b

Manzano Qil Corporation P.O. Box 2107
Roswell, New Mexico 88202-2107
(505) 623-1996

August 4, 1999 FAX (505) 625-2620

Mr. Michael L. Stogner
01l Conservation Division
Department of Energy .

M"%&»z
Minerals and Natural Resources I? . [z : !Ig 5 U xg {b !
2040 South Pacheco Street i e D’
Santa Fe, New Mexico 87505 L AUG 6 1500 ,
Re:  Application for Administrative Approval M{ o
of Unorthodox Well Location oIL CONSER VATION Df;;2

Esperanza #2
Eddy County, New Mexico

Dear Mr. Stogner:

At one time all of the lands in Sections 2, 3, 4, 10, 11, and the N/2, SW/4,
W/2SE/4, NW/4SE/4 of Section 9, Township 22 South, Range 27 East were
subject to Operating Agreement dated November 4, 1968 between Union Oil
Company of California as Operator and J.M. Huber, et al, as non-operators.
Through its acquisition of Unocal's southeastern New Mexico properties in 1997,
Matador Petroleum Corporation succeeded to the interest of Unocal as to this
agreement which is still in full force and effect. All depths are included as to the
lands contributed to the Operating Agreement and Matador Petroleum Corporation
would be the Operator to any well drilled under the lands subject to the Operating
Agreement. There are no unleased mineral interests in the W/2 of Section 2, all of
Sections 3 and 4, and the N/2 of Sections 9 and 10. Any lands not subject to
referenced Operating Agreement, Manzano Oil Corporation has under lease.

Enclosed is a copy of this Operating Agreement which is not of record although
there 1s constructive notice filed in Eddy County and we have title opinions that
reference said Operating Agreement on file in our office. I hope this is what you
need in order to complete our Administrative Approval of Unorthodox Well
Location for our Esperanza #2 well. If not, please contact me at (505) 623-1996.
Sincerely,

MU Bro— s’ '/ g-1-/777

7 /e
Mike Brown /; /’/ ,”/ %:/
Enclosure
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/ ~ OPERATING AGREEMENT
THIS AGREEMENT, entered into U)is_w__{tﬁh_.,_ day of . _ November
UNLON_OIL COMPANY OF CALJIFORNTA
hereafter designaled as “Opcerator”, and the signalory parties other than Operator.
WITNESSLETH, THAT:

ey 19,()_..8,,__, hetween

-

WHEREAS, the parties to this agreement are owners of oil and gas,lcaécs 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 cxplore and develop these leases and inlerests for oil and gas to the extent and as hereinafter
provided;

NOW, THEREFORE, it is agreed as follows:
1. DEFINITIONS

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

(1) The words “party” and “parties” shall always mean a parly, 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 “oil 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 deseribed in Exhibit “A".

(6) The term “drilling unit” shall mean the areca 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, LLOSS OF LEASES AND OIL AND GAS INTERESTS

A. Title Examination:

lease
There shall be no examination of title to leases, or lo oil and gas interests, except that title to thefdrilling

w0it on which the exploratory well is to be drilled in accordance with Section 7, which/lllxe:'r.'se' utt is more
particularly described in Exhibit “A”, shall be examined pn a complele abstracl record by Operator’s attorney,
or,/'rtg?ihgﬂ&c? %%,t’;ig‘%%xgieéguy&g%{ﬁ( “s*ct g%s&%%;?%%%b%stdr@bi(m%}?wgﬁ 1;»,?1)1:{ uli:&mxrﬁns, 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 cxamixﬁr1g attorney’s opinion shall be sent to each party immediately after the
opinion is writlen, and, also, cach parly shall be given, as they are wrilten, a copy of all subsequent supple-
mental attorney’s re[‘Jorts. A good faith effort to salisfy the examining attorney’s requirements shall be made
by the party owning the lease covering the drillsite.

If 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 parties do not acceptl the title, the parties shall select a new drillsite for the
first exploratory well; provided, if the parties arc unable to ugrece upon another drillsite, this agreement shall,
in that case, come to an end and all partics shall then forfeit their rights and be relieved of obligations here-
under. If a new drillsite is sclected, title lo the oil and gas lease covering it and to the fee title of (he Jessor
shall be examined, and title shall be approved or acceptcd'or.rcjcctcd in like manner bas provided above con-
cerning the drillsite first se'lecled. Jf title to the oil and gas lease covering the sccond choice drillsite is not
approved or accepted, other drillsites shall be successively selected and title examined, until a drillsite is chosen

—_1—
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to which title is approved or accepted, or until the parties fail to sclect another drillsite,  As in the case of (he
drillsite fivst sclected, so also wilh successive choices if the time comes that the parties have nol approved
title and are unable llo agree upon an allernate drillsite, the contract shall, in that case and at thatl time, come
to an end and all parties shall forfeit their riglits and be relieved of obligations under this contract.

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

B. Failure of Title:

Should any oil and gas leasc, 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 parlies 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 adjuslment of ecxpenses 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 title 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 therctofore 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 cosls attribulable 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-
me'nt, 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 Leasces for Causes Other Than Title Failure:

If any lease or interest subject to this agreemen! 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 Josses 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
AR AHIDPEUPEACAT NG K HHABA I S EX IR AL CAE KNG DG HER AT KBRS RSN YOI
FOUTYHSTR O IR IR AR TOERYOH EXAR {5 K AVOTR N YE BSSA LY IENXS EAHITEY A KK XS DN 0¥ VIKAN K B NS E AN B TABK SR KX KR ERYK
AR SPRRR0EN IO AN PRI PR EF DN B XS LB WEKUOXS HE R M B BT BB IR Yo tRYSF XS A NINIG BV E X 83 TG B IS aT N
AIGTAS e He U I B o tIK HR T AN g as N E X eXatEACH CAXHe e OU R AR I BHE XK X XSUSHX P MY ROR AT MoWe X

BRI, LT BB ROV IRTOHEXSLUNTE B RO K LN E XY S EN S RS a5 VIR B8 XSWR X KRG X Yok¥ ek
SHEETRSE. There are no unleased interests.

" B 4. INTERESTS OF PARTIES _

Exhibit /45X lists all of the parties, and their respective percentage or fractional interests under this
agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under this con-
tract shall be borne and paid, and all equipment and material acquired in operations on the Unit Area shall be
owned, by the parties as their interests are given in Exhil)il/';.}}\',;‘(. All production of oil and pgas from the Unitl
Arca, subjecl to the payment of lessor’s royaltics, shall also be owned by the pm'lio.% in the same manner,

—2
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If any oil and gas lcase covered by this agreement is subject to an overriding royally, produclion pay-
ment, or other charge over and above the usual onc-eighth (&) royalty, the party conlribuling that lease shall
asstine and alonce bear all such excess obligations and shall account for them to the owners thereof oul of ils

share of the working interest production of the Unit Arca.

5. OPFRATOR OF UNIT

UNION OIL COMPANY OF CALIFORNIA shall be the Operator of

the Unit Area, and shall conducl and direct and have full control of all operalions on the Unit Area as per-
mitted and required by, and within the limits of, this agrecement. 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 suslained,

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

this agreement.
6. EMPLOYEES

The number of employces and their seleclion, and the hours of labor and the compensalion for services
performed, shall be determined by Operalor. All employees shall be the employees of Operator.
7. TEST WELL

On or before the____ Ist _dayof December _, 1968, Operator shall commence the drill-
ing of a well for oil and gas in the following Jocation:

NW/4 Section 10, T-22-S, R-27-E, Eddy County, New Mexico,

and shall thereafter contlinue the drilling of the well with due diligence to a depth sufficient to test

the Strawn Reef Formation, or to a maximum depth of 10,700 fcet below the surface,
vhichever is the lesser,

or condition
unless granile or other practically impenetrable substanceAs encountered at a lesser depthor unless all parties

agree to complete the well at a lesser depth.

Operator shall make reasonable tests of all formations encountered during drilling which give indica-
tion of containing oil and gas in quantlities sufficient to test, unless this agreement shall be limited in its ap-
plication to a specific formation or formations, in which cvent 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 fest as a dry hole, it shall first secure the conscnt of all parties to the plugging, and the

well shall then be plugged and abandoned as promplly 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 partics 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 {rom time to time to demand and receive from the other
parties payment in advance of their respeclive shares of the eslimated amount of the costs to be incurred in
operalions hereunder during the next succeeding month, which right may be exercised only by submission to
each such party of an itemized statement of such eslimated costs, together with an invoice for its share there-
of. Each such statement and invoice for the payment in advance of estimated costs shall be submitted on or
before the 20th day of the next preceding month. Each party shall pay to Opcerator its proportionate share of
such cstimate within fifteen (15) days after such estimale and invoice is received. If any parly fails to pay its
share of said estimate within said {ime, the amount due shall bear interest at the rate of gkgl}txqgﬁi(cﬁ%m ))g?%)
annum until paid. Proper adjustment shall be made monthly between advances and actual cost, to the end

that cach party shall bear and pay its proportionate share of actual costs incurred, and no move,

—_—3
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! ‘ 9. OPERATOR'S LIEN

Operalor is given a first and preferred lien on the interest of each parly covered by this coniract, and
in cach party's interest in oil and gas produced and the proceeds therecof, and upon cach 'party‘s interest in ma-
terial and equipment, to sccure the payment of all sums due from each such parly to Operator.

In the event any parly fails to pay any amount owing by il to Opecrator as ils share of such cosls and
expense or such advance estimale within the time limited for payment thereof, Operator, without prejudice to
other existing remedics, is authorized, atl ils election, to collect from the purchaser or purchasers of oil or gas,
the proceeds accruing to the working interest or inlerests 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 lo rely upon Operator’s stalement
as to the amount owing by such party.

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

tionately in accordance with the contributions theretofore made by them,

10. TERM OF AGREEMENT

This agreement shall remain in full force and effect for as Jong as any of the oil and gas leases subjecled
to this agreement remain or are continued in force as to any part of the Unit Area, whether by production, ex-
tension, renewal or otherwise; provided, however, that in the event the first well drilled hereunder results in
a dry hole and no other well is producing oil or gas in paying quantities from the Unit Area, then at the end
of ninety (90) days after abandonment of the first test well, this agrcement shall terminate unless one or
more of the parlies are then engaged in drilling a well or wells pursuant {o Section 12 hereof, or all parfics
have agreed to drill an additional well or wells under this agreement, in which event this agreement shall con-
tinue in force until such well or wells shall have been drilled and completed. If production results there-
from this agreement shall continue in force thereafler as if said first test well had been productive in paying
quantities, but if productlion in paying quantities does not result therefrom this agreement shall {erminate
at the end of ninety (90) days after abandonment of such well or wells. It is agreed, however, that the term-
ination of this agreement shall not relieve any parly hereto from any liability which has accrued or atlached
prior to the date of such termination.

11. LIMITATION ON EXPENDITURES

Without the consent of all parties: (a) No well shall be drilled on the Unit Areca 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 lo the drilling of a well shall include consent o all
necessary expenditures in the drilling, lesting, completing, and equipping of the well, including nccessary
tankage; (b) No well shall be reworked, plugged back or deepened except a well reworked, plugged back or
decpencd pursuant to the provisions of Scction 12 of this agrecment, it being understood that the consent to
the reworking, plugging back or decpening of a well shall include consent {o all necessary expenditures in
conducting such operations and completing and cquipping of said well to produce, including necessary tank-
age; (c¢) Operator shall not undertake any single project reasonably estimated to require an expenditure in
excess of_Five Thousand & NO/10Q===mcomemccmmacamom e cccccemw Dollars ($.9,000.00---+

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

requesl, furnish copies of its “Authority for Expendifures” for any single project cosling in ex-
cess of $5_)_0__O_Q_-_QQ_-___
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12. OPERATIONS BY LESS THAN ALL PARTIES

If all the parlvics cannol mutu.nlly agree upon the drilling of any well on the Unit Arca other than the
test well provided for in Section 7, or upon the reworking, deepening or plugging back of a dry hole drilled
al the joinl expense of all parties or a well jointly owned by all the parties and not then producing in paying
quantities on the Unit Area, any party or parlies wishing to drill, rework, deepen or plug back such a well
may give the other parties writlen nolice of the proposed operation, spécifying the work 1o be performed,
the location, proposed depth, objective formation and the estimated cost of the operation. The parties recciv-
ing such a notice shall have thirty (30) days (except as to reworking, plugging back or drilling deeper, where
a drilling rig is on location, the period shall be limited to forty-cight (48) hours exclusive of Saturday or Sun-
day) /z?f{erl?&%llpthg lilcajé‘%%tice within which to notify the partics wishing to do the work whether they clect
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 cosl of the

proposed operation.

If any party recceiving such a notice elects not to participate in the proposcd operation (such party or
parties being hercafter referred to as “Non-Consenling Party"), then in order to be entitled to the bencfits
of this section, the party or parties giving the notice and such other parties as shall elect to participate in t.he
operation (all such parties being hereafter referred to as the “Consenting Parties) shall, within thirty (30)
days after the expiration of the nolice period of thirty (30) days (or as promplly 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 proposcd operation and complele it with due diligence.

The entire cost and risk of conducting such operations shall be borne by the Consenting Partics in the
proportions that their respective inlerests as shown in Exhibil “A” hear {o the Lotal interests of all Consenting
Parties. Consenting Parties shall keep the leaschold eslates involved in such operations free and clear of all
liens and encumbrances of every kind created by or arising from the operations of the Consenling Partics. If
such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well atl their sole
cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of ihis
section resulls in a producer of oil and/or gas in paying quantities, the Consenting Parlies shall complele 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 Consenling Parties
in accordance with the provisions of this seclion, each Non-Consenting Party shall be deemed to have relin-
quished to Consenting Parties, and the Consenting Parties shall own and be entitled o receive, in proportion
to their respective interests, all of such Non-Consenling Party’s interest in the well, its léasoho]d operating
rights, and share of production therefrom until the proceeds or market value thercof (after deducling pro-
duction taxes, royally, overriding royally and other. interests payable out of or mecasured by the production

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

(A) 1009 of each such Non-Consenling Party’s share of the cost of any newly acquired surface equipment
beyond the wellhead connections (including, but not limited to, stock tanks, separators, treafers,
pumping cquipment and piping), plus 1009% of each such Non-Consgenting Parly"s share of the cost of
opcration of the well commencing with first production and continuing until each such an-Consonting
Party's relinquished interest shall revert to it under other provisions of this section, it being agreed that
each Non-Consenting Parly's share of such costs and equipment will be that interest which would l'mvo
been chargeable to each Non-Consenling Party had/){.lt]';l)axphaclgrgajlgﬁ in the well from the beginning of

the operation; and

(B) 2009 of that portion of the cosls and cxpenses of drilling, reworking, deepening or plugging back,
testing and completing, after deducling any cash contributions reccived under Section 24, and 2007
of that portion of the cost of newly acquired equipment in the well (lo and including the wellhead

conncctions), which would have been chargeable to such Non-Consenting Party ifﬁﬂll]ia(??)]z’utt}gi%alcd

therein,
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In the case of any reworking, plugging back or decper drilling operation, the Consenting Parlics shall
be permilted to use, free of cost, all casing, {ubing and other cquipment 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 cach parly receiving its proportionatle part in kind or in value.

Within sixty ($0) days afler the completion of any operation under this seclion, the party cenducting
the 01301‘ali6115 for the Consenling Parlies shall furnish cach Non-Consenling Parly with an inventory of
the equipment in and connecled o the well, and an ilemized slatement of ihe cost of drilling, decpening,
plugginé back, testing, compleling, and equipping the well for produclion; or, at its oplion, the operaling
party, in Jicu of an itemized stalement of such costs of operation, may submit a detailed statement of monthly
billings. Each month thereafter, during the time the Consenling Parties are being reimbursed as provided
above, the Consenting Parties shall furnish the Non-Consentling Parlies with an itemized statement of all
cosls and liabilities incurred in the operation of the well, together with a stalement 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
-producti(;n during the preceding month. Any amount realized from lhe sale or other disposition of equip-
ment newly acquired in connection with any such operation which would have been owned by a Non-Con-
seniing Parly had sk liaxﬁ?cxi‘gailgg 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 it 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-Consenling Parly shall automatically
revert to it and from and afier such reversion such Non-Consenting Party shall own the same interest in such
wel}, the operating rights and working interest therein, the material and equipment in or pertaining thereto,
and the production therefrom as such Non-Consenling Parly 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
partics, 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 paftern

for such source of supply.

The provisions of this section shall have no application whatsoever to the drilling of the inilial test
well on the Unit Area, but shall apply to the reworking, deepening, or ph;gging back of the initial test well
after it has been drilled to the depth specified in Section 7, if it is, or thereafler 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. RIGHIT T0 TAXE PRODUCTION IN KIND
have the right to
Each party shall/take in kind or separately dispose of ils 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-
alions and in preparing and treating oil for marketing purposes and production unavoidably lost. Each barty
shall pay or deliver, or cause to be paid or delivered, all royaltics, overriding royalties, or other payments
due on ils share of such production, and shall hold the other parties {ree from any liability therefor. Any
exira expenditlure incurred in the taking in kind or scparate disposition by any parly of its plprrliOnnlC

share of the production shall be borne by such party. No communitization of any lease shall
affect the rights of any party to take or dispose of its share of production.
Fach parly shall exccute all division orders and contracts of sale pertaining to its interest in produc-

tion from the Unit Arca, and shall be entitled to receive payment direct from the purchaser or purchasers

thereof for its share of all production.
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In the event any party shall fail to make the arrangements necessiry to take in kind or separately
digpose of its proportionate share of the oil and gas produced from the Unit Arvea, Operator shall have the
right, subject to revocation al will by the party owning il, bul not the obligation, to purchase such oil and
gas or scll it to others for the time being, at not less than the market price prevailing in the area, which
shall in no cvent be less than the price which Operator receives for ils portion of the oil and gas produced
from the Unit Arca. Any such purchase or sale by Operator shall be syll)jéct always to the right of the
owner of the production to excrcise 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 salc into interstale commerce of any other party's share of gas production withoul first giving such

other party sixly (60) days nolice of such intended sale.

14. ACCESS TO UNIT ARFA

Each party shall have access to the Unit Area at all rcasonable limes, 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,
fm.‘nish cach of the other parties with copies of all drilling reporl(s, 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 cullings taken from any well drilled on the Unit Area.

15. DRILLING CONTRACTS

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

in the field in contracts of independent contraclors 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 Secction 12 hercof 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 operalion 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 estimated cost of plugging and abandoning. Each abandoning party shall then assign to the non-
abandoning parties, without warranly, 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 cquipment, together with its interest in
the leasehold estale as to, but only as to, the interval or intervals of the formation or formalions 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 assignecs shall be in a ralio based upon the relationship of
their respective percentages of participation in the Unit Arca o the aggregate of the percenlages of pm:tici—

pation in the Unit Arca of all assignees. There shall be no readjustinent of interest in the remaining portion
of the Unit Area.

After the assignment, the assignors shall have no further responsibilily, liability, or inierest in the
operation of or production from the well in the interval or intervals then open. Upon request of the assignees,
Operator shall continue to operate the assigned well for the account of the non-abandoning partics at the

rates and charges conlemplated by this agrcement, plus any additional cost and charges which may arise as

the result of the separate ownership of the assigned well,

.
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17. PELAY RENTALS AND SHUT-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 ils own expense. I'roof of each payment
shall be given to Opcrator at least ten (10) days prior to the rental or shut-in well payment date, Operator
shall furnish similar proof to all other parties concerning payments it makes in connection with its leases. Any

parly may lcqueqt and shall beier?{lntx]tﬁg té)olyoacﬂve proper cvidence of all such payments, If, through mistake
or ovcrqngh( any delay rental/or shut-in well payment is not paid or is erroncously paid, and as a resull a lease
or interest therein terminates, there shall be no monetary liability against the party who faxled to make such
payment. Unless the party who failed to pay a rental 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 Jease which has terminated.” In the event the party who failed to pay the
rental or the shut-in well paymentl shall not have.been fully reimbursed, at the time of the loss, {rom the pro-
ceeds of tl-le sale of oil and gas attributable to the lost interest, calculated on an acreage basis, for the develop-
ment and operaling costs theretofore paid on account of such inlerest, 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 rcimbursement:

(1) proceeds of oil and gas, less operating expenses, therctofore acerued to the credit of the lost interest, on

an acrecage basis, up to the amount of unrecovered costs;

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

(3) any moneys, up to the amount of unrccovered costs, that may be paid by any p%n*ty who is, or becomes,
the owner of the interest lost, for the privilege of participating in the Unit Area or becoming a partly to
this contract.

SELECTION OTF NEW OPERATOR
18. PREFERENTIARX BIGET TOOBURER AR

SHEHIAHRYOPAREEK A TEE o XeIX MK OIK AR B AN XITeLeX s Xon dEE XIS IRt HeLUoX Bk xd b ks sy
LECEREEXDO, IHECTO ATHR, X1 XSBAUK ROt 0@ INUB I RS H IO DN B O Bar L ES Y WU RO DDO oAt X
X B HEDHOKe D K XMe X X HEU S XD KO XL RO HA R OT A HAGHeRK e R HEOI LN ECH N DU TR HARN X CINOU oSt
¥ EEHUH, XIS B SO AK A X THERHELGEY X DB EDA K PXICH XK ALK RO TIEXOMXIe X0 X X THH XtherK rard e
EROTIREOH RS RMY OREEHRK BB E¥H TR 00X M XHITO R RGO ORUEL KR AP S0  RUTE X0 K XS yass
DRTE XA BUHIEN K K1 M H X A Kok RO H IR HOEK Har L HBHOROORUSHU X KA X st fsxoptipha it
R ey eeivel X he muclasiedrantios S XS HECH IR PUDTEREN EAINTeR I XN mmwmm-uonsxmmtxmexmmrzess: o(
IR DRHEK UK hE DKt Es K of st ribaiog e tieOdlan syve i hera s bn uxefg rentiat wieh trepnes
RIHEEO D USROS WRRIT A RATRK XRIR e IO IOX EAKK tSXI;OXCDQXt.SXK{K.‘(C\(Xﬁ@i)‘{v){é{bK)i&XﬁﬁéiféméW)336(‘123"1_\'
XN 2R HX 10D ROII A X X S e X eTX I XOIK H{ RISRORXOIKH A ALK HANIRIRK O H T D CRUEXLOX A KLU UGN U0Y
SPAYENBEO R AN YOIX SNBEIA IR S X BHreh{ R OMPERYX 0% MG R KM P REFCI OIS H XA F S AR 0NN XN e
ool Rt s s

Should a sale be made by Operator of its rights and interests, the other parl.ies shall have the right
within sixty (60) days after the daté of such sale, by majority vole in interest, to select a new Operator. If
a new Operator is not so selected, the transferce of the present Operator shall assume the duties of and actl as
Operator. In cither case, the retiring Operator shall continue to serve as Operator, and discharge its duties
in that capacily under this agreement, until ils successor Oberntor is selected and begins to funclion, but the
present Operator shall not be obligaled {o conlinue the performance of its duties for more than 120 days afler

the sale of its rights and int;ercsls has been completed.

—f—

“Individual Toss”
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, 19. MAINTENANCE OF UNIT OWNERSIHIDP
For the purpoéc of maintaining uniformity of ownership in the oil and gas leaschold 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 Area and in wells, equipmont

and production unless such disposition covers either:
(1) the entire interest of the partly in all leases and equipment 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 parly 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 among and owned by four or more co-owners, Opera-
tor may, at its discretion, require such co-owners to appoint a single trustce or agent with full authority to re-
ceive nolices, approve 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 operalions 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 may resign from .its duties and obligations as Operator at any time upon written nolice of not
less than ninety (90) days given to all other parties. In this éasc, all parties to this contract shall select by
majority vote in interest, not in numbers, a new Operator who shall assume the responsibilities and duties, and
have the rights, prescribed for Operator by this agreement. The reliring Operator shall deliver to its successor

all records and information necessary to the discharge by the new Operator of its dulies and obligations.
21. LIABILITY OF PARTIES

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

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

22. RENEWAL OR EXTENSION OF LEASES
If any parly secures a renewal of any oil and gas lease subject to this contract, each and all of the other
parties shall bc notified promptly, and shall have the right to participate in the ownership of the rencwal lease
nsofar as it covers lands, in the Unit Area . o )
by paying to the party who acquired it their several proper proportionate shares of the acquisition cost, which

shall be in proportion to the interests held at that time by the parties in the Unit Area.

If some, but less than all, of the partics elect to participate in the purchase of a renewal leasc, it shall
be owned by the parties who elect to participate therein, in a ratio based upon the relationship of their respec-
tive percentage of participation in the unit area to the aggregate of the percentages of participation in the unit
arca of all parties participating in the purchase of such rencwal lease. Any rencwal lease in which less than

all the parties elect to participate shall not be subject to this agreement.

Each party who participates in the purchase of a rencwal lease shall be given an assignment of jls pro-
portionate interest therein by the acquiring party.

The provisions of this scction éha]l apply to rencewal leases whether they are for the entire interest
covered by the expiring lease or cover only a portion of its arca or an interest therein. Any renewal leasc
taken before the expiration of its predecessor lease, or taken or contracted for within six (6) months afler
the expiration of the cxisting lease shall he subject to this provision; but any lease taken or contracted for
more than six (6) months after the expiration of an existing lcase shall not be deemed a renewal lease and

shall not be subject to the provitions of this section.

The provisions in this section shall apply also and in like manner to extensions of oil and gas leases.

—_—
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23. SURRENDER OF LEASES

The leases covered by this agrecment, in so far as they embrace acreage in the Unit Aren, shall nol be

surrendered in whole or in part unless all pariies consent.

However, should any party desire to surrender its interest in any lecase or in any portion thercof, and
other parties not agree or consent, the party desiring to surrender shall assign, without express or implied
warranty of title, all of its intcrest in such lecase, or p%lmqo?xf }.er%(s)f.,}atn. %}:)err\%e a%{agtcx]igl 131111)8 y(?u])i')mon?
which may be Jocated thereon and any rights in production thereafter secured, to the parties not desiring to
surrender it, Upon such assignment, the assigning party shall be relieved from all obligalions thereafter ac-
cruing, butl not therctofore accrued, with respect to the acreage assigned and the operation of any well there-
on, and the assigning party shall have no {urther interest 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 equipmeﬁt 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 shall be shared by the parties assignee in the proportions

that the interest 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 CASII CONTRIBUTIONS

If any party receives while this agreement is in force a contribution of cash toward the drilling of a
well or any olher operation on the Unit Arca, such contribution shall be paid to lhe party who conducted the
drilling or other opcration and shall be applied by it 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 wqrrant¥ of title, to all pa 'lies to this agreement uumroln%mtx?réiégﬁﬂit

costs of the well on which the contribution' is pre icated in proporlion to
xrxterest&mxhecﬂmb(muamk:thaixtxmezéandmuwmm.rgmmalbbccﬁm‘m LIRS LADTHEXEN AR K Bgoguieriet]
respective interests at that time.

brxailstheoprowisionssof xtigsigontret. 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,
Contributions in connection with initial test well are governed by Section 30.

25. PROVISION CONCERNING TAXATION
fully and finally
Each of the parties hereto jelects, under the authority of Section 761(a) of the Internal Revenue Code of

1954, to be excluded from the applicaéion oIf al] of {he provisipng of Subchapter K of Chapler 1 of Subtitle A of
and all similar provisions.

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 hereafier contain, provisions similar {o those vcontained in the Subchapter of

the Interhal Revenue Code of 1954 above referred to under which a similar election s permitied, each of the

parties agrees that such election shall be exercised. Earh:pantypxnuthorizesantidirsedsst HroOpoxtondtny xexuenls

sichianelectipmareleckions onxits behatsand: inufiteothrxatertion: xoithx tHe XpropE K X KoM H e R X B IHoe Y

agennyy. If requested by the Operator so to do, each party agrees to exccule and join in such an eleetion,

Operator shall render for ad valorem laxalion all property subject to this agrcement which by law
should be rcturned for such taxes, and it shall pay all such taxes assessed thereon before they become delin-
quent. 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 protest such valua-
tion within the lime and manner prescribed by law, and prosecute the protest to a final determination, unless
all parties agrec o abandon the protest prior to final delermination. When any such protested valuation shall
have been finally delermined, Operator shall pay the assessment for the joint account, together with interest and

penally accrued, and the total cost shall then be assessed against the parties, and be paid by them, as provided
in Exhibit “C”.

— 10 ~—
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26. INSURANCE

At all times while opcrations are conducted hercunder, Operalor shall éomply with the Workmen's
Compensalion Law of the State where the operalions are being conducled, Operator shall also carry or pro-
vide insurance for the benefit of the joint account of the parlies as may be outlined in Exhibit “D” attachéd
to and made a part hereof. Operator shall require all contraclors engaged in work on or for the Unil Area
to comply with the Workmen’s Compensation Law of the Stale where the opérations are being conducted and
to mainlain'such other insurance as Operalor 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 shall be made by Operator for premiums paid for such in-

surance for operator’s fully owned automolive equipment.
27. CLAIMS AND LAWSUITS

If any party to this contract is sued on an alleged cause of aclion arising out of operations on the Unit
Area, or on an alleged cause of action involving title to any lecase or oil and gas interest subjected {o this con-
tract, it shall give prompt writlen notice of the suil to the Operalor and all other parties.

The defense of lawsuits shall be under the general direction of a committee of lawyers representing the
pérties, with Operator's attorney as Chairman. Suits may be scttled during litigation only with the joint con-
sent of all parties. No charge shall be made for services performed by the staff atlorneys for any of the
parties, but otherwise all expenses incurred in the defense of suils, 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 witlh 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 resull 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 Arca, conducted for the joint ac-
count of all parties, shall be handled by Operator and its attorneys, the setllement of claims of this kind shall
be within the discretion of Operator so long as the amount paid 1n settlement ot any one claim does not excecd
one thousand ($1000.00) dollars and, if settled, the sums paid in scttlement 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 money payments, that party shall give to‘all olher parties
prompt written notice of the force majeure with reasonably full particulars concerning it; thereupon, the
obligations of the parly giving the notice, so far as they are affected by the force majeure, shall be suspended
during, but no longer than, the continuance of the force majcure. The affecled parly shall use all possible
diligence to remove the force majeure as quickly as possible,

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not rcquife
the seéttlement of strikes, lockouls, or other labor difficulty by the party involved, contrary to its wishes; how
all such difficullies 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 encmy, war, blockade, public riot, lightning, fire, stot';n, flood, explosion, gov-
ernmental restraint, unavailability of equipment, and any other cause, whether of the kind specifically enum-

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

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

Union Telegram, postage or charges prepaid, and addressed o the parly to whom the nolice is given at the

—11 —
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addresses listed on Exhibit “A”. The originaling notice to be given under any provisidn hercof shall be deemed
given only when received by the party to whom such nolice is directed and the time for such party to give any
notice in response therelo shall run from the date the originating nolice is received. The sccond or any re-
sponsive notice shall be deemed given when deposited in the United States mail or with the Western Union
Telegraph Company, with postage or charges prepaid. Bach party shall have the right to change its address

at any time, and from time to time, by giving written notice thercof to all other parties,

30. OTHHER CONDITIONS, IF ANY, ARE:

A, Any party hereto, upon request, shall, as soon as practicable, submit to Unit
Operator copies of its respective leases embracing lands committed to the Unit:
Area, together with all rental receipts and copies of any and all title opinions
covering said lands, and shall loan to Unit Operator for examination all
abstracts which it may have covering said lands. Unit Operator shall procure

- all supplemental abstracts and other title papers which may be necessary or
required to examine title to any drillsite tract committed to the Unit Area, All
expenses incurred in examining title in connection with the initial test well
shall be charged as an expense to the parties participating in the drilling of
same in proportion to their respective interests as shown in Column 8 of Exhibit
"B" attached hereto. Title expensge in connection with subsequent wells drilled
hereunder shall be charged to the participants in their respective proportions
as showm in Column 6 of Exhibit "B" attached hereto.

B. PARTICIPATION AND COST OF THE INITIAL WELL

Union Oil Company of California ("Union'), J. M. Huber Corporation ("Huber"),
Pierce & Davis, David J. Sorenson ("Sorenson"), and T. J. Sivley ("Sivley')

have agreed and do  hereby agree to bear and pay, as shown in Column 8 of
Exhibit "B" attached hereto, all costs.and expenses (including title costs and
expenses) incurred and assume all risks which are attributable to the interests
of Stoltz & Company (''Stoltz"), Chambers & Kennedy, and Skelly 0Oil Company
("'Skelly") in drilling, testing, plugging and abandoning (if a dry hole), and
completing and equiping through the tanks or separator as applicable (if a well
capable of producing oil or gas in paying quantities) the initial well required
in Section 7 hereof. If said well is drilled to the anticipated depth, as re-
quired in Section 7 hereof, and the same is completed as a well capable of
producing oil and/or gas in paying quantities, Stoltz, Chambers & Kennedy, and
Skelly have agreed and do hereby agree to contribute an undivided one half (1/2)
interest in and to their respective leasehold interests committed to this Unit
Agreement as shown on Exhibit "A" attached hereto, said contributions being
made in proportions as shown in Column 3 of Exhibit "B" attached hereto to Union,
Huber, Pierce & Davis, Sorenson, and Sivley in proportions as shown in Column 4
of Exhibit "B'" attached hereto.

c. I1f the initial test well is completed as a dry hole, all casing and other material

which may be salvaged therefrom shall be owned by the parties in accordance with
the participation percentage reflected in Column 8 of Exhibit "B" attached hereto.

D. ASSIGNMENT OF LEASEHOLD INTERESTS

In the event the injtial test well is completed as a well capable of producing
in paying quantities, Stoltz, Chambers & Kennedy, and Skelly shall promptly
execute and deliver unto Union, Huber, Pierce & Davis, Sorenson, and Sivley such
instruments, in recordable form, as may be necessary to transfer unto and esgtab-
lish record title in Union, Huber, Pierce & Davis, Sorenson, and Sivley an un-
divided one half (1/2) interest in and to their respective leases and leasehold
estates described in Exhibit "A" attached hereto, and to the operating rights in
and under such leases. Such interest shall be transferred without warranty of
title either express or implied, and shall be subject to their proportionate
burden of any and all overriding royalty interest or other lease burdens payable
out of production from such leases created prior to the effective date hereof,

and such interest shall further be subject to all terms and conditions of this
agreement. ' :

—_12 —
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PARTICIPATION IN TiE INLTIAL WELL AND PRODUCTYON 'IIEREFROM

1) Stoltz, Chambers & Kennedy, and Skelly shall each be entitled to an interest
in the nature of an overriding royalty of 1/16 of 8/8 of all production from
the initial well reduced in the proportion that each party's surface acreage
bears to the total gross surface acreage covercd hereby.

2) In the event the initial test well is completed as a well capable of producing
in paying quantities, all oil, gas and other liquids or gaseous hydrocarbons
produced, saved, and marketed therefrom, and all casing, tubing, wellhead
connections, tanks and other equipment installed in connection therewith and
necessary to place same on production, shall be owned by the parties partici-
pating in the cost of the drilling of such well in accordance with the parti-
cipation percentages reflected in Column 8 of Exhibit "B" hereto until payout
of such well (hereinafter referred to as "payout period"). Such "payout period"
terminates effective on the first day of the month next following the month
during which Union, Huber, Pierce & Davis, Sorenson, and Sivley shall have
recouped all reasonable and actual expenses incurred by its drilling, completing
equipping and operating (including workovers, if any) said test well from the
proceeds or market value of that share of production from such well credited to
it in Column 8 of Exhibit "B" attached hereto, after deducting production taxes,
royalty, overriding royalty and other interest payable out of or measured by
such share of production from initial well, including Stoltz, Chambers & Kennedy,
and Skelly overriding royalty interests.

3) The cost of drilling, testing, completing and equipping the initial well, if
productive, and its operating costs for recovery of cost for payout purposes
ghall be determined in accordance with the Accounting Procedure - Exhibit "C"-
attached hereto. Union, as Operator, shall furnish all parties on an annual
basis and at payout of recoverable costs cumulative statements of these costs
and also cumulative production of o0il and/or gas and the amounts received for
such production; and after payout shall likewise furnish all parties evidence
in the change of ownership of production and the well and equipment in connection
therewith. At such time as the payout period for the initial well terminates,
Stoltz, Chambers & Kennedy, and Skelly overriding royalty interests, reserved
above, shall convert to a working interest in the initial well, reduced in the
proportions that each party's net remaining surface acreage, as shown in Column
5 of Exhibit "B'" attached hereto, ‘bears to the total gross surface acreage
covered hereby,

All costs, expenses and liabilities incurred in the operations of this Unit Agree-
ment on the Unit Area, other than operations in connection with the initial test
well until payout period, shall be borne and paid and all equipment and material

required in the operations on the Unit Area shall be owned by the parties hereto
in accordance with their respective participation percentages reflected in Column
6 of Exhibit "B" attached hereto.

Operator shall promptly notify each other party of the following:
1) The date of the first oil run from any well located on the Unit Area.

2) The date that gas from any well located on the Unit Area is first turned
onto stream. ’

3) The date on which any gas well located on the Unit Area is shut-in and the
reason therefor; however, prior to shutting in such gas well, Operatoxr shall
give ten (10) days notice and shall likewise give notice wheén a gas well is
again put on stream. :

Provided, however, that if Operator fails to make such notification there shall be
no liability on the part of the Operator for failure to make such notification,

WAIVER OF RIGHT OF PARTITION

All of the parties hereby waive, during the effective term of this agreewent with
respect to the oil and gas lecases, interests jin oil and gas estates subject to
this agreement and personal property located thereon, the benefit of any and all
Jaws and statutes of the State of New Mexico relating to actions for partition of
recal and personal property, and all do hereby covenant during the existence of
this agrecement not to resort to any action at law or in equity to apportion the
aforesaid real or personal property with respect hercto.
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Fair _and Equal Fmploymeat - Union s an Equal Opportunity Employer, It is
agreed with ecach party as a condition of the Aprcement as follows:

.1)

2)

i .
That in the pcrférmancc of this Agrcement Operator shall not engage in
any conduct or practice which violates any applicable law, order, or
regulation prohibiting discrimination against any person by rcason of
his race, color, religion, national origin, sex, or age.

This contract or any subcontract in connecction thercwith is subject to
the Rules and Regulations approved by the Sccretary of Labor under

Executive Order 11246, as amended; and a copy of the Equal Opportunity
and Nondiscrimination Provision of Section 202 of Executive Order 11246,
and a copy of the Certification of Non-Segregated Facilities are made a

'part heredéf and are set forth below:

"Equal Employment Opportunity Provision

‘puring the performance of this contract, each party hereto agrees and will

likewise require of contractors in connection herewith as follows:

a),

b)

d)

e)

f)

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

That 1t will, in all solicitations or advertisements for employees
placed by or on behalf of said party, state that all qualified appli-
cants will receive consideration for employment without rcgard to
race, religion, color, sex or national origin.

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

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

That £t will furnish all information and reports required by Executive
Order 11246 of September 24, 1965, and by the rules, regulations, and
orders of the Secretary of Labor, or pursuant thereto, and will permit
access to its books, records, and accounts by the contracting agency
and the Secretary of Labor for purposes of investigation to ascertain
compliance with such rules, regulations, and orders.

In the event of noncompliance by ‘any party hereto with the nondiscrim-
ination clauses of this contract or with any of such rules, regulations,
or orders, this contract may be canceled, terminated or suspended in
vhole or in part, insofar as such noncomplying party is concerned, and
it may be declared ineligible for further Government contracts in
accordance with procedures authorized in Exccutive Order 11246 of Scp-
tember 24, 1965, and such other sanctions may be imposed and remedies
invoked as p:ovidod in Executive Order 11246 of September 24, 1965,

or by rule, ‘regulation, or order of the Secretary of Labor, or as

" othervise plovided by law.
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§) That {1t will include the provisions of paragraphs a) through g) in
every subcontract or purchasc order unless exempted by rules, regu-
lations, or orders of the Secrctary of Labor issucd pursuant to
Section 204 of Executive Order 11246 of Scptember 24, 1965, so that
such provisions will be binding upon cach subcontractor or vendor.
That_ it will take such action with respect to any subcontract or
purchase order as the contracting agency may direct as a means of
enforcing such provisions including sanctions for noncompliance:
Provided, however, That in the event it should become involved in,
or thrcatened with, litigation with a subcontractor or vendor as
a result of such direction by the contracting agency, it may
request the United States to enter into such litigation to protect
the interests of the United States.

h) Each party hereto acknowledges that ft may be required to file
Standard Form 100 (EEO-1) promulgated jointly by the Office of
Federal Contract Compliance, the Equal Employment Opportunity
Commission and Plans for Progress with Joint Reporting Committee,
Federal Depot, Jeffersonville, Indiana, within thirty (30) days
of the date of contract award if such report has not been filed
for the current year and otherwise comply with or file such other
compliance reports as may be required under Executive Order 11246,
as amended and Rules and Regulations adopted thereunder.

1) Each party hereto further acknowledges that it may be required to
develop a written affirmative action compliance program as required
by the Rules and Regulations approved by the Secretary of Labor
under authority of Executive Order 11246 and supply operator and
all other parties with a copy of such program if operator or any

or all other partics so request.

 CERTIFICATION OF NON-SEGREGATED FACILITIES

1) Operator assures each party that it does not and will not maintain or
provide for its employees any segregated facilities at any of its estab-
lishments, and that it does not and will not permit its employees to perform
their services at any location, under its control, where segregated facili-
ties are maintained. For this purpose, it is understood that the phrase
"segregated facilities" includes facilities which are in fact segregated on

a basis of race, color, religion, or national origin, because of habit, local
custom or otherwise. It is further understood and agreed that maintaining or
providing segregated facilities for its employees or permitting its employees
"to perform their services at any location under its control where segregated
facilities are maintained is a violation of the equal opportunity clause
required by Executive Order 11246 of September 24, 1965.

2) Operator further understands and agrees that a breach of the assurance
herein contained subjects it to the provisions of the Order at 41 CFR Chapter
60 of the Secretary of Labor dated May 21, 1968, and the provisions of the
equal opportunity clause enumerated In contracts between the United States of
America and Operator; and further understands that whoever knowingly and will-
fully makes any false, fictitious or fraudulent representation may be liable
to criminal proseation under 18 U,S.C. § 1001,
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i

This agrcemcht may be signed in counterpart, and shall be binding upon the parties and upon their heirs,

successors, representatives and assigns.

HURRBSR:

ATTEST:

UNION OIL COMPANY OF CALIFORNIA

By

Attorney-in-Fact

OPERATOR

ATTEST:

ATTEST:

ATTEST:

ATTEST:

— 13—

J. M. HUBER CORPORATION

By

STOLTZ & COMPANY

By

DAVID J. SORENSON

MARTIN YATES, III

NIELSON ENTERFPRISES, INC.

By

PENNZOIL UNITED, INC,

By

STETCO 68 LIMITED

By




ATTEST:

T. J. SILVLEY

PAN AMERYT.CAN PETROLEUM CORPORATION

By

ATTEST:

SKELLY OII. COMPANY

By

ATTEST:

TEXAS OIL & GAS CORPORATION

By

ATTEST:

CHAMBERS & KENNEDY

By

ATTEST:

PIERCE & DAVIS

By

NON-OPERATORS

- -13A-



EXHIBIT A"

Attached to and made a part of Operating Agreement dated November
4, 1968, between UNION O1L COMPANY OF CALIFORNIA, as Operator,
and J, M, HUBER, et al,, as Non-Operators, covering the lands
described below in Eddy County, New Mexico.

1. The Unit Area shall consist of the following described lands:

Township 22 South, Range 27 East, N.M.P.M.

Section 2: All
Section 3: All
Section 4: All
Section 9: N/2, SW/4, N/2 SE/4, SW/4 SE/4
Section 10: All

Section 11: All



Pape 1

_ . EXHIBET AT
Carlsbad Drilling Block
Carlsbad Prospect-7382
Eddy County, New Mcxico

PENNZOIL COMPANY - 50%, STETCO 68 LIMITED - 507%

Lease 96350

Lease 96349

Lessor: U.S.A. (NM 0473303)

Lessee: W. Hirshon

Assignor: H. T. Hilliard and wife, Barbara P, Hilliard
Assignee: Pennzoil Company

Date of Lse: 1-1-64

Term: 10 years

Royalty: 12.5% plus 5% production payment until $750.00
per acre for number of acres assigned and paid

Desc: Lots 1 and 2, S/2 SE/4 Section 3, and N/2 NE/4
Section 10, Township 22 South, Range 27 East

Net acres:

Lease 96351

Lessor: U.S.A. (NM-0454018)

Lessee: A. J. Heiser

Assignor: H. T. Hillard and wife, Barbara Hilliard

Assignee: Pennzoil Company

Date of Lse: 12-1-63

Term: 10 years

Royalty: 12.5% plus 5% production payment until $750.00

. per acre for number of acres assigned and paid

Desc: S/2 NE/4, N/2 SE/4 Section 3, Lots 3 and 4,
and $/2 NW/4 Section 4, and S/2 NE/4 Section 10,
Township 22 South, Range 27 East

Net acres:

Lessor: Paul H. Wersell and wife, Lila 1., Wersell;
Clara Wersell, a single woman; John Wersell,
a single man; individually and as the sole and
only beneficiaries and heirs at law of the
estate of Joe Wersell, deceased,

Lessee: G. Dee VWilliamson

Date of Lse: 10-12-65

Term: 10 years

Royalty: 12.5% plus 5% production payment until $750.00
per acre for number of acres assigned and paid

Daesc: Lots 3 and 4, Section 3; Lots 1 and 2, Section 4;

Net acres:

Township 22 South, Range 27 East
159.25 ‘

CHAMBERS & KENNEDY - 50%, STOLTZ & COMPANY - 50%

- Lease

Net acres:

Lessor: U.S.A. (NM 0554481)
Lessee: Jo Ann Walker
Date of Lse: 8-1-64
Term: 10 years
Royalty: 12.5% - plus 5% of 8/8 ORR
Desc: NW/4 and NW/4 SW/4 Section 11; .
Township 22 South, Range 27 EFast
Net acres: 200,00 .
SKELLY OIL COMPANY
TLease . L
Lessor: State of New Mexico (K-1255)
Lessee: Skelly 01l Comwpany
Date of Lse: 3-21-61
Texrm: 10 years
Royalty: 12,5%
Desc: S/2 su/4, su/4 SE/4 Sec. 2, T-22-S, R-27-E

280.00



Fxibit "A" - Page 2

J. M. NWUBER CORPORATION - 50%, Yierce & David - 50%

Lease

Lease

DAVID J.

Lessor:
l.essce:

Assignor:
Assignee:
Date of Lse:
Term:
Royalty:

Desc:

Net Acres:

Lessor:
Lessee:

Assignor:

Assignee:

Date of Lse:
Term:
Royalty:
Desc:

Net acres:

SORENSON

Lease

- Lease

Lessor:

lessee:

Date of Lse:
Term:
Royalty:
Desc.

Net acres:

Lessor:

Lessee;
Date of Lse:

~Term:

Royalty:
Desc:

Net acres:

Ralph Nix and Frances Nix, husband and vife 1/2

J.M, Huber Corporation, a New Jersey Corporation 50%
Pierce and Davis, a Partnership 50%
10-15-66

5 years

18.75%

NE/4 Section 2, Township 22 South, Range 27 East,
Eddy County, New Mexico

80.18

U.S.A. (N1 0554482)

Lucy M., English and husband, Lawrence English

and Ernest A. Hanson and his wife Beulah I. Hanson
(10% English, 907 Hanson)

J.M. Huber Corporation, a New Jersey Corporation 50%
Pierce & Davig, a Partnership 50%
8-1-64

10 years

12.5% -plus 5% of 8/8 ORR to Assignors

SW/4 SW/4 Section 11, Township 22 South, Range 27 East
40

James L. Dyche, individually (dealing in his sole
and separate property) and as Executor of the Last
Will and Testament of Carmen Cornell, deceased;
and M, J. Clayburgh, as Executor of the Last Will
and Testament of Dudley Cornell, deceased.

David J. Sorenson

3-.23-67

5 years

12.5%

SW/4, S/2 NW/& Section 3, SE/4,S/2 NE/4 Section &,
NE/4, S/2 NW/4 Section 9, NW/4 and that portion of
the SE/4 lying north and east of the Pecos River
of Section 10; Township 22 South, Range 27 East

10

Mary Lee Cornell, an Incompetent, acting by and
through D. E. Cornell, II1I, Guardian

David J. Sorenson

6-12-67

5 years

12.5% .

SW/4, S/2 NW/4 Section 3, SE/4, S/2 NE/4 Section 4,
NE/4 S/2 NW/4 Section 9, NW/4 and that portion of
the SE/4 lying north and east of the Pecos River
of Section 10; Township 22 South, Range 27 East
10



Lease

T. J. SIVLEY

Lease

Lessor:

Lessee:

Date of Lsc:

Term:
Royalty:
Desc:

Net acres:

Lessor:

Lessee:

Date of Lse:

Term:
Royalty:

Desc:

Net acres:

Exhibit "A" - Yape 3

Derby D. Thompson and Dorothy M., Thompson, husband
and wife
David J.
11-2-66
5 years
12.5%
All of the North 10 acres of the NE/4 SW/4, also
described as the N/2 W/2 NE/4 SW/4 Sectinn 9,
Township 22 South, Range 27 East

10 '

Sorenson

T. J. Sivley

10-20-606

7 years ' :

12.5% plus 6.25% production payment until $1,000.00
per acre for number of acres assigned and paid
covering (421.378 acres)

SE/4 SW/4, E/2 SW/4 SW/4 Section 9, also described
as Lots I.J., & K. of Riverside Tarms

60

PAN AMERICAN PETROLEUM CORPORATION

Lease 254023

Lessor:
Lessee:

Date of Lse:

Texrm:
Royalty:
Desc:

Net Acres:

Lease 254024

Lessor:
Lessee:

Date of Lse:

Texrm:
Royalty:
Desc:

Net acres:

TEXAS OIL AND GAS CORPORATION

Pecos Irrigation Co., a Corporation

Pan American Petroleum Corporation

9-28-66

6 years

12.5%

S/2 SE/4, NE/4 SE/4 Section 2, Township 22 South,
Range 27 East

120,00

Pecos Irrigation Co., a Corporation

Pan American Petroleum Corporation

9-28-66

6 years

12.5%

E/2 Section 11, Township 22 South, Range 27 East
320.00

- 50%, NIELSON ENTERPRILISES; INC. - 50%

- Lease 2479

Lessor:
Lessee:

Date of Lse:

Term:
Royalty:
Desc:

Net acres:

MARTIN YATES, 1II

1/2 Mineral Interest

Desc:
Royalty:
Net Acres:

Wilson W, Simpson, Jr,

James R. Stephens

2-11-65

5 years

12.5% .

Lots 3 and 4 (N/2 NW/4) Section 2, Township 22 South,
Range 27 East

40,035

NE/4 Section 2, Township 22 South, Range 27 East

80.18
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UNION O1], COMPANY OF CALITORNIA

Lease 77173

Iessor:

* Lessee:

Lease 77174

Date of Lse:

Term:
Royalty:
Descy

Net acres:

Lease 77175

Lessor:

Lessee:

Date of Lse:

Term:
Royalty:
Desc.

Net acres:

Lease 77181

Jessor:
Lessee:

Date of Lse:

Term:
Royalty:
Desc:

Net acres:

lease77182

Lessor:

Lessee:

Date of Lse:

Texrm:
Royalty:
Desc:

Net Acres:

Lessor:

Lessce:

Date of Lse:

Term:
Royalty:
Desc:

Net acres:

Amnette Standley, a feme sole

Union 0il Company of California

1-11-68

5 years

18.75%

That part of the SE/4 lying south and west of the
Pecos River containing 60 acres more or less,of
Section 10, Township 22 South, Range 27 East
60.00 :

Walterscheid Brothers, a partnership composing of
Alfred J. Walterscheid, Edward J. Walterscheid and
John L. Walterscheid :

Union 0il Company of California

12-20-67

5 years

18,75% '

SW/4 Section 10, Township 22 South, Range 27 East
160,00

Albert J. Calvani and Mildred L. Calvani, his wife
Union 0il Company of California

1-2-68

5 years

18.75%

NW/4 SW/4 Section 9, T-22-S, R-27-E, N.M,P.M.,
also described as Lots D, E, R & S of Riverside
Farms; W/2 SW/4 SW/&4 Section 9, T-22-S, R-27-E,
N.M,P.M., also described as Lot H of Riverside
Farms; the South 30 acres of the NE/4 SW/4 Section
9, T-22-S, R-27-E, N.,M,P,M,; the above containing
90 acres, more or less

90.00

Francis G. Tracy and Bessie D. Tracy, his wife;
Josephine Tracy Eddy and George G. Eddy, her husband
Union 0il Company of California

12-27-67

18.75%

S/2 NW/4, NE/4 Sec. 9; WW/4 and SE/4 except that
part thereof lying south and west of the Pecos
River of Section 10; E/2 SW/4& of Section 11
455,00 :

Francis G, Tracy and Bessie D. Tracy, his wife;
Josephine Tracy Eddy and George G. Eddy, her
husband

Union 0il Company of California

12-27-67 '

5 years

18.75%

S/2 WW/4, SW/4 Sec. 3; S/2 NE/4, SE/4 Sec. 4;
Township 22 South, Range 27 Fast

360.00



~ Lease

77185

lessor:
Lessece:

* Date of Lse:

Lease

77187

Term:
Royalty:
Desc:

Net Acres:

Lease

Lessor:

Lessee:

Date of Lse:
Term:
Royalty:
Desc: .

Net acres:

77374

Lease 77382

Lessor:
Lessee:
Date of Lse:
Term:
Royalty:
Desc:

Net acres:

Lease 77383

Lessor:
Lessee:

Date of Lse:
Term:
Royalty:
Desc:

Net acres:

leasc 77385

Lessor:
Lessee:

Date of Lse:
Term:
Royalty:
Desc:

Net acres:

Lessor:
Lessee:

Date of Lse:
Term:
Royalty:
Desc:

Net acres:

Exhibit "A" - Page S

Jarvis Mead and Roderick ¥. Mead, her husband
Union 0il Company of California
12-31-67

5 years

18.75%

SW/4 Section 4, N/2 NW/4 Section 9,
Range 27 East

240.00

Township 22 South

W. A. Cloman, a married man dealing in his sole and
separate estate, joined pro-forma by his wife Ruth

Cloman; and R. L. Powers and Norma Powers, his wife
Union Oil Company of California

4-11-68

5 years

18.75% '

S/2 NW/4, SW/4 Section 3, S/2 NE/4, SE/4 Section 4,
S$/2 NW/4, NE/4 Section 9, NW/4 and all that part of
the SE/4 lying north and east of the Pecos River -

Section 10, Township 22 South, Range 27 East

100.00

Walter Craft and Elsie Craft, his wife

Union Oil Company of California

5-9-68

5 years

12.5%

SW/4 SE/4 Section 9, Township 22 South, Range 27 East
20,00

Jesse E. Buckner and Barbara W. Buckner, his wife
Union Oil Company of California

5-9-68

5 years

12.5%

N/2 SE/4 Section 9, Township 22 South, Range 27 East
80.00

Helen M, Sears, a widow

Union 0il Company of California

5-13-68

5 years

12.5% '

SW/4 SE/4 Section 9, Township 22 South, Range 27 East
20.00

Atlas Corporation, a Delaware Corporation

Union 0il Company of California

7-2-68 '

5 years

20% , . ;

S/2 NW/4, SW/4 Section 3, S/2 NE/4, SE/4 Section &,
NE/4; S§/2 NW/4 Section 9, NW/4 and all that part of
the SE/4 - lying north and east of the Pecos River
being 980 acres more or less-Section 10, Township 22
South, Range 27 East

125.00
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ADDRESSES OF PARTIES

Union 0il Company of California Att: Mr. W. M, Stanley
300 Security National Bank Building
Roswell, New Mexico 88201

J. M. Huber Corporation Att: Mr. Ron Holcomb
1900 Wilco Building
Midland, Texas 79701

Stoltz & Company
P. 0. Box 1714
Midland, Texas 79701

David J. Sorenson
P. O. Box 1453
Roswell, New Mexico 88201

Martin Yates, III
323 Carper Building
Artesia, New Mexico

Nielson Enterprises, Inc. Att: Mr. W, B. Macey
P. O. Box 370
Cody, Viyoming 82414

Pennzoil United, Inc. & Att: Mr, Rex Richardson
Stetco 68 Limited

1007 Midland Savings Building

Midland, Texas 79701

T. J. Sivley

Drawer GG

212 Booker Building
Artesia, New Mexico

Pan Amerxican Petroleum Corporation Att: Mr., Pete Abbey
P. 0. Box 1410
Fort Worth, Texas

Skelly 0i1 Company Att: Mr. Victor E. Bartlett
P. O. Box 993
Midland, Texas 79701

Texas Oil & Gas Corporation Att: Mr. Bernard Dietz
Federal Union Tower Building
Dallas, Texas 75201

Chambers & Kennedy
607 Midland National Bank Building
Midland, Texas 79701

Pierce & Davis
204 V&I Tower
Midland, Texas 79701
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Recommended Ly the

. o ot st St
EXHIBIT Yo U Norih America, o
>, "y W
4, 1968, between UNION OIT, COMPANY OF CALIFORNIA, as Operator, Loy

and J, M, WUBER, et al., as Non-Opevators. .. ... . . ...

!

ACCOUNTING PROCEDURE

(JOINT OPrERATIONS)

I. GENERAL I'ROVISIONS

Declinitions

“Joint Property” shall mean the real and personal property subjecl to the agreenient to which this “Accounting Pro-
cedure” is attached.

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

“Opcrator” shall mean the party designated to conduct the Joint Operalions. .

“Non-Operators” shall mean the nonoperating parties, whether onc or more.

“Joint Account” shall ‘mean the actount showing the charges and credits accruing because of the Joint Operations
and which are to be shared by the Parties.

“Parties” shall mean Operator and Non-Operators.

“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
“Controllable Material” shall mean material which at the time is so classified in the Material Classification Manual
as most rccently recommended by the Council of Petroleum Accountants Societies of Norlh America.

Conflict with Agrecment

In the evenl of a conflict between the provisions of this Accounting Procedure and the provisions of the agree-
ment to which this Accounting Proccdure is attached, the provisions of the agreement shall contirol.

Collective Action by Non-Operators

Where an agrecment or other action of Non-Operators is expressly required under this Accounting Procedure

and if the agreement to which this Accounting Procedure is atlached contains no contrary provisions in regard

thereto, the agreement or action of a majority in interest of the Non-Operators shall be controlling on all Non-

Operators.

Statements and Billings

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

expenses, for the preceding month. Such bills will be accompanied by slatements reflecting the total charges

and credits as sel forth under Subparagraph ... . C. .. ... beclow:

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

B. Statement of all charges and credits to the Joint Account, stunmarized by appropriale 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 Controllable Material and unusual charges and credits shall be detailed.

Payment and Advances by Non-Operators

Each Non-Operator shall pay its proporlion of all such bills within fifteen (15) days after receipt thereof. If pay-
ment is not made within such time, the unpaid balance shall bear interest at the rate of xixxpprrnmtx{det) per
annum until paid. eight percent (8%)
Adjustments

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

Audits

A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit
Opcrator’s accounts and records relating to the accounting hereunder for any calendar year within the twenty-four
(24) month period following the end of such calendar year; provided however, the making of an audit shall not ex-
tend the time for the taking of writlten cxceplion to and the adjustment of accounts as provided for in Paragraph
6 of this Section I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable
effort to conduct joint or simultaneous audits in a manner which will resull in a minimum of inconvenience to
the Operator.

II. DIRECT CUARGES
Subjcct to limitations hercinafter prescribed, Operator shall charge the Joint Account with the fellowing items:

Rentals and Royalties

Delay or other rentals and royalties when such rentals and royalties are paid by Operator for the Joint Account

of the Parlies.

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 lechnical employces who are temporarily assigned to and dircctly
employed on the Joint Property.

B. Opcrator’s cost of holiday, vacation, sickness and disabilily benefits and other customary allowances paid to the
employees whose salaries and wages arce chargeable to the Joint Account under Paragraph 2A of this Section 11
and Paragraph 1 of ‘Scction I1I; except that in the case of those employees only a pro rata portion of whose
salarics and wages are chargeable to the Joint Account under Paragraph 1 of Scction 111, not more than the same
pro rala portion of the benefits and allowances hercin provided for shall be charged to the Joint Account. Cost
under this Paragraph 23 may be charged on a “when and as paid basis” or by “percentage assessment” on the
amount of salaries and warges chargeable to the Joint Account under Paragraph 2A of this Seclion 1T and Para-
graph 1 of Scetlion 1T -Tf percentage assessment is used, the rate shall be based on the Operator's cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are ap-
plicable to Operator’s Jabor cost of salaries and wages chargeable to the Joint Account under Paragraphs 2A
and 2B of this Scction TI and Paragraph 1 of Scclion IT1.

. Reasonable personal expenses of those employees whose salaries and wagoes are chargeable to the Joint Aceount

under Paragraph 2A of this Scection IT and for which expenses the emplovees are reimbursed under Qperator’s
ustial poactice.
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3. Emyployee Benefits

10.

11.

Operator’s current cost of estic  shed plans for cmployvees' group Jife ins. ance, hospitalization, pension, retire-
ment, stock purchase, thrift, bonus, and othier benefit plans of a like natare, applicable to Operator’s Tnbor cost; pro-
vided however, the talal of such charges shall not exceed ten percent (1047) of Operator's labor costa eliopeahile
to the Joint Account under Paragraphs 2A and 2B of this Scetion T and Paragraph 1 of Scetion 111

Materiad

Material purchased or furnished by Operator for use on the Joint Troperly. So far as il is reazonably practi-

cal and consistent with efficient and cconomical operation, only such Material ¢hall be purchased for ov transferved

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

Transporiafion

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 warchouse or other propertics, no charge shail
be made 1o the Joint Account for a dislance greater than the distance from the nearvest rceliable supply store or
railway recciving point whete like material is available, except by agreement with Non-Operators.

B. If surplus Material is moved to Operator's warchouse or olher storage point, no charge shall be made lo the
Joint Accounl for a distance greater than the distance to the nearest reliable supply store or railway receiving
point, excepl by agreoment with Non-Operators. No charge shall be made to Joint Account for moving Matevial
to other properties belonging to. Operator, except by agrecement with ‘Non-Operalors.

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

Services

A. The cost of contract services and utilities procured from outside sources other than services covered by DPara-
graph 8 of this Scction II and DParagraph 2 of Scction I11.

B. Use and service of equipment and facilities furnished by Operator as provided in Paragraph 5 of Section IV,

Damages and Losses {o Joinl Property

All costs or expenses necessary for the repair or replacement of Joinl Property made necessary because of damages

or losses incurred by fire, flood, storm, theft, accident, or any other cause, except to the extent that the damage or

loss could have been avoided through the excrcise of reasonable diligence on the part of Operator. Operator shall
furnish Non-Opecrators written notice of damages or losses incurred as soon as praclicable after a report thereof
has been received by Operator.

Legal Expense

All costs and expenses of handling, investigating and settling litigation or claims arising by reason of the Joint

Operations or necessary to protect or recover the Joint Property, including, but not limited to, attorneys’ fees,

court costs, cost of invesligation 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 feces and expenses of outside at-
torneys unless the employment of such attorneys is agreed to by Opcrator and Non-Operators.

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.
Insurance Premiums

Premiums paid for insurance required to be carried on the Joint Property for the protection of the Parlies.

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 Operalor for the necessary and proper conduct of the Joint Operations.

HI. INDIRECT CHARGES

Operator may charge_the Joint Account for indirvect costs either by usc 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 111 OR by combining all three of said items under the fixed rate provided for in Paragraph 4 of this Section
111, as indicated next below:

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

K Paragraph 4. (Combined fixed rate)
District Expense
Operator 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 area, whose time is not allocated directly to the properlies, and a pro rata portion of the cost of
maintaining and operating a production office known as Operator’s . . .
office located at or near ... . (or a comparable office if location changed), and neces-
sary sub-offices (if any), maintained for the convenience of the above-described office, and all necessary camps,
including housing facilities for employces 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 Operator, 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.

Administrative Overhead

Operator shall charge administrative overhead o the Jomt Account at the following rates, which charge shall be in
licu of the cost and expense of all offices of the Operalor not covered by Paragraph 1 of this Section 11T, including
salarics, wages and expenses of personnel assigned to such offices. Such charges shall be in addition to the salaries,

wages and expenses of employeces of Operator authorized to be charged as direct chm ges as provided in Paragraphe
2 and 8 of Section 1L

\VELL BASIS (RATE PER WELL I'ER MONTII)
PRODUCING WELL RATE

DRILLING WELL RATE (Use Current Producing Depth)
(Use Total Dcp(h) " A Wells
Wecll Depth Eoch Well' First Five ’ Next Five Over Ten

The cost and expense of services from outside sources in connection \\1th m'ﬂlcm of ta\ntlon traffic, accounting, or
matters before or involving governmentsl agencics shall be considered as included in the ov mhoad rates provided for in
this Paragraph 2 of Section T, unless such cost and expense are agreed upon between QOperator and Non-Operators
as a direct charge to the Joint Account,
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.3 “Operator's Fully Owned Warel w Operating and Maintenance Fxpense
»(Deneribe fully the agreed proe. ve to be followed by the Operator.)
4. Combincd Fixed Rates
Opcrator shall charge the Joint Account for the services covered by Parvagraph 1, 2 and 3 of this Section III, the
following fixed per well rales:
WELL BASIS (RATE PER WELL PER MONTIL)
PRODUCING WELL RATE
DRILLING WELL RATE {Usc Current Producing Depth)
(Use Total Depth) AN Wells
Well Depth Eoch Wecli First Five Next Five Over Ten
0 - 4,0000 = §503 . $100 . $.90 . ... $.79 . ..
4,000 -..8,000 . .| 613 .. . ..129 117 . 105
8,000..-.12,000 ... 725 e 151 ... 140, o 129..
AOVCr____:_.,l.?-_,Q_QO“___. B38 o 169 ... .. .. 156 .. .. 145 .

Said fixed rate (shall) (shall not) include salaries and expenses of production foremen.

5.

Application of Administrative Overhead or Combined Fixed Rates

The following limitations, instructions and charges shall apply in the application of the per well rales as provided

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

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

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

" at the producing well rates.

(3) Wells being plugged back, drilled deeper, converled to a source or input well, or which are undergoing any
type of workover that réquires the use of a drilling or workover rig shall be considered the samc 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 productlion is transferred to some
other well or wells on the Joint Property. In the eveni 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 connecled to a permanent sales oullet even
though temporarily shut in due to overproduction or failure of purchascr o take the allowed production.

(6) Wells completed in mulliple horizons, in which the productlion 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 agrocmont fo which

this Accounting Procedure is attached, irrespective of individual leascs.

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 allached. The adjustment shall be compuled by multiplying the
rate currently in use by the percentage increase or decrease in the average weekly earnings of Crude Ietroleum
and Gas Production Workers for the last calendar ycar compared to the preceding calendar year as shown hy
“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 curvently
in use, plus or minus the computed adjustment.

For the construction of compressor plants, water stations, sccondary recovery systems, sall water disposal facili-

ties, and other such projects, as distinguished from the more usual drilling and producing operations, Operator

in additlion to the Administrative Overhead or Combined Fixed Rates provided for in Paragraph 2 and 4 of this

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

A. Total cost less than $25,000, no charge.

B. Total cost more than $25,000 but less than $100,000, ___.__ 9% of total cost.

C. Total cost of $100,000 or more,_ % of the first $100,000 plus _____ % of all over $100,000 of total cosl.

Total cost shall mean the total gross cost of any one project. For the purpose of this Paragraph the component parts

of a single project shall not be treated separately and the cost of drilling wells shall be excluded.

The specific rates provided for in this Section 11l may be amended from time to time by mutual agreement bhetween

the Parties hereto if, in practice, the rales are found to be insufficient or excessive.

IV. BASIS OF CHARGES TO JOINT ACCOUNT

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

erty.

1.

At the Operator’s option, Non-Operator may supply Material or services for the Joint Property.
Purchases

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

Material furnished from Operator’s Warchsuse or Qther Propertics

A. New Material (Condition “A’") freight rate

(1) Tubular goods, two inch (2”) and over, shall be priced on Faslern Mill base (i. e. Youngstown, Ohio; Lorain,
Ohio; and Indiana Harbor, Indiana) on a minimum/rgrlsork basis effective at date of movement and f. o. 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 cosis sustained. )

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

(3) The Joint Account shall not be credited with cash discounts applicable to prices provided for in this Para-
graph 2 of Section 1V,

B. Used Material (Condition “B” and “C»)

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

(2) Material which cannot be classified as Condition “B’ but which,

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

(b) Is serviceable for original function but substantially not suilable for r(‘condntxomng, shall be classifi-
ed as Condition “C” and priced at fifty per cent (5054 ) of current new price.

(3) Obsolele Material or Material which cannot be classiflicd as Condilion “B"” or Condilion “C™ shall be prieed
at a value commensurate with its use.  Material no longer suitable for its oviginal purpose hut usable o

— 3 e




3.

some other purpose, sl be priced on a basis comparable with {1 f ilems normally used for sueh othoer
puy pose
(4) Material involving crection costs shall be charged at applicable percentage of the current knocked-down
price of new Malerial,
I'remium Prices
Whenever Material is not readily oblainable al prices specified in Paragraphs 1 and 2 of this Scctlion 1V beeause of
national emergencies, strikes or other unusual causes over which the Operator has no control, the Operator may
charge the Joint Account for the required Material at the Operator's actual cost incurred in procuring such Material,
in making it suitable for use, and in moving it lo the Joinl Property, provided, thal notice in wriling is
furnished to Non-Operators of the proposed charge prior to billing Non-Operators for such Material. Each Non-
Opcrator shall have the right, by so electing and nolifying Opecrator within 10 days aflerv receiving natice from
Operator, to furnish in.kind alt or part of his share of such Material suitable for use and acceptable to Operator.
Warranty of Material Furnished by Qperator
Operator does nol warrant the Malerial furnished. In case of defective Material, creditl shall nol be possed to the
Joint Account unti! adjustinent has been received by Operator from the manufaclurers or their agents.
Equipment and Facilitics Furnished by Operator
A. Opcerator shall charge the Joint Account for use of equipment and f'\mlmo% atl rates commensurale with cost of
ownership and operation. Such rates shall include cost of maintenance, repairs, other operating expense, in-
surance, Laxcs, depreciation and inlerest on investimenti not to exceed six per cent (6%) per annum, provided
such rates shall not exceed those currently prevailing in the immediate area within which the Joint Property is
located. Rales for automotive equipment shall generally be in line with the schedule of rates adopled by the
Petrolecum Motor Transport Associalion, or some olher recognized organizalion, as recommeded uniform charges
against Joint Property opelatlons Rates for laboratory scrvices shall not exceed those currently prevailing if
performed by oulside service laboratories. Rates for trucks, tractors and well service units may include wages
and expenses of operator,
B. Whencver requested, Operator shall inform Non-Operators in advance of the rates it proposes to charge.
C. Rales shall be revised and adjusted from time to time when found Lo be either excessive or insufficient.

V. DISPOSAL OF MATERIAL

The Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opecrators in surplus Condi-

tion

“A” or “B" Material. The disposition of surplus Controllable Material, not purchased by Operator, shall be subject

to agreement between Operator and Non-Operators, provided Operator shall dispose of normal accumulations of junk

and
1.

The

scrap Material either by transfer or sale from the Joint Property.

Maierial Purchased by the Operator or Non-Operators

Material purchased by either the Operator or Non-Operators shall be credited by the Operator to the Joint Account
for the month in which the Material is removed by the purchaser.

Division in Kind

Division of Material in kind, if made between Operator and Non-Operators, shall be in proporiion 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 Outsiders

Sales Lo outsiders of Material from the Joint Property shall be 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. BASIS OF PRICING MATERIAL TRAN‘%I‘I'RRI‘D FROM JOINT ACCOUNT
Material purchased by either Operator or Non-Operators or divided in kind, unless otherwise agreed to hetween
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 Malerial in Scction 1V.
New Material
New Material (Condilion “A"), being new Material procured for the Joint Property butl never used, at ane hundred
per cent (1009%) of current new price (plus sales tax if any).
Good Used Matcrial
Good used Material (Condition “B™), being used Material in sound and serviceable condition, suitable for reise
without reconditioning:
A. At seventy-five per cent (75 ) of current new price if Material was charged to Joint Account as new, or
B. 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,
Other Used Material
Used Material (Condition “C"}, at fifly 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 Material
Material (Condition “ID""), 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 Material
Junk Material (Condition “E"), being obsolete and scrap Material, at prevailing prices.
Temporarily Used Material
When the use of Malerial is temporary and ils service to the Joint Properly does not justify the reduction in price as
provided for in Paragraph 3 B of this Seclion VI, such Material shall be priced 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
At reasonable intervals, inventories shall be taken by Operator of the Joint Accounit Material, which shall include
all such Material as is ordinarily considered controllable. Writlen nolice of inlention to take inventory shall be
given by Opcrator at least thirly (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-
Operatlors Lo aceept the inventory taken by Operator, who shall in that event furnish Non-Operators with a copy
therceol.
Reconciliation and Adjustinent of Inventorics
Reconciliation of inventory with charges to the Joint Account shall he made, and a list of overages and shorlages
shall be jointly determined by Operator and Non-Operators. Inventory adjustments shall be made by Operator
with the Joint Account for overages and shorlages, but Operator shall be held accountable to Non-Operator only
for shortages due to lack of reasonable diligence.
Special Inventories
Special inventories may be taken whenever there is any sale or change of interest in the Joint Property. Tt shall he
the duty of the party selling to notify all other Parties as quickly as possible after the transfor of inferest {akes
place. In such cases, both the seller and the purchaser shall be governed by such inventory.
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EXHIBIT ''D"

Attached to and made a part of Operating Agreement dated November 4, 1968

for the Carlsbad Drillling Block, Eddy County, New Mexico

INSURANCE

Operator shall, at the joint expense of the parties hereto, at all times
while operations are conductéd hereunder, provide with responsible insur-
ance companies, insurance as follows:

a)

b)

c)

d)

Workmen's ICompensation Insurance in accordance with
the laws of the State of New Mexico;

Employers' Liability Insurance with limits of not less
than $100,000.00;

Public Liability Insurance with respect to bodily injuries
with limits of not less than $100,000.00 as to any one
person and $300,000.00 as to any one accident; and Property
Damage Liability Insurance with limits of not less than
$100,000.00 as to any one accident; and

Automobile Public Liability Insurance with respect to
bodily injuries with limits of not less than $100,000.00
as to any one person and $300,000.00 as to any one
accident; also, Automobile Public Liability Insurance
with respect to Property Damage with limits of not less
than $100,000.00 as to any one accident.



