
Mid-Continent Region 
Production United States 

Marathon 
\ MARATHON / Oil Company 

P.O. Box 552 
- Midland, TX 79702-0552 

J ^telephone 915/682-1626 

January 2,1996 

Oil Conservation Division 
2040 So. Pacheco 
Santa Fe, NM 87505 

Re: OCD Order - R-10307 
Cooperative Water Injection Well 

Gentlemen: 

Pursuant to the above referenced order, dated February 3,1995, enclosed is a fully executed 
copy of the Cooperative Water Injection Agreement between Marathon Oil Company and 
Shell Western E&P, INC. This agreement provides for Marathon to operate the Warn State 
A/C#25 injection well which will be located in Section 6, T-18-S, R-35-E, N.M.P.M., Lea 
County, New Mexico. 

Please advise if anything further is needed. Thank you. 

Yours very truly, 

L F . Rusnak 
Landman 

JFR;mmc' 
Encl. 

A subsidiary of USX Corporation 



COOPERATIVE WATER INJECTION AGREEMENT 

S T A T E OF NEW MEXICO § 

§ KNOW ALL MEN BY T H E S E P R E S E N T S THAT: 
C O U N T Y OF LEA § 

THIS AGREEMENT, entered into and e f fec t ive as of the date of the last 
execut ion hereof, by and be tween M A R A T H O N OIL COMPANY, whose mai l ing 
address is P. O. Box 5 5 2 , Mid land, Texas 7 9 7 0 2 , hereafter referred to as " M a r a t h o n " , 
and SHELL WESTERN E & P , INC., whose mail ing address is P. O. Box 5 7 6 , Hous tqn , 
Texas 7 7 0 0 1 , hereaf ter referred to as "She l l " . Hereinafter, Mara thon and Shell may 
somet imes be individual ly referred to as a "pa r t y " or col lect ively as the "par t ies " . 

W I T N E S S E T H : 

WHEREAS, Mara thon is the owner and operator of the Warn State A /C 2 Lease, 
cover ing the w e s t half (W/2) of Sect ion 6, T-18-S, R-35-E, N M P M , Lea County , New 
Mex ico ; and 

WHEREAS, Shell is the owner and operator of the State " D " Lease, cover ing the 
S W / 4 S W / 4 of Sect ion 3 1 , T-1 7-S, R-35-E, N M P M , and the State "E" Lease, cover ing 
the SE/4 S W / 4 of Sect ion 3 1 , T-1 7-S, R-35-E, N M P M , all being located in Lea Coun ty , 
New Mex ico , and hereafter col lect ively referred to as the "Shell Leases" ; and 

WHEREAS, Mara thon and Shell desire to provide for the dri l l ing and operat ion 
of one (1) wa te r in ject ion wel l on or near the c o m m o n boundary of the Mara thon -
Warn State A /C 2 Lease and the Shell Leases to provide for the in ject ion of wa te r into 
the under ly ing Drinkard Format ion so that the leases and lands ment ioned above Will 
be benef i ted by an increase in the product ion of crude oil and in order to p ro tec t the 
corre lat ive r ights of the owners of said leases. •( 

N O W , THEREFORE, in considerat ion of the premises and the mutua l covenants 
and agreements hereinaf ter set f o r th , the adequacy and su f f i c iency of w h i c h are 
hereby acknow ledged , it is agreed by the part ies hereto as f o l l ows : 

1 . Mara thon is hereby designated as Operator of said wa te r in ject ion wel l 
being descr ibed, as fo l l ows : 

Warn State A /C 2 # 2 5 located 11 3' FNL and 
1 4 2 9 ' FWL, Sect ion 6, T-18-S, R-35-E, N M P M 

The above-descr ibed wel l wi l l be dri l led to an approx imate depth of 8,1 50 feet into the 
Drinkard Format ion and wi l l hereinafter be referred to as "said w e l l " . Mara thon agrees 
to commence dri l l ing operat ions for said wel l w i th in s ix ty (60) days f r om the execut ion 
date of this agreement . Mara thon wi l l make every e f fo r t to comple te and begin 
in ject ion into the wel l w i t h in 60 days f rom the spud date. Perforat ion depths for said 
wel l shall be mutua l ly agreed upon by both part ies hereto. 

In ject ion of wa te r into the said wel l shall be at such rates and at such pressures 
tha t w i l l comply w i t h the rules and regulat ions of the Oil Conservat ion Division of the 
Depar tment of Energy and Minerals of the State of New Mex ico . The m a x i m u m 
in ject ion rate shall be determined by part ing pressures and by mutua l consent of the 
part ies hereto, in accordance w i t h prudent oil f ield operat ing pract ices. In no event , 
however , shall the in ject ion pressure exceed the f racture pressure or the in ject ion rate 
exceed 1 ,000 barrels of wa te r per day, unless mutual ly agreed upon by the part ies. 
Wi th in 9 0 days f r om the star t of in ject ion, the parties agree to meet to rev iew 
in ject ion and product ion per formance to determine if the 1,000 barrels of wa te r per 
day in ject ion rate is su f f ic ient to replace the f luids being w i t h d r a w n f rom the reservoir 
by the four we l ls immediate ly o f f se t t ing said we l l . In the event channel ing or other 
damage to any we l l , on any of the above-descr ibed leases, where the cause can be 
reasonably t raced to said wel l l isted above, in ject ion shall be ceased into the we l l , at 
the request of either par ty , pending remedial wo rk . 



The parties hereto agree with each other that the creation of an artificial water 
drive by the injection of water through the said injection well into the Drinkard 
Formation is a reasonable producing and engineering practice. Each of the parties 
hereby indemnifies and releases the other party hereto from any liability for damages 
or losses of any kind arising from or growing out of the injection of water or operation 
of said well pursuant to the terms and conditions of this agreement. Each party shall 
also hold the other party harmless from all claims, demands, actions, causes of action, 
and damages relating to or arising out of the separate operation of each party's 
respective leases; all to the end that each party shall assume and discharge any and 
all claims from its own mineral, royalty and surface owners for money damages arising 
out of the flooding operations conducted pursuant to this agreement, and shall hold 
the other party harmless from any and all such claims. However, it is understood that 
Marathon and Shell agree to be jointly liable (50% each) for all damages, claims, 
actions, penalties, expenses, including attorney fees, related to any claim or action fpr 
environmental damages, pollution or contamination arising out of the operation of said 
well or injection of water pursuant to this agreement unless such environmental 
damages, pollution or contamination is a result of Marathon's gross negligence or 
willful misconduct, in which event Marathon will be solely liable and responsible 
therefor. 

2. It is understood and agreed that the above-described injection well shall 
be operated by Marathon and jointly owned (50% each) by Marathon and Shell. 

3. It is understood and agreed that the costs and expenses incurred for 
drilling, casing, cementing, completing, and equipping the aforesaid injection well 
(subject to a mutually acceptable AFE), plus costs associated wi th capital workovers 
of said well performed after receiving the consent of each party shall be borne by and 
paid 5 0 % by Marathon and 50% by Shell. It is expressly understood and agreed that 
Marathon and Shell will each be responsible for 50% of all costs associated with 
operating said well during the terms hereof, subject to the takeover provisions 
contained hereinbelow. If said well cannot be completed as an injector and Marathon 
desires to put said well to alternative use, Marathon will remit to Shell, within thirty 
(30) days of its election to takeover said well, Shell's full costs incurred in connection 
with the drilling and attempted completion of said well as an injector. j 

4. Marathon has secured access to water suitable for injection purposes. 
The water volume injected shall be measured by standard type water metering 
equipment. The initial cost for said water will be $.10 per barrel, which will be paid 
5 0 % by Marathon and 5 0 % by Shell. Such cost of water has been negotiated for an 
initial term of three (3) years and may be redetermined on an annual basis after the 
initial three year-period. Marathon shall pay and discharge expenses incurred in the 
operations of the injection well pursuant to this agreement and shall charge Shell with 
its proportionate share according to the provisions of the accounting procedure 
attached hereto as Exhibit "A". Shell will be billed monthly and will make payments 
within thirty (30) days of receipt of said bill. After the initial term of the above 
referenced water supply agreement has expired and in the event that a less costly 
injection water source alternative becomes available, the parties hereto may mutually 
agree to modify and/or terminate the above referenced water supply agreement. 

5. Shell shall have the right to audit the accounts and records of Marathon 
that relate to said well for any calendar year for a two-year period following the end 
of any calendar year. This shall include the right to audit those related entities of 
Marathon which provide materials or services for the operation of said well. Such 
materials and services must be reasonably necessary and of the same or better quality 
as those available for unrelated vendors in the same general area. 

6. The term of this agreement shall commence as of the effective date 
hereof and shall continue for a period of five (5) years from the date of initial injection 
into said well. At the end of said five (5) year period or thereafter, either of the 
parties hereto shall have the right to terminate its participation in the water injection 
operations upon giving sixty (60) days advance written notice to the other party of its 
intention to terminate participation. The other party shall then have the option, but 
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not the ob l igat ion, at its sole risk and expense, to take over and operate said we l l . In 
such event , the party tak ing over said wel l is to be granted the r ight of ingress and 
egress to said in ject ion we l l , together w i t h r igh ts -o f -way and easements necessary to 
cont inue operat ions of said we l l , but th is grant is made w i t h o u t representat ion or 
war ran ty wha tsoever and only insofar as the te rminat ing party can legally make such 
grant . The part ies fur ther agree to execute and deliver such addit ional ins t ruments as 
may be required to accompl ish the foregoing. The party tak ing over operat ions of said 
wel l shall pay the other party for 5 0 % of the equ ipment therein on the basis of the 
current net salvage value thereof in place, and when said party w ishes to d iscont inue 
the wa te r in ject ion operat ions, such party shall plug and abandon said we l l , inc luding 
any appl icable sur face clean-up, in compl iance w i t h all cont rac tua l obl igat ions and 
rules and regulat ions of each governmenta l body having jur isd ic t ion, at its sole cos t , 
risk and expense. The net salvage value is def ined as the value of all recoverable 
equ ipment less cost to recover and abandon said we l l . The party tak ing over said we l l 
hereby agrees to indemni fy and hold the other party harmless f r om and against all 
c la ims, charges, suits and any liabil it ies arising out of or in any w a y associated w i t h 
subsequent operat ions. It is the in tent ion hereof tha t the party tak ing over said wel l 
shall thereaf ter be responsible for 1 0 0 % of any and all costs associated t he rew i th 
af ter the e f fec t i ve date of such ass ignment . However , any l iabi l i ty, env i ronmenta l or 
o the rw ise , w h i c h existed before the e f fec t ive date of such ass ignment , shall remain 
the jo in t responsibi l i ty of the parties as out l ined in Ar t ic le 1 . 

7. In the event any party hereto is rendered unable, who l l y or in par t , by 
force majeure to carry out its obl igat ions under th is Agreement , upon such par ty ' s 
g iv ing not ice and reasonably full part iculars of such force majeure in w r i t i ng to the 
other party hereto w i th in a reasonable t ime after the occurrence of the case relied 
upon , the obl igat ions of the party g iv ing such not ice, insofar as they are a f fec ted by 
such force majeure, shall be suspended during the cont inuance of any inabi l i ty so 
caused, but for no longer per iod; and the cause of the force majeure so far as possible 
shall be remedied w i t h all possible d ispatch. 

The te rm " fo rce ma jeure" , as employed herein, shall mean an act of God, str ike, 
lockout or other industr ial d is turbance, act of the public enemy, war , b lockade, public 
r iot , l igh tn ing, ear thquake, s to rm, f l ood , f i re, exp los ion, governmenta l restra int , 
unavai labi l i ty of equ ipment , fai lure of wa te r supply and any other cause, whe ther or 
not of the character above enumerated, wh i ch is not reasonably w i th in the cont ro l of 
the party c la iming suspension. It is understood tha t the set t lement of s t r ikes, lockouts 
or other labor d i f f icu l t ies shall be ent irely w i th in the discret ion of the par ty having the 
d i f f i cu l t y . The above requi rement tha t any force majeure shall be remedied w i t h all 
reasonable d ispatch shall not require the set t lement of str ikes, lockouts or other labor 
d i f f i cu l t y by acceding to the demands of opponents therein w h e n such course is 
inadvisable in the d iscret ion of the party having the d i f f i cu l ty . 

8 . The r ights, dut ies , obl igat ions and liabil it ies of the part ies hereto shall be 
several , and not jo int or co l lect ive, and noth ing herein conta ined shall ever be 
const rued as creat ing a partnership of any k ind, jo int ven ture , and associat ion or a 
t rus t or as imposing upon any of the part ies hereto a partnership du ty , obl igat ion or 
l iabi l i ty. Each party hereto shall be individual ly responsible only for its obl igat ions as 
set out in th is Agreement . 

9. Each par ty hereto agrees tha t this Agreement shall not cons t i tu te a 
par tnersh ip , as def ined in the Internal Revenue Code, and speci f ical ly elects to be 
exc luded f r o m the appl icat ion of all of Subchapter K of the Internal Revenue Code of 
1 9 8 6 pursuant to Sect ion 761 thereof . 

10. Any sale, ass ignment , uni t izat ion or t ransfer of any interest of any party 
hereto in the lease and lands covered hereby shall be made expressly subject to 
obta in ing the consent of the other party hereto, wh ich consent shall not be 
unreasonably w i t hhe ld . A n y sale, ass ignment , uni t izat ion or t ransfer of any interest 
of any par ty hereto in the lease and lands covered hereby shall be made expressly 
subject to th is Agreement , and any party acquir ing any such interest shall assume the 
obl igat ions hereof and be ent i t led to the benef i ts accruing hereunder. In the event any 
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party not a signatory party to this contract thereafter shall acquire any interest subject 
to this contract by assignment, operation of law, or otherwise, such party shall 
for thwith furnish to the other party having an interest subject to this contract, 
evidence of the acquisition of such interest. Failure to comply herewith shall 
constitute a waiver by such party as to any notice required or permitted hereunder, 
and said party shall be deemed to have received any such notice where such notice 
was given to such party's predecessor in title and any action taken or any notice 
received by such party's predecessor in title shall be binding upon any such party. 

1 1 . Marathon shall provide Shell monthly reports of the daily injection 
volumes and surface injection pressures from said well. Each such month's reports 
shall be provided within thirty (30) days of actual water injection operations. 
Additionally, Marathon shall run an initial injection profile survey within thirty (30) days 
of initial water injection and thereafter, annual injection profile surveys and furnish all 
such information to Shell on a timely basis. Any indicated profile modification woHk 
may be requested by either party hereto, however, such parties must mutually agree 
upon any remedial activities to be pursued. 

12. Either party hereto may call a meeting concerning issues and/or 
operations associated wi th this Agreement by providing the other party no less than 
fourteen (14) days advance written notice, with the agenda for the meeting attached. 

13. All terms and provisions herein shall be subject to all valid orders, rules 
and regulations of the Oil Conservation Division of the Department of Energy and 
Minerals of the State of New Mexico and all other applicable state and federal laws, 
rules and regulations. 

14. This Agreement and all terms, covenants and conditions hereof shall 
extend to, be binding upon, and inure to the parties hereto and their respective 
successors and assigns. 

IN WITNESS WHEREOF, the parties hereto have executed this Agreement on 
the dates opposite their respective signatures. 

MARATHON OIL COMPANY 

A. R. Kukla 
Production Manager 

SHELL WESTERN E & P , INC. 

Date: 

C:\WP51\NM\CWIA 
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A C K N O W L E D G E M E N T S 

STATE OF TEXAS 

COUNTY OF MIDLAND 

\he foregoing instrument was acknowledged before me on the j 3 ~ — d c j y 
of / W J V p ^ w ^ X i y t ^ : 1995, by A. R. Kukla, as Production Manager, of Marathon Oil 
Company, an Ohio corporation, on behalf of said corporation. 

4 ^ % * DIXIE A. HERTEL 
MY COMMISSION EXPIRES 

April 27,1997 

X 
Notary Public in and for the State of Texas' 

My commission expires: 

STATE OF TEXAS 

COUNTY OF HARRIS 

c\The foregoing instrument was acknowledged before me on the / v — day 
of pTTf Jf'J&^TVJULK/ . 1 995, by G. S. Nady, as Attorney-in-Fact, of Shell Western 
E„& P, Inc., a Delaware corporation, on behalf of said corporation. 

c in and for the State of Texas' 

My commission expires: O ^ n ^ • 

JOYCE M. BOWEN 
Notary Public 

STATE OF TEXAS 
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KEL/IMH 6 0 1 , BOX BOO 
T U L S A O K 7a 1 0 I 

COPAS - 19S4 - ONSHORE 

Rocommvndod by tha Council 
of PelroUum Accountont i 
Societies 

EXHIBIT i t . t i 

A 

Attached to and made a part of t h a t c e r t a i n "COOPERATIVE WATER INJECTION AGREEMENT" by and 
between Marathon O i l Company and She l l Western E x p l o r a t i o n & Production, Inc. f o r 
the Warn State A/C 2 Lease, the State "D" Lease, and the State "£" Lease i n Lea County, 
New Mexico. 

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

\ 

I . GENERAL PROVISIONS 

1. Definitions 

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

2. Statement and Billings j 

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

3. Advances and Payments by Non-Operators 

A. Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their 
share of estimated cash outlay for the succeeding month's operation within fifteen (15) 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. 

B. Each Non-Operator shall pay its proportion of all bills within fifteen (15) 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 Chase 
Manhattan Bank o n t^e first day of the month in which delinquency occurs plus 1% or the maximum 

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

4. Adjustments 

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the 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 madeunless 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. 



Cl 
5. Audits 

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

B. The Operator shall reply in wri t ing 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 th 
Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains no contrary provisior 
in regard thereto. Operator shall notify all Non-Operators of the Operator's proposal, and the agreement or approval i 
a majority in interest of the Non-Operators shall be controlling on all Non-Operators. 

I I . D I R E C T CHARGES 

Operator shall charge the Joint Account with the following items: , . H o r o t h e r c o s t i n c u r r c 

1. Ecological and Environmental b y a r e a s o n a b l y prude 
o p e r a t o r A 

and Costvincurred for the benefit of the Joint Property as a result of governmental or regulatory requirementsTto satisfy enviro. 
f r mentSTlconsiderations applicable to the Joint Operations. Such costs may include surveys of an ecological or archaeologic 

S a 6 ^ nature and pollution control procedures as required by applicable laws and regulations. A l s o i n c l u d e d are 
r e l a t e d c o s t s p e c i f i c a l l y r e l a t e d t o e n v i r o n m e n t a l and s a f e t y o p e r a t i o n s . 

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 Joi 
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 exclud 
from the overhead rates. 

(4) Salaries and wages of Technical Employees either temporarily or permanently assigned to and directly employ 
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 employt 
whose salaries and wages are chargeable to the Joint Account under Paragraph 3A of this Section I I . Such costs unc 
this Paragraph 3B may be charged on a "when and as paid basis" or by "percentage assessment" on the amount 
salaries and wages chargeable to the Joint Account under Paragraph 3A of this Section I I . If percentage assessmt 
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 applicai 
to Operator's costs chargeable to the Joint Account under Paragraphs 3A and 3B of this Section I I . 

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

4. Employee Benefits 

Operator's current costs of established plans for employees' group life insurance, hospitalization, pension, retirement, sh 
purchase, thrift , bonus, and other benefit plans of a like nature, applicable to Operator's labor cost chargeable to the Jc 
Account under Paragraphs 3A and 3B of this Section I I shall be Operator's actual cost not to exceed the percent most reci 
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 Mate: 
shall be purchased for or transferred to the Joint Property as may be required for immediate use and is reasonably pract 
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 rr 
to the Joint Account for a distance greater than the distance from the nearest reliable supply store-where like man 
is normally available or railway receiving point nearest the Joint Property unless agreed to by the Parties. 



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

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 wil l be adjusted to the amount mosi 
recently recommended by the Council of Petroleum Accountants Societies. ' 

7. Services 1 

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by Paragraph 
10 of Section I I and Paragraph i . i i . and i i i , of Section I I I . The cost of professional consultant services and contract ser 
vices of technical personnel directly engaged on the Joint Property if such charges are excluded from theioverhead rates 
The cost of professional consultant services or contract services of technical personnel not directly engaged on the Joini 
Property shall not be charged to the Joint Account unless previously agreed to by the Parties. 1 

8. Equipment and Facilities Furnished By Operator 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates commensurau 
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 
Pr imp r a r p percent ( %) 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 rales published by th< 
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 losse 
incurred by fire, flood, storm, theft, accident, or other cause, except those resulting from Operator's gross negligence o 
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 ,' p e n a l t j 

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgementsTan 
amounis paid for settlement of claims incurred in or resulting from operations under the agreement or necessary to prote< 
or recover the Joint Property, except that no charge for services of Operator's legal staff or fees or expensje of outside attoi 
neys shall be made unless previously agreed to by the Parties. Al) other legal expense is considered to be covered by th 
overhead provisions of Section I I I unless otherwise agreed to by the Parties, except as provided in Section I , Paragrap 

11. Taxes 

All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation thereo 
or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties. If the ad val> 
rem taxes are based in whole or in part upon separate valuations of each party's working interest, then notwithstandin 
anything to the contrary herein, charges to the Joint Account shall be made and paid by the Parties hereto in accordanc 
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 tl 
event Joint Operations are conducted in a state in which Operator may act as self-insurer for Worker's Compensation anc 
or Employers Liability under the respective state's laws. Operator may. at its election, include the risk under its sei 
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 regulato 
authority. 

14. Communications 

Cost of acquiring, leasing, installing, operating, repairing and maintaining communication systems, including radio ai 
microwave facilities directly serving the Joint Property. In the event communication facilities/systems serving the Joi 
Property are Operator owned, charges to the Joint Account shall be made as provided in Paragraph 8 of this Seclion 

15. Other Expenditures 

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



K i 
I I I . OVERHEAD 

1. Overhead - Drilling and Producing Operations 

i . A3 compensation for administrative, supervision, office services and warehousing costs, Operator shall charge drilling 
and producing operations on either: 

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

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

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

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

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

(X ) 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 $ ^ O f ) 

(Prorated for less than a full month) 

Producing Well Rate $ 450 

(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. j. 

t 
(2) Charges for wells undergoing any type of workover or recompletion for a period of five (5) consecutive 

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

(b) Producing Well Rates 

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

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

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

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

(5) All other inactive wells (including but not limited to inactive wells covered by unit allowable, lease allow
able, transferred allowable, 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 aa 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 ad
justment. 

B. Overhead - Percentage Basis 

(1) Operator shali charge the Joint Account at the following rates: 
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(a) Development 

Percent ( %) of the cost of development of the Joint Property exclusive of costs providec 
under Paragraph 10 of Section I I and all salvage credits. 

(b) Operating 

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

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

For the purpose of determining charges on a percentage basis under Paragraph IB of this Section.'III. developmen 
shall include aii costs in connection with dri l l ing, redrilling, deepening, or any remedial operations on any or al 
wells involving the use of dr i l l ing r ig and crew capable of dri l l ing to the producing interval orf the Joint Prop 
erty: also, preliminary expenditures necessary in preparation for drilling and expenditures incurred in abandonini 
when the well is not completed as a producer, and original cost of construction or installation of fixed assets, th 
expansion of fixed assets and any other project clearly discernible as a fixed asset, except Major Construction a 
defined in Paragraph 2 of this Section I I I . Al l other costs shall be considered as operating. 

2. Overhead - Major Construction 

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

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

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

C. i L _ % 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 sing 
project shall not be treated separately and the cost of dr i l l ing and workover wells and artificial l i f t equipment shall 1 
excluded. 

3. Catastrophe Overhead * 

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

A. L . % 0 f ^ ,^1 c o s L s through $100,000; plus 

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

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

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

4. Amendment of Rates 

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

5. See Page 5a a t t a c h e d . 

IV. PRICING OF J O I N T ACCOUNT M A T E R I A L PURCHASES, TRANSFERS A N D DISPOSITIONS 

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all Material mo 
ments affecting the Joint Properly. Operator shall provide all Material for use on the Joint Property; however, at OperaU 
option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition of idle and/or surp 
Material, such disposal being made either through sale to Operator or Non-Operator, division in kind, or sale to outside 
Operalor may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus condition A oi 
Material. The disposal of surplus Controllable Materia) 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 
Material found to be defective or returned to vendor for any other reasons, credit shall be passed to the Joint Accoi 
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 pf by the Opera: 
unless otherwise agreed to by the Parties, shall be priced on the following basis exclusive of cash discounts: 
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III.5 Overhead - Environmental Response 

To compensate Operator for overhead costs incurred in responding to 
any Environmental Claim or any Environmental Condition with regard 
to or arising from the Joint Property. The term "Environmental 
Claim" means any action, suit, investigation, proceeding, demand, 
claim or written notice by any person alleging or inquiring as to 
potential liability arising out of any Environmental Law with 
respect to the Joint Property, and the term "Environmental 
Condition" means any existing or threatened condition with respect 
to the soil, subsurface, surface waters, groundwaters, atmosphere 
or other environmental media, whether or not the Environmental 
Condition is yet discovered, which could result in any damage, 
loss, cost, expense, claim, demand, order, lien or liability to or 
against the Joint Property or against the Parties with respect to 
the Joint Property under any Environmental Law. The term 
•Environmental Law" means all local, state and federal treaties, 
laws, rules, regulations and permits in effect during the term of 
this agreement relating to pollution or protection of the 
environment, including without limitation, the Comprehensive 
Environmental Response, Compensation and Liability Act of 1980 as 
amended ("CERCLA"), the Resource Conservation and Recovery Act of 
1976 as amended ("RCRA"), the Toxic Substances Control Act 
("TSCA"). The overhead rate applied should be determined when 
executing the operating agreement as follows: 

1) 5X of total costs through 5100,000; plus 
2) 3X of total costs in excess of S100,000 but less than 

51,000,000; plus 
3) 2% of total costs in excess of 51,000,000. ,: 
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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 mil l 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 wil l 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 mil l to the railway receiving point nearest the Joint Property as provided above in 
Paragraph 2.A.(lXa). For transportation cost from points other than Eastern mills, the 30.000 pound Oil Field 
Haulers Association interstate truck rate shall be used. |. 

\ 
(c) Special end finish tubular goods shall be priced at the lowest published out-of-stock price, f.o.b. Houston. 

Texas, plus transportation cost, using Oil Field Haulers Association interstate 30.000 pound truck rate, to 
the railway receiving point nearest the Joint Property. 

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

(2) Line Pipe 

(a) Line pipe movements (except size 24 inch OD and larger with walls 3/4 inch and over) 30,000 pounds or more 
shall be priced under provisions of tubular goods pricing in Paragraph. A.(lXa) as provided above. Freight 
charges shall be calculated from Lorain, Ohio. 

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

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

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

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable supply 
store nearest the Joint Property, or point of manufacture, plus transportation costs, if applicable, tb 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 wi l l be priced as provided above in Paragraph 2 A (1) and (2). 

B. Good Used Material (Condition B) 

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

(1) Material moved to the Joint Property 

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

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

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

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

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

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

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

C. Other Used Material 

(1) Condition C 

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

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

(a) Casing, tubing, or dr i l l 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 dr i l l pipe utilized as line pipe shall be priced at used line 
pipe prices. , 

i 

(b) Casing, tubing or dril l 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 dr i l l pipe. Upset tubular goods shall 
be priced on a non upset basis. 

(3) Condition E 

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

D. Obsolete Material 

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

E. Pricing Conditions 

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

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

3. Premium Prices 

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes or other 
unusual causes over which the Operalor has no control, the Operator may charge the Joint Account foY 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 lhe Joini Properly; provided notice in wri t ing 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 Maierial furnished. In case of defective Material, credit shall not be passed to the Joint 
Accouni until adjustment has been received by Operator from the manufacturers or their agents. 

V. I N V E N T O R I E S 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Notice and Representation 

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

2. Reconciliation and Adjustment of Inventories 

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

3. Special Inventories 

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

4. Expense of Conducting Inventories 

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

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