RHODES AREA COOPERATIVE LEASE LINE AGREEMENT

THIS AGREEMENT, is entered into as of the Ist day of July, 1993, between Texaco
Exploration and Production Inc. ("TEPI") and Amerada Hess Corporation ("Amerada") as
working interest owners in the W. H. Rhodes "A" an'c‘i "B" Leases, and TEPI, Amerada, States,
Inc. ("States") and Stirling Oil and Gas Company ("Stirling"), as working interest owners in the

Rhodes Yates Unit. TEPI, Amerada, States and Stirling are hereinafter collectively referred to
as the "Parties” and in the singular as a "Party."”

WITNESSETH:

WHEREAS, each of the Parties hereto represents that the W. H. Rhodes "A" and "B"
Leases and the Rhodes Yates Unit, as shown on Exhibit "A" attached hereto and made a part

hereof, are currently producing oil from the Rhodes Yates Seven Rivers formation in Lea
County, New Mexico; and

WHEREAS, in the interest of more properly producing and conserving the oil and
associated hydrocarbons from the lands and leases, the Parties hereto desire to enter into and

operate a cooperative program in order to obtain the maximum economic recovery of such
substances from said producing formation;

NOW, THEREFORE, in consideration of the premises and the mutual covenants and
agreements hereinafter contained, the Parties hereto agree as follows:

L

TEPI, as Operator of the W Y. Rhodes "A" and "B" I.eases and the Rhodes Yates Unit, will drill

and equip the wells listed below for the purpose of oil production from the Rhodes Yates Seven
Rivers formation:

: odes "B" NCT-1 Well No. 22, to be located 1572 feet FSL, 2375 feet FEL of
Sectipn 27, T26S, R37E.

. Rhodes "B" NCT-1 Well No. 26, to be located 2310 feet FNL, 2310 feet FEL of
Séction 27, T26S, R37E. ’

W.H. Rhodes "B"” NCT-1 Well No. 27, to be located 1155 feet FNL, 2376 feet FEL of
Secfion 27, T26S, R37E.

Rhodes Yates Unit Well No. 18, to be located 2551 feet FNL, 44 feet FWL of Section
27, T26S, R37E.

Rhodes Yates Unit Well No. 19, to be located 1360 feet FSL, 50 feet FWL of Section 27,
T26S, R37E.

Rhodes Yates Unit Well No. 20, o be located 1430 feet FSL, 10 feet FEL of Section 21,
T26S, R37E.

Rhodes Yates Unit Well No. 21, to be located 10 feet FWL, 130 feet FNL of Section 27,
T26S, R37E.
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Rhodes Yates Unit Well No. 22, to be located 130 feet FNL, 1310 feet FWL of Section
27, T26S, R37E.

Rhodes Yates Unit Well No. 23, to be located 130 feet FNL, 2588 feet FWL of Section
27, T26S, R37E.

All of the above wells are located in Lea County, New Mexico as shown on the map attached
hereto as Exhibit "B". Locations may be moved up to 100 feet in any direction in case of
surface restrictions.

II.

Except as otherwise provided herein, all operations hereunder will be governed by the applicable
terms of the Operating Agreement for the Rhodes Yates Unit, attached hereto as Exhibit "C" and
incorporated herein by reference. All costs to drill, equip, operate, plug and abandon the wells
and all production therefrom will be allocated and the wells owned on the following basis:

W. H. Rhodes "B" NCT-1 Weil No. 22 50% W. H. Rhodes "B" Lease
50% Rhodes Yates Unit

W. H. Rhodes "B" NCT-1 Well No. 26 50% W. H. Rhodes "B" Lease
50% Rhodes Yates Unit

W. H. Rhodes "B" NCT-1 Well No. 27 50% W. H. Rhodes "B" Lease
50% Rhodes Yates Unit

Rhodes Yates Unit Well No. 18 75% Rhodes Yates Unit
25% W. H. Rhodes "B" Lease

Rhodes Yates Unit Well No. 19 50% Rhodes Yates Unit
50% W. H. Rhodes "B" Lease

Rhodes Yates Unit Well No. 20 50% Rhodes Yates Unit
50% W. H. Rhodes "A" Lease

Rhodes Yates Unit Well No. 21 75% Rhodes Yates Unit
25% W. H. Rhodes "A" Lease

Rhodes Yates Unit Well No. 22 50% Rhodes Yates Unit
50% W. H. Rhodes "A" Lease

Rhodes Yates Unit Well No. 23 25% Rhodes Yates Unit
50% W. H. Rhodes "A" Lease
25% W. H. Rhodes "B" Lease



II.

Royalties, overriding royalties, production payments and similar burdens for the wells set forth
in Article II shall be borne by the owner of the lease or unit to which the production is ailocated
pursuant to Article II.

To the extent that a Party's interest in the wells set forth in Article II are burdened by a royalty
interest, overriding royalty interest, production payment or similar interest, such Party shall
defend, protect, indemnify and hold harmless any other Party from any liability, claim, demand,
action, cause of action or lawsuit (including, without limitation, court costs and attorneys' fees)
resulting from or arising out of the allocation of production, payment of proceeds from
production, or drainage brought by or on behalf of said Party's royalty or other interest owner.

IV.

This agreement is effective July 1, 1993 and shall remain in full force and effect for as long as
there is production from any of the wells provided for in Article II.

V.

All costs, liabilities, claims and demands arising from operation on any well drilled pursuant to
this Agreement, exécpt as provided in Article III, shall be borne by the Parties on the same basis
as their participation in the wells described in Article II. Each Party so obligated agrees to
defend, protect, indemnify and hold harmless any other Party from any liability, claim, demand,
cause of action or lawsuit (including court costs and attorneys' fees) arising out of or resulting
from such operations in accordance with the Article V.

VI

The Parties hereto agree that the drilling of the above described wells to produce from the
aforesaid Rhodes Yates Seven Rivers formation will facilitate protection of their correlative
rights and increase the ultimate recovery of oil from the properties.

VIL

This Agreement shall in no way affect the obligation of any Party hereto to produce the oil from
its other wells or its right to own such production, and each Party shall be entitled to all
production from its other weils and leases. The duties, liabilities and obligations of the Parties
hereto are intended to be several and not joint or collective, and nothing contained herein shall
ever be construed to impose a partnership obligation or liability with regard to any Party hereto.



VIIL

All obligations of any Party hereto shall be suspended while said Party is prevented from
complying therewith, in whole or in part, by strikes, fire, war, civil disturbance, acts of God,
federal, state or municipal laws, orders or regulations, inability to secure water or materials or
other causes beyond the reasonable control of said Party; provided, however, that performance
shall be resumed within a reasonable time after such cause has been removed; and provided
further that no Party shall be required against its will to adjust or settle any labor dispute. This
Agreement shall not be terminated by reason of suspension of operations due to the aforesaid
causes,

IX.

The terms and provisions of this agreement shall inure to the benefit of and be binding upon the
Parties hereto, their successors and assigns.

X.

This Agreement may be executed in any number of counterparts, no one of which needs to be
executed by all Parties.

IN WITNESS WHEREQF, the partics hereto have executed this Agreement as of July 1, 1993.

TEXACO EXPLORATION AND PRODUCTION INC.

(SR oBep
/

Attorney-in-Fact

AMERADA HESS CORPORATION

Title:

STATES, INC.

Title:

STIRLING OIL AND GAS COMPANY

Title:




VIIIL.

All obligations of any Party hereto shall be suspended while said Party is prevented from
complying therewith, in whole or in part, by strikes, fire, war, civil disturbance, acts of God,
federal, state or municipal laws, orders or regulations, inability to secure water or materials or
other causes beyond the reasonable control of said Party; provided, however, that performance
shall be resumed within a reasonable time after such cause has been removed; and provided
further that no Party shall be required against its will to adjust or settle any labor dispute. This
Agreement shall not be terminated by reason of suspension of operations due to the aforesaid
causes.

IX.

The terms and provisions of this agreement shall inure to the benefit of and be binding upon the
Parties hereto, their successors and assigns.

X.

This Agreement may be executed in any number of counterparts, no one of which needs to be
executed by all Parties.

IN WITNESS WHEREQF, the parties hereto have executed this Agreement as of July 1, 1993.

TEXACO EXPLORATION AND PRODUCTION INC.

Attorney-in-Fact

< \ !
Tit]c:&ji{aymond L. Wickett
Attorney-in-Fact

STATES, INC.

Title:

STIRLING OIL AND GAS COMPANY

Title:
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All obligations of any Party hereto shall be suspended while said Party is prevented from
complying therewith, in whole or in part, by strikes, fire, war, civil disturbance, acts of God,
federal, state or municipal laws, orders or regulations, inability to secure water or materials or
other causes beyond the reasonable control of said Party; provided, however, that performance
shall be resumed within a reasonable time after such cause has been removed; and provided
further that no Party shall be required against its will to adjust or settle any labor dispute. This
Agreement shall not be terminated by reason of suspension of operations due to the aforesaid
causes.

IX.

The terms and provisions of this agreement shall inure to the benefit of and be binding upon the
Parties hereto, their successors and assigns.

X.

This Agreement may be executed in any number of counterparts, no one of which needs to be
executed by all Parties.

IN WITNESS WHEREQF, the parties hereto have executed this Agreement as of July 1, 1993.

TEXACO EXPLORATION AND PRODUCTION INC.

Attorney-in-Fact

AMERADA HESS CORPORATION

Title:
STATES, INC.

CM( L Z«g - ;
Title: N T;S' D :

\

STIRLING OIL AND GAS COMPANY

Title:
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All obligations of any Party hereto shall be suspended while said Party is prevented from
complying therewith, in whole or in part, by strikes, fire, war, civil disturbance, acts of God,
federal, state or municipal laws, orders or regulations, inability to secure water or materials or
other causes beyond the reasonable control of said Party; provided, however, that performance
shall be resumed within a reasonable time after such cause has been removed; and provided
further that no Party shall be required against its will to adjust or settle any labor dispute. This
Agreement shall not be terminated by reason of suspension of operations due to the aforesaid
causes.

IX.

The terms and provisions of this agreement shall inure to the benefit of and be binding upon the
Parties hereto, their successors and assigns.

X

This Agreement may be executed in any number of counterparts, no one of which needs to be
executed by all Parties.

IN WITNESS WHEREQF, the parties hereto have executed this Agreement as of July 1, 1993.

TEXACO EXPLORATION AND PRODUCTION INC.

Attomey-in-Fact

AMERADA HESS CORPORATION

Title:

STATES, INC.

Title:

STIRLING OIL A/ND m
Tulc
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STATE OF COLORADO
COUNTY OF DENVER

The foregoing instrument was acknowledged before me this 9'“-\ day of

Es?:gi , 1993, by ?R.a'hm poc , Attorney-in-Fact of Texaco
Exploration and Production Inc., a Delaware corporatgn.
ey N

“\ﬁe,ommxs&m QKpiregt A,

e ,
-3 Notary Public

STATE OF OKLAHOMA
COUNTY OF TULSA .
The foregoing instrument was acknowledged before me this day of
, 1993, by of
Amerada Hess Corporation, a corporation.
Notary Public
STATE OF TEXAS
COUNTY OF
The foregoing instrument was acknowledged before me this day of
, 1993, by of
States, Inc., a corporation.
Notary Public
STATE OF TEXAS
COUNTY OF
The foregoing instrument was acknowledged before me this day of
“of

, 1993, by
Stirling Oil and Gas Company, a

corporation.

Notary Public



STATE OF COLORADQ

COUNTY OF DENVER
The foregoing instrument was acknowledged before me this day of
1993, by , Attorney-in-Fact of Texaco

Exploration and Production Inc., a Delaware corporation.

Notary Public

STATE OF OKLAHOMA
COUNTY OF TULSA

The foregoing instrument was acknowledged before me this __ath day of

August 1993, by Raymond L. Wickert ., _Attormey—in=Fact of
Amerada Hess Corporation, a ____Delaware corporation.
o %‘/
Notary ry Public Com CxprarES 3/2%/%;
STATE OF TEXAS
COUNTY OF
The foregoing instrument was acknowledged before me this day of
, 1993, by , of
States, Inc., a corporation.
Notary Public
STATE OF TEXAS
COUNTY OF
The foregoing instrument was acknowledged before me this ____ day of
, 1993, by , of
Stirling Oil and Gas Company, a corporation.

Notary Public



STATE OF COLORADO

COUNTY OF DENVER
The foregoing instrument was acknowledged before me this day of
1993, by , Attorney-in-Fact of Texaco
Exploration and Production Inc., a Delaware corporation.
Notary Public
STATE OF OKLAHOMA
COUNTY OF TULSA
The foregoing instrument was acknowledged before me this day of
, 1993, by , of
Amerada Hess Corporation, a corporation.
Notary Public
STATE OF TEXAS .
COUNTY OF LoDy v
- e
The foregoing instrument was acknowledged before this ,ZL_r[tL day of
: 1993, by:}?hww"ﬂ A PR AT T e of
Statés, Inc.,'a 4 AN G- corporation.
BARBARA BEENE %OJLLO/\ O’ Qlt N~
NOTARY PUBLIC .
STATE OF TEX/:5 Notary Public
Commission Expires 1-21-98
STATE OF TEXAS
COUNTY OF
day of

The foregoing instrument was acknowledged before me this

, 1993, by ,
Stirling Oil and Gas Company, a corporation.

Notary Public

of



STATE OF COLORADO

COUNTY OF DENVER
The foregoing instrument was acknowledged before me this day of
1993, by , Attorney-in-Fact of Texaco
Exploration and Production Inc., a Delaware corporation.
Notary Public
STATE OF OKLAHOMA
COUNTY OF TULSA
The foregoing instrument was acknowledged before me this day of
, 1993, by of
Amerada Hess Corporation, a corporation.
Notary Public
STATE OF TEXAS
COUNTY OF
The foregoing instrument was acknowledged before me this day of
, 1993, by of
States, Inc., a corporation.
Notary Public
STATE OF TEXAS

COUNTY OF }a rrant

The foregoing instrument was acknowledged before xDe this (Q day of
Q I\')Ln ey

of

S oty , 1993, by /lamn (Cacale o

Stirling Oil énd Gas Company, a Do ntaen /<L £ O co on.

Notary Public
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EXHIBIT "C"

UNIT OPERATING AGREEMENT
FOR THE DEVELOPMENT AND OPERATIONS
OF THE
RHODES-YATES UNIT
RHODES YATES PFIELD, COUNTY OF LEA,
STATE OF NEW MEXICO
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UNIT OPERATING AGREEMENT
RHODES-YATES UNIT
LEA COUNTY, NEW MEXICO

THIS AQREEMENT, entered into as of the 15th day of
December, 1972, by the parties who have signed the original of this
instrument, a counterpart thereof, or other instrument agreeing to
be bound by the provisions hereof;

WITNESSETH:

WHEREAS, The parties hereto as Working Interest Owners
have executed, as of the date hereof, an agreement enti‘cledf
"Unit Agreement, Rhodes-Yates Unit, Lea County, New Mexico,"
herein referred to as "Unit Agreement," which, among other
things, provides for a separate agreement to be entered into by
Working Interest Owners to provide for the development and opera-
tion of the Unit Area as therein defined;

NOW, THEREFORE, In consideration of the mutual agree-
ments herein set forth, it 1s agreed as follows:

ARTICIE 1
CONFIRMATION OF UNIT AGREEMENT

1.1 Confirmation of Unit Agreement, The Unit Agreement
is hereby confirmed and by reference made a part of this agreement,
The definitions in the Unit Agreement are adopted for all pur-
poses of this agreement, If there i8 any conflict between the
Unit Agreement and this agreement, the Unit Agreement shall govern,

ARTICLE 2
EXHIBITS

2.1 Exhibits. The follcwing exhibits are incorporated
herein by reference:

2,1,1 Exhibits A, B and C of the Unit Agreement.

2.1,2 Exhibit D, attached hereto, which 13 a
schedule showing the Working Interest of each Working
Interest Owner in each Tract, the percentage of total
Unit Participation attributable to each such interest,
and the total Unit Participation of each Working
Interest Owner, Exhibit D, or a revision thereof,
shall not be conclusive as to the information therein,
except it may be used as showing the Unit Participations
of the Working Interest Owners for purposes of this
agreement until shown to be in error or is revised as
herein authorized,

2,1.3 Exhibit E, attached hereto, which 1is the
Accounting Procedure applicable to Unit Operations.
If there is any conflict between this agreement and
Exhibit E, this agreement shall govern,

2.1.4 Exhibit F, attached hereto, which contains
insurance provisions applicable to Unit Operations.

2.2 Revision of Exhibits, Whenever Exhibits A and B
are revised, ExhRIbIt D shall be revised accordingly and be effec-
tive as of the same date, Unit Operator shall also revise Exhibit
D from time to time as required to conform to changes in ownership
of which Unit Operator has been notified as provided in the Unit
Agreement.

4-06.7S3



ARTICLE 3
©esVISION OF OPERATIONS BY WORKING INTEREST OWNERS

3.1 Overall Supervision. Working Interest Owners shall
exercise overall supervision and control of all matters pertain-
ing to Unit Operations pursuant to this Agreement and the Unit
Agreement. In the exercise of such authority, each Working
Interest Owner shall act solely in its own behalf in the capacity
of an individual owner and not on behalf of the owners as an
entirety.

3.2 Specific Authorities and Duties. The matters with
respect to which The Working Interest Owners shall decide and take

action shall include but not be limited to, the following:

3.2.1 Method of Operation. The method of opera-
tion, including any type of pressure maintenance,
secondary recovery, or other recovery program to be
employed.

3.2.2 Drilling of wWells. The drilling of any well
whether for production of Unitized Substances, for use
as an injection well, or for other purpcses.

3.2.3 well Recompletions and Change of Status.
The recompletion, deepening, abandonment, or change
of status of any well, or the use of any well for in-
Jection or other purposes.

3.2.4 Expenditures. The making of any single

expenditure In éxcess of Ten Thousand Dollars ($10,000.00);

provided that, approval by Working Interest Owners of the
drilling, reworking, deepening, or plugging back of any
well shall include approval of all necessary expenditures

r2quired therefor, and for completing, testing, and equip-
ping the same, including necessary flow lines, separators,

snd lease tankage.

3.2.5 Disposition of Unit Equipment. The selling
or otherwise disposing of any major item of surplus Unit
Equipment, if the current list price of new equipment
similar thereto is Three Thousand Five Hundred Dollars
($3,500.00) or more.

3.2.6 Appearance Before a Court or Regulatory Agency.
The designating of a representative To appear before any -

court or regulatory agency in matters pertaining to Unit

Operations; provided that, such designation shall not pre-
vent any Working Interest Owner at its own expenses from ap-
pearing in person cr from deasignating another representative

in 1ts own behalf.
3.2.7 Audits. The auditing of the accounts of Unit

Operator pertalning to Unit Operations hereunder; provided

that, the audits shall

(a) not be conducted more than once each year

except upon the resignation or removal
of Unit Operator,

(b) be made at the expense of all Working
Interest Owners other than the WOrking
Interest Owner designated as Unit
Operator, and

(¢) be made upon not less than thirty (30)
days' written notice to Unit Operator.

2.2.8 1Inventories. The taking of periodic inven-
tories under the terms of Exhibit E.

-2a
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3.2.9 Technical Services. The authorizing of charges
to the Jjoint account for services by consultants or Unit
Operator's technical personnel not covered by the aver-
head charges provided by Exhiblt E.

3,2.10 Assignments to Committees. The appointment
of committees to study any problems in connection with
Unit Operations.

3.2.11 The removal of Unit Operator and the selection
of a successor,

3.2.12 The enlargement of the Unit Area.
3.2.13 The adjustment and-readjustment of investments.
3.2.14 The termination of the Unit Agreement.

ARTICLE 4
MANNER OF EXERCISING SUPERVISICN

4,1 pesignation of Representatives. Each Working Interest
Owner shall in erE?ng Inform Bﬁgf Operator of the names and addresses
of the representative and alternate who are authorized to represent
and bind such Working Interest Owner with respect to Unit Operations.

The representative or alternate may be changed from time to time by
written notice to Unit Cperator.

4.2 Msetings. All meetings of Working Interest Owners
shall be called by Un?E Operator upon its own motion or at the request
of one or more Working Interest Owners having a total Unit Partici-
pation of not 1ess than ten per cent (10%4). No meeting shall be
called on less than fourteen (14) days' advance written notice, with
agenda for the meeting attached. Working Interest Owners who attend
the meeting shall not be prevented from amending items included in

the agenda or from deciding the amended item or other items presented

at the meeting. The representative of Unit Operator shall be chair-
man of each meeting.

4.3 Voting Procedure. Working Interest Owners shall decide
all matters coming beiore em as follows:

4.3.1 vOt%Eg Interest. Each Working Interest Owner
shall have a voting interest equal to its Unit Participa-
tion.

4.3.2 Vote Required ~-- Generally. Unless otherwise
-provided herein or in the Unit Agreement, all matters shall
be decided by the affirmative vote of two or more working
Interest Owners having a combined interest of at least
seventy-frive percent (75%); however, should any one Work-
ing Interest Owner have more than twenty-five percent (25%)
voting interest, its negative vote or failure to vote shall
not defeat a motion, and such motion shall pass if approved
by Working Interest Owners having a majority voting in-
terest, unless two or more wWorking Interest Owners having
a combined voting interest of at leaat forty percent (LO%)
vote against the motion or fail to vote.

4.3.3 yote at Meeting b% Nonattending Wworking In-
terest Owner. ny working lInteres ner who 1s not re-
presented at a meeting may vote by letter or telegram
addressed to the representative of the Unit Operator if
its vote is received prior to the submission of such item
to vote., If the vote is by letter or telegram such vote
shall not be counted with respect to any item on the agenda
which has been materially changed at the meeting.

-3=
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. 4.3.4 pool Votes. Working Interest Owners may
vote on and declde, by letter or telegram, any matter
submitted in writing to Working Interest Owners 1f no
meeting is requested, as provided in Section 4.2,
within fourteen (14) days after the proposal is sent
to Working Interest Owners. Unit Operator will give
prompt notice of the result of the voting to all Work-
ing Interest Owners.

~ ARTICIE 5
INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS

5.1 Reservation of Rights. Working Interest Owners
geverally reserve to themselves all their rights, except as
otherwise provided in this agreement and the Unit Agreement.

5.2 Specific Rights. Each Working Interest Owner
shall have, among others, the following specific rights:

5.2.1 Access to Unit Area, Access to the Unit
Area at all reasonable times to inspect Unit Operations,
all wells, and the records and data pertaining thereto.

5.2.2 Reports. The right to receive from Unit
Operator, upon written request, copies of all reports

to any governmental agency, reports of crude oil runs
and stocks, inventory reports, and all other information
pertaining to Unit Operations. The cost of gathering
and furnishing information rnot ordinarily furnished by
Unit Operator to all Working Interest Owners shall be
charged to the Working Interest Owner who requests the
information. :

ARTICLE 6
UNIT OPERATOR

6.1 1Initial Unit Operator. TEXACO Inc. is hereby
designated as the Initial ﬁnIg Operator.

ARTICLE 7 \
AUTHORITIES AND DUTIES QF UNIT OPERATOR

7.1 Exclusive Right to Operate Unit. Subject to the
provisions of this agreement and to instructions from Working In-
terest Owners, Unit Cperator shall have the exclusive right and
be obligated to conduct Unit Operations.

T.2 Workmanlike Conduct. Unit Operator shall conduct
Unit Operations in a good and workmanlike manner as would a pru-
dent operator under the same or similar circumstances. Unit
Operator shall freely consult with Working Interest Owners and
keep them informed of all matters which Unit Operator, in the
exercise of its best judgment, considers important. Unit Operator
shall not be liable to Working Interest Owners for damages, unless

such damages result from its gross negligence or willful miscon-
duct.

7.3 Liens and Encumbrances. Unit Operator shall
endeavor to keep the lands and leases in the Unit Area free from
all liens and encumbrances occasioned by Unit Operations, except
the lien of Unit Operator granted hereunder.

7.4 Employees. The number of employees used by Unit
Operator in conducting Unit Operations, their selection, hours
of labor, and compensation shall be determined by Unit Operator.
Such employeea shall be the employees of Unit Operator.

7.5 Records. Unit Operator shall keep correct books,
accounts, and records of Unit Operations.

-l
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7.6 Reports to W-rking Interest Owners. Unit Operator
shall furnish to Working Interest Owners periodic reports of Unit
Operations.

7.7 Reports to Governmental Authorities. Unit Opera-
tor shall make all reports to governmental authoritles that it
has the duty to make as Unit Operator.

7.8 Engineering and Geological Information. Unit
Operator shall Turnish to a working Interest Owner, upon written
request, a copy of the log and other engineering and geological
data pertalining to wells drilled for Unit Operations; provided,
however, that Unit Operator may, when reasonable, charge the
cost of gathering and furnishing such data to the Working Interest
Owner requesting such information.

7.9 Expenditures. Unit Operator is authorized to make
single expenditures not in excess of Ten Thousand ’
Dollars ($10,000.00) without prior approval of Working Interest
Owners., If an emergency occurs, Unit Operator may immediately
make or incur such expenditures as in itas opinion are required
to deal with the emergency. Unit Operator shall report to Working
Interest Owners, as promptly as possible, the nature of the emer-
gency and the action taken.

7.10 Wells Drilled bﬁ Unit Operator. All wells drilled
by Unit Operator s e a e usual rates prevailing in the
area. Unit Operator may amploy its own tools and equipment under
terms and conditions approved by the wWorking Interest Owners.

ARTICLE 8
TAXES

8.1 Ad Valorem Taxes. Beginning with the first calen-
dar year after The Ellective Date hereof, Unit Operator shall
make and file all necessary ad valorem tax renditions and returns
with the proper taxing authorities covering all real and person-
al property of each Working Interest Owner used or held by Unit
Operator in Unit Operations. Unit Operator shall settle aasseas-
ments arising therefrom. All such ad valorem taxes shall be
paid by Unit Operator and charged to the joint account; provided
that, if the interest of a wWorking Interest Owner 1s subject to
a separately assessed overriding royalty interest, production
payment, or other intersst in excess of a one-eighth (1/8) royalty,
such Working Intereat Owner shall be given credit for the reduc-
tion in taxes paid resulting therefrom. Any Working Interest
Owner dissatisfied with any proposed rendition or assessment of
its interest in real or personal property shall have the right,
at its own expense, to protest.

8.2 Other Taxes. Each Working Interest Owner shall
pay or cause to beé pald all production, severance, gathering, and
other taxes imposed upon or in respect of the production or
handling of 1ts share of Unitized Substances.

ARTICIE 9
INSURANCE

9.1 Insurance. Unit Operator, with respect to Unit
Operations, shall do the following:

9.1.1 Comply with the workmen's Compensation
Law of the State of New Mexico.

9.1.2 Carry Employer's Liability and other
insurance as required by the laws of the State of New
Mexico.

9.1.3 Carry other insurance as set forth in
Exhibit F.

5w
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ARTICLE 10
ADJUSTMENT OF INVESTMENTS

10.1 Personal Property Taken Over. Upon the Effective
Date hereof, WorkIng Interest Owners shall deliver to Unit Opera-
tor the following:

10.1.1 wells., All wells completed in the Unit-
ized Formation.

10.1.2 Well and Lease Equipment. The casing and
tubing in each such well, the weEIHead connections
thereon, and all other_ lease and operating equipment
that 1s used in the operation of such wells which Work-

ing Interest Owners determine 1s necessary or desirable
for conducting tnit Operations.

10.1.3 Records. A copy of all production and
well records That pertain to such wells.

10.2 Invento and Evaluation of Personal Property.
working Interest Owners shall at Unit Expense inventory and
evaluate the personal property taken over in accordance with the

provisions of Exhibit "E" or as otherwise agreed upon by the
Working Interest Owners. Such inventories shall include and be
limited to those items of 2quipment indicated to be controllable
in Bulletin No. 6, Material (lassification Manual - 1967 recom-
mended by the Council of Petroleum Accountants Societies of North
America,

10.3 Investmert Adjustment. Upon approval by working
Interest Owners of the lnventory and evaluation, each Working
Interest Owner shall be credited with the value of its interest
in all personal property taken over undexr Section 10.1.2, and
shall be charged with an amount equal to that obtained by multi-
plying the total value of all personal property taken over under
Section 10.1.2 by such Working Interest Owner's Unit Participa-
tion. £ the charge against any Working Interest Owner 1is )
greater than the amount credited to such working Interest Owner,
the resulting net charge shall be an item of Unit Expense charge-
able against such Workirg Interest Owner. If the credit to any
Working Interest Owner is greater than the amount charged against
such Working Interest Owner, the resulting net credit shall be
paid to such wWorking Interest Owner by Unit Operator out of funds

received by it in settlement of the net charges described above,

30.4 @ganeral Facilities. The acquisition of ware- .
houses, warehouse stocks, .ease houses, camps, facility systems,
and office buildings necessary for Unit Operations shall be by
negotiatiocn by the owners therecf and Unit Operator, subject to
the approval of Working Interest Owners.

10.5 Ownership of Pereonal‘Pr erty and Facilities.
Each Working Interest Owner, individually, sﬁgII be virtue héreof
own an undivided interest, squal to its Unit Participation, 1in

all personal preoperty and facilities taken over or otherwise ac-
quired by Unit Operator pursuant %o this agreement.

10.6 Adjustment for Nonusable wells. All wells from
which production was credited in calculating Unit Tract Particl-
pations shall be in usable physical condition on the effective
date hereof. If within ninety (90) days after the effective
date the Working Interest Owners determine that a well is in
nonusable physical condition, such well shall be deemed to have
been in nonusable physical condition on the effective date. If
within said ninety (90) day period the Working Interest Owners
determine that a well was in nonusable physical condition on
the effective date, the Working Interest Owners contributing
said well to the unit shall alone bear the cost of placing such

-6=
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well 1n usable physical condition provided that such cost may not
exceed Twenty-Five Thousand Dollars ($25,000.00). The amount of
such charge in excess of $25,000.00 shall in all respects be
treated as any other item of Unit Expense chargeable against all
Working Interest Owners in the Unit in accordance with Participa-
tion.

ARTICLE 11
UNIT EXPENSE

11.1 Basis of Charge to Working Interest Owners. Unit
Operator initially shall pay all Unit Expense. Each working In-
terest Owner shall reimburse Unit Operator for its share of Unit
Expense on the basis set forth in Sections 11.1.1 and 11.1.2
hereof. All charges, credits, and accounting for Unit Expense
shall be in accordance with Exhibit "E".

11.1.1 Operating Costs and Expenses. Operating
Costs and expenses Incurred from month to month during
Unit Operations shall be shared and borne by Working
Interest Owners on the basis of the Unit Participation.

11.1.2 cCapital Expenditures. All capital expen-
ditures shall be shared and borne by Working Interest
owners in proportion to their Unit Participation.

i1l.2 Budgets. Before or as soon as practical after
the effective dafte ﬁereor, Unit Operator shall prepare a budget
of estimated Unit Expense for the remainder of the calendar year,
and, on or before the first day of each July thereafter, shall
prepare such a budget for the ensuing calendar year. A budget
shall set forth the estimated Unit Expense by quarterly pericds.
Budgets shall be estimates only, and shall be adjusted or cor-
rected by Working Interest Owners and Unit Operator whenever an
adjustment oxp corrsction is proper. A copy of each budget and
adjusted budget shall promptly be furnished to each Working In-
terest Owner.

11.3 Advance Billings. Unit Operator shall have the
right to require Working interest Owners to advance their res-
pective share of estimated Unit Expense by submitting to Working
Interest Owners, on or before the 15th day of any month, an
itemized estimate thereof for the succeeding month, with a request
for payment in advance. Within fifteen (12? days after receipt
thereof, each Working Interest Owner shall pay to Unit Operator
its share of such estimate., Adjustments between estimated and
actual Unit Expense shall be made. by Unit Operator at the close
of each calendar month, and the accounts of Working Interest
Owners shall be adjusted accordingly.

11.4 Ccommingling of Funds. No funds received by Unit
Operator und=r this egreement need be segregated or maintained
by it as a separate fund, but may be commingled with its own
funds.

11.5 Lien cf "nit Operator and Working Interest Owners.
Each wWorking Interest Owner grants to Unif Operator a Iien upon -
its 011 and Gas Rights in each Tract, its share of Unitized Sub-
stances when produced, and its interest in all Unit Equipment,
as security for payment of its share of Unit Expense, together
with interest thereon at the rate of ten per cent (10%4) per annum.
Unit Operator shall have the right to bring suit to enforce col-
lection of such indebtedness with or without seeking foreclosure
of the lien. 1In addition, .upon default by any wWorking Interest
Owner in the payment of 1its share of Unit Expense, Unit Operator
shall have the right to collect from the purchaser the proceeds
from the sale of such Working Interest Owner's share of Unitized
Substances until the amount owed by such Working Interest Owner,
plus interest as aforesald, has been paid. Each-purchaser shall
be entitled to rely upon Unit Operator's written statement con-
cerning the amount ¢f any default. The Operator grants a like
lien to the workinrg Interest Owners.

T~
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11.6 id Unit Expense. If any Working Interest
Owner fails to pay 1ts share of Unit Expense within sixty (60)
days after rendition of a statement therefor by Unit Operator,
each Working Interest Owner agrees, upon request by Unit Opera-
tor, to pay its proportionate part of the unpaid share of Unit
Expense of the defaulting Working Interest Owner. The Working
Interest Owners that pay the share of Unit Expense of a defaulte
ing Working Intereat Owner shall be reimbursed by the Unit
Operator for the amount so paid, plus any interest collected
thereon, upon receipt by Unit Operator of any past due amount
collected from the defaulting Working Interest Owner. Any
Working Interest Owner so paying a defaulting Working Interest
Owner's share of Unit Expenses shall be subrogated to the lien
and rights herein granted Unit Operator.

11.7 Uncommitted Royalty. Should an owner of a
Royalty Interest in any Tract ra to become a party to the Unit
Agreement, and, as a result thereof, the actual Royalty Interest
payments with respect to such Tract are more or less than the
Royalty Interest payments computed on the basis of the Unitized
Substances that are allocated to such Tract under the Unit Agree-
ment, the difference shall be borne by or inure to the benefit
of Working Interest Owners, in proportion to their respective
Unit Participations in effect at the time such burden or benefit
due to uncommitted royalty as described herein, is incurred;
however, the difference tc be borne by or inure to the benefit
of Working Interest Owners shall not exceed an amount computed
on the basis of one eighth (1/8) of the difference between the
Unitized Substances allocated to the Tract and the Unitized Sub-
stances produced from the Tract. Such adjustments shall be made
by charges and credits to the joint account.

11.8 Rentals. The Working Interest Owner in each
tract, shall, at™1ts own expense, pay any and all rentals re-
quired to continue its lease in force as to such tract and upon
request of Unit Operator, each such Working Interest Owner shall
furnish Unit Operator satisfactory evidence as toc the payment of
each such rental not less than thirty (30) days prior to the ren-
tal payment date. Unit Operator shall have the right, but shall
be under no obligation whatever, to pay any and all such rentals
on behalf of each such Working Interest Owner and any and all
rentals so paid by Unit Operator shall be charged solely to the
account of such Working Interest Owner. In the event the Working
Interest Owner in any tract faills to pay any rental required to
continue its lease in force as to such tract, the termination
of said lease as to such tract shall be considered for all pur-
poses of this aAgreement and the Unit Agreement to be a failure .
of title to said lease for reasons other than Unit Operations,

ARTICLE 12
NON-UNITIZED FORMATION

12.1 Right to Operate. Any Working Interest Owner
that ncw has or herearter acquires the right to drill for and
produce oil, gas, or other minerals, from other than the Unit-
ized Formation, shall have the right to do so notwithstanding
this agreement or the Unit Agreement. In exercising the right,
however, the Working Interest Owner shall exercise reasonable
precaution to prevent unreasonable interference with Unit Opera-
tions. No Working Interest Owner shall produce Unitized Substances
through any well drilled or operated by it. If any Working In-
terest Owner drills any well into or through the Unitized Forma-
tion, the Unitized Formation shall be protected in a manner
satlsfactory to working Interest Owners so that the production
of Unitized Substances will not adversely be affected.

ARTICLE 13
TITLES

13.1 warranty and Indemnity. Each Working Interest
Owner represents and warrants that it is the owner of the respective
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working interests set forth opposite its name in Exhibit D, and
hereby agrees to indemnify and hold harmleas the other Working
Interest Owners from any loss due to failure, in whole or in
part, of its title to any such interest, except failure of title
arising out of Unit Operations; provided that, such indemnity
shall be limited to an amount equal to the net value that has
been received from the sale or receipt of Unitized Substances
attributed to the interest as to which title failed. Each
failure of title will be deemed to be effective, insofar as this
agreement 1s concerned, as of the first day of the calendar month
in which such failure is finally determined, and there shall be
no retroactive adjustment of Unit Expense, or retroactive allo-
cation of Unitized Substances or the proceeds therefrom, as a
result of title failure,

13.2 Failure Because of Unit Operations. The faillure
of title to any Working Interest in any Tract by reason of Unit
Operations, including non-production from such Tract, shall not
change the Unit Participation of the Working Interest Owner
whose title failed in relation to the Unit Participations of the
other Working Interest Owners at the time of the title failure.

ARTICLE 14
LIABILITY, CLAIMS, AND SUITS

14.1 Individual Liability. The duties, obligations,
and liabilities of Working Interest Owners shall be several and
not Jjoint or collective; and nothing herein contained shall ever

be construed as creating a partnership of any kind, Jjoint venture,
association, or trust among working Interest Owners.

14.2 Settlements, Unit Operator may settle any single
damage claim or sult lnvolving Unit Operations but not involving
an expenditure in excess of Three Thousand Five Hundred Dollars
($3,500) provided the payment i1s in complete settlement of such
claim or suit. If the amount required for settlement exceeds the
above specified amount, Working Interest Owners shall assume and
take over the further handling of the claim or sult unless such
authority is expressly delegated to Unit Operator. All costs
and expense of handling, settling, or otherwise discharging such
claim or suit shall be an item of Unit Expense. If a claim is
made against any wWorking Interest Owner or if any Working In-
terest Owner is sued on account of any matter arising from Unit
Operations and over which such Working Interest Owner individually
has no control because of the rights given Working Interest Owners
and Unit Operator by this agreement and the Unit Agreement, the
Working Interest Owner shall immediately notify the Unit Opera-
tor, and the claim or suit shall be treated as any other claim-
or suit involving Unit Operations.

ARTICLE 15
INTERNAL REVENUE PROVISION

15.1 Internal Revenue Provision. Each Working Interest
Owner hereby elects that 1t and thé operations covered by this
agreement be excluded from the application of Subchapter K of
Chapter 1 of Sub-title A of the Internal Revenue Code of 1954,
or such portion thereof as the Secretary of the Treasury of the
United States or his delegate shall permit by election to be
excluded therefrom. Unit Operator is hereby authorized and
directed to execute on behalf of each Working Interest Owner such
additional or further evidence of the election as may be required
by regulations issued under said Subchapter XK. Should the regu-
lations require each party to execute such further evidence, each
Working Interest Owner agrees to execute or join in the execution
thereof. The election hereby made and the other provisions of
this paragraph shall apply in like manner to applicable state laws,
regulations, and rulings now in effect or hereafter enacted that

have an effect similar to the federal provisions referred to herein.
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ARTICLE 16
NOTICES

16.1 Notices. All notices required hereunder shall
be in writing and shall be deemed to have been properly served
when sent by mail or telegram to the addreas of the representa-
tive of each Working Interest Owner as furnished to Unit Operator
in accordance with Article &4,

ARTICLE 17
WITHDRAWAL OF WORKING INTEREST OWNER

17.1 withdrawal. A Working Interest Owner may with-
draw from this Agreement by transferring, without warranty of
title, either express or implied, to the other Working Interest
Owners who do not desire to withdraw, all its 01l and Gas Rights
together with its interest in all Unit Equipment and in all wells
used in Unit Operations. Such transfer shall not relieve said
Working Interest Owner from any obligation or liability incurred
prior to the date of the delivery of the transfer, which delivery
may be made to Unit Operator as Agent for the transferees. The
interest transferred shall he owned by the transferees in pro-
portion to their respective Unit Participations. The transferees,
in proportion to the respective interests so acquired, shall pay
tranaferor, for its interest in Unit Equipment, the fair salvage
value thereof as estimated and fixed by working Interest Owners.
After the date of delivery of the transfer, the withdrawing
Working Interest Owner shall be relieved from all further .obliga-
tions and liability hereunder and under the Unit Agreement, and
the rights of such Working Interest Owner hereunder and under the
Unit Agreement shall cease insofar as they existed by virtue of
the interest transferred. ’

ARTICLE 18
ABANDONMENT OF WELLS

i8.1 Riggts of Former Owners. If Working Interest
Owners decide to apandon permanently any well within the Unit
Area prior to termination of the Unit Agreement, Unit Operator
shall give written notice thereof to the Working Interest Owners
“of the Tract on which the well is located, and they shall have
the option for a period of ninety (90) days after the sending of
such notice to notify Unit Operator in writing of their election
to take over and own the well.. Within ten (10) days after the
Working Interest Owners of the Tract have notified Unit Operator
of their election to take over the well, they shall pay Unit
Operator, for credit to the joint account, the amount estimated
by Working Interest Owners to be the net salvage value of the
casing and equipment in and on the well. The Working Interest
Owners of the Tract, by taking over the well, agree to seal off
effectively and protect the Unitized Formation, and upon abandon-

ment to plug the well in compliance with applicable laws and
regulations.

18.2 Plgggi%g. If the Working Interest Owners of a
Tract do not elec o0 take over a well located thereon which 1is
proposed for abandonment, Unit Operator shall plug and abandon
the well in compliance with applicable laws and regulations.

ARTICLE 19
EFFECTIVE DATE AND TERM

13.1 Effective Date. This agreement shall become
effective on the date and at the time that the Unit Agreement
becomes effective,

19.2 Term. This agreement shall continue in effect
so lo as the Unit Agreement remains in effect, and thereafter
untiln%a) all unit wells have been abandoned and plugged or turned

-10-
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over to Working Interest Owners in accordance with Article 20,
(b) all Unit Equipment and real property acquired for the joint
account have been disposed of by Unit Operator in accordance
with instructions of Working Interest Owners, and (o) there has
been a final accounting.

ARTICLE 20 ‘
ABANDONMENT OF OPERATIONS

20.1 Termination. Upon termination of the Unit Agree-
ment, the following will occur: '

20.1.1 0il and Gas Rig%ts. 011 and ¢as Rights
in and to each separate Tract shall no longer be af-
fected by this agreement, and thereafter the parties
shall be governed by the terms and provisions of the
leases, contracts, and other instruments affecting the

separate Tracts.

20.1.2 Rig%t to Operate. Working Interest Cwners
of any Tract tha esire to take over and continue to
operate wells located thereon may do 80 by paying Unit
Operator, for credit to the joint account, the net
salvage value of the casing and equipment in and on
the wells taken over, as estimated by Working Interest
Owners, and by agreeing to plug properly each well at
such time as it is abandoned.

20.1.3 Salvaging wells. Unit Operator shall
salvage as much o e casing and equipment in or on
wells not taken over by working Interest Owners of
separate Tracts as can economically and reasonably be
salvaged, and shall cause the wells to be plugged and
abandoned properly. ;

' 20.1.4 Cost of Salvaging. Working Interest Owners
shall share the cost of sagvaging, liquidation or other
distribution of assets and properties used in Unit

Operation in proportion to their respective Unit Parti-
eipations. ‘ '

ARTICLE 21
EXECUTION

21.1 Original Counterpart, or Other Instrument. A
party may become a party to this agreement by signing the original
of this instrument, a counterpart thereof, or other instrument
agreeing to be bound by the provisions hereof. The signing of any
such instrument shall have the same effect as if all the parties
had signed the same instrument. . )

ARTICLE 22
SUCCESSORS AND ASS3IGNS

22.1 Successors and Assigga. The provisions hereof
shall be covenants running w e Jlands, leases, and intereats
covered hereby, and shall be binding upon and inure to the bene-

fit of the respective heirs, devisees, legal representatives,
successors, and aasigns of the parties hereto.

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

DATE: /’égmﬂzjg 2, 923 TEXACO In§7.
-’-!‘-‘.‘%".PV;E'D AST By / % M;

Ita Attorney-in &6
: n Operator an
Working Interest Owner

-11-
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STATE OF
COUNTY OF

The foregoing instrument waa acknowledged before me this
day of by

Attorney-in-Fact Tor TEXACO Inc., a D-Ihuare corporaEIon, on behall
of said corporaticn,

Notary Public in and for
- County,
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EXHIBIT “g™ Accountares secietias ot
RHODES-YATES - UNIT

RHODES YATES FIELD -
LEA_COINTY, NEW MEXTCO

ACCOUNTING PROCEDURE

(JOINT OPERATIONS)

L GENERAL PROVISIONS
Definitions
“Joint Property” shall mean the real and personal property subject to the agresment to which this “Accounting Pro-
cedure” {5 attached.
“Joint Operstions” shall mean all operations necessary or proper for the deveiopment, operation, protection and
maintengnce of the Joint Property.
“Opersator” shall mean the party designated to conduct the Joint Operations.
“Non-Operstors” shall mean the nonoperating parties, whether one or more.
“Joint Account” shall mean the account showing the charges and credits accruing because of the Joint Operations
and which are to be shared by the Parties.
“Parties” shall mean QOperator and Non-Operators.
“Material” shall mean personal proparty, equipment or supplies acquired or held for use on ths Joint Property.
“Contrallable Material™ shall mean material which at the time is s0 classified in the Material Classification Manual
a3 most recently recommended by the Council of Petroleum Accountants Societies of North America.
Coaflict with
In the svent of a conflict betwesn the provisions of this Accounting Procedure and the provisions of the agree-
ment to which this Accounting Procedure is attached, the provisions of the agreement shall control
Colloetive Action by Nem-Operaters )
Where an agreement or other action of Non-Operators is' expressly required under this Accounting Procedure
and if the agreement to which this Accounting Procedure is attached contains no contrary provisions in regard
thereto, the agreement or action of a majority in interest of the Non-Operators shall be controlling on ail Noa-

Statements and Billings

~ Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of costs and

1

b

expensas, for the preceding month. Suam%uummdwmmm;mwmm
and credits as set forth under Subparagraph below:

A. Statement in detail of all charges and credits to the Joint Account.

B. Statement of all charges and credits to the Joint Account, summarized by appropriate classifications indicative
of the nature thereof.

C. Shm-:totnnmmdmdmtoth‘.!olntm: summarized by appropriate classifications indicative
of the nature thereot, except that items of Controilable Material and unusual charges and credits shall be detailed.

Payment and Advances by Nea-Operators

Each Non-Operator shall pay its proportion of all such bills within fifteen (15) days utur receipt thereof. If pay-

ment is not made within such time, the unpeid balance shail bear intsrest at the rate of X DRXCEXXOCEN DK
snnum until paid. ten percent (10%) per
Adjuwstments

Payment of any such bills shall not prejudice the right of any Non-Operators to protest or quastion the correctness
w;pmwm.mumandmmumwn«-ommwomwdmwmm
year shall conciusively be presumed to be true Mmmmm-:m(u)mmunomm“um
such calendar year, uniess within the said twenty-four (24) month period a Non-Operstor takes written excep-
tion thereto and makss claim on Operator for adjustment. No adjustment favorable to Operator shall be made
unless it is made within the same prescribed period. Thoprevhiomotthh paragraph shall not prevent adjuste
ments resulting from a physical tory of the Joint Property as provided for in Seetion VIL

Auidits )

inven!
ANon-Omm.uponnouamwﬂﬁnzbOmtormdnnou:cNon-Omm shall have the right to audit
Operator's accounts and records relating to the accounting hereunder for any calendar year within the twenty-four
(24) month period following the end of such calendar yesar; provided however, the making of an audit shall not ex-
tend the time for the taking of written exception to and the adjustment of accounts as provided for in Paragraph
@ of this Section L. Where there are two or more Non-Operators, the Non-Operstors shall make every reasonable
effort to conduct joint or simultaneous audits in a manner which will result in a minimum of {nconvenience to
the Qperator.

IIL. DIRECT CHARGES

Subject te limitations hereinafter prescribed, Opernter shall charge the Joint Account with the lollowhg {temmss
Reatals and Royaities

Delay or other rentals and royalties when such mhhandmydﬂumpddbyOpcntorfortthointw
of the Parties.

Laber

A. Salaries and wages of Operator's employees directly engaged on the Joint Property in the conduct of the Joint
Operations, and salaries or wages of technical employees who are temporarily assigned to and difectly
employed on the Joint Property.

B. Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to the
employees whoss salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section IT
and Paragraph 1 of Section III; except that in the case of those employees only s pro rata portion of whose
salaries and wages are chargeable to the Joint Account under Paragraph 1 of Section III, not more than the same
pro rata portion of the benefits and allowances herein provided for shall be charged to the Joint Account. Cost
under this Paragraph 2B may be charged on a “whan and as paid basis” or by ‘“percentage assessment” on the
amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this Section II and Parse
graph 1 of Section ITI. 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 suthority which are ap~
plicable to Operator’s labor cost of saiaries and wages chargeabls to the Joint Account under Paragraphs 2A
and 2B of this Section II and Paragraph 1 of Section lIL

D. Reascnable personal expenses of those employees whose salaries and wages are chargeabie to the Joint Account

under Peragraph 2A of this Section Il and for which expenses the employees are reimbursed under Operator’s
ususl practice. 1
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11.

Employee Beneflts

Operator’s current cost of established plans for employees’ group life insurance, hospitalization, pension, retire-
ment, stock purchase, thrift, bonus, and other benefit plans of a like.nature, applicable to Operator's labor coat; pro-
vided however, the total of such charges shall not exceed JODDILMNKKNAX Mof Operator’s labor costs chargesble
to the Joint Account under Paragraphs 2A and 2B of this Section II and Paragraph 1 of Section ITII. *

Material percent (o) el
Material purchased or furnished by Operator for use on the Joint Property: So far as it is reuombly

cal and consistent with efficient and economical operation, only such Materiai shall be purchased for or transterred

to the Joint Property as may be required for immediate use; and the accumulation of surplus stocks shall be avoided.

Transportation

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

A. It Material is moved to the Joint Property from the Operator's warehouse or other properties, no chargs shall
be made to the Joint Account for a distance greater than the distance from ths nearest reliable supply store or
railway receiving point where like material is available, except by agreement with Non-Operators.

B. If surplus -Material is- moved to Operator’s warehouse or other storage point, no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest reliable supply store or railway receiving
point, except by agreement with Non-Operators. No charge shall be made to Joint Account for moving Material
to other properties belonging to Operator, except by agreement with Non-Operators.

C. In the application of subparagraphs A and B above, there shall be no equalization of actual gross trucking costs
of $100 or less.

Services

A. The cost of contract services and utilitles procured from outside sources other than services covered by Pars-

graph 8 of this Section II and Paragraph 2 of Section IIL
B. Use and service of equipment and {acilities furnished by Operator as provided in Paragraph 5 of Section IV,
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, starm, theft, accident, or any other cause, except to the extent that the damage or
loas could have been avoided through the exercise of reascnable diligence on the part of Operstor. Operator shall

furnish Non-Operators written notice of damages or losses incurred as soon as practicable aftar a report tharsof .

has been received by Operator.

Legal Expense

All costs and expenses of handling, investigating and settling litigation or claims arising by reason of the Joint
Operations or necessary to protect or recovar the Joint Property, including, but not limited to, attorneys’ fess,
court costs, cost of investigation or procuring evidence and smounts paid in settlement or satisfaction of sny
such litigation or claims; provided, (a) no charge shall be made for the services of Operator’s legal statt or other reg-
ularly employed personnel (such services being considersd 10 be Administrative Overhsad under Section III), ex-
cept by sgreement with Non-Operaiors, and (b) no charge shall be made for the fees and expenses of outside at-
torneys unless the mploymgm of such attorneys is agreed to by Operator and Non-Operators.

Taxes

Al taxes of every kind and nature assessed or levied upen or in connection with the Joint Property, the operation
thereot, or the production therefrom, and which mh-wmmbymommwm-m:umm
Insuranes Premiums

Premiums paid for insurance requirad to be carried on the Joint Property for the protection of mm

Other Expenditures

Any other expenditure not covered or deslt with in the foregoing provisions of this smn, cr in Bection IIT,
and which is incurred by the Operator for the necsassary and proper conduct of the Joint Operations.

IIL INDIRECT CHARGES

Operator may charge the Joint Account for indirsct costs sither by use of an allocation of district expense items plus &
fixed rate for administrative overhead, and plus the warehousing charges, all as provided for in Paragraphs |, 3, and 8 of

this Section III OR by combining ail three of said itams under the fixed rite provided for in Paragraph 4 of this Sectien
111, as indicated next below:

) B

2

OPERATOR SHALL CHARGE TEE JOINT ACCOUNT UNDER THE TERMS OF:
O Paragraphs 1, 2 and 3. (Allocation of district expense plus fixed rate for administrative overhead plus
w

X Paragraph 4. (Combined fixed rats)
Distriet Expense
Operator shall charge the Joint Account with a pro rata portion of the salariss, wages and expenses of Operstor's
production superintendent and other smployees ssrving the Joint Preparty and other propertiss of the Operator in
the same operating area, whose time is not allocated directly to ths properties, and a pro rata portion ctf the cost of
maintaining and operating a production office known as Oparator's
office located at or near (or a comparable.office if location changed), and necese
sary sub-offices (if any). maintained for the convenisnce of the sbove-described office, and all necessary
including housing facilities for employees if required, used in connection with ths cperations of tha Jaint
and other properties in the same operating srea. The expense of, less any revenus from, such facilities may, at the
option of Operator. include depreciation of investment or a fair monthly rental in leu of depreciation. Such

charges shall be apportionsd to all properties served on soms equitable basis consistent with Operator's accounting
practice.

Administrative Overhesd
Operator shall charge administrative overhead to the Joint Account at the following rates, which charge shall be in

lieu of the cost and expense of all offices of the Operator not coversd by Paragraph 1 of this Section III, including -

salaries. wages and expenses of personns! assigned to such offices. Such charges shall be in addition to the salaries,
m.:: and expenses of employees of Operator authorized to be charged as direct charges as provided in Pmlnphl
2 8 of Section II,

WELL BASIS (RATE PER WELL PER MONTH)
PRODUCING WILL RATE

DRILLING WELL RATE {Vee Curremt Pradusing Dopth)
(Use_Totel Begrh) AN Wolls
Woll_Copth Eseh Wall Firet five Next_five Qvee You

The cost and expense of services from outside sources in connsction with matters of taxation, traffic, accounting, or
matters befors or involying governmental agencies shall be considered as included in the overhead rates provided for in
this Paragraph 2 of Section III, unless such cost and expense are agreed upon between Operator and Non-Operators
as a direct charge to the Joint Account.

2=

- - —
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3. Operator’s Fully Owned Ware’ ¢ Operating and Maintenance Expenss !
(Describe fully the agreed proc. .re to be followed by the Operstor.)

¢ Combined Fixed Rates

Operator shall charge the Joint Account for the :ervicu covered by Paragraph 1, 2 and 3 of thh Section III, the
following tixed per well rates:

WELL BASIS (RATE PER WELL PER MONTH) '

PROOUCING WELL RATE
seiLung wiLL mATe (Use Curemt Produsing Gopth)
se Tetel Desth L All Weols
Well Degth Tech Well AL“N&E&S Nexf Five ) Over Ton

All depths $750.Q0Q -—$100.00

Said fixed rats (shall) (SUXXR) include salaries and expenses of production foremen,

S. Application of Administrative Overhead or Combined Fixed Rates

The following limitations, instructions and charges shall apply {n the application of the per weil rates as provided

under either Paragraph 2 or Paragraph 4 of this Section III:

A. Charges for drilling wells shall begin on the date each well is spudded and terminate on the date the drilling or
completion rig is released, whichever is later, except that no charge shall be made during the suspension of
drilling operations for fifteen (15) or more consecutive days.

B. The status of wells shall be as follows:

(1) Producing gas weils, injection wells for recovery operations, water supply wells utilized for water flooding
aoperations and salt water disposal wells shall be considered the same as producing wells,

(2) Wells-permanently shut down but on which plugging operations are deferred shall be dropped from the
well schedule at the time the shutdown is effected. When such a wall is plugged a charge shall be made
at the producing well rates.

(3) Wells being plugged back, drilled deeper, converted to a source or input well, or which are undergoing any
type of workover that requires the use of a drilling or workover rig shall be considered the same as drilling
wells.

(4) Temporarily shut-down wells, which are not produced or worked upon for a period of a full calendar month,
shall not be included in the well schedule, provided however, wells shut in by governmantal regulatory
body shall beincluded in the well schedule only in the event the allowable production is transferred to some
other well or wells on the Joint Property. In the event of a unit allowable, all wells capable of producing
will be counted in determining the charge.

(5) Gas welis shail be included in the weil schedule if directly connected to a permanent sales outlet even
though temporarily shut in due to overproduction or failure of purchaser to take the allowed production. .

(6) Wells compisted in multiple horizons, in which the production is not commingled down hole, shall be con-
sidered as a producing well for each separstely producing horizon.

C. The well rates shall apply to the total number of wells being drilled or operated under the agreement to which
this Accounting Procedure is attached, irrespective of individual leases.

D. The well rates shall be adjusted on the first day of April of each year following the effective date of the agree-
ment to which this Accounting Procedurs is attached. The adjustment shail be computed by muitiplying the
rate currently in use by the percentage increase or decrease in the averags 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. The adjusted rates shall be the rates currently
in use, plus or minus the computed adjustment.

¢. For the construction of compressor plants, water stations, secondary recovery systems, sait water disposal facili.
ties, and other such projects, as distinguished from the more ususl drilling and producing operstions, Operator
in addition to the Administrative Overhead or Combined Fixed Rates provided for in Paragraph 2 and ¢ of this

Section 1I1, shall charge the Joint Account with an additional overhead charge as follows:

A. Total cost less than $23,000, no charge.

B. Total cost more than $25,000 but lm than $100,000, _3_% of total cost.

C..Total cost of $100,000 or more,_3__% of the first $100,000 plus 2 % of all over $100,000 of total cost.
Total cost shall mean the total gross cost of any one project. For the purposs of this Paragraph the companent parts
of a single project shall not be trested separately and the cost of drilling weils shall be excluded.

7. The specific rates provided for in this Section III may be amended from time to time by mutual agreement between
the P:rtiu-herm if, in practice, the rates are found to be insutficient or excessive.

IV. BASIS OF CHARGES TO JOINT ACCOUNT

Subject to the further provisions of this Section IV, Operator will procure all Material and services for the Joint Prop-

erty. At the Operator’s option, Non-Operator may supply Matarial or services tor the Joint Property.
1. Purchases -

a-062753 B}

Material purchased and service procured shall be charged at the price paid by Operator after deduction of all dis-
counts actually received.

2. Material furnished from Operator’s Warehouse er Other Preperties
A. New Material (Condition “A”)

(1) Tubular goods, two inch (2”) and over, shall be priced on Eastern Mill base (i. e. Youngstown, Chio; Lorain,
Ohio; and Indiana Harbor, Indiana) on a minimum carioad basis effective at date of movement and £. o. b.
railway receiving point nearest the Joint Property, regardiess of quantity. In squalized hauling charges,
Operator is permitted to include ten cents (10c) per hundred-weight on all tubular goods furnished from
his stocks in lieu of loading and unloading costs sustained.

(2) Other Material shall be priced at the current replacement cost of the same kind of Material, effective at date
of movement and f. 0. b. the supply store or railway receiving point nesrest the Joint Property where
Material of the same kind is available.

(3) The Joint Account shall not be credited with cash discounts applicable to prices provided for in this Parae
graph 2 of Section IV,

B. Used Material (Condition “B"” and “C")’

(1) Material in sound and serviceable condition and suitable for reuse without reconditioning, shall be classified
as Condition “B” and priced at seventy-tive per cent (75%) of the current price of new Material.

(2) Material which cannot be classitied as Condition “B” but which,

(a) After reconditioning will be further serviceable for original function as good secondhand Material
(Condition “B"), or

(b) Is serviceable for original function but substantially not suitable for reconditioning, shall be classiti-
ed as Condition “C” and priced at fifty per ceat (509 ) of current new price,

(3) Obsolete Material or Material which cannot be classitied as Condition “B™ or Condition “C" shall be priced
at a valus commensurate with its use. Material no longer suitable for its original purpose but usable for
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some other purpose, shall be priced on a basis comparable with that of items normally used for such other

purpose.
(4) ‘Material involwing erection costs shall be charged at applicable percentage of the curreat knocked-down
price of new Material
Premium Prices )
Whenever Material is not readily obtainable at prices specified in Paragraphs 1 and 3 of this Section IV because of
national emergenciss, strikes or other unusual causes over which ths Operator has no control, the Operator may
charge the Joint Account for the required Material at the Operator’s actual cost incurred in procuring such Matsrial,
in making it suitable for use, and in moving it to the Joint Property, provided, that notice. In writing is

Equipment and Facilities Furninhed by Operater :

A, Operator shall charge the Joint Account for use of equipment and facilities st rates commensurats with cost of
ownership and operation. Such rates shall include cost of maintenance, repeirs, other operiting expense, in-
surance, taxeg, depreciation and interest on investment mhwnnmm)zmm

Whengver requested, Operator shall inform Non-Opersiors in advance of the rates it proposss to charge.
i adjusted from time to time when found to be sither excessive or insufficient.

]
E
7
i
k

such Materisl. “The Purtiss will thersupon be charged individually with the valus of the Matsrial re~
ceived or recaivable. Proper exwdits shall bs mads by the Operstor in the monthly statement of operstions.

of Material from the Joint Property sfiall be credited by Opersior 0 the Joint Ascount zt the net
ameumt collected by Operstor from vendes. Any claim by vendes reisied to such sale shall be charged back io the

Now Price

Now price as used in this Sestion VI shall be the price specifisd for New Material in Sestion IV.
Now

New

(Conditien “A™), being new Material presusred for the Jeint Property but sever used, st one nmdred
pur oot (100%) of euryemt now price (phas ssiss tax if smy).

(Condition “B™), being used Material in sound and ssevissebls sonditien, suitable for reuse

A. AS seventy-five per esnt (73%) of eumzent new price i Material was charged {9 Joint.Assount as new, o¢
B. At sixty-five per cont ($6% ) of eurrent new prise if Maierial was eriginally cheacged to the Joint Assoumt as
mcmmmﬂumm

Other Used Materiel

Used Material (Condition “C”), st fifty per cant (50%) of surrent new pries, being used Material whichs
A. Is net ia soumd and servissable eomdition txt suitable for reuse or

B. Is ssrvicsabls fer eriginel funetion but not miitabls for reconditioning.

Bed-Order Moterial

Material (Condition “D™), no lengsr suitable without
some other purpose at 8 price comparable with thet of items normally used for sush other purpose.
Juak Material .
:mM(mmv).mmummummm

Used
When the uis of Material is temnporary and its servies te the Joint Property does not justify the reduction in prios as
provided for in Paragraph 3 B of this Section V1, sush Material shall be priced en 8 basis that will lesve & net charge
to the Joint Ascount consistent with the valus of the service rendered.

VIL. INVENTORIES

E
|
|
%
E

considered
given by Operstor st lsast thirty (30) days before sny inventory is to begin s0 that Non-Operators may be repre=
sentsd when any inventory is taken. Failure of Non-Operators t0 be represented st an inventory shall bind Neo-
womwmmuwmwmm.-mmmm furnish Non-Operstors with a copy

svent
Reconsilistion and Adjwstment of Inventeries
Reconelliation of inventory with charges to the Joint Account shall be made, and a lst of overages and shorlages
shall be jointly determined by Operator and Non-Operstors. Inveniory sdjustments shall be made by Operator
with the Joint Account for overages and shortages, but Operator shall be haid accountabls to
for shortages due to lack of reasonabls diligence.
Special Inventeries
Specisl inventories may be taksn whenever thers is any sale or changs of intarest in the
the duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes
Ca508, and the purchaser shall be governed by such inventory.
-“-

ten

(10%)
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EXHIBIT "."

Attached to Unit Opsrating Agreement

RHODES-YATES UNIT
IEA COUNTY, NEW MEXICO

INSURANCE PROVISIONS

Unit Operator shall carry the following insurance with respect to Unit
Operations: .

(1) Public liability and property damage insurance with limits
of $100, 000,00 for injuries to or death of one person and
$300, 000. 00 for injuries or deaths in one accident, and
$100, 000. 00 for property damage in one accident.

{2) Automobile public liability and property damage insurance
with limits of $100, 000, 00 for injuries to or death of one
person and $300, 000,00 for injuries or deaths in one
accident, and $100, 000. 00 for property damage in one
accident.

All insurance coverage required hereby shall be carried at the joint
expense and for the benefit of the Working Interest Owners, Premiums for
autormobile public liability and property damage insurance on Unit Operator's
fully owned equipment shall not be charged directly to the joint account, but
will be covered by ths flat rate charge assessed for the use of such equipment.
Unit Operator will not carry fire, windstorm or explosion insurance covering
Unit Operations or Unit Equipment.

Contractors and subcontractors will be required to carry insurance of the

same types as hereinabove specified and in such amounts as deemed necessary
by Working Interest Owners,

If the parties hereto or any of them shall insure their respective risks
beyond the specific limits of insurance required hereunder to be carried by the
Uanit Operator, the benefits of such insurance shall inure to the parties procuring
and maintaining the same, respectively, andthe cost of such insurance shall be -
borne by such parties, respectively, without reimbursement one from the other
and without eatering into any accounting hereunder. '

4-061753
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"I 1T. 0. “RATIONS ACCTG.
PETROLAUM PRODUCTS
PRODUCING DEPARTMENT TEXACO inc.
O iDLAND Tovibon P. O. BOX 3109
HIDLARG Brvision November 18, 1975 MIDLAND, TEXAS 79701

AMENDMENT OF ACCOUNTING PROCEDURE OF
OPERATING AGREEMENTS: EMPLOYE BENEFITS

255448 - DAMSITE UNIT
LOVING COUNTY, TEXAS

254760 - RHODES-YATES UNIT

SRR LEA COUNTY, NEW.NEXICO
T-26-S; R-37-E

Allied Chemical Corporation

1300 Wilco Bldg.

Midland, Texas 79701

Ne

Gentlemen:

Texaco is Operator under the joint operating agreement(s)
identified above in which you are a working interest owner. The
above agreement(s) contain(s) a provision limiting charges for
employe benefits to 15% of labor costs, or some lesser percentage.
our experience is that these 0ld limits are no longer representa-
tive of actual cost; therefore, the limitation should be increased

to 20%.

This Letter Agreement, upon your acceptance and return of
one copy to this office, will amend the Operating Agreement(s) re-
ferred to above, to provide for the following:

"Operator's current cost of established plans for employes'
group life insurance, hospitalization, pension, retirement, stock
purchase, thrift, bonus, and other benefit plans of a like nature,
applicable to Operator's labor cost; provided however, the total
of such charges shall not exceed twenty percent (20%) of such labor
costs charged to the joint account."

Texaco will approve similar amendments if requested by
you as Operator of Jjoint properties in which we have an interest. ®

Yours very truly,

Darrell Smith
Divisgion Manager

Byﬁﬁzg%féﬁ:ciiuoza-f.(:r—~‘

GJG-PR iy =
“N”Yn”p"mudeem“'“ Assistant to Division Manager
Alved Chemical Corporation
ACCEPTED:
BY: OB Peses) B

WIE: ST sgrl Dz

Ut
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N
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REUD. MGRL.
JAN 28 18 w
Midland Divigion — —
Pm&%@;ﬁ‘:{{fﬁ*’” November 3, 1975 B O, BOX 9100

MIDLAND, TEXAS 78701

AMENDMENT OF ACCOUNTING PROCEDURE OF
OPERATING AGREEMENTS: EMPIOYE BENEFITS

(See Attached Page)

Amsrada Hess Corporation
P. 0. Box 2040
Tulsa, Oklahcma T4102

Gentlemen:

Texaco is Operator under the Jjoint operating agreement(s)
identified above in which you are s working interest owner. The above
agreementés) contain(s) a provision limiting charges for employe bene-
fits to 15% of labor coats, or some lesser percentage. Our experience
is that these o0ld limits are no longer representative of actual cost;
therefore, the limitation should be increased to 20%.

This Letter Agreement, upon your acceptance and return of one

copy to this office, will amend the Operating Agreement(s) referred to
above, to provide for the following:

"Operator's current cost of established plans for employes!
group life insurance, hospitalization, pension, retirement, stock pur-
chase, thrift, bonus, and other benefit plans of a like nature, appli-
cable to Operator's labor cost; provided however, the total of such

charges shall not exceed twenty percent (20%) of such labor coats charged
to the joint account.”

Texaco will approve similar amendments if requested by you
as Operator of joint properties in which we have an interest.

Yours very truly,

Darrell Smith
Division Manager

m e 4
M. W. Renne
Assistant to Division Manager

GJG-FR
ACCEPTED: _ AMERADA HESS CORPORATION
BY: o &bl

DATE: _Jhe ot s 77i”

vt

AP

T |
Thiz is recycied paper %L
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41666 - H, G, MOEERLY "A" .
LEA COUNTY, NEW MEXICO
Sec. 8 on:opf. sW/4 sW/8y T-26-8; R-37-B

41652 - ¥, H. RHODES "A"
LEA COUNTY, XEW MEXICO
8ec. 223 '1‘-26-83 Re37-E

51652 - W, H. RHODES "p*
LEA COUNTY, NEN MEXICO
1260s. in Bec. 26283 T<26-83 R-~37-R

81667 - C. ¥W. SHEPHERD "A"
: LRA COUNTY, NEW MEXICO
ISOA in Sec. 1 & 63 1-26-83 1-36 & 37-2

258790 ~ WHODES-YATES tln'
LEA COUNTY, NEW NEXICO
5208. in sec. 21, 27, & 28; P-26~-8} R-3T-E

230900 = WEST JORDAN UNIT
CRANE & ECTOR COUNTY, TEXAS

230690 - JO MILL UNTT
BORDEX AND DANWSON COUNTIES, TEXAS

ILLEGIBLE
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PETROLEBUM FRODUCTS

1
PRODUCING DEPARTMENT | TEXACO IncG
CENTRAL UNITED STATES 1 P. o_ sox 3l09
MIDLAND OIviBIGN ‘ November 20, 1975 , MIDLAND. TEXAS 78701

AMENDMENT OF ACCOUNTING PROCEDURE OF
OPERATING AGREEMENTS: EMPLOYE BENEFITS

GAINES COUNTY, TEXAS

254790 - RHODES-YATES UNIT
LEA COUNTY, NEW MEXICO
520a. Sec. 273 T-26-8; R-3T-E
Texas Puacific 01l Company, Inc.
1700 One Main Place
Dallas, Texas 75250

Gentlemen:

Texaco is Operator under the joint operating agreement(s)
identified above in which you are a working interest owner. The
above agreement(s) contain(s) a provision limiting charges for
employe benafits to 154 of labor costs, or some lesser percentage.
Our experience is that these old limits are no longer representa-
tiveO;f actual cost; therefore, the limitation should be increased
to 20%.

This Letter Agreement, upon your acceptance and return of
one copy to this office, will amend the Operating Agreement(s) re-
ferred to above, to provide for the following:

"Operator's current cost of established plans for employes'
group life insurance, hospitalization, pension, retirement, stock
purchase, thrift, bonus, and other benefit plans of a like nature,
applicable to Operator's labor cost; provided however, the total
of such charges shall not exceed twenty percent (20%) of such labor
costs charged to the join% account.”

Texaco will approve similar amendments if requested by
you as Operator of Jjoint properties in which we have an interest.

Yours very truly,

Darrell Smith
Division Manager

By . / U @-Lxu-'/— .

Assistant to Division Manager

ACCEPTED: TEXAS PACIFIC Oll, CO4 INC
BY: %4

DATE: MER Prrsioent TAis is recycied paper

DEC 5 1975
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