
RHODES AREA COOPERATIVE LEASE LINE AGREEMENT 

THIS AGREEMENT, is entered into as of the 1st 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" and "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." 

W I T N E S S E T H : 

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: 

I. 

TEPI, as Operator of the W H. Rhodes "A" and "B" Leases 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: 

WTrL^hodes "B" NCT-1 Well No. 22, to be located 1572 feet FSL, 2375 feet FEL of 
Seĉ on 27, T26S, R37E. 

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

W. ̂ Rhodes "B" NCT-1 Well No. 27, to be located 1155 feet FNL, 2376 feet FEL of 
Section!!, 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, io 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. 

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 Well No. 22 50% W. H. Rhodes "B" Lease 

II . 

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 
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I I I . 

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 allocated 

pursuant to Article I I . 

To the extent that a Party's interest in the wells set forth in Article I I 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, except 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. 

VII. 

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 wells 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. 
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VIII. 

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. 

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

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

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

IX. 

X. 

TEXACO EXPLORATION AND PRODUCTION INC. 

v Attorney-in-Fact 

AMERADA HESS CORPORATION 

Title: 

STATES, INC. 

Title: 

STIRLING OIL AND GAS COMPANY 

Title: 
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STATE OF COLORADO 
COUNTY OF DENVER 

The foregoing instrument was acknowledged before me this ^ day of 
ft^.tj-r 1993, by ^ . ^ r ^ ' I ^ M t g r 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 

, 1993, by , 

day of 
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 

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

Notary Public 
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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 nth day of 
August , 1993, by RaymnnH T. Wrlr^rr , Af rnrngy-in-Fact of 

Amerada Hess Corporation, a Delaware corporation. 

Notary Public / Gf»**s 3/±?/?7 

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'SC^puV^^ 

The foregoing instrument was acknowledged before me this 
r \ i t A > Y . 1993,hv3|wV,w4r P£o\nfl 1 L . , r ^ c o ^ > ^ 
States, Inc.. V -̂ x1 O - v> - corporatitV 

BARBARA BEENE 
NOTARY PUBLIC 
STATE OF TEXAS 

Commission Expires 1-21-98 
Notary Public 

day of 
of 

STATE OF TEXAS 
COUNTY OF 

The foregoing instrument was acknowledged before me this 

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

day of 
of 

Notary Public 

e 



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 rYM f) + 

The foregoing instrument was acknowledged before me this (0 day of 

^ a . l y 1993, by ih™()({r.,Al+y ra^i~nt r of 
Stirling Oil and Gas Company, a yQ t\"f""/W >̂\ L cor^c^ationT^ 

Notary Public 
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UNIT OPERATING AGREEMENT 
RHODES-YATES UNIT 
LEA COUNTY, NEW MEXICO 

THIS AGREEMENT, 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 entitled. 
"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, i t is agreed as follows: 

ARTICLE 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 a l l pur­
poses of this agreement. I f there is any conflict between the 
Unit Agreement and this agreement, the Unit Agreement shall govern. 

ARTICLE 2 
EXHIBITS 

2.1 Exhibits. The following exhibits are incorporated 
herein by referencei 

2.1.1 Exhibits A, B and C of the Unit Agreement. 

2.1.2 Exhibit D, attached hereto, which is a 
schedule showing tne 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 i t may be used as showing the Unit Participations 
of the Working Interest Owners for purposes of this 
agreement until shown to be ln error or is revised as 
herein authorized. 

2.1.3 Exhibit E, attached hereto, which is the 
Accounting Procedure applicable to Unit Operations. 
I f 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, Exniult D snail 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. 



ARTICLE 3 
.:':-iVI3I0H OF OPERATIONS BY WORKING INTEREST OWNERS 
3.1 Overall Supervision. Working Interest Owners shall 

exercise overall supervision and control of a l l 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 i n i t s own behalf l n the capacity 
of ar. 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 snail decide and take 
action shall include but not be limited to, the following: 

3.2.1 Method of Operation. The method of opera­
t i o n , Including any type or pressure maintenance, 
secondary recovery, or other recovery program to be 
employed. 

3.2.2 D r i l l i n g of Wells. The d r i l l i n g of any well 
whether for production of Unitized Substances, for use 
as an injection well, or for other purposes. 

3.2.3 well Recompletlons and Change of Status. 
The recompletion, deepening, abandonment, or change 
of status of any well, or the use of any well f o r i n ­
jection or other purposes. 

3.2.4 Expenditures. The making of any single 
expenditure i n excess or Ten Thousand Dollars ($10,000.00); 
provided that, approval by Working Interest Owners of the 
d r i l l i n g , reworking, deepening, or plugging back of any 
well shall include approval of a l l necessary expenditures 
required therefor, and f o r completing, testing, and equip­
ping the same, including necessary flow lines, separators, 
and lease tankage. 

3.2.5 Disposition of Unit Equipment. The selling 
or otherwise disposing of any major Item of surplus Unit 
Equipment, i f the current l i s t 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 l n matters pertaining to Unit 
Operations; provided that, such designation shall not pre­
vent any Working Interest Owner at I t s own expense from ap­
pearing l n person cr from designating another representative 
i n i t s own behalf. 

3.2.7 Audits. The auditing of the accounts of Unit 
Operator pertaining 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 a l l working 
Interest Owners other than the working 
Interest Owner designated as Unit 
Operator, and 

(c) be made upon not less than t h i r t y (30) 
days' written notice to Unit Operator. 

3.2.8 Inventories. The taking of periodic inven­
tories under the terms of Exhibit E. 
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3.2.9 Technical Services. The authorizing of charges 
to the Joint account for services by consultants or Unit 
Operator's technical personnel not covered by the over­
head charges provided by Exhibit E. 

3.2.10 Assignments to Committees. The appointment 
of committees to study any problems ln 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 OP EXERCISINO SUPERVISION 

4.1 Designation of Representatives. Each Working Interest 
Owner shall in writing inform Unit 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 Operator. 

4.2 Meetings. All meetings of Working Interest Owners 
shall be called by Unit Operator upon its own motion or at the request 
of one or more working Interest Owners having a total Unit Partici­
pation of not less than ten per cent (10$). 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 gri 
the meeting shall not be prevented from amending items included in T* 
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 ® 
al l matters coming before them as follows: 1 

00 
4.3.1 Voting 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, a l l matters shall 
be decided by the affirmative vote of two or more Working 
Interest Owners having a combined interest of at least 
seventy-five 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 i f approved 
by Working Interest Owners having a majority voting in­
terest, unless two or more working Interest Owners having 
a combined voting Interest of at least forty percent (40$) 
vote against the motion or f a l l to vote. 

4.3.3 Vote at Meeting by Nonattehdlng Working In­
terest Owner" Any Working Interest Owner who is not re­
presented at a meeting may vote by letter or telegram 
addressed to the representative of the Unit Operator i f 
its vote is received prior to the submission of such item 
to vote. If the vote is by letter or telegram sueh vote 
shall not be counted with respect to any item on the agenda 
which has been materially changed at the meeting. 
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4.3.4 Pool Votes. Working Interest Owners may-
vote on and decide, by letter or telegram, any matter 
submitted in writing to Working Interest Owners i f 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 a l l Work­
ing Interest Owners. 

ARTICLE 5 
INDIVIDUAL RIGHTS OP WORKING INTEREST OWNERS 
5.1 Reservation of Rights, working Interest Owners 

severally reserve to themselves a l l 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 a l l reasonable times to inspect Unit Operations, 
a l l wells, and the records and data pertaining thereto. 

5.2.2 Reports. The right to receive from Unit 
Operator, upon written request, copies of a l l reports 
to any governmental agency, reports of crude oil runs 
and stocks, inventory reports, and a l l other information 
pertaining to Unit Operations. The cost of gathering 
and furnishing information not ordinarily furnished by 
Unit Operator to a l l Working Interest Owners shall be 
charged to the Working Interest Owner who requests the 
information. 

ARTICLE 6 ^3 
UNIT OPERATOR Ol 

J _ 
6.1 Initial Unit Operator. TEXACO Inc. is hereby , 

designated as the initial Unit Operator. 
<D 

ARTICLE 7 , O 
AUTHORITIES AND DUTIES QP 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 Operator shall have the exclusive right and 
be obligated to conduct Unit Operations. 

7.2 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 a l l 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 ln the unit Area free from 
al l 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 employees shall be the employees of Unit Operator. 

7.5 Records. Unit Operator shall keep correct books, 
accounts, and records of Unit Operations. 
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7.6 Reports to w-'-rklng 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 al l reports to governmental authorities that i t 
has the duty to make as Unit Operator. 

7.8 Engineering and Geological Information. Unit 
Operator shall furnish to a Working Interest Owner, upon written 
request, a copy of the log and other engineering and geological 
data pertaining 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 m 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 its 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 by Unit Operator. All wells drilled 
by Unit Operator shall be at the usual rates prevailing in the 
area. Unit Operator may employ its own tools and equipment under 
terms and conditions approved by the working Interest Owners. 

ARTICLE 8 
TAXES 

8.1 Ad Valorem Taxes. Beginning with the first calen- ^ 
dar year after the Effective Date hereof, Unit Operator shall CJT 
make and file a l l necessary ad valorem tax renditions and returns £_ 
with the proper taxing authorities covering a l l real and person- „-« 
al property of each Working Interest Owner used or held by Unit * 
Operator in Unit Operations. Unit Operator shall settle assess- *D 
ments arising therefrom. All such ad valorem taxes shall be O 
paid by Unit Operator and charged to the Joint aocount; provided • 
that, i f the interest of a working interest Owner is subject to 
a separately assessed overriding royalty interest, production Go 
payment, or other interest in excess of a one-eighth (1/8) royalty, 
such Working Interest 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 be paid a l l production, severance, gathering, and 
other taxes imposed upon or ir. respect of the production or 
handling of its share of Unitized Substances. 

ARTICLE 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 cf 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 P. 
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ARTICLE 10 
ADJUSTMENT 0? 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 wen, the wellhead connections 
thereon, and a l l other, lease and operating equipment 
that is used in the operation of such wells which Work­
ing interest Owners determine is necessary or desirable 
for conducting Unit Operations. 

10.1.3 Records. A copy of a l l production and 
well records that pertain to such wells. 

10.2 Inventory 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 equipment indicated to be controllable 
in Bulletin No. 6, Material classification Manual - 1967 recom­
mended by the Council of Petroleum Accountants Societies of North 
America. 

10.3 Investment Adjustment. Upon approval by working 
Interest Owners of the inventory and evaluation, each Working 
Interest Owner shall be credited with the value of its interest 
in a l l personal property taken over under Section 10.1.2, and 
shall be charged with an amount equal to that obtained by multi­
plying the total value of a l l personal property taken over under 
Section 10.1.2 by such Working Interest Owner's Unit participa­
tion. If the charge against any Working Interest Owner is 
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 working 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 Working Interest Owner by Unit Operator out of funds 
received by i t in settlement of the net charges described above. 

10.4 general Facilities. The acquisition of ware­
houses, warehouse stocks, lease houses, camps, facility systems, 
and office buildings necessary for Unit Operations shall be by 
negotiation by the owners thereof and Unit Operator, subject to 
the approval of Working Interest Owners. 

10.5 Ownership of personal Property and Facilities. 
Each working Interest Owner, Individually, shall be virtue hereof 
own an undivided interest, equal to its Unit Participation, in 
al l personal property and facilities taken over or otherwise ac­
quired by Unit Operator pursuant to this agreement. 

10.6 Adjustment for Nonusable wells. All wells from 
which production was credited in calculating Unit Tract partici­
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 ln 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 



well in 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 a l l respects be 
treated as any other item of Unit Expense chargeable against a l l 
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 a l l 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 Capital Expenditurea. All capital expen­
ditures shall be shared and borne by working Interest 
Owners in proportion to their Unit Participation. 

11.2 Budgets. Before or as soon as practical after 
the effective date hereof, 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 periods. 
Budgets shall be estimates only, and shall be adjusted or cor­
rected by Working Interest Owners and Unit Operator whenever an 
adjustment or correction 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 (15) 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 Commingling of Funds. No funds received by Unit 
Operator under this agreement neea be segregated or maintained 
by i t as a separate fund, but may be commingled with its own 
funds. 

11.5 Lien of Unit Operator and Working Interest Owners. 
Each working interest Owner grants to Unit Operator a lien upon • 
its Oil and Gas Rights in each Tract, its share of Unitized Sub­
stances when produced, and its interest ln a l l Unit Equipment, 
as security for payment of its share of Unit Expense, together 
with interest thereon at the rate of ten per cent (10$) 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. In addition, upon default by any working Interest 
Owner in the payment of its 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 aforesaid, has been paid. Each-purchaser shall 
be entitled to rely upon Unit Operator's written statement con­
cerning the amount of any default. The Operator grants a like 
lien to the working Interest Owners. 

-7-



11.6 Unpaid Unit Expense, if any Working Interest 
Owner fails to pay its 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 default­
ing Working Interest 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 fal l 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 to 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 its own expense, pay any and a l l rentals re- . 
quired to continue its lease in force as to such tract and upon Of. 
request of Unit Operator, each such Working Interest Owner shall re­
furnish Unit Operator satisfactory evidence as to the payment of *v? 
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 a l l such rentals O 
on behalf of each such Working Interest Owner and any and a l l \ 
rentals so paid by Unit Operator shall be charged solely to the mm 
account of such Working Interest Owner. In the event the Working ^ 
Interest Owner in any tract falls 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 a l l pur­
poses of this Agreement 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 new has or hereafter acquires the right to dr i l l 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 i t . 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 
satisfactory 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 harmless the other Working 
Interest Owners from any loss due to failure, ln 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 is 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 failure 
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 Joint or collective; and nothing herein contained shall ever 
be construed as creating a partnership of any kind, Joint venture, 
association, or trust among working Interest Owners. 

14.2 Settlements. Unit Operator may settle any single 
damage claim or suit involving Unit Operations but not involving 
an expenditure in excess of Three Thousand Five Hundred Dollars 
($3*500) provided the payment is 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 suit 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, i f a claim is 
made against any Working Interest Owner or i f 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 i t and the 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 StateB 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 K. 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 address of the representa­
tive of each Working Interest Owner as furnished to Unit Operator 
ln accordance with Article 4. 

ARTICLE 17 
WITHDRAWAL OP 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, a l l its Oil and Gas Rights 
together with its interest ln a l l Unit Equipment and in a l l 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 be owned by the transferees in pro­
portion to their respective Unit Participations. The transferees, 
in proportion to the respective interests so acquired, shall pay 
transferor, 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 a l l 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 

18.1 Rights of Former Owners. If Working Interest 
Owners decide to abandon 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 Plugging. If the working Interest Owners of a 
Tract do not elect to take over a well located thereon which is 
proposed for abandonment, Unit Operator shall plug and abandon 
the well ln compliance with applicable laws and regulations. 

ARTICLE 19 
EFFECTIVE DATE AND TERM 

19.1 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 long as the Unit Agreement remains in effect, and thereafter 
until (a) a l l unit wells have been abandoned and plugged or turned 
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over to Working interest Owners in accordance with Article 20, 
(b) a l l 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 0? OPERATIONS 

20.1 Termination. Upon termination of the Unit Agree* 
ment, tht following will occur: 

20.1.1 Oil and Pas Rights. Oil and Gas Rights 
in and to each separate Tract shall no longer be af­
fected by thia 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 Right to Operate. Working Interest Owners 
of any Tract that desire to take over and continue to 
operate wells located thereon may do so 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 i t is abandoned. 

20.1.3 Salvaging wells. Unit Operator shall 
salvage as much of the 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. to 

20.1.4 Coat of Salvaging, working Interest Owners _-f 
shall share the cost of salvaging, liquidation or other 
distribution of assets and properties used in Unit W— 
Operation ln proportion to their respective Unit Parti-. , ^ 
cipatlons. . 

ARTICLE 21 ° 
EXECUTION \ 

21.1 Original Counterpart., or Other Instrument. A 00 
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 i f a l l the parties 
had signed the same instrument. 

ARTICLE 22 
SUCCESSORS AND ASSIGNS 

22.1 Successors and Assigns. The provisions hereof 
shall be covenants running with the lands, leases, and interests 
covered hereby, and shall be binding upon and inure to the bene­
f i t of the respective heirs, devisees, legal representatives, 
successors, and assigns of the parties hereto. 

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

DATE: flt7/n//*A.<* 3/ s^r* 

Its Attorney-ln^gsrc^ 
Unit Operator and 

Working Interest Owner 
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STATE OP fl 

COUNTY OF j 

The foregoing instrument was acknowledged before me this 
day of ,19 ; by 

Attorney-in-Fact ror T_CACO I n c . , a DeTaware corporation, on behalf 
of said corporation. 

Notary Public in and for 
_County, 

ro 
cn 
<o 
o 
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EXHIBIT " E " 
A t t , ^ t» B „ H . UNIT OPERATING AGREEMENT 

RHODES-YATES UNIT 
RWOTIES VATER F I E L D 
T.KA C.OTTMfV} MEW MFYTPO 

ACCOUNTING PROCEDURE 
(JOINT OPERATIONS) 

L GENERAL PROVISIONS 
1. Dermrtians 

"Joint Property" shall mean the real and personal property subject to the agreement to which this "Accounting Pro­
cedure" is attached. 
"Joint Operations" shaU mean all operations necessary or proper for the development, operation, protection and 
maintenance oi tha Joint Property. 
"Operator" shall mean the party designated to conduct the Joint Operations. 
"Non-Operators'" 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 tha Parties. 
"Parties" shall mean Operator and Non-Operators. 
"Material" shall mean personal property, equipment or supplies acquired or held tor use on tha Joint Property. 
"Controllable Material" shall mean material which at the time is so classified in the Material ̂ ^"mtlim Manual 
as moat recently recommended by the Council of Petroleum Accountants Societies of North America. 

2. Ceeiflet with A era await 
In the event of a conflict between the provisions of this Accounting Procedure and the provisions of the sgiee 
ment to which this Accounting Procedure is attached, the provisions of the agreement shall control. 

L Collective Actio* by Nea-Operaters 
Where an agreement or other action of Nan-Operators ir 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 ba controlling on all Non-
Operators. 

4. SUtatasats and Killings 
Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of costs and 
iipsnsea, for the preceding month. Such bills will be accompanied by statements reflecting the total charges 
and credits as set forth under Subparagraph G below: 
A. Statement in detail of all charges and credits to the Joint Account 
8. Statement of all charges and credits to the Joint Account, summarized by appropriate "'atritlfitinni indicative 

of the nature thereof. 
C Statement of all charges and credits to the Joint Account summarised by appropriate classifications indicative 

of the nature thereof, except that items of Controllable Material and unusual charges and credits shall be detailed. 
i . Paysaent and Advances by Nsa-Operators 

Each Non-Operator shall pay its proportion oi sll such bills within fifteen (15) days after receipt thereof. If pay­
ment is not made within such time, the unpaid balance shall bear interest at the rate of fin Lf1 fflltMPffltiMTTJlrT 
sAnum until paid. ten percent (10$) per 

§• Adjasfsaanta 
Payment of any such bills shall not prejudice the right of any Non-Operators to protest or question the mi nu luesa 
thereof; provided however, all bills and statements rendered to Non-Operators by Operator during any 
year shall conclusively be presumed to be true and correct after twenty-four (24) months following the end of any 
such calender year, unless within the said twenty-four (24) month period a Non-Operator takes written excep­
tion thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall be made 
unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent adjust­
ments resulting from a physical inventory of the Joint Property as provided for in Section VH. 

7. AadUs 
A Non-Operator, upon notice in writing to Operator and all other Non-Operators, 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 year; 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 to Paragraph 
6 of this Section L Where there ere two or more Non-Operators, ths Non-Operators shall make every reasonable 
effort to conduct joint or simultaneous audits in a manner which will result in a of inconvenience to 
the Operator. 

IL DIRECT CHARGES 
Subject to Umitatieas hereinafter prescribed. Opera tar (hall charge tbe Joint Aeeosmt with the following Haras I 

1. Rentals and Royalties 
Delay or other rentals and royalties when such rentals and royalties are paid by Operator for the Joint Account 
of the Parties. 

2. Labor 
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 y^grwd to and directly 
employed on the Joint Property. 

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to the 
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section H 
snd Paragraph 1 of Section m; except that ln the case of those employees only a pro rata portion of whose 
salaries and wages are chargeable to the Joint Account under Paragraph 1 of Section in, 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 "when and as paid basis" or by "percentage assessment" on the 
amount of salaries end wages chargeable to the Joint Account under Paragraph 2A of this Section n and Para­
graph 1 of Section UL If percentage assessment is used, the rate shall be based on the Operator's cost experience. 

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are ap­
plicable to Operator's labor cost of salaries end wages chargeable to the Joint Account under Paragraphs 2A 
and 2B of this Section II and Paragraph 1 of Section 111. 

D. Reasonable personal expenses of those employees whose salaries and wages ara chargeable to the Joint Account 
under Paragraph 2A of this Section II and for which expenses the employees are reimbursed under Operator's 
usual practice. 

Cornell of fiirut—i 



X Employ** Benefits 
Operator's current coat of established plans for employeei' group Ufa Insurance, hospitalization, pension, retire­
ment, stock purchase, thrift, bonus, and other benefit plans of a like.nature, applicable to Operator's labor cost; pro­
vided however, the total of such charges shall not exceed MPgeueXKMXX Pof Operator's labor costs chargeable 
to the Joint Account under Paragraphs 2A and 2B of this Section II and Paragraph 1 of Section UL ti euj^D/b 

4. Material percent 
Material purchased or furnished by Operator for use on the Joint Property: So far as it is reasonably practi­
cal and consistent with efficient and economical operation, only such Material shall be purchased for or transferred 
to the Joint Property as may be required for immediate use; and the accumulation of surplus stocks shall be avoided. 

5. Trans porta boa 
Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations: 
A. If Material is moved to the Joint Property from the Operator's warehouse or other properties, no charge shall 

be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store 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. 

4. Servicea 
A. Ths cost of contract services and utilities procured from outside sources other than services covered by Para­

graph » of this Section II and Paragraph 2 of Section IIL 
B. Use and service of equipment and facilities furnished by Operator as provided in Paragraph 5 of Section IV. 

7. Damages end Losses te Joint Property 
All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damagee 
or losses incurred by fire, flood, storm, theft, accident, or any other cause, except to the extent that the damage or 
loss could have been avoided through the exercise of reasonable diligence on the part of Operator. Operator shall 
furnish Non-Operators written notice of damages or losses incurred as soon as practicable after a report thereof 
has been received by Operator, 

t. 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 recover the Joint Property, including, but not limited to, attorneys' fees, 
court costs, cost of Investigation or procuring evidence and amounts paid ia settlement or satisfaction of any 
such litigation or claims; provided, (a) no charge snail be made for the services of Operator's legal staff or other reg­
ularly employed personnel (such services being considered to be Administrative Overhead under Section HI), ax-
cept by agreement with Non-Operators, and (b) no charge shall be made for the fees and expenses of outside at­
torneys unless the employment ot such attorneys is agreed to by Operator and Non-Operators. 

I. Taxes 
AU taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation 
thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of ths Parties. 

14. Insurance Premiums 
Premiums paid for insurance required to be carried on the Joint Property for the protection of the Parties. 

11. Other Expenditures 
Any other expenditure not covered or dealt with in the foregoing previsions of this Section H, or ia Section m, 
and which is incurred by the Operator for the necessary and proper conduct of the Joint Operations. 

UL INDIRECT CHARGES 
Operator may charge the Joint Account for indirect costs either by use of en allocation ot district expense items plus • 
fixed rate for administrative overhead, and plus the warehousing charges, all as provided tor ia Paragraphs 1, 2, aad I of 
this Section III OR by combining all three of said items under the fixed rite provided for ia Paragraph 4 of this Section 
UL as indicated next below: 

OPERATOR SHALL CHARGE TBI JOINT ACCOUNT UNDER THE TERMS OTl 
• Paragraphs 1, 2 and 3. (Allocation ot district expense plus fixed rate for administrative overhead plus 

warehousing.) 
IS Paragraph 4. (Combined fixed rata) 

1. District Exaenae 
Operator shall charge tha Joint Account with a pro rata portion of the salaries, wag** and expenses of Operator's 
production superintendent snd other employees serving the Joint Property and other properties of tho Opsrator ia 
the same operating area, whose time is not allocated directly to the properties, aad a pro rata portion ef the cost of 
maintaining and operating a production office known as Operator's -
office located at or near '. (or a comparable office if location changed), aad neces­
sary sub-offices (if any), maintained for the convenience of the sbove-dsscribed office, aad all necessary camps. 
Including housing facilities tor employees if required, used la connection with tha operations of the Joint Pioyotty 
and other properties tn Ihe same operating area. The expense of, less any revenue from, such facilities may, at the 
option of Operator, include depreciation of investment or s fair monthly rental la lieu ot depreciation. Such 
charges shall be apportioned to all properties served on some equitable basis consistent with Operator's accounting 
practice. 

2. Administrative Overhead 
Operator shall charge administrative overhead td the Joint Account at the following rates, which charge shall be ia 
lieu of the cost snd sxpsnss of all offices of tha Operator not covered by Paragraph 1 ot this Section UL including 
salaries, wages and expenses of personnel assigned to such offices. Such chargea shall be in addition to tha salaries, 
wsges and expenses of employees of Operator authorized to be charged as direct charges as provided in Paragraphs 
3 and • of Section IL 

WELL BASIS (RATE PER WELL PER MONTH) 
Mooucme wtu. SATS 

OeilUKS WtU RATI <U« imnrnt i n * n » m *<tH) 
(Uw T«H> »«HJ) "~'~~~ A > y f t m 

WtU B—» I I I I I WH tint H— K i t She 0»w T— 

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 overhesd rates provided tor in 
this Paragraph 2 of Section IIL unless such cost and expense are agreed upon between Operator and Noa-Oparators 
as a direct charge to the Joint Account. -



3. Operator's Fully Owned Wan.' '* Operating and Maintananea Expanaa 
(Deacrlba fully the agreed proc jre to be followed by the Operator.) 

4. Combined Fixed Batee 
Operator shall charge the Joint Account for the services covered by. Paragraph 1, 2 and 3 of this Section IH, tha 
following fixed per well rates: 

WELL BASIS (RATE FEB WELL FEB MONTH) 
ntOOUCINO WILL RATI 

MILL IN A WILL RATI lllw C w SraSmlM O—WO 

<»- T«" »f* > ALL AKLLCJ ~~ : ATW3T 
wte o—«> ttk w«n yimjfKx. KwfHw cw T— 

Al l depths $7SQ.QQ UQQ.QQ— 

Said fixed rate (shall) (SaXKXOC) include salaries and expenses of production foremen. 

5. Application ef Administrative Overhead or Combined Fixed Rates 
The following limitations, instructions and charges shall apply in the application of the par weil rates as provided 
under either Paragraph 2 or Paragraph 4 of this Section III: 
A. Chargea 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 tbe suspension ot 
drilling operations for fifteen (IS) 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 tor water *i~w«wg 

operations and salt water disposal wells shall be considered the same as producing wells. 
(2) Wells-permsnently 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 well ia plugged a charge shall be mad* 
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 tbe same aa drilling 
wells, 

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

(5) Gas wells shall be included in the well 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 completed in multiple horizons, in which the production is not commingled down hole, shall be eon-
side red as a producing well for each separately producing horizon. 

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

D. The well rates shall be adjusted on the first dsy of April of each year following the effective date of the agree­
ment to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying tho 
rate currently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum 
and Gaa Production Workers for the last calendar year compared to the preceding calendar year aa shown by 
The Index of Average Weekly Earnings of Crude Petroleum and Gas Production Workers" as published by tha 
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, salt water disposal facili­
ties, and other such projects, aa distinguished from the more usual drilling and producing operations. Operator 
in addition to tha Administrative Overhead or Combined Fixed Rates provided for in Paragraph 2 and 4 of this 
Section in, shall charge the Joint Account with an additional overhead charge as follows: 
A. Total cost less than $29,000, no charge, 
B. Total cost •more than $29,000 but leas than $100,000, 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 purpose of this Paragraph tha component parts 
of a single project shall not be treeted separately and the cost ot drilling weils shall be excluded. 

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

nr. BASIS or 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 Material or services for the Joint Property. 
1. Purchaaae 

Material purchased snd 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 War*boose er Other Properties 
A. New Material (Condition "A") 

(1) Tubular goods, two inch (2") and over, shall be priced on Eastern Mill base (L e. Youngstown, Ohio; Lorain, 
Ohio; and Indiana Harbor, Indiana) on a minimum carload basis effective at date of movement and t a b . 
railway receiving point nearest the Joint Property, regardless of quantity. .In equalized 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 ot the same kind of Material, effective at data 
of movement and f. o. b. the supply store or railway receiving point nearest 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 Para­
graph 2 ot Section IV. 

B. Used Material (Condition "B" and "C") 
(1) Material in sound and serviceable condition and suitable for reus* without reconditioning, shall be classified 

as Condition "B" and priced at seventy-five per cent (75%) of the current price of new Material. 
(2) Material which cannot be classified 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 tor reconditioning, shall be classifi­
ed ss Condition "C" and priced at fifty per cent (50%) of current new price. 

(3) Obsolete Material or Material which cannot be classified as Condition "B" or Condition " C shall be priced 
at a value commensurate with its use. Material no longer suitable for its original purpose but usable for 



i other purpose, fh*ll bt priced oa e basis comparable with that of items normally used for such other 

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

Presnhmi rrieee 
Whenever Material ia not readily obtainable at priem specified ta PiraaTapha 1 and 3 of this Section IV because of 
national emergencies, strikes or other unusual causes over which the Operator has no control, the Operator may 
charge the Joint Account for the required Material at the Operator's actual cost incurred in procuring such Material, 
m making it suitable for use, and in moving it to the Joint FtoyoUj. provided, that notice In writing ia 
furnished to Non-Operators of the proposed charge prior to bullae Non-Operators for such Material. Xach Non-
Operator shall have the right, by so electing and notifying Oparator within 10 days after reeeivtng notice from 
Opsrator, to furnish ia kind all or part of bis share of such Material suitable for use and soonptobls to Operator. 
Warranty of Materiel Faiasmsi by ftp ss ales 
Operator does not warrant the Material fxtrmshed. In case of detective Material, credit shall not be paaaed to tho 
Joint Account until adjtartrneoi has been icoaliod by Operator from the manufacturers or their agents, 
•suspense* end FeeOattea InnasM Opesate* 
A. Operator shall charge the Joint Account tar oms of equipment and facilities et rates cwniinoriwrrata with cost of 

i and operation. Such rates shall tachtdo coat of mamtenanca, repairs, other operating expanse, tn- t e n 
. interest on miaslasmt not to sanasd JSt per cent Ct*) par annum, provided (10*) 

rates shall not exceed those currently prevailing m the jremediate area within which the Joint Property is 
located. Bates tor amomotive scjwrpment shaU generally be to line with the schedule of rates adopted by " 

i Motor Transport Association, or some other i 
t Joint Property oparaibfens. Bates for laboratory esrvicae shall not exceed those currently prevailing if 

I of < 
B. woanevarreojoastad,One^ 
C. Bates shall ba revised and adjusted from time to lima whan found to be i 

Material (Condition T T ) . no I 

C Jan* Materiel 
Junk Material (Condition "*"•), being obsolete and scrap Material, at prevailing l 

7. Tinnsittj UsedMsisstal 
Whsw the siiert Material fctensporary and to 
prerieM form Paragraph 3 Befthfc 
to the Joint Aoceunt eoaalstsftt with tha value sd the i 

TO. 
The Oparator shall rnamtam detailed records of Material gsnsrsllr aonsidsrsd oontronsbU by tha Industry. 

L Psrtsdls fafesaoiisa, Metis* anal l i s tallia 
At reasonable intervals, inventories shall ba taken by Operator of tha Joint Aoaount Material, which •ball iaehsde 
all such Material as is ordinarily considered eontroUable. Written notice of intention ta take uitautoty shall ba 
given by Opsrator at least thirty (30) days before any inventory is to begin so that Non-Operators may bo repre­
sented when say inventory is taken. Failure of Non-Operstors to ba rsprsoontod it aa iuvonloir snail Mad rton-
Operators to swept the inventory taken by Operator, who shall hi that event furnish Non Operators with a copy 
thereof. 

t IniaslHsrtia and Adjaeianal ef lareatorias 
reconciliation of Inventory with charges to tha Joint Account shaU bs made, snd a hat of overages and shortages 
shall ba Jointly determined by Oparator aad Non-Operators. Inventory adftiarmants shall be made by Operator 
with tha Joint Aoaount for overages sad shortages, but Oparator shall bs bald accountable to Non-Operator only 
for shortages due to lack of reasonable diligence. 

3. lassie! Inventories 
Special inventories may be taken whenever there is any sate crehaagarttaterart It shaU ba 
the duty of tha party selling to notify sll other Parties as quickly as possible after tha transfer of Interest takes 
place. Ia such cases, both the seller and the purchaser shall ba governed by such inventory. 

- 4 -



EXHIBIT % " 

Attached to Unit Operating- Agreement 

RHODES-YAT3S UNIT 
I.EA COUNTY, NEW MEXICO 

INSURANCE PROVISIONS 

Unit Operator • hail 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 
automobile 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 the 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 tha parties hereto or any of them shall Insure their respective risks 
beyond the specific limits of insurance required hereunder to be carried by the 
Unit Operator, the benefits of such insurance shall inure to the parties procuring 
and maintaining the same, respectively, and tha cost of such insurance shall be 
borne by such parties, respectively, without reimbursement one from the other 
and without entering into any accounting hereunder. 



PRODCCINO D E F A B T M E N T 
c a m u i u N i m ( T A T S * 

[TEXACO] 
ranwum moouora 

November 18, 1975 

DEC idRsm 
IT. 0 ÂTWISACCTG. 

T R X A C O INC. 
P. a B O X 3109 

MIDLAND. T K X A S 70701 

AMENDMENT OF ACCOUNTING PROCEDURE OF 
OPERATING AGREEMENTS: EMPLOYE BENEFITS 
255*148 - DAMSITE UNIT 

LOVING COUNTY, TEXAS 

—̂... 

Allied Chemical Corporation 
1300 Wilco Bldg. 
Midland, Texas 79701 

254790 - RHODES-YATES UNIT 
LEA COUNTY, NEW MEXICO 

T-26-Sj R-37-E 

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 old 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 Agreements) re­
ferred to above, to provide for the following: 

"Operator's current cost of established plans for employes1 

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 i f requested by 
you as Operator of joint properties in which we have an interest. • 

Yours very truly, 

Darrell Smith 
Division Manager 

SO 

o 

GJG-PR 

ACCEPTED: 

BY: 

DATE: 

Assistant to Division Manager 

is rtefUd saver 



REtTD. MGRL. 

JAN 23 ' [̂TEXACOl 
MidJand Divieion. 

r i T T I O U U M P R O D U C T I 

PRODUCTNO D E P A R T M E N T „ _ T E X A C O INC. 
cawrnAi. UMTCO « T A T » S O V S S l D C t T ' 3 * 1 9 7 5 P. O. BOX 3109 

m v m o m M I D L A N D . T E X A S 79701 

AMENDMENT OP ACCOUNTING PROCEDURE OP 
OPERATING AGREEMENTS; EMPLOYE BENEFITS 

(Sea Attached Page) 

Amerada Haas Corporation 
P. 0. Box 2040 
Tula*, nrlirvma 7*102 

Gentlemen: 

Texaco is Operator under the Joint operating agreement(3) 
Identified above ln which you are a working interest owner. The above 
agreement(s) contain(s) a provision limiting charges for employe bene­
fits to 15$ of labor costs, or some lesser percentage. Our experience 
is that these old limits are no longer representative of actual cost; £3 
therefore, the limitation should be increased to 20$. 

cn 
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- l 
chase, thrift, bonus, and other benefit plans of a like nature, appli- £3 
cable 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 i f requested by you 
as Operator of Joint properties in which we have an interest. 

Yours very truly, 

Darrell Smith 
Division Manager 

Assistant to Division Manager 

GJO-PR 

ACCEPTED: AMERADA HESS CORPORATION 

DATE: 



41666 - H. a. MOBSBLY "A" 
LSA COUYTY, KEY MEXICO 

Sec. 8 •xe.pt 8¥/4 8Y/4| T-26-8; R-37-S 
41652 - Y. H. RHODES "A" 

LEA COURT. KEY MEXICO 
S«c. 22| T-26-S} B-37-B 

41652 - V. H. RHODES "B" 
IZA COUYTTf XEV MEXICO m 

1280m. in five. 26-26] T-26-8; X-37-E 

4166? - 0. V. SHEPHERD "A" 
LSA CUUJffI, YSV MEXICO 
480.. ln £«o. 1 4 6| T-26-8) 1-36 li 37-S 

25479O - stBODXS-TATES OYTT 
LSA COOTTT, YSV MEXICO _ 
520ft. in S«c. 21, 27, * 281 T-26-8| R-37-S 

230900 - VEST JOSDAX QYIT 
GRAYS k SCTOB CUUYTI, TEXAS 

230690 - JO MILL UYTF 
BOSSES AMD DAYBOY COOKIES, TEXAS 

ILLEGIBLE 



PRODUCING D E P A R T M E N T I T E X A C O INC 
c w n u i i N i r m r r A T M • - 1 n K I P. O. BOX 3100 

U I K A N D O.V..WN J f O T f l t U M X * 2 0 , 1 9 7 5 MIDLAND. TEXAS 7B701 

AMENDMENT OP ACCOUNTING PROCEDURE OF 
OPERATING AGREEMENTS: EMPLOYE BENEFITS 

254950 - wHAftros t a n 
GAUSS COUHTY, TEXAS 

254790 - RHODES-YATES fHXT 
LSA COUHTY, HEW MEXICO 

520*. Sec. 27; T-26-SJ R-37-E 
Tezaa Pacific Oil Cospany, Inc. 
1700 one Main Place 
Dallam, Texas 75250 

Gentlemen: 

Texaco is Operator under the Joint operating agreement(s) 
identified above i n 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 i s that these old 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, w i l l amend the Operating Agreement(s) re­
ferred to above, to provide for the following: 

''Operator's current cost of established plans for employes 
group l i f e insurance, hospitalization, pension, retirement, stock 
purchase, t h r i f t , 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 w i l l approve similar amendments i f requested by 
you as Operator of joint properties in which we have an interest. 

Yours very truly, 

Darrell Smith 
Division Manager 

" 'A M. W. Kennedy 
Assistant to Division Manager 

TEXAS PACIFIC OIL CQ. INC. 

(/ loca kftuionit Tkit is rw««M sopor 

GJG-PR 

ACCEPTED: 

BY: 
DATE: 

DEC 5 197S 


