TOM F. HILL

F. G. PRUTZMAN

propucTioNn DEPARTMENT SUN OIL COMPANY scuTHLAND CENTER, P.O. BOX 2880, DALLAS, TEXAS

June 3, 1968
State of New Mexico
0il1 Conservation Commission
P. 0. B ox 2088 Lo
Santa Fe, New Mexico 87501
Attention: Mr. Dan Nutter
Re: Inbe-Penn Field, Lea County:

Communitized Fractional Lot
and Location Request

Gentlemen:

Under the provisions of Statewide Rule 104.M, we are submitting the required
information in conjunction with our request to approve pooling of a fractional
lot and a location to be drilled on the resulting communitized tract. Enc]osed
are three copies of a certified plat showing the dimensions and acreage involved
in the pooling, the ownerships of all leases and royalty interests involved and
the location of the proposed well. We are also enclosing executed waivers from
the working interest owners of the tract being communitized and of the nearest
producing well, We have requested the New Mexico Land Commissioner to forward to
you directly a letter indicating that he has no objection to the pooling or the
well location.

Under the last paragraph of Rule 104.M, wells are permitted to be located within

a tolerance of 150' of the approximate geographical center of the combined units.
The proposed location shown is within 150' of the N/2 of the proposed unit. Since
the Inbe-Penn field rules permit locating wells in either half of the 80-acre
prescribed units, the location of a well on a non-standard unit within 150' of
center of half of the unit would seem to fit the spirit of the rule. In

addition, you will note that the nearest well to the north is but 660' off the
common line.

Your consideration in approving the subject unit and location at the earliest
opportunity would be appreciated. Should there be any questions with respect to
this application, we would be grateful if you would call us, collect, at the
following number: Area Code 214, Rlverside 7-1611, Dallas.

Very truly vyours,

SUN OIL COMPANY
A. R. Ballou

e p;-? .
GD:jv By: &Granville Dutton

Enc. ,;
74

Manager, Southwest Division

Superintendent Operating Department

75221




Ny D5 IFE

’ Date

Sun 0il Company's Application, dated May 28, 1968,
for permit to Drill:

St. of N. M. "N 0il Unit Well #I

inbe~-Penn Field

Lea County, New Mexico

New Mexico 0il Conservation Commission

P. 0. Box 1980

Hobbs, New Mexico 88240

Gentlemen:

The undersigned owner of minerals under acreage adjoining the subject unit
has no objection to Sun 0il Company's drilling the well as applied for, said
Unit and well location described as follows:

Unit Description: 94.98 acres being all of Lot 4 and the West Half of the
SW/L of Section L4, T11S-R3LE, Lea County, New Mexico.

Well Location: 660' from the North line and 660' from the West line of
Section 4, T11S-R3LE.

Very truly yours,

Ayt

S Cooty ESomitl, Toe




SOUTHLAND ROYALTY COMPANY
1600 First National Building

Fort Worth 2, Texas

May 31, 1968

Date

Sun 0il Company's Application, dated May 28, 1968,
for permit to Drill:

St. of N. M. V'N'' Oil Unit Well #1

Inbe-Penn Field

Lea County, New Mexico

New Mexico 0il Conservation Commission
P. 0. Box 1980
Hobbs, New Mexico 88240

Gentlemen:
The undersigned owner of minerals under acreage adjoining the subject unit
has no objection to Sun 0il Company's drilling the well as applied for, said

Unit and well location described as follows:

Unit Description: 94.98 acres being all of Lot 4 and the West Half of the
SW/4 of Section 4, T11S-R3LE, Lea County, New Mexico.

Well Location: 660' from the North line and 660' from the West line of
Section 4, T11S-R34E.

Very truly yours,

.. R/ Burnett, Manager
“"Production Department
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I, Robert L. Howell, Registered Public Surveyor,
certify that this plat is accurately drawn to scale

and correctly reflects all, pertinent, and req.uired
darta to the best of my}éowledge and belief.

v LM@X//W
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May 28, 1966

waw Mexico Jit Conservation comission
Fo e DO 19060
Hobbs, dNew Nexico 88240

Xe: Ltate oF wew Mexico YN Qfy Unit wWell #i
jobe-Pean Fiela
Lea County, HNew Mexico

weh it lemans

“nciosed are the voiluwimy papers in coanection with our Application
for Permit vo driil subject weii:

. 3Six copies of Form {=i0i, tication for Permit to orill.
Z. 3ix certiiied iocation plats.

3. Four copies of Form C-102, Well Location and Acreage Dedication
liast. ,

L. S.x copies of Gperating Agrecement by and between Sua Oil Company
and Southtand Royaity Company

5. 3ix coples of ietter aotifying offsetting operators of this
application,

Tals 34.98 acre nun-siandard unit is composed of the West aalf of the
SW/h oF Gection 4, TIiS«R34E from Sun il Company®s State of New Mexico
(2@se W=i96; and oli of Lot « in Section &, THIS~K34: covered by
soucniaad Rovaity Comany's jcute of Huw Mexico luase £-2519., Sun and
southiand favaity Co. have pooled their working interests by virtuce of
G Lperasing Agrecmeny covering ail of the SW/h of Section &, anc ail
of Lous 3 ang b lu Section &, Viiv-R34:, whereby Sui, as Operator, s
w driil o well on the Unit covered oy this appiication. If this wel!
‘5 comploied as « comaercial producer, then appilication will be maue
for & socwtion oh @ second non~standaird Unit comprising the fast naif
&7 che 34/6 and Ot 3 in Section L, TiiS-R34E.

wotice i3 b2tag u.recied ouay to alil Jperators who directly and




‘2-

diggonaliy offsct the Unit covered by this spplication, as well as to
Vexas Pacivic Gl Company who will be effected by tix second non-
standerd wnit us discussed abave.

Yours very trucy,

SUN O8L COMPANY
7 J
FOT soms By: c%’)/az/lz’ v

ce:  lansissioner of pubilc Lands
Staie oY Mew Mexico
Sants Fe, kew Rexico *




May 28, 1968
Mcirath & Smith, inc. Texas Pacific 0ii Company
72& Vaughn diag. 511 West Ghio
Micland, Texas 79704 Midiand, Texas
Southiand koyaity Company Pennzoi! Company
1600 Firsy Netionai Bank 3ldg. 1007 Midland Savings sldg.
Fort Worth, Vexas 76102 Midiand, Texas 79704

Souihern kinerals Corporation
Somsico L, tding

807 H. Broadway

Corpus Christi, Texas 78403

Gentiemen:

sun 0i} Compeny is making application today to the New Mexico Jil
Conservat on Commission for a Permit to Oriil its St. of N. M.

Nt Gil Unit Well #1 in the inbe~Penn Field, Lea Counity, New Mexico,
as per the attached plat. This is & joint-operation with Southland
Royalty Compeny. The unit [s non-standard, comprising the West haif
of the SW/4 and Lot &4 in Section &, T1IS=R34E.

* pending & successful well on this Unit, Sun will make application o
drill a2 weli on a3 second non-standard unit comprising the gast halv of
the SW/& and Lot 3 in Section &, TIIS-R34E which will aiso be a joint
operation with Southland Royaity Company.
Shouid you huve no objection to this proposal, it wiii be appreciated
if you would sign and return two copies of the enclosed letter to the
undersigned.

Very truiy yours,

SUN OIL CORPANY

By: V%“ZW -
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L, Robert L. Howell, Registered Public Surveyor,
certify that this plat is accurately drawn to scale
and correctly reflects all pertincnt, and req.ired
data to the best of m)knowlcdge aud belief.

Z Wvﬂwﬁ
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yo. oF comtes m coives | . )
. DISTRBUTION . . NEW MEXICO OIL CONSERVATION COMMISSION Form C-101 = =%
TSANTA Fe T _ _ ‘ : Revised 1-1-65 _
TEILE ’ E‘ N , . S - T T o i SA. nuxcme ypeofLeuse
T u.s.G.s. ; : c ; ' . . STATE E ) r:; j
i‘-:k‘l:O“BFt xE s> T ] . . S : . [5.State Oil & Gas Leass No.
‘ opmmron T L o . L-196 and K-2519%

APPLICATION FOR PERMIT TO DRILL DEEPEN OR PLUG BACK r&i %m\§

tla, Tupne of Work 7. Unit Aqreoment Name

B w
H . I, - S . R ’ ; ‘
b, Type of Weil DRILL LXJ . ) -DEEPEN D - T PLUG BACK D 8. Farm or Leuse Name 0 o -CZ,, )
e E * weLL D  ornem e .V”'-mgsl:::i .'w\ ”””,'Z,';E D N.M. “N' St 0|]

<. Viare st Cperatoers

Sun 0il Company™ - * ;.7 S

4o hadrows of Operator

"9, Well No. -~

U S o e
B ‘.‘,ﬁ s o T e el B T . e i'

EE N R

R AU P S T 10. Field and Poo[,. grvgl ]
P. 0. Box 2880, Dallas, Texas 75221 & - -= - . InbePeny - Fi

4. T.coation of Werl D
UNIT LETTER

| 660‘ ~ T —_é%——‘ “Msl%i; k\ \

) \\\\\\\\\\\\\\\\ 10,0000 . .| B9ugh nen Rotary&;» |

cdevaniont (Show whethe r Dk, Rl ete.) ] 21A. Kind & Status Plug. Bond .}.21B. .Drilling Contractor * - : 22. Approx. Date Work wlll a!art
L206* Gr. 1 $10,000 Blanket Boqd not assigned When approved ,
L
A ) PROPOSED CASING AND CEMEN'[ PROGRAM o omoe ol e e L “"“"” -
SI7E OF HOLE SIZE OF CASING | WEIGHT PER FOOT | SETTING DEPTH |SACKS OF CEMENT EST. TOP
173" . 13 _3/8" L8 b, " |- --4OO' . 250 - o Surf v
12! . 8 5/8" 24 £ 28 1b. | - L00O' 210 1 - 3000 "¢
7 7/8 55" . comb. 14, - | 10,000" . 200 19300" -1
' ]5 5, 17 lb o ' . ]

e e
e e e -

From 400%' to L0OO' the hole WI” be drilled usmg Series 600 (4000 psi test) blow-out =
prevention equipment, and from 4000' to TD using Series 900 (6000 psi test) blow-out
prevention equipment. A Series 900 wellhead will be used |f well is successfully

completed, '

* Please refer to attached letter for details on this applccatuon to drill on a non-
standard unit.

N ASOVE SPACKE DESCRIBE PROPOSCED PROGRAM: IF PROPOSAL I3 TO DEEPEN OR RBLUG BACK, GIVE DATA.QN PRESENT PRODUCTIVE ZONE AND PROPOSED NEW PRODUC
TV TONEL GIVE BLOWOUY PREVENTER PROGRAM, IF ANY.

| 4 {_hereby cerify that the information above is true and complete to the best of my knowledge and belief.
. A. Lawrence

P > May 28, 1968
Signed S, /&/; N s i e Title ASStO DiVESion Stha Y . ’ 9

Date

=

(This space for State Use)

AP OVED B8Y - TITLE

DATE

CONUDIITIONS OF APPROVAL, IF ANY:
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Ct R ' NEW MEXICO Oil. CONSERVATION COMMISSION . ferm ",-'.{)4
. . S sed el
WELL LOCATION AND ACREAGE DEDICATION PLAT paerdes S
w - i
All distunces must be from the outer boundaries of the Section. . ' - : !
Lottty B . . , - b tease - - - N T . : ey .f M
Sun 0i1 Company . N.M. N St, 0il Unit - ' .
-zxn_y,:_ux:m sectivn Township ‘Runge County ! i
D ) L 118 3LE ] Lea -
Acrinl Fotaue Location of Wells ’ .
‘ 660 . tret tiow the NOrth line and 660 ' {eet tromn the West i lHne ' ’
g! S el T I Sroauring Formation Pool , Dedicated Acreaqes; ’
i it ! : .
L b206 Bough ''cV Lpbe-Penn. 94,98 T ipenes
1. ()ull'n ¢ the ae reage dedicated to the subject well by t'oloxed pcncnl or hachure marks on the plul below &

-t

300 more thun one l( suse’ i dedu ated to the wcll oullmc anh and identily th(- ownershlp thcrvuf(b 'Lah
interest and n)y.thy) : : ’ ‘

3. 1f mor” than one lease of different ownership is dedicated to the well, huve the interests of all awners heen cunﬂuh-
dated vy tnmmunmzahnn unitization, force-pooling. etc?

L

i Yes [ No If answer is “‘yes)’ type of consolidati‘on =

If answer is ““nol’ list the owners and tract descnphons Whl"h have actually been consolidated. (Use r(-verw ‘-mlc of

this form if ncvesaary)

\o allowable will be assigned to the well until all interests have been consolidated (by communitization. wnitization,

forced -pooling, or otherwnse) or until a non-standard unit, elnmnutmg such interests. has been approved l)) th (u)nlnlls-
=1on. : i N U
™~ rT [ CERTIFICATION
[ R f
v e o el TEEEIITL e
I e e — St T T § ' 1. ! hereby certify that the informution con- !
._680‘__@1 e S mme— L ITURSU TIDITCDC T F’, N “tained herein is true and complnte to the
—_ . . i best of my knowledge und beliaf. =
| 775(’“ ::>"“. L
' i N / A PGt T
Neane

T ST — e — - = — ;

94 93 Ac F. "A Lawrence

Noeition

Asst. Division Supt,

Congamy
Sun 0il Company
- Diesten

l
c
]
i

. |

; : : May 28, 1968

] _
I
I

| hernby cérh'"x thot 'gs well location
o

shown on this plar wers ted from field

notes of artual surveys made by me o1 l

. t
under my supervision, and that the same
is true and correct to the best of my

knowledge und belief.

Prater Sutveyaad

- .
£ - Coo .
L SIS S o BB~ - TR e R
heatstered Protosaaeamad ot
Qs O dnd Swveeny
2D R
‘;‘A s . Y L,
G i 3 PN - \)-(,4/?._4 - \

Certificate No.

j L 7 ) L




mlh 1968
Date

Sun 0il Company's Application, dated May 28, 1968,
for permit to Drill:

St. of N. M. "N'"" 0il Unit Well #1

Inbe-Penn Field

Lea County, New Mexico

New Mexico 0il Conservation Commission

P. 0. Box 1980

Hobbs, New Mexico 88240

Gentlemen:

The undersigned owner of minerals under acreage adjoining the subject unit
has no objection to Sun 0il Company's drilling the well as applied for, said

Unit and well location described as follows:

Unit Description: 94.98 acres being all of Lot 4 and the West Half of the
SW/L of Section 4, T11S-R34E, Lea County, New Mexico.

5}:,.:(
Well Location: 668" from the North line and 660' from the West line of
Section 4, T11S-R34E.

Very truly yours,

SOUTHERN MINERALS CORPORATION

President




U

=) \I 2 ]
ENNZOIL UNITED, Inc

WESTERN DIVISION OFFICE ® 1007 MIDLAND SAVINGS BUILDING - MIDLAND, TEXAS *® PHONE (915) 682-7316
MAILING ADDRESS: P. O. DRAWER 1828 MIDLAND, TEXAS 79701

F. CLINTON EDWARDS
VICE PRESIDENT

June 11, 1968

Sun Oil Company's Application, dated May 28, 1968,
for permit to Drill:

St. of N. M. "N" 0Oil Unit Well #1

Inbe-Penn Field

Lea County, New Mexico

New Mexico 0il Conservation Commission
P. 0. Box 1980
Hobbs, New Mexico 88240

Gentlemen:

The undersigned owner of minerals under acreage adjoining the
subject unit has no objection to Sun 0il Company's drilling
the well as applied for, said Unit and well location described
as follows:

Unit Description: 94.98 acres being all of Lot 4 and the West
Half of the SW/4 of Section 4, T11S-R34E,
Lea County, New Mexico.

Well Location: -660' from the North line and 660' from the
West line of Section 4, T11S-R34E.

Very tpuly yours,
¢ /V "

F. Clinton Edwards

FCE :FMcB
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June 19, 1968

New Mexlico 011 Comservation Commission
P. €. Box 1980
Hobbs, New Mexico 88240
Attention: Mr. Joe Ramey
Re: State of New Mexlico 'W' OIl Com, Well #
inbe~Penn Field
Lea County, Hew Mexico
Gentlemen:
Please refer to our letter dated May 28, 1968, regarding our application to dril}
subject well. As a result of the recent hearing, we wers Instructed to move the
location of this proposed drill site 100' to the south. Enclosed are the following
papers Iin connection with our Application for Permit at this new location:
1. Six coples of Form C-101, Application for Permit to Drill.
2. Six certified location plats.

3. Four coples of Form C~102, Well Location and Acreage Dedication
Plat.

Copies of the Operating Agreement by and between Sun 0!) Company and Southland
Royalty Company were previcusly submitted as were copies of letters notifying
offset operators.
if additional information is required, please advise.

Yours very truly,

SUN OIL COMPANY

RES:me | By: %(fw

cc: Comissioner of Public Lands Mr. George Hatch:
State of New Mexico Hlew Mexico 011 servation Commisslion
Santa Fe, New Mexico Sants Fe, New Mexico

B8 Juw 20 far s U \




A.A.P.L. FORM 610

MODEL FORM OPERATING AGREEMENT —1956

Non-Federal Lands

OPERATING AGREEMENT

DATED

May 3 _, 1958

4wl

3

FOR UNIT AREA IN TOWNSHIP_ s . RANGE 3hE

Lea

COUNTY, STATE OF New Mexico

AMERICAN ASSOCIATION OF PETROLEUM LANDMEN
APPROVED FORM. AAP.L NO, 610
MAY BE ORDERED DIRECTLY FROM THE PUBLISHER
ROSS - MARTIN COMPANY, BOX 800, TULSA 74101




A.AP.L. FORM 610
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A.AP.L. FORM 610

OPERATING AGREEMENT

THIS AGREEMENT, entered into this__3pd  day of May , 1963 | between
Sun 011 Cecmpeny

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

WITNESSETH, THAT:

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

NOW, THEREFORE, it is agreed as follows:

1. DEFINITIONS

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

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

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

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

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

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

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

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

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

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

There shall be no examination of title to leases, or to 0il and gas interests, except that title to the drilling
unit on which the exploratory well is to be drilled in accordance with Section 7, which drilling unit is more
particularly described in Exhibit “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 title to both
the oil and gas lease and to the fee title of the lessors must be approved by the examining attorney, or accepted
by all parties. A copy of the examining attorney’s opinion shall be sent to each party immediately after the
opinion is written, and, also, each party shall be given, as they are written, a copy of all subsequent supple-
mental attorney’s re;?orts. A good faith effort to satisfy the examining attorney’s requirements shall be made
by the party owning the lease covering the drillsite,

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

—1

“Individual Loss”




AADP.L. FORM 610

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 bé permitted to expire at the end of its primary
term and not be renewed or extended, or if any lease or interest therein is lost due to the fact that the produc-
tion therefrom is shut in by reason of lack of market, the loss shall not be considered a failure of title and all
such losses shall be joint losses and shall be borne by all parties in proportion to their interests and there shall
be no readjustment of interests in the Unit Area. '

3. UNLEASED OIL AND GAS INTERESTS

If any party owns an unleased oil and gas interest in the Unit Area, that interest shall be treated for the
purpose of this agreement as if it were a leased interest under the form of oil and gas lease attached as “Exhi-
bit “B” and for the primary term therein stated. As to such interests, the owner shall receive royalty on produc-
tion as prescribed in the form of oil and gas lease attached hereto as Exhibit “B”. Such party shall, however,
be subject to all of the provisions of this agreement relating to lessees, to the extent that it owns the lessee

interest.
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 be borne and paid, and all equipment and material acquired in operations on the Unit Area shall be
owned, by the parties as their interests are given in 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.

—_—

“Individual Loss”
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if any oii and zas lease covered oy this agrezment is subject to an overriding royalty, procuction p;y-
ment, or other caarge over and above the usual one-eightli (3%) royalty, the party contributing that lease .,had
assurne and alore bear all such excess obligations and shall account for them to the owners thereof out of ite

share oi the working interest production of the Unit Area,
5. OPERLTOR OF UNIT

Sua GIY Cromnny shall be the Cperator of

tne Unit Aiea, aaa shall conduet and direct and have full control of all operations on the Unit Area us ncr-
mitlea and requirad oy, and within the limits of, this agreement. It shall cénduct all such operations i a good
ana workmanlike manner, but it shall have no liability as Operator to the other parties for losses sustained,
o uuth ies incurred, except such as may resuit from gross negligence or from breach of the provisions of

this a, n cernent,
§. BIiPLOYILZS

The number of employees and their seleciion, and the hours of labor and the compensation for services
periormed, shal. be determined by Operator. All employees shall be the employees of Operator, ’
7. TI8T WELL

"On or before the isL day of .. {USUSE 19_68 | Operutor shall commence the drill-

ing of a well for oil and gas in the following locatior: 43 from the north line and 660' Trom g;-fe
wost linc of Scction &4, TilS, R34E, Leas County, Wew Moxico.

and shall therezfter continue the drilling of the well with due diligence to & depth of 10,008 or to,

'

& do ;u.h sufvicient 0 test the Bough O Poansyivania Limestone Formaticn, whichever
it desnes. ’

unless granite ¢r other practically impenetrable substance is encountered at a lesser Elepth or unless all parties
agree to complete the well at a lesser depth. ' ' g

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

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

weil shall then be plugged and abandoned as prormptly as possible,

8. COSLS AND UXPENSES _

Except as nerein otherwise specifically provided, Operator shall promptly pay and discharge uii cosis
and expenses incurred in the deQélopment and operation of the Unit Area pursuant te this agreement aad shall
chargé each of the parties hereto with their respective proportionate shares upon the cost and expense basis
proviGaed in the Accounting Procedure attached hereto and marked Exhibit “C”. If any provision of Ex'*
nibit “C” should be inconsistent with any provision contained in the body of this_{agreement, the provisions in

the body of this agreement shall prevail.

Cperator, at its election, shall have the right Irom time to time to demand and radeive from the other
pariics paymen: in aavance of their respective sharas of the estimated amount of the costs to be incurred in
operations hercunder during the uext succeceding month, which rigat may be exercised only by submission o

.
thore-

caca vuch party of an itemized statement of suca c.timaied costs, together with an invcico for its share
6!, Euch such statement and invoice for the payment in advance of estimated costs shall be submitted on or
weiore the 20in Guy of the next preceding month, Iinch party shall pay to Operajor ils proportionails shicre o)
Buch wnunaie watain {ifteen (15) days afier such estimate and invoice is received. if any)p;;rﬁi;,é Loils ng Ry aie
shaie 60 .- g esiimate within said time, the amount due shail bear interest at the rate of ::I,E,'x.‘ TCCaAL r\:;\", oer
G . L aes Proper adjustment shall be miande monthiy hetween advances and actual €os{, W e onu

Wiae W L Ledrty Lhall bBear and pay its proporuon.ie saare of actual ¢osts incurred, und a0 more,

—
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9. OPERATOR'S LIEN

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

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

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

tionately in accordance with the contributions theretofore made by them.

10. TERM OF AGREEMENT

This agreement shall be effective as of the date first shown above when
signed by the parties listed below and shall remain in force for ninety (90)
days and as long thereafter as (1) there is a well on the Unit Area capable
of producing oil or gas or (2) producing, drilling, or reworking operations
are conducted thereon with no cessaion of more than sixty (60) consecutive
days, It is agreed, however, that the termination of this agreement shall
not relieve any party hereto from any liability which has accrued or attached
prior to the date of such termination.

11. LIMITATION ON EXPENDITURES

Without the consent of all parties: (a) No well shall be drilled on the Unit Area except any well ex-
pressly provided for in this agreement and except any well drilled pursuant to the provisions of Section 12
of this agreement, it being understood that the consent to the drilling of a well shall include consent to all
necessary expenditures in the drilling, testing, completing, and equipping of the well, including necessary
tankage; (b) No well shall be reworked, plugged back or deepened except a well reworked, plugged back or
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 well 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 of__Five Thousand Dollars===== ey U Ry ey Dollars ($_5,000,.00 )

except in connection with a well the drilling, reworking, deepening, or plugging back of which has been pre-

viously authorized by or pursuant to this agreement; provided, however, that in case of explosion, fire, flood,
or other sudden emergency, whether of the same or different nature, Operator may take such steps and incur
such expenses as in its opinion are required to deal with the emergency and to safeguard life and property,
but Operator shall, as promptly as possible, report the emergency to the other parties. Operator shall, upon

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

cess of $.2,000.00 .

——
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12, OPERATIONS BY LESS THAN ALL PARTIES

If all the parties cannot mutually agree upon the drilling of any well on the Unit Area other than the
test well provided for in Section 7, or upon the reworking, deepening or plugging back of a dry hole drilled
at the joint expense of all parties or a well jointly owned by all the parties and not then producing in paying
quantities on the Unit Area, any party or parties wishing to drill, rework, deepen or plug back such a well
may give the other parties written notice of the proposed operation, specifying the work to be performed,
the location, proposed depth, objective formation and the estimated cost of the operation. The parties receiv-
ing such a notice shall have thirty (30) days (except as to reworking, plugging back or drilling deeper, where
a drilling rig is on 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 within the period above fixed shall constitute an election by that party not to participate in the cost of the

proposed operation.

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

on the proposed operation and complete it with 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. If
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 Consenting Parties shall complete and
equip the well to produce at their sole cost and risk, and the well shall then be turned over to Operator and
shall be operated by it at the expense and for the account of the Consenting Parties. Upon commencement of
operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this section, each Non-Consenting Party shall be deemed to have relin-
quished to Consenting Parties, and the Consenting Parties shall own and be entitled to receive, in proportion
to their respective interests, all of such Non-Consenting Party’s interest in the well, its leasehold operating
rights, and share of production therefrom until the proceeds or market value thereof (after deducting pro-
duction taxes, royalty, overriding royalty and other interests payable out of or measured by the production

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

(A) 100% of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment
beyond the wellhead connections (including, but not Ilimited to, stock tanks, separators, treaters,
pumping equipment and piping), plus 100% of each such Non-Consenting Party’s share of the cost of
operation of the well commencing with first production and 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 will be that interest which would have
been chargeable to each Non-Consenting Party had it participated in the well from the beginning of

the operation; and

(B) 3800% of that portion of the costs and expenses of drilling, reworking, deepening or plugging %aqk,
testing and completing, after deducting any cash contributions received under Section 24, and %93‘23
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 it had participated

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

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

Within sixty (60) days after the completion of any operation under this section, the party conducting
the operations for the Consenting Parties shall furnish each Non-Consenting Party with an inventory of
the equipment in and connected to the well, and an itemized statement of the cost of drilling, 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.

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

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

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

for such source of supply.

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

the initial test well.

13. RIGHT TO TAKE PRODUCTION IN KIND

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

share of the production shall be borne by such party.

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

thereof for its share of all production.
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In the event any party shall fail to make the arrangements necessary to take in kind or separately
dispose of its proportionate share of the oil and gas produced from the Unit Area, Operator shall have the

right, subject to revocation at will by the party ?‘wn'ﬁng it, but not the obligation, to purchase such oil and
' ' . and’shall "account to such party for the actual ngt

gas or Sec]il it to others fofr the time being, at pnot Jessuthan. the- mracket ~prico- prevailing.- in. the. area, ~which

proceeds received for such production if sold, or the current market price if r-

s'i'xﬁﬂ-mang-e-ve}r;t-bg-less—t-haﬂ-t-he-pneeaw-h-ieh-Ope-rator-secewee-fos-its--pesﬁon-of-t.he-ml.and..gas..prggucmi

chase tne erator,

f-;em-the-Uz&t-Asoa.p Any such purchase or sale by Operator shall be subject always to the right of the

owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of
all oil and gas not previously delivered to a purchaser. Notwithstanding the foregoing, Operator shall not

make a sale into interstate commerce of any other party’s share of gas production without first giving such

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

14. ACCESS TO UNIT AREA

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

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

15. DRILLING CONTRACTS

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

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

16. ABANDONMENT OF WELLS

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

of the Unit Area.

After the assignment, the assignors shall have no further responsibility, liability, or interest in the
operation of or production from the well in the interval or intervals then open. Upon request of the assignees,
Operator shall continue to operate the assigned well for the account of the non-abandoning parties at the
rates and charges contemplated by this agreement, plus any additional cost and charges which may arise as

the result of the separate ownership of the assigned well.

_—
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17. DELAY RENTALS AND SHUT-IN WELL PAYMENTS

Delay rentals and shut-in well payments which may be required under the terms of any lease shall be
paid by the party who has subjected such lease to this agreement, at 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. Operatar
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 will no longer be credited with an interest in the Unit Area
on account of the ownership of the lease which has terminated. In the event the party who failed to pay the
rental or the shut-in well payment shall not have been fully reimbursed, at the time of the loss, from the pro-
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

(3) any moneys, up to the amount of unrecovered costs, that may be paid by any party who is, or becomes,
the owner of the interest lost, for the privilege of participating in the Unit Area or becoming a party to
this contract.

Operator shall attempt to notify all parties when a gas well is shut-in or returned to production, but

assumes no liability whatsoever for failure to do so.

18. PREFERENTIAL RIGHT TO PURCHASE

Shauld aryparty-destre to- selt atl-or-any part 0f tto-mterests-pRder-this contraely v =its F s andeiie
terests=mr tire- it Area, - —shred b prompHy —gi ve ~rritten4rot toe to-the ~other pakticsy wd tir fidld 4nformation con-
CeMHRAE - tom prOPOsad saley vt oh shal ~ghide~the-Ramae -and- address of the prospective puchaser .Guha saust
be-ready~wiHHiRg-and=alle 1o purehased - tho- pumhase...pxice',.a.nd al.ather terrps-ok Hre-oHem = The -othei-paitics
shzh ther drave-mr vptional prior right - fo1- a-pertod of der (18 3 oy ~of tor~rece s -of ~the-Roticer 46 puwchase
O =the-saret= toriis-anid. conditions the. interest avhich theather pad y Juoposes 40 sal - and ~if this.optional Tight
i exeretsed - the- purclmsing-panties -sha H-shere dhe -piireraced - Fi eres i 41 =bh e =propo kbicie= dhat - the- Witerest of
cacir bears—to- thre=tot ok it erest 66wl purchasing -parties - Hovweves ~these 6 halt be-1o- proforont iad <ipht dopur -
CRAS0m e LRAOSE CASES WRL LA, 2R K 20 L) W ShLS a0~ moLtEa e IS IDiesoste m 05 4o Lhispose ol dtvaintaests.hy Juorgen,
reQlganization . cansolida i om -6i- dale=ai= aH wpfe s arsals ~oi-a sa koo transies of dtscintercsts to.a subsidiory ar
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19. SELECTION OF NEW OPERATOR

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. If
a new Opecrator is not so selected, the transferee of the present Operator shall assume the duties of and act as
Operator. In cither case, the retiring Operator shall continue to serve as Operator, and discharge its dutics
in that capacity under this agreement, until its successor Operator is selected and begins to function, but the
present Opcrator 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 —

“Individual Loss”
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20. MAINTENANCE OF UNIT OWNERSHIP

For the purpose of maintaining uniformity of ownership in the oil and gas 1ea§ehold 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 all leases and equipment and production; or

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

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

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

If at any time the interest of any party is divided 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 full 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 with, and with power to bind, the co-owners of such party’s interests within
the scope of the operations embraced inr this contract; however, all such co-owners shall enter into and execute
all contracts or agreements for the disposition of their respective shares of the oil and gas produced from the

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

21, RESIGNATION OF OPERATOR

Operator may resign from its duties and obligations as Operator at any time upon written notice of not less than ninety
(90) days given to all other parties, or Operator may be removed at any time if it fails or refuses to carry out the terms of this
agreement, becomes insolvent, or ceases to own an interest in the Unit Area. In such cease, all parties to this contract shall
select by majority vote in interest, not in numbers, a new Operator who shall assume the responsibilities and duties, and have
the rights, prescribed for Operator by this agreement. The retiring Operator shall deliver to its successor all records and in-

formation necessary to the discharge by the new Operator of its duties and obligations.

22, LIABILITY OF PARTIES

The liability 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. 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.

23. RENEWAL OR EXTENSION OF LEASES
If 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.

If 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 are 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 within six (6) months after
the expiration of the existing lease shall be subject to this provision; but any lease taken or contracted for
more than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and
shall not be subject to the provisions of this section.

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

—_g—
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24. SURRENDER OF LEASES

The leases co{rered 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 o‘f 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. If the assignment is in
favor of more than one party, the assigned interest shall be shared by the parties assignee in the proportions

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

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

terms and provisions of this agreement.

25. ACREAGE OR CASH CONTRIBUTIONS

If any party receives while this agreement is in force a contribution of cash toward the drilling of a
well or any other operation on the Unit Area, such contribution shall be paid to the party who conducted the
drilling or other operation and shall be applied by 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.

26. 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 Interhal 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",
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27. INSURANCE

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

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

surance for operator’s fully owned automotive equipment.
28. CLAIMS AND LAWSUITS

If 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, it shall give prompt written notice of the suit to the Operator and all other parties.

The defense of lawsuits shall be under the general direction of a committee of lawyers representing the
parties, with Operator’s attorney as Chairman. Suits may be settled during litigation only with the joint con-
sent of all parties. No charge shall be made for services performed by the staff attorneys for any of the
parties, but otherwise all expenses incurred in the defense of suits, together with the amount paid to discharge
any final judgment, shall be considered costs of operation and shall be charged to and paid by all parties in
proportion to their then interests in the Unit Area. Attorneys, other than staff attorneys for the parties, shall
be employed in lawsuils involving Unit Area operations only with the consent of all parties; if 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 from the suit is treated as an
individual loss rather than a joint loss under prior provisions of this agreement, and all such suits shall be
handled by and be the sole responsibility of the party or parties concerned.

Damage claims caused by and arising out of operations on the Unit Area. conducted for the joint ac-
count of all parties, shall be handled by Operator and its attorneys, the settlement of claims of this kind shall
be within the discretion of Operator so long as the amount pald 1n setticment o1 any one claim does not exceed
one thousand ($1000.00) dollars and, if settled, the sums paid in settlement shall be charged as expense to

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

29. 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 toc make money payments, that party shall give to all other parties
prompt written notice of the force majeure with reasonably full particulars concerning it; thereupon, the
obligations of the party giving the notice, so far as they are affected by the force majeure, shall be suspended
during, 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 difficulty by the party involved. contrary to its wishes: how
all such difficulties shall be handled shall be entirely within the discretion of the party concerned.

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

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

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

Union Telegram, postage or charges prepaid, and addressed to the party to whom the notice is given at the
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addrosies listed oa ©xhibit “A”. The originating notice to be given under any provision hereof shall be deemca
given\bnly wiien received by the party to whom such notice is directed and the time for such party to give any
notice in responsc thereto shall run from the date the originating notice is received. The sccond or any re-
sponsive notice shall be deemed given when deposited in the United States mail or with the Western Union
Telegraph Compauny, with postage or charges prepa.d. Each party shall have the right to change its address

at any time, and from time to time, by giving writiun notice thereof to all other parties.
31, Oidil CONDLWIIONS. IF ANY, AL

If any »narty hereto snould hereafter create any overriding royaity, production
payment, or oiher burden against its working interest production, and if ony party
or parties shouid conduct non-consent operations pursuant to any provision of this
agreement ana as a result become entitled to receive the working interest produc-
tion otherwise belonging to the non=-participating party, the party o parties
entitled to receive the working interest production of the non-participating party
shall receive such production free and ciear »f burdens against such production
which may have been created subsequent to this agreement; and the non-participating.
party creating such burdens shall save tine participating party or parties harmless
with respect to the receipt of such working interest production.

S ' CASING POINT OPTION

Consent to the drilling of the iaitial test well shall not be deemed as consent
to the setting of produciion casing and ¢ complerion attempt. After the initial test weil
drilled pursuant to this agreement has reached its authorized depth, Operator shall give

immediare notice fo non-operafing parties who are to participate in the completion cost

as proviced in Exhibit "A", The parties receiving such notice shall have forty-eight (48) |
‘hours {excliusive of Saturday, Sunday and Legal Hofidlays) in which to elect whether to

set casing and fo parficipate in a completion attempt. Failure of party receiving such
notice to reply within the period above fixed shall constitute G(:l election by that ﬁarfy
“not to parficipate in the cost of a compleiion attempt. [f one or more, but less than all,
~of the pariies glect fo set pipe and fo aitempt completion, the provisions of Section 12

shall ap3ly to the operations thereafter conducted by less than all parties.
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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,
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New Mexico

STATZ OF [ imuws .- -

CCOUNTY OF _/Doss .- {

The foregoing instrument was acknowledged before me this g

- 19,8 ‘
“day of /l/ﬂi » B 5 by eyl . Corvics e s
(Name )
Aj{qcr)f' ANO 5:7:/\‘/1/5.//-/1\/-5’}%:7‘ ’ of Sconte 7/ COry L2 9 y 8
(Title) 7 (Corporation)
W fovesies . corporation, on behalf of said corporation.

I4

Cgfé {'_fagﬁgtxi/ﬂz’
ALF BURR

Notary Public in and fa? -
Dallas County, Texas

Notary Public
My Commission Expires:

4,/~ K?’

STATE OF 2 VPPN
COUNTY OF __ “T2erwaV |

The foregoing instrument was acknowledged before me this /7 X

day of ¢7§%Lo~—ﬁk" , 1964, by wolld 3. HARVIY ,
] L7 , (Name )
7 Lo President A , of SOUTHELAND ROYALTY COMPARY , @
(Title) (Corporation)
;x?@céCLa/Mbaéz/ corporation, on behalf of said corporation.

Notary Public

My Commissi i :
Y CREISERN NGB WaR

in and for Tacrant County, Toevxas
Fupiceu Juae 1, 1969

‘.\‘[Lnnruui' IV
STATE OF §
COUNTY OF | y
4 The foregoing instrument was acknowledged before me this
day of » 1964, by ‘ R
(Name )
, of , @
(Titie) (Corporation)

corporation, on behalf of said corporation.

p Notary Public
My Commission Expires:




EXH!BIT "A"
Schedule of Leases

Contributed by Sun 0l Company

0il and Gas Lease dated August 15, 1967, from State of New Mexico, as Lessor, to Sun
0i1 Company, as Leszsee, covering the SW + of Section 4, T11S, R34E, Lea County, New
Mexico, which lease has not been recorded.

Contributed by Southland Royalty Company

0i1 and Gas Lease dated June 19, 1962, from State of New Mexico, as Lessor, to Southland
Royalty Company, as Lessee, covering, among other lands, Lots 3 and L, Section 4, TI1S,

R3L4E, Lea County, New Mexico, which lease is recorded in Book 210, page 346 of the re-
cords of Lea County, New Mexico.

Unit Area

The Unit Area shall cover all of Lot 3, Lot 4 and the SW % of Section 4, T11S, R3LE,
Lea County, New Mexico containing 190.12 acres, more or less.

interest of the Parties

As to Lot 4 and the W £ of the SW %, Section 4, TI11S, R3LE:

Sun 0il Company v. 8L4.272622%
P. 0. Box 2880
Dallas, Texas

Southland Royalty Company : 15.727378%
1600 First National Bank Building
Fort Worth, Texas 76102

As to Lot 3 and the E £ of the SW 4, Section 4, TI1S, R34E:

Sun 0il Company 84, 042441%
P. 0. Box 2880 : '
Dalias, Texas

Southland Royalty Company 15.95755%
1600 First National Bank Building
Fort Worth, Texas 76102




EXHIBIT "'B"

There is no unleased interest within the Unit Area.
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ACCOUNTING FPRCCEDURE
(JOGINT "“hA"‘}:O\'S)

i. GENZRAL PGOVISIGNS

u&.uuulﬂuS

“Joint Proporty” ohall mean the real and personal property subject to the agreement to which this “Accounting Pro-
ceaure” is atiachea,

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

“Gperator” shall incan the party designated to conduct the Joint Operations.

“Non-QOberators” shall mean tae nonoperating parties, whether one or more,

“Joint .Account” shall mean the account showing the charges and credits accruing because of the Joint Operations
and wh.ch are to be shared by the Parties.

“Parties” shall mean Operator and Non-Operators.
“Material” shall .nean personal property, equipment or supplies acquired or held for use on the Joint Property.
“Controllable Maierial” shall mean material which at the time is so classified in the Material Classification Mantual
as most recently recommended by the Council of Petroleum Accountants Societies of North America.

Conilict with Agirecment A
In the event of & conflict between the provisions of this Accounting Procedure and the provisions of the agree-
ment to which this Accounting Procedure is attached, the provisions of the agreement shall control

Cv.xeeuve%mmx—ny-ﬂew-@,, rators .

Viere1a -oovecment- or othor- setion of NomOperators 15 -expressiy- Tequied -undor - this ~Aecotnting = Proced Hie

and-id 4 ae agreomentto-which this Accourt imp=Procved are~ 15 attached contrings 1yo- contrary “provistons- ér ~resant

{herete,~the-afrecraent or action -of -a- mejerity- 1r tatesest -of ~the~Nen ~Operatars ~sheatl- be controHine on-alt N

Gpoerators.

Statemimis and Eillings .

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

expenses, for the preceding month. Such bills will be accompanied by statoments ref‘ectmg tfe rotal ch,xrses

and credits as set forth under Subparagraph . .C .. below: h detail Iing of intangib

A. .Statament in detail of all charges and credits to the Joint Accountdr' 117 lng and workover cost upon

B. Statement of all charges and credits to the Joint Account, summaruegqny approprlate clessifications indicative
of the nature thereof.

C. Statement of all charges and crediis to the Joint Account summarized by appropriate classifications mdxcatwe
of tfe nature thereof, except that items of Controllable Material and unusual charges and credits shall be detailed.

Payment and Advances by Non-Operators

Each Non-Operator shall pay its proportion of all such bills within fifteen (15) days after receipt thercof. If pay-
ment is not made within such time, the unpaid balance shall bear interest at the rate of X% per cent (8¢ ) per
annum until paid. eight

Adjusiments

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

Audils

A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right o audit
Operator's accouats and records relating to the accounting hercunder for any calendar year within the twenty-four
(24) month pericd following the end of such calendar year; provided however, the making of an audit shall not ex-
tend the time for the taking of written exception to and the adjustment of accounts as provided for in Taragraph
6 of this Scction I. Where there are two or more Non-Operators, the Non-Operators shall make every rcasonable
effort to conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to
the Operator.

I, DIRECT CHARGES
Subject to limitations hereinafier prescribed, Operator shall charge the Joint Account with the following items:

Renfals and Royalties

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

of the ifarties.

Lubor

A, Saluries anad wages of Operator’'s employees directly engaged on the Joint Property in the conduct of the Joint
Operations, wnd salaries or wages of technical employces who are temporarily assigned to and direcily
eraployed on the Joint Property.

B. Operutor’s cost of holiday, vacation, sickness and disability benelits and other customary allowancos »aid w the
employees waose salaries and wapes are chargeable to the Juint Account under Paragraph 2A of this Sertion 11
and Pusagraph 1 of Section T except that in the case of those employees only a pro’ ruta portion ol whose
sularies and wades are chargeable to the Joint Account under Paragraph 1 of Seetion I not more thoa the same
210 ra pori.oa of the benefils and allowances hcrein provided for shall be charged to the Jeint Accovni, Cost
under tnis Paragraph 2B raay be charged on a “waen and as paid basis” or by “‘pereentase assessment” on the
LoD, of Lmaries and wages chargeable to the Joint Account under Paragraph 2A o tius Secuer [i and Pars-
srapn L of .3« ction Iil. if percentage assessment is used, the rate shall be hased on the Opcerator’s cost enper.once.

C. sx ncitures or contributions made pursuant fo assessments iraposed by governmental authority wich ave -
plecainge W O peraios's labor cosi of salae.os ané wages chargeavle 1w ine Joint Account under Paragrapns LA
Lnd 2 oof thds Seclion IT and Puragespih 1 of Section il

D, Aeisoaable sersonal expenses of those employecs whose salaries and wages are chargeable to the Joint Acccunt
wodiir PCurageapi 28 of this Section I and for which expenses the employees are reimbursed under Operator's
usual praciice,

1 —




3. Employec Bencefits
Opcrator's current cost of established plans for employees’ group life insurance, hospitalization, pension, retire-
ment, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor cost; pro-
vided however, the total of such charges shall not excced ten percent (109%) of Operator’s labor costs chargeable
to the Joint Account under Paragraphs 2A and 2B of this Section II and Paragraph 1 of Section III.

4. Material

Material purchased or furnished by Operator for use on the Ji..nt Property. So far as it is reasonably practi-

cal and consistent with efficient and economical operation, only such Material shall be purchased for or transferred

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

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

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

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

C. dn-the-application of subpararraphs A~ and B above: there-shatl-be-ne equalization-of-actual-gross-truckirg-costs
~of =3100 ~or-}ess:

6. Services

A. The cost of contract services and utilities procured from outside sources other than services covered by Para-
graph 8 of this Section Il and Paragraph 2 of Section IIL.

B. Usc and service of equipment and facilities furnished by Operator as provided in Paragraph 5 of Section I'V.

7. Damages and Losses to Joint Property

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

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

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

8. Legal Expense

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

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

court costs, cost of investigation or procuring evidence and amounts paid in settlement or satisfaction of any

such litigation or claims: provided. (a) no charge shall be made for the services of Operator’s legal staff or other reg-
ularly employed personnel (such services being considered to be Administrative Overhead under Section III), ex-
cept by agreement with Non-Operators. and (b) no charge shall be made for the fees and expenses of outside at-
torneys unless the employment of such attorneys is agreed to by Operator and Non-Opérators.
9. Taxes
All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation
thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties.
10. Imsurance Premiums ,
Premiums paid for insurance required to be carried on the Joint Property for the protection of the Parties.
11. Other Expenditures
Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section III,
and which is incurred by the Operator for the necessary and proper conduct of the Joint Operations.
III. INDIRECT CHARGES
Operator may charge the Joint Account for indirect costs either by use of an allocation of district expense items plus a
fixed rate for administrative overhead, and plus the warehousing charges. all as vrovided for in Paragraphs 1. 2, and 3 of
this Section III OR by combining all three of said items under the fixed rate provided for in Paragraph ¢ of this Section
IT1, as indicated next below:

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

Operator shall charge the Joint Account with a pro rata porticn of the salaries, wages and expenses of Operator's
production superintendent and other employees serving the Joint Property and other properties of the Operator in
the same operating area, whose time is not allocated directly to the properties, and a pro rata portion of the cost of
maintaining and operating a production office known as Operator’s . District. .
office decated-at-or near - (or a comparable office if ]ocatlon changed) and neces-
sary sub-offices (if any), mamtamed for the convenience of the above-described office, and all necessary camps,
including housing facilities for employees if required. used in connection with the operations of the Joint Property
and other properties in the same operating area. The expense of, less any revenue from. such facilities may. at the
option of Operator, include depreciation of investment or a fair monthly rental in lieu of depreciation. Such
charges shall be apportioned to all properties served on some equitable basis consistent with Operator’s accounting
practice.

2. Administrative Overhead
Operator shall charge administrative overhead to the Joint Account at the following rates, which charge shall be in
lieu of the cost and expense of all offices of the Operator not covered by Paragraph 1 of this Section III, including
salaries, wages and expenses of personnel assigned to such offices. Such charges shall be in addition to the salaries,
wages and expenses of employees of Operator authorized to be charged as direct charges as provided in Paragraphs
2 and 8 of Section II.

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

ORILLING WELL RATE (Use Current Producing Depth)
(Use Total Dcpth) AL Wells
Well Depth Each Well First Five . Next Five Over Ten
All.depths . $500,00 . _..§75,00 .~ _...$60.00 920,00

'I‘he cost and expense of services from outsxde sources in connection w:th matters of ta)\anon txafflc, accountmg, or

matters before or involving governmental agencies shall be considered as included in the overhead rates provided for in
this Paragraph 2 of Scction III, unless such cost and expense are agreed upon between Operator and Non-Operators
as a direct charge to the Joint Account.

I
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3. Operator’s Fully Owned Warchouse Operating and Maintenance Expense
(Describe fully the agreed procedure to be followed by the Operator.)
. ... None except.such.cost_ that may. be included in District Expense, ... .. .

4. Combincd Fixed Rates . .
Operator shall charge the Joint Account for the services covered Paragraph 1, 2 and 3 of this Section III, the

following fixed per well rates:
WELL BASIS (RATE PER WELL PER MONTIH)
PRODUCING WELL RATE

DRILLING WELL RATE {(Use Current Producing Depth)
. {Use Tota! Depth) All Welis
Well Depth Each Well First Five Next Five Over Ten

of production foremen,

5. Application of Administrative Overhead or Combined Fixed Rates
The following limitations, instructions and charges shall apply in the application of the per well rates as provided
under either Paragraph 2 or Paragraph 4 of this Section III:

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

B. The status of wells shall be as follows:

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

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

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

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

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

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

The well rates shall apply to the total number of wells being drilled or operated under the agreement to which

this Accounting Procedure is attached, irrespective of individual leases. i

D. The well rates shall be adjusted on the first day of April of each year following the effective date of the agree-
ment to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the
rate currently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum
and Gas Production Workers for the last calendar year compared to the preceding calendar year as shown by
“The Index of Average Weekly Earnings of Crude Petroleum and Gas Production Workers” as published by the
United States Department of Labor, Bureau of Labor Statistics. The adjusted rates shall be the rates currently
in use, plus or minus the computed adjustment.

6. For the construction of compressor plants. water stations, secondary recovery systems, salt water disposal facili-
ties, and other such projects, as distinguished from the more usual drilling and producing operations, Operator
in addition to the Administrative Overhead or Combined Fixed Rates provided for in Paragraph 2 and 4 of this
Section III, shall charge the Joint Account with an additional overhead charge as follows:

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

B. Total cost more than $25,000 but less than $100.000, . __ ¢ of total cost. **

C. Total cost of $100.000 or more,_ ¢; of the first $100,000 plus _____ of all over $100,000 of total cost. ¢
Total cost shall mean the total gross cost of any one project. For the purpose of this Paragraph the component parts
of a single project shall not be treated separately and the cost of drilling wells shall be excluded.

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

IV. BASIS OF CHARGES TO JOINT ACCOUNT
Subject to the further provisions of this Section 1V, Operator will procure all Material and services for the Joint Prop-
erty. At the Operator's option, Non-Operator may supply Material or services for the Joint Property.
1. Purchases
Material purchased and service procured shall be charged at the price paid by Operator after deduction of all dis-
counts actually received.
2. Material furnished from Operator’'s Warchouse or Other Properties
A. New Material (Condition “A”) ~ freight rate
(1) Tubular goods, two inch {2”) and over, shall be priced on Eaétern Mill base (i. e. Youngstown, Chio: Lorain,
Ohio; and Indiana Harbor, Indiana) on a minimum carload/basis effective at date of movement and f. 0. b.
railway receiving point nearest the Joint Property, regardless of quantity. In equalized hauling charges,
Operator is permitted to include ten cents (10c) per hundred-weight on all tubular goods furnished from
his stocks in lieu of loading and unloading costs sustained.
(2) Other Material shall be priced at the current replacement cost of the same kind of Material, effective at date
of movement and f. 0. b. the supply store or railway receiving point nearest the Joint Property where
Material of the same kind is available.
(3) The Joint Account shall not be credited with cash discounts applicable to prices provided for in this Para-
graph 2 of Section 1V,
B. Used Material (Condition “B” and “C")
(1) Material in sound and scrviceable condition and suitable for reuse without reconditioning, shall be classified
as Condition “B" and priced at seventy-five per cent (75¢¢) of the current price of new Material.
(2) Material which cannot be classified as Condition “B’ but which,
(a) After reconditioning will be further serviceable for original function as good secondhand Material
(Condition “B"), or
(b) Is serviceable for original function but substantially not suitable for reconditioning, shall be classifi-
ed as Condition “C” and priced at fifty per ceat (50¢%) of current new price.
(3) Obsolete Material or Material which cannot be classificd as Condition “B” or Condition “C” shall be priced
at a value commensurate with its use. Material no longer suitable for its original purpose but usable for

J*{ To be agrv¢ud upon at time such construction is authorized.
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some other purpose, shall be priced on a basis comparable with that of items normally used for such other

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

price of new Material.

Premium Prices _

Whenever Material is not readily obtainable at prices specified in Paragraphs 1 and 2 of this Section IV because of
national emergencies, strikes or other unusual causes over which the Operator has no control, the Operator may
charge the Joint Account for the required Material at the Operator’s actual cost incurred in procuring such Material,
in making it suitable for use, and in moving it to the Joint Property, provided, that notice in writing is
furnished to Non-Operators of the proposed charge prior to billing Non-Operators for such Material. Each Non-
Operator shall have the right, by so electing and notifying Operator within 10 days after receiving notice from
Operator, to furnish in kind all or part of his share of such Material suitable for use and acceptable to Operator.

Warranty of Diaterial Furnished by Operator

Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the

Joint Account until adjustment has been received by Operator from the manufacturers or their agents.

Equipment and Facilities Furnished by Gperator

A. Operator shall charge the Joint Account for use of equipment and facilities at rates commensurate with cost of
ownership and operation. Such rates shall include cost of maintenance, repairs, other operating expense, in-
surance, taxes, depreciation and interest on investment not to exceed six per cent (6%) per annum, provided
such rates shall not exceed those currently prevailing in the immediate area within which the Joint Property is
located. Rates for automotive equipment shall generally be in line with the schedule of rates adopted by the
Petroleum Motor Transport Association, or some other recognized organization, as recommeded uniform charges
against Joint Property operations. Rates for laboratory services shall not exceed those currently prevailing if
performed by outside service laboratories. Rates for trucks, tractors and well service units may include wages
and expenses of operator.

B. Whenever requested, Operator shall inform Non-Operators in advance of the rates it proposes to charge.

C. Rates shall be revised and adjusted from time to time when found to be either excessive or insufficient.

V. DISPOSAL OF MATERIAL

The Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus Condi-
tion “A” or “B” Material. The disposition of surplus Controllable Material, not purchased by Operator, shall be subject
to agreement between Operator and Non-Operators, provided Operator shall dispose of normal accumulations of junk
and scrap Material either by transfer or sale from the Joint Property.

1.

The

Material Purchased by the Operator or Non-Operators
Material purchased by either the Operator or Non-Operators shall be credited by the Operator to the Joint Account

for the month in which the Material is removed by the purchaser.

Division in Kind

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

Sales to Outsiders

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

VI. BASIS OF PRICING MATERIAL TRANSFERRED FROM JOINT ACCOUNT
Material purchased by either Operator or Non-Operators or divided in kind, unless otherwise agreed to between
Operator and Non-Operators shall be priced on the following basis:
New Price Defined
New price as used in this Section VI shall be the price specified for New Material in Section IV,
New Material
New Material (Condition “A”), being new Material procured for the Joint Property but never used, at one hundred
per cent (1009 ) of current new price (plus sales tax if any).
Good Used Material
Good used Material (Condition “B’), being used Material in sound and serviceable condition, suitable for reuse
without reconditioning:
A. At seventy-five per cent (75%) of current new price if Material was charged to Joint Account as new, or
B. At sixty-five per cent (65% ) of current new price if Material was originally charged to the Joint Account as
secondhand at seventy-five percent (75%) of new price.
Other Used Material
Used Material (Condition “C”), at fifty per cent (509 ) of current new price, being used Material which:
A. Is not in sound and serviceable condition but suitable for reuse after reconditioning, or
B. Is serviceable for original function but not suitable for reconditioning.
Bad-Order Material
Material (Condition “D”), no longer suitable for its original purpose without excessive repair cost but usable for
some other purpose at a price comparable with that of items normally used for such other purpose.

Junk Material
Junk Material (Condition “E”), being obsolete and scrap Material, at prevailing prices.
Temporarily Used Material '
When the use of Material is temporary and its service to the Joint Property does not justify the reduction in price as
provided for in Paragraph 3 B of this Section VI, such Material shall be priced on a basis that will leave a net charge
to the Joint Account consistent with the value of the service rendered.

VIiI. INVENTORIES
Operator shall maintain detailed records of Material generally considered controllable by the Industry.
Periodic Inventories, Notice and Representation
At reasonable intervals, inventories shall be taken by Operator of the Joint Account Material, which shall include
all such Material as is ordinarily considered controllable. Written notice of intention to take inventory shall be
given by Operator at least thirty (30) days before any inventory is to begin so that Non-Operators may be repre-
sented when any inventory is taken. Failure of Non-Operators to be represented at an inventory shall bind Non-
(ilperators to accept the inventory taken by Operator, who shall in that event furnish Non-Operators with a copy
thereof.
Reconciliation and Adjustment of Inventories
Reconciliation of inventory with charges to the Joint Account shall be made, and a list of overages and shortages
shall be jointly determined by Operator and Non-Operators. Inventory adjustments shall be made by Operator
with the Joint Account for overages and shortages, but Operator shall be held accountable to Non-Operator only
for shortages due to lack of reasonable diligence.
Spccial Inventories
Special inventories may be taken whenever there is any sale or change of interest in the Joint Property. It shall be
the duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory.
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Attached to and made a part of Operating
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Operator shall carry or provide for the benefit of the
Joint Account of the parties the types and amounts of Insurance as are

- shown below.

(1) Workmen's Compensation Insurance to cover
~full liability under the Workmen's Compen-
sation Law of the State where the opera-
tions are being conducted.

(2) Employer's Liability insurance with a limit
of not less than $500,000 for accidental
injuries or deaths of one or more employees
as a result of one accident.

(3) Comprehensive General Liability Bodily
{njury Insurance with limits of not less
than $100,000 for accidental injury or death
of one person, and $300,000 for accidental
injuries or deaths of more than one person
as a result of one accident, and not less
than $100,000 for damage to or destruction
of property as a result of one accident.

(4) Automobile Public Liability Bodily Injury
Insurance with limits of not less than
$100,000 for the accidental injury or death
of one person and $500,000 for accidental
injuries or deaths of more than one person
as a result of one accident; and Automobile
Public Liability Property Damage lInsurance
with a limit of not less than $100,000 for
damage to or destruction of property as a
result of one accident. .

The premiums paid for all such Insurance except Automcbiie

" shall be charged as operation expense. No !nsurance, other than that

shown above, shall be carried for the benefit of the Joint Account except
by mutual consent of the parties.




