
KERN COUNTY LAND COMPANY 
4 0 7 V & J T O W E R B L D G . 

M I D L A N D , T E X A S 

T E L E P H O N E MUTUAL 3 - 4 6 4 1 

June IS, Iyo2 

.a: Appliestioa for .-tioa co Huiu 
j t l - B , Let'se :Jo\ .mi .0 .: 

C i Coi i s t rvuCo: : iL-..ssion 
i>. u . aa;- ^ * i 

C n C . F - , hew paCoo 

l ien: C r : 

..' p O - i c . C I O L I , a hereby made f o r adminis t r a t i v e ayprov 
tne p roduc t ion f r o ; C e leases d e l i n i a t e d on E x h i b i t /,.'', - t - . 
c COQ.:O;1 Link oaLLerp . I n support o f sa id a p p l i c a t i o n and 
Ce p r o v i s i o n s of hale 3 C - B , we submit the f o l l o w i n g : 

coi. u,in0_e 
.-. LO , 1 .i LO 

.J..•• nee wi Lh 

C C C C ; - Plat of tne leases showing Cue we. 
leases '-md the formation i n which they are cou p 
_ha ..oc, :hon of the common tank battery. 

.naiiCC: a - Schematic diagram of tne commin^ 

k -reement dated October 25, I ' d , between tne 

- i c y . 

owning 
fn in teres L i n the leases from which production . ;_L be 
commin^ ..ed evidencing that such parties :iave consentLO Lo 
Lhe oooiiu^ of said leases, together with a l e t t e r LLUU 

Indiana u i l Purchasing Company, purchaser of Lao com.:ia0ied 
proauctioa, consenting to the comminglin 0 of procucLion. 

ou Li..e 

. L Lae rrese.nL time, as shown on Exhibit C hereto, ;ro wells are iocatee 
.eases froa; which production i s to be commingled - .C r.Ucz 17 and / I btate 

I / , h'ith yJ5L these wells, a l l production w i l l be commingle... . L J U U U one buln 
separator. Individual well production w i l l be allocated by -OGL a C obtained oy 
perloui c a i l y sauLLin 0 aown one well and testing a single WL Laroa0a cae sepcrttor 
to Lhe SLOCI- Lanks. ha en additional wells are d r i l l e d ro ue .icmmiuoleu, t Lest 
separator w d be i n s t a l l e d with a test gas meter and an o i l L.etsr md sampler. (X'ui.o 
eruii-teeat is indie; Leu i n red i n Exhibit i!B':.) Testing tUrou^--. .... 
w i i i be ;.ccomplisheu oy proper routing at the manifold, v i i . a: . ., e 
ana valves b , G , and ' E'; open, then directing into tae ^esiisu 
F' or Ch -7' i/es ; , C;' and '!Zi: are gas back pressure ; ... ... .. 

additional sep.:rr._0j. 
and if' closer 

, .n.. t. .ro .1,, v c ive 

Very Lruiy yours, 

CCC COU-hTi CCD CU1..1 ,k 

C. h . hraciuy .... / 
D i s t r i c t Landman / 

h • :6: o w 



u-% ,, KERN COUNTY LAND COMPANY 
1/ • ;/T 

'A 

407 V 8: J TOWER BLDG. 

MIDLAND, TEXAS 

y ' / "' t ^"TELEPHONE MUTUAL 3-4641 

June IS, 1952 

Re: Application for Exception to Rule 
30$-B, Lease Coiomingling 

Secretary - Director 
Oil Conservation Commission 
P. 0. Box 871 
Santa Fe, rJexvT Mexico 

Dear S i r : 

Application i s hereby made for administrative approval to commingle 
the production from the leases deliniated on Exhibit 'Aa1', attached hereto, into 
a common tank battery. I n support of said application and i n compliance with 
the provisions of Uule 309-B, we submit the following: 

1. Exhibit "A" - Plat of the leases showing the weils on the 
leases and the formation i n which they are completed and 
the location of the common tank battery. 

2. Exhibit "B" - Schematic diagram of the commingling f a c i l i t y . 

3. Agreement dated October 25, 1961, between the parties owning 
an interest i n the leases from which production Is to be 
commingled evidencing that such parties have consented to 
the pooling of said leases, together with a l e t t e r from 
Indiana O i l Purchasing Company, purchaser of the commingled 
production, consenting to the commingling of production. 

At the present time, as shown on Exhibit !tA'' hereto, two wells are located 
on the leases from which production i s to be commingled - 7,1 State 17 and #2 State 
17. With j u s t these weils, a l l production w i l l be commingled through one bulk 
separator. Individual well production w i l l be allocated by test data obtained by 
peri o d i c a l l y shutting down one wel l and testing a single w e l l through the separator 
to the stock tanks, when additional wells are d r i l l e d to be commingled, a test 
separator w i l l be i n s t a l l e d with a test gas meter and an o i l meter and sampler. (This 
equipment i s indicated i n red i n Exhibit "B':.) Testing through the additional separator-
w i l l be accomplished by proper routing at the manifold, with valves ''A" and "D,! closed 
and valves !:B';, ,!C':, and "E" open, then directing into the desired tank through valve 
•!F" or ,:G". Valves "X", "Y" and "Z" are gas back pressure regulators. 

Very t r u l y yours, 

KERN COUNTY LAND COKPAHY 

C. W. Braddy /-
D i s t r i c t Landman \ / 

CWB•"J 



FORM 42 IOP 10-56 

INDIANA OIL PURCHASING COMPANY 

Kern County Land Company 
V. & J. Tower Building 
Midland, Texas 

ATTENTION: MR. C. W. BRADDY 

Dear Mr. Braddy: 

This is to advise that we are agreeable as purchaser of 
the production from the above unit for you to commingle 
the production. I t is our understanding that both the 
royalty and working inter f t ownership is common. 

P. 0. Box 1725 
Midland, Texas 
June 19, 1962 

RE: Kern County Land Company 
State Etcheverry Unit 
East Saunders (Permo-Penn) Field 
Lea County, New Mexico 

Very t r u l y yours, 

G. L. Shoemaker 

GLS/jn 



EXHIBIT "A' 

Humble - K.C.L. 
.2 4-21-69 

K.C.L I 06-5347 
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KERN COUNTY LAND CO. 
ETCHEVERRY W.I. 

LEA COUNTY, NEW MEXICO 
SCALE: I "= I 0 0 0 ' 

D A T E : 6 - I 2 - 6 2 BY: C W B 



LARGE FORMAT 
EXHIBIT HAS 

BEEN REMOVED 
AND IS LOCATED 
IN THE NEXT FILE 



S T A T E OF NEW M E X I C O I 

I 
COUNTY OF LEA { 

THIS A G R E E M E N T entered in to th is the 25th day of October, 

1961, by and between K E R N COUNTY L A N D C O M P A N Y , a c o r p o r a t i o n , 

he re ina f t e r r e f e r r e d to as " K e r n " , H U M B L E O I L & R E F I N I N G C O M P A N Y , 

a c o r p o r a t i o n he re ina f t e r r e f e r r e d to as " H u m b l e " , S H E L L O I L C O M P A N Y , 

a c o r p o r a t i o n , he re ina f t e r r e f e r r e d to as "She l l " , T H E PURE O I L C O M P A N Y , 

a c o r p o r a t i o n , he re ina f t e r r e f e r r e d to as "Pu re" , and S K E L L Y O I L C O M P A N Y , 

a c o r p o r a t i o n , he re ina f t e r r e f e r r e d to as "Ske l ly" , 

W I T N E S S E T H : -

T h e p a r t i e s h e r e t o a r e the owners i n severa l ty of the o i l and 

gas leasehold estates i n and under the f o l l o w i n g descr ibed land si tuated i n Lea 

County, New Mexico , t o - w i t : 

A l l of Section 17 and the N / 2 of 
Section 20, T-14-S, R - 3 4 - E , 
N . M . P. M . , Lea County, New 
Mex ico , containing 960 acres , 
m o r e or less; 

a l i s t of such leasehold estates being attached hereto as Exh ib i t " A " and made 

a pa r t hereof f o r a l l purposes . 

The par t ies are desi rous of f o r m i n g a w o r k i n g in t e res t uni t 

c o m p r i s i n g said acreage f o r the purpose of d r i l l i n g a test w e l l thereon 

and f o r such purposes have entered in to this agreement upon the f o l l o w i n g 

t e r m s and condi t ions , t o - w i t : 

1. O P E R A T I N G A G R E E M E N T : Attached here to as Exh ib i t " B " 

and made a pa r t hereof is an operat ing agreement cover ing the p roper t i e s 

above desc r ibed . Said operat ing agreement provides that K e r n shal l 

i n i t i a l l y be operator of the uni t area . A l l operations on the uni t area shal l 



be conducted under the terms and provisions of said operating agreement, 

except as may o therwise be provided f o r h e r e i n as to the f i r s t test w e l l . 

2. TEST W E L L : On or be fore 60 days f r o m the date of the last 

acknowledgment of the par t ies s ignatory here to , K e r n as operator shal l 

commence operat ions f o r the d r i l l i n g of a test w e l l at a locat ion i n the 

approx imate center of the N E / 4 of the SW/4 of Section 17 above descr ibed . 

Said test w e l l shal l be d r i l l e d w i t h due di l igence to a depth of 12, 500 feet , 

or that shal lower depth at wh ich the Pennsylvanian f o r m a t i o n has been 

adequately tes ted . A l l costs , r i s k s , and expense i n c u r r e d i n the d r i l l i n g 

of said test w e l l sha l l be b o r n by the par t ies hereto as he re ina f t e r provided 

f o r i n p a r a g r a p h 3. 

In the event the test w e l l above r e f e r r e d to should encounter an 

impenet rab le f o r m a t i o n i n such f o r m and substance as to make f u r t h e r 

d r i l l i n g i m p r a c t i c a b l e without having reached one of the depths provided 

f o r above, K e r n , Shell and Humble shal l have the opt ion, but not the 

obl iga t ion , to commence d r i l l i n g operations on a substitute test w e l l 

w i t h i n 60 days f r o m the abandonment of operations on the f i r s t test w e l l 

above desc r ibed . The substi tute test w e l l , i f d r i l l e d , shal l be d r i l l e d 

under the same t e r m s and conditions as the i n i t i a l test w e l l ; and i f d r i l l e d 

to one of the depths provided i n the paragraph above, shal l f o r a l l purposes 

hereof be deemed the f i r s t test w e l l . In the event K e r n , Shell and Humble 

should elect not to d r i l l a substi tute test w e l l as he re in p rov ided , this 

agreement sha l l t e rmina t e wi thout f u r t h e r l i a b i l i t y on the par t ies hereto 

and the only penalty to be su f f e red by K e r n , Shel l and Humble shal l be the 

loss of the acreage to be earned f r o m Pure and Skelly as he re inaf te r 

n r n v i d e r l . 



3. COST OF TEST WELL: All costs and liabilities incurred i 

the d r i l l i n g of the test we l l to the depth provided fo r above in Paragraph 2 

(which depth shall be r e f e r r e d to here in as "casing point") shall be born 

solely by K e r n , Shell and Humble as fo l lows . 

K E R N 57.5% 

S H E L L 30.0% 

H U M B L E 12.5% 

Casing point is here in defined as being that point at which the test we l l above 

r e f e r r e d to shall have reached one of the depths above r e f e r r e d to and K e r n 

as operator shall have not i f ied the part ies of such fact in order that an 

election may be made by the parties to either complete said we l l as a 

producer, plug and abandon said we l l as a d ry hole, or continue the d r i l l i n g 

of said we l l to a deeper depth. In the event a l l parties elect to plug and 

abandon said w e l l , i t shall f o r t h w i t h be plugged and abandoned and the costs 

and l i ab i l i t i e s incur red therefor shall be born by K e r n , Shell and Humble i n 

the proport ions above set f o r t h in this paragraph. 

4. COMPLETION OF TEST W E L L AND A D D I T I O N A L D R I L L I N G 

OPERATIONS: Skelly and Pure w i l l not be l iable f o r any por t ion of the cost of 

d r i l l i n g the test we l l above described to the "casing point" as such t e r m is 

defined in this agreement, i t being provided and agreed here in that K e r n and 

Shell shall bear such cost as above provided in Paragraph 3 hereof. 

F r o m and af ter "casing point" in the test w e l l shall have been 

h e r e i n a f t e r 

reached and Kern and Shell have earned the interests ateONsec provided f r o m 

Skelly and Pure, the ownership of a l l parties hereto in the unit acreage, 

a l l product ion resul t ing t h e r e f r o m , and a l l costs at tr ibutable thereto 

shall be as fo l lows : 

- 3 -



KERN 35.00% 

S H E L L 2 3. 34% 

P U R E 20.8 3% 

H U M B L E 12. 50% 

S K E L L Y 8. 33% 

A l l subsequent o p e r a t i o n s a f t e r the t e s t w e l l has r e a c h e d c a s i n g 

p o i n t , i n c l u d i n g a t t e m p t e d c o m p l e t i o n s o r deepen ing o p e r a t i o n s , s h a l l be 

g o v e r n e d b y the u n i t o p e r a t i n g a g r e e m e n t above d e s c r i b e d ; i t b e i n g u n d e r ­

s tood b y t h e p a r t i e s t h a t u p o n n o t i c e f r o m K e r n t h a t the t e s t w e l l has r e a c h e d 

t o t a l d e p t h , each p a r t y s h a l l have the o p t i o n t o be e x e r c i s e d w i t h i n 24 h o u r s 

f r o m r e c e i p t of logs to e i t h e r a t t e m p t c o m p l e t i o n , i f p r o d u c t i o n i s i n d i c a t e d , 

o r t o e l e c t t o d r i l l s a id w e l l t o a deepe r d e p t h . I n the event a l l p a r t i e s a r e 

no t a g r e e a b l e t o a t t e m p t e d c o m p l e t i o n o r the deepen ing of the w e l l , t he 

c o n s e n t i n g p a r t i e s m a y p r o c e e d u n d e r P a r a g r a p h 12 of the u n i t o p e r a t i n g 

a g r e e m e n t above r e f e r r e d t o and such c o n s e n t i n g p a r t i e s s h a l l be e n t i t l e d 

to c o s t r e i m b u r s e m e n t out of p r o d u c t i o n as t h e r e i n p r o v i d e d . 

5. A C C E S S A N D I N F O R M A T I O N : E a c h of the p a r t i e s h e r e t o 

and t h e i r a u t h o r i z e d r e p r e s e n t a t i v e s s h a l l have f r e e access to the d e r r i c k 

f l o o r and s h a l l be e n t i t l e d t o a l l i n f o r m a t i o n r e l a t i v e t o the d r i l l i n g of the 

t e s t w e l l d e s c r i b e d h e r e i n . T h e o p e r a t o r s h a l l n o t i f y a l l p a r t i e s when 

any f o r m a t i o n s a r e e n c o u n t e r e d w h i c h i n d i c a t e the p r e s e n c e of o i l o r gas 

i n s u f f i c i e n t t i m e t ha t each such p a r t y m a y have a r e p r e s e n t a t i v e p r e s e n t 

t o w i t n e s s c o r i n g o r d r i l l s t e m t e s t s w h i c h m a y be conduc t ed r e l a t i v e t o 

such f o r m a t i o n s . A l l p a r t i e s s h a l l be e n t i t l e d t o r e c e i v e d a i l y d r i l l i n g 

r e p o r t s and cop ies of a l l logs w h i c h m a y be r u n . The o p e r a t o r s h a l l 

n o t i f y a l l p a r t i e s w h e n t h e exac t l o c a t i o n has been s taked and w h e n 

d r i l l i n g o p e r a t i o n s have been c o m m e n c e d . 

-A-. 



6. ASSIGNMENTS: At such time as the f i r s t test well shall have 

reached "casing point" as defined above, a l l in accord with the provisions oi 

this agreement, Skelly and Pure hereby agree to execute and deliver to K e r n 

and Shell instruments as follows: 

A . Pure agrees to execute and deliver to K e r n and Shell a 
stipulation in the form and language as is set forth in 
Exhibit "D" hereof covering an undivided one-half (1/2) 
of Pure's right, title and interest in and to the E / 2 of 
N E / 4 and the S /2 ofSection 17, T - 1 4 - S , R - 3 4 - E , L e a 
County, New Mexico. 

B . Skelly agrees to execute and deliver to K e r n and Shell 
a stipulation in the form and language as is set forth in 
Exhibit " E " hereof covering an undivided one-half (1/2) 
of Skelly's right, title and interest in and to the NW/4 of 
Section 20, T - 1 4 - S , R - 3 4 - E , L e a County, New Mexico. 

Said stipulations shall be executed and delivered to K e r n and Shell by Skelly and 

Pure after notification (within 90 days after reaching "casing point") is received 

from K e r n and Shell advising Skelly and Pure of the proportions in which K e r n 

and Shell shall acquire the undivided one-half (1/2) interests to be covered by 

said stipulations. A l l rentals hereafter becoming due under the terms of the 

leases described in Exhibit "D" hereof shall be paid by Pure , and Kern and 

Shell shall reimburse Pure for one-half of a l l such rentals so paid in the 

proportions that Kern and Shell are to acquire the undivided one-half interest 

to be earned by them. A l l rentals hereafter becoming due under the terms 

of the lease described in Exhibit " E " hereof shall be paid by Skelly, and Kern 

and Shell shall reimburse Skelly for one-half of a l l such rentals so paid in the 

proportions that Kern and Shell are to acquire the undivided one-half interest 

to be earned by them. Skelly and Pure shall each make a good faith effort to 

properly and timely pay a l l such rentals becoming due under their respective 

leases but shall not be liable to K e r n and Shell , or either of them, if through 

overs ight or e r r o r any such r e n t a l is not paid or is e r roneous ly pa id . 



7. L I A B I L I T Y O F P A R T I E S : The liability of the parties hereto 

shall be several , not joint or collective. Each party shall be responsible 

only for its obligations and shall be liable only for its proportionate share 

of the cost of drilling the f irs t test well on the unit area as aet forth herein. 

It is not the intention of the parties to create, nor shall this agreement be 

construed as creating, a mining or other partnership or association, or 

to render them liable as partners. 

8. A C R E A G E OR CASH CONTRIBUTION: In the event any 

party hereto should receive a contribution of acreage or monies from 

others not a party to this agreement toward the drilling of the test well, 

such contribution shall be owned by Kern , Shell and Humble in accordance 

with the proportion each is contributing to the drilling of the test well to 

the casing point as herein defined. 

9. EXHIBIT " B " INCORPORATED HEREIN: A l l of the t e rms 

and provis ions of the Exhibi t " B " operating agreement attached hereto 

are f u l l y incorporated here in except as may be inconsistent wi th the 

provisions of this agreement, i n which case the provis ions of this agree­

ment shall p r e v a i l . 

10. C O U N T E R P A R T E X E C U T I O N : This agreement may be 

signed in counterpart and shall be binding upon the parties and upon their 

heirs , successors, representatives and assigns. 

l>i WITNESS W H E R E O F This instrument is executed as of the 

dav and year f irst above written. 
•v A H V . 

KERN COUNTY LAND COMPANY- . ^ 
•ATTEST; / £ ^ s V". I \ 

A^^CJ. ^oJJkjL^/ By: . : i -1 I "j*f*J<L > + 
'^ nj/^SiANt Secretary vict Presidents ' ' .\ ' K> 

i : > -

r » . * „ ' 

K : 2 ' 



A T T E S T : 

Secretary 

H U M B L E O I L & R E F I N I N G COMPANY 

By: P. ^ ^.Jt 
•a TJ vr_r> j ' R. R. McCarty 
Agent and Attorney i n Fact 

A T T E S T : 
S H E L L O I L COMPANY 

Secretary 
By: 

President 

A T T E S T : 
T H E P U R E O I L COMPANY 

Secretary 
By: 

James L . M o r r i s , Manager 
Southern Producing Division 

A T T E S T : 
S K E L L Y O I L COMPANY 

Secretary 
By: 

President 

STATE OF CALIFORNIA 
City and County of San From 

On this ./^.f-.-.dau of.. 
_ ^ i 9 before me, LUCILLE F. ROTH, a Notary Public in and for the 

^ y a n d Z d t y o f San Francisco, State of California, residing therein, duly commissioned and 

• v . , , , n n n f u l t e d JOHN H. MATK:N • 
suborn, peMmaUy appeared v , , President, and 
known to me to be the , , 

JAMES A. WALKER .known to me to be the 
... ASSISTANT secretary, of 

KERN. COUNTY.LAND COMPANY 
>e the persons wlio 

itf acknowledge 

within instrument pursuant to its by-laws or a rcsolu-

'thTrornor^n that executed the within instrument and known to me to ' 
tlcZZ'tteZthin instrument on behalf of the corporation therein name,I. acknowled^d 

to me tliat such corporation executed the 

tion of its board of directors. 
IN WITVESS WHEREOF, I have hereunto set my hand and affixed my official seal at my 

saTcZ and County and State the day and year in this certificate first above written. office in i 

My Comrrvr.sion Fxpires 
August 13. 1S65 

.Z.7.. ..'J. 
LUCILLE F.WTH 

Notary Public 
in and for the City and County of 
San Francisco, State of California 

Notary Public in and for 
County, 



V \ i . L E O I L 8t R E F I N I N G COMPANY 

A r TEST: 

Sec r etary 
By: 

President 

A : Y E S r 

S H E L L O I L COMPANY 

Sr*. r c t a ry 

By: 
President 

SooaxKSGaqn 

T H E P U R E O I L COMPANY 

By: 
, 'Manager tmes L . M o r r i s , 'Manage: 

uthern Producing Div i s ion 

TRACE 

FGT;.V. 

APPROVED 

DfSC.-: iPTIOl l^^ 

A r 1 EST: 
S K E L L Y O I L COMPANY 

Sec re ta ry 
By: 

Pres ident 

STATE OF CALIFORNIA ) 
City and County of San Francisco \ 5S 

this . ..' "' day ,.' :9 6 before me, LUCILLE F. ROTH, a Notary Public in and for the 

City and County of San Francisco, State of California, residing therein, duly commissioned and 

sworn, d/rsonally appeared JOHN H "."•'IK!*! . , 

known to me to be the Vice President, and 

JAMfS A WALKER Mown to me to he the 

ASSISTANT Secretary, of 
KFRN COUNTY LAND COMPANY 

the corporation that executed the v ithin instrument and known to me to he the persona who 
executed tlie within instrument on behalf of the eorporuiion therein named, and acknowledged 
to me that such corporation executed the within :n\tiumcnt pursuant to it? hij hiu s or a resolu­
tion of its board of directors. 

IN WITNESS WHEREOF, I hate lereunio sit my hand and affixnl my official seal at my 
office in said City and County and Stale the dau and war m tin, n rt,hratr first above written. 

, - •.. . <. c v ,. / r A ' . 
LUCILLE F Roni' 

Notaru Public 
i'i and 'or the City and County ol 
^ oi I reneisco. State of Califorr.u; 

i N O U d r y r u u n c i n a n u i o r 

County, 



A T T E S T : 
H U M B L E O I L fc R E F I N I N G COMPANY 

Secretary 

A T T E S T : 

By: 
President 

S H E L L O I L COMPANY 

T H E P U R E O I L COMPANY 

hunt] 

Secretary 
By: 

James L . M o r r i s , Manager 
Southern Producing Division 

A T T E S T : 
S K E L L Y O I L COMPANY 

Secretary 
By: 

President 

STATE OF CALIFORNIA 
City and County of San Fronpitco 

thU ...<$. day of . . Jt; -.. • .< ' y . I9A.!tL, before mc, LUCILLE F. HUTU, a Notary Tu! lie in and for the 

City and Qfunty of San Francisco, State of California, residing tin reoi, duly commissioned and 

sworn, personally appeared JOHN H. MAT KIN 

known to me to be the Vice President, and 
JAM! S A. WALKER , , . , ., „ J n .known to me to he the 

ASSISTANT .. , . 
Secretary, of 

KERN COUNTY LAND COMPANY 

tile corporation that execute/! the v ithin instrument ami known to me to lie the perions who 

executed the within instrument on behalf of the corporation therein named, and acknou lodged 

to rne tluit such corporation executed the within instrument puis.mat to <?v hy-laus or a resolu­

tion of its hoard of directors. 

IX WITNESS WHEREOF. I hare Inrcunto s/t my hand and afi.u ,1 my official seal nt my 

office in said City and County and Stale the ihiy and year in thi. c, rl.he.iti- first abor,- written. 

1 1 SO L t i 1 

LV . - . s / . 
Ll 'CILIA'. F. IWI 11 

\otnni Vul'le 
NI and ' IT tlie CJn end (', until ol 
V.JI Francisco. Sl,,!, of C.'hloi 

• U U I I L i n ana i o r 

County, 



A T T E S T : 
X M i L E O I L & R E F I N I N G COMPANY 

Secretary 
By: 

President 

A T T E S T : 
S H E L L O I L COMPANY 

Secretary 
By: 

President 

A T T E S T : 
T H E P U R E O I L COMPANY 

Sec r e t a ry 

By: 

James L . M o r r i s , Manager 
Southern Producing Div i s ion 

S K E L L Y O I L COMPANY 

4 \ u 

ATTORNEY-IN-FACT 

STATE OF CALIFORNIA 
City and County of San Francjsco 

. 19.^.JiL before me, LUCILLE F. ROTH, a S..t.:ry i n ' b e vi end ior t l . 

City und Cfiunty of San Francisco, State of California, residing tin r, in. duly commissioned ami 

sworn, personally appeared JOHN H MA1MN 

known to me to be the \ <• • President, and 

JAM! A WALKER .. .known to me to be the 
A b ^ Secretary, of 

KERN COUNTY I AND COMPANY 
the corporation that executed the vithin instrument and knou n to me to be the persons u ho 
executed the within instrument on behalf of the corporation therein named, and acknou lodged 
to me tliat such corporation csccuted the within instrument pursuant to its- by lau s or a resolu­
tion of its board of directors. 
IS WJT.VESS WHEREOF. I hare le r, unto s. t no h ind ami aft.xcd my official seal at my 
office in said City and County and State the ilay anil year in this certificate first above written. 

LUCILLE F. ROTH 
Sotani Public 

in and tor the City and County ot 
San Francisco, State of California 

Notary Public in and fo r 
County, 

-> 



T D BTAB QT tBCAf | 

GOUTfTT OF MIBLAHD | 

The foregoing iastrumnt vua acknowledged hefare r» thle 4th day of December 
A * D * ' 1 9 " l * *7 R. R. McCarty, Agent and Attorney in Fact for Buckle Oil k Refining 
Company oo b«half cr* sitd corparati a. 

Midland Coun"y; Tern-

of I fumble Oil & Refining Company, a corporation, and acknowledged to me that 

he executed the same for the purposes and consideration therein expressed, in 

the capacity stated, and as the act and deed of said corporation. 

G I V E N UNDER MY HAND AND S E A L O F O F F I C E this the 

day of , A. D. , 1961. 

Notary Public in and for 
County, 

T H E S T A T E O F ^ I 

COUNTY O F / Q ^ ' ^ U ^ ^ , I 

BEFORE M E , the undersigned author i ty , on this day personal ly 

/ / 

appeared ^ , known to me to be the person whose 

name is subscribed to the foregoing instrument, as r ,, / ,, — r "Ps/ />'./' 

of Shell O i l Company, a corpora t ion , and acknowledged to rcve^ that he executed 

the same f o r the purposes and considerat ion the re in expressed, in the capacity 

stated, and as the act and deed of said co rpora t ion . 

GIVEN UNDER MY HAND AND SEAL OF OFFICE this the /<? 
d a y o f , W " t - A D - 1 9 6 1 -

islotary Publ ic i n and f o r P ?̂J.j , / / ^ >; 
County, 

. 8 _ 



T H E S T A T E O F I 

C O U N T Y O F I 

B E F O R E M E , the undersigned au thor i ty , on this day personal ly 

appeared James L . M o r r i s , known to me to be the person whose name is 

subscr ibed to the fo rego ing i n s t rumen t , as Manager, Southern Producing 

D i v i s i o n , of The Pure O i l Company, a co rpora t ion , and acknowledged to 

me that he executed the same f o r the purposes and considerat ion there in 

expressed, i n the capacity stated, and as the act and deed of said corpora t ion . 

G I V E N U N D E R MY HAND AND S E A L O F O F F I C E this the ; 

day of A. D. , 1961. 

JsL , 
Notary Public in and f o r /^J^ $ ̂ v t 

County, _ 2 f . , J h ^ . 

T H E S T A T E OF / / ' ^ f y ? , , I 

. I 

COUNTY OF ^ , / [ ^ 1 

BEFORE M E , the undersigned author i ty , on this day personal ly 

appeared f s / , known to me to be the person whose 

name is subscribed to the foregoing ins t rument , as / /^ / /T ^ tcc /o ' ->.. / ; \ f~ 

of Skelly O i l Company, a co rpora t ion , and acknowledged to me that he executed 

the same f o r the purposes and considerat ion the re in expressed, i n the capacity 

stated, and as the act and deed of said co rpo ra t ion . 

GIVEN UNDER MY HAND AND S E A L OF O F F I C E This the / - ^ --

of , / ! ; ,•; < . > A . D . , 1961. 

JxL ^ 
N'otary Publ ic i n and f o r t j ^ y y y / . ~ 

County, / J U . Y Y ? . . 



E X H I B I T "A' 

D E S C R I P T I O N O F L E A S E S 

1. N e w M e x i c o Sta te L e a s e N o . E - 6 9 4 0 

D a t e d : F e b r u a r y 10, 1953 

L e s s o r : State of N e w M e x i c o 

L e s s e e : T h e P u r e O i l C o m p a n y 

D e s c r i p t i o n : S/2 of Sec . 17, T - 1 4 - S , R - 3 4 - E , L e a C o u n t y , N . M . 

2 . N e w M e x i c o Sta te L e a s e N o . K - 6 9 9 
D a t e d : A u g u s t 16, I 9 6 0 
L e s s o r : State of N ew M e x i c o 
L e s s e e : L a m a r L u n t 

A s s i g n e e of L a m a r L u n t : The P u r e O i l C o m p a n y 
D e s c r i p t i o n : E / 2 N E / 4 of Sec . 1 7 . T - 1 4 - S , R - 3 4 - E , L e a C o u n t y , N . M . 

3. N e w M e x i c o Sta te L e a s e N o . K - 6 0 0 
D a t e d : J u l y 19, I 9 6 0 
L e s s o r : State of N e w M e x i c o 
L e s s e e : S h e l l O i l C o m p a n y 

D e s c r i p t i o n : N E / 4 of Sec . 20 , T - 1 4 - S , R - 3 4 - E , L e a C o u n t y , N . M . 

4 . N e w M e x i c o State L e a s e N o . O G - 4 7 7 9 
D a t e d : N o v e m b e r 18, 1958 
L e s s o r : State of N e w M e x i c o 
L e s s e e : S k e l l y O i l C o m p a n y 

D e s c r i p t i o n : N W / 4 of Sec . 20, T - 1 4 - S , R - 3 4 - E , L e a C o u n t y , N . M . 

5. N e w M e x i c o Sta te L e a s e N o . O G - 5 3 4 7 
D a t e d : A p r i l 2 1 , 1959 

L e s s o r : State of N e w M e x i c o 
L e s s e e : M o n t e r e y O i l C o m p a n y 
D e s c r i p t i o n : N W / 4 and W / 2 N E / 4 of Sec. 17, T - 1 4 - S , R - 3 4 - E , 

L e a C o u n t y , N e w M e x i c o 

I N T E R E S T O F P A R T I E S A N D S H A R I N G 
O F COSTS I N U N I T A R E A 

K E R N 35 .00% 

S H E L L 2 3 . 3 4 % 

P U R E 2 0 . 8 3% 

H U M B L E 12 .50% 

S K E L L Y 8 . 3 3 % 

A D D R E S S E S O F P A R T I E S 
F O R N O T I C E S 

K e r n Coun ty L a n d C o m p a n y , 407 V & J T o w e r B u i l d i n g , M i d l a n d , T e x a s ; 

S h e l l O i l C o m p a n y , S h e l l B u i l d i n g , M i d l a n d , T e x a s ; 

The P u r e O i l C o m p a n y , P . O, B o x 239, H o u s t o n , T e x a s , and P . O. B o x 
430, R o s w e l l , N e w M e x i c o ; 

A t ^ r . " io r . : Manarrer , P r o d u c t i o n Department 
Kot^ces : H u m b l e O i l & R e f i n i n g C o m p a n y . / P. C. Box 1 '00 M i d l a n d , T e x a s ; 

ta tements ^ i l l i n ~ s : >0_rrr.ble O i l & R e f i n i n g Comtiany. P. 0. 2 ox 2130. Houston 1 . Texas. A t t e n t i o n : 
' T r a d u c t i o n & E x p l o r a t i o n Accoun t ing O f f i c e 

S k e l l y O i l C o m p a n y , P . O. B o x 993 , M i d l a n d , " T e x a s . 



E X H I B I T " B " 

OPERATING AGREEMENT 

THIS AGREEMENT, entered into this 2 5 t h d a y 0 f O c t o b e r 19_§_L. between 

KERN COUNTY LAND COMPANY , 

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

WITNESSETH, T H A T : 

WHEREAS, the parties to this agreement are owners of oil and gas leases covering and. i f so indicated, 

unleased mineral interests in the tracts of land described in Exhibit " A " , and al l parties have reached an 

agreement to explore and develop these leases and interests for oil and gas to the extent and as hereinafter 

provided; 

NOW, THEREFORE, it is agreed as follows: 

1. DEFINITIONS 

As used in this agreement, the fol lowing words and terms shall have the meanings here ascribed to 

them. 

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

(2) The parties to this agreement shall always be referred to as " i t " or "they", whether the parties be cor­

porate bodies, partnerships, associations, or persons real. 

(3) The term ' 'o i l and gas" shall include oil , gas, casinghead gas, gas condensate, and al l other l iquid or gase­

ous hydrocarbons, unless an intent to l im i t the inclusiveness of this term is specifically stated. 

(4) The term "o i l and gas interests" shall mean unleased fee and mineral interests in tracts of land lying 

wi th in the Unit Area which are owned by parties to this agreement. 

(5) The term "Uni t Area" shall refer to and include a l l 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 o i l and gas interests are described in Exhibit " A " . 

(6) The term "dr i l l ing uni t" shall mean the area f ixed for the dr i l l ing of one wel l by order or rule of any 

state or federal body having authority. I f a dr i l l ing unit is not f ixed by any such rule or order, a dr i l l ing 

unit shall be the dr i l l ing unit as established by the pattern of dr i l l ing in the Unit Area or as f ixed by ex­

press agreement of the parties. 

(7) A l l exhibits attached to this agreement are made a part of the contract as f u l l y as though copied in f u l l 

in the contract. 

(8) The words "equipment" and "materials" as used here are synonymous and shall mean and include all 

oil f ie ld supplies and personal property acquired for use in the Unit Area. 

2. T I T L E E X A M I N A T I O N , LOSS OF LEASES A N D OIL A N D GAS INTERESTS 

A. Tit le Examination: 

There shall be no examination of t i t le to leases, or to o i l and gas interests, except, that .title tp the d r i l l i n g , 
the agreement to which tnis Exhibit B is attached 

unit on which the exploratory wel l is to be dri l led i n accordance wi th SSCtfeQJIXX,/ which dr i l l ing unit is more 

particularly described in Exhibi t " A " , shall be examined pn a complete abstract record by Operator's attorney, 

or, if the location is on one of Operator's leases, by an attorney for one of the other parties, and the tit le to both 

the oi l and gas lease and to the fee t i t le of the lessors must be approved by the examining attorney, or accepted 

by al l parties. A copy of the examining attorney's opinion shall be sent to each party immediately after the 

opinion is wri t ten, and, also, each party shall be given, as they are wri t ten, a copy of all subsequent supple­

mental attorney's reports. A good fa i th effor t to satisfy the examining attorney's requirements shall be made 

by the party owning the lease covering the drillsite. 

I f t i t le to the proposed drillsite is not approved by the examining attorney or the lease is not acceptable 

for a material reason, and al l the parties do not accept the title, the parties shall select a new drillsite for the 

f i rs t exploratory we l l ; provided, i f the parties are unable to agree upon another drillsite, this agreement shall, 

in that case, come to an end and a l l parties shall then for fe i t their rights and be relieved of obligations here­

under. I f a new drillsite is selected, t i t le to the oi l and gas lease covering it and to the fee ti t le of the lessor 

shall be examined, and t i t le shall be approved or accepted or rejected in like manner as provided above con­

cerning the drillsite f i rs t selected. I f t i t le to the oi l and gas lease covering the second choice drillsite is not 

approved or accepted, other drillsites shall be successively selected and title examined, unt i l a drillsite is chosen 

— 1 — 
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to which title is approved or accepted, or until the parties fail to select another drillsite. As in the case of the 

drillsite first selected, so also with successive choices if the time comes that the parties have not approved 

title and are unable to agree upon an alternate drillsite, the contract shall, in that case and at that time, come 

to an end and all parties shall forfeit their rights and be relieved of obligations under this contract. 

No well other than the first test shall be drilled in the Unit Area until after (1) the title to the drilling 

unit has been examined by an attorney for one of the parties other than the party whose lease embraces the 

drillsite, and (2) the title has been approved by the examining attorney or the title has been accepted by all 

of the parties who are to participate in the drilling of the well. 

B. Failure of Title: 

Should any oil and gas lease, or interest therein, be lost through failure of title, this agreement shall, 

nevertheless, continue in force as to all remaining leases and interests, and 

(1) The party whose lease or interest is affected by the title failure shall bear alone the entire loss and it 

shall not be entitled to recover from Operator or the other parties any development or operating costs 

which it may have theretofore paid, but there shall be no monetary liability on its part to the other par­

ties hereto by reason of such title failure; and 

(2) There shall be no retroactive adjustment of expenses incurred or revenues received from the operation 

of the interest which has been lost, but the interests of the parties shall be revised on an acreage basis, 

as of the time it is determined finally that title failure has occurred, so that the interest of the party 

whose lease or interest is affected by the 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 theretofore drilled on 

the Unit Area is increased by reason of the title failure, the party whose title has failed shall receive 

the proceeds attributable to the increase in such interests (less operating costs attributable thereto) 

until it has been reimbursed for unrecovered costs paid by it in connection with such well; and 

(4) Should any person not a party to this agreement, who is determined to be the owner of any interest in 

the title which has failed, pay in any manner any part of the cost of operation, development, or equip­

ment, or equipment previously paid under this agreement, such amount shall be proportionately paid to 

the party or parties hereto who in the first instance paid the costs which are so refunded; and 

(5) Any liability to account to a third party for prior production of oil and gas which arises by reason of title 

failure shall be borne by the parties in the same proportions in which they shared in such prior produc­

tion. 

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

If any lease or interest subject to this agreement be lost through failure to develop or because express 

or implied covenants have not been performed, or if any lease be permitted to expire at the end of its primary 

term and not be renewed or extended, or if any lease or interest therein is lost due to the fact that the produc­

tion therefrom is shut in by reason of lack of market, the loss shall not be considered a failure of title and all 

such losses shall be joint losses and shall be borne by all parties in proportion to their interests and there shall 

be no readjustment of interests in the Unit Area. 

— ^ 3. UNLEASED OIL AND OAS INTERESTS • 

If anyp7Trty--ejau^>an unleased oil and gas interest in the Unit Area, that interest shall be treated for the 

purpose of this agreement as iTTT'Ww^aJeased interest under the form of oil and gas lease attached as "Exhi­

bit "B" and for the primary term therein stated/A?To~such_mterests, the owner shall receive royalty on produc­

tion as prescribed in the form of oil and gas lease attached hereto as^EMrtbil^BJJ. Such party shall, however, 

be subject to all of the provisions of this agreement relating to lessees, to the cxtcrrt"TTra~t--it-_o^ns the lessee 

interent. " — -

4. INTERESTS OF PARTIES 

Exhibit "A" 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 1 i home 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 Exhibit "A". All production of oil and gas from the Unit 

Area. subject to the payment of lessor's royalties, shall also be owned by the parties in the same manner. 

— 2 — 
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I f any o i l and gas lease covered by this agreement is subject to an overriding royalty, production pay­

ment, or other charge over and above the usual one-eighth ( v a ) royalty, the party contributing that lease shall 

assume and alone bear a l l such excess obligations and shall account for them to the owners thereof out of its 

share of the working interest production of the Uni t Area. 

5. O P E R A T O R O F UNIT 

KERN COUNTY LAND COMPANY s h a n be the Operator of 

the Unit Area, and shall conduct and direct and have f u l l control of al l operations on the Unit Area as per­

mitted and required by, and wi th in the limits of, this agreement. I t shall conduct al l such operations in a good 

and workmanlike manner, but it shall have no l iabi l i ty as Operator to the other parties for losses sustained, 

or liabilities incurred, except such as may result f r o m gross negligence or f rom breach of the provisions of 

this agreement. 
6. E M P L O Y E E S 

The number of employees and their selection, and the hours of labor and the compensation for services 

performed, shall be determined by Operator. A l l employees shall be the employees of Operator. 

^— 7. TEST WELL —> 

^ • Q n or before the day of ., 19 , Operator shall commence the^dril l-

ing of a wel l for oi l and gas in the fol lowing location: 

and shall thereafter continue the dr i ihng of the wel l w i t h due diligence 

unless granite or other practically impenetrabLe^substance isencountered at a lesser depth or unless a l l parties 

agree to complete the well at a lesser deptn. 

Operator shall make reasonable tests of al l formations encountereoSsduring dr i l l ing which give indica­

tion of containing oil and ga*^n quantities sufficient to test, unless this agreement shall be limited in its ap­

plication to a specific fefmation or formations, in which event Operator shall be required to test only the 

formation or forppraiions to which this agreement may apply. 

I f irj^Operator's judgment the wel l w i l l not produce oil or gas in paying quantities, and >t wishes to 

p lu jp^f id abandon the test as a dry hole, i t shall f i rs t secure the consent of al l parties to the plugging, at^d the 

**well ohall then bo plugged and abandoned ac promptly ae possible, . 

8. COSTS AND E X P E N S E S 

Except as herein otherwise specifically provided, Operator shall promptly pay and discharge al l costs 

and expenses incurred in the development and operation of the Unit Area pursuant to this agreement and shall 

charge each of the parties hereto w i t h their respective proportionate shares upon the cost and expense basis 

provided in the Accounting Procedure attached hereto and marked Exhibit "C". I f any provision of Ex­

hibit "C" should be inconsistent w i th 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 f r o m time to time to demand and receive f rom the other 

parties payment in advance of their respective shares of the estimated amount of the costs to be incurred in 

operations hereunder during the next succeeding month, which right may be exercised only by submission to 

each such party of an itemized statement of such" estimated costs, together wi th an invoice for its share there­

of. Each such statement and invoice for the payment i n advance of estimated costs shall be submitted on or 

before the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of 

such estimate wi th in f if teen (15) days after such estimate and invoice is received. I f any party fails to pay its 

share of said estimate wi th in said time, the amount due shall bear interest at the rate of six percent ( 6%) per 

annum unt i l paid. Proper adjustment shall be made monthly between advances and actual cost, to the end 

that each party shall bear and pay its proportionate share of actual costs incurred, and no more. 
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9. OPERATOR'S L I E N 

Operator is given a first and preferred lien on the interest of each party covered by this contract, and 

in each party's interest in oi l and gas produced and the proceeds thereof, and upon each party's interest in ma­

terial and equipment, to secure the payment of all sums due f rom each such party to Operator. 

In the event any party fails to pay any amount owing by it to Operator as its share of such costs and 

expense or such advance estimate wi th in the time l imited for payment thereof. Operator, without prejudice to 

other existing remedies, is authorized, at its election, to collect f rom the purchaser or purchasers of oi l or gas, 

the proceeds accruing to the working interest or interests in the Unit Area of the delinquent party up to the 

amount owing by such party, and each purchaser of oi l or gas is authorized to rely upon Operator's statement 

as to the amount owing by such party. 

In the event of the neglect or fai lure of any non-operating party to promptly pay its proportionate part 

of the cost and expense of development and operation when due, the other non-operating parties and Operator, 

wi th in th i r ty (30) days after the rendition of statements therefor by Operator, shall proportionately contribute 

to the payment of such delinquent indebtedness and the non-operating parties so contributing shall be entitled 

to the same lien rights as are granted to Operator in this section. Upon the payment by such delinquent or 

defaulting party to Operator of any amount or amounts on such delinquent indebtedness, or upon any recovery 

on behalf of the non-operating parties under the lien conferred above, the amount or amounts so paid or re­

covered shai be distributed and paid by Operator to the other non-operating parties and Operator propor­

tionately in accordance w i t h the contributions theretofore made by them. 

10. T E R M O F A G R E E M E N T 

This agreement shall remain in f u l l force and effect for as long as any of the oil and gas leases subjected 

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 dri l led hereunder results in 

a dry hole and no other wel l is producing oi l or gas in paying quantities f rom the Unit Area, then at the end 

of ninety (90) days after abandonment of the f i rs t test well , this agreement shall terminate unless one or 

more of the parties are then engaged in d r i l l i ng a wel l or wells pursuant to Section 12 hereof, or al l parties 

have agreed to d r i l l an additional wel l or wells under this agreement, in which event this agreement shall con­

tinue in force unt i l such wel l or wells shall have been dri l led and completed. I f production results there­

f rom this agreement shall continue in force thereafter as i f said f irst test wel l had been productive in paying 

quantities, but i f production in paying quantities does not result therefrom this agreement shall terminate 

at the end of ninety (90) days after abandonment of such wel l or wells. I t is agreed, however, that the term­

ination of this agreement shall not relieve any party hereto f rom any l iabi l i ty which has accrued or attached 

prior to the date of such termination. 

11. L I M I T A T I O N ON E X P E N D I T U R E S 

Without the consent of a l l parties: (a) No wel l shall be dri l led on the Unit Area except any well ex­

pressly provided for in this agreement and except any wel l dri l led pursuant to the provisions of Section 12 

of this agreement, i t being understood that the consent to the dr i l l ing of a wel l shall include consent to all 

necessary expenditures in the dr i l l ing , testing, completing, and equipping of, the well , including necessary 

tankage; (b) No wel l shall be reworked, plugged back or deepened except a wel l reworked, plugged back or 

deepened pursuant to the provisions of Section 12 of this agreement, it being understood that the consent to 

the reworking, plugging back or deepening of a wel l shall include consent to all necessary expenditures in 

conducting such operations and completing and equipping 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 o f - " - " - <'THOUSAND AND N O / 1 0 0 - - - Dollars ( $ 5 , 0 0 0 . 0 0 ^ 

except in connection wi th a wel l the dr i l l ing , reworking, deepening, or plugging back of which has been pre­

viously authorized by or pursuant to this agreement; provided, however, that in case of explosion, f i re , flood, 

or other sudden emergency, whether of the same or different nature, Operator may take such steps and incur 

such expenses as in its opinion are required to deal w i t h the emergency and to safeguard l i fe and property, 

but Operator shall, as promptly as possible, report the emergency to the other parties. Operator shall, upon 

request, furnish copies of its "Author i ty for Expenditures" for any single project costing in ex­

cess of $ 2 .5L0 .UG 

— 4 — 
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12. OPERATIONS BY LESS T H A N A L L PARTIES 

I f all the parties cannot mutually.agree unqn the d r j l l i neo f . any well on the Unit Area other than the 
the agreement t o w h i c h t h i s E x h i b i t T i r i s a t t a c h e a 

test well provided for in giSXHKKX/or upon the reworking, deepening or plugging back of a dry hole drilled 

at the joint expense of all parties or a well joint ly owned by all the parties and not then producing in paying 

quantities on the Unit Area, any party or parties wishing to d r i l l , rework, deepen or plug back such a well 

may give the other parties writ ten notice of the proposed operation, specifying the work to be performed, 

the location, proposed depth, objective formation and the estimated cost of the operation. The parties receiv­

ing such a notice shall have thir ty (30) days (except as to reworking, plugging back or dri l l ing deeper, where 

a dr i l l ing rig is on location, the period shall be limited to forty-eight (48) hours exclusive of Saturday or Sun­

day) after receipt of the notice within which to notify the parties wishing to do the work whether they elect 

to participate in the cost of the proposed operation. Failure of a party receiving such a notice to so reply to 

it wi thin the period above fixed shall constitute an election by that party not to participate in the cost of the 

proposed operation. 

I f any party receiving such a notice elects not to participate in the proposed operation (such party or 

parties being hereafter referred to as '"Non-Consenting Party"), then in order to be entitled to the benefits 

of this section, the party or parties giving the notice and such other parties as shall elect to participate in the 

operation (all such parties being hereafter referred to as the "Consenting Parties") shall, within thir ty (30) 

days after the expiration of the notice period of thir ty (30) days (or as promptly as possible after the expir­

ation of the 48-hour period where the dr i l l ing rig is on location, as the case may be) actually commence work 

on the proposed operation and complete i t wi th due diligence. 

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the 

proportions that their respective interests as shown in Exhibit " A " bear to the total interests of all Consenting 

Parties. Consenting Parties shall keep the leasehold estates involved in such operations free and clear of all 

liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties. I f 

such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well at their sole 

cost, risk and expense. If any well drilled, reworked, deepened or plugged back under the provisions of this 

section results in a producer of oil and /or gas in paying quantities, the Cotisenting Parties shall complete and 

equip the well to produce at their sole cost and risk, and the well shall then be turned over to Operator and 

shall be operated by i t at the expense and for the account of the Consenting Parties. Upon commencement of 

operations for the dri l l ing, reworking, deepening or plugging back of any such well by Consenting Parties 

in accordance with the provisions of this section, each Non-Consenting Party shall be deemed to have rel in­

quished to Consenting Parties, and the Consenting Parties shall own and be entitled to receive, in proportion 

to their respective interests, all of such Non-Consenting Party's interest in the well , its leasehold operating 

rights, and share of production therefrom unt i l the proceeds or market value thereof (after deducting pro­

duction taxes, royalty, overriding royalty and other interests payable out of or measured by the production 

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

(A) 100% of each such Non-Consenting Party's share of the cost of any newly acquired surface equipment 

beyond the wellhead connections (including, but not limited to, stock tanks, separators, treaters, 

pumping equipment and piping), plus 100% of each such Non-Consenting Party's share of the cost of 

operation of the well commencing wi th first production and continuing until each such Non-Consenting 

Party's relinquished interest shall revert to it under other provisions of this section, it being agreed that 

each Non-Consenting Party's share of such costs and equipment w i l l be that interest which would have 

been chargeable to each Non-Consenting Party had it participated in the well from the beginning of 

the operation; and 

(H) 200', of that portion of the costs and expenses of dri l l ing, reworking, deepening or plugging back, 

testing and completing, after deducting any cash contributions received under Section 24, and 200% 

of that portion of the cost of newly acquired equipment in the well (to and including the wellhead 

connections), which would have been chargeable to such Non-Consenting Party if i l had participated 

therein. 
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In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall 

be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of all 

such equipment shall remain unchanged; and upon abandonment of a well after such reworking, plugging 

back or deeper drilling, the Consenting Parties shall account for all such equipment to the owners thereof, 

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

Within sixty (60) days after the completion of any operation under this section, the party conducting 

the operations for the Consenting Parties shall furnish each Non-Consenting Party with an inventory of 

the equipment in and connected to the well, and an itemized statement of the cost of drilling, deepening, 

plugging back, testing, completing, and equipping the well for production: or, at its option, the operating 

party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly 

billings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided 

above, the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all 

costs and liabilities incurred in the operation of the well, together with a statement of the quantity of oil 

and gas produced from it and the amount of proceeds realized from the sale of the well's working interest 

production during the preceding month. Any amount realized from the sale or other disposition of equip­

ment newly acquired in connection with any such operation which would have been owned by a Non-Con­

senting Party had it participated therein shall be credited against the total unreturned costs of the work done 

and of the equipment purchased, in determining when the interest of such Non-Consenting Party shall revert 

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

I f and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the 

amounts provided for above, the relinquished interests of such Non-Consenting Party shall automatically 

revert to it and from and after such reversion such Non-Consenting Party shall own the same interest in such 

well, the operating rights and working interest therein, the material and equipment in or pertaining thereto, 

and the production therefrom as such Non-Consenting Party would have owned had it participated in the 

drilling, reworking, deepening or plugging back of said well. Thereafter, such Non-Consenting Party shall be 

charged with and shall pay its proportionate part of the further costs of the operation of said well in accord­

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

Notwithstanding the provisions of this Section 12, it is agreed that without the mutual consent of all 

parties, no wells shall be completed in or produced from a source of supply from which a well located else­

where on the Unit Area is producing, unless such well conforms to the then-existing well spacing pattern 

for such source of supply. 

The provisions of this section shall have no application whatsoever to the drilling of the initial test 
comple t ion t h e r e o f , and t o the 

well on the Unit Area, but shall apply to the/reworking, deg^ni^g^or^plugjg^i^ba^k of the irutial j * e s ^ - j ^ f g 1 P ' x h i b i 
after it has been drilled to the depth specified in Section^, if it is, or thereafter shall prove to be, a dry "R" i s 

, , a t t a c h e d . 
hole or non-commercial well, and to all other wells drilled, reworked, deepened, or plugged back, or pro­

posed to be drilled, reworked, deepened, or plugged back, upon the Unit Area subsequent to the drilling of 

the initial test well. 
13. RIGHT TO TAKE PRODUCTION IN KIND 

Each party shall take in kind or separately dispose of its proportionate share of all oil and gas pro­

duced from the Unit Area, exclusive of production which may be used in development and producing oper­

ations and in preparing and treating oil for marketing purposes and production unavoidably lost. Each party 

shall pay or deliver, or cause to be paid or delivered, all royalties, overriding royalties, or other payments 

due on its share of such production, and shall hold the other parties free from any liability therefor. Any 

extra expenditure incurred in the taking in kind or separate disposition by any party of its proportionate 

share of the production shall be borne by such party. 

Each party shall execute all division orders and contracts of sale pertaining to its interest in produc­

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

thereof for its share of all production. 

— 6 — 
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In the event any party shall f a i l to make the arrangements necessary to take in kind or separately 

dispose of its proportionate share of the oi l and gas produced f rom the Unit Area, Operator shall have the 

right, subject to revocation at w i l l by the party owning i t , but not the obligation, to purchase such oi l and 

gas or sell i t to others for the time being, at not less than the market price prevailing in the area, which 

shall in no event be less than the price which Operator receives for its portion of the oi l and gas produced 

f rom the Unit Area. Any such purchase or sale by Operator shall be subject always to the right of the 

owner of the production to exercise at any time its r ight to take in kind, or separately dispose of, its share of 

all oil and gas not previously delivered to a purchaser. Notwithstanding the foregoing. Operator shall not 

make a sale into interstate commerce of any other party's share of gas production without f irst giving such 

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

14. A C C E S S TO UNIT A R E A 

Each party shall have access to the Uni t Area at al l reasonable times, at its sole risk, to inspect or 

observe operations, and shall have access at reasonable times to information pertaining to the development 

or operation thereof, including Operator's books and records relating thereto. Operator shall, upon request, 

furnish each of tike other parties w i th copies of a l l d r i l l i ng reports, wel l logs, tank tables, daily gauge and 

run tickets and reports of stock on hand at the f i rs t of each month, and shall make available samples of any 

cores or cuttings taken f rom any wel l dri l led on the Uni t Area. 

15. D R I L L I N G CONTRACTS 

A l l wells dri l led on the Unit Area shall be dri l led on a competitive contract basis at the usual rates 

prevailing in the area. Operator, i f i t so desires, may employ its own tools and equipment in the dr i l l ing 

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 wr i t ing before dr i l l ing 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 f ield in contracts of independent contractors who are doing work of a similar nature. 

16. ABANDONMENT O F W E L L S 

No well , other than any well which has been dril led or reworked pursuant to Section 12 hereof for 

which the Consenting Parties have not been f u l l y 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 wel l , those wishing to continue its operation shall tender 

to each of the other parties its proportionate share of the value of the well's salvable material and equip­

ment, determined in accordance wi th 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 warranty, express or implied, as to ti t le or as to quantity, quality, or fitness for use 

of the equipment and material, all of its interest in the wel l and its equipment, together wi th its interest in 

the leasehold estate as to, but only as to, the interval or intervals of the formation or formations then open 

to production. The assignments so l imited shall encompass the "dr i l l ing unit" upon which the well is located. 

The payments by, and the assignments to, the assignees shall be in a ratio based upon the relationship of 

their respective percentages of participation in the Unit Area to the aggregate of the percentages o f partici­

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

of the Unit Area. 

Af te r the assignment, the assignors shall have no further responsibility, l iabil i ty, or interest in the 

operation of or production f rom the wel l 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 parties at the 

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

the result of the separate ownership of the assigned wel l . 
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17. D E L A Y R E N T A L S AND SHUT-IN W E L L PAYMENTS 

Delay rentals and shut-in well payments which may be required under the terms of any lease shall be 

paid by the party who has subjected such lease to this agreement, at its own expense. Proof of each payment 

shall be given to Operator 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 

party may request, and shall be entitled to receive, proper evidence of all such payments. If , through mistake 

or oversight, any delay rental or shut-in well payment is not paid or is erroneously paid, and as a result a lease 

or interest therein terminates, there shall be no monetary liability against the party who failed 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 w i l l no longer be credited with an interest in the Unit Area 

on account of the ownership of the lease which has terminated. In the event the party who failed to pay the 

rental or the shut-in well payment shall not have been fu l ly reimbursed, at the time of the loss, from the pro­

ceeds of the sale of oil and gas attributable to the lost interest, calculated on an acreage basis, for the develop­

ment and operating costs theretofore paid on account of such interest, it shall be reimbursed for unrecovered 

actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilled or wells 

previously abandoned) from so much of the following as is necessary to effect reimbursement: 

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

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

(2) proceeds, less operating expenses thereafter incurred attributable to the lost interest on an acreage 

basis, of that portion of oil and gas thereafter produced and marketed (excluding production from any 

wells thereafter drilled) which would, in the absence of such lease termination, be attributable to the 

lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said portion of 

the oil and gas to be contributed by the other parties in proportion to their respective interests; and 

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

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

this contract. 

i»a»ataa aaall f a t a l * a l l pavtlas artae wrltaaa — U M aaftaia ^ m i ^ ta say * 
gas wall la oraor chat aaaa partlaa aay, l f taay aaalra, pay skat la gaa f j a a a n 
prior to taa actual shuttlag l a of aaaa wall. 

be ready, wil l ing and able to purchase), the purchase price, and all other terms of the offer. The other parties 

shall then have an optional prior right, for a period of ten (10) days after receipt of the notice, to purchase 

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

is exercised, the purchasing parties shall share the purchased interest in the proportions that the interest of 

each bears to the total interest of all purchasing parties. However, there shall be no preferential right to pur­

chase in those cases where any party wishes to mortgage its interests, or to dispose of its interests by merger, 

reorganization, consolidation, or sale of all of its assets, or a sale or transfer of its interests to a subsidiary or 

parent company, or subsidiary of a parent company, or to any company in which any one party owns a ma­

jori ty of the stock. 

Should a sale be made by Operator of its rights and interests, the other parties shall have the right 

within sixty (60) days after the date of such sale, by majority vote in interest, to select a new Operator. I f 

a new Operator is not so selected, the transferee of the present Operator shall assume the duties of and act as 

Operator. In either case, the retiring Operator shall continue to serve as Operator, and discharge its duties 

in that capacity under this agreement, unt i l its successor Operator is selected and begins to function, but the 

present Operator shall not be obligated to continue the performance of its duties for more than 120 days after 

the sale of its rights and interests has been completed. 

— 8 — 
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19. MAINTENANCE OF UNIT OWNERSHIP 

For the purpose of maintaining uni formi ty of ownership in the oil and gas leasehold interests covered by 

this contract, and notwithstanding any other provisions to the contrary, no party shall sell, encumber, transfer 

or make other disposition of its interest in the leases embraced within the Unit Area and in wells, equipment 

and production unless such disposition covers either: 

(1) the entire interest of the party in al l 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 party shall be made expressly 

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

I f 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 trustee or agent with f u l l authority to re­

ceive notices, approve expenditures, receive billings for and approve and pay such party's share of the joint 

expenses, and to deal generally wi th , and wi th power to bind, the co-owners of such party's interests wi th in 

the scope of the operations embraced in this contract; however, all such co-owners shall enter into and execute 

all contracts or agreements for the disposition of their respective shares of the oil and gas produced f rom 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 f rom its duties and obligations as Operator at any time upon wri t ten notice of not 

less than ninety (90) days given to al l other parties. In this case, all parties to this contract shall select by 

majori ty 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 retiring Operator shall deliver to its successor 

all records and information necessary to the discharge by the new Operator of its duties and obligations. 

21. L I A B I L I T Y OF P A R T I E S 

The liabili ty of the parties shall be several, not joint or collective. Each party shall be responsible 

only for its obligations, and shall be liable only for its proportionate share of the costs of developing and 

operating the Unit Area. Accordingly, the lien granted by each party to Operator in Section 9 is given to se­

cure only the debts of each severally. I t is not the intention of the parties to create, nor shall this agreement 

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

22. RENEWAL OR EXTENSION OF LEASES 

I f any party secures a renewal of any oil and gas lease subject to this contract, each and all of the other 

parties shall be notified promptly, and shall have the right to participate,in the ownership of the renewal lease 

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, i h i s p r o v i s i o n s h a i 
be c p o i i c a b l e o n l y i n s o f a r as such l e a s e c o v e r s t h e c o n t r a c t r . i e a . 

' t f some, but less than all . of the parties elect to participate in the purchase of a renewal lease, 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 

area of all parties participating in the purchase of such renewal lease. Any renewal 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 renewal lease shall be given an assignment of its pro­

portionate interest therein by the acquiring party. 

The provisions of this section shall apply to renewal leases whether they arc for the entire interest 

covered by the expiring lease or cover only a portion of its area or an interest therein. Any renewal lease 

taken before the expiration of its predecessor lease, or taken or contracted for wi thin six (ti) months after 

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

more than six ( fi) months after the expiration of an existing lease shall not be deemed a renewal lease and 

shall not be subject to the pi c>vi• ions of this section. 

The ptovi>:ot:.< m tins section shall apply also and in like manner to extensions of oil and gas leases. 

— 9 — 
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23. SURRENDER OF LEASES 

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

surrendered in whole or in part unless all parties consent. 

However, should any party desire to surrender its interest in any lease or in any portion thereof, and 

other parties not agree or consent, the party desiring to surrender shall assign, without express or implied 

warranty of title, all of its interest in such lease, or portion thereof, and any well, material and equipment 

which may be located thereon and any rights in production thereafter secured, to the parties not desiring to 

surrender it. Upon such assignment, the assigning party shall be relieved from all obligations thereafter ac­

cruing, but not theretofore accrued, with respect to the acreage assigned and the operation of any well there­

on, and the assigning party shall have no further 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 equipment on the assigned acreage, determined in accordance with the provisions of Exhibit "C", 

less the estimated cost of salvaging and the estimated cost of plugging and abandoning. I f 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 CASH CONTRIBUTIONS 

I f any party receives while this agreement is in force a contribution of cash toward the drilling of a 

well or any other operation on the Unit Area, such contribution shall be paid to the party who conducted the 

drilling or other operation and shall be applied by 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 warranty of title, to all parties to this agreement in proportion to their 

interests in the Unit Area at that time, and such acreage shall become a part of the Unit Area and be governed 

by all the provisions of this contract. Each party shall promptly notify all other parties of all acreage or 

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

25. PROVISION CONCERNING TAXATION 

Each of the parties hereto elects, under the authority of Section 761(a) of the Internal Revenue Code of 

1954, to be excluded from the application of all of the provisions of Subchapter K of Chapter 1 of Subtitle A of 

the Internal Revenue Code of 1954. If the income tax laws of the state or states in which the property covered 

hereby is located contain, or may hereafter contain, provisions similar to those contained in the Subchapter of 

the Internal Revenue Code of 1954 above referred to under which a similar election Is permitted, each of the 

parties agrees that such election shall be exercised. Each party authorizes and directs the Operator to execute 

such an election or elections -on its behalf and to file the election with the proper governmental office or 

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

Operator shall render for ad valorem taxation all property subject to this agreement which by law 

should be returned 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 time and manner prescribed by law, and prosecute the protest to a final determination, unless 

all parties agree to abandon the protest prior to final determination. When any such protested valuation shall 

have been finally determined, Operator shall pay the assessment for the joint account, together with interest and 

penalty accrued, and the total cost shall then be assessed against the parties, and be paid by them, as provided 

in Exhibit "C". 

— 10 — 
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27. CLAIMS AND LAWSUITS ~ " • 

I f any party to this contract is sued on an alleged cause of action arising out of operations on the Unit 

Area, or on an alleged cause of action involving title to any lease or oil and gas interest subjected to this con­

tract, i t shall give prompt writ ten notice of the suit to the Operator and all other parties. 

The defense of lawsuits shall be under the general direction of a committee of lawyers representing the 

parties, wi th Operator's attorney as Chairman. Suits may be settled during litigation only wi th the joint con­

sent of all parties. No charge shall be made for services performed by the staff attorneys for any of the 

parties, but otherwise all expenses incurred in the defense of suits, together with the amount paid to discharge 

any final judgment, shall be considered costs of operation and shall be charged to and paid by all parties in 

proportion to their then interests in the Unit Area. Attorneys, other than staff attorneys for the parties, shall 

be employed in lawsuits involving Unit Area operations only wi th the consent of all parties; i f outside counsel 

is employed, their fees and expenses shall be considered Unit Area expense and shall be paid by Operator and 

charged to all of the parties in proportion to their then interests in the Unit Area. The provisions of this 

paragraph shall not be applied in any instance where the loss which may result f rom the suit is treated as an 

individual loss rather than a joint loss under prior provisions of this agreement, and all such suits shall be 

handled by and be the sole responsibility of the party or parties concerned. 

Damage claims caused by and arising out of operations on the Unit Area, conducted for the joint ac­

count of all parties, shall be handled by Operator and its attorneys, the settlement of claims of this kind shall 

be within the d:.-iTetim» ul Operator so long as the amount paid in settlement of any one claim does not exceed 

one thousand (S1000 00) dollars and. if settled, the sums paid in settlement shall bo charged as expense to 

and be paid by all pa'tie- 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 other parties 

prompt written notice of the force majeure wi th reasonably fu l l particulars concerning i t ; thereupon, the 

obligations of the party 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 majeure. The affected party 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 require 

the settlement of strikes, lockouts, or other labor diff icul ty by the party involved, contrary to its wishes; how 

all si;eh difficulties -hall 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 

di'turhance, act of the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, gov­

ernmental restraint, unavailability of equipment, and any other cause, whether of the kind specifically enum­

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

29. NOTICES 

All uct i i . c i ' i ini i /ed or required between the parties, and lequirod by any of the provisions of this 

• 1 1 1 meet, Jhn!l, uule.-s otherwise specifically provided, be given in writ ing hy United States mail or Western 

Union T e h i am. postage or charges prepaid, and addressed to the party to whom the notice is given at the 
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addresses listed on Exhibit "A". The originating notice to be given under any provision hereof shall be deemed 

given only when received by the party to whom such natice is directed and the time for such party to give any 

notice in response thereto shall run from the date the originating notice is received. The second 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. Each party shall have the right to change its address 

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

30. OTHER CONDITIONS, IF ANY, ARE: 

The test well to be d r i l l e d on the unit area shall be d r i l l e d pursuant 
to the terms and provisions of the agreement to which this Exhibit "B" is attached. 
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This agreement may be signed in counterpart, and shall be binding upon the parties and upon their heirs. 

successors, representatives and assigns. 

ATTEST: 

O P E R A T O R 

ATTEST: 

ATTEST: 



P ' t 9 4 2 A REV 8 5 5 

Pound Mi nt ing 4 S t « t l o « » r r Co. Honttoa, T t t M 

• 5>-! i t u t i n n s 

EXHIBIT 
PASO-T-N^-. 

c 
..••A made a pint of GP&RATLSG AGREEMENT da ted 

by and between KERN COUNTY LAND COMPANY, 
• i . A KEFIKiaG COMPAN?., SHELL. O I L . COMPANY, THE PURE 

' and SKELLY OIL COMPANY 

ACCOUNTING P R O C E D U R E 
< l"NIT AND JOINT LEASE OPERATIONS) 

I GENERAL PROVISIONS 

r.urueu t i- mem t nt- subject arc.i i m c r a i 

mc in I 'u - p^r '> dcMcrutcti 

i i c r i t n i t n i U' :io> A m o u n t i n g Procedure" is at-

d o eli»pnt md ;ptT3iion of tlie subject area f o r tfc* 

S t . i t r r u r i . K . i . - i t ! H i l l i n g s 

: f ut'd to mcin inv f inf or m< re cf the non-oper i t mi; pam* 

•' i 'cf irc the iAM day ot each month tor st- proportionate share and expenditures dur ing the prectd-

i np-inicd by statements, reflecting the U't-t! *.«»sis and charges as set f o r t h under Subparagraph A below: 

ii L j f i t - ^ :nd credits to the joint account. 

i " ! rcjic> to the joint account. summarized by appropriate ciassificitions indtcatise of the nature thereof. 

<i ordinari ly considered .;ont m'Sablc h \ oper w t r * of nil and pas properties; 

• r '- 1 arsd credits to *.K- mint cmin i - i immjnved bv appropriate classitications indicative of the nature thereof; 

P a w n e n N b> N o n O p e r a t o r 

1 

A uni i t s 

•. harkics i n d credits. 

rue cf six pt 

t nude w i t h i n such time, t h* 

ptric.f * n j ! ! . . • : ! Mia-

r,- J 

>r. f . i r . T ,• !• . : . 

V M I 0 | , r . i ! n 

: t ne v m : . i t , i - \ 

>f 

'•rri-,. (r 

s p.ir wraph -h i ; i no* , T 

r > : > : m r t he s ( i r r i \ : nc • : h e r e . S u b j e c t io the exception 

„ r : ' :T J i i r i iU ' .mv ^ iu ' ru i f r U ' j f J'-.ii! ^oneIusively be presumed 

s nl u >tar. i m K ^ -A the '.aid twen ty - four (2+1 month 

- . i j i u j r f n r n t . F.iiiun- -.<: • he p.irt Nun-Operator to make 

-it-rent and preclude r j u iYnni; df exceptions thereto or making 

.i,siusir>-.pTii% rv-suliini; tn -m physical inventory of property as 

v • OperstiM' i n d ah other "V^ t " i p i r j * • J M ' . ^s>e »he H ^ T ^-J ' pe rno r ' i accounts and records 

r j n v ctle.niar i f i r w i i h i n ( n n n .'our month period toi!o*-.o£ t:,e LT.J ot such calendar year, pro-

_it u k e wru ten except mi! t., ami nuke i^,nr; u^>on i h t Operator ti ,r j j i discrepancies disclosed by said 

i>nth period- ^X'here then are t » o or uviru Nan Op«r» to f s , the Nun < i p t r i t o r s ihal! make every rt^sonable 

Ji.i;f:ts in a manner •* l i u h ^ - l i i rc'iuft In 4 ^iimnr-on of •'iconveriencc she OperJtur 

H. DEVELOPMENT AND OPERATING CHARGES 

Subject to limitations hereinafter prescribed. Operator shall charge tbe joint account with the following items: 

!. Rentals And Royalties 
; ' t u > > r 

j - Li ZK ! I i ^ C T 

s hen such ?,-ntaU are paid bv Operator tor the joint account; royalties, when not paid directly to royalty 0 1 »ers by the 

. ..s: yheao u « . vr other products. 

2. Labor 
i ! i r : t - Jt -i •* • ' < '; <•*\\. -r <• v .oplovtes diret t iy en>;a»ed on t tit joint property in the development, maintenance, and operation thereof, 

" u In*! "v; - i l j - i . . r p j -d '1 neotogius ano' other employees w ho are temporarily usigned to and direct ly employed on a d r i l l i ng well-

. V 1 - r j t , r ' 1 - I ' I I ^ J : - . w^atujp. sicknes* and disability benefits, and other cuitomairy allowances applicable to the salaries and wagei charge-

- ' • i i ;vr s, i t T o"h - A . n i I*Ari«raph 1 i o i tbi5 Section ! l . Cons under t h u Subparagraph 2 B may be charged on a "when and as 

; t- . i - ' r U- p*.r-t!i?ace i essrmnt" on the amount of salaries and wages chargeable under Subparagraph 2 A and Paragraph 11 o f this 

i ! ! ' f j . : r a^f 'MTit ;! i ' . used, the rare shall be based on the Operator's cost experience. 

( .• • v. s »ir t-rirnh-.::\,>;.*. made pursuint to assessments imposed by governmental authori ty w l u t h are applicable to Operator's labor 

•>* • : MJ i f . "* a-...A vvmcN J • p r : •• uK J under Subparagraphs 2 A . 2 R, and Paragraph f l o f this Section f l . 

3. Employe* Benefits 
* V t r *t* . - • r v • L.t •( M i h : ish-. -J glad's i\>r employees' group l i fe insurance, hosp in l i i a t ion , pension, retircn-.e:tt, %tock purchase, t h r i f t , bonus, 

rn! r . V < ; K ' I - , p ! j ! : ' i . f a Iske mature, applicable to Operator's labor cosr, provided that the total of such charges shall not exceed ten per cent 

, i u ' • , (. -iH-rator \ \ iUor o - . t i u pr..\ ided in Subparagraphs A and B of Paragraph 2 of this Section I I and m Paragraph 11 o f this Section H . 

4. Material 
M . u . r u ! . equip) i r ^ j s ' ippfH. ; i^ri !i.ised >-r furnished by Operator for use of ihe joint property. So far as it is reasonably practical and con-

- iMtf i t w i t h t-!?! Lcni ar i c^on-'mital operation, only such material *hall be purchased fo r or transferred to the joint property as may be required for 

• m:iiediatc as*.; Jiut ! f i >. cumulat ion nf turplus stocks shall b* avoided. 

5. Transportation 
Transp.-rt atioti >f • , ,->s, ,s. t;;u-p.iv. m material, and supplies necessary fo r the development, maintenance, and operation of the joint property 

subject IO ' . l i t f ' j i l>-^ i . • i• iinotariun-j; 

A i t material is n< - wi to the jomt property f r o m vendor's or f r o m the Operator's warehouse or other properties, no charge shall be made to the 

;i>mt j cvou iu ior A distance greater than the distance f r o m the nearest reliable supply store or railway receiving point where such material is 

i \ l i a b l e , enccp; b> special 3freement w i t h Non-Operator. 



Kr H'iir.i^,- t fH-i* JLULC N^JI! he made it- ine joint account for a distance greater 
ri;!*.n rt-- ' i^ii = e p'-mt e>..ep: b\ spv^ai agreement with Non-Operator. No charge 

i ' lfr. pri-per;iL-N bcKi;ii.Mi>: to .Opera tor. except by special agreement with Non-Operator. 

Service 

• ^ -.r:\-.t I • 'V-^jtor •••. !u' . ••. •-• : • ' . - •>! a.-ij •M.-.-- a-, piov Jtd m I J jr J g r i ph J oi Section 111 entitled "Operator's Kx-

1)9 mates .ind 1 ^ ' ^ to J<>ir»t Property and E q u i p m e n t 

- -v - " =• vr-" f I'K u t 'co hi fire f K n »*1. i!>F!'i, i he J t, accident, or any other cause not con-
-i i •- r •.• r. • • • •>• <•>•';•••• of •: " . M ; >,. • fpcrat ,->r vh j j i i urn oh Nor \. operator written notice of damages or losses io-

• rt i A,. k .,, : . jo j . . i . ' • i • • t : < : ' • • ••• : • • i . ' ! • r :;•.»;> wt i b> Optra ' or. 

1 Ttiyntion Kxpen.se 

i f ^ t i t . i ; - i 1 Lt d l. ] ; t i in.s 

t * pe hent t'»r ! iu- j ro' e- tion ot the joint m i t r o t s includme ait or ney/ 

Ji;jij:s! rhc parnt"- .»r any ,>f them on account of the joint operations 

lOTin ir ^ ur:.n,i; o u1_ 'K i ' ior the purpose of defending aramst any 

'*} i ' 11'r o. this aijr.-vjmcnt 

J •! x r ni; 'hi* jo r i t i rut rests hereunder may be h and led by the legal 

. k.\T >t pr,o lU'f.vt and furnishing such services rendered may b** 

• .MM •'Vt-..: i •- >.i- h-t^i cepi r tmrnts of or attorney* fo r the respeitis? 

• * >-•-' - ' o - ' au :•--'./.J hv ihe majori ty of the interests hereunder. 

* M ' . I ' - iorvrno whi .h ar-;' the subject of this agreement, the produe-
;. "* > ^ t j - : t - r inmMit ot the parties hereto. 

; i . wunt. tl-er w i t h all expenditures incurred And paid in 

!ur *'x«n-PTv .--s.iud.ng leg*' services, not recovered f r o m insurance carrier. 

•«•! <-' ;••»».• t v Operator in settlement of any and all losses, claims, dam-

r-i han.ed to. the }i»int i.LOUnt. 

I ' I i i - -p i rnicniicTi! and u*.h-.f employees serving the joint proper tv and other 

>̂ • >'- o> . au '. t \ \ [o -he properties, and a pro rata portion ot the tost of 

** 1 1 1 comparable off ice i f location c 'unged j , and 
1 •'•' ' •'. v. : 'TTfrt^---^i^jU^nc..essary camps, including housm.c f acililies tor 

; r • '• - ••id ndu-r pr - ; i r i^csoftPl B(#d^a^the same tovaLtv. The exptn.c 

• ' • * " I J " n-nnth!y rcni a' in lieu of depreciatioiTko7r*r-f»--4ua4^ Such 

- , . . .-»^.--»,H*'.t*»<*m • #4^»vfstH»<j • f m ^ w t i . - - -

Administrative Overhead 

Well D«pi>> 

**'*-• i> o . r.,p-o/, , , - . : inn-.'^i the I olio A H\£ management and administrative o> crhead chai'ses, 
o-**ites •( ti-.f Uper^r* r » .-.trtd ; y Sec nor I I . Paragraph 11, above, including salaries and expenses 
th.tt sa!.ir:*s o( i;t-tdoi; vi - i - . i other envpio\cts ol Operator who are temporarily assigned to and directly 

-'d pr- v.Oi.i' m ti m 11 I'aragrap1- 2, atw»ve. Salaries and expenses of other technical employees as-
virtd .c--t ' .ij vha-ges this paragraph unless charges for such salaries and expenses are agreed 

»" • Ji MM : . -. jri't to • 1 K ] - ii 1 pn-ptrt y 

WELI, BASIS (Rate Prr Well Per Month) 

Jt ATE 

PRODUCING WELL RATI 
(Die Completion Dapth) 

Ncit F i r * 
AH Wtlb 
Ov«f T«i 

me 

! I ' l 

. i i . . r »e lU 

.. i i » t l l t 

cr luppU 

.t . ••• J U .GO 2i .10 
' . '.-'.•.:.•(. K-o.t 
' . iM ,.: f. X . - . t ; U. J.C ; 

1 > :MJ.;--' i A: .-A •<.'. .Cu 6G'.v.;C' 
... i!ul] ! £ wf | ] . sJi..!I tic^ir: . r. tin date ta«h wr!l is vputiiietJ anu iffmnate when it is on production of is plusgcd, as the 
T).3I ro tharjef ^Kaii b*- maje Jurin^ the iinpcnwon of iiril(in|: .ijierationi for fifteen ( M ) or more consecutive davs. 

I..*crHciri ^Harjfs (he swiii* uf well, jh j i l be as folium.*; 
fur recover)- operation*. »uvh av for reprnaurc or water flood, shall be included in the overhead schedule the same as .vr.Juc-

wtlh united for isa-cr fl.xxjinj! operations shali be milliard in the overhea'd schedule the same at producing oil wells. 
*v!U 'hall be incUuied in the overhrad schedule the same as producing oi! wells. 



<4) Wells permanently shul down but on which plugging operations are deferred shall be dropped from the overhead schedule at the time the 

shutdown is effected. When such wells are plugged, overhead shall be cfnrced at the producing well rate during the time required f.ir the 

plugging operation. 

(() Wells being plugged back, drilled deeper, or converted to a source or input well shall be included in the overhead schedule the .anu i , drill 

Ing wells. 

(6) Temporarily shut-down wells (other than, by governmental regulatory body) v.hich are not produced or worked upon for a period of a full 

calendar month shall not be included in the overhead schedule; however, wells shut in by governmental regulatory body shall be included 

in the overhead schedule only in the event the allowable production is transferred to other wells on the same property- In the event of a 

unit allowable, all wells capable of producing will be counted in ajetermimn^ the overhead charge. 

(7) Wells completed in dual or multiple horizons shall be considered as two wells in the producing overhead schedule. 

(8) Lease salt water disposal wells shall not be included in the overhead schedule unless such wells are used in a secondary recover) program 

on the joint property. 

C . The above overhead schedule for producing wells shall be applied to die total number of wells operated under the Operatic- Agreement to which 

this accounting procedure is attached, irrespective of individual leases, 

I). It is specifically understood that the above overhead rates apply only to drilling and producing operations and are not intended to cover the 

construction or operation of additional facilities such as, but nut limited to. gasoline plants, compressor plants, rinr^>sc.r^c. projects* .ah waicr 

disposal facilities, and similar installations. I f at any time any or al! of these become necessan to p t pcra:- • separate asrecmem will be 

rea.hcd relative lo an overhead charge and allocation of district expense. 

I The above specific overhead rates may be amended from time to time bs agreement bctss-een Operator md Non t.pL,-i!.>r it. oi practice, they arc 

fuund to be insufficient or excessive. 

13. Operator's Fuhy Owned Warehouse Operating and Maintenance Expense 
(Describe fully the agreed procedure to be followed by the Operator j 

. . NONE 

14. Other Expenditures 
Any expenditure, other than expenditures which are ..osertd and d t a i i vsaii bs Uic loreitosng pross.ioo. of this Section I I . incurred b\ the Opera 

tor for the tteccssjrv ai.d propir its \ t lopnun t , mainl i i< a oce and operation ol the t o t lToSurty. 

I I I . BASIS OF CHARGES TO JOINT ACCOCNT 

1. Purchases 
.Materia] and equipment p<j relished and -erwee p r o i n r i d i.ai! he --fari, , . .! a. pn-.e p oil t r ^ u v r a t i o . v J i : , . . . - .: .! i : • *»i'- > r ^ o - i . ! 

2. Material Furnished hy Operator 
Material reo. uired for operation . shall be purchased I or d i r t , t ci^rv,.• : ••> • • • i . - • • •••.** Nc >t.-. i r pra*. i n •> •- \ , v - . . ( . . • : . 1 > . 

material f r o m Operator'* stocks under the fol lowing o i i i J u i u m : 

A. New Mai t r ia l (.Condition " A " ' ) 

(1 ) New material transferred f r o m Operator's warehouse or other pn -p t r t u >luil i>e priced i.o.b the n u r r . i i cp i i t abk s^ppiy 'o-rc >>r . r ; i i v - i ' 

rewftMii.i: point, where such material is available, n currc-f.t replay r:< nt Cost nt the saint kind o" material. This include mj ic r ia t i-.u h 

av tanks, pumping units, sucker rods, engines, and other major equipment. Tubular goods, two- inch <2 } and over, shai: be priced or u i 

load basts effective at date of transfer and f.o.b. rails-, as recei\i:ig point nearest the joint account operation, regardless ot quant i ty transferred. 

(2) Other material '.hall be priced on basis of a reputable supply company's preferential price list effect ive at date of transfer and f.o.b. the store 

or railway r rcc i \ ing poini nearest the joint account operation nl.ere such materia! is available. 

/ 3) Cash discount shall not be allowed. 

B. U*ed Material (Condit ion " B " and " C " ) 

(1) Ma . t r i a l which is in sound and serviceable condition .md is suitable tor r u i - i wi.htrut reconditioning shall be classed a> Condi t ion " B " and 

priced at seventy-five per cent ( 7 1 % ) ot new price. 

(2) Material which cannot be classified as Condit ion " B " but winch , 

(a) A f t e r reconditioning w i l l be fu r the r serviceable for original func t ion as vs.«>d -ectmdli^nd n. u n a , < Condit ion " f i " ) , or 

(b) is .ier viewable fo r original func t ion but substantially not simahle tar r c ^ m Jit toning. 

shai! be classed as Condition " C " and priced at f i f t y per cent i H " ' / > ut i ; e* p r \ c . 

(3 } Material tvhich cannot be classified as Condit ion " f t " or Condi t ion " C " -dial, be priced at i w h i t o ^ m i s ' ^ i j j i i ; -x u , u-.e. 

Tanks, buildings, .md o t l ' t r equipment involving erection co^t* h J ' I be <. h.ir^vd at applicable pt r. ent i c i : o! kj.Os. ked-Jow n new price. 

3. Premium Prices 
\fc'henever materials and equipment are not readily obtainable at the customary, supply pomt and at p r i z e \pe*. tn : u Paragraphs ! and 2 ot this 

Section I I I because of national emergencies, strikes or other unusual causes over which the Operator h i - no cor . t rd . ^'ie Operator may charge ihe 

joint account tor the required material* on lhe basis of the Operator's direct cost and exptnse incurred tr. procun o; sucn materials, in making it 

suitable for use, and in moving it to the location, provided, however, that notice tn wr i t i ng is furnished to Noi . -Oper . i ivr ot the proposed charge prior 

to bi l l ing the* Non-Operator for the material and/or equipment acquired pursuant to this provision, whereupon N . n-Operator shall have the ngn t . 

by so electing and no t i fy ing Operator w i t h i n 10 days after receiving notice f r o m the Operator, to furn ish m kind , or m tonnage as the parties may 

agree, at the location, nearest railway receiving point , or Operator's storage point w i t h i n a comparable durance, all or part of his share of material 

and /o r equipment suitable for u * and acceptable to the Operator. "t ransportauon costs un any such material furnished by Non Operator, at any 

point other than at the location, shall be borne by such N o n Operator. I t . pursuant to she provisions of t h u paragraph, any Non-Operator furnishes 

material and/or equipment in k ind , the Operator shall make appropriate endi t s therefor tu the account of said Non Operator. 

4. Warranty of Material Furnished by Operator 
Operator does not warrant the material furnished beyond or back of the dealer's or manufacturer's guaranty; and m case oi defective material, cred­

it shall not be passed u n t i l adjustment has been received by Operator f r o m the manufacturers or their agents. 

5. Operator's Exclusively Owned Facilities 
The folio*in* rates shall apply to service rendered.to the joint account by favi.iue> owned exclusively by Operator. 

A. Water, fuel, power, compressor and other auxiliary services at rates commensurate w.ih cost of providing and t u r n i n g such service tu the 

joint account but not exceeding rates currently prevailing in l l * field where the ,oi..t property is located. 
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B. Automotive equipment « eates commensurate witn con of ownership and operation. Such rates should generally be in line »i-h tie v' .-dok 

rates adopted by tbe r*irokurn Motor Transport Association, nt some other recognized organisation, as' recommended umforn ct arite »s»>.<>; 

joint account o p n r i t o and revised from time to time. Automotive rates shall include cost of oil. gas. repairs, insurance, and othe. operator,; 

expense and depreciation; and charges shall be based on use in actual service on, or in connection with, the joint account perat,, ,. i ri. k 

and tractor rates may include wages and expenses of driver. 

C. A fair rate shall be charged for the use of drilling and cleaning oct tools and arty other items of Operator s fully owned machines* ,-r i . t - i j 

ment which shall Se ample to «ovtt4iaintenince. repairs, depreciation and the service furnished the toint property; provided that voci ;..-»,. 

shall not exceed thoee correntiy prevailing in the field where the joint property is located. Pulling units shali be charged at Hourly ran, o 

mcruurate with the cow of ownership and operation, which shall include repairs and maintenance, operating supplies, insurance, depre*i• tr j 

taxes. Pulling unit rates may include wages and expenses ot the operator. 

D. A fair rate shall be charged for laboratory services performed by Opemor for the benefit of the joint account, such as gas, va <r, or,- , 

other analyses and teat*; provided such charges shall not exceed hose currently prevailing if performed by outside service r t n r 

t . Whenever requested. Operator shall inform Non-Operator ir. advance of the rates it proposes to charge. 

I . Rates shall be revised and adjusted from time to time when tound to be either excessive or insufficient. 

IV. DISPOSAL OF LEASE EQUIPMENT AND MATERIAL 
The Operator shall be under no obligation ro purs hase interest ot Non-Operator in surplus new or secondhand material. Ths uis>'-iti. . r 

items of surplus material, such as derrick-, tanks, encmcv ponipi-ic units and tubular goods, shall be subject to mutual dctcrinmau o- h .. ; J . • 

hereto; provided Operator shall have the r.stht tc disnose i t normal atc-cmulations of junk and s..-ap material either by tran-Kr .t ... n . 

joint property. 

1. Material Purchased by the Operator or Non-Operator 
Material purchased by either the Operator oc "Jon Operator shai tx credited bv the Operator to the iciint account tor the it i f n ^ ... 

material is removed by the purchaser. 

2. Division In Kind 
Division of material in kind, if made between Operator and Nor: Opt-rit..r. shall be in proportion to their respective interest! in sjs f mate" : ! u 

party wiil thereupon be charged individually with the aluc ot the materia! received or receivable by each party, and corresponds c credit w, ! be 

made by the Operator to the joint account. Such iredits shai! appear m the monthly statement of operations. 

3. Sales to Outsiders 
Sales to outsiders of material from the joint propetis -hali Sx , rcditt-d hv Operator t" the imnt account st the net amount colii1' ted h* Opsratc 

from vendee. Any claims by vendee for detecti-se rm-nai ot o:bcrw;<t shali lie charged back to the joint account if and when raid Iv Operator. 

V . B A S I S O F P R I C I N G M A T E R I A L T R A N S F E R R E D F R O M J O I N T A C C O U N T 

Material purchased by either Operator or Non-Operator or divided in kind, unless otherwise agreed, shall !>•-• 

valued on the following basis: 

1. N e w P r i c e D e f i n e d 

New price as used in the foilosi inc p a r . u n p l . , .hai. t a-i ; m a r r r c , IH! applt..atton r, t-ut used above in Section I I I , "iHa . ,•' ' • ' 

Joint Account. 

2. New Material 
New material Co.-t J i . ion " A " ) be.n>: ne-*" T U i n / .• ,-ri d :o; ;:<;i j e . v n : but ••ocr u^td 'hereon, at one Hundred per • 

rent new. price t"piu^ ^aies tax i f an> ' . 

3. Good Used Material 
GtKKl used material (Condit ion ' I ' " ) Kimc c e d rrv:.--..i: o -.oi:po !;v •••. r-. i v r i ' - i c condition, nmabit tor reuse wi ihoc t reco i -.> 

A. A t seventy l ive per cent ( - 1 ' 1 o* c-.trrrct if r r a . - n d a..', charged ic joint account as new. or 

B. A t s i i t y - f i v c per cent \ 6 ! f "> •. ol current r-e* i ' .i r j - oriunaliy charged i : - i He joint property as second' . . . - ' >-: 

cent K~",(Jt. ) oi new price. 

4. Other Used Material 
Used material (Condit ion " C " ) . *«: t i f t v pet cr.t •1" ; ! .- ' o* curron: -HW pr,*.:. be usee1 muena which-. 

A . A l t e r reconditioning wt!! be fur ther serviceable : r on-cmii r ancvion as y<xxi secondhand r M U f u i [Condit ion " ) 

B Is jtervtceable for original func t ion but tubs:aru;ii>v r o ' s uir able for recond.i.inr.in,.:. 

5. Bad-Order Material 
Material and uviu.pmc.u i Condit ion "L>'>. * hich f • T longer i f aide tor its original purrv.^i \ , \ i \ o ^ : u ' t \ ; -o - . r-t I ••: • " n .'• * 

some other pur .x^c, s:'.al! be r r t c td "n i b3>;> coT:p.ir.-»h;e ;rh rh: t : o*' item* nor.-nad'. u^vd t<.-r pur,x^c. 

6 Junk 
Junk (Condit ion " h " ) . beini: ob-olttt .ind ^-r.ip m s ' t n . v a: p-e -o.ir\;: r n c i > 

7, Temporarily Used Material 
U'ben the use of m-H .-.-ia! tempof-.r*. ; •: . r v ; t. < iu- . ^ -. • .: .(-• = ; jno n;: . ; >: •- ' - rt J -. t : • r pr .cc pro- i 

:bou', such material shali be pri-'t-d or c . • • r ;vu v,,! . u u ;M . . rr1-.- r<. t-t ><•••: -' accciir: C -:"-ptt; i 'Att;* *hc ^J;::l• o* :•.<. r. . c r, - j . r . . . 

\ I . INVENTORIES 

1. Periodic Inventories, Notiee and Representation 
At re-ionab'sf intcn-aj.., lov^ . " - . !-. : ;<er. bv O^^T.ii- ; •* u o i , ; i nut-, rt.u. ^ i r i c i j j c j . : '.c;^r n .c . ! :o ..̂  • ' • . .. f • : 1 

considered cont'oliablc by o r o " • : <••; .•>•-! ,i n s p r . ' p t r i r : . 

Vt-'ntier. notuc of mt e r. • •.. •-, • " :. C : . M ; V --hjl: :>c c f c i i i - \ t ' r v n - -r : ] o n - * ; ' o r tv , o ' ^".iv-; btt-r«. anv losentorx o ; u , .: \ 

Oper.s.t<.r may be r e p r u ^ c u 1 i . .• i r ^ . : ; t n f taken. 

Failure of Vun-OperauT to Ic ;• rc-•. , d i t nr, i;v.eatory sV'..!t, hoid Nun-Operator ao i 'p ; . ! ' i vL-'it or v M U I ; hy \.~)fx,ra: : n 

esent furnish Non-Ope; Jt fir ^ i : - ' copy ti-.;r«>r. 

2. Reconciliation and Adjustment ol Inventories 
Reconciliation of inventory wi th c fu r ies to the lomi a:. t t •. 1 • a i I he- niade b^ eae1' r - j r -v , i inrtre«r, and a list or overage- .md ; -. r t , •. ''a! 1-̂  

(ointly determined by Operator and Nor,-Operator. 

Inventory adjustments shall be made by Opf itor s» the j.>in'. .u-u"i for over .^t^ and short.Uv». but Operator «hali be held accountable Wen 

LJperator only fur ihoiiagts due o jack rcjv-nable di lyj-nc-:. 

i Special Inventorizes 
Special inventories roav be taken, at the expense of ine pairth.i.er. whenever ihere is any sale or change of interest in the joint property; and I : shai; 

be the duty of the party selling to notify all other pirties hereto as quickly as possible after the transfer of interest takes place. In such eases, both 

the <cllcr and the purchaser 'H-H be represented and "hall be K<,v«"ned by the inventory so taken. 

4 — 
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E X H I B I T "D 

S T I P U L A T I O N 

STATE OF NEW M E X I C O J 
I KNOW A L L M E N BY THESE PRESENTS: 

C O U N T Y O F L E A I 

WHEREAS, K e r n County Land Company, hereinaf ter r e f e r r e d to as 
" K e r n " , Humble O i l & Ref in ing Company, here inaf te r r e f e r r e d to as "Humble", 
Shell O i l Company, here inaf te r r e f e r r e d to as "Shell , The Pure O i l Company, 
here inaf te r r e f e r r e d to as "Pure" , and Skelly O i l Company, hereinaf ter r e f e r r e d 
to as "Skel ly" , entered into an Operating Agreement dated October 25, 1961, 
which provides , among other things, that as considerat ion f o r being ca r r i ed 
f r e e of cost to the casing point on the i n i t i a l we l l provided f o r therein , Pure 
agrees to execute and del iver to K e r n and Shell a s t ipulat ion as evidence that 
Pure is holding i n i ts name f o r K e r n and Shell an undivided one-half (1/2) 
in teres t in Pure 's o i l and gas leases, as fo l lows : 

1. New Mexico State Lease No. E-6940, dated February 10, 
1953, f r o m the State of New Mexico , lessor , to The Pure 
O i l Company, lessee, covering the South one-half (S/2) of 

S Section 17, T-14-S, R-34-E , Lea County, New Mexico. 

2. New Mexico State Lease No. K-699, dated August 16, 
I960, f r o m the State of New Mexico , lessor , to Lamar 
Lunt , lessee, covering the East one-half of the N o r t h ­
east quarter (E/2 of NE/4) o fSec t ion 17, T-14-S, R-34-E , 
Lea County, New Mexico. 

WHEREAS, said i n i t i a l we l l hereinabove r e f e r r e d to has been d r i l l e d 
to the depth provided fo r in the aforesaid Operating Agreement . 

NOW, THEREFORE, i n consideration of the sum of One Dol la r ($1. 00) 
in hand paid by Kern and Shell to Pure , Pure hereby stipulates and agrees that 
i t is holding in its name fo r K e r n and Shell an undivided one-half (1/2) of i ts 
r i gh t , t i t l e and interest in and to each of the above described o i l and gas leases. 

Pure f u r t h e r agrees that said undivided one-half (1/2) in teres t shal l 
be held fo r Kern and Shell in the fo l lowing proport ions; 

Kern 
Shell 

7!k J334 % 

day of 
IN WITNESS WHEREOF, Pure has executed this ins t rument this 

, 19 

T H E PURE OIL COMPANY 
ATTEST 

By: 
Secretary 

(Acknowledgment to be attached to o r ig ina l executed instrument.) 



E X H I B I T " E " 

S T I P U L A T I O N 

S T A T E OF NEW M E X I C O I 
I KNOW A L L M E N BY THESE PRESENTS: 

COUNTY OF LEA \ 

T H A T WHEREAS, K e r n County Land Company, he re inaf te r r e f e r r e d 
to as " K e r n " , Humble O i l & Ref in ing Company, here inaf te r r e f e r r e d to as "Humble" , 
Shell O i l Company, he re inaf te r r e f e r r e d to as "She l l " , The Pure O i l Company, 
he re inaf te r r e f e r r e d to as "Pure" , and Skelly O i l Company, here inaf te r r e f e r r e d 
to as "Ske l ly" , entered into an Operating Agreement dated October 25, 1961, 
which provides , among other th ings , that as considerat ion f o r being c a r r i e d 
f r e e of cost to the casing point on the i n i t i a l w e l l provided f o r the re in , Skelly 
agrees to execute and de l iver to K e r n and Shell a s t ipula t ion as evidence that 
Skelly is holding i n i ts name f o r K e r n and Shell an undivided one-half (1/2) 
in teres t i n Skel ly 's o i l and gas lease, as fo l l ows : 

New Mexico State Lease No. OG-4779, dated November 18, 
1958, f r o m the State of New Mexico , lessor , to Skelly O i l 
Company, lessee, cover ing the Northwest quar ter (NW/4) 
of Section 20, T-14-S, R - 3 4 - E , Lea County, New Mexico . 

WHEREAS, said i n i t i a l w e l l hereinabove r e f e r r e d to has been d r i l l e d 
to the depth provided f o r i n the aforesa id Operating Agreement . 

NOW, T H E R E F O R E , i n considerat ion of the sum of One Dol la r ($1.00) 
in hand paid by K e r n and Shell to Skelly, Skelly hereby stipulates and agrees that 
i t is holding i n i ts name f o r K e r n and Shell an undivided one-half (1/2) of i ts r i g h t , 
t i t l e and in teres t in and to the above descr ibed o i l and gas lease. 

Skelly f u r t h e r agrees that said undivided one-half (1/2) in teres t shall 
be held f o r K e r n and Shell i n the fo l lowing propor t ions : 

K e r n 7 j 3 34 % 
Shell 2inuu6(. % 

IN WITNESS WHEREOF, Skel ly has executed this ins t rument this 
day of , 19 

S K E L L Y OIL COMPANY 
A T T E S T : 

By: 
Secretary 

(Acknowledgment to be attached to o r i g i n a l executed ins t rument . ) 


