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pecember 6, 1968 MM

New Mexico 0il Conservation Commission

P. 0. Box 1980
Hobbs, New Mexico 88240

RE: State of New Mexico ‘P 0il Com.

inbe-Penn Field
fea County, Mew Mexico

Gentiemen:

Enclosed are the following papers supporting our application to drili the
subject well:

i. Six copies of Form C~10}, Application for Permit to Driil

2. Six certified location plats

3. Four copies of form C~102, Well Location and Acreage
Dedication Plat

L. Six copies of letter notifying offsetting operators of this
application

5. One copy of Operating Agreement between Sun and Southiand
Royaltiy

6. Copy of letter to Commissioner of Public Lands

~o .
This 95,37 acre non~standard unit Is composed of the £ast Half of the SW/L
of Section 4, T11S, R34E from Sun Ol1 Company's State of New Mexico Lease
L-196, and all of Lot 3 in Sec. &, TIIS, R34E covered by Southland Royalty
Company's State of New Mexico Lease ¥-2519. Sun and Southland have pooled
their working interests by virtue of an Operating Agreement covering all
of the SW/U of Sec. 4 and all of Lots 3 and & in Sec. &4, T115, R34E with Sun
as QOperator. Copies of this Operating Agreement were inctuded with our
application to drill State of Hew Mexico "N 0il Com. Well #1; hence, we
are including only one copy herewith for reference. Should you desire to
have additional copies of the agreement, please let us know.

Notice has been given to the operators who directly and dlagonally offset
the non-standard unit covered by this application; a copy of these letters

contimued , .
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is enclosed herewith,

We are asking the Commissioner of Public Lands to notify your office as soon
8s our appiication is approved by his office.

Yours very truly, |

SuUN OlL COMPANY

G Ty o

F‘v 6- Ta

FBT:jv
Encs.

cc: Commissioner of Public Lands
0i} and Gas Department .
gox 1148 _ ' -
Sante Fe, New Mexleo 87501 -
Att: The DBirector

New Mexico 011 Conservation Commission L/A/x
P. 0. Box 2088

sante Fe, New Hexico 87501

Att: H#Hr. Dan HNutter
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December 6, 1368

Commission of Public Lands
0il and Gas Department

Box 1148

Santa Fe, New Mexico

ATTENTION: THE DIRECTOR
RE: State of liew Mexico *P* 011 Com. #!
Lea County, New Mexico
(State Lease L~196 § K«2519)

Gentlemen:

Sun 0il Company is filing today with the Mew Mexico 01} Conservation Commission
for & permit to drill the subject well on a non-standard unit as set out in

the enciosed application. This is a joint operation with Southland Royalty
Company under the same Operating Agreement covering our State of New Mexico
MY 0il Com. #1 immediately joining subject location on the west. By this
agreement Sun and Southiand Royalty have pooled their working interests in

atl of the SW/l and a1l of Lots 3 & & in Section &, TIIS, R34E. A copy of

this agreement is enclosed for your reference.

We are also enclosing two copies of Communitization Agreement signed by Sun
and Southland Royalty Compsny pertaining to the acreage dedicated to this.
particular location; also our check for $5.00 as filing fee.

Picase notify the New Mexico 0il Conservation Commission as soon as you are
in & position to approve of our drilling this well.

Yours very truly,
SUN TiL COKPANY

A Syl

FaVsjv Fo G. Tayior
. Encs.




Pocember 6, 1958

HeGrath & Saith, inc.
726 vaughn Buildiag
#Hidiand, Texas 79704

Hajor, Giechei, and Forster
1125 vaughn Sullding
Hidland, Texas 79704

RE: Sun 0il Cospany’s
State of Hew Mexico
o 3il Com. #1
Inbo=Penn Ficld
Lza County, Hew Mexico

Gent lemen:

Sun 0i1 Company is today making application to the New Mexico 0i)
Conservation Commission for a permit to drill subject locstion as
shown on attached plat, location being on a nonestandard unjt of

35.37 acres consisting of Lot 3 and the East Hslf of the SW/h of

Sec. &, TUIS, R34E. This is @ joint operation between Sun 01l Company
and Southiand Royalty Company with Sun as Qperator,

Shouid you have no objection to our drilling a well at this tocation,
we will appreciate your signing the enciosed waiver and forwarding
your capy to the Hew Mexico 01l Conservation Commisslion and one “opy
to the undersigned. Addressed, stamped envelopes are enclosed for
your convenience.

Yours very truly,

sw/? COMPANY
FGT:jv ?.Zs.'?ayéa
Encs,

oC:  HNew Rexico Qi) Conservation Comnisslion
#. 6. Box 1980
Hobbs, Hew Mexico BB240
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NO. OF COPIES RECEIVED

DISTRIBUTION
SANTA FE
FiLE
U.S.G.S.
LAND OFFICE

NEW MEXICO O!L CONSERVATION COMMISSION

OF’ERATOR

Form C-101
Revised |-1-65

5A. Indicate Type of Lease

STATE ree D

.5, State Oil & Gas Lease No,

L-196 and K-2519

APPLICATION FOR PERMIT TO DRILL, DEEPEN, OR PLUG BACK

AMAMHHIIDIMNMN

PLUG B
. Type of Well

olL

. Type of Work
priLL [¥] DEEPEN [
WELL

GAS D
2. Name of Operator

WELL

SINGLE
ZONE

x]

OTHER

MULTIPLE

7. Unit Agreement Name

ack [ ]

8, Farm or Lease Name

N. M. “P* St. 0il Com.

ZONE

Sun 0il Company

9. Well No.

1

3. Address of Operator

P. 0. Box 2880, Dallas, Texas 75221

10. Field and Pool, or Wildcat
| nbe~Penn

4. Location of Well K
UNIT LETTER

AND ]98] FEET FROM THE weSt ] ]S

LOCATED 260 FEET FROM THE NQI th LINE

<O\

NMPM

Lea

12. County \N

\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\Q

. Proposed

. Formation 20. Rotary or C.T.

MMy

I0,000'

Bough ''¢"!

Rotary

DO

levations (Show whether D

42189

21A. Kind & Status Plug. Bond

410,000 Blanket Bond

k|

21B. Drilling Contrdctor
Not Assigned

22, Approx. Date Work will start

When Approved

23.
PROPOSED CASING AND CEMENT PROGRAM

SIZE OF HOLE SIZE OF CASING | WEIGHT PER FOOT | SETTING DEPTH [SACKS OF CEMENT EST. TOP
T7-1720 13-3/8" L8 b 400} 250 Surf
1221740 8-5/8" 2L & 28 1b L,000" 210 3000°

7-7/8" 517211 Comb. 14, | 10,000 200 9300°

15.5 & 17 1b.

From 400! to 4000' the hole will be drilled using Series 600 (4000 psi test) blow-out

prevention equipment,
prevention equipment.
completed.

IN ABOVE SPACE DESCRIBE PROPOSED PROGRAM: IF PROPOSAL 1S TO DEEPEN OR PLUG BACK, GIVE DATA ON
TIVE ZONE. GIVE BLOWOUT PREVENTER PROGRAM, IF ANY.

and from 4000' to TD using Series 900 (6000 psi test) blow=out
A Series 900 wellhead will be used if well

is successfully

PRESENT PRODUCTIVE ZONE AND PROPOSED NEW PRODUC-

I hereby ce rtlfy that t infopmation above is true and complete to the best of my knowledge and belief.
F. G. Prutzman
Signed g et~ Tile__Division Supt.

Date  December 6, 1968

(This space for State Use)

APPROVED BY TITLE

DATE

CONDITIONS OF APPROVAL, IF ANY:




- : ‘ NEW MEXICO OIL CONSERVATION COMMISSION

WELL LOCATION AND ACREAGE DEDICATION PLAT

Supersedes C-128

All distances must be from the outer boundaries of the Section

dated by communitization, unitization, force-pooling, ete?

| Yes [

4 | -

] No

If answer is *“‘no!” list the owners and tract descriptions which have actually been consolidated. (Use reverse side of

this form if necessary.)

If answer is “‘yes!” type of consolidation

Operatot Lease Well No.
Sun 011 Company N. M. P 5t. 0l) Com. |
Unit Letter Section Township Aange County ]
A “ s e Lea
al | tage Locat Vell:
90 oo e NOCEH S o 190 iironiie West {ine
nd Lpvel Elev, cducing Formation ool De 17
4218 Bough ‘€ Inh. =Punn
1. Outline the acreage dedicated to the subject well by colored pencil or hachure marks on the plat below,
2, If more than one lease is dedicated to the well, outline each and identify the ownership thereof (both as to working
interest and royalty).
3. If more than one lease of different ﬂwnerahip is dedicated to the well, have the interests of all owners been consoli-

No allowable will be assigned to the well until all interests have been consolidated (by communitization, unitization,

forced-pooling, or otherwise) or until a non-standard unit, eliminating such interests, has been approved by the Commis-

s10n.

—_

- |
# v
: K
e — —w‘a't'—--—~$1 :
I
' |
|

CERTIFICATION

| hereby certify that the information con-

tained herein is true and complete to the

Ross R. Coms, Jr.

Asst. Regional Supt.

“Sun 011 Company
" \aser68

I heraby certify that the well location
shown on this plat wos plotted from field
nates of ectual surveys made by me or
under my supervision, and thot the some

is true and correct to the best of my

know ledge and belief.

md Survawver ‘

860 8o 1320 1650 19A0, 231C 26 40

2000

1500 1000

8500

rertificate No.

ol LS 205p

b - Ao _
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TOMF. HILL
Manager, Southwest Division

AN G 32

L3

F. G. PRUTZMAN
Superintendent Operating Department

Ry
.l

probucTioN DEPARTMENT SUN OIL COMPANY SOUTHLAND CENTER., P.O. BOX 2880, DALLAS, TEXAS 75221

December 6, 1968 ! ;:::> 7%{_
// / 6}.‘ //'v o

— o

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

RE: State of New Mexico ''P' 0il Com. #]
Inbe-Penn Field
Lea County, New Mexico

Gentlemen:

Enclosed are the following papers supporting our application to drill the
subject well:

1 Six copies of Form C-101, Application for Permit to Drill

2. Six certified location plats

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

L. Six copies of letter notifying offsetting operators of this
application

5. One copy of Operating Agreement between Sun and Southland
Royalty

6. Copy of letter to Commissioner of Public Lands

This 95.37 acre non-standard unit is composed of the East Half of the Sw/L
of Section 4, T11S, R34E from Sun 0il Company's State of New Mexico Lease
L-196, and all of Lot 3 in Sec. 4, T11S, R34E covered by Southland Royalty
Company's State of New Mexico Lease K-2519. Sun and Southland have pooled
their working interests by virtue of an Operating Agreement covering all

of the SW/4 of Sec. 4 and all of Lots 3 and 4 in Sec. 4, TI11S, R34E with Sun
as Operator. Copies of this Operating Agreement were included with our
application to drill State of New Mexico 'N'' 0il Com. Well #1; hence, we

are including only one copy herewith for reference. Should you desire to
have additional copies of the agreement, please let us know,

Notice has been given to the operators who directly and diagonally offset
the non-standard unit covered by this application; a copy of these letters

continued .
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is enclosed herewith,

We are asking the Commissioner of Public Lands to notify your office as soon
as our application is approved by his office.

Yours very truly,

SUN OIL COMPANY

Py

F. G. Taylor

FGT:jv
Encs.

cc: Commissioner of Public Lands
0il and Gas Department
Box 1148
Sante Fe, New Mexico 87501
Att: The Director

New Mexico 0il Conservation Commission
P. 0. Box 2088

Sante Fe, New Mexico 87501

Att: Mr. Dan Nutter




MAJOR, GIEBEL, AND FG&STER
1126 Vaughn Bldg.

Midland, Texas 79704

December 13, 1968
Date

Sun 0il Company's Application, dated December -6, 1968,
for permit to Drill:

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

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: 95.37 acres being all of Lot 3 and the East Half of
the SW/L4 of Section 4, TI11S, R3L4E, Lea~County, New Mexico

Well Location: 760! from the North line and 1981' from the West line
of Section 4, TI1S, R3LE.

Very truly yours,

%f@a
R. O. kﬁ
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Bec 13 jin & 32

McGRATH % SMIGH, INC.

726 vaughn Bldg.

Midland, Texas 79704

- Date

%c 9 264

Sun 0il Company's Application, dated December 6, 1968,
for permit to Drill:

St. of N. M. "P'" 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: 95.37 acres being all of Lot 3 and the East Half of the
SW/L4 of Section L, TI1S, R34E, Lea County, New Mexico

Well Location: 760' from the North line and 1981! from the West line
of Section 4, TI11S, R34E.

Very truly youyrs,
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A.AP.L. FORM 610

MODEL FORM OPERATING AGREEMENT —-1956
Non-Federal Lands

OPERATING AGREEMENT

DATED
May 5 . 19.58
FOR UNIT AREA IN TOWNSHIP. __ 118 , RANGE 34E
hea COUNTY,. STATE OF_____New Henlco

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

OPERATING AGREEMENT
THIS AGREEMENT, entered into this__ g  day of __Bay 1968 , between
Sun 011 Company
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,

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

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

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

(8) _The term “drilling unit” shall mean the area fixed for the drilling of one well by order or rule of any
state or federal body having authority. If a drilling unit is not fixed by any such rule or order, a drilling
unit shall be the drilling unit as established by the 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 oil 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 0il 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 reports. A good faith effort to satisfy the examining attorney’s requirements shall be made
by the party owning the lease covering the drilisice,

If title to the proposed drilisite is not approved by the examining attorney or the lease is not acceptable
for a maiterial reason, and all the parties dc 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 éase, 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 tae oil and gas lease covering it and to the fee title of the lessor
shall be examined, and title shail be approved or zccepted or rejected in like manner as provided above con-
cerning the drilisite first selected. If title to ihe 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

— L o—

“fndividual Loss”
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AAPL FORM 610

to which title is approved or accepted, or until the parties fail to select another drillsite.” As in the case of t@xe
drillsite first selected, so also with successive choices if the time comes that the parties have not approved
titlg and are unable to agree upon an alternate driilsite, 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
drilisite, 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 driliing of the well.

B. Failure of Title:
‘ Should any oil and gas lease, or interest therein, he lost through failure of title, this agreement shall,
nevézrtheless, 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 Operaior 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 titie 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 {o 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 heretc 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 :f any lease bd 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 iack of marxket, 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” ané for the primary term therein stated. As to such interests, the owner shall receive royaity on produc-
tion as prescribed in the form of oil and gas lease atiached hereto as Exhibit “B”. Such party shall, however,
be su’nj’ect to all of the provisions of this agreement reiating to lessees, to the extent that it owns the lessee

interest.
4. INTEREITS OF PARTIES

Exhibit “A” lists all of the parties, and {neir vespective percentage or fractional interests under this
agreeraent. Unless changed by other provisions, al. costs and liabilities incurred in operations under this con-
tract shall be borne and paid, and aii equipmeni ané maierial acquired in operations on the Unit Area shall be
owned, by tne parties as their interesis are given in Exaicit “A”. All production of oil and gas from the Unit
Area, sybject to the payment of lessor’s royaliies, sagil aiso be owned by the parties in the same manner.

) S

“Individual Loss”




If any oil and gas lease covered by this agreement 18 subjeet to an overriding royalty, production pay.-
ment, or other charge over and above the usual one-eightl: (%) royalty, the party contributing that lease ghall
assume and alore bear all such excess obligations and shall account for them to the owners thereof out of its
share of tne working interest production of the Unit Area. .l

5. OPERATOR OF UNIT

____ _Sun DI} Company : _______shall be the Operator of"

the Unit Area, and shall conduct and direct and have full control of all operations on the Unit Area ns per-

raitted and required by, and within the limits of, this agre wment. It shall conduet all such operations it & good
and workmanlike manner, but it shall have no liability as Operator to the other parties for losses sustainec,

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

this a:;;'m.-men‘.. ;
é. EMPLOYEES

The number of employees and their selection, and the hours of labor and the compensation for services 0

performed, shall be determined by Operator. All employees shall be the employees of Operator. o
7. TEST WELL

On or before the___18% __dayof ___ Auvgust 19_68 , Operutor shall commence the drill»

ing of a well for oil and gas in the following location: 660" -from the north line and 660" from the
west line of Section 4, T11S, RB4E, Lea County, New Mexico.

J.

and shall thereafter continue the drilling of the well with due diligence to & depth of 10,000' or to,

s depth sufficient to test the Bough 'C" Pennsyivania Limestone Formstion, whichever
is the lesser.

unless granite or other practically impenetrable substance is encountered at a lesser depth or unless all parties
agree o complete the well at a lesser depth.

-«';};xratcar shall make reasonable tests of all formations encountered during drilling which give indica-
tion ©f containiag oil and gas in quantities sufficient to test, unless this agreement shaii oe limited in its ap~
plication to a specific formation or formations, in which event ‘Operator shall be required to test anly the
formation or formations to which this agreement may apply.

If in Opecrator's judgment the well will not produce oil or gas in paying quantities, and it wishes 1o
plug and abandon the test as a dry hole, it shall lirst secure the consent of all parties to the plugging, and the
well shall then be plugged and abandoned as promptly as possible.

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

the body of thiz agreement ghall prevail.

Operator. at its election, shall have the right {rom time to time to demand and redeive from the other

parties paymen: in adavance oi their respective shares nf the estimated amount of the costs 1o be incurred In

Operaticing hercunaer Quring AV eaing month, which rigat may De exercised Only oy subimission o
each such party of an itemized sialen ent of such estimatea costs, together wilh an Inve.™ for its share there-
s Each such «tatement and invoice for the payment in Advance ~f estimatud costs shall be submitted on o
before the 20th day of the next preceding mon! Kach party shall pay lo Operator its | roportionats share o
suchestimate fteen (15) days after such zilimate and mvoice Is received, il any ;-.;::_v falls 1o LGy e
elgnt \ &

yha | natée wilaia sala ume, lne amno. {ue “hall bear interest ai the rate of se-percent sy pEv

helweien advandces ano actual Cos O Lae Tnd

Pe W5 ] Liaa b LAY b FOSLE NCUld and ¥ ol
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9. OYERATOR’S LIEN
Operator is given a first and preferred lien on the interest of each party covered by this contract, and
in eaéh 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 ali 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 t¢
other existing remedies, is authorized, at its election, to collect from the purchaser or purchasers of 0il 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 staements therefor by Operator, shall proportionately contribute
to the¢ payment of such delinquent indebtedness and the non-operating parties so contributing shall be entitled’
to the same lien rights as are granted to Operator in this section. Upon the payment by such delinquent or
defauiting 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-
coveréd 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. |t 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 excep: 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 rewquing, piugging back or deepening of a well shall include consent to all necessary expenditures in
conducting such operations and completing and ecuwipping of said well to produce, including necessary tank-
age; (c¢) Operator shall not undertake any singie project reasonably estimated to require an expenditure in
excess of __rive Thousand Dollars—wemmsewmmimmeeeemeneemc e e mme e .~Dollars ($_ 5.000,00 )

excepi in connection with a weli the driiling, reworziag, deepening, or plugging back of which has been pre~

viously authorized by or pursuant to this agreereni; provided, however, that in case of explosion, fire, flood,
or other sudden emergency, whether of the same o different nature, Operator may take such steps and incur
such expenses as in iis opinion are required to deal with the emergency and to safeguard life and property,
but Operator shall, as promptly as possible, report taez emergency io the other parties. Operator shall, upon
request, furnish copies of iis “Authority for Ixpenditures” 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 wéll 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 arilling 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
propox,_‘tions that their respective interests as shown in Exhibit “A” bear to the total interests of all Consenting
Parties. Consenting Parties shall keep the leasenold 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 in 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 resuits 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
shaill be operated by it at the expense and for the account of the Consenting Parties. Upon commencement of
operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this section, each Non-Consenting Party shall be deemed to have relin-
quished to Consenting Parties, and the Consenting Parties shall own and be entitled to receive, in proportion
to their respective interests, all of such Non-Consenting Party’s interest in the well, its leasehold operating
rights, and share of production therefrom until the proceeds or market value thereof (after deducting pro-
duction taxes, royalty, overriding royalty and other interests payable out of or measured by the production

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

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

the operation; and

(3) é&ggg of that portion of the costs and expenses of drilling, reworking, deepening or plugging b%:’k,
testing and completing, after deducting any casa contributions received under Section 24, and %39906
of that portion of the cost of newly acquired ecuipment in the well (to and including the wellhead

Y 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 abandoﬁment 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
product:',&on 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 after such reversion such Non-Consenting Party shall own the same interest in such
well, th'e 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 ol the further costs of the operation of said well in accord-

ance with the terms of this agreement and the acccunting 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 frecm 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 welis 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 productionn 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 {o be paid or delivered, all royaities, overriding royalties, or other payments
due on its share of such production, and shall nolc {ie otner 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

therec? for its share of all preduction.




.

~In the event any party shall fail to make the arrangements necessary to take in kind or separately
di’spos'i_a 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 lqwzixi]ng it, but not the obligation, to purchase such oil and

' . ) . and’skail ‘account to such party for the actual net
gas or seél it to others ft}_r the time being, at not Jass.thap. the- mazket -prics- prevailing. in the- area, ﬁu‘.b
proceeds received tor such production if sold, or the current market price if pyr-
shl-_a‘ﬂ-ngng-ev:gt—ba-!ess—ﬂm—ﬁr&pﬂeewheh--Operator-meems-fo;-hts-‘pos-um-of-ttw_au.and.ga&.prgguned
chase e erator.
f«rem—the-Uzﬁt-Mea.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. ACCES3 TO UNIT AREA

Each party shall have access to the Unit Area at all reasonable times, at its sole risk, to inspect or
observe operations, and shall have access at reasonable times to information pertaining to the development
or operation thereof, including Operator’s books and records relating thereto. Operator shall, upon request,
furnish each of the other parties with copies of a:l 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 simall 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.

i6. 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 pay§ments- by, and the assignments to, the assignees shall be in a ratio based upon the relationship of
their respective percentages of participation in tha Unit Area to the aggregate of the percentages of partici-
pation in the Unit Area of all assignees. There snhzil 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 inierval or intervals then open. Upon request of the assignees,
Operztor shall continue to operate the assigned well for the account of the non-abandoning parties at the
rates and charges -~ontempiated by this agreement, plus any additional cost and charges which may arise as

the -zsult of the s: 1rate 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 agreament, at its own expense. Proof of each payment
shall be given to Operator at least ten (10) days prior to the rental or shut-in well payment date. Operator
shall furnish similar proof to all other parties concerning payments it makes in connection with its leases. Any
party fnay request, and shall be entitled to receive, proper evidence of all such payments. If, through mistaké
or oversight, any delay rental or shut-in well payment is not paid or is erroneously paid, and as a result a lease
or in%,erest 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

Should zmy party-desires to- sell adl-om any art of 4to-teses ic=nrder-this €ORasty oF =it &5 QR =i
terests—ir thre- ¥t Prre s~ i =shretl prompily -give “wpitten-nrotive-to~the~other panticsy wi the fuld dRfoE a0 R ~0oR-
CeEMHRE - t0= PRoPos et saley whioh shall ~ehide-the-name -and. address. of Lhe preospective Juuchaser ~Guha Jaust -
bewieady~wHling -ond-able 1o Pl chased m Hio- pukchase. pLice - akd all.ather ¢errms-of the-of{er ~ The -other- partios
shzhl <then drave~mr optionzk prior right - for- a-pectod- of ten (189 -doye -after-reeeipt -of ~the-noticey 40 purehace
OR=the-Saio-tor Ms-and sonditions the interest aubich theather hacty aropeses 46 S8l - and ~if Jhis.optianal sight
is exererced - tive- purelmsirg-pant ies «sha H-share -th e -pireRased =i 0hes b 45 o110 ~proPe Riens- Hhal - the- intarast -0f
eaclr bears~to-tire-total- it erest of wll purchrasing ~parties - Howeves ~these shalt be-ho- proferontial vight Lo -
Ch 50 W 1068 CR805. Where. an K Jar by Wishes.to-morigage Jis-interester O 40 Lispose. of dts-ilerests-hy marge s,
reahganization - cansolid ation ot ake o ald woi~ 6 256616 ~05- & Sale-or- transfer of dtsainterests 0.3, subsidiary o
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18. 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 Operator is not so selected, the transferee of the present Operator shall assume the duties of and act as
Operator. In either case, the retiring Operator shall continue to serve as Operator, and discharge its duties
in that capacity under this agreement, until its successor Operator is selected and begins to function, but the
present Operator shall not be obligated to continue the performancé of its duties for more than 120 days after

the sale of its rights and interests has been completed.

— 88—
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20. MAINTENANCE OF UNIT OWNERSHIP

.1 For the purpose of maintaining uniformity of ownership in the oil and gas leaselhold 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 p-oduction 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 t’wtices, 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 in this contract; however, all such co-owners shall enter into and execute
all cortracts 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 fdr its obligations, and shall be liable only for its proportionate share of the costs of developing and
operating the Unit Area. Actcordingly, 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 intentioh 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 tp 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 alsc and in like manner to extensions of oil and gas leases.

Y
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24. SUKRENDER OF LEASES

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

surrendered in whole or in part unless all parties consent.

However, should any party desire to surrender its interest in any lease or in any portion thereof, and
other parties not agree or consent, the party desirﬁq'g to surrender shall assign, without express or implied
warranty of title, ali 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, ‘gnd the assigning party shall have no further interest in the lease assigned and its equipment and productior.
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

driliing 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 zcreage 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 {0 under which a similar election 1s 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 lile 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 ali property subject to this agreement which by law
shou:d be returned for such taxes, and it shall pay a.l 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 unreasonatle 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 protesi prior to fina. cetermination. When any such protested valuation shall
have befm finally determined, Operator shall pay the assessment for the joint account, together with interest and
penaliy accrued, and the total cost shall then be assessed against the parties, and be paid by them, as provided

in Ex7ibit “C”.

—i0—
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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 partiés 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-t.be 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 chall 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, dr 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
proporiion to their then interests in the Unit Area. Attorneys, other than staff attorneys for the parties, shall
be employed in lawsuits involving Unit Area operations only with the consent of all partiés; 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 paid 1n settiement ot any one ciaim 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 interests 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 to 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 sach difficulties shall he handled shall be entirely within the discretion of the party concerned.

The term *“‘force majeure” as here employea 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 reasonabiy within the control of the party claiming suspension.
36. 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

U...on Telegram, = 1stage or charges prepaid, and addressed to the party to whom the notice is given at the

— ] —
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adaresies listea on Exhioit A", The originaling notice to be given under any provision hereof shall be t:ieel'l'ledr
\

given only when received by the party to whom such notice is directed and the time for such party to give anr'
notice in response thereto shall run from the date the originating notice is received. The second or any reé-
sponsive notice rhall be deemed given when deposited in the United States mail or with the Western Uniui:
Telegruph Company, with postage or charges prepaid. Each party shall have the right to change its address
at any time, and from time to time, by giving written notice thereof to all other parties.

J1. OTHER CONDITIONS IF ANY, ARE:

| T any party nereto should hereafter create any overriding royalty, production
payment, Or other burden against its working interest production, and if any party
Or parties snhould conduct non=consent operations pursuant to any provision of this
agreement and as a result become entitled to receive the working interest produc-
tion otherwise belonging to the non-participating party, the party or parties
entitled to receive the working interest production of the non=-participating party
shali receive such production free and clear >f burdens against such production
which may have been created subsequent to this agreement; and the non-participating.
party creating such burdens shall save the participating party or parties harmiess
with respect to the receipt of such working interest production.

CASING POINT OPTION

Consent to the drilling of the iaitial test well shall not be deemed as consent
to the setting of procuction casing ond c complerion attempt. After the initial rest weil
arilled pursuant to this ogreement has reached ifs authorized depth, Operator shall give

immediare nofice fo non-operating parfies who are fo parficipare in the completion cost
.as provided in Exhibit "A". The parties receiving such notice shall have forty~-eight (48) |
nours (exclusive of Saturday, Sunday ond Legal Holidays) in which to elecr whather o

set casing and to participate in a completion attempt. Failure of a party receiving such
.notice 1o reply within the period above fixed shall constitute an election by that party

‘not 10 parricipate in the cost of a completion attempt, If one or more, but less than all,
of the parties elect 10 set Jipe and o artempt completion, the provisions of Section 12

snall apaly 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, ;

?’ '

:J
e
P

,

ATTEST:

OPERATOR

ATTEST:

/)‘_} / {.’, ‘;/ - LM/
M,/*ﬂ?n ‘

Beoretary

ATTEST:




_a"0F y i

/“/1 R i
,/’,/‘ COUNTY OF _/Llocins 2

The foregoing instrument was acknowledged before me this -3'€1r
N ITLS !
day of ! /A 3 ﬂ by (_‘}JI‘:cn. A. Cocviesd ’
(Name )
Heern s Ao IZERN &Ly - IN - THET y OF wSesns 1 COnisiind ;@
y (Title) ° (Corporation)
o Near SERSES corporation, on behaif of said corporation.

UL i ootk AN
— ™

JyALFBUER
Notary Public in and bet!
Dallss County, Texas

Notary Public
My Commission Expires:

' e
Ca ~ 7/ 4

STATZ OF Dz e

COUNTY OF _ “ZarcrwaV |

The foregoing instrument was acknowledged before me this /T X

day of .’,//'_;_ B o . }961.” by ?OH'H G . }me 3
¥ ) (Name )
Vice President of SOUTHLAND ROYALTY COMPANY @
(Title) ¢ (Corporation) '
(] a2t corporation, on behalf of said corporation.

/ |
fQ:;Z.,_;/'/Q%;-dﬁ?ﬁy—wqg//

Notary Public

My Commissicn Expirga:

STATE OF __ i

COUNTY OF i

The foregoing instrument was acknowledged before me this
d&Y of » |9;}‘+, by y
(Name )
OF , @
(Title) (Corporation)

gorporation, on behalf of said corporation.

Notary Public




EXHIBIT VAV
% Schedule of Leases

Contribtted by Sun 0il Company

0il and Gas Lease dated August 15, 1967, from State of New Mexico, as Lessor, to Sun
0il Compary, as Lessee, covering the SW 7 of Section 4, TI1S, R34E, Lea County, New
Mexico, which lease has not been recorded.

Contriouted by Southland Royalty Company

0il and Gas Lease dated June 19, 1962, from State of New Mexico, as Lessor, to Southland
Royalty Company, as lLessee, covering, among other ]ands, Lots 3 and &4, Sect:on L, Tiis,

R3LE, Lea County, New Mexico, which lease is recorded in Book 210, page 346 of the re-
cords oF Lea County, New Mexico. :

Jnit Area

The Unit Area shall cover all of Lot 3, Lot 4 and the SW 4 of Section 4, TI11S, R3LE,
Lea County, New Mexico containing 190.12 acres, more or less.

interest of the Parties

As to Lot L4 and the W L of the SW %, Section L, T11S, R3LE:

Sun 0i1; Company 8L4.272622%
P. 0. Bbx 2880
Dallas, Texas

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

As to .ot 3 and the E 7 of the SW %, Section 4, T11S, R34E:

Sun 0i1 Company 84, 042441,
P. 0. Box 2880

Dallas, Texas

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




There is no unleased interest within the Unit Area.
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5h Accountornts 5 tiot OF

EXHIBIT c ™ o Ao
ached to and made a part of Opecating Agreement dated

7.

1.

2.

gcv 3, 1563 between Sun 0il Smpmy, as Operator, and ... .
Scuthland Epyalty Company, &% Non-Dperator, covering all. . .
of Lot 3, Lot b end the Wi of Sec:ion &, T11S, R3UE,. ...

: Lea County, New Mexico, :

ACCOUNTING PROCEDURE |

: (OINT OPERATIONS) 1)
I. GENERAL PROVISIONS : 5{

Definifions

“Joint Property” shall mean the real and personal property subject to the agreement to which this “Accounting Pzd-
cedure" is attached, Tt
“Joint Operations” shall mean all operations necessary or proper for the development, operation, protecthn nui
maintenance of the Joint Property.

“Operator” shall mean the party designated to conduct the Joint Operations, _l,.
“Non-Oberators” shall mean tae nonoperating parties, whether one or more. d
“Joint .Account” shall mean the account showing the charges and eredits accruing because of the Joint Operlﬂ?l
and wh ¢h are to be shared by the Parties.

“Parties” shall mean Operator and Non-Operators,

“Material” shall mean personal property, equipment or supplies aequired or held for use on the Joint Propem
“Controllable Material" shull mean material which at the time is §¢ classified in the Material Classification Manual

as most recently recommended by the Council of Petroleums Accountants Societies of North America. ;’
Conflict with Agreement _ 2
In the event of & conflict between the provisions of this Accounting Procedure and the provisions of the -

ment to which this Accounting Procedure is attached, the provisions of the agreement shall control s

Gollettive -Aretion by -Non-Operators .

Waere 4nw&ﬁ-ormmmoﬁmmquWW-M-Amm-PMb

and-ine agreoment-to-which this- Accountmg=Provedare 1 atteched contains 1o~ contrary -provisrons= fir regard

LRBPEAD, ~ e~ c TR e - OF AEHBR OF -tm FYEOM B 41r dArlerest -o(-ﬂ:e-)tu-Opm ~siretl- be «nwdlim-on-ali-hd

Opontou

Statemsnts and Billings

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

expenses, for the preceding month. Such bills will be accompanied by stn mer}lrs ﬁf‘eﬂing 1 u! ¢

and credits as set forth under Subparagraph i below: ] | tai ng o tang

A. Statsment in detail of all charges and credits to the Joint Ace_ount.dri ing and workover cost upoa

B. Statement of sll charges and credits to the Joint Account, summnnuscwy nE:propnato classifications indicaﬂw.
oft the nature thereof.

C. Statement of all charges and credits to the Joint Account summarized by appropriate classifications md.tuﬁve
of tFe nature thereof, except that items of Controllable Material and unusual charges and credits shall be dm

Payment and Advances by Norn-Operators
Each Non-Operator shall pay its proportion of all such bills within fifteen (15) days after receipt thereof. If
ment i not made within such time, the unpaid balance shall bear interest at the rate of d& per cent (l%}@n‘
annum until paid, eight 8
Adjustinents

Paymeat of any such bills shall not prejudice the right of any Non-Operators to protest or question the correcm
thereof: providec however, all bills and statements rendered to Non-Operators by Operator during any calendar
year ghall conclusively be presumed to be true and correct after twenty-four (24) months following the end of any
such galendar year, unless within the said twenty-four (24) month period a Non-Operator takes written excep-
tion thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall be made
unless it 15 made within the same préscribed period. The provisions of this paragraph shall not prevent %‘
ments resulting from a physical inventory of the Joint Property as provided for in Section VIL L]
Audits &l
A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right o audit
Opergtor's aecounts and records relating to the accounting hereunder for any calendar year within the twenty
(24) month period following the end of such calendar year: provided however, the making of an audit shall not'e
tend the time for the taking of written exception to and the adjustment of accounts as provided for in Faragrs
8 of this Section I. Where there are two or more Non-Operators, the Non-Operators shall make every rea
effort to conduct joint or simultaneous audits in a manner wh:ch wlil result in a minimum of inconveni
the@eramr :

s 2 Wy
¢ II. DIRECT cruuw.ﬁ ¥ g
Subject to limitations hereinafter prescribed, Operator shall chuge the Joint Account with th folhwingi*

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

.”

Labor
A. Salaries and wages of Operator's employees directly cngaged on the Joint Property in the conduct of the Joint
Operations, (nd s<ularies or wages of technical employees who are temporarily assigned to and directly
employed on the Juint Properiy.
B, ()pt rator's cost of holiday, vacation, sickness and disabiity benefits and other customary allowances paid to the
employees whose sularies and wages are chargeasle {o the Joint Account under Paragraph 2A of this Section Il
and Pavagraph 1 of Secuon ITI; except that in the case of those employees only a pro’ rata portion of whose

salaries and way,es sre chargeable to the Joint Accou... under Paragraph | of Section III, not more than the same
prfe rata poruon of the benefits and aucwances herein provided for shall be charged 1o the Joint Account.  Cost
urider this Perugraph 2B may be charged on a “when und as paid basis” .r oy "pc-rcemuge asscssment” on the

emount-of salaries and wages chardeable to the Joint Account under Paragraph 2A of this Section Il and Para-
gEapi. 1 of Section 1l 1f percenta: assissn. 1 18 used. the rate shall be “ra-:n 1 on the Opt‘ ator's cost e.perience
A & JTLADY contributions made ol i ) o LTI e DY N rnental Guthority wWhi . aray-
plicabde to Gperator's labor cost of +ula Wi Nal’gav.¢ 0 We .J(ll!n. J‘U..Ol.il'll M \der Parﬂbddpm 2A
anda B ol i Seclior 1L and 2ary ~ i
D. Reasonable personal expenses of thos wvers whose salafies une wages are chargeable to the Joint Acogunt
uhaer Jaragienh 2A of this Seclion’ Il ann fov wihch Capenaes Lhe en iployees are reimbursed under Opel‘ator's

USULL pracuice




A
3. Emgloyee Bepefits
Operator’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 exceed 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
Matsrial purchased or furnished by Operator for use on the J..nt Property. So far as it is reasonably praéti-
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 4 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 fhe
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-appinaton of <nbparepy aphe A-ant 5 above 4 here—rhaH-be-ne equairzatron-of -actial -pross treck p-co sts
0 =Sl 01 = b
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 II and Paragraph 2 of Section III.
B. Use and service of equipment and facilities furnished by Operator as provided in Paragraph 5 of Section IV,
7. Damages and Losses to Joint Property
All costs or exponses 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 10 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 theresf
has been received by Operator.
8. Legal Expense
All costs and expenses of handline. investigating and settling litigation or claims arising by reason of the Joint
Operations or necessary fo 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 litization or claims: provided. (a) no charge shall be made for the services of Operator’s legal staff or other reg-
uladly employed personnel (such services being considered to be Administrative Overhead under Section I11), 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
theveof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties.
10. Insurance Premiums
Premiums paid for insurance required to be carried on the Joint Property for the protection of the Parties.
11. Other Expenditures
Any other expenditure not covered or dealt with in the foregoing provisions of this Section 1I, or in Section 111,
and which is incurred by the Operator for the necessary and proper conduct of the Joint Operations.

L 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 4 of this Section
II1, 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 portion of the salaries. wages and expenses of Operator's
production superintendent and other employees serving the Joint Property and other properties of the Operator in
the same operating area, whose time is not allocated directly to the properties, and a pro rata portion of the cost of
maintaining and operating a production office known as Operator's District

office 4eceted- at-ar nean (or a comparable office if location changed), and neces-
sary sub-offices (if any). maintained for the convenience of the above-described office, and all necessary camps,
including housing facilities for employees if required, used in connection with the operations of the Joint Property
and other properties in the same operating area. The expense of, less any revenue from, such facilities may, at the
option of 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
licu 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 cffices, 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 11

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

DRILLING WELL RATE (Use Current Producing Depth)
(Use Total Depth) ANl Walls
Well Depth Each Well Fiest Five Next Five Over T

ATT depths. 5500, 00 —%75.00 = 360,00 — 350,00

The cost and expense of services from outside sources in connection with matters of taxation, traffic, accounting, or
matters before or involving governmental agencies shall be considered as included in the overhead rates provided for in
this Paragraph 2 of S¢ction 1II, unless such cost and expense are agreed upon between Operator and Non-Operatars
as a direct charge to th Joint Account.

s
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3. Operdtor’s Fui‘i§ Owned Warehouse Ooerating and Maintenance Expense
(Describe fully the agreed procedure to be followed by._ the Operator.)
_done. except such. cest that may be inciuded in District Expense.. ... .

4. Combined 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 MONTH)
PRODUCING WELL RATE

DRILLING WELL RATE (Use Current Producing Depth)
(Use Total Depth) All Woells
Wall Depth Each Well First Five Next Five Over Ten

Sald fixed rate (shall) (shall not) include salarles and expenses of productlon foremen

5. Appiication 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 drllhng or workover rig shall be considered the same as drlllmg
wells.

(4) Temporarily shut-down wells, which are not produced or worked upon for a period of a full calendar montl*

i shall not be included in the well schedule, provided however, wells shut in by governmental regulatory
body shall be included in the well schedule only in the event the allowable production is transferred to some
other well or wells on the Joint Property. In the event of a unit allowable, all wells capable of producing
will be counted in determining the charge.

(5) Gas wells shall be included in the well schedule if directly connected to a permanent sales outlet even

- though temporarily shut in due to overproduction or failure of purchaser to take the allowed production.

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

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

this Accounting Procedure is attached, irrespective of individual leases.

D. The well rates shall be adjusted on the 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 decreasz 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 thp
United States Department of Labor, Bureau of Labor Statistics. The adjusted rates shall be the rates currently
in use, plus or minus the computed adjustment.

§. For the construction of compressor plants. water stations, secondary recovery systems, salt water disposal facili-
ties, and other such projects, as distinguished from the more usual drilling and producing operations, Operatar
in addition to the Administrative Overhead or Combined Fixed Rates provided for in Paragraph 2 and 4 of this
Sectlorx‘ I11, 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 IV, Operator will procure all Material and services for the Joint Prop-
erty. At the Operator’s option, Non-Operator may supply Material or services for the Joint Property.
1. 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 Warehouse or Other Properties
A. New Material (Condition “A”) freight rate
(1) Tubular goods, two inch (2”) and over, shall be priced on Eas[tern Mill base (i. e. Youngstown, Ohio; Lorain,
Ohio; and Indiana Harbor, Indiana) on a minimum carload/basis effective at date of movement and f. 0. b.
railway receiving point nearest the Joint Property, regardless of quantity. In equalized hauling charges,
Operator is permitted to include ten cents (10c) per hundred-weight on all tubular goods furnished from
; his stocks in lieu of loading and unloading costs sustained.
(2) Other Material shall be priced at the current replacement cost of the same kind of Material, effective at date
of movement and {. o. b. the supply store or railway receiving point nearest the Joint Property where
Material of the same kind is available.
(3} The Joint Account shall not be credited with cash discounts applicable to prices provided for in this Para-
graph 2 of Section IV,
B. Used Material (Condition “B” and “C")
(i) Material in sound and serviceable condition and suitable for reuse without reconditioning, shall be classified
. as Condition “B” and priced at seventy-five per cent (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 bu. substantially not suitable for reconditioning, shall be classu‘x—
ed as Condition “C” ana priced at fifty per cent (50%) of current new price.
{3) Obsolete Mz ierial or Material which cannot be classified as Condition “B” or Condition “C” shall be priced
at a value .vmmensurate with its use. Material no longer suitable for its original purpose but usable for

I*{ To r agreed up - at time such construction is authorized.
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some gLhgs ph;'pose. 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 2t applicable percentage of the current knocked-down
price of new Material.

Premium Prices

Wher.ever Material is not readily obtainable at prices specified in Paragraphs 1 and 2 of this Section IV because of
natiohal 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 Cperator's actual cost incurred in procuring such Material,
in miking 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-
Operétor shall have the right, by so electing and notifying Operator within 10 days after receiving notice from
Operétor, to furnish in kind all or part of his share of such Material suitable for use and acceptable to Operator.

Warrhnty of Material 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 Operator

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 i the immediate area within which the Joint Property is
lotated. 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
pérformed 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
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scrap Material either by transfer or sale from the Joint Property.

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
interésts in such Material. The Parties will thereupon be charged individually with the value of the Material re-
ceivec 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 (100%) of current new price (plus sales tax if any).
Good Used Material
Good used Material (Condition “B"), being used Material :n 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 (759 ) 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 L
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,

VII. INVENTORIES
Operator shall maintain detailed records of Material generally considered controllable by the Industry,
Periodic Inventories, Notice and Representation
At reasonable intervals, inventories shall be taken by Operator of the Joint 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 5o 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«
Operatrurs 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.
Special 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 ca: s, both the seller and the purchaser shall be governed by such inventory.
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i Attached to and made & 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)

(2}

(3)

(&)

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

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.

Comprehensive General Liability Bodily
Injury 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 resylt of one accident.

Automob i le 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 Insurance
with @ limit of not less than $100,000 for
damage to or destruction of property as a
result of one accident,

! e The premiums paid for all such Insurance except Automobiie
P shal)l be charged as operation expense. No Insurance, other than that

shown asoove, shall

be carried for the benefit of the Joint Account except

by mutual consent of the parties.
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