entitle Non-Operator to a higher price for the sale of his
production or for a lover rate of windfall profit or other excise
tax thereon, and upon a Non-Operator’s failure to furnish the sanme,
Operator shall certify to such purchaser for such Non-Operator'’s
interest the lower price and/or higher rate of tax. Operator shall
have no duty to seek any refunds on behalf of any Non-Operator of
any overpayment of any windfall profit or excise tax to which any
Non-Operator may be entitled by law.

3. Refunds:

In the event any Non-Operator receives a greater sum for the
sale of its share of production than that to which such Non-
Operator is entitled, such Non-Operator shall promptly refund any
eXCess Sums SO collected to the person entitled thereto together
with any interest thereon required by law. In the event Operator
is required for any reason to make any such refund on any Non-
Operator’s behalf and such Non-Operator refuses upon Operator'’s
request tO reimburse Operator for the amount s0 paid, then
Operator, in addition to any other rights or resedies which it nay
have as & result of saking such refund, (i) shall have tha i.en
provided by Article VII.BS. to secure such reimbursesent and (1.1)
shall be authorized to collect fros Non-Operator’s purchaser of
production all revenues attributable to Non-Operator’s share of
production until the full amount required to be paid or refunded by
Non-Operator has been recovered.

4. Cperator's Liability:

Cperator shall use .ts test )judgment 1n making any of ~ne
filings and Cert.f.cations referred %o .nder Paraqraph ! ard .

WPl 71-2



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

G. OPERATOR PROTECTION

1. Assignment:

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

2. Attorneys Fees:

In the event any party hereto shall ever be required to bring
legal proceedings in order to collect any sums due froam any party
under this Agreement, then party or parties shall also be entitled
to recover all court costs, costs of collection and a reasonablae

attorney’'s fee, which the lien provided for herein shall also
secCure.

H. PERPETUITIES

It is not the intent of the parties that any provision herein
violate any applicable lav regarding the rule against perpetuities,
the suspension of the absolute pover of alienation or other rule
regarding the vesting or duration of estates, and this agreement
shall be construed as not violating such rule to the extent the
same can be 80 construed consistent vith the intent of the parties.
In the event, hovever, any provision hereof is determined <o
violate such rule, then such provision shall nevertheless ve
effective for the maximum period (but no longer than the maxizunm
period) permitted by such rule which vill result in no violation.

I. NO THIRD-PARTY SENEFICIARY CONTRACT

This Agreesent 1s made solely for the benefit of those persons
«ho are parties hereto (including those persons succeeding to all
ot part of the interest of an original pacty if such succession .s
recoan.zed under the other provisions hereof), and no other gerscn



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

J. OPERATOR’S REOﬁGANIZATION AND STATUS CHANGE

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

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

the Contract Area or if it owns a carried or reversionary working
interest in the Contract Area.

K. OVERHEAD RATE ADJUSTMENT PROVISIONS

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

Non-Operator by written notice to Operator within said thirty-day
period shall do either of the following:

(a) Object to the proposed rates on the basis the same does
not represent the prevailing rate as aforesaid. In such
event, the parties shall atteapt to agree upon such

prevailing rates, failing which such rates shall be
determined by law.

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

unless the existing Operator shall agree to operate at
such lesser rate.

Any new rates established pursuant to this provision shall be
subject to adjustment in the sanner provided by Section III.1l.A.(3)
of the Accounting Procedure, but othervise the procedure set out 1n

these provisions shall not be exercised on a gresater frequency than
once each twvelve months.

L. BANKRUPTCY

If, folloving the granting of relief under the Bankruptcy Code
to any party hereto as debtor thereunder, this Agreement should be
held to be an executory contract vithin the meaning of 11 U.S5.C.
§3¢3, then the Operator, or (if the Operator is the debtor .i.n
bankruptcy) any other party, shall be entitled to a determination
by debtor or any trustee for debtor within thirty (10) days froa
the date an order for relief is entered under the Bankruptcy Code
as to the rejectlion or assumption of this Operating Agreesent. in
the event of an assumption, Operator or said other party shall re
entitled to adequate assurances as to future perforsance ot

debtor‘s obligation hereunder and the protection of the interest of
all other parties.

WPl Y-
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ARTICLE XVL.

MISCELLANEOUS
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legal representatives, suctessors and assigns.

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

IN WITNESS WHEREOF, this agreement shail be effective as of

day of

19_93

OPERATOR

NON-OPERATORS

Skipper Hamilton, Inc.

By:

By: "

Title:

Yates Petroleum Company
By:

Title:

Yates Drilling Company

By:

Title:

Myco Industries, Inc.

By:

Title:

ABO Petroleum Corp.

By:

Ticle:

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

Managing G*naral Partner

UM g e '
A BN
.

e s

T.S. Patker, Attorney-in-Fact

Donahoe 0il & Gas Company

By:

=

APPROVED

Title:

Greystone Corporation
Bys

Title:




ACKNOWLEDGMENTS

STATE OF TEXAS )

)
COUNTY OF MIDLAND )

This instrument was ackKnowledged before me this 24th day of

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

DOt Bl D it DB B i o o rbbossssnl /—%fﬂ )
ar : Sandra Lavers \ l(J/L(AJ Wt

Notary Public, State of Texas - ‘N'otary Public, State of Texas
My Commission Expires 7-30-94

.............

P2 A AR A A0 4 A ddd

Lo ad



EXHIBIT "A"

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

1

I. LANDS SUBJECT TO THIS AGREEMENT:

Township 22 South of Range 24 East, NMPM

Section 5: ALL

Containing 692.88 acres

Eddy County, New Mexico
II. DEPTH RESTRICTIONS

There are no depth restrictions.

ITII. FRACTIONAL INTERESTS OF THE PARTIES TO THIS AGREEMENT:

GW1

Donahoe 011 & Gas Co. Et Al 18.19052%
Skipper Hamilton 9.42270%
Greystone Corporation 3.76900%
Yates Petroleum Corporation .23092%
Yates Drilling Company 1.84736%
ABO Petroleum Corporation 1.847362
Myco Industries, Inc. 1.847362
Santa Fe Energy Operating Partners, L.P. 62,84478%

100.00000%

IV. OIL AND GAS LEASE SUBJECT TO THIS AGREEMENT:

A. Federal 01l and Gas Lease # 3¥M-81217, dated April 1, 1989 by
and between USA as Lessor and Donahoe 01l & Gas Company, as
Lessee and covering Lots 1 through 4 inclusive and the S/2
NW/4, SB/4 NE/&, S/2 of Section S, Towmship 22 South, Range
24 Bast, NMPM Eddy County, New Mexico containing 652.88 acres.

B. PFederal 01l and Gas Lease # NM-78214 dated December 1, 1988,
by and between the USA as Lessor and Yates Petroleum Corporation
a8 Lessee and insofar only as said Lease covers the SW/4 of NE/4
of Section 3, Township 22 South, Range 24 East, N.M.P.M., Eddy
County, New Mexico containing 40.00 acres.

V. ADDRESSES OF PARTIES FOR NOTICE PURPOSES:

Donahoe 011 & Gas Company Greystone Corporation
3550 North Central Ave. P.0. Box 11390

Suice 1720 Phoenix, Az 85060
Phoenix, As 835012 (602) 955-7337

(602) 266-0370

Skipper Hamilton, Inc. Yates Drilling Company
6402 ™ 107 Yates Petroleum Company
M{dland, Texas 79701 Myco Industies, [nc.
(913) 684-7236 ABO Petroleum Corp.

109 South Fourth Street
Artesia, NM 88210
(S0%) 748-1471



EXHIBIT "B"

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

June 22, 1993 -y by and between _Santa Fe Energy Operating
_Partners. L.P. ~_, as Operator and Donahoe 01l
—& Cas Company. et 3l ,» as Non-Operators

OMITTED
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EXHIBIT “c”

Attached to and madeapirt of . that certain Operating Agreement dated June 22, 1993

W anty Fe-Fpergy Operating Partners, 1. P as Operator, and

Donahoe 0il & Gas Company et alg as Non-Operators

1.

(£
H

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

Definitions -

f‘Joint P;rez:iperty" shall mean the real and personal property subject to the agreement to which this Accounting Procedure
IS attac .

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

“Joint Account” shall mean the. account showing the charges paid and credits received in the conduct of the Joint Opera-
tions and which are to be shared by the Parties.

“Operator” shall mean the party designated to conduct the Joint Operations.

“Non-Operators” shall mean the Parties to this agreement other than the Operator.

“Parties” shall mean Operator and Non-Operators.

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

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
“Controilable Material” shall mean Material which at the time is so classified in the Material Classification Manual as
most recently recommended by the Council of Petroleum Accountants Societies.

Statement and Billings

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

Advances and Payments by Non-Operators
chicey (30)

A.  Unless utherwise provided for in the agreement. the Operator may require the Non-Operators ta advance their
hare uf extimated cash outlay for the succeeding month’s operation within Gfmeocki days after receipt of the tnll-
ing or by the first day of the month for which the advance is required. whichever is later. Operator shall adjust rach
munthiy billing to refllect advances received from the Non-Operators.

chirey (30) .

it Fach Nuna-Operator ~hall pay its proportion of all tnllx within ftomxd®t days alter receipt. If pavment -~ "ot mle

within such hime. the unpaid balance shall bear interest monthly at the prime rate in effect at _The Chase

an the first day of the munth in which delinquency occurs plus 2% ur the M. um
vonteact rute permitted by the applicable usury laws in the ~tate 1n which the Joint Praperty is locuted. vnomen s
i~ the lesser. plus atweney's fees. court costs. and uther vusts 1n connection with the vollection of unpait v, -

Adjustments

1I"as ment uf any such hills <hall not prejudice the right of any Non-(Jperator W0 Protest 0F QUeLION the currvc e "™ e
providend. huweser. all bills and statements rendered W Non-Operators by (persior dunng any calendar voar om0
Ausively be presumed 10 be true and correct after twenty-four 123) months following the end of any ~uth cavmiwr - ar
unlima within (N ~aid twenty-lour 124) moath period a Noa-()perator Lakes writien exception therewn and mancs . 0 0
pweawe for uljustment No adjustment favorabile (o ()perator <hall be made uniess it 13 made within the ~ume joro - m el
jweial [he panisans of s paragrasph shall not prevent adjustments resulting from a phy~ical inventors 1 7 e
Material w provided fue ia Section V.

COPYRIGHT® 1953 by the Council of Petroleum Accountants Societies
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A. A Non-Operator. upon notice in writing to.Operator and all other Non-Operators, shall have the right to audit Opera-
tor's accounts and records relating to the Joint Account for any calendar year within the twenty-four 124) month
period following the end of such calendar year; provided, however. the making of an audit shall not extend the time
for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this Section
[. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort 10 conduct a
joint audit in a manner which wiil result in a minimum of inconvenience to the Operator. Operator shall bear no por-
tion of the Non-Operators’ audit cost incurred under this paragraph unless agreed to by the Operator. The audits
shall not be conducted more than once each year without prior approval of Operator, except upon the resignation or
removal of the Operator. and shall be made at the expense of those Non-Operators approving such audit.

5. Audits

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

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

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

II. DIRECT CHARGES
Operator shall charge the Joint Account with the following items:
1. Ecological and Environmental
Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy environ-
mental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archaeological
nature and pollution control procedures as required by applicable laws and regulations.
2. Rentals and Royalties
Lease rentals and royalties paid by Operator for the Joint Operations.

3. Labor

A. (1) Salaries and wages of Operator’s field employees directly employed on the Joint Property in the conduct of Joint
Operations. a

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

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

13) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly emploved
in the operation of the Joint Property if such charges are excluded {rom the overhead rates.

B. tperator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to entpiuvy ves
whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section [{. Such costs under
this Paragraph {B may be charged on a “when and as paid basis™ or by "percentage assessment” on the amount »f
<alaries and wiyes chargeable W the Joint Account under Paragraph 1A of this Section [1. [f percentage usses-ment
i+ used. Lthe rute shall be based un the Operator's cust experience.

(. Fxpenditures or contributions made pursuant t issexsments impused by governmental authoeity which are appli nie
to Operator’s costs chargeable o the Joint Account under Paragraphs 1A and 3B of this Section (1.

D Peraonal Fxpenses of thuse employees whose ~alaries i wayes are chargeable o the Joint Account under e 0
1A of this Section L.

4. FEmployee Renelils

Oprerator's current conta of extablished plans for emplovees griup hfe insurance. honpitalization. peasion. retree s
purchase. theift. tunus. and other benefit plans of a Like nature applicable W (peratoe's laboe cust charygeable X
! Acruunt under Pararaphs 1A aml 1B of this Sevtion 11 Rl te Operawe's atusl vost it 0 evcand the jeeroe

v recummenided by the Council of Petroleum Accountants Societies,

3 Material
Mateeral purchamsd oe fTurnished by Operawe fue use on the Jinnt PProperty as provuled under Sation [V Only e M7
) Aall e puechasest for e triaslerrml W the Junt P'rmpeety as may le Aeuiral lof immediate use and s recsr e 0 00
' sk coasistert At efficient and aovaomieal operations The accumadation of syeplus stovks ~haill be et
] lranspurtstion
f v L, et n f. v o cad \'_;h'fl_ﬂ R NTA e, | g ";l et higt “l"]“( tis tRe {"H"“ 'L
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B. If surplus Material is moved to Operator’s warehouse or other storage point. no charge shall be made to the Joint Ac-
count for a distance greater than the distance to the nearest reliable supply store where like material is normally
available, or railway receiving point nearest the Joint Property unless agreed to by the Parties. No charge shall be
made to the Joint Accolint for moving Material to other properties belonging to Operator. unless agreed to by the
Parties. ”

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

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph
10 of Section II and Paragraph i. ii. and iii, of Section IIl. The cost of professional consultant services and contract ser-
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from the overhead rates.
The cost of professional consultant services or contract services of technical personnel not directly engaged on the Joint
Property shall not be charged to the Joint Accourt unless previously agreed w0 by the Parties.

Equipment and Facilities Furnished By Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs. other operating expense.
insurance. taxes. depreciati?r% and interest on gross investment less accumulated depreciation not to exceed
_twelve  percent (__Ll2 %) per annum. Such rates shall not exceed average commercial rates cu rrently pre-
vailing in the immediate area of the Joint Property.

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

Damages and Losses to Joint Property

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

Legal Expense

Expense of handling. investigating and settling litigation or claims. discharging of liens, payment of judgements and
amounts paid for settlement of ciaims incurred in or resulting (rom operations under the agreement or necessary (o protect
ar recover the .Inint Property. except that no charge for services of Operator’s legal <taff or fees or expense of sut-ide atinre-
nevs shall be made unless previously agreed to by the Parties. All other legal expense is considered to be vovered hy the
overhead provisions of Section [I] unless otherwise agreed to by the Parties. except as provided in Section I. Puraurupn
3.

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property. the operatiun theret
ar the production theewfrom. and which taxes have been piid Ly the (perator for the benefit of the Parties [ the .l .. o
rem taxes are hased in whole or in part upon separate valuations of euch party’s working interest. then nolwith~tar g
anmvthing o the contrary herein. charges W the Joint Account shall be made and paid by the Parties hereto in scvirin «
with the tax value wenerated by each party’s working interest.

Insurance

Net premiums pad foe insurance required to be carrted for the loint Operations for Lhe protection of the ' oo !
crent foint Operstions are conducted 10 3 ~tate in which Operator may act as ell-inasurer for Worker's Com e v

or Emplosers Liabnhity under the respective state's laws Uperator may at its election. include the risk i
insurance peogram and 1n that event. Dperator ~hall include o charge at Operator’s cost not o exvem) nana s

\bandonment and Reclamation
Conts incuremt foe thanduament of the Jmint Peaperty inctuding costs rerpiieet by goveramental or otmee o

aulhurtity.

{ nenmunu ations

Uit of wopneing leasing instailing. operating. repairing and mamtamag communcaliod svstems ae o0
e v ohiies ety ey ing the ot Progeetsy In the cvent communincation facihilies svstems or v
Po vre o b ereer catel o pdes L the Laant Neeomnt Aol Ve Avehe s prosidest s Paragrap s o om s

Dther P ypeniitures
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III. OVERHEAD
Z Vs

1.  Overhead - Drilling and.Producing Operations

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

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

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

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

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

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

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

A. Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate $ __3:200.00
{Prorated for less than a full month)

Producing Well Rate § 520,00
12) Application of Overhead - Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate

(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date the drill-
ing rig. completion rig, or nther units used in completion of the well is released, whichever i5 later. except
that no charge shall be made during suspension of drilling or completion operations for fifteen (15 or
more consecutive calendar days.

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

tb) Producing Well Rates

(1) An active well either produced or injected into for any portion of the month shail be considered a~ 4 ne-
well charge for the entire month.

12) Fach active completion in a multi-completed well in which production is not commingled down roie N
e considered as A one-well charge pros iding cach completion 1s considered a eparate well by the wovern:
iny regrulatory authority.

G4 AR nactive was well shut in because of overpraduction ae failure of purchaser to take the produc .~ -
be vonudered as 4 vne-well charge prosuding the was well 1s directly connected 0 4 permanest - o~
outlet.

(1 \ une-well charge shall be mule for the munth in which plugmng and abandonment operat.ns .7
pletend un any well. This one-well charwe ~hall be muie whether or nt the well has prosducc b v
derthing well rale applien.

19 A other inactive wells including but st Limited W inactive wells covered by unit allus e o '
Jlle. translerred alluw able. et ) ~hall not yualily fur an uverhead charge.

Vi IR well pates shall te sljustent as of the fimg day of Apeit each veur following the effective date alime ot
e VAR this \etnunting Prawdure 1+ attached. The uljustment <hall be cumputed by Multiplyryg e 7 F
fortiv o e by TR [P ALEe (ACP e of i P A TR er e wesily exrnings ol Cende Porr o o
[ralin t oo Warhers for the Last calendar vear comparel to the calendar vear preveding as -noa

(vt sy aemigs of Urende Peteaieum gl Coas Proaluc bin Waoekers 4 prublished b ine b
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- Percent(___ " of the cost of development of the Joint Property exclusive of costs provided
under Paragriph 10 of Section [land all salvage credits.

(a) Development

{b) Operating

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

Paragraphs 2 and 10 of Section I, all salvage credits, the value of injected substances purchased for secondary
recovery and all taxes and assessments which are levied, assessed and paid upon the mineral interest in angd
to the Joint Property.

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

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section [[I, development
shall include all costs in connection with drilling, redrilling. deepening, or any remedial operations on any or ail
wells involving the use of drilling rig and crew capable of drilling to the producing interval on the Joint Prop-
erty: also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning
when the well is not completed as a producer. and original cost of construction or installation of fixed assets. the
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction as
defined in Paragraph 2 of this Section III. All other costs shall be considered as operating.

Overhead - Major Construction

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

A. 3 %of first $100.000 or total cost if less. plus
2
B.

1
Co % of costs in excess of $1.000.000.

% of costs in excess of $100.000 but less than 31.000.000. plus

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

Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
to oil spill, blowout. explosion. fire, storm, hurricane. or other catastrophes as agreed to by the Parties, which are necessary
w restore the Joint Property to the equivalent condition that existed prior 0 the event causing the expenditures. Operator
shall either negotiate a rate prior t0 charging the Joint Account or shall charge the Joint Account for overhead bused on
the following rates:

A. 35 % of total costs through $100,000: plus
8. 2 _%of total costs in excess of $100.000 but less than $1.000.000: plus
¢ __l___ % of total costs in excess of $1.000.000.

F.xpenditures subject to the overheads above will not be reduced by insurance recoveries. and no other cverhead ;.roni-
sions of this Section [T shall apply.

Amendment of Rates

The merhead rates provided for in this Section Il may be umended from time o time unly by mutual agreement vt veen
the Parties hereto if. in practice. the rates are found tu be insulficient ur excessive,

V. PRICING OF JOINT ACCOUNT MATERIAL PURCHASEN, TRANSFERS AND DINPOSITIONS

. Operawe s respunaible foe Joint Account Material and <hall aiake peopee and timely charges and credits foe il Moo
\ nrents alfecting the Jorat Propeety Opeeatue shall pros e ol Matcriad for use on the Juint Property: howeso- o
aption. such Material may be supplied by the Nua-Operatar Operistor ~hail make Limely dixpisition of wile
Material. such dispumal being maule either throuxh ~ale tu Opreritor or Nua-Operatoe. division 1 kind. e -
Operator may purchase hut <hall be under no vbligatiun W purchase. interest of Noa-Operators 1n ~urplus
Material The dispumal of surplus Uonteollable Material not purchasad by the Operatwe ~hall be agreed to by the 170

T
st

Purchases

Moater d parc Rl <Rl be o Margel at the geice pank by Operator after deduction of ol discounts recee o

Moatore i '-'lﬂn[ tor T -h-fu-\ Live of Potaraesl to veridor f'lf FY. 1Y -(h(‘f (R ILAEY reniit ‘"J“ ! l'.h~r" e .
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A. New Material (Condition A)

iy

(1) Tubular Goods Other than Line Pipe .

-
rd

(a) Tubular goods. sized 2% inches OD and larger. except line pipe. shall be priced at Eastern mill published
carload base prices effective as of date of movement plus transportation cost using the 30.000 pound carload
weight basis to the railway receiving point nearest the Joint Property for which published rail rates for
tubular goods exist. [f the 80,000 pound rail rate is not offered. the 70.000 pound or 90.000 pound rail rate
gmsy be used. Freight charges for tubing will be calculated from Lorain, Ohio and casing from Youngstown.

io.

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

(c) Special end finish tubular goods shall be priced at the lowest published out-of-stock price. f.0.b. Houston.
Texas. plus transportation cost, using Oil Field Haulers Association interstate 30.000 pound truck rate. to
the railway receiving point nearest the Joint Property.

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

{2) Line Pipe \

(a) Line pipe movements (except size 24 inch OD and larger with walls ¥ inch and over) 30.000 pounds or more
shall be priced under provisions of tubular goods pricing in Paragraph A.i1Xa) as provided above. Freight
charges shall be calculated from Lorain, Ohio.

{b) Line pipe movements (except size 24 inch OD and larger with walils 3 inch and over) less than 30.000 pounds
shall be priced at Eastern mill published carload base prices effective as of date of shipment, plus 20 percent,
plus transportation costs based on freight rates as set forth under provisions of tubular goods pricing in Pura-
graph A.(1Ka) as provided above. Freight charges shall be calculated from Lorain. Ohio.

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

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

) t)ther Material shall be priced at the current new price. in effect at date of movement. as listed by a reliable <upplv

store nearest the Joint Property. or point of manufacture. pius transportation costs, if applicable, to the railway
receiving point nearest the Joint Property.

141 Unused new Matarial, except tubular goods. moved from the Joint Property shall be priced at the current new
price. in effect on date of movement. as listed by a reliable supply store nearest the Joint Property. ur point of
manufacture, plus transportation costs, if applicable. to the railway receiving point nearext the Jaint Propern
Unused new tubulars will be priced as provided above in Paragraph 2 A (1) and 12).

tioud Used Muterial (Condition B)

Material in saund and serviceable condition and suitable for reuse without reconditinning:
(1) Material moved o the Joint Pruperty

AL ~eventy-five percent (75% of current new price. as determined by Paragraph A.
12) Materral used 0n and moved from the Juint Property

1a) AU wrenty-live percent (T5%) uf current new price . determined by Paragraph Ao Maternad o v
Rarged 0 the Juint Account as new Materiad or

(AL sixty-Tive pervent IR3%) of current new price. 4s Jdeteemined by Paragraph Ao of Materiad o0 - 0
charped o the Juint Accuunt as used Material

10 Muaterial nut used va and mosed from the Joint Prperty
AL rventy live perceat 17500 of current new peice as determined Ly Paragraph A.
[he cont of rinuaditiuaing of aav SNall e ah~ortend by the Lranslerring property
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{2) Condition D

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

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

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

(3) Condition E

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

D. Obsolete Material

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

E. Pricing Conditions

(1) Loading or unioading costs may be charged to the Joint Account at the rate of twenty-five cents (25¢) per hundred
weight on all tubular goods movements. in lieu of actual loading or unloading costs sustained at the stocking
point. The above rate shall be adjusted as of the first day of April each year following January 1. 1985 by the same
percentage increase or decrease used to adjust overhead rates in Section [I[, Paragraph 1.A(3). Each vear. the
rate calculated shail be rounded to the nearest cent and shall be the rate in effect until the first day of April next
vear. Such rate shall be published each year by the Council of Petroleum Accountants Societies.

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

1. Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies. strikes or otrer
unusual causes over which the Operator has no control. the Operator may charge the Joint Account for the required
Material at the Operator's actual cost incurred in providing such Material. in making it suitable for use. and in movirg
it to the .Juint Property: provided notice in writing is furnished to Non-Operators of the proposed charge prior 1o biiling
Non-Operators for such Material. Each Non-Operator shall have the right. by so electing and notifying Operator v.thin
ten days after receiving notice from Operator. to furnish in kind all or part of his share of such Material suitadie for se
and acceptable to Uperator.

1. Warranty of Material Furnished By Operator

perator does not warrant the Material furnished. [n vuse of defective Material. credit shall not be passed w ke I ~t
Accuunt until adjustment has been received by Operator from the manufacturers or their agents.

V. INVENTORIES

[he Operator ~hall maintiun detailed recards of Uontrnilable Muterial,
I. Periodic Inventories. Notice and Representation

VL reasonable intervals. inventortes ~hall be taken hy Operator of the fTmnt Account Controllable Matertal Wrotten
Af intention to take inventory ~hall be given by Operitor at feast thirty Cih days before any inventory - o ooz 0 -
Noe Upmeritors may be representeal when any aventors s tiken Fature of Noa-Operators to be representet o

ey <hadl tind Noa-Gperators to accept the inventuey cahen b Operator.

2. Reconcilistion and Adjustment of [aventories

Vdjustmenta tu the Tt Accuunt resultiag from the recnnclation of a4 physical inventoey <hall e oo
awinths follow 1nyg the taking of the inventey [aventoey whjustments shall te made by Operitur to the .
averages and <hertage. but, Operator shall be Reld awconntabile only foe <hortages due to tack ol reasena

1 special Inventaries

Stat gl menwres may b Lihen wheneser there s any wile change of interent. of change of Operatue 0 'ry
L - it tee the duty of the party sething to aotily il oiher Parties o quickly as jaraible alter the transfor

e A s R tes Panth the wellee il the prurchaser hall dee Onerrm) by ol inveatuey A s s 2
[oparr itar b Paetas <hall be guveeae) Uy cuch inventaes
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EXHTBIT "D"
INSURANCE

-

Attached hereto- and made a part of that certain Operating

Agreement dated Iune 22 1993 , by and between
Santa Fe Energy Operating Partners, L.P. , as Cperator and
——Donahoe O41 & Cas Company, er al ., as Non-Operators

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

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

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

Liability coverage and shall include Products Liability and Completed
Operations coverage.

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

(d) Insurance coverage of the types and amounts as set out 1in
subsections (a), ‘(b) and (c) hereinabove on subcontractors, service
companies, and all others who may have been engaged, contracted with, or
otherwise employed by Operator in the performance of this Agreement with
such insurance coverage to cover the subcontractors, service companies, or
others so employed and all of their employees, except that Operator may
require each such subcontractor, service company, oOr other person or
organization to provide his, its or their own insurance coverage of the
types and in the amounts specified hereinabove, and such person or
organization, under such circunstances, shall furnish to Operator
Certificates of Insurance as evidence of such insurance coverage.



EXHIBIT "E"

Attached to and made a part of that certain Operating

e

Agreement dated ___June 22 , 1993
Between Santa Fe Energy Operating Partpers, L.P,, as Operator
And Donahoe 0il & Gas Company et al » a8 Non-Operators

GAS STORAGE AND BALANCING AGREEMENT
1. In accordance with the terms of the Operating Agreement, each Party thereto
has the right to take its share of gas produced from lands subject to said Operating
Agreement and market the same. In the event any of the Parties hereto is not at any time
taking or marketing its share of gas or has contracted to sell its share of gas produced to
a purchaser which does not at any time while this Agreement is in effect take the full
share of gas attributable to the interest of such Party, the terms of this Agreement shall

automatically become effective.

2. During the: period or periods when any Party hereto has no market for all of
its share of gas produced or its purchaser does not take its full share of gas produced, the
other Parties shall be e_:.\titled to produce each month one hundred percent (100%) of the
allowable assigned or in the absence of an assigned allowable the maximum production
capacity and shall be entitled to take and deliver to its or their purchaser such gas
production; provided, however, no party shall be entitled to produce, own and dispose of
each month more than three hundred percent (300%) of its share of the allowable or
maximum production capacity as the case may be, unless it has gas in storage. All
Parties hereto shall share in and own the liquid hydrocarbons recovered from such gas by
lease equipment in accordance with their respective interests and subject to the Operating
Agreement, but the Party or Parties taking such gas shall own all of such gas delivered 0

its or their purchaser.

3. On a cumulauve basis, each party not aking or marketng its full share ot ‘ne

gas produced shall be credited with gas n storage equal to its full share of he gis

FWwPIgaAL)



oroduced under this Agreement, less its share of gas used in lease operations, vented or
lost, and less that portion such Party took or delivered to its purchaser. The Operator (as
that term 1s defigéd in the Operagng Agreement) will maintain a current account of the
gas balance between the Parties and will furnish all Parties hereto monthly statements
showing the total quantity of gas produced, the amount used in lease operations, vented

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

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

4. At all times while gas is produced, each Party hereto will make settlement
with the respective royalty owners to whom it is accountable, just as if each Party were
taking or delivering to a purchaser its share, and its share only, of such gas production
exclusive of gas used in lease operations, vented or lost. Each Party hereto agrees to
hold each other Party harmless from any and all claims for royalty payments asserted by
royalty owners to whom each Party is accountable. The term "royalty owner" shall
include owners of royalty, overriding royalties, production payments and similar

interests.

5. After notice to the Operator, any Party which has gas in storage pursuan: to
the terms hereof at any time may begin taking or delivering to its purchaser its full share
of the gas produced less such Party's share of gas used in operations, vented or lost. [n
addition to such share, each Party including the Operator, until it has recovered its gas in
storage and balanced the gas account as to its interest, shall be entitled to take or deliver
to its purchaser a share of gas determined by multiplying S0% of the interest in the
current gas production of the Party or Parties without gas in storage by a fraction, the
numerator of which is the interest of such party with gas in storage and the denominator
of which is the total percentage interest of all Parties with gas in storage currenty taking

or delivenng to a purchaser.

6. Each Panty producing and taking or delivenng gas to its purchaser shall pay

iny and all production axes due on such gas.

EMWP X9y



7. Nothing herein shall be construed to deny any party the right from time to
time, to prbduce and take or delivef to its purchaser its full share of the gas production ‘o

meet the deliverability tests required by its purchaser.

8. Should production of gas be permanently discontinued before the gas account
is balanced, settlement will be made within sixty (60) days between the underproduced
and overproduced Parties. In making such settlement, the underproduced Party or Parties
will be paid a sum of money by the overproduced Party or Parties attributable to the
overproduction which said overproduced Party received, less applicable taxes theretofore
paid, at the applicable prices over the term of delivery for a volume of gas equal to that
for which settlement is made. The price basis shall be the rate collected from time to
time, which is not subject to possible refund, as provided by the Federal Energy
Regulatory Commission pursuant to final order or settlement applicable to the gas solely,
plus any additional collected amount which is not ultimately required by said Commission
to be refunded, such additional collected amount to be accounted for at such time as final
determination is made with respect thereto. The operator shall have no liability with
respect to the correctness of the funds received by it from any overproduced party or on
account of the failure of any overproduced party (other than Operator if it is

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

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

the Operating Agreement.

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

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

11 Notwithsanding anything contuned herein to the contrary, no Party shall have
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the right to produce more than its proportionate share of Ultimate Recoverable Reserves
from any separate completion in each well without the consent of all other Parties having
working i-nterest_s:ih such completion. As used herein, the term "Ultimate Recoverable
Reserves” is defined as the sum of cumulative production to date together with estimated
quantities of natural gas which geological and engineering data indicate to be recoverable
in future years from a completion in a particular well under existing and anticipated
economic and operation conditions, as such quantities may be from time to time revised.
Operator shall be responsible for determining the Ultimate Recoverable Reserves
attributable to each separate completion and shall advise each of the non-operators of its
determination from time to time as such determination is made, but no less frequently
than once every twelve (12) months. For a period of thirty (30) days following mailing
of a notice of determination, Non-Operators may submit to Operator proposed
adjustments to such reserve determination which Operator may accept or reject, and any
revision by Operator shall be made with said thirty (30) day period. Operator's
determination, however, shall be final unless within thirty (30) days after mailing to Non-
Operators of any such reserve determination or a revision thereof, Non-Operators
comprising not less than fifty percent (50%) of the working interest in the completion
zone for which the determination is made request an independent determination of
reserves. If such a request is made, then such reserves for such completion zone shall be
determined by an independent reservoir engineering consulting firm acceptable to a
majority of working interest owners, and the cost of such independent determination shall
be charged to the joint account.

At such time as a Party had produced eighty percent (80%) of its proportionate
share of Ultimate Recoverable Reserves, such Party may make no further sales ol gas
production from such completion zone which will not be in balancing with the sales of
other Parties without Operator's consent. Operator may refuse to consent 1o out of
balance sales unul the Party desinng to sell has furnished Operator with adequate
assurance of such Party's ability to pay future costs which may be subsequently
chargeable to such Party under the Operating Agreement and 10 pay any potential cash

dalancing under this Gas Balancing Agreement upon depletion.  Such assurance may "¢

FWP's94&A 4



in’ the form of a bond or letter of credit or in any other form as the Operator deems
appropriate. A Party may not produce more than one hundred percent (100%) of its
proportionéte sha;,e‘ of Ultimate Recoverable Reserves without the written approval of orne
hundred percent (100%) of the working interest owners of such reserves.

Operator shall incur no liability to other working interest owners for its good faith
administration of the gas balancing provisions contained herein. In the event Operator is
sued by any third parties as a result of Operator’s actions in enforcing these provisions,

the costs and expenses of Operator’s legal defense shall be charged to the joint account.

12. If any underproduced party sells or assigns ail or any part of its interest in the
well or completion, then unless the assignmem instrument otherwise specifically provides,
such sale or usignﬁcnt shall include all of the interest of such underproduced party in
gas to be produced attributable to such assigned interest, all of such underproduced
party’s right to make up gas attributable to such assigned interest, and all of such
underproduced party’s right to any cash payment that may be due hereunder after the
effective date of the' assignment attributable to the assigned interest. The selling or
assigning party shall look solely to its purchaser or assignee for any interest in the gas or
cash payment to which such party may be entitled. If any overproduced party sells or
assigns all or any portion of its interest in the wéu or completion, the interest sold or
assigned shall be burdened by the right of all underproduced parties to take a portion of
the gas produced attributable to such interest as provided herein, and the assignee shall be
subject to the obligation to make cash payments to the underproduced parties as provided
herein that become payable after the effective date of such assignment. The assignor
shall remain primarily liable to the underproduced parties for any cash payment payablie

with respect o the period prior to the effective date of the assignment.
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EXHIBIT "F"

- ATTACHED TO AND MADE A PART OF THAT CERTAIN OPER-

ATING AGREEMENT DATED
between J
and .

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

EQUAL OPPORTUNITY CLAUSE

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

(D

()

(3)

(4)

(5

(6)

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

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

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

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

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

[n the event of the Contractor's noncompliance with the Nondiscnmiraton
clauses of this Agreement or with any of such rules. regulations, or orders. ‘nis
Agreement may be cancelled. terminated or suspended \n whole or in pant ind
the Contractor may be declared inehigible for further Government contracts .1
accordance with procedures authonzed in Executive Order 11246 ot Septemoer
23, 1965, and such other sanctions may be imposed and remedies nvorcd 4
orovided 1n Executive Order 11246 of September 4. (965 or " . ¢
cegulation. or order of the Secretary ot Labor. or as othenwise Drovided 7y ua



(7)  The Contractor will include the provisions of paragraphs (1) through (7) in every
- subcontract or purchase order unless exempted by rules, regulations, or orders

of the Secretary of /Labor issued pursuant to Section 204 of Executive Order

11246 of Septembef 24, 1965, so that such provisions will be binding upon each
subcontractor to vendor. The Contractor will take such action with respect to

any subcontract or purchase order as the contracting agency may direct as a
means of enforcing such provisions including sanctions for noncompliance:
Provided, however, that in the event the Contractor becomes involved in, or is
threatened with, litigation with a subcontractor or vendor as a result of such

direction by the contracting agency, the Contractor may request the United States
to enter into such litigation to protect the interests of the United States.

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

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

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

CERTIFICATE OF NONSEGREGATED FACILITIES

Contractor certifies that he does not and will not maintain or provide for his employees any
segregated facilities at any of his establishments, and that he does not and will not permit his
employees to perform their services at any location, under his control, where segregated facilities
are maintained. Contractor understands that the phrase “segregated facilities” includes facilities
which are in fact segregated on a basis of race, color, creed, or national origin, because of habit,
local custom, or otherwise. Contractor understands and agrees that maintaining or providing
segregated tacilities for his employees or permitting his employees to perform their services at any
locations, under his control, where segregated facilities are maintained is a violation of the Equal
Opportunity Clause required by Executive Order No. 11246 of September 24, 1965, and the
regulations of the Secretary of Labor set out in 41 CFR Chapter 60. Contractor further agrees that
(except where it has obtained identical certifications from proposed subcontractors for specific ume
periods) it will obtain identical cerufications from proposed subcontractors prior to the award of
subcontracts exceeding $10,000 which are not exempt from the provisions of the Equal Opportunity
Clause; that it will retain such certifications in its files, and that it will forward the tollowing notice
to such proposed subcontractors (except where the proposed subcontractors have submitted idenucal
certitications for specific ume penods):

NOTICE TO PROSPECTIVE SUBCONTRACTORS OF REQUIREMENT FOR
CERTIFICATIONS OF NONSEGREGATED FACILITIES: A Cerufication of Nonsegregated
Facilities as required by the May 9. 1967, order on Elimination of Segregated Facilities. by tne
Secretary of Labor (32 F.R. 7439, May 19. 1967), and as required Dy the regulations of the
Secretary of Labor set out in 41 CFR Chapter 60. and as they may be amended. must be submitted
prior to the award of a subcontract exceeding $10.000 which is not exempt from the provisions ot
the Equal Opportunity Clause. The cerufication may be submitted either for each subcontract o
tor all subcontracts dunng a penod (i.e.. quarterly, semi-annually or annually).



EXHIBIT "H"

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

SEC A
AND FINANCING STATEMENT

1. This Memorandum of Operating Agreement, Security Agreement
and Financing Statement (hereinafter called "Memorandum") shall be

effective when the Operating Agreement referred to in Paragraph 2.
below becomes effective.

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

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

copy of the Operating Agreement, said person or firm should contact
the Operator.

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

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

Each Non-Operator grants to Operator a lien upon its oil
and gas rights in the Contract Area, and a security
interest in its share of oil and/or gas when extracted
and its interest in all equipment, to secure payment of
its share of expense, together with interest thereon at
the rate provided in Exhibit "C" to the Operating Agree-
ment. To the extent that Operator has a security
interest under the Uniform Commercial Code of the state,
Operator shall be entitled to exercise the rights and
renmedies of a secured party under the Code. The bringing
of a suit and the obtaining of a judgment by Operator for
the secured indebtedness shall not be deemed an election
of remedies or othervise 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, wvithout prejudice to other rights or reamedies, to
collect from the purchaser the proceeds fros the sale of
such Non-Operator’s share of oil and/or gas until the
asount oved by such Non-Operator, plus interest, has been
paid. Each purchaser shall be entitled to rely upon
Operator’s vritten statesent concerning the amount of any
default. Operator qrants a like lien and security
interest to the Non-Operators to secure payzent of
Cperator’s proporticnate share of expense.

If any party fails or 1s unable to pay 1ts share of
e«<pense <.ithin sixty (60) days after rendition of a
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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 of the
unpaid amount shall, to obtain reimbursement thereof, be
subrogated to the security rights described in the
foregoing paragraph.”’

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

A. Property Subject to Security Interests Created Hereby

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

(2) All fixtures on the Contract Area.

(3) All oil, gas and associated substances of value in, on
or under the Contract Area which may be extracted therefron.

(4) All accounts resulting from the sale of the items

described in subparagraph (3) at the wellhead of every well located
on the Contract Area or on lands pooled therewith.

(S) All items wused, useful, or purchased for the
production, treatment, storage, transportation, manufacture, or
sale of the items described in subparagraph (3).

(6) All accounts, contract rights, rights under any gas
balancing agreement, general intangibles, equipment, inventory,
farmout rights, option farmout rights, acreage and or cash
contributions, and conversion rights, whether now owned or existing
or hereafter acquired or arising, including but not limited to all
interest in any partnership, limited partnership, association,
joint venture, or other entity or enterprise that holds, owns, or

controls any interest in the Contract Area or in any property
encumbered by this Memorandum.

(7) All severed and extracted oil, gas, and associated
substances nov or hereafter produced from or attributable to the
Contract Area, including without limitation oil, gas and associated
substances in tanks or pipelines or otherwise held for treatment,
transportation, manufacture, processing or sale.

(8) All the proceeds and products of the iteas described in
the foreqgoing paragraphs nov existing or hereafter arising, and all
substitutions therefor, replacements thereof, or accessions
thereto.

(9) All personal property and fixtures now and hereafter
acquired in furtherance of the purposes of this Operating
Agreeaent. Certain of the above-described iteas are or are to
becose fixtures on the Contract Area.

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

8. Property Subiect to Other Liens Created Hereby
(1) All resl property within the Contract Area, including

all oil, gas and associated substances of value in, on or under tne
Contract Area vhich say be extracted therefros.

(2) All fixtures vwithin the Contract Area.
(3) All real property and fixtures now and hereafter

acquired 1n furtherance of the purposes of this Cperat.r3
Agreeasent.

7. The atove .%e=s will e financed at the wellhead f "~e
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well or wells located on the Contract Area, and this Memorandum is
to be filed for record in the real estate records of the county or
counties in which the Contract Area is located, and in the Uniform
Commercial Code records of the county or counties and state or
states in which the Contract Area is located. All parties who have
executed the Operating Agreement, their interests in the Contract
Area and their-addresses are set forth on Exhibit "A" hereto.

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

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

10. Upon expiration of the subject Operating Agreement and the
satisfaction of all debts, the Operator shall file of record a
release and termination on behalf of all parties concerned. Upon
the filing of such release and termination, all benefits and
obligations under this Memorandum shall terminate as to all parties
who have executed or ratified this Memorandum. In addition, the
Operator shall have the right to file a continuation statement on
behalf of all parties who have executed or ratified this
Memorandum.

11. It is understood and agreed by the parties hereto that if
any part, term, or provision of this Memorandum is by the courts
held to be illegal or in conflict with any law of the state where
made, the validity of the remaining portions or provisions shall
not be affected, and the rights and obligations of the parties
shall be construed and enforced as if the Memorandum did not
contain the particular part, teram or provision held to be invalid.

12. This Memorandua 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. The
fajilure of one or more persons owning an interest in the Contract
Area to execute this Memorandum shall not in any manner affect the
validity of the Memorandum as to those persons who have executed
this Memorandum.

13. A party having an interest in the Contract Area can
ratify this Memorandum by execution and delivery of an instrument
of ratification, adopting and entering into this Memorandum, and
such ratification shall have the same effect as if the ratifying
party had executed this Memorandua or a counterpart thereof. By
execution or ratification of this Memorandum, such party hereby
consents to its ratification and adoption by any party who may have
or may acquire any interest in the Contract Area.

14. This Memorandum may be executed or ratified in ore or
sore counterparts and all of the exscuted or ratified counterparts
shall together constitute one instrument. For purposes of raecor-
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ding, only one copy of this Memorandum with individual signature
pages attached thereto needs to be filed of record.

’
’
v

OPERATOR:

SANTA FE ENERGY OPERATING PARTNERS, L.P.
By: SANTA FE PACIFIC EXPLORATION
COMPA?Y, Managing General Partner
¥ apprOvED By: ' i

Ca e
” To_So

Parker, Attorney-in-Fact

NON-OPERATORS:

Donahoe 0il & Gas Company

Greystone 0il & Gas Company

Skipper Hamilton, Inc.

Yates Petroleum Company

Yates Drilling Company

Myco Industries, Inc.

ABO Petroleum Corp.



ACKOWLEDGEMENTS

I
rd
’,

STATE OF TEXAS = )
‘ )
COUNTY OF MIDLAND )

This instrument was acknowledged before me this 24th day of
June » 1993, by T.S. Parker, Attorney-in-Fact for

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

on behalf of said limited partnership.
27 7/
—
; B Sandra Lavers "vazw : @t ¥io

Xotary Public, State of Texas

Notary Public, State of Texas
My Commission Expires 7-30-94
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"STATE OF TEXAS )
)
COUNTY OF )

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

Notary Public, State of Texas

STATE OF )
)
COUNTY OF )

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

Notary Public, State of

STATE OF )
)
COUNTY OF )

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

Notary Public, State of

STATE OF )
)
COUNTY OF )
This instrument was acknowledged before me this day of
» 1993, by
Notary Public, State of
STATE OF )
)
COUNTY OF )
This instrument was acknowledged before me this day of
» 1993, by

Notary Public, State of



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

@ Santa F'e Pacific Exploration Company
Managing General Partner
Certified Maij T.; 9 17 ,’”
June 25, 1993
Joe Walton

P. 0. Box 50895
Midland, Texas 79710

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

Dear Mr. Walton:

Enclosed is notice of -Santa Fe Energy Operating Partmers, L.P.'s Application
for Campulscory Pooling for the captioned well. The hearing is scheduled
before the New Mexico 0il Conservation Division on July 15, 1993.

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

Yours very truly,

SANTA FE ENERGY OPERATING PARINERS, L.P.
By: Santa Fe Pacific Explaration Campany,
Managing General Partner

GG:pr

Enclosure a/s

pr2675

Central Diunon

$S0 W Tazas. Swte 1330
Midland. Texas 79701
919/487-3881
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e Complete iteme 1 and/or 2 for additional services.

e Compiete items 3, snd 46 & .

¢ Priret your name and sddreas on the reverse of this form so that we can
retumn this card %0 you. .

s Attach this form to the fraiit of the mailpiecs, or on the beck if spece
does not perTit.

* Write “‘Retum Receipt Requested’” on the mailpiece delow the articie number |
o The Retum Receipt will show to whom the articis was delivered and the date
delivered.

| siso wish to recsive the
following services (for an extra
fee):
1. ¥] Addrasses’s Address

Consult postmastar for fee.

$
i
2. (] Restrictec) Delivery g

3. Article Addressed to: 4s. Article Number
JOE WALTON P 322 149 178
P O BOX 50895 , 4b. Servics Type
MIDLAND, TX 79710 (] Registered O insurea
Ceortified a coo

O express Mait O ';‘W’“ Receipt for
il

5. .7-57

and

Signawure

:
2
£
3
g
fee is paid)
i

i.

' ’ Merchendise
% g% — 7. Date of “‘2
| 3%0\““ R 8. Addfesses’s Address (Cnly if requested
a2
*

78 Form 3BTT, December 1991 « usara.: meowem DOMESTIC RETURN RECEIPT




Santa Fe Energy Operating Partners, L.P.

Santa Fe Pacific Exploration Company
Managing General Partner

Certified Mail P 322 149 172 -

June 22, 1993

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

Re: OD-NM-4054

Nagooltee Peak "S" Fed #1

Section 5, T-22-S, R-24-E

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

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

Yours very truly,
SANTA FE ENERGY OPERATING PARINERS, L.P.

By: Santa Fe Pacific Exploration Campany,
Managing General Partner

Gaxy/&ﬁ'l, Division Landman

GG:pr

Enclosure a/s

pr2666

Central Division

550 W. Texas, Suite 1330
Midland, Texas 79701
918/687-33851
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Santa Fe Energy Operating Partners, L.P.

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

Attention: Joe F. Walton

Phoenix, Az.
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BEFORE TR MNBW MBXICO OIL CONSERVATION DIVISION

APPLICATION OF SANTA FE ENERGY OFERATING
PARTNERS, L.P. FOR COMPULSORY POOLING, Ne.
EDDY COUNTY, NEW MEXICO.

APPLICATION

Santa Fe Energy Operating Partners, L.P. hereby makes
application for an order pooling all mineral intereats from the
surface to the base of the Clsco/Canyon formation underlying all of
Section 5, Township 22 South, Range 24 East, N.M.P.M,, Eddy County,
New Mexico, and in support thereof states:

1. Applicant is an intaerest owner and has the right to drill
a well in said Section 5.

2. Applicant proposaes to re-snter the Discovery Operating
Walt Canyon 5 Fed. No. 1 Well, located 1650 feat from the South and
East lines of Section 85, and drill to a depth sufficient to test
the Cisco/Canyon formation, and seeks to dedicate all of Section 5
for all pools or_!ormationl spaced on 640 acres (including the
Indian Basin-Upper Pennsylvanian Gas Pool).

3. Applicant has in good faith socught to join all other
mineral or leasehold interest owners in Section 5 for tha purposes
set forth hersin.

4. Although Applicant attempted to obtain voluntary
agreements from all mineral or leasshold interest owners ¢to
participate in the 4drilling of the well or toc otherwise commit
their interests to the wall, certain interest owners have failed or

refused to join in dedicating their acreage. Therefore, Applicant
JGB5\93956.p
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saeks an brdc;hpoolinq al} nineral and leasehold interest owners
underlying s.diicn 5, as described abovae, pursuant te N.M. Stat.
Ann. § 70-2-17 (1987 Rapl.).

5. Applicant requests tha Division to consider the cost of
drilling and completing the well, the allocation of the cost
therecf, as well as actual operating charges and costs charged for
supervision. Applicant requests that it be designated as operator
of the well and that the Division set a penalty of 200% for the
risk involved in drilling the well.

6. The pooling of all interests underlying all of Section 5,
as described above, will prevent the drilling of unnecessary wells,
prevent waste, and protect correlative rights.

WHEREFORE, Applicant requests that the Division grant the

relief regquestad above.

Respectfully submitted,

HINKLE, COX, EATON, COFFIELD
& HENSLEY

é ~$

Jymes Bruce

st Office Box 2068
anta Fe, Nav Nexico 87504-2068
(505) 982-4554

Attornays for Applicant



NAGPEAK - SANTA FE ENERGY OPERATING PARTNERS,L.P.
: ‘ GENERALIZED WELL COST ESTIMATE -
NAME: Nagooltee Peak."5" Fed. Com. No.1
LOC: 1650¢* FSL & 1650’ FEL, Sec:5,T22S,R24E, Eddy County, New Mexico
DESC: Re-Enter the Discovery Operating-Walt Canyon "S" Fed. No.1
: Compiete as an 8,600’ Cisco/Canyon Oil Well
' ACCOUNT | DESCRIPTION OF COSTS ! DRY HOLE PRODUCER
|
501-000 TANGIBLE WELL COSTS :
-41 |CONDUCTOR CSG
-41 |SURFACE CSG
-41 PROTECTION CSG
-41 |INTERMEDIATE CSG \
-41l _{PROD CSG 5-1/2" 15.50 & 17.0 ppf K-55 LT&C @ 8600’ 55,900
-41] |{PROD LINER
-42 | TUBING 2 7/8" 6.5 ppf N-80 8-rd EUE @ 8,600 23,650
-43 |WELLHEAD 2,000 6,000
-44 |PMPG _UNIT 40,000
-4 |[PRIME MOVER Ajax Engine 12,000
-50_|OTHER DWN HOLE EQUIP 2,500
-5q |RODS 20,000
-50 |SUBSURFACE PMPS 2,400
-68 |CSG EQUIP 1,500
-68 |ELECTRICAL
-5§ |MISC. TANGIBLES 1,000
-54 [ROD EQUIP
-58 |TUBING EQUIP 2,000
TOTAL TANGIBLE COSTS 2,000 166,950
541-00Q |LEASE FACILITY COSTS
-5Q |FLOW LINES 4,000
-50 |LABOR 1C,000
-5Q |OTHER PROD EQUIP 1C,000
-5 [TANK FACILITIES 20,000
TOTAL LEASE FACILITY COSTS 0 44,000
511-000 |INTANGIBLE WELL COSTS
-21 |LOCATION 8,000 £,000
-23 |FENCING 1,000 1,000
-26 [WTR & FUEL FOR RIG 8,000 11,000
-31, | CONTRACTOR MOVING EXP 20,000 20,000
-33 |CONT FOOTAGE OR TURNKEY
-33 |CONTRACTOR DAY WORK 12 days X $4500/day 54,000 54,000
-33 |DRLG FLUID & ADDITIVES 10,000 10,000
-34 |BITS & REAMERS 8,000 3,000
-3d |CORING & CORE ANALYSES
-34 |CEMENT 6,000 22,000
-39 |INSPECTION & TSTG OF TANG 9,000
-41| |DIRECTIONAL DRLG SURVEYS 18,000 13,000
-42 |DRILLING EQUIP RENTAL 8,000 3,000
-43 |OPEN HOLE LOGGING CNLADT/OIL 14,000 14,000
-44 [DRILL STEM TSTG
-4 {MUD LOGGING $400/day X 6 days 2,400 2,400
-51 [TRANSPORTATION 3,000 12,000
-5 COMPLETION UNIT $1200/d X 8 days 9,600
-53 {COMPLETION TOOL RENTAL 4,000
-54 |CASED HOLE LOGS & PEHFING 8,000
-58 |STIMULATION 20,000
-58 {RIG SITE SUPERVISION $400/d X 15/25 days 8,000 10,000
-72 | ADMINISTRATIVE OVERHEAD 3,000 6,000
-9 FSHG TOOLS & EXPENSES
-9 TESTING: BHP,GOR,4 PT.POT 4,136
ABANDONMENT COST 7,873
OTHER INTANGIBLES
O] [CONTINGENCY (10%) 17,727 25,914
TOTAL INTANGIBLES 195,000 285,050
TOTAL COSTS 197,000 496,000

Drilling Dept: 08 M.LQ W

Operations Dept:

SFEOP,L.P. Approval By:

1~ '

Non Operator Approval By:

Date: 4{ ‘/ £

Dasta: 4/ J;/ f.’
Date: ¢ /w

Date:
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Nagooltee Peak "35'" Fed.#l

OPERATING AGREEMENT
DATED
—June 22, 19_33 ,

OPERATOR __Santa Fe Epergy Operating Partners, L.P.

CONTRACT AREA __ALL Section 5, T-22-5, R-24-E

COUNTY OR PAWNW OF __Eddy STATE OPF __New Mexico
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A.APL FORM 610 - MOL FORM OPERATING AGREEMENT - !

. OPERATING AGREEMENT
THIS AGREEMM‘emend into by and beiween__Santa Fe Fnergy Operating Partners, 1. P,

heretnafter desgnated and
referred to as '"Operator’’, and the signatory party or parues other than Operator, sometimes hereinaiter referred to individually herein
as ‘‘Non-Operator ", and collectively ss '*‘Non-Operators’".

WITNESSETH:

WHEREAS, the perties to this agreement are owners of oil and gas leases andior oil and gas interests in the land denufied in
Exhibit **A’", and the parties hereto have reached an sgreement to expiore and develop these leases andior oil and gas interests for the
production of oil and gas to the extent and as hereinafter provided,

NOW, THEREFORE, it is agreed as follows:

ARTICLE L.
DEFINITIONS

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

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

B. The terms ‘“‘oil and gas lease’’, ‘‘lease’” and ‘‘leasehold’” shall mesn the oil and gas leases covering racs of land
lying within the Contract Ares which are owned by the parties to this agreement.

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

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

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

F. The term '‘drillsite’’ shall mesn the oil and gas lease or interest on which a proposed well is 10 be located.

G. The terms '‘Drilling Party'* and ‘‘Consencing Party " shail mesn a party who agrees 1 join in and pey 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 mesn a party who elecs not to participate
1n 2 proposed operauon.

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

ARTICLE I
EXHIBITS

The following exhibies. as indicated below and attached hereto, are incorporated in and made 2 part hereol:
A. Extubit A", shall include the follomng information:
{1) ldenuficaton of lands subject 1o this agreement,
{2) Restncnions,  any, a8 to depehs, formauons, or substances,
{3) Percentages or fractional interests of parues to this agreement.
(4) O and gas lenses andior oil and gas interests subect to this Jgreement,
19 Addremes ol partes for nouce purposes.

f

C. Extudue "C"", Accounung Procedure.

D Exhidu D', Insurance.

E. Exiubx “'E°°. Ges Balaning Agreemem.

F Exhidnt “'F ', Non Ducriminstion and Cernfication of Non Segrenated Falines.

xrH :i W&%Wc?;yl thWQ‘ ad G s conustent wnh any provison contained n e N

Jl the agreement. the provaons a the body ol the sgreement shall prevad.

(IR IR N
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A.APL FORM 610 - MODEL FORM OPERATING AGREEMENT - 1Yo.

ARTICLE IIL
INTERESTS OF PARTIES

A. Ou and Gas Interests:

If any party owns an oil and gas interest in the Contract Area, that interest shall be treated for all purposes of this agreement
and during the term hereof as if it were covered by the form of oil and gas lease attached hereto as Exhibit "B ", and the owner thereot
shall be deemed 10 own both the royalty interest reserved in such lease and the interest of the lessee thereunder.

B. Interests of Parties in Costs and Production:

Uniess changed by other provisions. all costs and liabiliues incurred in operations under this agreement shall be dorne and
paid. and all equipment and materials acquired in operations on the Contract Area shall be owned. by the parties as their interests are set
forth in Exhibit **A’". In the same manner, the parues shall also own all production of oil and gas from the Contract Area subject to the
payment of royalties to the extent of___One-eighth (1/8) which shall be borne as hereinafter set forth

Regardless of which party has contributed the lease(s) and/or oil and gas interest(s) hereto on which rovalty is due and
pavable. each party entitled to receive a share of production of oil and gas from the Contract Area shall bear and shall pav or deliver. or
cause 10 be paid or delivered, to the extent of its interest in such production, the royalty amount stipulated hereinabove and shall hold the
other parties free from any liability therefor. No party shail ever be responsible. however, on a price basis higher than the price received
by such party. to any other party’s lessor or royalty owner. and if any such other party’s lessor or rovaity owner should demand and
receive settlemnent on a higher price basis, the party conuibuting the affected lease shall bear the additional rovalty burden attributable to
such higher price.

Nothing contained in this Article Il1.B. shall be deemed an assignment or cross-assignment of interests covered hercby
C. Excess Royalties, Overriding Royaities and Other Payments:

Unless changed by other provisions, if the interest of any party in any lease covered hereby is subject to anv rusvulty.
overriding rovaity, production payment or other burden on production in excess of the amount stipulated in Arucle [{I.B.. such parts <
burdened shall assume and alone bear all such excess obligations and shail indemnify and hold the vther parties hereto harmless ir. m :ny
and all claims and demands for payment asserted by owners of such excess burden.

D. Subsequently Created Interests:

If any party should hereafter create an overriding rovalty, production pavment or other burden payable out ot praduction
autributable to its working interest hereunder, or if such a burden existed prior to this agreemnent and is not set forth in Exhibie " A7 or
was not disciosed in wriung to all other parties prior (o the execution of this agreement by all parties. or s not a jontly acknowledwed und
accepted obligation of all parties (any such interest being herewnafter referred to as **subsequently created interest’” icrespecuve of the
umng of its creation and the party out of whose working interest the subsequently created interest s derived being hereinafter reterred
to as ‘‘burdened perty’' '), and:

1. If the burdened party is required under this agreement to assign or relinquish to any other party, or parnies. all or 4 portion
of 1ts working interest and/or the production attributable thereto. said uther party. or partees. shall reveve caid assignment und or
production free and clear of said subsequently creared interest and the burdened party <hall indemnify und save suid other rarty,
or parties, harmiess from any and all clams and Jemands for pavment asserted by owners of the subsequently cruated interest,
and,

Y If the hurdened party fails to pay. when due. its <hare of vxpenses chargeshle hereunder. all prosisions of Artcle VITA Rl -
enilorceable against the subsequently created interest in the ume manaer us they are enforcesble suainst the Rorking nicres
the burdened party.

'

ARTICLE IV.
[ITLES

A. Title Ezamination:

Title ctaminatcn shzall he mede on the dnillute of iny proponed well prioe to commencement of Joithag . pora s
the Drilling Parties w request. titke examimnanon shall be made on the ieases undior wl and a3 interesss included. - r plannci - B
. 10 the Jnlhing unit around vuch well. The opuiun sl indlude the ownerip of the worlung interest. Minefals. fovnty e e
sovalty and production ey ments under the ppin abie icases At the ime 4 well 18 propused. each parts contnbuning leases =0 of
4 Nteremty o e dnttute. of 1o he ancluded s doiting umit, Bl turna to Operatoe sl sbateats inciuding oo s
PN LN e PIARAN Otle Pt afd curative Mater il i e poaseasion tree of Charge Al soch inluematn A fot o tRe oy e o
pet e U R e partet St Meaosaafy Do tRe cumingnen of the dtle sRall N Pained pyORer s et
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ARTICLE IV
continued
X Opuon No. 2 Costs incurred by Operator in procuning abstracts nd fees paid outside «ttornevs for ttic examingtaen
ncluding prelminary. supplemental, shut-in gas rovalty opinions and division ocder title opiions shall be borne by the Driiling Partice
in the proporuion that the interest of each Drilling Party bears to the total interest of all Drithing Parties as such interests uppear m Fx
hibit **A"". Operator shall'make no charge for services rendered by 1ts staff attornevs or other personnel in the perturmance ot the anose
funcuons.

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

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

B. Loss of Title:

1. Failure of Title: Should any oil and gas interest or lease, or interest therein. be lost through failure of title, which loss results in 4
reduction of interest from that shown on Exhibit **A"". the party contributing the affected lease or interest shall have ninety 190} days
from final determination of title failure to acquire a new lease or other instrument curing the entirety of the title failure. which acquisi-
tion will not be subject to Articie VII1.B., and failing to do so. this agreement, nevertheless, shall continue in force as to all remaining o1l
and gas leases and interests: and,

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

(b) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation of the interest which has
been lost. but the interests of the parties shall be revised on an acreage basis, as of the time it is determined finally that title 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 theretofore drilled on the Contract Area s
increased by reason of the title failure, the party whose title has failed shall receive the proceeds attributable to the increase i such i
terest (less costs and burdens attributable thereto) unul it has been reimbursed for unrecovered costs paid by it in connection with such
well;

(d) Should any person not a party to this agreement, who is determined to be the owner of anv interest in the utle shich has
failed. pay in any manner any part of the cost of operation. development. or equipment. such amount shail be paid to the party or parzes
who bore the costs which are so sefunded:

{e} Any liability to account to a third party for prior production of ol and gas which arises by reason of title failure shail he
borne by the party or parties whose tide failed in the same proportions in which they shared in such prior production: and.

if) No charge shall he made to the joint account for legal expenses. fees or salaries. in connection with the defense of the interest
clained by any party hereto, it being the intention of the parties hereto that each shall defend utle to its interest and bear all expenses in
connection therewith,

2. Loss by Non-Payment or Erroneous Payment of Amount Due: If. through mistake or oversight. anv rental. <hutn acli
pavment, minimum covalty or royalty payment. is not paid or 1« erroneouslv pad. and as a result a lease o interest therein termunates,
there shall be no monetary liability against the party who failed to make such pavment. Uniess the party who faded to make the reyuired
pavyment secures 3 new lesse covering the same interest within minety ,90) davs from the discovery of the tailure to make proper payment.
which acquisition sl not be subsect to Arncle VIILB.. the interests of the parties <hall be revised on an acreage basis. cifectine 4s ot the
date of termination of the lease invoived, and the party who failed tv make proper pavment sill no longer be credited with Jn interest in
the Contract Area on account of ownership of the lease or intercst which hus terminated. In the event the party who tadled 1o make the
required pavment shall not have been fully reimbursed. at the time of the loss. from the peoceeds of the sale of ol und gas attributabic *

the lost interest. cakculated on an acreage bass. for the development ind operaung costs theretofore pawd on account of such interest
shall be revmbursed for unrecovered actual costs theretolore paid by it .but nut for its share of the cost at any dry hole previoush or Id
ur wells previously Jsbandoned) from 0 much of the following as 15 Arvesary o citect remburwment:

41 Proceeds of oil 4nd gas. less operating expenses. theretolore seirued to the credit of the kst nterest. on un ucrvace ases
up 10 the amount uf unrecosered costs:

b1 Proceeds, less operating expenses. thereafter accrucd attributable to the knt interest on an acrcage baus. 1 that e
vl and nas thercafter produced and marketed iexcluding produdtivn trom ans wells thereafter dnlled) whach, in the shence 1cm
terminanion. would he tttibutable to the 10st interest on an xreae haus, up to the amount of unfecovered couts. the ~roan vy 0 o
purtion of the ol ind gas to he contnibuted by the other parnies 10 propurtion o ther respectine interests: and.

A1 Anv mones. up (0 the smount of unrecovered costs, that mav he pawd by any party who 13, oc hevomes. the vwnvr . 1 hemr o

WAL, tor the priviiege of paricipsung m the Contrat Ares or hevorming 4 perty to this sgreement.

’

i Orher Lowes Al lcmg’nm;uit .‘othﬂ than those st forth n Artcles IV B and IV B2 sbove <hull ™ ot 0w
and Wall he horne dv il partes 1n propornon to thew interests There Wl be no readiustment ot sateress in the remuaining peve 0t

ke i mee e S
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! ARTICLE V.

2 OPERATOR

3 .

4 A. Designation and Résponsibilities of Opesator:

S

6 shall be the

7  Operator of the Contract Ares, and shall conduct and direct and have full control of all operations on the Contract Area as permutted and

8  required by, and within the liruts of this agreement. [t shall conduct all such operations in a good and workmanlike manner. but it shall

9  have no liabdity as Operator w0 the other parties for losses sustained or liabilities incurred, except such as may result from gross
10 negligence or willful musconduct.

11

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

13

14 1. Resignation or Removal of Operator: Operstor may resign at any time by giving written notce thereof to Non-Cperators.
15 If Operator terminates its legal existence*no longer owns an ““‘Q\Ww !g FPTN SPE SIS RS E‘dﬁ‘?{Eé ‘hi

th

16 Operator, Operator shall be deemed to have resigned without T:
17 may be removed if it fails or refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in rece:veshlp tﬁ
18  affirmative vote of two (2) or more Non-Operators owning a majority interest based on ownership as shown on Exhibit '*A" rcmammg
19  after excluding the voting interest of Operator. Such resignation or removal shall not become effective undl 7:00 o'clock A.M. on the
20  first day of the calendar month following the expiration of ninety (90) days after the giving of notice of resignation by Operator or action
21 by the Non-Operators to remove Operator, uniess a successor Operator has been selected and assumnes the duties of Operator at an easlier
22 date. Operator. after effective date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of a cor-
23 poratemormuaundOpemwtnm!«dOpenmsmmmmyun.hmbndwy parent of successor corporation shall not
24  be the basis for removal of Operator.
25

26 2. Selection of Successor Operator: Upon the resignation or removal of Operator, s successor Operator shall be selected by
27  the parties, The successor Operator shall be selected from the parties owning an interest in the Contract Ares at the ume such successor
28  Operator is selected. The successor Operator shall be selected by the affirmative vote of two (2) or more perties owning a majonity interest
29  besed on ownership a3 shown on Exhibit **A*"; provided, however, if sn Operator which has been removed fails o vote or votes only to

30 succeed itself, the successor Operator shall be selected by the affirmative vote of two (2) or more parties owning s majority interest based
31  on ownership as shown on Exhibit 'A'’ remaining sfter excluding the voting interest of the Operator that was removed.

33 C. Employess:
34

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

38 D. Drilling Coatracts:
19
40 All wells drilled on the Contract Ares shall be drilled on a competitive contract basis at the usual rates prevailing in the area. lf it s0

41 desires, Operssor may employ its owa wols and equipment in the drilling of wells, but its charges therefor shall not exceed the prevailing
42 rates in the ares and the rate of such charges shall be agreed upon by the parties in writing before drilling operations are commenced. and
43} such work shall be performed by Operstor under the same terms and conditions as are customary and usual in the ares in contracts of -
44 dependent contraceors who are doing work of 3 similsr nature.

19 ARTICLE V1.
S0 DRILLING AND DEVELOPMENT

$2 A. Initial Well:

4 On or before the___L __day of__Octobes . 1993 . Operator shall commence the drilling of 4 scll or
33 ol and g & the lollowng lovanon: a legal location in the SE/4 of Section S,

@ and il (herralter connnue the dnlling of the well wwh due dugence 0 & depth sufficient to the
ol Cisco/Canyon formationm,

)

Y onbms gfanite o tRer pratu iy imornetradle whaance of ombitum i the hole, whah tenders lunther Jrilliag impraacad - n

PN countered ot g et SR o unies Ll partes sgfew 10 (omplete . sbanhw the well ot 2 lever Jepth
- O il Make roanable tett ¢ sl hemaiens oneountered Juring Jnibag shah grve industron o cuntarung o Lol
) RN A AR culli e o AL gy Nt sgferment Nail e Lmded A Lt apein sun tu 3 peuia lormaton o torratams A a” 0

At LNt Pl " fee ot d rnd Ay Me Mt A € MU (o AR (RE Jgfcement Mas Py
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ARTICLE VI
continued

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

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

3 _

4 .

5

(7’ B. Subsequent Operations:

8 1. Proposed Operatons: Should any party hereto desire to drill any well on the Contract Area other than the well provided

9 for in Article VI.A., or to rework, deepen or plug back a dry hole drilled at the joint expense of all parties or a well joindy owned by all

10 the parties and not then producing in paying quantities, the party desiring to drill, rework, deepen or plug back such a well shall give the

11 other parties written notice of the proposed operation, specifying the work to be performed, the location, proposed depth, obiective forma-

12 tion and the estimated cost of the operation. The parties receiving such a notice shall have thirty (30) days after receipt of the notce
13 within which to notify the party wishing to do the work whether they elect to participate in the cost of the proposed operation. [f a drill-
14 ing rig is on location, notice of 2 proposal to rework, plug back or drill deeper may be given by telephone and the response period shail be
15 limited o forty-eight (48) hours, sxclusiue-oé-Satusdas-Sunday-and-legal.helidaye. Failure of a party receiving such notice to reply within
16 the period above fixed shall constitute an election by that party not to participate in the cost of the proposed operation. Anv nouce or
17 cesponse given by teiephone shail be promptly confirmed in writing.
18

19
20
21 If all parties elect to participate in such a proposed operation, Operator shall, within ninety (30) days after expiration of the notice
22 period of thirty (30) days (or as promptly as possible after the expiration of the forty-eight (48) hour period when a drilling rig is on loca-
23 tion. as the case may be), actually commence the proposed operation and complete it with due diligence at the risk and expense of all par-
24 ties hereto; provided, however, said commencement date may be extended upon written notice of same by Operator to the other parties,
23 for a period of up to thirty (30) additional days if, in the sole opinion of Operator, such additional time is reasonably necessary to obtain
26 permits from governmental authorities, surface rights (including rights-of-way) or appropriate drilling equipment, or to complete title ex-
27 amination or curative matter required for title approval or acceptance. Notwithstanding the force majeure provisions of Article X1, if the
28  actual operation has not been commenced within the time provided (including any extension thereof as specifically permitted herein) and
29 if any party hereto still desires to conduct said operation, written notice proposing same must be resubmirted to the other parties n accor-
30  dance with the provisions hereof as if no prior proposal had been made.

31 NOTE: See Article XVA. for additional provisions regarding operations by less
32 than all parties.
33 ’
34 2. Operatons by Less than All Parties: If any party receiving such notice as provided in Arucle VIB.1. or VII.D.1. Option
35 No. 2) elects not to participate in the proposed operation, then, in order to be entitled to the benefits of this Article, the party or parties
36 giving the notice and such other parties as shall elect to participate in the operation shall, within ninety (90) days after the expirauon of
37 the notice period of thirty (30) days (or as prompdy as possible after the expiration of the forty-eight (48) hour period when a dniiling rig 1s
38 on location, as the case may be) actually commence the proposed operation and complete it with due diligence. Operator shall perform all
39 work for the account of the Consenting Parties: provided, however, if no drilling rig or other equipment is on location, and if Operator is
40 2 Non-Consenung Party, the Consenting Parties shall either: (a) request Operator to perform the work required by such proposed opera-
il ton for the account of the Consenting Parties, or (b) designate one (1) of the Consenting Parties as Operator to perform such work. Con-
12 senung Parties, when conducting operations on the Coatract Area pursuant to this Article V1.B.2., shall comply wth all terms and con-
43 ditons of this agreement.
R
19
30
7 If less than all parties approve any proposed operation, the proposing party, immediately after the expiraton of the applicable
W notce persod. shall advise the Consenting Parties of the total interest of the parues approving such operaton and its recomrnendation us
19 (0 whether the Consenung Parties should proceed wth the operauon as proposed. Each Consenting Party. mathin forty enght (381 hours
0 csashusingoi-Satusdan.-Susdanaad legalbalidaysiafter recerpt of such nouce, shall advise the proposing party of its desire to 41 imut pas
1 ucipauon o such party's interest 23 shown on Exhibee **A " or (D) carry its propornonate part of Non-Consenang Parties ' interests. ind
32 failure to advise the propoung party shall be deemed an election under 2\ [n the event a dniling ng s on locanon, the tme permtted tor
33 such a response shall not exceed a total of forty exght (38) hours uincluus e of Saturday. Sunday and legal holidays). The propusing rarty
54 4t its elecrion, may withdraw such propossl U there s nsufficient parucipation and shall prompdy noufy 4l parties ot such e suon
%
O
7
A The enure cost and nsk of conductng such operanons shall be borme by the Consenung Parnes 1 the proportions “Nev “u.c
¥ elected 10 brar ume under the terms of the preceding paragraph. Consenuing Parves shall keep the lensehold estates nvuived 1 -uln
(0 operanons lree:and <lear of all bers and encumbrances of every ind created by or anung trom the operaoons of the Cunsenting Purrien

-~
-
-

U wach an operston resuls » o dry hole. die Conssiiung Parass whall plug and sbandon the vell and restore the wirface locatan st *~evr
62 it cost, nsh and expmar. If any well dniled, reworked. deepened or plugged back under the provesons of the Article rewuis :n 4 pro
0V Jucer of od andior gas w peying quantum. the Consmung Partes duall compiete and equip the well 10 produce st theyr soie .~ % and ©.k

"y

dy
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ARTICLE VI
continued

and the well shall then be turned over to Operator and shall be operated by it at the expense and for the account of the Consenung Par-
ties. Upon commencerent of operations for the drilling, reworking, deepening or piugging back of any such well by Consenung Parues
in accordance with the provisions of this Artcle, each Non Consenting Party shall be deemed to have relinquished to Consenting Parties.
and the Consenting Parties shall own and be entitled to receive, in proportion to their respective interests, all of such Non-Consenung
Party’s interest in the well and share of production therefrom until the proceeds of the sale of such share. calculated at the well. or
market value thereof if such share is not sold, (after deducting production taxes, excise taxes, royalty, overriding royalty and other in-
terests not excepted by Article II1.D. payable out of or measured by the production from such well accruing with respect to such interest
until it reverts) shall equal the total of the following:

-

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

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

participated therein.

An election not to participate in the drilling or the deepening of a weill shall be deemed an election not to participate in any re-
working or plugging back operation proposed in such 2 well, or portion thereof, to which the initial Non-Consent elecuon applied that s
conducted at any time prior to full recovery by the Consenting Parties of the Non-Consenting Party's recoupment account. Any such
reworking oc plugging back operation conducted during the recoupment period shall be deemed part of the cost of operation of said well
and there shall be added to the sums to be recouped by the Consenting Parties one hundred percent (100% ) of that portion of the costs of
the reworking or plugging back operation which would have been chargeable to such Non-Consenting Party had it participated therein. If
such a reworking or plugging back operation is proposed during such recoupment period, the provisions of this Article VI.B. shall be ap-
plicable as between said Consenting Parties in said well.

During the period of time Consenting Parties are entitied to receive Non-Consenting Party’s share of production, or the
proceeds therefrom, Consenting Parties shall be responsible for the payment of ail production, severance, excise, gathering and other
taxes, and all royaity, overriding roysity and other burdens applicable to Non-Consenting Party s share of production not excepted by Ar
ucle H1.D.

In the case of any reworking. plugging back or deeper dnilling operation. the Consenting Parvies shall be permitted to use. tree
ol cost, all casing, tubing and other equipment i1n the well, but the ownership of all such equipment shall remawn unchanged: ind upon
abandonment of 2 well after such reworking, plugging back or deeper drilling, the Consenting Parties shall account for .l such equip
ment to the uwners thereof. with easch party receving s proportionate part in kind or in value, less cost of salvage.

Within usty (D) davs after the completon of any operation under this Artxcie. the party conducting the vperstions tor hu
Consenting Parties shall furnish each Non Consenting Party with an inventory ol the equipment w and connected to the aell ind un
iermized uatement of the cost of dnilling. deepenuing. plugging back. testing, completing, and equippng the well for production e Lt
aption, the operating party. in heu of an itemuzed statement of such Losts of operation, may submet a detailed statement .t menihiy
ngs Each moncth therealter. during the ume the Consenting Pirties are baing reambursed as provided sbove. the party . nluc” 2 e
operatons for the Consenting Parties \hall furnuh the Non Consenuing Parties snth an itermied statement ul all costs und st v n
curred in the operation of (he well, together wvih 2 satement ol (he quantity of ol and gas produced from it and the smount o pr coris
reabized from the ale of the well's working interent productuon dunng the preceding month. ln determuning the quantity -tk und s
pruduced durng anvy monih. Conseming Partics whall use industry accepted methods sech 22, dut not imited tu. Metering 2 wr - un
well tewts. Any amount reshzed from the wie of uther dugoution of equipment newly xcquured 18 connection ®ith anv such spefitn
ahich wuuld have heen uemed by 2 Non Consenung Party had it partx peted theren shall be credited sgunst the total uaretured o s
A the wurk Jone snd uf the eyuipment purchased n Jetermining when the interert of wch Non Conarnung Party il cevert fo s
e peovided and if there 18 4 credit halame. it Ball he pad 10 weh Noa Conenting Panty
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ARTICLE V1
. continued
If and when the Consenng Parties recover from a Non-Consenting Party's relinquished interest the amounts provided for iboue.
the relinquished interests of such Non-Consenting Party shall automatically cevert to it, and. from and after such reversion. such Non-
Consenung Party shall own the same interest in such well, the material and equipment in or pertaining thereto, ind the praoducuion
therefrom as such Non-Consenting Party would haye been enutled to had it participated in the drilling, reworking. deepening or plu £ging

hack of said well. Thereafter. such Non-Consenting Party shall be charged with and shall pay its proportionate part of the further coses of
the operation of said well in accordance with the terms of this agreement and the Accounting Procedure attached hereto.

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

The provisions of this Article shall have no application whatsoever to the drilling of the initial well described in Article V1A,
except (a) as to Article VIL.D.1. (Option No. 2), if selected, or (b) as to the reworking, deepening and plugging back of such imual well
after it has been drilled to the depth specified in Article VI.A. if it shall thereafter prove to be a dry hole or, if initially completed fqr pro-
duction, ceases to produce in paying quantities.

3. Stand-By Time: When a well which has been Jrilled or deepened has reached its authorized depth and ail tests have been
completed, and the results thereof furnished to the parties, stand-by costs incurred pending response to a party's notice proposing a
reworking, deepening, plugging back or completing operation in such a well shall be charged and borne as part of the drilling or deepen-
ing operaton just completed. Stand-by costs subsequent to all parties responding, or expirauon of the response time permitted. whichever
first occurs, and prior to agreement as to the participating interests of all Consenting Parties pursuant to the terms of the second gram-
matical paragraph of Article V1.B.2, shall be charged to and borne as part of the proposed operation, but if the proposal is subsequently
withdrawn because of insufficient participation, such stand-by costs shall be allocated between the Consenting Parties in the proportion
each Consenting Party's interest as shown on Exhibit ‘*A’" bears to the total interest as shown on Exhibit **A"" of all Consenting Par-

ties.

+. Sidetracking: Except as hereinafter provided. those provisions of this agreement applicable to a **deepening " aperation shall

also be applicable to any proposal to directionally control and intentionaily deviate a2 well from vertical so as to change the bottom hole
location (heren called ‘'sidetracking’'), uniess done to straighten the hole or to dnll around junk in the hole or because of other
mechanical difficuities. Any party having the right to participate in a proposed sidetracking operation that does not own an interest in the
affected well bore ac the time of the notice shall, upon electing to participate, tender t0 the well bore owners its proportionate share equal
to s interest in the sidetracking operstion) of the value of that portion of the existing well bore to be utilized as follows:

{2) If the proposal is for sidecracking in existing dry hole, reimbursement shall be on the basis of the actual costs incurred :n
the imual drilling of the well down 0 the depth at which the uidetracking operation is imitiated.

by [f the proposal 13 for uderacking 2 well which has previously produced. reimbursement shall be on the basis uf the aud ~
wlvable matenals and equipment down to the depth at which the sidetracking operation is imuated, determined in accordance aith “he
provisons of Extubsit *'C"’, less the esumated cost of salvaging and the estimated cost of plugging and abandoning.

In the event that nonce for 3 sdetracking operation 1s i1ven while the Jrilhng ng to be ualized 1s on location. (he resp nwe ~er o

shall he limuted to forty exght | 18) hours, exclusive of Saturdav. Sundav ind legal holidays: provided. however. any party mus fequest

recave up to eght (8) addiional days after expwrauon uf the torty erght . 18 hours snthin which 10 respond by paving tof uil stiru =
incurred dunng wch extended responae penod. [f more than one party clects to take wch addivonal ame (o respond to the notie

by costs shall be sllocated between the parnes talung additional time (o respond on & day today bams i the progortion cach v "¢ "
ty's interest a8 thown on Exubst "*A'" beary to the toral interest a3 shown on Exhubue “*A°" of i) the electing parties [n -
uances the responae penod o & propossl for udewacking all be hmited (o tharty 130) days.

C. TAKING PRODUCTION IN KIND:

Faf rarty Rl tahe o hind O eparately Jiipose ol s propurtionate are of sl ol and g8 produced trom he Canirar
CeNre E A ductn PR A TUY e uwd 0 e eiopment and producng peratens sid A prepanng and treatag d oo
SR A PL N N A S U et s waBhy oSt ARy eutfs etpeniditufe Nourted (A he Csling G LNd o «Tarate G om0
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ARTICLE V1
continued

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

Each party shall execute such division orders and contracts as may be necessary for the sale of its interest in production ‘rom
the Coneract Area, and, except as provided in Artcle VILB., shall be enutled to receve payment directly from the purchaser thereot for
its share of all production.

In the event any party shall fail to make the arrangements necessary to take in kind or separately dispose of its proportionate share of
the o produced from the Contract Area, Operator shall have the right, subject to the revocation at will by the party owning 1t. but not
the obl.iga:ione L uﬁc;ns.r ucgbo'él 1 segﬁtg_:g o{.lhtella atan 1&1'me & drg%% stislg o, tirge. for the account ‘of the non-taking party at the
best price mm the area for such production. Any such purchase or sale f)ly Sperator shall be subject always to the righr 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 vil 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 periads ot
ume as are consistent with the minimum needs of the industry under the particular circumstances. but in no event for a period 1n excess

of one (1) year.

[n 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-today basis for any reason are not exactly equal to a party's respective proportionate share of total gas sa':s to
be allocated to it, the balancing or accounting between the respective accounts of the parties shall be in accordance with any gas baluncing
agreement between the parties hereto, whether such an agreement is attached as Exhibit “*E"", or is a separate agreement.

D. Access to Contract Area and Information:

Each party shall have access to the Contract Area at all reasonable times, at its sole cost and risk to inspect or abserve operations,
and shall have access at reasonable times to information pertaining to the development or operation thereof, including Operator s books
and records celating 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 reports of stock on hand at the first of
each month. and shall make available samples of any cores or cuttings taken from any well drilled on the Contract Area. The cost of
gathering and furnishing information to Non-Operator, other than thart specified above, shall be charged to the Non-Operator thart 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 un terms of this 3 t and js pr ) leted 33 a dry hole not be plugged and ibandoned
bt e et o o BB ERTLR L PR RITIRES S et

tligent effort . or should any party faii to reply

within forty eight (48) hours ider er receipe of notice of the proposal to plug and sbandon
such well, such party shall be deemed to have consented to the sroposed abandonment. All such weils shall be plugged and abandoned in
accordance with applicable regulations and at the cost. risk and expense of the parties who participated in the cost of drilling or deepening
such well. Any party who objects to plugging and sbandoning such well shall have the right to take over the well and conduct further

operations in search of oil and/or gas subject to the provisions of Article V1.B.

2. Abandonment of Wells that have Produced: Except for any well in which a2 Non-Consent operation has been .unducted
hereunder for which the Consenting Parties have not been fully reimbursed as herein provided, any weil wh as been compieted 15
producer shall aot be plugged and sbandoned mithout the consent ots C,ﬁd:es/ l? i c‘on&:‘u éeutﬁm " entmeeg(t. e mell I
be plugged and abandoned in accordance with applicable regulations and at the cost. risk and expense ot e parues hereto If. wichin
thirty | 0 days after receipt of notice of the proposed abandonment of any well, all partes do not agree to the abandonment ot such weil.
those wishing 1o conunye its ation from the intervalfy of the formation(s) then open to production shall tender to each ot the ther
puud?ggr & xoan‘}mmégﬂﬁrhl&‘ oﬂncc&u"ﬁrgabk materidl and equipment. determined in accordance with the provisions ot
Exhiat “"C’". less the estimated cost of salvaging and the estimated cost of plugging and abandoning. Each abandoming party <hail usviwn
the non abandoning parties. without warranty. express or impled. 13 to ttle or 1s ta quantity, or fitness for use of the equipment un.
matenal. all of 1ts interest 1n the well and related equipment, together with s interest 1n the lexsehold estate 4s to. but onlv us 1o the 2
terval or intervals of the formauon or formaaons then open to production 1 the interest of the abandoning party s or includes 1n wil o
£as interedt, such party thall execute and deliver to the non-abandoning party or parties an od and gas lease. bmited to the intervui . ¢ 0
tervals of the formaaon or formauons then ope to production. tor 4 term of one (1) vear and 10 long thereafter as ol und or s ~ 7>
Jduced from the \nterval or intervals of the formanon or formations covered theredy, such lease 0 be on the form actached o bt

well
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ARTICLE VI
continued
“B"". The assignments or leases so limited shall encompass the “drilling unit’’ upon which the well is located. The payments bv. and the
assignments or leases t0, the assignees shall be in a ratio based upon the relationship of their respective percentage of parucipation in the

Contract Area to the aggregate of the percentages of participation in the Contract Arez of all assignees. There shall be no readjustment ot
interests in the remainingrponion of the Contract Area.

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

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

ARTICLE VII.
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 sbiigarions. 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 VIL.B. are given to secure only the debts of each severally. It is not the intention of the parties to create. nor
shall this agreement be construed as creating, a mining or other partnership or association, or to render the parties liable 4s artners.

B. Liens and Payment Defaults:

Each Non-Operator grants to Operator a lien upon its oil and gas rights in the Contract Area, and a security interest in its share
of oil and/or gas when extracted and its interest in all equipment, to secure payment of its share of expense, together with interest thereon
4t the rate pcovided in Exhibit "*C’". To the extent that Operator has a security interest under the Uniform Commercial Code ot he
state. Operator shall be entitled to exercise the rights and remedies of a secured party under the Code. The bringing of a suit and the 2b-
taiming of judgment by Operator for the secured indebtedness shall not be deemed an eiection of remedies or otherwise attect the hien
rights or security interest as security for the payment thereof. [n «ddition, upon default by any Non-Operator in the pavment of s share
of expense. Operator shall have the right, without prejudice to uther rights or remedies. to coilect from the purchaser the proceeds it -
the <ale of such Non"Operator’s share of ol and/or yas unul the smount owed by such Non-Operator. plus interest. hus heen pud Fun
rurchaser <hall be entitled to rely upon Operator’s written statement concerning the amount of any Jefauit. Operat ¢ 2rants 1 ke " en

and secunty interest to the Non-Operators to secure pavment ot Operator's proportionate share of expense.

If any party fails or s unable to pay its share ot expense within sixty (N days atter rendition of 4 statement tMerut r -
Operator. the non-defsulting parties. including Operator. <huil. upon request by Operator. pay the unpaid amount 1n the propors:

the interest uf each such party bears to the interest of ull such parties Fach party so paving its share ot the unpad cmeune -~ i "
reimbursermnent thereof. be subrovated to the security rights Jdecribed .n the foregeing paragraph.

C. Payments and Accounting:

Except us herein otherwise spoifically provided. Operator shull peomptly pav and Jischarge expenses incurres v oRe Jove,
and operation ot the Conrract Area pursuant to this agreement and shall Charge cah of the parties hereto wath tier 0
ongte sharet upon the cpense basis provided in Exhuibie - 7 Operator shull koep 4 scourate eovord b the wee w0
showing expenss incurted and Carges and ceadits Mude and caen ol

N

Opeeator atus el a, shull Rave the naht trom cme o e e 'vnand and recene trom the aber f3 ot
thar resper e shares of e ctimated amount o (B yens teoiwe cuered o operatons hereundor ti te
mMonth. whi S ght Mey he vaeryiad only By subeviauen o B N sty s tomized statement ot sulY e
with 1 i@vem e 1or 08 Rare therad Pl el statermont and invcace boe o™ cavenent o asdvamee of ot ated <
o0t hehe T 2019 s o4 the nent pravcding mench Fa b farry Rl pav o Opeeatoe s peopeetione ate Pare
ntten 1S Jave aitet sue N imate sod dvosee o revened 11 any e tals e pav s sbare ol dad stimate withee

S oMl berar et as peosided 0 FeRatnt CT unnl pand Propve sdiustment shall lne made moadhly bhoeaen
e omd i awh arty Mal e and pas ot progurtenate cure o4 atual cepenas itoareat el e
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@ Opoon No. 2: All necesary expenditures for the drilling or deepening and tesung of the well. When such well has reached is
authonzed depth. and all tests have been completed. and the results thereof furnished to the partes, Operator shall give immediate notice
to the | \JonOgemon who have the right to parucipate in the compleuon costs. The parues receiving such nouce shall have forry eight
(48 houry W&Mn /&N to eiect to parucipate in the setung of casing and the compleuon at-
tempt. Such elecuon, when made. shall include consent to all necessary expenditures for the compleung and equipping of such well. in-
cluding necessary tankage andior surface facilities. Falure of any party receiving such notice to reply witun the period above fixed shall
consatute an elecuon by thar party not to parnapate in the cost of the completion attempt. If one or more. but less than all of the partes,
elect to set pipe and to attempe 2 completon. the provisions of Arucle V1.B.2. hereof (the phrase **reworking, deepening or plugging
back " as contained 11 Arucie V1.B.2. shall be deemed 1o include '‘completng’*) shall apply to the operauons thereafter conducted by less
than all parues.

2. Rework or PluL&ck: Without the consent of all parties. no well shall be reworked or plugged back except a well reworked or
plugged back pursuant to the provisions of Articie V1.B.2. of this agreement. Consent to the reworking or plugging back of 1 well shall
include all necessary expenditures in conducting such operations and completing and equipping of said well, including necessary tankage

3. Other Operadons: Without the consent of all parties, Operator shall not undertake any single project reasonably evumated
to require an expenditure in excess of _Fifteen Thousang gng Ng/10Q----=-o-ve-uo---- Dollars ($_15.200_ 00 )
except in connecoon with 3 well, the drilling, reworking, deepening, completing, recompieting, or plugging back of which has been
previously authorized by or pursuant to this agreement; provided, however, that, in case of explosion, fire, flood or otrer sudden
emergency, whether of the same or different nature, Operator may take such steps and incur such expenses as in its opinion are required
to deal with the emergency to safeguard life and property but Operator, as prompuy as possibie, shall report the emergency to the other
perties. If Operator prepares an authority for expenditure (AFE) for its own use, Operator shall furnish any Non-Operator so requesting
an information copy thereof for any single project costing in excess of _Eiftasn Thausand and Ne/100c-cz2za-- szzziaza
Dollars ($_13.000.00 ) but less than the amount first set forth above in this paragraph.

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

Rentals, shut-in weil psyments and minimum royaltes which may be required under the tams of any lesse shall be paid by the
party or parties who subjected such iease t0 this sgreement at its or their expense. In the event two or more parties own and have con-
wtbuted interests in the same lesse to this agreement. such parties may designate one of such parties to make said payments for and on
behalf of all such parties. Any party may requast. and shall be entitled to ceceive, proper evidence of all such psymenes. In the event of
failure to make proper paymant of any rental, shut-n weil payment or minimum royaity through mistake or oversight where such pay-
ment is required to continue the lease in jorce, any loms which resuits from such non-payment shall be borne in accordance wmith the pro-
vwons of Arucle [V.B.2

wmedhaMMdam-ﬁpdchmmmurm to producton
of a produang gas well, & leam five (3) deys (excluding Serurday. Sunday and legal holidsys), or at the earliest opportunity permirted by
crcumstances. pnor o taking such action, but ssumes no liatnlity for failure to do 0. In the event of fmslure by Operator 10 10 noufy

Non-Operator, the los of any leas coneributed hereto by Noa-Operator for tmlure to make umely psyments of any shutn well payment
shall be borne joindy by the parties bereto under the provisions of Arncie [V B.3.

F. Tezem

Seginning with the frm calendar your afver the effactive date hereol, Operstor shall rendar for ad valorem tazaoon all peoperty
subjct to ths agreement which by law should be rendered for such tazes, and « shall pay all sech tazes asemed thereon before they
become delinquant. Priar to the rendicon daee, each Non Operator whall furnush Operastor indormetion = to burdems (10 nciude. dut not
be limited t0. royaltses, overnding roysites and producuon payments) on lessss and ol and g weeres conenbuted by such Non
Operator U the amened valuston of any lemaehold estaee 3 reduced Dy remon of 13 bnng wbject 10 custanding escess rovaltes. over
ndng roysites or production peyments. the reduction  ad valorem tases resuiting thereirom shall wure 1o the benefie of the owner o
owners of such lensrhold exase. and Operator shall adium the charge 10 wuch owner or ownevs 19 @ 10 reflact the demefit of such reduc
ton. If tve od valorem tazes are dased v whole or W part upon weparate valuations of esch party’s worlng nterent. then notwihstanding
nything 10 the conzary heren, (hargm 10 Uhe ot acTount shall de made and pad By the parom hereso @ xcordance o the “at
value generted by exch party's working unerent. Opevacar Whall el the ourer parta for thew proportonase shares of all tas paymenu o

the manner provuded & Exinbm "' C*

¥ Opsvaser .onuders amy 128 merument mgrope. Oprraror May. ot W3 dacrench, proiest xhm the ume .0 Moo
prewnied by Le. and prowcwes the grosen 10 3 final determinsnon. unkew 4 parves 1grew 10 andon (he Proter prr 10 " Jdl leter
mesoan Dung the rendency of sdmunmersuve o pdial pracerchags. Opevatar may elnet 10 goy. uadev proest. il wuch tics @l nv
werent and prmaity When any wxh presrusd amrament hall Nave bren Anally dovermuned. Oprroar Aall pay the tan for - et
Ount. gAY v any eren wnd pralty accrusd. and (he 101l cou Nall then be sarerd aganvit LN porties. and be pa Br BRem

prosoded 8 Faddme C'
¢

Falparty Wil pav of «suwt 10 00 Poal il rofaton v etance. e1cur gahering snd other tase? mpred upa o 0P PR

. )
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A.APL FORM 610 - MOuel FORM CPERATING AGREEMENT - ..,32
ARTICLE V11
continued
G. Insurance:

At all umes while operations are conducted hereunder, Operator shall compiv with the workmen's compensdtion uw Lt
the state where the operations are being conducted: provided, however. that Operator may be a self-insurer for liabditv under said cum-
pensation laws in which event the only charge that shall be made to the joint account shall be as provided in Exhibit *"C'". Operator shall
also carry or provide insurance for the benefit of the joint account of the parties s outlined in Exhuibie "D, ittached to and mude 1 rurt
hereot. Operator shall require all contractors engaged in work on or for the Contract Area to comply with the workmen's cocpensacca
taw of the state where the operations are being conducted and to maintain such other insurance as Operator may require.

In the event automobile public liabuity insurance is specified in said Exhibit ""D"". or subsequently rece:ves the spprusa ot the
parties. no direct charge shall be made by Operator for premiums paud for such insurance for Operator's autumotive equipment

ARTICLE VIIL
ACQUISITION, MAINTENANCE OR TRANSFER OF INTEREST

A. Surrender of Leases:

The leases covered by this agreement. insofar as they embrace acreage in the Contract Area. shall not be surrendered in whcle
or in part unless all parties consent thereto.

However. should any party desire to surrender its interest in any lease or in any portion thereof, and :he other parties do not
agree or cansent thereto, the party desiring to surrender shall assign. without express or implied warranty of -:tle, all of its 1nterest in
such lease, or portion thereof, and any well, matenal and equipment which may be located thereon and znv rights in production
thereafter secured, to the parties not consenting to such surrender. If the interest of the assigning party is ¢ includes an oil and gis in-
terest. the assigning party shall execute and deliver to the party or parties not consenting to such surrender an od and gas 'ease covering
such oil and gas interest for a term of one (1) year and so iong thereafter as oil and/or gas is produced frum the land covered "i.er=bv. wuch
lease to be on the form attached hereto as Exhibit *'B’". Upon such assignment or lease, the assigning party shall be relicved from il
obligations thereafter accruing, but not theretofore accrued, with respect to the interest assigned or leased and the operaticn f :av aveil
attributable thereto, and the assigning party shall have no further interest in the assigned or leased premises and 1ts cquipment urd pro-
duction other than the royalties retained in any lease made under the terms of this Article. The party assignee or iessee shali payv ¢ the
party assignor or lessor the reasonable salvage value of the latter’s interest in 4ny wells and equipment attributable to the assigned or !cus-
ed acreage. The value of all material shall be determined in accordance with the provisions of Exhibit *"C™'. less the esumated cost ot
«lvaging and the estimated cost of plugging and Jbandoning. If the assignment or lease 13 in favor of more than one party. the interest
shall be shared by such parties in the proportions that the interest of each bears to the total interest of ail such parues.

Anv sssignment. lease or surrender made under this provision shail not reduce or change the assignor's, iessor s or ~arrendering
party’s interest s it was immediately before the issiynment. lease ur surrender in the balance ot the Contract Area. and the acrese
assigned. leased or surrendered. and subsequent operations thereon. shall not thereafter be subject to the terms ind provwsions [ mis
agreement.

B. Renewsal or Extension of Leases:

-~

[f any party secures a renewsl of any ol und 2as lease subyect 1o this agreement. all other parties shull be noutied prompis o
shall have the right for a period of thirty (30) days followiny recewpt ol such notice in which to elect to partcipate 10 the sanership
renewal lease. insofar as such lesse affects lands within the Contract Areq. hy paving to the party who acquired it thetr sev-rul proter e
portionate shares of the acquisition cost allocated to that part of such lease within the Contract Ares. whwch <hall b cnpror cron s o=
interests held at that ume by the parties in the Contract Arey.

If wme. but lexs than i, of the parties clect to parucipate 0 the purchase of i renewal lease, it shall be vanad by -~ -~
wha elevt o particpate theren, in 4 ratso based upon the relationship of ther respective perventage of partaipation i she Coner e A
to the sugregate ol the percentages of pactncipation in the Contract Area of Jll parties pacticipating 1 the purchase -t vch o= v
Anv renewyl lease 1n shh less than all parties clent to paenicpate shull not be subpect to this Jureement

Fach party who partipates in the purchase of 1 renewal lcive shull he Given 1A DuERMENt o s propertienate Aere

by the aquining party

m

The prinincns o this Artle shall apply 10 rencs al leawt W ACtRer thev are e the entire nterest covered ™ 5
o0 cover only 4 portion of M ares of an iNterr IMTIA AR renew sl lease Lalen hefore the cuPpratsnn of s prodevess s '
contrn ted for within ug 1! monthe dter the espwation o the ceinting leaw thall he Wikt w thie provivon, but ans '
tea ted f0r MOre tham ux () MOALRS alter the ctpration Ut Jn ctiting lease \all ma he deemed 4 reewal fease aad huil -~

the prosivams o this Jgroement

© e

¢

The proviuons i tha Artle Nall ddso he spplxcable o ctionanas o ol ind gas leawn

C  Acreage or (avh Contribytions:
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ARTICLE VIII
continued

1 said Drilling Parties shared the cost of drilling the weil. Such acreage shall become a separate Contract Area and, to the extent possible. e

2 governed by provisions identical to this agreement. Each party shall promptly noufy all other parties of any acreage or cash contriburi s

3 1t may obtain in support of any well or any other operation on the Contract Area. The above provisions shall aiso be applicabie to _p

4 uonal rights to earn acreage outside the Contract”Area which are in support of a well drilled inside the Contract Area.

S

6 [f uny party contracts for any consideration relating tc disposition of such party’s share of substances produced hereunder. _.h

7 considerauon shall not be deemed a contribution as contemplated in this Arucle VIII.C.

8

9 D. Maintenance of Uniform Interest:

10

11 For the purpose ot maintaining uniformity of ownership in the oil and 2as leasehold interests covered by this agreemens. ~o
12 party shall sell, encumber. trunster or make other disposition of its interest in the leases embraced within the Contract Area und in veils
13 equipment and production unless such disposition covers either:

14
13 1. the entire interest of the party in all leases and equipment and production: or
16

7 2. un equal undivided interest in all leases and equipment and production in the Contract Area.
18
19 Every such sale. encumbrance. transfer or other disposition made by any party shall be made expressly subject to this agrenmen:
20 and shall be made without prejudice to the right of the other parties.
21
22 If. at any time the interest of any party is divided among and owned by four or more co-owners, Operator, at its discretion, max
23 require such co-owners to appoint a single trustee or agent with full authority to recetve notices, approve expenditures. receive billings {. r
24 and approve and pay such party's share of the joint expenses, and to deal generally with, and with power to bind, the . owners of such
25 party s interest within the scope of the operations embraced in this agreement; however, all such co-owners shall have the ~ tht to enter
26 into and execute all contracts or agreements for the disposition of their respective shares of the oil and gas produced frum the Contruer
7 Area and they shall have the right to receive, separately, payment of the sale proceeds thereof.
28
29 E. Waiver of Rights to Partition:
10

3t lf permitted by the laws of the state or states in which the property covered hereby is located, each party hereto owninyg uin

12 undivided interest in the Contract Area waives any and all rights it may have to partition and have set aside to it in severalty its undivided
33 interest therein.

i Shotridmmrrerty—denne—temteli-el- o ey e ot e e et Ir P MERE— =it hes-ard—ereats—m—the s

R Area. o ~hail promptly give written notice to the other parties. with tull information concerming its proposed sile. ahuh MLl ne
1) nume and sddress of the prospective purchaser (who must be ready. willing and able to purchase). theg ase price. and ail ke ceeet.
W ot the otfer. The other parues shall chen have an optional prior right. for 2 period g OF davs after recespt ot the notice. to purch. e
sl .0 the sume terms and conditions the interest which the other piris-propGses (0 seil: and. if this optional nght is excccised. the ~arche
12 ing parties shall share the purchased interest in_the-profortions that the interest ot each bears to the total interest ot ull purctang
v tes However, there shall be ng jerential right to purchuse 1n those cates where any party wishes 10 MOrtRIRE its Nterocts ¢ oo
r Jicpuse of s ip ¥ merger. reorganization, consolidation. or sale of all ue substantially all of irs issets to a subsiliury of purent —
3

(3}

V7 ARTICLE IX.

A INTERNAL REVENUE CODE ELECTION

]

4y This arecment 18 not intended to create, and <hall nut he o astrued to create, & relatonship of partership .. an vy

Y] fur pront hetwern of among the parties hereto. Notwithstanding any provision herein that the rights and liabihtes hereunaer Cre <y
) a0d Gt ot or collective, oe that this agreement and operatic rs hereunder shall Ao consutyte 4 pacmersip. ! - wder o :

93 rurpuas, this agreement ond the operations hereunder are rogarded as 4 pacinershup. each party hercby utfevted v'outs o

LN 10 the appliatieon of il of the provisons of Subihupter K Chupter | Subutle " A7, of the laternal Revenuy ¢+ e ot o of

58 Mt ond suthorzed by Seton 01 of the Coade and the regulations fromuliatd thereundee Orertatue is suthonizat ane o

S cvute o Al ol ca b parts hereby atfected Wl ervidence of this cuntion s nav Be required By the Suuretary of che (ol
i United States of the Puderdl Intern d Revenue Servie. including speviin sily, dut not vy wav of imitaton, gl ot oRe cetuens -
nd the Jata requind by Fahrd Regulstions | "61 Should there he any revjuicement (hat each pary herebs Lihie’
50 cvadetee -t vievinn. em b panty Al cxaute such Sy uments and furmsh il other cvrdeme o Muy v e

Pederal [atermal Rencniue Servne o 28 Mav he neceunary 10 o wdeme thit el tiun No wch party full give sav aviee - ¢ e

ol At ncautent «ith the el tun Male Reredy 11 aay present or future income tas Liws of the wate of wares 0 AR o L.
2 \rea s hasted o any turure ioome tan laws o the United Seats contant ros iuons umiler 10 thowe i Sulvhapur K-

.n.

Vo o Nunude v o e Tntrnal Revenue Code o 19%) under wAnh a0 cleuton umidar to thet proswded By St =1 o8 0 &
o Sntted s A Party erebs atacad shall Make s cha on s May e permatted of required By sach s I muiag et oo
A\ VA N N marte arates R N e ot ed By sl Parts Irom pets0uns Acreundet can he diyuatedy Coreree &

Lo} | T AN LI WY EYVER s (R Ao [



ARTICLE X.
CLAIMS AND LAWSUITS

Operator may sertle any single uninsured third party damage claim or suit arsing from operations hereunder if the expenditure
does not exceed_Tan Thoysang ang No/100--------------=~=--"=7""""""<-~wcwecv--ccccerrmm---- Doilars
i$10.000.90 ) and if the payment is in complete settlement of such clam or suit. If the amount required for settiement ex-
ceeds the above amount. the parues hereto shall assume and take over the further handling of the claum or suit. unless such authonity
delegated to Operator. All costs and expenses of handling, settling, or otherwise discharging such ciaum or suit shall be at the joine ex-
pense of the parues partiaipaung in the operation from whuch the claim or suit anses. If 2 clum is made against any party ot o any party s
sued on account of any matter arising from operations hereunder over which such individual has no conol because of the rghts given
Operator by this agreement. such party shall immediately nodfy all other parties, and the clam or suit shall be eated as any other clum
or suit uvolving operations hereunder.

ARTICLE XI.
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 prompe written notice of the force majeure with
reasonably full paruculars concerning 1t; thereupon, the obligations of the party giving the notce, so far as they are affected by t'.e force
majeure, shall be suspended during, but no longer than, the continuance of the force majeure. The affected party shall use all reasonable
diligence to remove the force majeure situation as quickly as practcable.

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require the settlement of strikes,
lockouts. or other labor difficulty by the party involved, contrary to its wishes; how all such difficuities shall be handled shall be enarely

within the discretion of the party concerned.

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

ARTICLE Xil.
NOTICES

All notices authorized or required between the parties and required by any of the provisions of this agremment, unless otherwise
speaifically provided. shall be given 01 wriing by mail or telegram, postage or charges prepaid, or by telex or telecopier and addressed o
the parues to whom the notice is given at the addresses listed on Exhibit **A’". The oniginating notice given under any pronsion hereof
shall be deemned given only when received by the party to whom such notice is directed, and the ume for such party to give iny nouce
response thereto shall run from the dase the originating notice is received. The second or any responsive notice shall be deemed given
when deposited 1n the mail or with the telegraph company, with postage or charges prepaid, or sent by telex or telecopier. Each party
shail have the nght to change ity addrem st any time, and from ume to tme, by giving written aotice thereal o all other puves.

ARTICLE XL
TERM OF AGREEMENT

This agreement shall remain in full force and effect a3 1o the ol and gas lenses andior oil and ges interests subject hereto for the
penod of ume selected beiow: provided, however, no party hereto shall ever be consrued as having any ngin, tide or interet in of to any
lease or ool and gas interest coneributed by any other party beyond the term of this agreemene.

X Option No 2. In the event the well dexcribed 1n Artcle VI A, or any wbwquent wed driled under any provusion of thus
agreement. revults 1n producton of o and/or gas 1 paying quantities. this agreement shall contmue » force 10 long as any such well o
wells produce. or are capable of production, ind for an additonal perod of 120 days from cemenon of all production prosiced
however. . pnar (o the espwanan of wch additonal persad. one or mare of the parnes hereto are engaged i dnlling. reworiing leeren
ing. plugging dack. testing of atempting (o complete 3 well or wells hereunder. thu agreerment all contwrue n force unnl such pets
tions Nase brent complrted and J producton results theveirom. this agreement shall continue » (arce = provided herern In the g e ne
oell dexcrided i Artcle VI A . or any whsequent well deilied Nereunder. results i 2 dry hole. and no other well o producing X .ratie
of praduing o «ndior gas from the Cantract Ares. the sgreement shall termunse uniew dnlling. devprang. plugging dut ¢ rewon

m.mummcmdmul___danlmmdmdmduut .
It 1 agreed. Nowever. (Aot 1he Lermunaoan of the agreement Jull not rebeve any party herees (rom any ubviy mhah “a
acrued of atxhed prar © e dae of Wk terTnston. __f
¢
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A.APL. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1982

ARTICLE XIV.
COMPLIANCE WITH LAWS AND REGULATIONS

-

e

A. Laws, Reguhtions“;nd Orders:

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

B. Governing Law:

This agreemnent and all matters pertaining hereto, including, but not limited to, matters of pertormance. non performunce. bre. .
remedies, procedures, rights, duties and interpretation or construction, shail be governed and determined by the law of the stue ia < hich
the Contract Area is located. If the Contract Area is in two or more states, the law of the state of _New Mexico
shall govern.

C. Regulatory Agencies: .

Nothing herein contained shall grant, or be construed to grant. Operator the right or authority to waive or releise anv righrs.
privileges, or obiigations which Non-Operators may have under federal or state laws or under rules. regulauons or orders promulgaz-d
under such laws in reference to oil, gas and mineral operations, including the location, operation, or production of wells, on tructs ttset
ung oc adjacent to the Contract Area.

With respect to operations hereunder. Non-Operators agree to release Operator from any and ali losses. dumuaes. injuries. claims
and causes of action arising out of, incident to or resulting directly or indirectly from Operator’s interpretation ur apr’iv.<wn of rules.
rulings, regulations or orders uf the Department of Energy or predecessor ur successor agencies to the extent such .nte-potion or Lo
plication was made in good faith. Each Non-Operator further agrees to reimburse Operator for any amourts applicable - uch Non
Operator's share of production that Operator may be required to refund, rebate or pay as a result of such an incorrect int-r; » -ur v ¢
application. together with intecest and penalties thereon owing by Operator as a result of such incorrect interpreration vt . L .on

Non-Operators authorize Operator to prepare and submit such documents as may be required to be submutted to e purihiis.e
of any crude or! wold hereunder or to any other person or entity pursuant to the requirements of the *"Crade O Windfall Prone Tux 2.
of 1980°", as same may be amended from ume to rime ("*Act’ "), and any valid regulatiens or rules which muy Lo issued by the Treasur
Department from time to tme pursuant to said Act. Each party hereto agrees w furnish any and all cernifications or other ntenmae. -
ahich 1s required to be furnished by said Act in 4 timely manner and in sutficient detad o permit comphidnce with said At

ARTICLE XV.
QOTHER PROVISIONS

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



'ARTICLE XV
OTHER PROVISIONS
A. REWORKING OPERATIONS

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

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

B. NONDISCRIMINATION

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

all rules, regulations and relevant orders of the Secretary of
Labor.

C. COVENANTS RUN WITH THE LAND

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

D. LAWS AND REGULATIONS

All of the provisions of this agreeament are expressly subject
to all applicable laws, orders, rules and regulations of any
governmental body or agency having jurisdiction in the prenmises,
and all operations contemplated heredby shall be conducted 1n
conformity therewith. Any provision of this agreement which 1.s
inconsistent with any such laws, orders, rules or regulations .s
hereby modified so as to conform therewvith, and this agreement, as
so modified, shall continue in full force and effect.

E. PRIORITY OF OPERATIONS

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

Proposals to do additional testing, coring or logging.
Proposals to attempt a completion in the objective ore.
Proposals %o plug bpack and atteampt completions .7
shal.ower :cnes, .n ascending order.

—t P g~
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4. Proposals to side-tract the well to reach any zone not
below the original authorized objective.
5. Proposails to deepen-the well, in descending order.

F. REGULATORY PROVISIONS

1. Gaseous Hydrocarbons:

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

2. Liquid Hydrocarbons:

Non-Operators hereby authorize Operator to file with the
purchaser of crude oil or other liquid hydrocarbons or with any .
other person required by law, any statement or certification
required by the Crude 0il Windfall Profit Tax Act, the Emergency
Petroleum Allocation Act of 1973, the Energy Policy and
Conservation Act or by any rule, regulation or order issued
thereunder or by any other law, rule, or regulation relating to the
pricing of crude oil and other liquid hydrocarbons or the taxaticn
thereof. To the extent that Operator may by law be authorized to
do so, Non-Operators hereby authorize Operator to agree with any
purchaser to relieve Operator (in whole or in part as Operator may
determine) of any filing or certification requirements. In making
any filing or certification with any purchaser of crude oil or
other liquid hydrocarbons, each Non-Operator shall be solely
responsible for furnishing to Operator or such purchaser or any
other person required by lav any exemption certificate, independent
producer certificate or any other evidence required by law to
entitle Non-Operator to a higher price for the sale of his
production or for a lowver rate of windfall profit or other excise
tax thereon, and upon a Non-Operator’s failure to furnish the sanme,
Operator shall certify to such purchaser for such Non-Operator’s
interest the lover price and/or higher rate of tax. Operator shall
have no duty to ssek any refunds on behalf of any Non-Operator of
any overpayment of any windfall profit or excise tax to which any
Non-Operator nmay be entitled by law.

3. Refunds:

In the event any Non-Operator receives a greater sum for the
sale of its share of production than that to which such Non-
Operator is entitled, such Non-Operator shall promptly refund any
excess sSums 8O collected to the person entitled thereto together
with any interest thereon required by law. In the event Operator
is required for any reason to make any such refund on any Non-
Operator’s behalf and such Non-Operator refuses upon Operator’s
request to reiamburse Operator for the amount so pgxd,_ then
Operator, in addition to any other rights or remedies which it may
have as a result of saking such refund, (i) shall have the lien
provided by Article VII.B. to secure such reisbursement and (11)
shall be authorized to collect fros Non-Operator’s purchaser of
production all revenues attributable to Non-Operator’s share of
production until the full amount required to be paid or refunded by
Non-Operator has been recovered.

4. Operator’s Liability:

Operator shall use .(ts best judgment .n making any of :n?
fi1lings and certifications referred to under Paragraph 1 and ¢
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above in prosecuting any filings and applications. However, in no
event shall Operator have any liability to any Non-Operator in
making and prosecuting any such filing or in rendering any
statement or certification, .absent bad faith, gross negligence or
willful misconduct. Any penalties incurred as a result of any
incorrect certification, statement or filing shall, in absence of
bad faith, gross negligence or willful misconduct, be charged to
the parties owning the production to which the penalty pertains.
In no event shall any error by Operator relieve any Non-Operator of
the liability for any refund under Paragraph 3 above.

G. OPERATOR PROTECTION

1. Assignment:

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

2. Attorneys Fees:

In the event any party hereto shall ever be required to bring
legal proceedings in order to collect any sums due from any party
under this Agreement, then party or parties shall also be entitled
to recover all court costs, costs of collection and a reasonable

attorney’s fee, which the lien provided for herein shall also
secure.

H. PERPETUITIES

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

I. NO THIRD-PARTY BENEFICIARY CONTRACT

This Agreement 13 made solely for the benefit of those persons
who are parties hereto (including those persons succeeding to all
or part of the Lnterest of an original party if sSuch succession .s
recognized under the other provisions hereof), and no other person

WPl 1=



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

J. OPERATOR’S REORGANIZATION AND STATUS CHANGE

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

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

K. OVERHEAD RATE ADJUSTMENT PROVISIONS

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

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

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

Any new rates established pursuant to this provision shall be
subject to adjustment in the manner provided by Section III.l.A.(3)
of the Accounting Procedure, but otherwise the procedure set out in

these provisions shall not be exercised on a greater frequency than
once each twelve aonths.

L. BANKRUPTCY

If, folloving the granting of relief under the Bankruptcy Code
to any party hereto as debtor thereunder, this Agreeament should be
held to be aR execcutory contrect vithin the meaning of 11 U.s.C.
§363, then the Operator, or (if the Operator is the debtor 1in
bankruptcy) any other party, shall be entitled to a determination
by debtor or any trustee for debtor within thirty (30) days froa
the date an order for relief is entered under the Bankruptcy Code
as to the rejection or assumption of this Operating Agreement. In
the event of an assumption, Operator or said other party shall bve
entitled to adequate assurances as to future performance of
debtor’'s obligation hereunder and the protection of the interest of
all other parti.es.

CWP171-3
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ARTICLE XVL
MISCELLANEOUS
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legal representatives, successors and assigns.

e

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 1993

OPERATOR
SANTA FE ENERGY OPERATING PARTNERS, L.P.

By: Santa Fe Pacific Exploration Company
Martaging Gf?nqtal Partner
,<~ : ” . 1 .

~
~ o
By: . e L

T.S. Patker , Attorney-in-Fact

APPROVED
———n 2
NON-OPERATORS —_
—]
Skipper Hamilton, Inc. Donahoe 01l & Gas Company
By: By:
Title: Title:
Yates Petroleum Company Greystone Corporation
By: ' Bys
Title: Title:
Yates Drilling Comp;ny
By:
Ticle:
Myco Industries, Inc.
By:
Title:
ABO Petroleum Corp.
By:
Tictle:
é
K
¢
r



ACKNOWLEDGMENTS

* STATE OF TEXAS )

)
COUNTY OF MIDLAND )

This instrument was acknowledged before me this 24tph day of

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

Notary Public, Stote of Texas - Notary Public, State of Texas
My Commission Expires 7-30-94
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Attached -and made a part of that certain Operating Agreement dated

EXHIBIT "A"

—lune 22

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

II'

ITI.

Iv.

v.

LANDS SUBJECT TO THIS AGREEMENT:

Township 22 South of Range 24 East, NMPM

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

There are no depth restrictions.

FRACTIONAL INTERESTS OF THE PARTIES TO THIS AGREEMENT:
—GWL___
Donahoe 01il & Gas Co. Et Al 18.19052%
Skipper Hamilton 9.422702
Greystone Corporation 3.76900%
Yates Petroleum Corporation .23092%
Yates Drilling Company 1.847362
ABO Petroleum Corporation 1.847362
Myco Industries, Inc. 1.84736%
Santa Fe Energy Operating Partners, L.P. 62.84478%
100.00000%

OIL AND GAS LEASE SUBJECT TO THIS AGREEMENT:

A. Federal 0il and Gas Lease # NM-81217, dated April 1, 1989 by
and between USA as Lessor and Donahoe 01l & Gas Company, as
Lessee and covering Lots 1 through 4 inclusive and the S/2
NW/4, SB/4& NE/4, S/2 of Section 5, Township 22 South, Range
24 East, NMPM Eddy County, New Mexico containing 652.88 acres.

B. Federal 01l and Gas Lease # NM-78214 dated December 1, 1988,
by and between the USA as Lessor and Yates Petroleum Corporation
a8 Lessee and insofar only as said Lesase covers the SW/4 of NE/4
of Section 3, Townsh{p 22 South, Range 24 East, N.M.P.M., Eddy
County, New Mexico containing 40.00 acres.

ADDRESSES OF PARTIES FOR NOTICE PURPOSES:

Donahoe 01l & Gas Company
3550 North Central Ave.
Suite 1720

Phoeni{x, Az 835012

(602) 266-0370

Skipper Hamilton, Inec.
6402 ™ 307

M{dland, Texas 79701
(913) 684-7236

Greystone Corporation
P.0. Box 11390
Phoenix, Az 85060
(602) 955-7337

Yates Drilling Company
Yates Petroleum Company
Myco Industies, Inc.
ABO Petroleum Corp.

108 South Fourth Street
Arcesia, NM 88210
(50S) 748-1471



EXHIBIT "B"

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

_June 22, 1993 - -, by and between
_Partners. L.P. , as Operator and Donahoe 01l
» as Non-Operators

& Gas Company. et al

OMITTED
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Recommended by the Council
leaftBE 601 P 80X 800 of Petroleum Accountants

TULSA OK 74101 Societies PUPHS

EXHIBIT “c”

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

by and between as Operator, and
as Non-Operator.

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

1. Definitions

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

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

“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint Opera-
tions and which are to be shared by the Parties.

“Operator” shall mean the party designated to conduct the Joint Operations,

“Non-Operators” shall mean the Parties to this agreement other than the Operator.

“Parties” shall mean Operator and Non-Operators.

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

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual as
most recently recommended by the Council of Petroleum Accountants Societies.

2.  Statement and Billings

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

3. Advances and Payments by Non-Operators
thirty (30)

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

thirty (30)

B.  Each Non-Operator shall pay its proportion of all hills within ffberackb8¥ days after receipt. If payment is not made

within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at The Chase

ank on the first day of the month in which delinquency occurs plus 2% or the maximum
contract rate permitted by the applicable usury laws in the state in which the Joint Property is located. whichever
is the lesser, plus attorney’s fees. court costs, and other costs in connection with the collection of unpaid amounts.

4. Adjustments

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

COPYRIGHT® 1985 by the Council of Petroleum Accountants Societies.
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5. Audits
A. A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Opera-

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

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

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

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

II. DIRECT CHARGES
Operator shall charge the Joint Account with the following items:
1. Ecological and Environmental
Costs incurred for the benefit of the Joint Property as a result of governmental or regulatory requirements to satisfy environ-
mental considerations applicable to the Joint Operations. Such costs may include surveys of an ecological or archaeological
nature and pollution control procedures as required by applicable laws and regulations.
2.  Rentals and Royalties
Lease rentals and royalties paid by Operator for the Joint Operations.

3. Labor

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

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

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

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

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

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable
to Operator’s costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section I1.

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

4. Employee Benefits

Operator’s current costs of established plans for employees’ group life insurance, hospitalization, pension, retirement, stock
purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor cost chargeable w0 the Joint
Account under Paragraphs 3A and 3B of this Section II shall be Operator’s actual cost not to exceed the percent most recent-
ly recommended by the Council of Petroleum Accountants Societies.

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

6. Transportation

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

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

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

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

7. Services

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

8. Equipment and Facilities Furnished By Operator

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

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

9. Damages and Losses to Joint Property

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

10. Legal Expense

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

11. Taxes

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

12. Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Parties. In the
event Joint Operations are conducted in a state in which Operator may act as self-insurer for Worker’s Compensation and

or Employers Liability under the respective state's laws, Operator may, at its election, include the risk under its self-
insurance program and in that event, Operator shall include a charge at Operator’s cost not to exceed manual rates.

13. Abandonment and Reclamation
Costs incurred for abandonment of the Joint Property. including costs required by governmental or other regulatory
authority.
14. Communications
Cost of acquiring, leasing. installing, operating, repairing and maintaining communication systems, including radio and
microwave facilities directly serving the Joint Property. In the event communication facilities/systems servinyg the Joint
Property are Operator owned. charges to the Joint Account shall be made as provided ir Paragraph 8 of this Section I
15. Other Expenditures
Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section 11 and which

is of direct henefit to the Joint Property and is incurred by the Operator in the necessary and proper conducet of the Joint
Operations.
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III. OVERHEAD

e

1. Overhead - Drilling and Producing Operations

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

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

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and salaries
or wages plus applicable burdens and expenses of all personnel, except those directly chargeable under Paragraph
34, Section I1. The cost and expense of services from outside sources in connection with matters of taxation, traffic,
accounting or matters before or involving governmental agencies shall be considered as included in the overhead rates
provided for in the above selected Paragraph of this Section III unless such cost and expense are agreed to by the
Parties as a direct charge to the Joint Account.

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

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

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

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

A. Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate $
{Prorated for less than a full month)

Producing Well Rate $

(2) Application of Overhead -~ Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate

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

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

(b) Producing Well Rates

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

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

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

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

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

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

B. Overhead - Percentage Basis

(1) Operator shall charge the Joint Account at the following rates:
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APercent ( %) of, the cost of development of the Joint Property exclusive of costs provided
under Paragraph 10 of Section II and all salvage credits.

(a) Developfnent

(b) Operating

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

Paragraphs 2 and 10 of Section II, all salvage credits, the value of injected substances purchased for secondary
recovery and all taxes and assessments which are levied, assessed and paid upon the mineral interest in and
to the Joint Property.

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

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section 111, development
shall include all costs in connection with drilling, redrilling, deepening, or any remedial operations on any or all
wells involving the use of drilling rig and crew capable of drilling to the producing interval on the Joint Prop-
erty; also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandoning
when the well is not completed as a producer, and original cost of construction or installation of fixed assets, the
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction as
defined in Paragraph 2 of this Section III. All other costs shall be considered as operating.

2.  Overhead - Major Construction

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

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

B. ____2__~ % of costs in excess of $100,000 but less than $1,000,000, plus
1

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

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

3. Catastrophe Overhead

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

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

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

C. __1__ % of total costs in excess of $1,000,000.

Expenditures subject to the overheads above will not be reduced by insurance recoveries, and no other overhead provi-
sions of this Section 111 shall apply.

4. Amendment of Rates

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

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

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

1.  Purchases
Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case of

Material found to be defective or returned to vendor for any other reasons. credit shall be passed to the Joint Account
when adjustment has been received by the Operator.

1o

Transfers and Dispositions

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




A. New Material (Condition A)
(1) Tubular Goods Other than Line Pipe

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

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

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

(d) Macaroni tubing (size less than 23 inch OD) shall be priced at the lowest published out-of-stock prices f.o.b.
the supplier plus transportation costs, using the Oil Field Haulers Association interstate truck rate per weight
of tubing transferred, to the railway receiving point nearest the Joint Property.

(2) Line Pipe

(a) Line pipe movements (except size 24 inch OD and larger with walls 3 inch and over) 30,000 pounds or more
shall be priced under provisions of tubular goods pricing in Paragraph A.(1)(a) as provided above. Freight
charges shall be calculated from Lorain, Ohio.

(b) Line pipe movements {except size 24 inch OD and larger with walls 3{ inch and over) less than 30,000 pounds
shall be priced at Eastern mill published carload base prices effective as of date of shipment, plus 20 percent,
plus transportation costs based on freight rates as set forth under provisions of tubular goods pricing in Para-
graph A.(1)a) as provided above. Freight charges shall be calculated from Lorain, Ohio.

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

(d) Line pipe, including fabrieated line pipe, drive pipe and conduit not listed on published price lists shall be

priced at quoted prices plus freight to the railway receiving point nearest the Joint Property or at prices
agreed to by the Parties.

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable supply

store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, to the railway
receiving point nearest the Joint Property.

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

B. Good Used Material (Condition B)

Material in sound and serviceable condition and suitable for reuse without reconditioning:
(1) Material moved to the Joint Property

At seventy-five percent (75%) of current new price, as determined by Paragraph A.
(2) Material used on and moved from the Joint Property

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

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

(3) Material not ﬁsed on and moved from the Joint Property
At seventy-five percent (75%) of current new price as determined by Paragraph A.
The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material
(1} Condition C
Material which is not in sound and serviceable condition and not suitable for its original function until after recon-
ditioning shall be priced at fifty percent (50%) of current new price as determined by Paragraph A. The cost of

reconditioning shall be charged to the receiving property. provided Condition C value plus cost of reconditioning
does not exeeed Condition B value.
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Material, excluding junk, no longer suitable for its original purpose, but usable for some other purpose shall be
priced on a basis commensurate with its use. Operator may dispose of Condition D Material under procedures
normally used by Operator without prior approval of Non-Operators.

(2) Condition D ~

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

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

(3) Condition E

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

D. Obsolete Material

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

E. Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25¢) per hundred
weight on all tubular goods movements, in lieu of actual loading or unloading costs sustained at the stocking
point. The above rate shall be adjusted as of the first day of April each year following January 1, 1985 by the same
percentage increase or decrease used to adjust overhead rates in Section III, Paragraph 1.A(3). Each year, the
rate calculated shall be rounded to the nearest cent and shall be the rate in effect until the first day of April next
year. Such rate shall be published each year by the Council of Petroleum Accountants Societies.

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

3. Premium Prices

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

4. Warranty of Material Furnished By Operator

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

V. INVENTORIES

The Operator shall maintain detailed records of Controllable Material.

1. Periodic Inventories, Notice and Representation
At reasonable intervals, inventories shall be taken by Operator of the .Joint Account Controllable Materi.a!. Writ;en notice
of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin S0 that
Non-Operators may be represented when any inventory is taken. Failure of Non-Operators to be represented at an inven-
tory shall bind Non-Operators to accept the inventory taken by Operator.

2, Reconciliation and Adjustment of Inventories
Adjustments to the Joint Account resulting from the reconciliation of a physical inventory shall be made within six

months following the taking of the inventory. Inventory adjustments shall be made by Operator to the Joint Account for
overages and shortages, but. Operator shall be held accountable only for shortages due to lack of reasonable diligence.

3. Special Inventories
Special inventories may be taken whenever there is any sale, change of interest, or change of Operator in the .Igint Property.
It shall be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes

pliace. In such cases, both the seller and the purchaser shall be governed by such inventory. In cases involving a change
of Operator, all Parties shall be governed by such inventory.

1. Expense of Conducting Inventories

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

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

INSURANCE

= -,

Attached hereto and made a part of that certain Operating

Agreement dated Iune 22 1993 . by and between
Santa Fe Energy Operating Partners, L.P. , as Cperator and
—Donahoe 04l & Cas Company, et al ., as Non-Operators

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

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

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

Liability coverage and shall include Products Liability and Completed
Operations coveradge.

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

than $100,000 for any one accident, for loss of or destruction of or damage
to property.

(d) Insurance coverage of the types and amounts as set out in
subsections (a), (b) and (c) hereinabove on subcontractors, service
companies, and all others who may have been engaged, contracted with, or
otherwise employed by Operator in the performance of this Agreement with
such insurance coverage to cover the subcontractors, service companies, or
others so employed and all of their employees, except that Operator may
require each such subcontractor, service company, or other person or
organization to provide his, its or their own insurance coverage of the
types and in the amounts specified hereinabove, and such person or
organization, under such circumstances, shall furnish to Operator
Certificates of Insurance as evidence of such insurance coverage.



EXHIBIT "E"

Attached to and made a part of that certain Operating

-~

Agreement dated lune 22 , 1993

Between __ Santa Fe Energy Operating Partpers, L.P.. as Operator
And Donahoe 0il & Gas Company et al s _as Non-Operators

GAS STORAGE AND BALANCING AGREEMENT
1. In accordance with the terms of the Operating Agreement, each Party thereto
has the right to take its share of gas produced from lands subject to said Operating
Agreement and market the same. In the event any of the Parties hereto is not at any time
taking or marketing its share of gas or has contracted to sell its share of gas produced to
a purchaser which does not at any time while this Agreement is in effect take the full
share of gas attributable to the interest of such Party, the terms of this Agreement shall

automatically become effective.

2. During th; period or periods when any Party hereto has no market for all of
its share of gas produced or its purchaser does not take its full share of gas produced, the
other Parties shall be er.\titled to produce each month one hundred percent (100%) of the
allowable assigned or in the absence of an assigned allowable the maximum production
capacity and shall be entitled to take and deliver to its or their purchaser such gas
production; provided, however, no party shall be entitled to produce, own and dispose of
each month more than three hundred percent (300%) of its share of the allowable or
maximum production capacity as the case may be, unless it has gas in storage. All
Parties hereto shall share in and own the liquid hydrocarbons recovered from such gas by
lease equipment in accordance with their respective interests and subject to the Operaung
Agreement, but the Party or Parties taking such gas shall own all of such gas delivered to

its or their purchaser.

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

gas produced shall be credited with gas in storage equal to its full share of the zas
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produced under this Agreement, less its share of gas used in lease operations, vented or
lost, and less that portion such Party took or delivered to its purchaser. The Operator (as
that term fs defined in the Operating Agreement) will maintain a current account of the
gas balance between the Parties and will fumnish all Parties hereto monthly statements
showing the total quantity of gas produced, the amount used in lease operations, vented
or lost, the total quantity of liquid hydrocarbons recovered therefrom, and the monthly

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

4. At all times while gas is produced, each Party hereto will make settlement
with the respective royalty owners to whom it is accountable, just as if each Party were
taking or delivering to a purchaser its share, and its share only, of such gas production
exclusive of gas used in lease operations, vented or lost. Each Party hereto agrees to
hold each other Party harmless from any and all claims for royalty payments asserted by
royalty owners to whom each Party is accountable. The term "royalty owner” shall
include owners of royalty, overriding royalties, production payments and similar

interests.

5. After notice to the Operator, any Party which has gas in storage pursuant to
the terms hereof at any time may begin taking or delivering to its purchaser its full share
of the gas produced less such Party's share of gas used in operations, vented or lost. In
addition to such share, each Party including the Operator, until it has recovered its gas in
storage and balanced the gas account as to its interest, shall be entitied to take or deliver
to its purchaser a share of gas determined by multiplying S0% of the interest in the
current gas production of the Party or Parties without gas in storage by a fraction, the
numerator of which is the interest of such party with gas in storage and the denominator
of which is the total percentage interest of all Parties with gas in storage currently taking

or delivering to a purchaser.

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

any and all production taxes due on such gas.
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7. Nothing herein shall be construed to deny any party the right from time to
time, to produce and take or delivef to its purchaser its full share of the gas production to

meet the deliverability tests required by its purchaser.

8. Should production of gas be permanently discontinued before the gas account
is balanced, settlement will be made within sixty (60) days between the underproduced
and overproduced Parties. In making such settlement, the underproduced Party or Parties
will be paid a sum of money by the overproduced Party or Parties attributable to the
overproduction which said overproduced Party received, less applicable taxes theretofore
paid, at the applicable prices over the term of delivery for a volume of gas equal to that
for which settlement is made. The price basis shall be the rate collected from time to
time, which is not subject to possible refund, as provided by the Federal Energy
Regulatory Commission pursuant to final order or settlement applicable to the gas solely,
plus any additional collected amount which is not ultimately required by said Commission
to be refunded, such additional collected amount to be accounted for at such time as final
determination is made with respect thereto. The operator shall have no liability with
respect to the correctness of the funds received by it from any overproduced party or on
account of the failure of any overproduced party (other than Operator if it is

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

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

the Operating Agreement.

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

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

1. Notwithsanding anything contained herein to the contrary, no Party shall have
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the right to produce more than its proportionate share of Ultimate Recoverable Reserves
from any separate completion in each well without the consent of all other Parties having
working interests“in such completion. As used herein, the term "Ultimate Recoverable
Reserves” is defined as the sum of cumulative production to date together with estimated
quantities of natural gas which geological and engineering data indicate to be recoverable
in future years from a completion in a particular well under existing and anticipated
economic and operation conditions, as such quantities may be from time to time revised.
Operator shall be responsible for determining the Ultimate Recoverable Reserves
attributable to each separate completion and shall advise each of the non-operators of its
determination from time to time as such determination is made, but no less frequently
than once every twelve (12) months. For a period of thirty (30) days following mailing
of a notice of determination, Non-Operators may submit to Operator proposed
adjustments to such reserve determination which Operator may accept or reject, and any
revision by Operator shall be made with said thirty (30) day period. Operator's
determination, however, shall be final unless within thirty (30) days after mailing to Non-
Operators of any such reserve determination or a revision thereof, Non-Operators
comprising not less than fifty percent (50%) of the working interest in the completion
zone for which the determination is made request an independent determination of
reserves. [f such a request is made, then such reserves for such completion zone shall be
determined by an independent reservoir engineering consulting firm acceptable to a
majority of working interest owners, and the cost of such independent determination shall
be charged to the joint account.

At such time as a Party had produced eighty percent (80%) of its proportionate
share of Ultimate Recoverable Reserves, such Party may make no further sales of gas
production from such completion zone which will not be in balancing with the sales of
other Parties without Operator's consent. Operator may refuse to consent to out of
balance sales unul the Party desiring to sell has furmished Operator with adequate
assurance of such Party's ability to pay future costs which may be subsequently
chargeable to such Party under the Operating Agreement and 0 pay any potenual cash

balancing under this Gas Balancing Agreement upon depletion. Such assurance may "e
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in the form of a bond or letter of credit or in any other form as the Operator deems
appropriate. A Party may not produce more than one hundred percent (100%) of its
proportionafe share of Ultimate Regoverable Reserves without the written approval of one
hundred percent (100%) of the working interest owners of such reserves.

Operator shall incur no liability to other working interest owners for its good faith
administration of the gas balancing provisions contained herein. In the event Operator is
sued by any third parties as a result of Operator’s actions in enforcing these provisions,

the costs and expenses of Operator’s legal defense shall be charged to the joint account.

12. If any underproduced party sells or assigns all or any part of its interest in the
well or completion, then unless the assignment instrument otherwise specifically provides,
such sale or assigmﬁent shall include all of the interest of such underproduced party in
gas to be produced attributable to such assigned interest, all of such underproduced
party’s right to make up gas attributable to such assigned interest, and all of such
underproduced party’s right to any cash payment that may be due hereunder after the
effective date of the assignment attributable to the assigned interest. The selling or
assigning party shall look solely to its purchaser or assignee for any interest in the gas or
cash payment to which such party may be entitled. If any overproduced party sells or
assigns all or any portion of its interest in the wéll or completion, the interest sold or
assigned shall be burdened by the right of all underproduced parties to take a portion of
the gas produced attributable to such interest as provided herein, and the assignee shall be
subject to the obligation to make cash payments to the underproduced parties as provided
herein that become payable after the effective date of such assignment. The assignor
shall remain primarily liable to the underproduced parties for any cash payment payable

with respect to the period prior to the effective date of the assignment.
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EXHIBIT "F"

- ATTACHED TO AND MADE A PART OF THAT CERTAIN OPER-

ATING AGREEMENT DATED
between ;
and

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

EQUAL OPPORTUNITY CLAUSE

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

TWP137 -1

(D

2

(3)

(4)

(5

(6)

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

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

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

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

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

[n the event of the Contractor's noncompliance with the Nondiscnruiration
clauses of this Agreement or with any ot such rules, regulations, or orders. s
Agreement may be cancelled, terminated or suspended in whole or in part and
the Contractor may be declared ineligible tor turther Government contracts :n
accordance with procedures authonzed 1n Executive Order 11246 of Septemper
24, 1965, and such other sanctions mayv be imposed and remedies invOxed s
provided 1n Executive Order 11246 of September 3. (965, or by ~.e.
regulation. ur order of the Secretary of Labor. or as otherwise Drovided " 14



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

to enter into such litigation to protect the interests of the United States.

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

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

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

CERTIFICATE OF NONSEGREGATED FACILITIES

Contractor certifies that he does not and will not maintain or provide for his employees any
segregated facilities at any of his establishments, and that he does not and will not permit his
employees to perform their services at any location, under his control, where segregated facilities
are maintained. Contractor understands that the phrase "segregated facilities” includes facilities
which are in fact segregated on a basis of race, color, creed, or national origin, because of habit,
local custom, or otherwise. Contractor understands and agrees that maintaining or providing
segregated facilities for his employees or permitting his employees to perform their services at any
locations, under his control, where segregated facilities are maintained is a violation of the Equal
Opportunity Clause required by Executive Order No. 11246 of September 24, 1965, and the
regulations of the Secretary of Labor set out in 41 CFR Chapter 60. Contractor further agrees that
{except where it has obtained identical certifications from proposed subcontractors for specific time
periods) it will obtain identical certifications from proposed subcontractors prior to the award ot
subcontracts exceeding $10,000 which are not exempt from the provisions of the Equal Opportunity
Clause: that it will retain such certifications in its files, and that it will forward the following notice
to such proposed subcontractors (except where the proposed subcontractors have submitted identical
certitications for specific time periods):

NOTICE TO PROSPECTIVE SUBCONTRACTORS OF REQUIREMENT FOR
CERTIFICATIONS OF NONSEGREGATED FACILITIES: A Certification of Nonsegregated
Facilities as required by the May 9. 1967, order on Elimination of Segregated Facilities. by the
Secretary of Labor (32 F.R. 7439, May 19, 1967), and as required by the regulauons ot the
Secretary of Labor set out in 41 CFR Chapter 60. and as they may be amended. must be submutted
pror to the award of a subcontract exceeding $10.000 which is not exempt from the provisions ot
the Equal Opportunity Clause. The ceruification may be submitted either tor each subcontract or
for all subcontracts dunng a penod (i.e.. quarterly, semi-annually or annually).



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

e

GR SEC AGREEM
AND FINANCING STATEMENT

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

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

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

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

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

Each Non-Operator grants to Operator a lien upon its oil
and gas rights in the Contract Area, and a security
interest in its share of oil and/or gas when extracted
and its interest in all equipment, to secure payment of
its share of expense, together with interest thereon at
the rate provided in Exhibit "C" to the Operating Agree-
ment. To the extent that Operator has a security
interest under the Uniform Commercial Code of the state,
Operator shall be entitled to exercise the rights and
remedies of a secured party under the Code. The bringing
of a suit and the obtaining of a judgqment by Operator for
the secured indebtedness shall not be deemed an election
of remedies or othervise 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, witheut prejudice to other rights or remedies, to
collect from the purchaser the proceeds froms the sale of
such Non-Operator’s share of oil and/or gas until the
amount oved by such Non-Operator, plus interest, has been
paid. Each purchaser shall be entitled to rely upon
Operator’s written statement concerning the amount of any
default. Operator grants a like lien and security
interest to the Non-Operators to secure payment of
Operator’'s proportionate share of expense.

If any party fails or 1s unable to pay Llts share of
e«pense wvithin sixty (60) days after rendition of a

Ay L WMy FT et



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 of the
unpaid amount shall, to obtain reimbursement thereof, be
subrogated to the security rights described in the
foregoing paragraph.

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

A. Propertv Sybject to Security Interests Created Hereby

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

(2) All fixtures on the Contract Area.

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

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

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

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

(7) All severed and extracted oil, gas, and associated
substances now or heresafter produced from or attributable to the
Contract Area, including without limitation oil, gas and associated
substances in tanks or pipelines or otherwise held for treatment,
transportation, manufacture, processing or sale.

(8) All the proceeds and products of the iteas described in
the foregoing paragraphs now existing or hereafter arising, and all
substitutions therefor, replacements thereof, or accessions
thereto.

(9) All personal property and fixtures now and hereafter
acquired in furtherance of the purposes of this Operating
Agreenment. Certain of the above-described items are or ares to
become fixtures on the Contract Area.

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

8. Property Subiect to Qther Liens Created Hereby

(1) All real property within the Contract Area, including
all oil, gas and associated substances of value in, on or under the
Contract Area which may be extracted therefros.

(2) All fixtures within the Contract Area.

(3) All real property and fixtures now and hereafter

acquired 1in furtherance of the purposes of this Operatirg
Agreeaent.

7. The above 1%eas will te financed at the wellhead of ~"e
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well or wells located on the Contract Area, and this Memorandum is
to be filed for record in the real estate records of the county cr
counties in which the Contract Area is located, and in the Uniform
Commercial Code records of the county or counties and state or
states in which the Contract Area is located. All parties who have
executed the Operating Agreement, their interests in the Contract
Area and their addresses are set forth on Exhibit "A" hereto.

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

9. On default of any covenant or condition of the Operating
Agreement, in addition to any other remedy afforded by law or the
practice of this state, each party to the agreement and any
successor to such party by assignment, operation of 1law, or
otherwise, shall have, and is hereby given and vested with, the
power and authority to take possession of and sell any interest
which the defaulting party has in the subject lands and to
foreclose this lien in the manner provided by law.

10. Upon expiration of the subject Operating Agreement and the
satisfaction of all debts, the Operator shall file of record a
release and termination on behalf of all parties concerned. Upon
the filing of such release and termination, all benefits and
obligations under this Memorandum shall terminate as to all parties
who have executed or ratified this Memorandum. 1In addition, the
Operator shall have the right to file a continuation statement on
behalf of all parties who have executed or ratified this
Memorandum.

11. It is understood and agreed by the parties hereto that if
any part, term, or provision of this Memorandum is by the courts
held to be illegal or in conflict with any law of the state whare
made, the validity of the remaining portions or provisions shall
not be affected, and the rights and obligations of the parties
shall be construed and enforced as if the Memorandum did not
contain the particular part, term or provision held to be invalid.

12. This Memorandum 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. The
failure of one or more persons owning an interest in the Contract
Area to execute this Memorandum shall not in any manner affect the
validity of the Memorandum as to those perscns who have executed
this Memorandusa.

13. A party having an interest in the Contract Area can
ratify this Memorandum by execution and delivery of an instrunent
of ratification, adopting and entering into this Memorandum, and
such ratification shall have the same effect as if the ratifying
party had executed this Memorandum or a counterpart thereof. By
execution or ratification of this Memorandum, such party hereby
consents to its ratification and adoption by any party who may have
or may acquire any interest in the Contract Area.

14. This Memorandum may be executed or ratified in ona or

more counterparts and all of the executed or ratified counterparts
shall together constitute one instrument. For purposes of recor-

AViV WmLET 1%t | -)-



s

ding, only one copy of this Memorandum with individual signature
pages attached thereto needs to be filed of record.

-
-

OPERATOR:

SANTA FE ENERGY OPERATING PARTNERS, L.P.
By: SANTA FE PACIFL€ EXPLORATION
COMPAQY{_Managing General Partner

- ;( \/ -

Y'

Parker, Attorney-in-Fact

¥ ApPROVED By:

- T.S.

A

NON-OPERATORS::

Donahoe 0il & Gas Company

Greystone 0il & Gas Company

Skipper Hamilton, Inc.

Yates Petroleum Company

Yates Drilling Company

Myco Industries, Inc.

ABO Petroleum Corp.



ACKOWLEDGEMENTS

-
s

STATE OF TEXAS )
)
COUNTY OF MIDLAND )

This instrument was acknowledged before me this 24th day of
June , 1993, by T.S. Parker, Attorney-in-Fact for

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

on behalf of said limited partnership.
, /
<4 oy FVVVVVVVVVVYYVWV N
1 = 'UG‘;"\ Sandra Lavers ; 44(&4-/ : 2y Yo

Notary Public, State of Texas

s
£ -
{;7%?; ary Public, State of Texas
% ¥/ My Commission Expires 7-30-94
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STATE OF TEXAS )
)
)

COUNTY OF
This instruﬁént was acknowledged before me this day of
, 1993, by Skipper Hamilton.
Notary Public, State of Texas
STATE OF )
)
COUNTY OF )
This instrument was acknowledged before me this day of
> 1993, by
Notary Public, State of
STATE OF )
)
COUNTY OF )
This instrument was acknowledged before me this day of
s 1993, by
Notary Public, State of
STATE OF )
)
COUNTY OF )
This instrument was acknowledged before me this day of
» 1993, by
Notary Public, State of
STATE OF )
)
COUNTY OF )
This instrument was acknowledged before me this day of
,» 1993, by

Notary Publie, State of
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NAGPEAK :

NAME:
LOC:
DESC:

SANTA FE ENERGY OPERATING PARTNERS,L.P.

GENERALIZED WELL COST ESTIMATE

Nagooltee Peak "5" Fed. Com. No.1

1650° FSL &-1650’ FEL, Sec.5,T22S,R24E, Eddy County, New Mexico
Re-Enter the Discovery Operating-Walt Canyon "5" Fed. No.1
Complete as an 8,600’ Cisco/Canyon Qil Well

ACCOUNT |DESCRIPTION OF COSTS
. oo

[

.| DRY HOLE PRODUCER
I J B i ’ {
1501-000 | |TANGIBLE WELL COSTS | !
-41 |CONDUCTOR CSG B
-41| _|SURFACE CSG i
-41_{PROTECTION CSG
-41_|INTERMEDIATE CSG
-41_|PROD CSG 15-1/2" 15.50 & 17.0 ppf K-55 LT&AC @ 8800 55,900
-41 {PROD LINER
-42 [TUBING 2 7/8" 6.5 ppf N-80 8-rd EUE @ 8,600° 23.650
-43 |WELLHEAD 2,000 6.000
-44 |PMPG UNIT 40,000
-45 _|PRIME MOVER Ajax Engine 12,000
-5d |OTHER DWN HOLE EQUIP 2.500
-5d |RODS 20,000
-50 _[SUBSURFACE PMPS 2,400
-58 | CSG EQUIP 1,500
-58 [ELECTRICAL
-58 |MISC. TANGIBLES 1,000
-58 |ROD EQUIP
-58 |TUBING EQUIP 2,000
TOTAL TANGIBLE COSTS 2,000 166,950
541-000 |LEASE FACILITY COSTS
-5d |FLOW LINES 4,000
-50 |LABOR 10,000
-5d |OTHER PROD EQUIP 10,000
-5d | TANK FACILITIES 20,000
TOTAL LEASE FACILITY COSTS 0 44,000
511-000 |INTANGIBLE WELL COSTS
-211 |LOCATION 8,000 8,000
-22 IFENCING 1,000 1,000
-2d |WTR & FUEL FOR RIG 8,000 11,000
-311 _|CONTRACTOR MOVING EXP - 20,000 20,000
-33_{CONT FOOTAGE OR TURNKEY
.32 |CONTRACTOR DAY WORK 12 days X $4500/day 54,000 54,000
-33 |DRLG FLUID & ADDITIVES 10,000 10,000
-34 |[BITS & REAMERS 8,000 8,000
-38 | CORING & CORE ANALYSES
' -37 [ CEMENT 8,000 22,000
-39 | INSPECTION & TSTG OF TANG _ 9,000
-41| |DIRECTIONAL DRLG SURVEYS 18,000 18,000
-42 | DRILLING EQUIP RENTAL 8,000 8,000
-43 |OPEN HOLE LOGGING CNL/LOT/DIL 14,000 14,000
-44 |DRILL STEM TSTG
-4 MUD LOGGING $400/dey X 6 days 2,400 2,400
-51 | TRANSPORTATION 3,000 12,000
-53 [COMPLETION UNIT $1200/d X 8 days 9,600
.53 [COMPLETION TOOL RENTAL 4,000
-54 |CASED HOLE LOGS & PEIFING 8,000
-54 |STIMULATION 20,000
-58 RIG SITE SUPERVISION 9400/d X 15/25 days 6,000 10,000
-72 | ADMINISTRATIVE OVERHEAD 3,000 6,000]
-99 [FSHG TOOLS & EXPENSES ;
-99 | TESTING: BHP,GOR.4 PT.POT 4,136!
ABANDONMENT COST 7,873 ‘
OTHER INTANGIBLES b
0| |CONTINGENCY (10%) 17,727 25,914
TOTAL INTANGIBLES 198,000 285,050
TOTAL COSTS 197,000 496,000!

Drilling Dept: 08 wu.& W

Date: 4‘[( 3

Operations Dept:

SFEQP.L.P. Approvel By:

Non Operator Approval By:

p-Va

Oate: 4/ é/ f3

Oate: QZ

Date:

1 g

NEW MEXICO

C{l. CONSERVATION DIVISION

w & EXHIBIT 3
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EXHIBIT * "

1  Attached to and made a part of

2

3

4

5

6

7

8 ACCOUNTING PROCEDURE

9

10 JOINT OPERATIONS

11

12 I. GENERAL PROVISIONS

13

4 1 Definitions

15

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

18 “Joint Operations” shall mean ail operations necessary or proper for the developrnent. operation. protection and
19 maintenance of the Joint Property.
20 “Joint Account” shall mean the account showing the charges paid and credits received in the conduet of the Joint
21 Operations and which are to be shared by the Parties.

“Operator” shall mean the party designated to conduct the Joint Operations.

“Non-Operators” shall mean the Parties w this agreement other than the Operator.

“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct
supervision of other employees and/or contract labor directly empioyed on the Joint Property in a field operating
capacity.

“Technical Employees” shall mean those employees having special and specific engineering, geological or other
professional skills, and whose primary function in Joint Operations is the handling of specific operating conditions and
problems for the benefit of the Joint Property.

“Personal Expenses” shall mean travel and other reasonable reimbursabie expenses of Operator's employees.

“Material” shall mean personal property, equipment or suppiies acquired or held for use on the Joint Property.
“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual as
most recently recommended by the Council of Petroleum Accountants Societies.

2, Statement and Billings
Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of the Joint

Account for the preceding month. Such bills will be accompanied by statements which identify the authority for
expenditure, lease or facility, and all charges and credits summarized by appropriate classifications of investment and

EBRYELELBESREIBRIBR

41 expense except that items of Controllable Material and unusual charges and credits shall be separately identified and
42 fully described in detail.

43

4 3 Advances and Payments by Non-Operators

45

46 A.  Unless otherwise provided for in the agreement. the Operator may require the Non-Operators to advance their
47 share of estimated cash outlay for the succeeding month’s operation within fifteen (15) days after receipt of the
48 billing or by the first day of the month for which the advance is required, whichever is later. Operawr shall adjust
49 each monthly billing to reflect advances received from the Non-Operators.

50

51 B Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not made
52 within such time, the unpaid balance shall bear interest monthly at the prime rate in effect at

53 on the first day of the month in which delinquency occurs plus 1% or the
54 maximum contract rate permitted by the applicable usury laws in the state in which the Joint Property is located,
55 whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with the collection of unpaid

S 4. amounts.
NEWSEX:CO =

USER e T .
B CCSER fgf."!‘{{;k@@”mmﬁ
< / - 60 Payment any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness thereof:
/;_z-_"Z}_ : - E)‘ﬁl:] [2[7 pro ipd: however, all bills and statements rendered to Non-Operators by Operator during any calendar year shali

e g2t t ed w be true and correct after twenty-four (24) months following the end of any such calendar
;iS . yedr, unless within the said twenty-four (24) month period a Non-Operator takes written exception thereto and makes
b-(/ / claim on Operator for adjustment. No adjustment favorable to Operator shall be made unless it is made within the same

CASENO /€

thd_ggm._’l‘_}w provisions of this paragraph shall not prevent adjustments resuiting from a physical inventory of
66 Controllable Material as provided for in Section V.
67
68
69 COPYRIGHT® 1985 by the Councii of Petroleum Accountants Societies.
70
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1 5 Audits
2
3 A. A Non-Operawr, upon notice in writing to Operator and ail other Non-Operators. shall have the right to audit
4 Operator's accounts and records relating to the Joint Account for any calendar year within the twenty-four
3 (24) month period following the end of such calendar year; provided, however, the making of an audit shall nat
6 extend the time for the taking of written exception w and the adjustments of accounts as provided for in
7 Paragrapn 4 of this Section [. Where there are two or more Non-Operators, the Non-Operators shall make
3 every reasonable effort to conduct a joint audit in a manner which will result in a minimum of inconvenience
9 to the Operator. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this
10 paragraph unless agreed to by the Operator. The audits shall not be conducted more than once each year
11 without prior approval of Operator, except upon the resignation or removal of the Operator, and shall be made
12 at the expense of those Non-Operators approving such audit.
13
14 B.  The Operator shall reply in writing to an audit report within 180 days after receipt of such report.
15
6 6 Approval By Non-Operators
17
18 Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sections of
19 this Accounting Procedure and if the agreement w which this Accounting Procedure is attached contains no
20 contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and the
21 agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Operators.
22
23
24 II. DIRECT CHARGES
25
26  Operator shall charge the Joint Account with the following items:
27 .
28 1. Ecological and Environmental
29
30 Costs incurred for the benefit of the Jjoint Property as a resuit of governmental or regulatory requirements to satisfy
31 environmental considerations applicable to the Joint Qperations. Such costs may include surveys of an ecological or
32 archaeological nature and pollution control procedures as required by applicable laws and regulations.
33
H 2 Rentals and Royalties
35
36 Lease rentals and royalties paid by Operator for the Joint Operations. !
37
38 3. Labor '
39
40 A. (1) Salaries and wages of Operator’s field employees directly employed on the Joint Property in the conduct of
41 Joint Operations.
42
43 (2) Salaries of First Levei Supervisors in the field.
14
45 (3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are
46 excluded from the overhead rates.
47
48 (4) Salaries and wages of Technical Empioyees either temporarily or permanently assigned to and directly
19 employed in the operation of the Joint Property if such charges are excluded from the overhead rates.
50
51 B. Operators cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
52 employees whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section II.
53 Such costs under this Paragraph 3B may be charged on a “when and as paid basis” or by “percentage assessment”
54 on the amount of salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section II. If
55 percentage assessment is used, the rate shall be based on the Operator’s cost experience.
56
57 C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are
58 applicable to Operator's costs chargeable to the Joint Account under Paragrapns 3A und 3B of this Section [I.
59
60 D. Personai Expenses of those employees whose salaries and wages are chargeable to the Joint Account under
61 Paragraph 3A of this Section II.
62
63 4. Employee Benefits
64
63 Operator’s current costs of established plans for employees’' group life insurance, hospitalization. pension, retirement,
66 stock purchase, thrift. bonus, and other benefit plans of a like nature, appiicable to Operator’s labor cost chargeanle to the
67 Joint Account under Paragraphs 3A and 3B of this Section 1I shall be Operator’s actual cost not o exceed the percent
68 most recently recommended by the Council of Petroleum Accountants Societies.
69

”
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Material

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

Transportation
Transportation of employees and Material necessary for the Joint Operations but subject w the following limitations:

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

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

C. In the application of subparagraphs A and B above, the option to equalize or charge actual trucking cost is
available when the actual charge is 3400 or less excluding accessorial charges. The $400 will be adjusted to the .
amount most recently recommended by the Council of Petroleum Accountants Societies.

Services

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

Equipment and Facilities Furnished By Operator

A.  Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurate
with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other operating
expense., insurance, t1xes. depreciation. and interest on gross investment less accumulated depreciation not to

exceed percent ( —_ %) per annum. Such rates shall not exceed average commercial
rates currently prevailing in the immediate area of the Joint Property.

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

Damages and Losses to Joint Property

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

Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgements and
amounts paid for settlement of claims incurred in or resuiting from operations under the agreement or necessary to
protect or recover the Joint Property, except that na charge for services of Operawrs legal staff or fees or expense of
outside attorneys shall be made unless previously agreed to by the Parties. All other legal expense is considered to be
covered by the overhead provisions of Section 1II uniess otherwise agreed 1o by the Parties, except as provided in Section
1, Paragraph 3.

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereof,
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. [f the ad
valorem 1axes are based in whole or in part upon separate valuations of each party’s working interest, then
notwithstanding anything wo the contrary herein, charges w the Joint Account shall be made and paid by the Parties
hereto in accordance with the tax vaiue generated by each party's working interest.
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13.

14

Insurance

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

Abandenment and Reclamation

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

Communications

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including racio and
microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joint
Property are Operator owned. charges w the Joint Account shall be made as provided in Paragraph 8 of this Section II.

Other Expenditures

Any other expenditure not covered or deait with in the foregoing provisions of this Section II. or in Section 1II and which
is of direct benefit to the Joint Property and is incurred by the Operator in the necessary and proper conduct of the Joint
Operations.

III. OVERHEAD
Overhead - Drilling and Producing Operations

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

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

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices and
salaries or wages plus applicable burdens and expenses of all personnel. except those directly chargeable under
Paragraph 3A. Section II. The cost and expense of services from outside sources in connection with matters of
taxation, traffic, accounting or matters before or involving governmental agencies shall be considered as ineluded in
the overhead rates provided for in the above selected Paragraph of this Section 111 unless such cost and expense are
agreed to by the Parties as a direct charge to the Joint Account.

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

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

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

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

A.  Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate $
{Prorated for less than a full month)

Producing Well Rate $
(2)  Application of Overhead - Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate

(1) Charges for drilling wells shall begin on the date the well is spudded and terminate on the date
the driiiing rig, « rig, or other units used in completion of the weil is reieased, whichever

S4-
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is later, except that no charge shall be made during suspension of driiling or compietion operations
for fifteen (15) or more consecutive calendar days.

{2) Charges for weils undergoing any type of workover or recompietion for a period of five (5)
consecutive work days or more shall be made at the drilling weil rate. Such charges shall be
applied for the period from date workover operations, with rig or other unils used in workover,
commence through date of rig or other unit reiease, except that no charge shail be made during
suspension of operations for fifteen (13) or more consecutive calendar days.

(b) Producing Well Rates

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

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

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

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

(5) All other inactive wells (including but not limited 1o inactive wells covered by unit allowabie, lease
allowable, transferred allowable, etc.) shall not qualify for an overnead charge.

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

B. Overhead - Percentage Basis
(1)  Operator shall charge the Joint Account at the following rates:

(a) Development

—_— — Percent ( %) of the cost of development of the Joint Property exclusive of costs
provided under Paragrapn 10 of Section Il and all salvage credits.

(b) Operating

e Percent ( %) of the cost of operating the Joint Property exclusive of costs provided
under Paragraphs 2 and 10 of Section 11, all salvage credits, the vaiue of injected substances purchased
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the
mineral interest in and to the Joint Property.

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

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III,
development shall inciude all costs in connection with drilling, redrilling, deepening. or any remedial
aperations on any or all wells involving the use of drilling rig and crew capable of drilling to the producing
interval on the Joint Property; also. preliminary expenditures necessary in preparation for drilling and
expenditures incurred in abandoning when the well is not completed as a producer, and original cost of
construction or installation of fixed assets, the expansion of fixed assets and any other project clearly
discernible as a fixed asset, except Major Construction as defined in Paragraph 2 of this Section 1IL. All other
costs shall be considered as operating.

Overhead - Major Construction
To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the expansion of

fixed assets. and any other project clearly discernible as a fixed asset required for the deveiopment and operation of the
Joint Property, Uperator shall either negotiate a rate prior 1o the beginning of construction. or shall charge the Joint
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Account for overhead based on the following rates for any Major Construction project inexcessof $

A. % of first $100,000 or totai cost if less, plus
B. % of costs in excess of $100,000 but less than $1,000,000, plus
Co % of costs in excess of $1,000,000.

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

3. Catastrophe Overhead

To compensate Operator for overhead costs incurred in the event of expenditures resulting from a single occurrence due
to oil spill, blowout, explosion. fire, storm, hurricane, or other catastrophes as agreed to by the Parties, which are
necessary 0 restore the Joint Property to the equivaient condition that existed prior to the event causing the
expenditures, Operator shall either negotiate a rate prior to charging the Joint Account or shall charge the Joint Account
for overhead based on the following rates:

A. % of total costs through $100,000; plus
B.— . %of total costs in excess of $100,000 but less than $1.000.000: plus
Co o %of total costs in excess of $1,000,000.

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

4. Amendment of Rates

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

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

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

1. Purchases

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

2.  Transfers and Dispositions

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

A. New Materiai (Condition A)
(1) Tubuiar Goods Other than Line Pipe

(a) Tubular goods, sized 2% inches OD and larger, except line pipe, shall be priced at Eastern miil
published carload base prices effective as of date of movement plus transportation cost using the 80,000
pound carload weight basis to the railway receiving point nearest the Joint Property for which
published raii rates for tubular goods exist. If the 80,000 pound rail rate is not offered, the 70.000 pound
or 90,000 pound rail rate may be used. Freight charges for tubing wiil be calculated from Larain, Qhio
and casing from Youngstown, Ohio.

(b) For grades which are special to one mill only, prices shall be computed at the mill base of that mill plus
transportation cost from that mill to the railway receiving point nearest the Joint Property as provided
above in Paragraph 2.A.(1Xa). For transportation cost from points other than Eastern mills, the 30,000
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(c)

pound Oil Field Haulers Association interstate truck rate shall be used.

Special end finish tubular goods shall be priced at the lowest published out-oi-stock price, f.0.b. Houston.
Texas, plus transportation cost, using Oil Field Haulers Association interstate 30,000 pound truck rate,
to the railway receiving point nearest the Joint Property.

Macaroni tubing (size less than 23 inch OD) shall be priced at the lowest published out-of-stock prices
f.0.b. the supplier pius transportation costs, using the Qil Field Haulers Association interstate truck rate
per weight of tubing transferred, 1o the railway receiving point nearest the Joint Property.

Line Pipe

(a)

(b)

d)

Line pipe movements (except size 24 inch OD and larger with wails % inch and over) 30,000 pounds or
more shall be priced under provisions of tubular goods pricing in Paragraph A.(1Xa) as provided above.
Freight charges shall be caiculated from Lorain, Ohio.

Line pipe movements (except size 24 inch OD and larger with walls % inch and over) less thar 30,000
pounds shall be priced at Eastern mill published carload base prices effective as of date of shipment.
plus 20 percent, plus transportation costs based on freight rates as set forth under provisions of tubular
goods pricing in Paragrapn A.(1)a) as provided above. Freight charges shall be calculated from Lorain.,
Ohia.

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

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

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

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

Good Used Material (Condition B)

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

)

@

3

Material moved to the Joint Property
At seventy-five percent {75%) of current new price, as determined by Paragraph A.
Material used on and moved from the Joint Property

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

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

Material not used on and moved from the Joint Property

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

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

Other Used Material

1)

Condition C

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

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

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

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

(3) Condition E

Junk shall be priced at prevailing prices. Operator may dispose of Condition E Material under
procedures normally utilized by Operator without prior approval of Non-Operators.

D. Obsolete Material

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

E. Pricing Conditions

(1) Loading or unloading costs may be charged to the Joint Account at the rate of twenty-five cents (25¢)
per hundred weight on ail tubular goods movements, in lieu of actual loading or unloading costs
sustained at the stocking point. The above rate shall be adjusted as of the first day of April each year
following January 1, 1985 by the same percentage increase or decrease used to adjust overhead rates in
Section III, Paragraph 1.A(3). Each year, the rate calculated shall be rounded to the nearest cent and
shall be the rate in effect until the first day of April next year. Such rate shall be published each year
by the Council of Petroleum Accountants Societies.

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

Premium Prices

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other
unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the required
Material at the Operator’s actual cost incurred in providing such Material. in making it suitable for use, and in moving it
w0 the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed charge prior to billing
Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and notifying Operatcr within
ten days after receiving notice from Operator. to furnish in kind all or part of his share of such Material suitable for use
and acceptable to Operator.

Warranty of Material Furnished By Operator

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

V. INVENTORIES

The Operator shall maintain detailed records of Controilable Materiai.

L

o

Periodic Inventories, Notice and Representation

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Controllable Material. Written notice
of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that
Non-Operators may be represented when any inventory is taken. Failure of Non-Operators 10 be represenited at an
inventory shall bind Non-Operators to accept the inventory taken by Operator.

Reconciliation and Adjustment of Inventories

Adjustments to the Joint Account resulting from the reconciiiation of a physicai inventory shall be made within six

months following the taking of the inventory. inventory adjustments shail be made by Operator to the Joint Account for

-8-
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overages and shortages, but, Operator shall be held accountable only for shortages due to lack of reasonable diligence.
Special Inventories

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

Expense of Conducting Inventories

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

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




BEFORE THE NEW MEXICO OIL CONSERVATION DIVISION

APPLICATION OF SANTA FE ENERGY

OPERATING PARTNERS, L.P. FOR No. 10,767
COMPULSORY POOLING, EDDY COUNTY,

NEW MEXICO.

AFFIDAVIT REGARDING NOTICE

STATE OF NEW MEXICO )
}ss.
COUNTY OF SANTA FE )

Gary Green, being duly sworn upon his oath, deposes and
states:

1. I am over the age of 18 and have personal knowledge of
the matters stated herein.

2. I am the landman for Applicant.

3. Applicant has conducted a good faith, diligent effort to
find the correct addresses of interest owners entitled to receive
notice of the Application herein. Attached as Exhibit A.

4. Notice of the Application was provided to the interest
owners at their correct addresses by mailing them, by certified
mail, a copy of the Application. Copies of the notice letter and
certified return receipt are attached to Exhibit 2.

5. The notice provisions of Rule 1207 have been complied

with.
7,
7 -

i s

%

T

- Gary/ Green

SUBSCRIBED AND SWORN TO beforse, me this X7 ay of July,

1993, by Gary Green.
\ 7i - %%

4 Notary Public”

TR

My Zommission expires: s
- NEAR MBI
{

ul N
ﬂ?é’ / 7 7 V (L CONSERYATIO N DIVISION
JGBSy\93DO6 , S~
* §aw¥w | S EEE R




EXHIBIT A

Applicant in this case attempted to obtain joinder of the

following non-consenting interest owners:

Donahoe 0il & Gas Company
2425 E. Camelback Road, Suite 1010
Phoenix, Arizona 85016

Attention: Mr. Michael Donahoe

Joe Walton
Post Office Box 50895
Midiand, Texas 79710

Greystone Corporation
Post Office Box 11390
Phoenix, Arizona 85060
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INDIAN BASIN GAS RESERVOIR ~

Azotea Mesa Fed. #1-8
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JOHN H. TRIGG DISCOVERY OPERATING

Sec. 8, T22S,R24E

Walit Canyon "5" Fed. #1

Sec. 5, T22S.R24E

KB: 4248’ TD: 10,230 KB: 4301 TD: 8012*

(CISCO CANYON)
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UPPER PENN. ASOCIATED RESERVOIR

GAS, OIL & /OR WATER

BASE CISCO CANYON DOLOMITE

6-84

7,938-7,976

A/750 gals 15% MCA.

Flowed 149 MCFG, 300 BW on 32/64"
ck, 125# TP, no time given.

P&A

SANTA FE ENERGY OPERATING PARTNERS, LP.

MIDLAND, TEXAS

INDIAN BASIN SOUTH AREA

SAGINAW PROSPECT

EDDY COUNTY., NEW MEXICO
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DST: 7,888-7977, op 35", GTS 3 @ 3.5
MMCFGPD @ 120# on 1" ck. Rec 600’
drlg fluid wsli sulf odor. FP 603-696#,
30" ISIP 2932#, 30# FSIP 2932#/30
mins.
Prod Perf: 7,864-7,970°, A/1,000 gals. Flwd @ 1.5-
2.0 MMCFGPD. Reacidize w/5,000 gals.
Perf: 7,671-87°, A/500 gals. Swabbed 34 bblis
1 m & 120 Bbils LO. Sqzd w/100 sxs.
IPCAOF: 4 MMCFGPD on 20/64" ck, (SI gas well),

TP 1900#.

»

TYPE LOGS

SECTION 5 & 8 T22S R24E
EDDY COUNTY. NEW MEXICO

GEOL. BY: G. DAVIS DATE: 7-27-93
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Santa Fe Energy Operating Partners, L.P.

Santa Fe Pacific Exploration Company
Managing General Partner

Certified Mail P 322 148 912

uly 30, 1993
o BEFORE EXAMINER CATANACH

oL (&NSERVATION DIVISION
C4

Joe Walton Grin” 4f
P. 0. Box 50895 St ZEXHIBIT NO. [

Midland, Texas 79710

(02671

CASE NO.

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

Dear Mr. Walton:

Santa Fe Energy Operating Partners, L.P.'s application for Compulsory Pooling
for the captioned well and acreage was presented to the New Mexico 0il
Conversation Division on July 29, 1993, of which you were provided notice by
a certified mail letter dated June 22, 1993. Enclosed with the June 22, 1993
letter was a copy of Santa Fe's application for Campulsory Pooling, Well Cost
Estimate detailing an itemized estimate of the cost for the work to Lbe
preformed on the well, and an A.A.P.L. Form 610-1982 Model Form Operatirg
Agreement. As stated in previous conversations amd in the letter of June 22,
1993, the Operating Agreement and Well Cost Estimate were submitted for your
review and execution should you elect to participate in and pay your
proportionate share of the cost in the well. The notice and a copy of Santa
Fe's application of Campilsory Pooling was provided to show the effort Santa
Fe was taking to protect its correlative rights amd afford you the
opportunity to make an appearance should you chose to do so.

At the request of the New Mexico Oil Conservation Division Examiners and with
Santa Fe's agreement, an attempt to reach a wvoluntary agreement for the
drilling of the captioned well is sought by providing in written form, Santa
Fe's offers and options previously discussed.

As stated above, you were provided with an Operating Agreement and Well Cost
Estimate, should you elect to participate in the well and pay your
proportionate share of the cost, please execute the signature pages to the
Operating Agreement and Well Cost Estimate and return to the undersigned. As
a matter of infarmation, Yates Petroleum Corporation, Yates Drilling Company,

Central Division

550 W. Texas, Swte 1330
Midland, Texas 79701
$15/687-3581




Joe Walton
July 30, 1993
Page 2

ABO Petroleum Corporation and Myco Industries, Inc., have elected to
participate under the proposed Operating Agreement.

Santa Fe has acquired the Skipper Hamilton, Inc. interest for $283.30 per net
acre and as previously discussed, this offer is also available to you subject.
to approval of title.

Santa Fe is also agreeable to taking a farmout of your leasehold interest
under the following general terms:

1. On or before 120 days of execution of a formal Farmout Agreement,
Santa Fe will commence operations to re-enter the Discovery
Operating Walt Canyon "5" Fed No. 1, and attempt completion in the
Cisco/Canyon formation.

2. Upon campletion of a well capable of cammercial production, Santa
Fe will earn 100% of your leasehold operating rights in Section 5,
T-22-S, R-24-E with you retaining an overriding royalty interest
sufficient to deliver Santa Fe a 75% net revemue interest.

3. You shall have the option at payout of the initial well to convert
the overriding royalty interest to a 25% working interest
(proportionately reduced).

4., On subsequent wells drilled on the farmout acreage, you shall have
a one time election on the first subsequent well to participate
with your back-in working interest or retain the overriding royalty

Please let me know if any of the above proposals are acceptable. Should any
of the above proposals not be acceptable, Santa Fe will coamplete its
Campulsory Pooling before the New Mexico 0il Conversation Division on August
12, 1993.

Should you have any questions, please give me a call at (915) 686-6630 cr
address your questions in writing to my attention on the address on the
letterhead.

Yours very truly,

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

P
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Gary Gf'een Divisian Landman

GG:pr2706
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Santa Fe Energy Operating Partners, L.P. R

Santa Fe Pacific Exploration Company
Managing General Partner

Certified Mail P 322 148 913

il e

July 30, 1993 BEFORE EXAMINER CATANACH

OIL CONSERVATION DIVISION

—(; {47 // ,7/‘//4"/ Z

Donahoe 0il & Gas Campany 2 727 EXHIBIT NO.

2425 E. Camelback Road, Suite 1010
Phoenix, Arizona 85016 ) / 07 @«7

e et

CASE NO.

Attention: Mr. Michael Donahoe

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

Dear Mr. Donahoe:

Santa Fe Energy Operating Partners, L.P.'s application for Compulsory Pooling
for the captioned well and acreage was presented to the New Mexico 0il
Conversation Division on July 29, 1993, of which you were provided notice by
a certified mail letter dated June 22, 1993. Enclosed with the June 22, 1993
letter was a copy of Santa Fe's application for Campulsory Pooling, Well Cost
Estimate detailing an itemized estimate of the cost for the work to be
preformed on the well, and an A.A.P.L. Form 610-1982 Model Form Operating
Agreement. As stated in previous conversations and in the letter of June 22,
1993, the Operating Agreement and Well Cost Estimate were submitted for your
review and execution should you elect to participate in and pay your
proportionate share of the cost in the well. The notice and a copy of Santa
Fe's application of Campulsory Pooling was provided to show the effort Santa
Fe was taking to protect its ocorrelative rights and afford you the
opportunity to make an appearance should you chose to do so.

At the request of the New Mexico 0il Conservation Division Examiners and with
Santa Fe's agreement, an attempt to reach a wvoluntary agreement for the
drilling of the captioned well is sought by providing in written form, Santa
Fe's offers and options previocusly discussed.

As stated above, you were provided with an Operating Agreement and Well Cost
Estimate, should you elect to participate in the well and pay your
proportionate share of the cost, please execute the signature pages to the
Operating Agreement and Well Cost Estimate and retwurn to the undersigned. 2s
a matter of information, Yates Petroleum Corporation, Yates Drilling Campany,

Central Division

$50 W Texas. Swte 1330
Midland, Texas 79701
915/687-3551

¥
[l




Donahoe 0Oil & Gas
July 30, 1993
Page 2

ABO Petroleum Corporation and Myco Industries, Inc., have elected to
participate under the proposed Operating Agreement.

Santa Fe has acquired the Skipper Hamilton, Inc. interest for $283.30 per net
acre ard as previously discussed, this offer is also available to you subject
to approval of title.

Santa Fe is also agreeable to taking a farmout of your leasehold interest
under the following general terms:

1. On or before 120 days of execution of a formal Farmout Agreement,
Santa Fe will commence operations to re-enter the Discovery
Operating Walt Canyon "5" Fed No. 1, and attempt campletion in the
Cisco/Canyon formation.

2. Upon camwpletion of a well capable of commercial production, Santa
Fe will earn 100% of your leasehold operating rights in Section 5,
T-22-S, R-24-E with you retaining an overriding royalty interest
sufficient to deliver Santa Fe a 75% net reverue interest.

3. You shall have the option at payout of the initial well to convert
the overriding royalty interest to a 25% working interest
(proportionately reduced).

4. On subsequent wells drilled on the farmout acreage, you shall have
a one time election on the first subsequent well to participates
with your back-in working interest or retain the overriding royalty

Please let me know if any of the above proposals are acceptable. Should any
of the above proposals not be acceptable, Santa Fe will complete its
Campulsory Pooling before the New Mexico Oil Conversation Division on August
12, 1993, '

Should you have any questions, please give me a call at (915) 686-6630 cr
address your questions in writing to my attention on the address on the
letterhead.

Yours very truly,

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

ye .
BY.'-,——’(/i.' ""'/\/c._—ﬁ/
Gary Green, Divisian Landman

GG:pr2706
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TS % algo wisht to ” recelve’ th

”m ¢ Complete items 1 and/or 2 for additional -oz_no-.,
® o Complete items 3, snd 4a & b. S

>

© o Writs ‘‘Return Receipt Requested'’ on the mailplece below the article number |
. The Return Receipt will show to whom the article was delivered and the date

Is your RETURN_ADDRESS completed o

s Print your name and address on the reverse of this form so that we can
return this card to you.
o Attach this form to the front of the mailpisce, or on the back if space

following services (for an extra
fea):
1. (B Addressee’s Address

does not permit.

delivered.

Consuit postmaster for fee.

3. Article Addressed to:

DONAHOE OIL & GAS COMPANY
2425 E. CAMELBACK SUITE 1010
PHOENIX, ARIZONA 85016

4a, Article Number
P 322 148 913

4b. Service Type
[J Registered

K] Certified

O Insured
O cop

2. [ Restricted Delivery .m.
£

1 express Mait [ Return Receipt for ]
Merchandise .m

7. Date of Delivery

5. Signature (Addressee)

6. Signature (Agent)

>
8. Addressee’s Address (Only if requested
and fee is paid)

PS Form 3811, December 1991 # usaP.0.:1982-307-530 DOMESTIC mmdc_mz RECEIPT
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SANTA FE ENERGY RESOURCES, INC.
Midiang, Texas

R - o
TO: L'c/‘ P IR R e _
- LY YT ) (Locatiam
/;)‘;’ / ("'—‘ o
FROM: ot d/é. 2 EEXRAC .
= . S ==
CaTe: &’“f* =5 R TIME NEEDED: o be 327

—

27 R - o —
AEQAARDING: . ol el 2. ‘441-‘{ = e . ~1e e

; Pages (NOY INncluding cover |letter)

1IF YOU DO NQOYT ARECEIVE ALL PAGQES, CALL: 1915887 -35!

ASK FOR:

DUISPOSITION OF ORIGINALL Returm 10 Sender

Mai! o Recoiver

File

Desiroy

Form 104

TRANSMISSITON REPORT

THIS DOCUMENT WAS CONFIRMED

(REDUCED SAMPLE ABOVE - SEE DETAILS BELOW)

*% COUNT sk
TOTAL PAGES SCANNED
TOTAL PAGES CONFIRMED

’e

4
4

dekk SEND ke

4
"No. KEMOTE STATION {[ START TIME ]!Dl'k.r\'l‘l()\ #PACES VMODE ' RESULYS
be—— - T T

L 5050828623, 8- 9-93  4:01PM | 251" 4/ AIEC COMPLETED

i ' ' 7200
| ; | ! i _
IFOTAL 0:02°'51" 4

\NOTE:
NoL T OPERATION NUMBER 48 @ 1800BPs SELECTED  HEC @ FRROR COKRRECT G2 0 G2 COMMENICATITON
D 0 POLLED BY REMOTE  SE @ STORE & FORWARD R : RIFLAY INITHATE RS : RELAY STATICN
MEB 0 SEND TO MALLBOX P’G : POLEIING A ReMOTE M2 0 MULTHE-POLLLENG RM @ RECEIVE TO MIMORY



STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT

OIL CONSERVATION DIVISION u..n.,.,.////

[

/

BRUCE KING POST OFFICE BOX 2088
GOVERNOR STATE LAND OFFICE BUILDING
SANTA FE, NEW MEXICO 87504
ANITA LOCKWQQOD (505} 827-5800
CABINET SECRETARY

August 31, 1993

HINKLE, COX, EATON,
COFFIELD & HENSLEY

Attorneys at Law

P. O. Box 2068

Santa Fe, New Mexico 87501

RE: CASE NO. 10767
ORDER NO. R-9947

Dear Sir:

Enclosed herewith are two copies of the above-referenced Division order recently entered in the
subject case.

Sincerely,

Sall)j(g%ichtle
Administrative Secretary

cc: BLM - Carlsbad
Steve Keene




STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF THE HEARING
CALLED BY THE OIL CONSERVATION
DIVISION FOR THE PURPOSE OF
CONSIDERING:

CASE NO. 10767
ORDER NO. R-9947

APPLICATION OF SANTA FE ENERGY OPERATING PARTNERS, L. P.
FOR COMPULSORY POOLING, EDDY COUNTY, NEW MEXICO.

ORDER OF THE DIVISION

BY THE DIVISION:

This cause came on for hearing at 8:15 a.m. on July 29 and August 12, 1993, at
Santa Fe, New Mexico, before Examiners Michael E. Stogner and David R. Catanach,
respectively.

NOW, on this 30th day of August, 1993, the Division Director, having
considered the testimony, the record and the recommendations of the Examiner, and
being fully advised in the premises,

FINDS THAT:

(1)  Due public notice having been given as required by law, the Division has
jurisdiction of this cause and the subject matter thereof.

(2)  The applicant, Santa Fe Energy Operating Partners, L. P., seeks an order
pooling all mineral interests from the surface to the base of the Cisco/Canyon formation,
underlying all of Section 5, Township 22 South, Range 24 East, NMPM, Eddy County,
New Mexico, forming a non-standard 692.88-acre gas spacing and proration unit for any
and all formations and/or pools developed on 640-acre spacing within said vertical
extent, which presently includes only the Indian Basin-Upper Pennsylvanian Gas Pool.

(3)  The subject acreage is within the boundaries of the Indian Basin-Upper
Pennsylvanian Gas Pool and, as such, is subject to the special rules and regulations for
said pool, as promulgated by Division Order No. R-8170, as amended, which provides
for 640-acre gas spacing and proration units and requires that wells be located no closer
than 1650 feet from the outer boundary of the proration unit nor closer than 330 feet
from any governmental quarter-quarter section line or subdivision boundary. Said rules



Case No. 10767
Order No. R-9947
Page No. 2

also contain provisions whereby the District Supervisor of the Artesia District Office of
the Division has the authority to approve the subject non-standard 692.88-acre gas
spacing and proration unit since the unorthodox size and shape of the unit is the result
of a variation in the legal subdivision of the United States Public Land Surveys and is
only 108.26 percent of a standard gas proration unit.

(4)  The applicant is an interest owner in said Section 5 and has the right to
develop the minerals underlying the 692.88-acre unit.

(5)  The applicant proposes to re-enter the plugged and abandoned Discovery
Operating, Inc. Walt Canyon "S" Federal Well No. 1, located at a standard Indian Basin-
Upper Pennsylvanian gas well location 1650 feet from the South and East lines (Unit J)
of said Section 5 and deepen said well to a depth of approximately 8600 feet from its
original total depth of 8010 feet.

(6)  There are interest owners in the proposed 692.88-acre proration unit who
have not agreed to pool their interests.

(7)  To avoid the drilling of unnecessary wells, to protect correlative rights, to
prevent waste and to afford to the owner of each interest in said unit the opportunity to
recover or receive without unnecessary expense his just and fair share of the gas
underlying said pool, the subject application should be approved by pooling all mineral
interests, whatever they may be, within said proration unit.

(8)  The applicant should be designated the operator of the subject well and
unit.

(9) Any non-consenting working interest owner should be afforded the
opportunity to pay his share of estimated well costs to the operator in lieu of paying his
share of reasonable well costs out of production.

(10)  Any non-consenting working interest owner who does not pay his share of
estimated well costs should have withheld from production his share of reasonable well
costs plus an additional 200 percent thereof as a reasonable charge for the risk involved
in the re-entering and deepening of the well.

(11) Any non-consenting interest owner should be afforded the opportunity to
object to the actual well costs but actual well costs should be adopted as the reasonable
well costs in the absence of such objection.
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(12) Following determination of reasonable well costs, any non-consenting
working interest owner who has paid his share of estimated costs should pay to the
operator any amount that reasonable well costs exceed estimated well costs and should
receive from the operator any amount that paid estimated well costs exceed reasonable
well costs.

(13)  $5200 per month while re-entering and deepening and $520.00 per month
while producing should be fixed as reasonable charges for supervision (combined fixed
rates); this charge should be adjusted annually based upon the percentage increase or
decrease in average weekly earnings of crude petroleum and gas production workers; the
operator should be authorized to withhold from production the proportionate share of
such supervision charges attributable to each non-consenting working interest, and in
addition thereto, the operator should be authorized to withhold from production the
proportionate share of actual expenditures required for operating the subject well, not .
in excess of what are reasonable, attributable to each non-consenting working interest.

(14) All proceeds from production from the subject well which are not
disbursed for any reason should be placed in escrow to be paid to the true owner thereof
upon demand and proof of ownership.

(15) Upon the failure of the operator of said pooled unit to commence prudent
re-entry operations on the well to which said unit is dedicated on or before November
1, 1993, the order pooling said unit should become null and void and of no further effect
whatsoever.

(16) Should all the parties to this force-pooling reach voluntary agreement
subsequent to entry of this order, this order should thereafter be of no further effect.

(17) The operator of the well and unit should notify the Director of the
Division in writing of the subsequent voluntary agreement of all parties subject to the
force-pooling provisions of this order.

IT IS THEREFORE ORDERED THAT:

(1)  All mineral interests, whatever they may be, from the surface to the base
of the Cisco/Canyon formation, underlying all of Section 5, Township 22 South, Range
24 East, NMPM, Eddy County, New Mexico, are hereby pooled to form a non-standard
692.88-acre gas spacing and proration unit for any and all formations and/or pools
developed on 640-acre spacing within said vertical extent, which presently includes only
the Indian Basin-Upper Pennsylvanian Gas Pool. Said unit is to be dedicated to the
plugged and abandoned Discovery Operating, Inc. Walt Canyon "5" Federal Well No. 1
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to be re-entered and deepened to an approximate depth of 8600 feet at a standard
Indian Basin-Upper Pennsylvanian Gas Pool gas well location 1650 feet from the South
and East lines (Unit J) of said Section 5.

PROVIDED HOWEVER THAT, the operator of said unit shall re-enter and
commence drilling to deepen said well on or before the 1st day of November, 1993, and
shall thereafter continue the drilling of said well with due diligence to a depth of 3600
feet.

PROVIDED FURTHER THAT, in the event said operator does not commence
re-entry operation on said well on or before the 1st day of November, 1993, Decretory
Paragraph No. (1) of this order shall be null and void and of no effect whatsoever, unless
said operator obtains a time extension from the Division for good cause shown.

PROVIDED FURTHER_THAT, should said well not be re-entered and
deepened to completion, or abandonment, within 120 days after commencement thereof,
said operator shall appear before the Division Director and show cause why Decretory
Paragraph No. (1) of this order should not be rescinded.

(2)  The applicant in this matter, Santa Fe Energy Operating Partners, L. P,,
is hereby designated the operator of the subject well and unit.

(3)  After the effective date of this order and within 90 days prior to
commencing re-entry and deepening operations on said well, the operator shall furnish
the Division and each known working interest owner in the subject unit an itemized
schedule of estimated well costs.

(4)  Within 30 days from the date the schedule of estimated well costs is
furnished to him, any non-consenting working interest owner shall have the right to pay
his share of estimated well costs to the operator in lieu of paying his share of reasoniable
well costs out of production, and any such owner who pays his share of estimated well
costs as provided above shall remain liable for operating costs but shall not be liable for
risk charges.

(5)  The operator shall furnish the Division and each known working interest
owner an itemized schedule of actual well costs within 90 days following completion of
the well; if no objection to the actual well costs is received by the Division and the
Division has not objected within 45 days following receipt of said schedule, the actual
well costs shall be the reasonable well costs; provided however, if there is an objection
to actual well costs within said 45-day period the Division will determine reasonable well
costs after public notice and hearing.
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(6)  Within 60 days following determination of reasonable well costs, any non-
consenting working interest owner who has paid his share of estimated costs in advance
as provided above shall pay to the operator his pro rata share of the amount that
reasonable well costs exceed estimated well costs and shall receive from the operator his
pro rata share of the amount that estimated well costs exceed reasonable well costs.

(7)  The operator is hereby authorized to withhold the following costs and
charges from production:

(A) The pro rata share of reasonable well costs
attributable to each non-consenting working
interest owner who has not paid his share of
estimated well costs within 30 days from the
date the schedule of estimated well costs is
furnished to him; and

(B) As a charge for the risk involved in the re-
entering and deepening of the well, 200
percent of the pro rata share of reasonable
well costs attributable to each non-consenting
working interest owner who has not paid his
share of estimated well costs within 30 days
from the date the schedule of estimated well
costs is furnished to him.

(8) The operator shall distribute said costs and charges withheld from
production to the parties who advanced the well costs.

(9)  $5200.00 per month while drilling and $520.00 per month while producing
are hereby fixed as reasonable charges for supervision (combined fixed rates); provided
that this rate shall be adjusted on the first day of April of each year following the
effective date of this order; the adjustment shall be computed by multiplying the rate
currently in use by the percentage increase or decrease in the average weekly earnings
of Crude Petroleum and Gas Production Workers for the last calendar year compared
to the preceding calendar year as shown by the Index of Average Weekly Earnings of
Crude Petroleum and Gas Production Workers as published by the United States
Department of Labor, Bureau of Labor Statistics, and the adjusted rate shall be the rates
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currently in use, plus or minus the computed adjustment. The operator is hereby
authorized to withhold from production the proportionate share of such supervision
charges attributable to each non-consenting working interest, and in addition thereto, the
operator is hereby authorized to withhold from production the proportionate share of
actual expenditures required for operating such well, not in excess of what are
reasonable, attributable to each non-consenting working interest.

(10) Any unleased mineral interest shall be considered a seven-eighths (7/8)
working interest and a one-eighth (1/8) royalty interest for the purpose of allocating
costs and charges under the terms of this order.

(11)  Any well costs or charges which are to be paid out of production shall be
withheld only from the working interest’s share of production, and no costs or charges
shall be withheld from production attributable to royalty interests.

(12) All proceeds from production from the subject well which are not
disbursed for any reason shall be placed in escrow in Eddy County, New Mexico, to be
paid to the true owner thereof upon demand and proof of ownership; the operator shall
notify the Division of the name and address of said escrow agent within 30 days from the
date of first deposit with said escrow agent.

(13) Should all the parties to this force-pooling reach voluntary agreement
subsequent to entry of this order, this order shall thereafter be of no further effect.

(14) The operator of the subject well and unit shall notify the Director of the
Division in writing of the subsequent voluntary agreement of all parties subject to the
force-pooling provisions of this order.

(15) Jurisdiction of this cause is retained for the entry of such further orders
as the Division may deem necessary.

DONE at Santa Fe, New Mexico, on the day and year hereinabove designated.

STATE OF NEW MEXICO
OIL CONSERVATION DIVISION

WILLIAM J. L Y
Director



