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OPERATING AGREEMENT

THIS AGREEMENT, entered into this_ 27tlt _ day of_December
THE PURE OIL CO.PANY

, 19 62 between

hereafter designated as “Operator”, and the signatory parties other than Operator.

WITNESSETH, THAT:

WHEREAS, the parties to this agreement are owners of oil and gas leases covering and, if so indicated,
unleased mineral interests in the tracts of land described in Exhibit “A”, and all parties have reached an
agreement to explore and develop these leases and interests for oil and gas to the extent and as hereinafter
provided;

NOW, THEREFORE, it is agreed as follows:

1. DEFINITIONS

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

(1) The words “party” and “parties” shall always mean a party, or parties, to this agreement.

(2) The parties to this agreement shall always be referred to as “it” or “they”, whether the parties be cor-
porate bodies, partnerships, associations, or persons real.

(3) The term “o0il and gas” shall include oil, gas, casinghead gas, gas condensate, and all other liquid or gase-
ous hydrocarbons, unless an intent to limit the inclusiveness of this term is specifically stated.

(4) The term “oil and gas interests” shall mean unleased fee and mineral interests in tracts of land lying
within the Unit Area which are owned by parties to this agreement.

(5) The term “Unit Area” shall refer to and include all of the lands, oil and gas leasehold interests and oil
and gas interests intended to be developed and operated for oil and gas purposes under this agreement.
Such lands, oil and gas leasehold interests and oil and gas interests are described in Exhibit “A™.

(6) The term “drilling unit” shall mean the area fixed for the drilling of one well by order or rule of any
state or federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling
unit shall be the drilling unit as established by the pattern of drilling in the Unit Area or as fixed by ex-
press agreement of the parties.

(7) All exhibits attached to this agreement are made a part of the contract as fully as though copied in full
in the contract.

(8) The words “equipment” and “materials” as used here are synonymous and shall mean and include all
oil field supplies and personal property acquired for use in the Unit Area.

2. TITLE EXAMINATION, LOSS OF LEASES AND OIL AND GAS INTERESTS
A. Title Examination: lease

There shall be no examination of title to leases, or to 0il and gas interests, except that title to the,éjxj;&'(m
xpaition which the exploratory well is to be drilled in accordance with Section 7, whieh—duibBing—unii-is~-more
pacticnlazly described. inJExhibit-A2, shall be examined pn a complete abstract record by Operator’s attorney,
or, if the location is on one of Operator’s leases, by an attorney for one of the other parties, and the title to both
the oil and gas lease and to the fee title of the lessors must be approved by the examining attorney, or accepted
by all parties. A copy of the examining attorney’s opinion shall be sent to each party immediately after the
opinior. is written, and, also, each party shall be given, as they are written, a copy of all subsequent supple-
mentai attorney’s reports. A good faith effort to satisfy the examining at'torney’s requirements shall be made
by the party owning the lease covering the drillsite.

[f title to the proposed drillsite is not approved by the examining attorney or the lease is not acceptable
for a material reason, and all the pérties do not accept the title, the parties shall select a new drillsite for the
{irst exploratory well; provided, if the parties are unable to agree upon another drillsite, this agreement shall,
in that case, come to an end and all parties shall then forfeit their rights and be relieved of obligations here-
under. If a new drillsite is selected, title to the oil and gas lease covering it and to the fee title of the lessor
shall be examined, and title shall be approved or accepted or rejected in like manner as provided above con-
cerning the dri]lsité first selected. If title to the oil and gas lease covering the second choice drillsite is not
approved or accepted, other drillsites shall be successively selected and title examined, until a drillsite is chosen

—1—

“Individual Loss”
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to which title is approved or accepted, or until the parties fail to select another drillsite. As in the case of the
drillsite first selected, so also with successive choices if the time comes that the parties have not approved
title and are unable to agree upon an alternate drilliite, the contract shall, in that case and at that time, come
to an end and all parties shall forfeit their rights and be relieved of obligations under this contract.

No well other than the first test shall be drilled in the Unit Area until after (1) the title to the drilling
unit has been examined by an attorney for one of the parties other than the party whose lease embraces the
drillsite, and (2) the title has been approved by the examining attorney or the title has been accepted by all
of the parties who are to participate in the drilling ¢f the well.

B. Failure of Title:
Should any oil and gas lease, or interest therein, be lost through failure of title, this agreement shall,
:nevertheless, continue in force as to all remaining leases and interests, and

(1) The party whose lease or interest is affected by the title failure shall bear alone the entire loss and it
shall not be entitled to recover from Operator or the other parties any development or operating costs
which it may have theretofore paid, but there shall be no monetary liability on its part to the other par-
ties hereto by reason of such title failure; and

(2) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation
of the interest which has been lost, but the interests of the parties shall be revised on an acreage basis,
as of the time it is determined finally that title failure has occurred, so that the interest of the party
whose lease or interest is affected by the titie failure will thereafter be reduced in the Unit Area by the
amount of the interest lost; and

(3) If the proportionate interests of the other parties hereto in any producing well theretofore drilled on
the Unit Area is increased by reason of the title failure, the party whose title has failed shall receive
the proceeds attributable to the increase in such interests (less operating costs attributable thereto)
until it has been reimbursed for unrecovered costs paid by it in connection with such well; and

(4) Should any person not a party to this agreement, who is determined to be the owner of any interest in
the title which has failed, pay in any manner any part of the cost of operation, development, or equip-
ment, or equipment previously paid under this agreement, such amount shall be proportionately paid to
the party or parties hereto who in the first instance paid the costs which are so refunded; and

(5) Any liability to account to a third party for prior production of oil and gas which arises by reason of title
failure shall be borne by the parties in the same proportions in which they shared in such prior produc-
tion.

C. Loss of Leases for Causes Other Than Title Failure:

If any lease or interest subject to this agreement be lost through failure to develop or because express
or implied covenants have not been performed, or if any lease bé permitted to expire at the end of its primary
term and not be renewed or extended, or if any lease or interest therein is lost due to the fact that the produc-
tion therefrom is shut in by reason of lack of market, the loss shall not be considered a failure of title and all
such losses shall be joint losses and shall be borne by all parties in proportion to their interests and there shall

be no readjustment of interests in the Unit Area.
3. UNLEASED OIL AND GAS INTERESTS
. ia ) 1 oiland . in-the-Unit-Area—thatd hall] n

purpose of this &

as if it were a leased interest under the form of o0il and ga ached as “Exhi-

bit “B” and for the primary term therel € owner shall receive royalty on produc-

tion as prescribed in the form of oil and attached xhibit “B”. Such party shall, however,

pe subject to al

eiTiférest

Tovisions of this agreement relating to lessees, to the exte it owns the lessee

4. INTERESTS OF PARTIES

Exhibit "A" lists all of the parties, and their respective 2ercentage or
fr-ctional interests under this agreement. Unless changed by other provisionsa, all
ce.ne and liabilities incurred in operat®ons under this contract shall bz borne and
oai, and all equipment and material acquired ia operations on the Unit Area sh:ill
bired, by the parties as their interests are ziven under the heading "Compl.tion
Saoczquent Well Share! in Exhibit "A".  All oroduction of o0il and zzs fro: the

L trea, subject to the payment of les=zor's royalties, shall also be ovmed % the
periios in the same manner.

[o

-
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If any oil and gas lease covered by this agreement is subject to an overriding royalty, production pay-
ment, or other charge over and above the usual one-eighth (15) royalty, the party contributing that lease shall
assume and alone bear all such excess obligations and shall account for them to the owners thereof out of its

share of the working interest production of the Unit Area.

5. OPERATOR OF UNIT

THE PURE OIL CCUI ANY shall be the Operator of

the Unit Area, and shall conduct and direct and have full control of all operations on the Unit Area as per-
mitted and required by, and within the limits of, this agreement. It shall conduct all such operations in a good

and workmanlike manner, but it shall have no liability as Operator to the other parties for losses sustained,

.or liabilities incurred, except such as may result from gross negligence or from breach of the provisions of

this agreement.
6. EMPLOYEES

The number of employees and their selectior;, and the hours of labor and the compensatior. for services
performed, shall be determined by Operator. All employees shall be the employees of Operator.

7. TEST WELL

On or before the 1lst day of March, 1953, or within 60 days after the effective
date of the mit Agreement For the Development and Operation of the 'Wilson Deep
Tnit Lrea, hereinafter called Unit Agreement, whichever occurs first, Ooserator
shall co.amence the drilling of a well for oil and gas in the following locztion:
Sovtheast 1/L of the Northwest 1/l of Section 13, T-21-S, R-3L-z, 1.'..2."7., Lea
County, bew llexico, and shall thereafter continue the drilling of the well with
due dilirence until:

(a) A sufficient depth is reached to thoroughly test the Devonian
formation, or

(o) 4 totzl depth of 11,000 feet below the surface is reached, or

(cg Some impenetrable substance is encountered at a lesser depth, or

(d) Unless all parties agree to comolate the well at a lesser depth,

whichever of sald contingencies may first oceur.

Operator shall make reasonable tests of all formations encountered during drilling which give indica-
tion of containing oil and gas in quantities sufficiert to test, unless this agreement shall be limited in its ap-'
plication to a specific formation or formations, in which event Operator shall be required to test only the
formation or formations to which this agreement may apply.

If in Operator’s judgment the well will not produce oil or gas in paying quantities, and it wishes to
plug and abandon the test as a dry hole, it shall first secure the consent of all parties to the plugging, and the

well shall then be plugged and abandoned as promptly as possible.

8. COSTS AND EXPENSES
Except as herein otherwise specifically provided, Operator shall promptly pay and discharge all costs
and expenses incurred in the development and operation of the Unit Area pursuant to this agreement and shall
charge each of the parties hereto with their respective proportionate shares upon the cost and expense basis
provided in the Accounting Procedure attached hereto and marked Exhibit “C”, If any provision of Ex-
hibit “C” should be inconsistent with any provision contained in the body of this agreement, the provisions in

the body of this agreement shall prevail.

Operator, at its election, shall have the right from time to time to demand and recdeive from the other
parties payment in advance of their respective shares of the estimated amount of the costs to be incurred in
operations hereunder during the next succeeding month, which right may be exercised only by submission to
each such party of an itemized statement of such estimated costs, together with an invoice for its share there-
of. Ezch such statement and invoice for the payment in advance of estimated costs shall be submitted on or
beforc the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of
such cstimate within fifteen (15) days after such estimate and invoice is received. If any party fails to pay its
share of said estimate within said time, the amount due shall bear interest at the rate of six percent (6% ) per
annum until paid. Proper adjustment shall be made monthly between advances and actual cost, to the end

that each party shall bear and pay its proportionate share of actual costs incurred, and no more.

—3—
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9. OPERATOR’S LIEN

Operator is given a first and preferred lien on the interest of each party covered by this contract, and
in ecach party’s interest in oil and gas produced and the proceeds thereof, and upon each party’s interest in ma-
terial and equipment, to secure the payment of all sums due from each such party to Operator.

In the event any party fails to pay any amount owing by it to Operator as its share of such costs and
expense or such advance estimate within the time limited for payment thereof, Operator, without prejudice to
other existing remedies, is authorized, at its election, 1o collect from the purchaser or purchasers of oil or gas,
the proceeds accruing to the working interest or interests in the Unit Area of the delinquent party up to the
amount owing by such party, and each purchaser of oil or gas is authorized to rely upon Operator’s statement
as to the amount owing by such party.

In the event of the neglect or failure of any non-operating party to promptly pay its proportionate part
of the cost and expense of development and operation when due, the other non-operating parties and Operator,
within thirty (30) days after the rendition of statements therefor by Operator, shall proportionately contribute
to the payment of such delinquent indebtedness and the non-operating parties so contributing shall be entitled
to the same lien rights as are granted to Operator in this section. Upon the payment by such delinquent or
defaulting party to Operator of any amount or amounts on such delinquent indebtedness, or upon any recovery
on behalf of the non-operating parties under the lien conferred above, the amount or amounts so paid or re-
covered shall be distributed and paid by Operator to the other non-operating parties and Operator propor-

tionately in accordance with the contributions theretofore made by them.

10. TERM OF AGREEMENT (See Sub-Section 3C A)
——edhis-a greement-shal-remeain-in—full-foree-erd—effectforaslons-as-any-o-the-eil-and-pas denses-subjeeted
to this

eement remain or are continued in force as to any part of the Unit Area, whether by production, ex-
tension, renewa otherwise; provided, however, that in the event the first well drilled hereunder results in
a dry hole and no other 1 is producing oil or gas in paying quantities from the Unit Area, then at the end
of ninety (90) days after abandon t of the first test well, this agreement shall terminate unless one or
more of the parties are then engaged in ing a well or wells pursuant to Section 12 hereof, or all parties
have agreed to drill an additional well or wells unde is agreement, in which event this agreement shall con-
tinue in force until such well or wells shall have been dril nd completed. If production results there-
from this agreement shall continue in force thereafter as if said first well had been productive in paying
quantities, but if production in paying quantities does not result therefrom this.agreement shall terminate
at the end of ninety (90) days after abandonment of such well or wells. It is agreed, ho er, that the term-
ination of this agreement shall not relieve any party hereto from any liability which has accrue
poiar-tothe date of such termipatian —
11. LIMITATION ON EXPENDITURES

Without the consent of all parties: (a) No well shall be drilled on the Unit Area except any well ex-

pressly provided for in this agreement and except any well drilled pursuant to the provisions of Section 12
of this agreement, it being understood that the consent to the drilling of a well shall include consent to all
necessary expenditures in the drilling, testing, completing, and equipping of the well, including necessary
tankage: (b) No well shall be reworked, plugged back or deepened except a well reworked, plugged back or
deepencd pursuant to the provisions of Section 12 of this agreement, it being understood that the consent to
the reworking, plugging back or deepening of a well shall include consént to all necessary expenditures in
conducting such operations and completing and equipping of said well to produce, including necessary tank-
age; (¢) Operator shall not undertake any single project reasonably estimated to require an expenditure in
excess of_Ten Thousand and No/100 = = w = = = = = = = = = = = = = Dollars ($_10,000,00 )

except in connection with a well the drilling, reworking, deepening, or plugging back of which has been pre-
viousiy authorized by or pursuant to this agreement; provided, however, that in case of explosion, fire, flood,
or other sudden emergency, whether of the same or different nature, Operator may take such steps and incur
such expenses as in its opinion are required to deal with the emergency and to safeguard life and property,
but Operator shall, as promptly as possible, report the emergency to the other parties. Operator shall, upon

request, furnish copies of its “Authority for Expenditures” for any single project costing in ex-

cess of $5,000,00
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12. OPERATIONS BY LISS TIAN ALL PARTIES

If all the parties cannot mutually agree upon the drilling of any well on the Unit Area other than the
test well provided for in Section 7, or upon the reworking, deepening or plugging back of a dry hole drilled
at the joint expense of all parties or a well jointly owned by all the parties and not then producing in paving
quantities on the Unit Area, any party or parties wishing to drill, rework, decpen or plug back such a well
may give the other parties written notice of the proposed operation, specifying the work to be performed,
the location, proposed depth, objective formation and the estimated cost of the operation. The parties receiv-
ing such a notice shall have thirty (30) days (except as to reworking, plugging back or drilling deeper, where
a drilling rig is on lqcation, the period shall be limited to forty-eight (48) hours exclusive of Saturday or Sun-
day},(oar;"tex‘ox@lc%iegisof the notice within which to notify the parties wishing to do the work whether they elect
to participate in the cost of the proposed operation. Failure of a party receiving such a notice to so reply to
it within the period above fixed shall constitute an election by that party not to participate in the cost of the

proposed operation.

If any party receiving such a notice elects not to participate in the proposed operation (such party or
parties being hereafter referred to as “Non-Consenting Party’), then in order to be entitled to the benefits
of this section, the party or parties giving the notice and such other parties as shall elect to participate in the
operation (all such parties being hereafter referred to as the *“Consenting Parties”) shall, within thirty (30)
days after the expiration of the notice period of thirty (30) days (or as promptly as possible after the expir-
ation of the 48-hour period where the drilling rig is on location, as the case may be) actually commence work

on the nroposed operation and complete it with due diligence.

The entire cost and risic of cqpducing uqtogpations il B B, Y ShE SN B3 ndnie

proportions that their respective interests as shown in Exhibit “A"/bear to the total interests of all Consenting
wnder tha hea&mg.

Parties/ Consenting Parties shall keep the leasehold estates involved in such operations free and clear of all
liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties. If
such an operation results in a dry hole, the Conseriting Parties shall plug and abandon the well at their sole
cost, risk and expense. If any well drilled, rework:d, deepened or plugged back under the provisions of this
section results in a producer of oil and/or gas in paying quantities, the Consenting Parties shall complete and
equip the well to produce at their sole cost and risk, and the well shall then be turned over to Operator and
shall be operated by it at the expense and for the account of the Consenting Parties. Upon commencement of
operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this section, each Non-Consenting Party shall be deemed to have relin-
quished to Consenting Parties, and the Consenting Parties shall own and be entitled to receive, in proportion
to their respective interests, all of such Non-Consenting Party’s interest in the well, its leasehold operating
rights, and share of production therefrom until the proceeds or market value thereof (after deducting pro-
duction taxes, royalty, overriding royalty and other interests payable out of or measured by the production

from such well accruing with respect to such interest until it reverts) shall equal the total of the following:

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

the operation; and

(B) 20077 of that portion of the costs and expenses of drilling, reworking, deepening or plugging back,
testing and completing, after deducting any cash contributions received under Section 24, and 2009
of that portion of the cost of newly acquired equipment in the well (o and including the wellhead
connections), which would have been chargeable to such Non-Consenting Party if it had participated

therein.
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In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall
be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of all
such equipment shall remain unchanged; and upon abandonment of a well after such reworking, plugging
back or deeper drilling, the Consenting Parties shall account for all such equipment to the owners thereof,

with each party receiving its proportionate part in kind or in value.

Within sixty (60) days after the completion of any operation under this section, the party conducting
the operations for the Consenting Parties shall furnish each Non-Consenting Party with an inventory of
the equipment in and connected to the well, and an itemized statement of the cost of drilling, decpening,
plugging back, testing, completing, and equipping the well for production; or, at its option, the operating
party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly
billings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided
above, the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all
costs and liabilities incurred in the operation of the well, together with a statement of the quantity of oil
and gas produced from it and the amount of proceeds realized from the sale of the well’s working interest
production during the preceding month. Any amount realized from the sale or other disposition of equip-
ment newly acquired in connection with any such operation which would have been owned by a Non-Con-
senting Party had it participated therein shall be credited against the total unreturned costs of the work done
and of the equipment purchased, in determining when the interest of such Non-Consenting Party shall revert

to it as above provided; if there is a credit balance i: shall be paid to such Non-Consenting Party.

If and when the Consenting Parties recover from a Non-Consenting Party’s relinquished interest the
amounts provided for above, the relinquished interests of such Non-Consenting Party shall automatically
revert to it and from and after such reversion such Non-Consenting Party shall own the same interest in such
well, the operating rights and working interest therein, the material and equipment in or pertaining thereto,
and the production therefrom as such Non-Consenting Party would have owned had it participated in the
drilling, reworking, deepening or plugging back of said well. Thereafter, such Non-Consenting Party shall be
charged with and shall pay its proportionate part of the further costs of the operation of said well in accord-

ance with the terms of this agreement and the accounting procedure schedule, Exhibit “C”, attached hereto.,

Notwithstanding the provisions of this Section 12, it is agreed that without the mutual consent of all
parties, no wells shall be completed in or produced from a source of supply from which a well located else-
where on the Unit Area is producing, unless such well conforms to the then-existing well spacing pattern

for such source of supply.

The provisions of this section shall have no application whatsoever to the drilling of the initial test
well on the Unit Area, but shall apply to the reworking, deepening, or plugging back of the initial test well
after it has been drilled to the depth specified in Section 7, if it is, or thereafter shall prove to be, a dry
hole or non-commercial well, and to all other wells drilled, reworked, deepened, or plugged back, or pro-
posed to be drilled, reworked, deepened, or plugged back, upon the Unit Area subsequent to the drilling of

the initial test well.

13. RIGHT TO TAKE PRODUCTION IN KIND

*

Each party shall take in kind or separately dispose of its proportionate share of all oil and gas pro-
duced from the Unit Area, exclusive of production which may be used in development and producing oper-
ations and in preparing and treating oil for marketing purposes and production unavoidably lost. Each party
shall pay or deliver, or cause to be paid or delivered, all royalties, overriding royalties, or other payments
due on its share of such production, and shall hold the other parties free from any liability therefor. Any
extra expenditure incurred in the taking in kind or separate disposition by any party of its proportionate

share of the production shall be borne by such party.

Each party shall execute all division orders and contracts of sale pertaining to its interest in produc-
tion from the Unit Area, and shall be entitled to receive payment direct from the purchaser or purchusers

thereof for its share of all production.
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In the event any party shall fail to make the arrangements necessary to take in kind or separately
dispose of its proportionate share of the oil and gas produced from the Unit Arca. Operator shall have the
right, subject to revocation at will by the party owning it, but not the obligation, to purchase such oil and
gas or sell it to others for the time being, at not less than the market price prevailing in the area. which
shall in no event be less than the price which Operator receives for its portion of the oil and sas produced
from the Unit Area. Any such purchase or sale by Operator shall be subject always to the right of the
owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of
all oil and gas not previously delivered to a purchaser. Notwithstanding the foregoing, Operator shall not
make a sale into interstate commerce of any other party’s share of gas production without first giving such

other party sixty (60) days notice of such intended sale,

14. ACCESS TO UNIT AREA

Each party shall have access to the Unit Area at all reasonable times, at its sole risk, to inspect or
observe operations, and shall have access at reasonable times to information pertaining to the development
or operation thereof, including Operator’s books and records relating thereto. Operator shall, upon request,
furnish each of the other parties with copies of all drilling reports, well logs, tank tables, daily gauge and
run tickets and reports of stock on hand at the first of each month, and shall make available samples of any

cores or cuttings taken from any well drilled on the Unit Area.

15. DRILLING CONTRACTS

All wells drilled on the Unit Area shall be drilled on a competitive contract basis at the usual rates
prevailing in the area. Operator, if it so desires, may employ its own tools and equipment in the drilling
of wells, but its charges therefor shall not exceed ithe prevailing rates in the field, and the rate of such
charges shall be agreed upon by the parties in writing before drilling operations are commenced, and such
work shall be perform'ed by Operator under the same terms and conditions as shall be customary and usual

in the field in contracts of independent contractors who are doing work of a similar nature.

16. ABANDONMENT OF WELLS

No well, other than any well which'has been drilled or reworked pursuant to Section 12 hereof for
which the Consenting Parties have not been fully reimbursed as therein provided, which has been com-
pleted as a producer shall be plugged and abandoned without the consent of all parties; provided, however,
if all parties do not agree to the abandonment of any well, those wishing to continue its operation shall tender
to each of the other parties its proportionate share of the value of the well’s salvable material and equip-
ment, determined in accordance with the provisions of Exhibit “C”, less the estimated cost of salvaging and
the estimaied cost of plugging and abandoning. Each abandoning party shall then assign to the non-
abandoning parties, without warranty, express or implied, as to title or as to quantity, quality, or fitness for use
of the equipment and material, all of its interest in the well and its equipment, together with its interest in
the leaschold estate as to, but only as to, the interval or intervals of the Jformation or formations then open
to production. The assignments so limited shall encompass the “drilling unit” upon which the well is located.
The payments by, and the assignments to, the assignees shall be in a ratio based upon the relationship of
their respective percentages of participation in the Unit Area to the aggregate of the percentages of partici-
pation in the Unit Area of all assignees. There shall be no readjustment of interest in the remaining portion
of the Unit Area.

After the assignment, the assignors shall have no further responsibility,Iliability, or interest in the

. . . . Operator is one of the
operation of or productico_n from the well in the interval or intervals then open. Upe#-reqiest-of-the-assignass,
non-spaiaoning parties

/Opcrator shall continue to operate the assigned well for the account of the non-abandoning parties at the

rates and charges contemplated by this agreement, plus any additional cost and charges which may arise as

the result of the separate ownership of the assigned well; but if Operator is one of the abandoning
2artics, then the non-abandoning parties shall select one of said parties to operate
the weali as herein provided. Y
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17. DELAY RENTALS AMD SIHUT-IN WELL PAYMENTS

Delay rentals and shut-in well payments which may be required under the terms of any lease shall be
paid by the party who has subjected such lease to this agreement, at its own expense. Proof of ecach payment
shall be given to Operator at least ten (10) days prior to the rental or shut-in well pavment date. Operator
shall furnish similar proof to all other parties conce:ning pavments it makes in connection with its leases. Any
party may request. and shall be entitled to receive, proper evidence of all such payments. If. through mistake
or oversight, any delay rental or shut-in well payment is not paid or is erroneously paid, and as a result a lease
or intcrest therein terminates, there shall be no monetary liability against the party who failéd to make such
payment. Unless the party who failed to pay a renial or shut-in well payment secures a new lease covering the
same interest within ninety (90) days from the discovery of the failure to make proper payment, the interests
of the parties shall be revised on an acreage basis effective as of the date of termination of the lease involved,
and the party who failed to make proper payment will no longer be credited with an interest in the Unit Area
on account of the ownership of the lease which has terminated. In the event the party who failed to pay the
rental or the shut-in well payment shall not have been fully reimbursed, at the time of the loss, from the pro-
cceds of the sale of oil and gas attributable to the lost interest, calculated on an acreage basis, for the develop-
ment and operating costs theretofore paid on account of such interest, it shall be reimbursed for unrecovered
actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilled or wells
previously abandoned) from so much of the following as is necessary to effect reimbursement:

(1) proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost interest, on
an acreage basis, up to the amount of unrecovered costs;

(2) proceeds, less operating expenses thereafter incurred attributable to the lost interest on an acreage
basis, of that portion of oil and gas thereafter produced and marketed (excluding production from any
wells thereafter drilled) which would, in the absence of such lease termination, be attributable to the
lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said portion of
the oil and gas to be contributed by the other parties in proportion to their respective interests; and

(3) any moneys, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes,

the owner of the interest lost, for the privilege of participating in the Unit Area or becoming a party to

this contract.

Operator shall notify each other party hereto prior to shutting in any gas well located

on the Unit Area and the reason therefor.
ISOPREFP R RN I A G 2 O CEHLEY
18, SALE OF OPERATOR'S INTEREST

--—-Shea}d-any-pa-rerdesire-fo--sd-}-a-}}-armwaﬁﬁm-Mmsmm&smmmW
. tion con-

terests 1

e Unit Area, it shall promptly give written notice to the other parties, with full info

cerning its propostd-sale, which shall include the name and address of the prospectiv rchaser (who must

be ready, willing and able t& chase), the purchase price, and all other ter the offer. The other parties

shall then have an optional prior rig r a period of ten (10) d after receipt of the notice, to purchase

on the same terms and conditions the interest whiel_the T party proposes to sell; and, if this optional right

interest in the proportions that the interest of

cthasing parties. However, shall be no preferential right to pur-

In % ¢ event Unit Operator sells or disposes of all or any part of its intercst in
the lands znd leases covered hereby the right of operation herein conferred upen Unit
Operator shall not run with the transfer of interest or inure to the benefit of Unit
Uparator assignee, but such assignee and the other parties hereto (including Unit
“serator iT it has sold or disposed of lass than all of its interest) shall select the
tnit Crervator for subsequent operations hereunder. Except as otherwise specifically
srovided above, the rights of the parties hereto with respect to the resignation or

removal of the Unit Opsrator and the selection of a successor Unit Operator shall be
soverned by Sections L and 5 of the Unit Agreement.

—8—

“Individual Loss”
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19. MAINTENANCE O UNIT OWNERSIIIP

For the purpose of maintaining uniformity of ownership in the oil and gas leasehold interests covered by
this contract, and notwithstanding any other provisions to the contrary, no party shall sell, encumber, transfer
or make other disposition of its interest in the leases embraced within the Unit Areca and in wells, equipment

and production unless such disposition covers either:
(1) the entire interest of the party in all leases and cquipment and production: or

(2) an equal undivided interest in all leases and equipment and production in the Unit Area.

Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly

subject to this agreement, and shall be made without prejudice to the rights of the other parties.

If at any time the interest of any party is divided ameng and owned by four or more co-owners, Opera-
tor may, at its discretion, require such co-owners to appoint a single trustee or agent with full authority to re-
ceive notices, appiove expenditures, receive billings for and approve and pay such party’s share of the joint
expenses, and to deal generally with, and with power to bind, the co-owners of such party’s interests within
the scope of the operations embraced in this contract; however, all such co-owners shall enter into and execute
all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the

Unit Area and they shall have the right to receive, separately, payment of the sale proceeds thereof.
20. RESIGNATION OF OPERATOR

=——Operator-mayresign—fromits-duties-and-obligations-as-Operator at-amy-timeupon—writtenrnotieeat-not-

less than ninety (90 i to all other parties. In this case, all parti contract shall select by

majority vote in interest, not in numbers, a new

o _shall assume the responsibilities and duties, and

a < eliver to its successor

have the rights, prescri perator by this agreement. The retiring Oper

21. LIABILITY OF PARTIES

The liability of the parties shall be several, not joint or collective. Each party shall be responsible
only for ils obligations, and shall be liable only for its proportionate share of the costs of developing and
operating the Unit Area. Accordingly, the lien granted by each party to Operator in Section 9 is given to se-
cure only the debts of each severally. It is not the intention of the parties to create, nor shall this agreement

be construed as creating, a mining or other partnership or association, or to render them liable as partners.

22. RENEWAL OX EXTENSION OF LEASES
———H—grr-party-geeures—ar remewal-of—ary- o -and- gas-tease-sebiect- to-this comtr ret - erciramd 2 H-othre-oth

“he provisions of this section shall apply to renewal leases whether they are for the entire interest
coveree v the expiring lease cover only a portion of its area or an interest_therein. Any renewal lease

tuken ocfore the expiratioh of its predecessor lease, or taken or contracted for within six (6) months after

the expiration of e existing lease shall be subject to this provision; but any lease tak or contracted for

more  naa X (6) months after the expiration of an existing lease shall not be deemed a rencdwal

lease and

h/< be subject to the provisions of this section.
L

o LL_;\L'D";L‘;[‘\L\_Q Lacthic soction-shall. '\?pL}fL aleageandindikag o rnaoar 44 Q\-Q'anGnnc n{‘i(};_]_an‘d_ £ 'iﬁJg?‘e o

—g —
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23. SURRNIIDER GF LEASES

The leases covered by this agreement, in so fir as they embrace acreage in the Unit Area. shall not be

surrendered in whole or in part unless all parties consent.

However, should any party desire to surrender its interest in any ieasc or in any portion thereof, and
other parties not agree or consent, the party desiring to surrender shall assign, without express or implied
warranty of title, all of its interest in such lease, or portion thereof, and any well, material and equipment
which may be located thereon and any rights in prcduction thereafter secured, to the parties not desiring to
surrender it. Upon such assignment, the assigning pavty shall be relieved from all obligations thereafter ac-
cruing, but not theretofore accrued, with respect fo the acreage assigned and the operation of any well there-
on, and the assigning party shall have no further intzrest in the lease assigned and its equipment and production.
The parties assignee shall pay to the party assignor the reasonable salvage value of the latter’s interest in any
wells and equipment on the assigned acreage, determined in accordance with the provisions of Exhibit “C”,
less the estimated cost of salvaging and the estimated cost of plugging and abandoning. If the assignment is in
favor of more than one party, the assigned interest shiall be shared by the parties assignee in the proportions

that the intercst of each bears to the interest of all parties assignee.

Any assignment or surrender made under this provision shall not reduce or change the assignors’ or sur-
rendering parties’ interest, as it was immediately before the assignment, in the balance of the Unit Area; and
the acreage assigned or surrendered, and subsequent operations thereon, shall not thereafter be subject to the

terms and provisions of this agreement.

24, ACREAGE OR CASH CONTRIBUTIONS

If any party receives while this agreement is in force a contribution of cash toward the drilling of a
well or any other operation on the Unit Area, such contribution shall be paid to the party who conducted the
drilling or other operation and shall be applied by .t against the cost of such drilling or other operation. If
the contribution be in the form of acreage, the party to whom the contribution is made shall promptly execute
an assignment of the acreage, without warranty of title, to all parties to this agreement in proportion to their
interests in the Unit Area at that time, and such acreage shall become a part of the Unit Area and be governed
by all the provisions of this contract. Each party shall promptly notify all other parties of all acreage or

money contributions it may obtain in support of any well or any other operation on the Unit Area.

25. PROVISION CONCERNING TAXATION

Each of the parties hereto elects, under the authority of Section 761(a} of the Internal Revenue Code of
1954, to be excluded from the application of all of the provisions of Subchapter K of Chapter i of Subtitle A of
the Internal Revenue Code of 1954. If the income tax laws of the state or states in which the property covered
hereby is located contain, or may hereafter contain, provisions similar to those contained in the Subchapter of
the Internal Revenue Code of 1954 above referred to under which a similar election is permitted, each of the
parties agrees that such election shall be exercised. Each party authorizes and directs the Operator to execute
such an election or elections on its behalf and to file the election with the proper governmental office or

agency. If requested by the Operator so to do, each party agrees to execute and join in such an election.

Operator shall render for ad valorem taxation all propertyl%{'?%ﬁl’%}q this agreement which by law

should be returned for such taxes, and it shall pay all such taxes/assessed thereonebefore—{thoy-—-becorno—delifin.

~guent~ Operator shall bill all other parties for their proportionate share of all tax payments in the manner
provided in Exhibit “C”.

If any tax assessment is considered unreasonable by Operator, it may at its discretion protesi such valua-
tion within the time and manner prescribed by law, and prosecute the protest to a final determiriation, unless
all partics agree to abandon the protest prior to final determination. When any such protested valuation shall
have been finally determined, Operator shall pay the assessment for the joint account, together with interest and
penalty accrued, and the total cost shall then be assessed against the parties, and be paid by them, as provided

in Exhibit “C”.
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26, INSTRANCE

At all times while operations are conducted nereuncer, Operator shall comply with the Workmen's
Compensation Law of the State where the operations are being conducted. Opcrator shall also carry or pro-
vide insurance for the benefit of the joint account of the parties as may be outlined in Exhibit “D™ attached
to and made a part hereof. Operator shall require all contractors engaged in work on or for the Unit Arca
to comply with the Workmen’s Compensation Law »f the State where the operations are being conducted and
to maintain such other insurance as Operator may require.

In the event Automobile Public Liability Insurance is specified in said Exhibit “D”, or subsequently re-
ceives the approval of the parties, no direct charge #hall be made by Operator for premiums paid for such in-

surance for operator’s fully owned automotive equ pment.
27. CLAIMS AND LAWSUITS

If any party to this contraet is sued on an alleged cause of action arising out of operations on the Unit
Area, or on an alleged cause of action involving title to any lease or oil and gas interest subjected to this con-
tract, it shall give prompt written notice of the suit to the Operator and all other parties.

The defense of lawsuits shall be under the general direction of a committee of lawyers representing the
parties, with Operator’s attorney as Chairman. Suits may be settled during litigation only with the joint con-
sent of all parties. No charge shall be made for services performed by the staff attorneys for any of the
parties, but otherwise all expenses incurred in the defense of suits, together with the amount paid to discharge
any final judgment, shall be considered costs of operation and shall be charged to and paid by all parties in
proportion to their then interests in the Unit Area. Attorneys, other than staff attorneys for the parties, shall
be employed in lawsuits involving Unit Area operations only with the consent of all parties; if oulside counsel
is employed, their fees and expenses shall be considered Unit Area expense and shall be paid by Operator and
charged to all of the parties in proportion to their then interests in the Unit Area. The provisions of this
paragraph shall not be applied in any instance where the loss which may result from the suit is treated as an
individual loss rather than a joint loss under prior provisions of this agreement, and all such suits shall be
handled by and be the sole responsibility of the party or parties concerned.

Damage claims caused by and arising out of operations on the Unit Area, conducted for the joint ac-
count of all parties, shall be handled by Operator ard its attorneys, the settlement of claims of this kind shall
be within the discretion of Operator so long as the amount paid in settlement of any one claim does not exceced
onc thousand ($1000.00) dollars and, if settled, the sums paid in settlement shall be charged as expense to

and be paid by all parties in proportion to their then interests in the Unit Area.

28. FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under
this agreement, other than the obligation to make ricney payments, that party shall give to all other parties
prompt written notice of the force majeure with reasonably full particulars concerning it; thereupon, the
obligations of the party giving the notice, so far as they are affected by the force majeure, shall be suspended
during, bu: no longer than, the continuance of the {force majeure. The affected party shall use all possible
diligence tc remove the force majeure as quickly as possible.

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require
the setiicment of strikes, lockouts, or other labor difficulty by the party i'nvolved, contrary to its wishes; how
all such difficulties shall be handled shall be entirely within the discretion of the party concerned.

The term ‘“‘force majeure” as here employed shall mean an act of God, strike, lockout, or other industrial
disturbance, act of the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, gov-
ernmental restraint, unavailability of equipment, and any other cause, whether of the kind specifically enum-

erated arove or otherwise, which is not reasonably within the control of the party claiming suspension.
29. NOTICES

All notices authorized or required between the parties, and required by any of the provisions of this
agreement, shall, unless otherwise specifically provided, be given in writing by United States mail or Western

Union Telegram, postage or charges prepaid, and addressed to the party to whom the notice is given at the

—11—
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acdresszs listed on Zxkibit "A". The isul
heraof shall be dee mvd given onlj'f en - the
directed and the time for such party tu wiva notic
from the dote ths originating notice iz raced The
stall bz deened siven when deposited in Sta
Union Tcle'raph Company, with postage or

rioht 2o ¢
thereol to

ange its address at any tinz,
11 other parties.

30. OTHER CONDITIONS, IF ANY, ARE:
Ae This agreement shall beconsz effective as of the effacti

¢ date of the
e oer:

\t
said Unit Agrecment and shall remain in full force and effect during th ra of
said “nit Agrecment and any and all extensions or renewals thereof, and, in the
evant of the termination of the said Unit igreement for any reason as to all or
any part of the land now or hereafter incluvded in the Unit Area, this agreement shall
centinuve in full force and effect with respect to any land as to which the said Unit
Agreement terminates which is included in zay drilling unit or proration unit for
any unabandoned well which has been dx*_lo or voxmenced pursuant to this agreemnent

prior to the sald teraination. After such termination (1) the royalties resarved in
the leacs covering any such drilling or proration unit which are applicable to pro-
duction from such unit shall be paid and satisfied from the actual production from
such univ by the owner of the lease coveringz such unit, and the remaining production
thereirom and the cost of all subsegquent cperations thereon shall be allocated among
the parties to this agreexent in accordance with the other provisions of this agree-
ment; such remaining production being in lieu of any other working interest production
from or allocated to such unit to which any working interest owner or owmers night
otheriwise be entitled under this agreemsnt, and (2) any overriding royalties or
additional burdens on production from such drilling or proration unit shall be paid
and satisiied by the owner of the lease covering such unit and such ov ne* shall
hold the other parties harmless from any such overriding royalties and additional bur-
dens on production. The rights and interests of the parties hereto in such drilling
or proration units, the wells thereon and their participation in the production
therefrom and in the cost of operations thereon, shall be governed by the provisions
hereo? and this agreement with respect to each such well and its drilling unit or
proration wnit shall remain in full foreec and effect so long as any well therecn is
being drilled or reworked or is capable of producing oil or gas in paying quantities
and until same is plugged and abandoned and the accounts of all parties hereto are
settled. Wo termination of the said Unit Agreement as to any land (except as a result
of loss or failure of title or loss of a lease through failure to pay rental or shut-
in well payment) shall cause a revision of the participation percentages of the
partizs under this agreement as to the lands as to which this agreement thereazafier
remains effective.

3. Pure, Gulf, Phillips and Texzco are to pay (in the prgp9rt%ons 5c§ iorth
n s Hed‘*e ITT of Exhibit "A") that port of the costs of the Test sell Incwrred w0

&

oy

the flor line connection which is attributable to the 120 acres includad in tho vait

Area by Shell. o ] ) e
In consideration thereof, :i‘i neray conveys to Pure a 507 part, to Zulf

a 22.57 sert, to rhillips a 15% part and to Texaco a 12,59 part of an undivided 1/2

i the ;':seqola estate in said 120 acres tha® it has subjected to the Unit Area,

from the depth of 5200 feet dovn to and including the deepest formation evaluated by
the initizl test well, Pure in turn herehy conveys to Texaco an wdivided 1/2 of its

a2l
eaid 507 part of Shell's said assigned lezasehold. .

B ure alone is to pay that oart of the cost of the Test Well 1ncurred to the
ormcetion which is attributedle to the 640 acres included in the Unit Area

by Tilzon apd oyoring. o
’ In cciu jerabtion thereof iilson and Vyoming hereby convey to Pure an undivi-
dac :/? of the leasehold estate in said 6L0 acres, below the depth of 5200 feet, that
thor huve subjected to the Unit Area.
As between Pure, Gulf, Phillips and Texaco, the costs of said Test Vell to

Jlo: line connectlon shall be borne as follows: Pure LB8.25581% — Gulf 22.50000% -
s 15.00000% - Texaco 1h.2L4Y19%, as set forth in Schedule IT of Exhibit "AM.

At suech time as the Test ell shall have been drilled in accordance with
sions of this agreement, Shel. agreses to execute and deliver to Pure, Gulf,
nd Texaco a stloulatlon in ilie form and language as is set forth in Tnhibit
P ~co? covering an undivided 1/2 {in the proportions of 25% to Pure, 22.59 o
.27, 1iE7 to Phillips, 37. 5¢ to Texaco) of Shell's right, title and interest in a§§

.5 =2 83/l of the S/l of Section 12 and the 1/2 of the NE/L of Section 13, all in
".21-5, n—3h-m, Lea County, New lexico, from the dzpth of 5200 feet down to and

AR

—_12—
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sntele so paid in e propor iulu t}»*
Shell shall make a vood *A*,h u~*o
omin; due but shall not be 1izW

[ IR

o ETVOY any such rental is nov

O OO e

it such time as the Test 7ell 11
Uz provisions of this agreament, ilson ey <
T Lo Parg a stipulation in the form and is set fo i
noreol covering an undivided 1/2 of Wils cn’s and Tyoming‘s right, title and interest
Co s %5 the :r':/L; of the NE/L of Secticn 11, the 5/2 of the Ni/L and the 35/2 of
13, the ¥n/Y4 of the s/l and the 8/2 of the 83/l of Section 1, and the /2
s 1Z/4 of Section 23, all in T-21-8, 3-3l-1, Lza County, Mlew ifexico, below the
2 5200 fe Y. All rentals hercaf Lbr becoaing cue under the terms of the leases
G i ~ "F* hereof shall be paid vy “Wilson and ‘vonlng and Pure shall

.

J S
Tyoming for 1/2 of all such rentals so paid. iilson and Wyoming
nake & vood faith effort to properly and timely pay all such rentals be-
pe shall not be liable to Pure if thr ugh overSLg“t or error any such
ic not 2aid or is erroneously paid.

0. 43 indicated on Exhibit "' herzto, this Unit Opsrating Agreement is
iuitod in its application to depths below 5200 feet beneath the surface of the land

L‘

L

and Lonsen subjacted hereto, and all converances, assignients and similar transfers
ng irterests and leasehold estates provided for herein or to be executed

-0 the provisions hereof shall be likewlise so linmited,
J. :n the event the initiai test well does not penetrate and adequately

~wzt one Devondan formation or is not coupleted as a commercial producer of coil or
©23 &t a lesser depth, then Ddre, Gulf, £hiilips and Texaco shall not have earned
any of the operaiing rlghts owned by Shzll and committed to the mit Azreement. If
the initial test well does not penetrats and adequately test the Devonian foruazion
but the sarme is compdleted as a commercial producer of oll or gas abt a lesser deuily,
then Pure, Gulr, Phillips and Texaco shall have ecarned an undivided one-half (1/2)
interest in Shellt's operating rights comaitted to the Unit Agreacent, only from 52C0
feet below the surface down to the base ol the producing formation in which the initi-
ial test w2ll is completed, or 100 feet beloyw the deepest depth drilled in the init-
isal test vwell, vhichever is the greater ds:th.
In the event the initial test well is not drilled to the Dzvonian format-
ion but production is established in saic well zt a lesser depth, then ?ul , Gulf,
Phillipe znd Texaco shall have two (2) ysurs fro: the date of tke compl t 0% %o
initiel test well within which to cormmence or cause 1o be comienced the actual drill-
ing o & well located within the Unit h“ca and »roceed with due diligencsz *n the
drillinz cf sald well to a depth sufficient to &dGQbat“LV test the Devcnlat foratm
ion (hereinafter referred to as "deeo tast well"), 'hp cost, risk and expanse of
drill =z this deeon test well from the surface dewn t. the d“Duh to which Tuare, Gull,
P%lll,us and Texaco have earned operatln rights under the provisions of the parag-
: ext above shall be borne and paid or non-cunsented to, in accordance with the
¢? tne Unit Agreement and Unit Cporating dzreeuwent. rPure, Sulf, Phillips and
srall bezr Shellt's entire cost, risk and sxpense of the qeeo test well Trom
to wnich Jure, Gulf, Phillips znd Texaco have previously earred operating
. to the comdletion of the duup test well to the flowline connection, In
this ceed test well 1s drilled within the tiue and to the depth herein
whethsr or not the sane is coioleted as a producer or as a dry hole, Pure,

Il 3 Texaco shall have earned an undivided one-half (1/2) interest in
Shellts u”eratlng rights within ~he Unit Area below the depth of 5200 feet
neluding the deepest formation evaluated in the deep test well.
De AS Loed in this agreement, Vilson refers te Wilson 0il Company; ¥Wyo=
ing refers to rrances P. Bolton d.b.a. VWyoming 0il Company; Phillips refers to

e 1rus fetroleun Company, Gulf refers to Gulf 0il Corporation; Pure refers to
b D

N s I N
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This agreement may be signed in counterpart, and shall be binding upon the parties and upon their heirs,

successors, representatives and assigns.

APPROVED
TRADE HE THE PURE OIL COMPANY. .
FORM 2N, 3:7 ‘ e
KETESA: Y oescrierion [D iz R ot
2y | A/’)1;3’71’644;{;? (o

A

) 1
:
’LZ’——

D1vision .lanagsr,

OPERATOR

PHILLIPS PETROLEUM COMPANY

Southern Producing Divisicn

e . !

'

?%%%@7

/
w_ Loz
Vice~President

WILSON OIL COMPANY

ATTEST: v

By

President

- Secretary _ o
' TEXACO INC.

By

Attorney in ract

GULF OIL CORPQRATION

Attorney in Fact

SHELL OIL CCMPANY

Attorney in Fact

FRANCES P, BOLTON
. ‘ d.b.a WYOMING OIL COMPANY

By

—_—13—
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cnt may be signed in
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ntatives and assigns.

counterpit

A e
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a3}

Secretar '

Jo I
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be binding upon the parties and

TES PURE OIL COIANY
2y
DIVIEIon Lanater,
Southern Producing bivisln

Ty

payeY

m
i

ATOR

FINEET A Y
CQUPANY

upon their heirs,

Vice-President

WILSON OIL Coi AJY

By _ -

President

el
.‘_...L.’m“.\./

e

i N ES
AT racwe

torney L

GULF OIL CORPCRATICN

By
Attorney in Faci
FRANCES P. BOLTON
de.bea WYOMING OIL COMPANY
By
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This agreement may be signed in counterpart, and shall be binding upon the parties and upon their heirs,

. successors, representatives and assigns.

THE PURE OIL COMPANY

AEPESA
~—pivTsTon Tanager,
Southern Producing Divis’ on
OPERATOR
' PHILLIPS PETROLEUM COMPANY
ATTEST:
By
Vice-President
Secretary
i WILSON OIL COMPANY
ATTEST:
By
President
Secretary
, TEXACO INC.
R

/Qf‘j S By, Q{f@%fwg

(/Attorney {//Fact /7
GULF OIL CORPCRATION

By,

Attorney in Fact

SHELL OIL COMPANY

By,

Attorney in Fact

FRANCES P. BOLTON
. d.b.a WYOMING OIL COMPANY

By

S 13—
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This agreement may be signed in counterpaii. and sheil be binding upon the parties and upon their heirs,

suczcessors, representatives and assigns.

THE PURE OIL COMPANY
LT

=y

pivisicn ..anager,
Southern Producing Pivis an

OPZRATOR

PHILLIPS PETROLEUM COLPANY

ATTEST:
3y
Vice~President
Secretary
WILSON OIL COMPANY
ATTEST:
By
President
Secretary
. TEXACO INC.
By,
Attorney in ract
GULF OIL CORPORATIO\
=l e
Attorney in Fact
SHELL OIL CCUPANY
By
Attorney in Fact
FRANCES P, BOLTON
- d.b.a WYOMING OIL COMPANY

By
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This agreement may be signed in counterpur o shall be binding upon the partics and upon their heirs,

suuccessors, representatives and assigns.,

o1
b

>§‘
e
v

THZ PURE OIL COXPANY

=

- e
DIVision Lanooel,

ATTEST:

Southern Producins Division

OPERATOR

PHILLIPS PETROLEUL COLIPANY

3y

Secretary

ATTEST:

Vice~President

JILSCN OIL COLPANY

By

?resident

Sgéretary

TEXACC INC.

By

Attorney in ract

GULF OIL CCRPCRATION

By

Attorney 1n ract

SHIZILL OIL CCMPANY

~

3y,

Attorney in Fact

FRANCES P: BOLTON
d.b.a WYOMING OIL COMPANY

3y

e 18—
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ent may be signed in counterp ol shall be binding upon she pariies and upon thelr heics,
SUCCCELOTS, Tepriai.itives and assigns
TEZ PURE CIL COIPANY
B SR
7 ,
Jivisicn WwELE el
Scuthern I i
OPZRATOR
PHILLIPS PETROLEU.LL COMPANY
LTTTEST:
L.
3
-~ Vice-Pregicent
Secretary
OIL COLPANY
ATTEST:
3"
President
Secretary
TEXACC

37,

Attorney in ract

GULF OIL CCRPCRATION

By

AtTtorney in Fact

Attorney in Fact

PRANCES P. BOLTON
d.b.a WYOMING OIL COM2S

v
MOANY

!
]

v
\,/ S
By ) (‘x\(; 1‘
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STATE OF TEXAS
8s

p g N

COUVTY OF HARRTS

"?’The fore&blqbflnstrument was acknowledged before me this W?iﬁ day of

T2 AN 21962, by C. W. Hancock, Division Manager of the Southern
Proaucmngipiy181an af THE PURE OIL COMPANY a Corporation, on behalf of said
Corporathyn.\

/

-:I'. :

- S0
K , ) / '.'N"m ‘ .t A‘c_,-rf!-"v—*/w - .'_;?_A/.:LA—s—"»——-‘
My Comm;§81on Explres INotary Public
o "'Nvfu "
\(

STATE OF TEXAS i
COUNTY OF MIDLAND §

The foregoing instrument was acimowledged before me this day of

, 1962 by ~ of TEXACO INC.,

a corporation, on behall of said corporation.

My Coumission Expires:

Notary rublic

STALTE OF OKLAHOMA

g
COUNTY OF WASHINGTON §

The foregoing instrument was aclnovledged before me thls/é é& day of

16@b C.a. M.ty of PHILLIPS
R corporation, on behalf of said

"] Emomw COuPANYg/a
T corporation.

Notary ~ublic

— b'Com:Lsglon Expires; Ojé{_/ 2 %4/

STATE OF TEXAS

g
COUNTY OF MIDLAND §

The foregoing instrument was acknowledged before me this day of
s 1962 by — of GULF OIL
CORPORATION, a corporation, on behalf oI said corpor-:
ation.

Yy Commission Expires:

Notary fublic

STATE OF TEXAS §
COUNTY OF IIDLAND §
The foregoing instrument was acknowledged before me this day of
, 1962 by of SHELL ,
I ConrANY, a corporation, on behalf of said corporation.

Ly Comnission Iypires:

Notary Puclic
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COUNTY OF HARRIS
The foregoing instrument was acknowledged before me this day oI

» 1962 by C. . PANCOCK of THE PURE OIL COZFinf, an Ohio
corporation, on benalf of said corporation,

wy Commission Expires:

Lotary Pulic

STATE OF TEXAS i
COUNTY OF MIDLAND §

The foregoing instrument was aclnowledged before me this J~ day of
. g 4 ay

_;'_-'.'.;:7/ ./‘"7'/,4,-({:/&/} 3 196§ by - ) of TEXACO INC-,
s N Hn)ga st corporation, on behali of said corporation.
s IS Cozx@»iéSion Ixpires: Zé //jﬂ . ) T A R
e, Jotary rublic ,
Ll (i A L /_L / g l i
,,,,,,, I
STATE OF OKIAHOMA )

COUNTY OF WASHINGTON §

The foregoing instrument was acknowledged before me this day of
, 1962 by T of PHILLIPS
Prir0Lour COMPANY, a corporation, on behalf of said
corporation.

Iy Commission Expires:

Notary rPublic

STATE OF TEXAS §
COUNTY OF MIDLAND §

The foregoing instrument was acknowledged before me this day of
, 1962 vy of GULF OIL
CCRPCZATION, a corporation, on benhall of said corpor-"
ation.

1y gormission Expires:

Notary rublic

STATE OF TEXAS §
CCUNTY OF :IDLAND 1§
The foregoing instrument was aclknowledged before me this day of
, 1962 by of SHELL
0IL COPRY, a corporation, on behalf of said corporation.
7y Somaission Dixpires:

Notary ~Suolic
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The foregoing instrument was ac':nc‘::;ef;if:a before e This day of
1902 by C. e f.::c:qC:: C‘i‘ TE{: Pl)?..: O...._, \JLJ‘:‘;AA“IJ.) an UA;lO

A'O-‘:la-nw"'r A..L

omaAampy T oMmTTr A Q

W hdniil D LI

COUNTY GF IDI

3 - - b s JJ..A\

The forezoing instrument was &ac! nooledged before me this 4av of
1962 by ﬁ o J4(. I:.Uo,
a cor:oration, on ovenalf of saiad corporaulon.

Xy Coumission Expires:

Notary Jublic

Or ONLAROUA

L

STATZ
COUNTY (¥ VILSHINGTON

g

The foregoing instrument was acuacwlieaged before me this day of

s 1962 by - T of PHILLIPS
PRIRCLSUL CCurdNY, a corporation, on behalf of said
corporaticn.

()

1y Commissicrn Ixpires:

Notary Public '

STATZ OF

COUNTY &%

Tas forcozoing instrument was ackaowiedgsd before me this e day or

> 196? bY £ o moesnocy attorney In Waer% of GULF OIL
Lo, & PENNSYLVANIA corporation, on pehall oI sa’'d corpor--

. e ///
=T 3:;»....;;;351911 ‘mXpires: / - [,A‘\‘

\Iotary Bu‘bllc 4

QLT N TR g
B DT
SLALL vl LLAsS

MY A -
LA

The foregoing instrument was acli novledged before me this day of
, 1962 by of SITIY
Ol CAPANY, a corporation, on benalr of said curporation.

Ty O~
G e

. s
c.aission Tidires:

N4 s Jus - K
Notary Jui.ic
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, 1962 by C. .

rooratien, on oenalf of said corzorzticn,.

@]
()
DL’

The foregoing instrument was

1962 vy

day of

Y, an Ohio

‘.A...u.t.’

ac¢. novledged before me

this day of
of TUXACO InC.,

jU]

Cciznission

STLTZ CF OXLATOMA
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Ty
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wroldinGl
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e forzzoing instrument was
, 1962 by

or;oratlon, on benalf or said corporation.

Notary ruvlic

&G r2d before e this

day o:

or . HLLLIPS

corporation, on oehalf o said

PLIR0LLG ClurANY, a
corporavion.

1y Comnission Expires

TATE OF TEX:S  §
.
:

AT TAY
COUNTY {F LMIDIAND Q

for2yoing instrument was

, 1962 by

By

Notary Pudlic

acknonvlecdgeld defore me this day of

of GUIF OIL

corporation, on penall or said corpore-

ation.

[
O

Notary rfublil

STLE O TS ]
CoUln Of DD
.2 foregoing instrument we aC~ iLedged before me this #E day of
. 1962 by /[ TP e of SHIIL

7 / A

coruoratgpn on benal: of said cerporation.
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SICILLTIR ,

ToL7Z 0F SiCTion 11
3-1/2 GF SECTION 12;
SICTION 13;

Nl LEXICO, CONTAINING L 2
LESS, LIMITED TO ALL DZHS

The following lands in Lea Countyr, Mew

T-21-3, R=3i4~E, N..P.M.

Section 11: ZE-1/2
Section 12:
Section 13:
Section 1h:
Section 23:

E-1/2 HE-i/u,
B-1/2
N-1/2 NE-1/i

E-1/2 OF 50770
STCTION 23, ALL IN T-21-3,

wexico:

W=-1/2 Wi-ifh, SE-1/L W7=1/L, and S-1/2
N1/l and S-1/2

RALTS, ATDRESSES AXD DESCRIPTION OF LEASEHOLD OF PARTIES:

Party

-3

he Pure 0il Company
ficdress: First City National
Bank Building,
Houston 2, Texas

Jiicson 03l Company
Address: P, D. Box 457
Artesia
Ney itexico
wnd

frinces P. Bolbon
d/o/a/ wyoming Cil Company
Address: c/fo Wilson 0il Company
2s 0. Box L57

Artesia, Vew lexico

Gulf Oil Corporation
Addrezs: P, 0. Box 1938
Bas=11,
Yo Mexico

Shelil 0il Company
: P. 0. Box 1509
fidland, Texas

Phillips Petroleum Company
Address: Land and Geological Dept.
Bartlesville, Oklahoma

Texaco Inc.
Address: P. 0. Box 3109
u#idland, Texas

INTTRAZSTS OF PARTIES:

Coan Tvhithe+ Mttt L Pacge 9

Description

0il and gas Leasehold covering
SE~1/Li of Section 11, T-21-8,
u.",BJ.""J.J

0il and o'as Leasehold covering
Nh-//h of Section 11,

S=1/2 VW;l and S-1/2 of Scc—
tion 13, NE-l/L 52-1/L and $-1/2
n-;/L of Section 1l, and N—1/2

NE=-1/L of Section 2;, all in
T-21-S, R=-3L-E

0il and gas Leasehold coverinz £-1/2
NE-1/Li of Section 11, 7=1/2 NW;l/h,
SE=-1/L Wi-1/L and “-1/2 sz~-1/L of
Section 12, and N~-1/2 ¥i=1/li of Sec-
tion 13, all in T=21-3, R=3L=~Z

0il and gas Leasehold covering
SE- }/h SE-1/li of Section 12 and
E-1/2 NE-1/l of Section 13, all
in 7-21-5, R-3L-E

0il and gas Leasehold covering
Sv=-1/L "E—l/h of Section 11,
NE-1/L and NW-1/L4 SE-1/L of Sec—
tion 1b, all in T-21-S, R-3L~E

011 and gas Leasehold covering
W-1/Li and SW=1/L SE-1/L, of Sec-
tion 12, T-21-3, R-3L-E
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Pure

A
Gulf

illips

Texaco

3T T - e .
CoLPLETION &0 = Lah SlARG
LaP— - N gn
Aallns or UEng
- H [Sdaiat ~0 I lried
Pure 495,00 237707

Gulf 372.50

Phillips 2L5.CO

“ilscn and Wyoming  320.00

21.71512%
1. L7674
18,60L65%

Shell 6C.C0 3.5L88379
Texaco 222,50 12.936057
L72C.CU L00 . 00000
SCHEDULE IT
TEST WLLL CC8TS
Acres Per Cent
~ure 830,00 L8 .25581¢

Gulf 387.00

Phillips 258,00

2L5.CC
T720.00

Texaco

QN T 7T
Wl Ll

PARTICIPATION T SHE

(120.C0 acres) SHARE

22,50000%
15.,00000%

10,2L519%
TEARAREET
+1G0.0000C,

Acres

in Tract for Thich
Costs Paid

ACres

800,00 5C. 000007
360,00 20,
240.00

200.00
T600.00

12, 500004
100, 00000

(60 = 30 to Texaco) 30.00

bs Y ':)O
.00

(15 # 30 from Pure)
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Atiucned to and mad‘g a part o;,_ '
Dzcember 27, 2 for dlcom ~1/2 ol

Section 11, WLl/Q_i 4-/& end As. /° of
Szction 14 u-1/2 B --1/1, and i .-1/1' az*d '§-1/2 of Section 13,
i i of ueczloﬁ 23, T-21-5,

E-

(JOINT OPERATIONS)

I. GENLEAL PROVISIONS

Definttions
“Joint 2ronerty” sinall mean the real and personal property subject to the agreement to which this “Accounting Pro-
cedure” s aitached.
~Jeint Opcerations” shall mean all operations nccessary or proper for the development, operation, protection and
atenance of tne 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 the Parties.
“I’ax'ti& \‘" shall mean Operator and Non-Operators.

Material” shall mean personal property, equipmernt or supplies acquired or held for use on the Joint Property.
“Controllahle Material” shall mean material which at the time is so classified in the Material Classification Manual
s most recently recommended by the Council of Petroleum Accountants Societies of North America.

Lenilict with Agreement
i the event of a conflict between the provisions nf this Accounting Procedure and the provisions of the agree-
mont to which this Accounting Procedure is atlached, the provisions of the agreement shall control.

Action by Non-Opcrators

agreement or other action of Non-Operators is expressly required under this Accounting Procedure
agreement to which this Accounting Procedure is attached contains no contrary provisions in regard
e agreement or action of a majority in interest of the Non-Operators shall be controlling on all Non-

{

{‘n;m‘mms.

Statemwents and Biilings

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

cupenses, for the preceding month. Such bills will be accompanied by statements reflecting the total charges

and credits as set forth under Subparagraph.,,,,,g,, e 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. Statement of all charges and credits to the Joint Account summarized by appropriate classifications indicative
of the nature thereof, except that items of Controlluble Material and unusual charges and credits shall be detailed.

Pavment and Advances by Non-QOperators

Tach Non-Operator shall pay its proportion of all such bills within fifteen (15) days after reccipt thercof. If pay-
ment is not made within such time, the unpaid balancz shall bear interest at the rate of six per cent (690) per
annum until paid.

Adjustments .
Payvment of any such bills shall not prejudice the right of any Non-Operators to protest or question the correctiness
thereof; provided however, all bills and statements rendered to Non-Operators by Operator during any calendar
vear shall conclusively be presumed to be true and correct after twenty-four (24) months following the end of any
stch calendar year, unless within the said twenty-four (24) month period a Non-Operator takes written excep-
tien thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall be made
unjess 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 VIIL

Audits

A Non-Opcerator, 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 hercunder for any calendar year within the twenty-four
£94) 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 in Paragraph
6 of this Scction 1. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable
offort to conduct joint or simultaneous audits in a raanner which will result in a minimum of inconvenience to
the Operator.

II. DIRECT CHARGES
Subject to limitations hercinafter prescribed, Operator shall charge the Joint Account with the following items:

tentals and Royalties
Delay or other rentals and royalties when such rentals and royalties ares paid by Operator for the Joint Account
of the Parties.

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 assigned to and directly
cemploved 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 11
aind Paragraph 1 of Section IIT; except that in the case of those employees only a pro rata portion of whose
sulavies 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
ivder this Parvagraph 2B may be charged on a “when and as paid basis” or by “percentace assessmoent™ on the
amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this Section I1 and Pura-
craph 1 of Scection 111, If percentage assessment is used, the rate shall be based on the Operator’s cost expericnce.

C. Ixpenditures or coniributions made pursuant to assessiments imposed by governmental authority wi b i o=
piicable to Operator’s labor cost of salaries and wages chargeable to the Joint Account uncer Pari apis 20
s 213 of this Scection IT and Paragraph [ oi Sm"ﬁlm 1.

D, R

casonable personal expenses of those employeces whose salaries and wages are chargeable to the Joint Ace .
rohes Daragraph 2A of this Section IT and for which expenses the employees arce reimbui -va under Operator’s
usual practice.

—_1 —
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3. Emplayee Benefits

Operator’s current vo . o0 eatid cohed plans

ment, stock purchass Goin

vided however, the toial of =
to the Joint Account under Pa:
4. Material

Materiag chased or furnished by Operator for use on the Joint Property. So far as it is reasonably practi-

cal and si=tent 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.
3. Transportation

Transportation of employces 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. Il surplus Material is moved to Opcrator’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 othier 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.

6. Services
A, The cost of contract services and utilities procured from outside sources other than services covered by Para-
graph 8 of this Scction II and Paragraph 2 of Section III.
B. Use and service of equipment and facilities 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 losscs 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.
8. Legal Expense ,
All costs and expernses 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 in settlement or satisfaction of any
such litigation or claims: provided, (a) no charge shall 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 III), ex-
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 of such attorneys is agreed to by Operator and Non-Operators.
9. Taxes
All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation
thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties.
10. 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 provisions of this Section II, or in Section III,
and which is incurred by the Operator for the necessary and proper conduct of the Joint Operations.

HI. INDIRECT CHARGES
Operator may charge the Joint Account for indirect costs either by use of an allocation of district expense items plus a
fixed rate for administrative overhead, and plus the warehousing charges, all as provided for in Paragraphs 1. 2, and 3 of

this Section III OR by combining all three of said items under the fixed rate provided for in Paragraph 4 of this Section
111, as indicated nexi below:

OPERATOR SHALL CHARGE THE JOINT ACCOUNT UNDER THE TERMS OF:
X Paragraphs 1, 2 and 3. (Allocation of district expense plus fixed rate for administrative overhead plus
warehousing.)
[ Paragraph 4. (Combined fixed rate)
1. District Expense :

QOperator shall charge the Joint Account with a pro rata portion of the salaries, wages and expenses of Operator’s
production superintendent and other employees serving the Joint Property and other properties of the Operator in
the same operating arca. whose time is not allocated directly to the properties, and a pro rata portion of the cost of
maintaining and operating a production office knowr: as Operator’s Midland District

ife msurance. hospitalization, pension, retire-
{¢ nature, applicable to Operator's labor cost: pro-
+d ten percent (107) of Operator's labor costs chargeable
= Sec.ion I ana Paragraph 1 of Section IIL

agraphs 2A and 2B o7 (wi

-2
.

office located at or near . sidland, Texas = (or a comparable office if location changed), and neces-
sary sub-offices (if any). maintained for the convenience of the above-described office, and all necessary camps,
including housing facilities for employees if required, used in connection with the operations of the Joint Property
and other properties in the same operating area. The expense of, less any revenue from, such facilities may, at the
option of QOperator, include .depreciation of investment or a fair monthly rental in lieu of depreciation. Such

charges shall be apportioned to all properties served on some equitable basis consistent with Operator’s accounting
practice.

L 2
2. Administrative Overhead

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 covered by Paragraph 1 of this Section III, including
salaries. wages and expenses of personnel assigned to such offices. Such charges shall be in addition to the salaries,
wages and expenses of employees of Operator authorized to be charged as direct charges as provided in Paragraphs
2 and 8 of Section II.

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

s DRILLING WELL RATE {Use Current Producing Depth)
PrOJeCt’ed {Use Total Depth) X All Wells
Well Depth Each ‘Well ' First -Five 7 . Next Five Over Ten
11 Depths $350.00 #60.00 . $50.00 £40.00

maiiers Lefore or involving 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 (arge to the Joint Account.

'
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sator’s Fully Guoned Wuarchouse Operating and 2707 sten: . o0 oxpense
ceseribe tully the agreed procedure to be followed Ly e Operuion)
ncas

Cumbined Fixed Rates
oierator saall charge the Joint Account for the servives cov-vod by Paragraph 1. 2 and 3 of this Scetion 1. the
following 1‘;\ ed per well rates:
WELIL BASIS (RATIH P& WELL PER IONTIDH
PRODUCING WELL RATE

DRILLING WELL RATE {Use Current Producmg Depth)
(Use Total Depth) o Welis
Well Cepth Each Well First Five Next Five Over Ten

o

said Cived rate (shall) (shall not) include salaries and expenses of ploductlon fo1 emen,

A, Lpplication of Administrative Overhead or Combincd Fixed Nlates
“I.e Tollowing limitations, instructions and charges :hall apply in the application of the per well 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 1s released, whichever is later, except that no charge shall be made during the suspension of
driilinz operations for fifteen (15) or more comecutlve days.

B. The status of wells shall be as follows:

(1) Producing gas wells, injection wells for recovery operations, water supply wells utilized for water flooding
operations and salt water disposal wells shell 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 well is plugged a charge shall be made
at the producing well rates.

(3) Wclls being plugged back, drilled deeper, converted to a source or input well, or which are undergoing any
ty e 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 governmental regulatory
body shall be included 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 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 con-
sidered as a producing well for each separately producing horizon.

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 flrst day 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 the
rate currently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum
and Gas Production Workers for the last calendar ycar 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
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uos, and h_projects, as distinguished from the more usual drilling and ploducmo operat: 7 Operator
in addition to the Admini Overhead or Combined Fixed Rates provided for Tagraph 2 and 4 of this
Scction III, shall charge the Joint Acco an additionel overk Tge as follows:
A. Total cost less than $25,000, no charge.
B. Total cost more than $25,000 but le

60,000, % o

C. Toial cost of $100,0 9 of the first $100,000 plus _ ¢ of all over 0 of total cost.
Total cost+hatiThcan the total gross cost of any one project. For the purpose of this Paragraph the ¢o1

—EET xxgﬁﬁ%ﬁﬁaﬁﬁwﬁed—%pﬂﬁ%andﬂhwes%ww&sﬂm% -
7. The specific rates provided for in this Section III may be amended irom time to time by mutual agreement between
the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

IV. BASIS OF CHARGES TO JOINT ACCOUNT
Siibreet to the turther provisions of this Section IV, Operator will procure all Material and services for the Joint Prop-
crly. At the Operator’s option, Non-Operator may supply Material or services for the Joint Property.
i. Purchases
Materiz] purchased and service procured shall be charged at the price paid by Operator after deduction of all dis-
counts actually received.
2. Xaterial furnished {rom Operator s Warehouse or (Other Properties
A. New Material (Condition “A”)
(1} Tubular goods, two inch (2”) and over, shall be priced on Eastern Mill base (i. e. Youngstown, Ohio; Lorain,
Ohio: and Indiana Harbor, Indiana) on a minimum carload basis effective at date of movement and f. 0. 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 of the same kind of Material, effective at date
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-
sraph 2 of Section IV,
7. Usced 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-five per cent (737, ) of the eurrent price of new Malerial,
(2) Material which cannot be classified as Condition “B” but which,
(3) After reconditioning will be further scrviceable for original function as good secondhand Material
(Conaition “B"), or
(5} Is serviceable for original function but substantially not suitable for reconditioning, shall be classifi-
d as Condition “C” and priced at fifty per ceat {30/ ) of current new price.
(3) Obsoclete Material or Material which cannot be classified as Condition “B” or Condition “C” shall be priced
a2t a value commensurate with its use. Material no longer suitable for its original purpose but usable for
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satium Prices

eve s dMaterind is not readily obtainable at prices cin Paragraphs T ond 2 of i cvion IV oiacai s o
ooacrgencics, strikes or other unusual ez wrich the Opcerator has no conivol. the Oueraior

Joint Account for the required Material at the Operator's actual cost incurred in procurine =ik

. .1 sultakle for use, and in moving it {o the Joint Property, provided, that notice in

i lo Non-Opcrators of the proposed CH;“HL prior to Lilling Non-Operators for such Materinl. RO

“wios shall have the right, by so electing and notifying Operator within 10 days after receiving notice fzom

‘povicor to furnish in kind all or part of his shure of such Material suitable for use and acceptable to Operator,

varranty of Material Furnished by Operator
Opericor does not warrant the Material furnished. In case ¢f defective Material. credit shall not be passed to the

it Acevount until adjustment has been received by Operctor from the manufacturers or their agents.
sment and Facilities Furnished by Operator
ri.tor shall charge the Joint Account for use of equipment and facilities at rates commensurate with cost of
wup and operation. Such rates shall include cost of maintenance, repairs, other operating cxpense, in-

. taxes, depreciation and interest on investmient not to exceed six per cent (6:) per annum, provided
rates snall not exceed those currently prevailing in the immediate area within which the Joint Property is
cci. Ratles for automotive equipment shall generally be in line with the schedule of rates adopted by the
»ievet Motor Transport Association, or some other recognized organization, as recommeded uniform charges
insi Joint Property operations. Rates for laboratory scrvices shall not exceed those currently prevailing if
§ ormed by outside service laboratories. Rates for trucks, tractors and well service units may include wages
und cxpenses of operator.
“Whenever reguested, Operator shall inform Non-Operators in advance of the rates it proposes to charge.
. Rutes shall be revised and adjusted from time tc time when found to be either excessive or insufficient.

V. DISPOSAL OF MATERIAL

g»r@to; may purchase, but shall be under no ob’igation to purchase, interest of Non-Operators in surplus Condi-
AT er B Material. The disposition of surplus Controllable Material, not purchased by Operator, shall be subject
aend lmtwcui Operator and Non-Operators, provided Operator shall dispose of normal accumulations of junk
«p Muaierial eliher by transfer or sale from the Joint Prcperty.

> 73
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¢riay Zarchased by the Operator or Non-Operators

Muaterial purchasea by either the Operator or Non-Operators shall be credited by the Operator to the Joint Account
‘o the month in which the Material is removed by the purchaser.

ivision in Kind

Division of Material in kind, if made between Operator anc. Non-Operators, shall be in proportion to the respective
interests in such Material. The Parties will thereupon be charged individually with the value of the Material re-
ceived or receivable. Proper credits shall be made by the Operator in the monthly statement of operations.

Sales to Cutsiders

Sales to outsiders of Material from the Joint Property shall oe credited by Operator to the Joint Account at the net
amount collected by Operator from vendee. Any claim by vendee related to such sale shall be charged back to the
Joint Account if and when paid by Operator.

VI. 3ASIS OF PRICING MATERIAL TRANSFERRED FROM JOINT ACCOUNT
Material purchased by either Operator or Non-Operators or divided in kind, unless otherwise agrecd to between
Operator and Non-Operators shall be priced on the following basis:
New Price Defined
New price as used in this Section VI shall be the price specified for New Material in Section IV.
New Gaterial
New Material (Cordition “A”), being new Material procured for the Joint Property but never used, at one hundred
per cent {10095) of current new price (plus sales tax if any).
Good Used Material
Good uscd Material (Condition “B”), being used Material in sound and serviceable condition, suitable for reuse
without reconditioning:
A At seventy-five per cent (759%) of current new price if Material was charged to Joint Account as new, or
5. At sixty-five per cent (65%) of current new price if Material was originally charged to the Joint Account as
secondhand at seventy-five percent (75%) of new price.
Cther Used Material
Used Material (Condition “C”), at fifty per cent {509.) of current new price, being used Material which:
A, Is not in sound and serviceable condition but suitable for reuse after reconditioning, or
B. Is serviceable for original function but not suitable for reconditioning.
Bad-Order dMaterial
Material {Condition “D"), no longer suitable for its original purpose without excessive repair cost but usable for
some other purpose at a price comparable with that of items normally used for such other purpose.
Junk {aterial
Junk terial (Condition E”), being obsolete and scrap Material, at prevailing prices.
v Used Xaterial
When the use of Material is temporary and its service o the Joint Property does not justify the reduction in price as
nrovicded for in Paragraph 3 B of this Section VI, such Material shall be prlced on a basis that will leave a net charge
to the Joint Account consistent with the value of the service rendered.

VII. INVENTORIES
Operator shall maintain detailed records of Material generally considered controllable by the Industry.

Periodic Inventories, Notice and Representation

Al reasonable inter vals inventories shall be taken by Operator of the Joint Account Material, which shall include
all such Material as is ordmarlly considered controllable. Written notice of intention to take inventory shall be
ziven by Operator at least thirty (30) days before any inventory is to begin so that Non-Operators may be repre-
sented when any inventory is taken. Failure of Non-Operators to be represented at an inventory shall bind Non-
Operators to accept the inventory taken by Operator, who shall in that event furnish Non-Operators with a copy
“hereor.

Tempd

Teconciliation and Adjustment of Inventories

Reconcidetion of inventory with charges to the Joint Account shall be made, and a list of overages and shortages

i e jointly determined by Operator and Non-Operators. Inventory adjustments shall be made by Operator
K Jeint Account for overages and shortages, but Operator shall be held accountable to Non-Operator only

Jor shorieooes due to lack of reasonable diligence.

sneeind baventories

. ‘\'cntori&_s may be taken whenever there is any sale or change of interest in the Joint Property. It shall be

of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes
such cases, both the seller and the purchaser shall be governed by such inventory.

Y .
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all operations hereunder Oserator shall cbtain and carry for the

-

protection of the parties hereto insurance
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Workmen's compensation insurance neeting the require-
ments of the State of New lexico;

Employer's Liability Insurance in an amount of $100,000.00
for all damages from one or more claims arising from each
accident;

Comprehensive Automobile Public ILiability and Property
Damage Insurance on all noter vehicles used in connect-
ion with the operations conducted hereunder, with limits
of $50,000,00 for any one person injured or killed and
$100,000,00 maximun as a result of any one accident where
rore than one person is injured or killed, and property
damage limits of $25,000.00;

Public Liability Insurance on all operations conducted
hereunder with limits of 3100,000.00 for any one person
injured or killed and $300,000.00 maximum as a result of
any one accident where more than one person is injured
or killed. No public preperty damage coverage is includ-
ed in this Section D.

The actual premiums paid for all insurance, except as provided in Section

26 of this agreement, shall be charged to the joint account of the parties hercto.

Any liability, loss, damage, claim or expense resulting froam accidents or

occurences not covered by insurance of the character referred to above, or in

excess of the insurance actually carried under the above provisions, shall be

borne by the parties hereto in the proporticns shown on page 2 of Exhibit "A%,

In event Operator is unable to procure¢ and maintain any of the insurance enumer-

ated above,

Operator shall promptly give written notice thereof to the other

parties and in such event resulting loss, damage, claim and expense shall be

borne by the parties hereto in proporiion to their respective interests in the

Unit Area.

Such notice shall also constitute a waiver of the requirenent that

Operator procure and maintain the insurance which is the subject of the notice,

Any party hereto may carry such additional insurance for its sole protect-

ion and benefit and at ilts own expense as any such party may desire.
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STATE CF NEW MEXICO
s KNOW ALL MET BY TrESE SRESZITS:
COUNTY OF LEA §

WHERZAS, The Pwre 0il Company, hsreinalver referred to as "Pure", Gulf
01l Corporation, hereinafter referred to as "Culf", Phillips retrolewn Company,
hereinafter referred to as "Phillips™, Teraco Tnc., herzinafier referred to as
1

"Texaco", Shell 0il Company, hereinafts:r referred to as "Shell', ilson Cil Company
and Frances P. Bolton d.b.a. Wyoming Uil Company, entered into an Operating Agree-
ment dated the 27th day of December, 1952, which provides, among other thingzs, that
aS consideration for being carried free of cost to the flow line comnection on the
initial well provided for therein, Shell agrees to execuis and deliver to Pure,
Gulf, Phillips and Texaco a stipulation as evidence that Shell is holding in its
nazae for Pure, Gulf, Phillips and Texaco an undivided one-half (1/2) interest in
Shellts oil and gas lease, as follows:

lew llexico State Lease No. B-1.167, dated September 6, 1932, from
the State of New liexico, lessor, to Shell 0il Corporation, lessee,
covering the Southeast Quarter (SZ/L) of the Southeast Quarter
(SE/L) of Section 12; and the Bast one-half (E/2) of the North-
east Quarter (NE/L) of Section 13; all in T-21-3, R-3L-E, Lea
County, New Mexico,

rom the depth of 5200 feet down to and including the dsepest formation evaluated
by the initial test well,

VHERFAS, said initial well hereinaboves referred to has been drilled as
provided for in the aforesaid Operating Agreeanent.

NOW, THEREFORE, in consideration of the sum of Une Dollar ($1.00) in
hand paid by Pure, Gulf, Phillips and Texaco to Shell, Shell hereby stipulates and
agrees that it is holding in its name for Pure, Gulf, Phillips and Texaco an un-
divided one-half (1/2) of its right, title and interest in and to the above describ-
ed oil and gas lease, from the depth of 5200 feet down to an including the de' 2st
formation evaluated in the initial test well.

Shell further agrees that said undivided one-half (1/2) interest shall g
held for Pure, Gulf, Phillips and Texaco in the following proportions:

PUre.ecees.«.25%
Gulf,vseoeeeel2.57
PhillipSeeeesl5%
TE€XaCOe evssee3Te5%e

IN WITNESS WHEREOF,Shell has executed this instrument this day of

, 196

SHELL OIL COMFANY

L

Attorney in Fact

(Acknowledgement to be attachad to original executed instrunent.)
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STATE OF NEW MEXICO §
§ KNOW ALL S BY TITER PRLSTITS:
COWITY OF LEA 8

WHEREAS, The Pure Oil Company, hereinzfier referred io as "Pure", Gulf 0il
Corporation, Phillips Petroleum Company, Texaco Inc., Shell 0il Company, “ilson 0il
Company, hereinafter referred to as Miilson®™, and Frances P. Bolton 4.,bD.a. Wyoming 0il
Company, hereinafter referred to as "Fyoming", entered into an Operatinz Agreement
dated the 27th day of December, 1962, which provides, auong other tiings, thai as
consideration for being carried free of cost to the flowline connection on the initial
well provided for therein, Wilson and \Wyoming agree to execute and deliver to Pure a
stipulation as evidence that Wilson and ‘Jyoming are holding in their names for Pure
an undivided one-half (1/2) interest in Wilson and Vyoming's o0il and gas leasecs, below
the depth of 5200 feet, as follows:

1. Wew lexico State Lease No. B-5807, dated December 10, 1936, from
the State of New iMexico, lessor, to Francis C. Wilson, lessee,
covering the South One-ilalf (8/2) of the Northwest Quarter (NW/L),
the Southwest Quarter (S¥/L), the Viest One-Half (¥/2) of the South-
east Quarter (SE/4) and the Southeast Quarter (SE/L) of the South-
east Quarter (SE/4) of Sestion 13, T-21-5, R-3L-E, Lea County, New
Mexico.

2, New iexico State Lease No, B-8251, dated July 10, 1939, from
the State of New Mexico, lessor, to Roy G. Barton, lessee, cov-
ering the Northeast Quarter (NE/L) of the Southeast Quarter
(sz/L) of Section 13, T-2-3, R-3L-E, Lea County, New iexico.

3. New ifexico State Lease No. B-908l, dated April 10, 1941, frox
the State of New Mexico, lessor, to "ilson 0il Company, lessec,
covering the Northeast Quarter (NE/L) of the Southeast Quartsr
(sE/l) of section 1, T-21-S, R-3L~E, Lea County, New iexico.

L. New lfexico State Lease Mo. B-11510, dated lovembsr 10, 19Lb,
from the State of New iexico, lessor, to Tilson 0il Company,
lessee, covering the South One-Half (S/2) of the Southeast Quar-
ter (SE/L) of Section 1l and the North One-Half (%/2) of the
Northeast Quarter (NE/4) of Section 23, T-21-S, R-3h~E, Lea
County, New lexico.

5. New texico State Lease No, E~8L38, dated September 21, 195,
froa the State of New Mexico, lessor, to Wilson 0il Coapany,
lessee, covering the Northwest Quarter (NW/L) of the KWortheast
Quarter (NE/L) of Section 11, T-21-3, R-3L-E, Lea County, New
Mexico,

WHEREAS, said initial well hereinabove referred to has been drilled as pro-
vided for in the aforesaid Operating Agreement.

NOW, THEREFORE, in consideration of the sum of One Dollar ($1.00) in hand
paid by Pure, Wilson and Wyoming hereby stipulate and agree that they are holding in
their names for Pure an undivided one-half (1/2) of their right, title and interest
in and to the above described oil and gas leases, below the depth of 5200 feet.

IN WITNESS WHEREOF, Wilson and Wyoming have executed this instrument this
day of » 196 .

WILSON OIL COMPANY

President

FRANCES P. BOLTON
d.b.a WYOMING OIL COMPANY

By,

- we = s am e

(Acknowledgments to be attached to original executed instrument.)



STATT OF NEN MEXICO §

§  KNOW ALL =1 BY T CTUUUTIITS:
COTITY OF LEA )

WHERZAS, The Pure Cil Coempany, r ra2fe
Cornoration, Phllllps Petroleun Company, nCe, 508
Company, hereinafter referred to as iilsor®, ond rraucas
Company, hereinafter referred to as "iyoxing!, enteresd in

53
dated the 27th day of December, 1962, which provides, amon
o

consideration for being carried free of coct to the flow line conncct nothe initial
well orovided for therein, Wilson and ‘Jyouing agree to execute and del*vz“ Lo Pure a
stipulation as evidence that Wilscn and lycaoing are holding in their names for Pure
an undivided one-half (1/2) interest in Vilson and ¥yoming's oil and gas leoases, below
the depth of 5200 feet, as follows:
1. MYew Mexico State Lease Yo. 3~5807, dated Decenber 10, 1930, fronm

the State of New Mexico, Lessor, to Francis C. Wilson, lessee,

covering the South One—ua 2 (8/2) of the Northwest Quarter (Ni/4),

the Southwest Quarter (SI’L,, the Tesh Cne-Half (U /9) of the South-

sast Quarter (SE/L) and the Southeast Quarter (¢ ?/h) of the Souta-

2ast Quarter (SE/L) of Se:tion 13, T-21-3, R-3L-3, Lea County, ew
Kexicoe.

2. MNew Mexico State Lease No, 3-8251, dated July 10, 1939, froa
the State of New lexico, .essor, to Roy C. Sarvon, lsssee, cove
ering the Northeast Quartsr (N5/L) of the southeast Cuarter
(sE/L) of Section 13, T-21-3, R-3L-3, Lea County, ncw .axico.

3. lNew iexico State Lease No. 3-908L4, dated fpril 10, 19.1,
the State of New Mexico, ?essor, to Tilsen 04l Cor muv,
covering the Northeast qur er (NE/4) of the Southeast

Quart-
(s/L) of Section 1, T-21-3, R-3L-E, Lea County, New Lexico.

. MNew llexico State Lease o. 3-11510, dated loveaser 10, 19Ll,
from the State of New liexico, lessor, to Tilsen Cil Cocmpany,
lessee, covering the South One-llalf (S/2) of the Southeast Quar-
ter (SE/L) of Section 1L and the Yorth One-Half (1/2) of the
Northeast Quarter (NE/L) of Section 23, T-21-S, R-3L-T, Io=z
County, Wew .exico.

R 5. lew exico State Lease Mo, D-8L73, dated gepteaver 21, 19
froa the State of New liexlico, 1eu¢u;, to ullson Oil Coupa
lessee, covering the Northwest Quarter (“X/’ f the Yort!

Quarter (NE/L) of Section 11, T-21-3, R-34—u, Lma County,
; Mexico.

WHEREAS, said initial well hereinabove referred to has been drilled as pro-
vided for in the aforesaid Operating Agreement.

i
-

NOW, THEREFORE, in comsideraticn of the
paid by Pure, Wilson and ¥Wyoming hereby stipulate
their names for Pure an undivided one-half ( 1/2) o

in and to the above described oil and gas lease

um of One Dollar ($1,00) in hand
d agree that they are holdinz in
their right, title and interest
below the depth of 5200 feet.
IN WITNESS WHEREOF, Wilson and VWyoming have executed this instrument this
day of , 196 .

)

H)'EJ
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WILSCH OIL CCiPANY

By

FRANCES . EOLTOCH
d.b.a TYOLING OIT CoNpaNY

(Acknowledgments to be attachad to original executed instrument.)



