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of the nature thercof;

thereof,. Subject to the exception.
ryest_shall conclusively be’ prisumed
inlelic, said_cwenty-four (24) monthi
i the' pare ol Non-Operator to make ..
claig on o,,mm for aifiiment -..hm ¢ clude” ihe ..,M of .m.mum thercta or making |

nent thercon,

xlull hive. m fight. to sudic Operator’s sccounts and - reéords

anth period following the éad of such calendar yesr, pro-

.h',m upon_ thé -Operatdr - for ,all disciepincies disclosed by said

Sudit within s3id | owency- foir (24) month. period. * Where there ite” two of ' waré. Non-Opessioirs; the Non-Opeeators, shall make every ressonsble
eifort s conduct joint or siiwulianéous sudits in & mainer which wil Fesult in 4 minintum 6 inconvenicnee to the Operator.

AL DEVELOPMENT AND OPERATING CHARGES

Sub;ttl to limitations. bnwnaﬂtr [nescnbcd Optmlm shall, clmlge the joint’ a(ronnt wl!b the following items:

" 1. Rentals.and Roynlﬁcs . .
Delay or other rentals, when such rentals are paid by Operator (ur the ‘mn( lq.unll\l. rn)Ahws, uhen not pand dircctly to royalty owners by the

purchaser of the vil. a6, casinghead gas; or ather products, - .

-2, Laber

A Saliriei and wages of Opeestor's empliyees diecétly ‘ciaked on the joint spropcrty 1 thc “develupinent. .mainténsnce, and operation. thereof,

cluding salaries oc wages paid ta’ geologists and nther “who lart ieniporarily disikned to-ind direcily employed, on 2 drilling well.

B Open(nrl cot of holiday, vacation. sickness ind disability bencfics, and othier customiry allowinces applicable (o the salaries and wages charge.
_able under’ Subparsgeaph’ 2° A and rm,m,.h 110t shis; Séction: 1. " Cosis under ihis-Subparagraph 2 B miay be clur:ed on a “when and as
paid basis™ or by “percentige asseisment” on the zmnum of 1ali cs ¢ and wages chirgesble under Subp:nhr:ph 2 A and Paragraph i1 of this
Section 1L ) percentage assessmicnc is used, the rate shall be based on the Opuauu s cost experiénce;

i authority wl\ h are lppln:zblt to Op{ulur s labor

‘nm of silaries and wages a1 provided u.\du Suhp:ragr)phs 2 A 2B, and I’m,.uph n of this Section 1.

€. Costs of expenditures or contributions .made pursuant to imposed by

3. Employee Benefits
" Operator's currenr. cost of ‘plins for employees ,,m..- fifé_insur hospitalization, pension, reti “stock purchase, thrift, bonus,
and other bencfit plans of a like ‘natiré, applxuble 10, Opetator’s tabor cose, pmwded that the wul of -such chirges shall not exceed ten per cent
{10%) 'of ‘Operator's labor costs as prov:drd ... Subpala‘uap]u A and B of Paup,ph 2 of this Section 1§ and in Paragtaph i1 of this Scction 10,
4. Material . . . j : .
Matesial, cquipment. .and supplics p\.m..ua or {um.u.ca by Operator for usc-of che joint propérty. So faras it i reasonsbly pracuical and con-
sistent with efficient and cconomical ‘operation, only such material ihall be purd: uud for or transfrired 1o the joint property as may be required for

immediate uxe and the :ccumuhmm ol snrplus stocks shall be avoided.

5, Transporlahon

T of emp! i .mami-l. and ...,.,.1'; ‘nn‘cuuy' lur _:l.. cvelo 1 'm.;.mmm; and operation of the joint propcny

subject 1o the following lmnunnn P . :

A mnenal is moved to the joine property “tram vendor's ‘or from’ the Operator's w:ralmuu o othir rmpernex, nocharge”shall be made to the
joint account for a distance greater chan the distarice’ from th ncarese rclublt mppl, swr€ o, ullvay receiving poine whire such maerial is
avaitable, eicept by special agecement with Non. Opmm :




All vases of cvery:kind and patuee asseacd of fevied—py
- tion. therefrom r_the” operation thereof,. and "which {axe

Insurance and Cliims

A, Premiums paid for insurince required .t be cairied for, the beaefic of thesjoint aicoun, wgether sith all expendituces inedired and”gaid in

eotlome of 367 and sil lodser, claims, dimsges; judgménts. aad other exenses, incliding legal  iceyicti, net Fecovered from” induranee cirvier.
B 11 oo imeinace iy feauired to be carried. all actual expénditires incuried and paid by Operstor in’seivdoment of any aud sl losies, chaims, dam-
sger. judgmentt, and any. other expenses, including Tegal services, shall 'be charged o the jint account. .
District and Camp Expeénse_ (Field Supervision and Camp Expense)

id id oiher cmpl ierving the joint praperty and other

A pra tats porsion of 1hé salaries and’ expenses of Operaibr's p r
Fropersies of whe Cperater i the s opreating srea, whote time s oot Mtocited directly ‘o the propertivs, and a pro cats portion of the cost of
osintiniag snd operating 3 production effice knuwn s Operators .. . Caprock District .. . ... s

witice lossed s ot mar . Caprock, New Mexico. R (ar s comprable office il lacation ehinged), and
eceusari subuffices GE anyl, maintained for the convenienve wf the sbove-dewribed vffice, Jnd all necessiry canps. including housing faclities for
employees i requiced, -used in the conduct of the oprrations wi the joine propeety md ocdver properiice opeeated i che sime fualiey. The expense
of, leve sny resenve from, thee facilivies shuuld b inchudice uf depreciation or 1 fi manthly.rental in fieu of depecciation on the invesement. Such

charses Aball be apportioned o alf properties served un some cuitsble busis vomisent with Operatecs secounting practice.

Distribution of charges to be mdde on & per well hasis. Drilling well to be considered
as equivalent Gf five producing wells.

Administrative Overhead

Cperatar shall hove the right to s sgainst the juint peoperty cosered herehy the follawing manzgement and adwiniscrative overhead charges,
which ahall he i liew of aff expensee of "l offices of the Operator no covered by Section I, Paragrash 11, above, including, wataries and evpenee
ot personacl rasigned o such offices, exéent diat alaries b geoligisns snd other emplasecs al Operatnr wha are temporatity amigned to and disvesly
weraing mn che joint pesperey will be charged an provided in Secdon 1. Pacagraph 2 Shove. Salaries and éxpémes of other technical employees s
emed 10 s oftices will be cunsidered s covered by overhedd charges in i parageaph wnles charges for wch salaries and eapinses are agrecd
wpon berween Operstor and Nom-Opeeator a3 2 ditect charge’ lo the juing properey.

WELL BASIS (Rale Per Well Per Month)

PRODUCING WILL RATE
DllLLle(\N(LL . (Use Completion Depth)
RA’

Weli Depth Each Well a——
—_— —_

BTS00 T 38000

A. Overhead charges for drilling wells.shatl begin on_the date each el is spudded aid terminate when it is on production or is plugged. as the
case may be. except that np charge shill be made during ihe suspension.of drilling wjeratiofs Tor fificen (11} or more consecutive days.
B In connection with overbead charges, the stans of wells shall be s follows:” I .
(1) Injestion wells for secovery vperations, such ‘as for’ repreisurc or water flood, shall be inéluded in the overhead schedule the samie 35 produc.
ing oib wells - - . ) : -
(2) Watee supply wells vtilized for water floading operations.shall be included in the overhead seliedule the sime 2t producing’ oil wells.
(1) Producing gas wells shall be included in the overhead schedole the iame ai producing oil wells: )

—2




pefationi’ atd_are not intended to cover the

conjeruction or sperati i ; : iohi . Compresiar plants, ‘repressuring projects, salt water
disposal facilicies, and_ similar nstallatione. "1 at anytime any oF ¥

e w0 an overhead charge-snd allocation of districe éxpénse.
The sbuve specific overhead rates way be smiended from -timc to time by agreement bétween Operatar sl

found o be insufficient or excessive.

Operator’s Fully Owned Warehouse Operating and Maintenance E\pense
(Dewwribé tully the sgreed procedure to be followed by the Operator.)

Other Expenditures .
Any expenditure, other than’ expendicures » hich sre covered aod dealt with by the forcgoing provisions .of this Scction 11, incureed by the Opera-

tor for the necessary and proper development, maintenance, and operation of the juint property.

111 BASIS OF CHARGES TO JOINT ACCOUNT-

Purchases
Material and equipment purchased and service provured shall be charked 3t price paid by ()l-\nmr afece deduction of 3l disconns sctually received.

Mal:rml Furnished by Operalor .
Matecisl vequired for operstions shall bé purchused for direce charge (v juint accouns whenever .mnmbh except that Operatar may furnish- sch
material from Operator’s stocks under the follawing conditions: .
A. New Material (Condition "A™) :
() K aterial tramsfeered from o,-mwn warchousé or ciher propérsies shall be priced: fnd. the nearest reputable sppls store or railway
ng pot where such macerial is available, ac corrent replacement cost of the same kind of ‘material.. This will inctude marerial such
20 tanks, pumping units, sucker rods. engines. and other major cquipment. Tubulad goods, twosinch (27} and aver, shall be priced on car-
load basiv effective at date of transfer and f.o.h. railway receiving point nearest the joine account operation. tegardiess of quantity transferred.
() Other material shall be priced on basis of 1* reputable wpply campany’s preferential price fist effective st dace of teansfer and f.o.b. the store
.. or nilway recéiving point nearest the joint account uperation where such mat is available.
(3) Cash discount shall not be sllowed. .
Used Material (Condition "B and “C")
(1) Material which is in sound and serviceable condition and it witable for rewe without ceconditioning shall be classed 35 Condition “B” and
priced at seventy-five per cemt (75%) of new price.
(2) Macerial which canmot be classified as Condition "B but which.
(3) After reconditioning will be further scrviceable for original function s« good secondiand materisd (Condition “B™), or
(b) s serviceable for original function but_substantially nor suitable for. recond '
shall be classed as Condition. and priced av fifty per cent. (0% ) of new price.
(V) Material w h cannot be classificd as Cnm' i "“or Condition “C™ shall be priced at a value commensurate with jes use.
(4) Tanks, buildings, and other equipmént invalving erection- casts shall be charged. st applicable gercentage of kisocked-down new price.
Premium Prices . -
Whenéver materials 1nd equipment ace nér readily obtainable 3t the customary, sugply [ ind st prices specified in Paragraghs 1 and 2 of his
Section 11i Because of mational emergencies, strikes or other unisual cavses éverwhich (he Operatér bas no control, the Operator may charge the
st sccaunt for the required matcriabs on. the basis of the Operator's direct -Coit and expense incurréd in procuring such materiab, in making it
siicable for i, 3nd'in moving it to the, location, provided, howevet, that notice,in writing is furnithed ta Non.Operator of the proposed charge prior
to billing" the Non-Operacor for the material and/oi équipment acquired pursuint to"this peosision; “whercupon |Non-Opeeator shall have the right,
by so electing and notifying Operator ‘within 10 days fter feceiving notice from the Operator, ta furnish‘in kind; oF in tnnage as the partics may
agree, a the lodation, ncarest railwiay receiving ‘point, o Opstator’s storapé point ! within 3 coifiparible distance, 3l of part “of his share of material
and/or. eqiipment suitable’ for Use and acceptable: t the Operator. - Ilanxporuuun costs 6 ‘any. such material fuenisfied by Non-Operacor, si aiy *
poine_éuher: than ai the Lacation, shall be boene by: such "Non.Oferstor. - If, pugsiiant 1o the provisions of this parsgraph; any Noii-Operstor furnishes
waterial a/o. equipment in kind, the Opentul shall mike appropriate credits therefor to the' accoum ‘of ‘said, Nnn Operator.*

Warrnnty of Material Fulnished by Onerator R S
Opcrawf am ot warrane the nuluul (umulml beyoud. or back of the dukn or m3
by Optitor Lrom the maniact
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2.

© 3

4.

5.

6.

“rerivoved by the purchaser.’

d' by, Operator ©

i cendée. -Any ‘cliiing b\w tive” mard : Giherwise 3} v ade “and when ‘byﬂOpemor.

Matevial pmc/m:zd by utbe‘-' Opualov or ., Nan-Operntm of dlmdrd in
valued on the Iollowmg basis:

New l‘ncc Dcfmed

Jaint Accousit.”
New Material
Nei material (Condition "A")," Being new m.nuul profuted for the joint .m.....l “budnévée
rént. new prive (plus ale tax if any).
Good Used Material
Good wed material (Condditian “W"). heing wed ﬂuulu[ in sound and serviceable, condition.
At seventy-five pee cemt (7370) f cuetent new price il naterial was charked to ot seaunt 38 néws ar
At sty -five per cent 16977 ) of cureent new price of faterial was originally charged t the € propefey as momnu..a M oseremy-five per
cent (715} of new price.
Other Used Material
Ueed material (Conditian “C2), ar fifty per cent (3077) of current new prive. being el matéeial which:
Alter recondivioning will e further sérviceable for oripindl functian 3y good sécondhand material (Condicion” "B*), or *
R 1y seriiceable for original function but substantially not sitsble for eccanditioning. :
Bad-Order Malerial . .
Material s equigment (Candition D7), which is o fohser. wsble for it original purpme without escessive fepair cost but is farther wsable for
sve et purpie, shatll be priced un 3 bavis comparable with. that of items notmalty sed. for that jpuepore.
Junk-

Juok (Condition "), beirig obsdlete and icrap. macerial, 3t prevailing prices.

TEMPORARILY' USED MA'I'ERIAL‘ (In service 60 dsys or 1ess)

When the use of material is temporary and its’ service to: the Joint account does
not Justify the reduction in price-as provided .in. Paragraph 3. sbove, such -
material shall ‘ve priced, on a basis that will leave'a nét charge- to the -joint
account of 10% of price- charged if material charged out 'as new -and S'ﬁ if
matérial charged out as second -~ hand.

VI. Inventories .
PERIODIC INVENTORIES 5 NOTICE AND REPRESENTATION
At reasonable intervals, inventories shall be taken by Opera,tor of the Joint

account material, vhich shall include all siuch material as is ordinerily con-
sidered controllable: . (See Sec: 10.2, 0perating‘Agreement)

. docy et jutify the eedoction i price as provi
abuve, vk aatesial shal 2 Lahat will feave 3 nec charge t the joint

shall be raken by Operator of dhe joint accaunt nuunal. which shali nmludr R « i:I as s mdlnuily
Iable by opcrators of oil and gas propertier. ' 3

Writico notice of intention to take inventary shall be pivea by Operator at least d..u, (30) days before any inventary @ to bq.,. 10, that Naon-

Operatar may be represented whea sny inventory s taken? .
Faibure of Non:Gerstor 13 b represented a¢ an invencors shall bind Non.Operseor. 1o aicept the inventory ukm by, Opualor. who shall“in thas
event furnish Non-Opcrstor ith s copy thereof.

R iliation and Adj of Iaventories .

Reconcilistion of ioventory with charges to the joint account shall be made by each parey s hncerest, and 1 lise of overages and shortages shall be
joinly determined by Operator and Non-Operator.

Inveniory adiustments shall be made by Operator with che joint sccount for overages and shortages, but Operator shall be held sccountable o Now-

Operator only for shortages due, 1o I:ck of reasonable dni.‘;m'a

Special Inventories

Special inventoriss iy be ki, 3t the €hpensé of the puréhaics, Wherve?. (hcu is 3y sile or chaiige of intersat ia the joint properiys and it el

be e duty of thie pacty Selling to natify all other partics ‘heicto 35 quickly s posiible afice the trinsfer of inicrast. ukes place. In such cases, boch
the seller and the purchascs shall’ bé “represented ‘and shall be ' govériied. by ihé invén ory 3o taken. . . )
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