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UNIT OPERATING AGREEMENT

THE STATE OF NEW MEXICO , ]
COUNTY OF - LEA 3

THIS 'AGRE_DIENT, madvg and entered into as of the 2nd day of
August, 1955, 5y and between PHILLIPS PETROLEUM COMPANY, a Delaware Corpora-
tion with'an:dperating office atiBartlésvillé, Oklahoma, hereinafter called
"Phillips" or "Oﬁérator",‘and, WOODLEY PETROLEUM COMPANY, a Corporation of
Houston, Texas, CHARLES B. WRICHTSMAN, of Houston, Texas, GATL WHITCOMB,
of Houstoﬁ, Texas, JOHN E. ﬁcCONNELL, JR., of Houston, Texas, and, W. B.
TRM%HI;u.of Houston, Texas (or such of said parties as may execute this
'Agreemgnt), hereinafter called "MJoodley"”, "Vrightsman®, M"yhitcomb®,

- MfcConnell™, and “Trammell" respectlvely, and hereinafter collectlvely

called "Von-Operators"

'Thé pérties hereto represen;‘that the& are the fespective owners
of 99.70109'per cent of thebmineral iﬁféreéf in all depths and‘stfata below
four thousand'(4000) feet below thé suffhce of the ground (either unleased
‘fee interest or 011, gas and mlneral 1easehold interest covering fee inter-
est), in the Southeast Quarter (SD/4) of Section 28, Township 25 South,
Range 37 Last, N. M.; .~M;,;Leaubounty, New Mexico, in the following pro-
portiohs; to—w1t..v R - |

North 60_acres of ‘said Southeast Quarter41§n/4)

-Phllllps (leased m1nera1 interest) - 75 000007
Whitcomb (unleased mineral interest) -~  .433447
. Wrightsman (unleased mineral interest) -~ 23,42739%
- McConnell (unleased mineral interest). = .11636%

Trammell (unleased mineral 1nterest) - " ,22573%

South 100 acres of sald Southeast Quarter-(SE/4):.

Wbodley (1eased mlneral 1nterest) - ‘~_':’. ~10074

It is the de81re of the partles hereto to enter into ‘an agree-

ment covering the 301nt development and operation of Sald SE/4 of Section 28

for the production ofboil, gas and casinghéad gas from all depths and strata



below four thousand (4000) feet below the surface of the ground.

NOW, TIHEREFORE, in consideration of the premises and the mutual
covenants herein contained, the parties hereto do hereby covenant and agree
as follows:

1.

UNIT ARFA. This agreement shall cover the oil, gas and cas-
inghead gas (hereihafter called "oil and gas"), in and under and that may
be produced from all depths and strata below four thousand (4000) feet be-
low the surface of the ground in the following described land, to-wit:

The Southeast Quarter (SE/4) of Section 28,

. Township 25 South, Range 37 LEast, N.M.P.M.,

Lea County, New lMexico,
which said area with respect to said substances and with respect only to
said depths and strata is hereinafter called "Unit Area". Said Unit Area
shall be develéped and opefated for the production of 0il and gas by
Opefator subject to the terms of this agreement, and the parties hereto
hereby commit to thié agreement their leases and unleased mineral intcrests
insofar as the same cover and pertain to the oil and gas in and ugder and
that may be produced from the Unit Area; however, except for the right to
occupy and use the Unit Area for the purposes hereof and the right to share
'in the producfion therefrom as herein provided, and except as may otherwise
be herein specifically provided, title to the interests so committed shall
‘remain in each of the respective parties.

2.

WORKING INTEREST AND ROYALTY INTEREST. Any unleased mineral
interest committed to this agreement shall be treated for all purposes of
this'agreement as if it were an oil and gas lease in favor of the owmer of
such unleased mineral interest on a form providing for the usual and custo-
mary one-eighth (1/8) royalty and containing the usual and customary "lesser
interest clause". Hence, fdr the pﬁrbose of this agreement and as between
the parties her;to the>roya1ty interest shall be treated as one-cighth (1/8)
and the working inte:est shall be treated as seven-eighths (7/8). This
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agreement shall in no way affect the right of the owner of any such unleased
interest to receive an amount or share of production equivalent to the roy-
alty which would be paid or due if such unleased interest were subject to
an oil and gas lease as provided in this numerical section.
3. |

UNIT PARTICIPATION. The seven-eighths (7/8) working interest
in all oil and gas produced and saved from the Unit Aréa (i.e., from said
strata below four thousand (4000) feet below the surface in said SE/4 of
Section 28), and all equipment acquired pursuant hereto for the joint éc-
count of the parties shall be owned and shared, and all costs; expenses and‘
liabilities accruing or resulting from the development and operation of the
Unit Area pursuant hereto shall be shared and borne, by the parties hereto,

in the following proportions:

Phillips - 28.12500%
Woodley - 62.50000%
Wrightsman - 8.78527%
Whitcomb - +16254%
McConnell - .04363%
 Trammell - .08465%

Phillips -~ As an in-
terest carried by
Phillips

.29891%

| 100.,00000%

Phillips by the execution héreof has assumed the burden of carrying an un-
leasediintcrest owned by various parties not named herein, totalling .29891
per cent as above indicated. Phillips shall be solely responsible for any
and allchargéé'hereunder against such interest and for any accounting or
. settlement with the owner of ownérs thereof, If this agreement should be-
come operative as'provided in Section 29 below; and Phillips shall elect
to assume the burden of carriing the interest of any party or parties abéve
named who may fail to execute this agreement, as provided in Paragraph 4
below, then ény such additional interest or interests so carried by Phillips
shall be added to the interest of Phillips as aﬁ interest carried by
Phillips and Phillips shall likewise be solely responsible for any and all
charges hereunder against such interest andlfor any accounting or settle-

ment with the owner or owners thereof.
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4.

UNCOMMETTiZD INTERESTS.  Should this agreement become operative
as provided in Section 29 below without all parties above named as owning
an unleased interest having executed this agreement, then Phillips may, if
it so desires, elect to carry the interest of any one or more of the parties
not so executing this agreement in like manner and upon the same terms and
conditions as herein provided with respeét to the aforesaid .29891 per cent
unleased interest by notifying the parties hereto of such election simul-
taneously with the notice by it to the parties hereto that this agreement
has become operative as ppovided in said Section 29 below.

| | 5. |
ROYALTY — OVERRIDING ROYALTIES, PROUUCTION PAWMMENTS, LTC.  The

regular one—eighth'(l/s)'royalty interest in all oil and gas produced from
the Unit Area (i.e., from said strata below four thousand (4000) feet in
said SE/4 of Section 28), shall be allocated to the payment of the regular
one-eighth (1/8) royalty (including the regular one-eighth (1/8) royalty
herein assumed to exist with respect to unleased interests), due under the
terms and ﬁr&visions of the oil and gas lease or leases (or due héreunder
with respect to unleased interests), under and pursﬁant to which and upon
which the well or wells from which such production is encountered were
drilled.

If any'le#sehold or unleascd mineral interest contributed to
_the Unit Area is now or éhall hereafter become burdened with any royalties,
overriding royaltiés,baymenfs out of production or any other payment or
chargés in excéss éf.the usu;l one-eighth (1/8) royalty, the party contri~
buting such interest shéll bear and assune the same, unless otherwise ﬁaid
and satisfied,vout,ofrthe interest of such party in the seven-eighths (7/8)
working interestrcreditéd'to it hereunder. -

6.

FATLURE OF TITLE. Any failure of title to all or any part of

the interest of any of the parties hereto shall be borne and suffered by



the party whose title shall so fail and the proportionate interests of the
parties remaining subject to this agreement shall be readjusted accordingly;
provided, there shall be/ﬁikroactive adjustment of costs or liability in-
curred or income received prior to the final determination of such failure of
title and the readjustment of such interests.

7.

DELAY RENTALS AND SHUT-IN WELL PAMMENTS. Each party hereto

shall pay all éelay rentals and shut-in well payments which may become due
on the lease or leases owned by it within the Unit Area., The parties hereto
shall exercise due diligence in the payment of such delay rentéls and shut- |
in well payments, but shall not be liable in damages for failure to make pro-
per or timely payment thereof. In the event of loss of leasehold title by
failure to make payment of any délay rental or shut-in well payment, the
party suffering such loss of title shall make a bona fide effort to secure
a new lease covering the same interest within a reasonabie time, and in the
event of failure to secure a new lease, such loss of title shall fall en-
tirely upon the party contributing such lease or leases.

8.

UNIT OPLRATOR. Phillips is hereby designated as Operator of

the Unit Area and of all the physical equipment of the parties hereto used,
had or obtained in connection with the development and operation thereof for
the purposes of and pursuant to the terms of this agreement. Subject to the
provisions hereof, Operator shall have exclusive control and management of
‘the development and operation of the Unit Area for the production of oil and
gas for the joinf account and benefit of the parties hereto. The Operator
shall conduct all operations hereunder with reasonable diligence, and in a
good and workmanlike manner, but shall have or assume no risk, responsibi-
lity or liability tb Non-Operators for any mistake or error in judgment in

its management and operation of the Unit Area, except for the negligence or .

willful misconduct of the Operator's agent, servants and employees.
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At the cxpiration of twelve (12) months from the comencesient of
operations hereunder and on each anmiversary date thercafter, any then non-
' operating party owning or representing at least twenty-five (25%) percent in-
terest in and to the production from the Unit Area may, by giving thirty (30)
days prior written notice to the then Operator, take over and assume the de-
velopment and operation of the Unit Area, all with the same powers, rights
and duties of the Operator designated herein._

9.

COST AND ACCOUNTING. Operator shall pay and discharge all

costs and expenses incurred for the joint account and shall charge each of
the parties hereto with his or its respective proportionate share upon the
cost and expense basis provided in the Accounting Procedure hereto attached,
marked Exhibit "A" and made a part hereof. If any provision of said Exhi-
bit MA" conflicts with any provision hereof,'then this instrument shall con-
trol. Kach party hereto other than Operator will promptly pay Operator such
costs as are chargeable to such party hereunder.)fAny exceptions to the
statement of Operator shall be made within eighteen (18) months of the date
the:éof and if no exception be made within such time, then such statement
shall be considered correct. Payment shall not prejudice the right to pro-
test the correctness of any statement. ' This provision with respect to pro-
.test shall not prevent annual adjustment'of physical properties to actual
inventory as provided in the Accounting Procedure attached hereto.
It shall be deemed that the well heretofore drilled by Phillips
" to a depth of three thousand six hundred five (3605) feet, referred to in
- Section 10 hereof, was drilled for the joint aécount of the parties hereto
and such cost shall be determined upon the cost and expense basis herein
provided, and Phillips shall be reimbursed therefor by the parties hereto in
'the same proportion as other costs and expenses incurred for the joint ac~
count are required to be borne hereunder.
Operator before incurring any item of expenditure in excess of

Five Thousand ($5,000.00) Dollars, except expenditures for the drilling,



completing and equipping of wells specifically authorized by the parties here-
to, shall seéure the written consent and approval of Non-Operators. Operator
shall, upon request, furnish Non-Operators with a copy of Operator's authority
.for expenditures for any project costing in excess of Two Thousand Five Hun-
dred ($2,500.00) Dollars. '

' Operafor shall at all times keep the joint interests of the
parties hereto in and to the Unit Area and @he equipment thereon, free and
clear of all labor and mechanic's liens and encumbrances.

10.

TisST WELL. Phillips has heretofore commenced a well and drilled
the same to a depthbéf three thousand six hundred five (3605) feet at a loca-
tion in the approximate center of the Northwest Quarter (NW/4) of the South-
east Quarter (SE/4) of said Section 28. On or before thirty (30) days after
the giving of the notice provided for in éection 29 hereof, Philiips, as
Operator, shail commence or cause to be commenced, for the joint account of
the parties hereto, operations for the deepening of such well and thereaf-
ter shall deepen and drill said well with due diligence and in a good and
workmanlike manner to a depth sufficient to test fully the Devonian Forma=
tion, the top of which is expected to be encountered at a dépth of npproadw
mately eight thousand two hundred fifty (8250) feet, ~or to oil or gas in
commercial quantities or water in excessive quantities in said Devonlan For-
mation at a lesser depth, or to igneous or metamorphic material or othef
practically impenetrable formation, or to such depth at which mechanical dlffi=-
culties make further dfilling impractical, whichever is the lesser depth.

Y Provided, however, that notwithstanding the Operator has exclu-
sive control and management of the'development and operations of the Unit
Area, as hereinbefore provided, it is agreed that prior to the commencement
of the above mentione& test well, and any subsequent wells that may be drilled

on said Unit Area, the then non-operating party owning or representing at

- "{... least twenty-five (25%) percent interest in and to the production from the

Unit Area, shall have ‘the right to approve in writing (a) the Authority for
Expenditure; (b) the form of drilling contract proposed to be entered into



with the drilling contractor; and, (c) the drilling program.
nm.
ADDITIONAL DRILLING, DEEPENING, PLUGGING BACK, RECONDITIONING, RE-

WORKING ANU ABAIDOMMUNT OPXRATIONS. Except for the deepening of the test

well provided for in Section 10 hercof, the parties hereto shall mutually agree
upon the drilling, location, deepening, plugging back, rebonditioning, rework-—
ing or abandonment of any well drilled pursuﬁntohereto. Consent and approvai
to the drilling of a well shall include all éxpenditures, regardless of the
amount, for the drilling, testing, completing and equipping of the same, in-
cluding all necessary lines, separators and lease tank;ge.
12.
WELLS NOT MUTUALLY ACREED UPQN. IXIf at any time the parties can-~

not nmtually agree upon the drilling of a particular well, the party or
parties desiring to drill such well shall give the other parties written no-
tice thereof, specifying the location, proposed depth and estimated cost.

The parties receiving such notice shall have ten (10) days after receipt
thereof within which to notify the party or partics desiring to drill such
well whethef or not such parties shall elect to participate in the cost
thereof. The failure of any party to give such notice within said period of
ten (10) days shall be construed that such party does not elect to partici-
pate in the cost of the proposed well. If such other parties shall elect

not to participate in the cost of the proposed well, then within thirty (30)
days after the expiration of said period of ten (10) days the party or
parties desiring to drill such well, in order to be entitled to the benefits
under this section, shali commence the same and therceafter prosecute the sane
with due diligence in a worlkmanlike manner until said well is completed. Any
well drilled undef the'provisions of this secction shall conform to the then
existing well spacing program. The drilling of any well under the provisions
of this sectionAshall be conducted at the sole cost, risk and expense'of‘thc
party or parties‘electing to drill such well., The party or parties drilling

any well under this section shall, within sixty (60) days from the date of the



conpletion thereof, furnish the other party or parties with an inventory of
the equipment in, on or about said well and with an itemized statement of the
cost of drilling, cquipping, testing and completing said well feady for pro-
duction, and each month thereafter during the time the participating party
or parties is or are being reimbursed, as hereinafter provided, with an
itemized statement of the cost of the operation of said well and the quan--
tity of minerals produced therefrom and the amount of the proceeds from the -
sale of the production in the preceding month. If such a well when com~
pleted results in commercial production, the participating party or parties
shall be entitled to receive all the proceeds from the sale of such produc-
tion from such well after deducting all royalty interests, overriding roy-
alty interests and production payments, if any, until said participating
party or parties shall have received therefrom an amount equal to one anl
one-half times what each nonparticipating party's share of the cost of

such well (including equipment acquired or installed on account of such
well), would have been had each such party participated, and one hundred

per cent (100%) of each such nonparticipating party's share of the cost of
operating such well during the time such payment is being made. Upon pay-
ment to the participating party or parties of the amounts aforesaid, such
well shall be owned and operated and each such nonparticipating party shall
be entitled to receive its or his proportionate share of the production
therefrom the same as if such well had been drilled by mutual agreement of
all parties hereunder. In the event the participating party or parties fail
to obtain out of the proceeds from the sale of such production as aforesaid,
a sufficient amount to pay to the participating party or parties the amounts
aforesaid, the participating party or parties shall be entitled to so nmuch
of the nonparticipating parties! share of the net salvage value of all such
material and equipment placed or installed by the participating party or
parties in or on the Unit Area in connection with the drilling and operation
of such well as is required to malke up the deficiency; provided that if such

material and equipment have a net salvage value in excess of the amounts so



payable to the participating party or parties, such excess shall be owmed by
all the partics hereto in proportion to their interest in the Unit Area.
Honparticipating parties shall have the right at all reasonable times to in—
spect and audit each participating party's books, records and invoices per-
taining to any matter of accounting with respect to the drilling and opera-
tion of any well drilled pursuant to the provisions of this paragraph. If
any such well should result in a dry hole or noncormercial production, the
participating party or parties shall plug and abandon the well at its or
their sole cost and expense. The party or parties drilling and'operating any
such well under this section shall hold the nonparticipating party or parties
free and clear of all cost, expense and liability in connectioﬁ‘therewith.
13.

INSURANCE. Operator shall at all times while operations are
conducted hefeunder, purchase or provide for the benefit of the joint account,
insurance to cover all drilling, producing and other operations as follows:

(a) Vorkmen's Compensation Insurance in accordance with the
laws of the State of New ilexico, and Employer's Liability Insurance;

(b) Public Liability Insurance covering both bodily injury
and death, with limits of not less than $100,000.00 as to any one
person, and $300,000.00 as to any one accident, and property damage
liability insurance with a limit of not less than $100,000,00 per
accident;

(¢) Automotive Public Liability Insurance with bodily in-
Jjury limits of not less than $100,000.00 as to any one person, and
$300,000.00 as to.any one accident, and Autonotive Property Damage
Insurance with a limit of not less than $100,000.00 as to any one
accident.

The joint account of the parties shall be charged with an anount
equal to the premium applying tb the protection provided. All losses not
covered by policies of insurance for the hazards set out above shall be borne
by the parties heréto as their interests appear at the time of any such loss.
Operator agrees to notify Hon—Operatérs immedigtely of any occurrence where
loss or liability may exceed $10,000.00.

14.
BPLOYEES.  The number of employees, the selection of such em-

ployees, the hours of labor and compensation- for services to be paid any and
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all such employees shall be determined by Operator. Such employees shall be

)

the employees of Operator.
15.

- SEVERAL LIABILITY. The liability of the parties hereunder shall
be several and not jbint'or collective. Each party shall be responsible only
for its obligations as herein set out, and Shall be liable for its propor-
tionate share of the cost of developing and operating the premises subject
hereto. It is expressly agreed that it is not the purpose of this agreement
to create; nof shall the operations of the parties hereunder be construed or
considered as a joint venture, or as any kind of a partnership;,

Insofar as is applicable to the parties hereto, each of such
parties agreés to and does hereby elect to be excluded from the application
of Subchapter K of Chapter 1 of Subtitle A of the Internal Revenue Code of
1954, or such part thereof as may be permitted or authorized by the Secretxy
of the Treasury of the United States or his delegate. Likewise, each of the
parties'agrees to and does hereby so elect with respect to any applicable
state income tax iaw that now or in the future contains similar provisions.
Each of the parties hereto hereby authorizes and directs Operator to execute
such election or elections in his or its behalf and to file the same with
the proper administra;ive office or agency. Each of the parties hereto
agrees to pefsonally exccute and join in such election or elections upon re-
quest of Operator. Operator shall furnish the other parties hereto a copy of
all such electionms. |

' 16.
OPERATOR'S LILN. - Operator shall have a lien on the interest of

each of the Non-Operétors subject to this agreement, the production there-
from, the proceeds thereof, and the material and equipment thereon, to se-
cure Operator in the payment of any sum due to Operator hereunder from such

parties hereto. Said lien shall not apply to the regular one-eighth (1/8)

royalty herein assumed to exist with respect to unleased interests.



17.
SURPLUS HATERTAL AND EQUIPMENT.  Surplus material and equipnent

from the premises, which in the judgment of Operator is not neces$ary for the
development and operation thereof, may, by mmtual consent of the partiés
hereto, be sold by Operator to'any partj to this agreement or to others for
the benefit of all parties hereto, or may be divided in kind between such
parties. Proper charges and credits shall be made by Operator as provided in
the Accounting Procedure, Ixhibit A", heret§ attached.
1.
DRILLING CONTRACTS. All wells drilled on the pfemises shall be

drilled on a competitive contract basis at the usual rateé prevailing in the
area. Operator, if it so desires, may employ its own tools and equipment in
the drilling of wells, but in such event, the charge therefor shall not ex-—
ceed the prevailing rate in the field, and such work shall be performed by
Operator under the same terms and conditions as shall be customary and usual
in the field in contracts of independent contractors who are doing work of a
similar nature.
19.

DISPOSITION OF PRODUCTION. - Each of the parties hereto shall

take in ldnd or separately dispose of his or its proéortionate share of the
0oil and ‘gas produced from the premises exclusive of production which may be
ﬁsed in development and producing operations on said premises and in pre-
paring and treating pil for markgting purposes and production unavoidably
lost, and shall pay or cause to be paid all applicable royalties thereon.

In event any-party hereto shall fail to make the arrangements necessary to
take in kind or separately dispose of his or its proportionate share of the
0il or gas produced from said premises, Operator shall have the right, for
the time being and suhject to revocation at will by the party owning same, to
purchase such oil or gas or sell the same to others at not less than the market
price prevailing in the area and not less than the price which Operator re-

ceives for its own portion of such oil or gas. Tach party hereto shall be



entitled to recéive directly payment for his or its proportionate share df
the proceeds from the sale of all oil aﬁd gas produced, savc& and sold from
said premises, and on all purchases or sales, each party shall execute any
division order or contract of sale pertaining to his or its interest. Any
extra expenditure incurred by the taking in kind or separate diéposition by
any party hereto of his or its proportionate share of the production shall
be borne by such party.
20.

TRANSTERS OF INTEREST. No assignment, mortgage or other trans-

fer affecting the interest of any party hereto, the production.therefrom, or .
equipment thereon shall be made unless the same covers the entire working
interest of the assignor, mortgagor or séller in the Unit Area, it being
the intent of this provision to méintain the joint development and opera-
tion of the Unit Area; provided that the assignment, mortgage or other
transfer of a lesser intcrest than the assignort?s, mortgagort!s or seller's
entire working interest may be made upon securihg the approval of the other
parties in writing.

zl.

RIGHT OF PAUTTMS TO IMNSPECT PROPLL Y'AND RECORDS. The follow-
ing specific rights, privileges and obligations of the parfies hereto are
.hereby expressly provided, but not by way of limitation or exclusion of any
other rights, privileges and obligations of the respective parties:

(a) Any party hereto shall have access to the entire Unit
Area at all reasonable times to inspect and observe
operations of every kind and character upon the pro-
perty. '

(b) Any party hereto shall have access, at all reascnable
times, to any and all information pertaining to wells
drilled, production secured and marketed, and to the
books, records and vouchers relating to the operation
of the Unit Area..

(¢c) Opcrator shall, upon request, furnish the other parties
hereto with daily drilling reports, true and complete
copies of well logs, tanks tables, daily gauge and run
tickets, and reportsof stock on hand at the first of
each month, and shall also, upon request, make avail-
able samples and cuttings from any and all wells drilled
on the Unit Area.



22,
OPTIOH OF PARTTES TO TAIE OVIR VELLS. If any well drilled pur-

suant to the terms of this agreement is not productive of oil or gas in cormer-
cial quantitics at a depth below four thousand (4000) feet below the surface
of the ground, the party or parties owning an interest in and to the portion
of the Southeast Quarter (SB/4)} of said Section 28 on which the well is lo-
cated shall have the option, for a period of thirty (30) days after the de-
termination is made that such well is nonproductize of oil or gas at such
depth, to take over thc well upon reimbursing the other parties to this agree-
ment for such other partics! proportionate share of the cost of drilling such
well to the depth at which the party or parties electing to take over the

well recomplete the same and paying to such other pacties their proportion-
ate share of the net salvage value of the recoverable material and equipnment
necessarily left in and about the well for the completion and operation there-
of at the depth at which the well is so recompleted. Upon reimbursenent as
above provided, each party so reimbursed shall assign, without warranty of
title, express or'implied, 2ll his or its right, title and interest in said
well and equipment therein and thereon, together with his or its interest in
so much of said SE/4 of Section 28 as is attributable to such well under the
applicable spacing order of the 0il Conservation Conmission of New lexico,
insofarxonly as all depths and strata down to and including four thousand
(4000) feet below the surface of the earth are concerned, to the party or
parties exercising such,oﬁtion; ﬁrovided, that if any such rcimbursed party

" be the owner of an unleased mineral interest, then such party shall exccute
and deliver to the partyvor parties so exercising such option, (1) a bill of
sale, without warranty of title, cxpress or implied, covering all his or its
right, title and interest in and to said well and the equipment therein and
thereon, and {2) an oil and gas lease on the form attached hereto as Lxhibit
"B covering the area within said SE/4 of Séctioﬁ 28, which is attributable

to su;h well under the applicable spacing order of the 0il Conservation Cor-

mission of MNew lexi.co insofar only as all depths and strata down to and in-

cluding four thousand (4000) feet below the surface of the earth are concerned.
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Should more than one party cxercise such option, then such parties shall share
in the rights and obligations in respect thereto in proportion to their res-
pective interests in and to the tract on which the wéll is located at the time
of'thc exercise of such option.

23.

SURIWIDER OF LEASES. o lease embraced within the Unit Area

shall be surrendered except by the rmitual agreement of the parties. I1f one .
party should desire to surrender any lecase or leases and any other party is
not agreecable thereto, the party desiring to surrender shall assign, without
warranty of title, express or implied, to such other party or parties, all
of its or his interest in such lease or leases. The party or parties receiv-
ing any such assigiment shall pay the assigning party the reasonable net
salvage value of the assi gning party's proportionate part of the equipment
in and on any well or wells drilled under the terms of this agreement on such
leasc or 1§ases prior to the date of any assignment. Thereafter, the party
or parties receiving such assignment shall own and hold any such lease or
leases and the weil or wells thereon free and clear of the terms of this
agreement. 'If there is more than one party receiving such assignment, same
shall run in favor of the parties receiving it, and tbe costs connected
therewith shall be borne in proportion to their then respective interests
herein.

24,

ADANDOIRENT OF WilL. No well which is producing or has once

producedrshall be abandoned without the mutual consent of the partics hereto;
providéd; however, if the parties are unable to agree as to the abandomment
of any well, then the party or parties not desiring to abandon the well shall
tender to the party or pérties desiring to abandon, the latter's proportion-
ate shore of the net salvage value of the ﬁaterial and equipment in and on
said well. Upon receipt of said sum, cach party desiring to abandon such

well shall, without express or implied warranty of title, assign to the party

or parties tendering said sum its interest in said well and the equipment



therein, together with its leasehold interest in so much of the Unit Area as
is attributable to such well under the.applicable spacing order of the 0il
Conservation Commission of New Mexico, insofar as the same relates to the hori-
zon from which said well is producing or last ﬁrbduced. In the event the
assigning party shall, in lieu of such assignment of leasehold rights, exe~
cute and deliver to the non-abandoning party or parties, without warranty of
title, an oil and gas lease upon such ownerts unleased mineral interest in
the Unit Area as will accomplish the same result and upon a form conforming
to the form of lease aﬁtached hereto as Exhibit "B". If there is more than
one non-abandoning party, such assigmment or lease shall run in favor of the.
non-abandoning parfies in proportion to their then respective interests
herein.
25.

TAXES. Operator shall make a bona fide effort to render, for ad
'valorem tax purposes, the entire leasehold rights and interest covered by
this contract and all physical property located thereon or used in connec-
tion therewith, or such part thereof as may be subject to‘taxation under
future laws, and shall pay, for the benefit of the joint account, all such
ad valorem taxes at the time and in the manner required by 1aw*which may be
assessed upon or against all or any portion of such ieasehold rights and
interests and the physical property located thereon or used in comnection
therewith. Operator shall bill Non-Operators for their proportionate share
- of such tax payments as provided.by the provisions of the Accounting Pro-
cedure, Exhibit A", attaéhed hereto.

" o 26.

TUBULAR GCODS. Notwithstanding any limitations of the Account-

ing Procedure, Exhibit "A" attached, during such times as tubular goods and
other equipment are nbt\aﬁailahle at the nearest cuétomary supply point,
Operator shall be permitted to charge the joint account for all tubular goods
and other eqpiﬁment transferred from Operator'!s warehouse or other properties

to the premises covered by this agreement, with such costs and expenses as may

16~



have been incurred in purchasing, shopping and moving the required tubular
goods and other equipment to the preidises covered by this agreement; provided,
however, that Non-Operators shall first be given the opportunity of furnish~
ing in kind or in tonnage, as the parties may agree, their share of such tubu-

lar goods and other equipment required.

27.

FORCE HAJEURE, LAUS AND RAWGULATIONS.  Operator shall not be

liable for any loss of property or of time caused by strikes, riots, fire,
tornadoes, floods or for any other cause beyond the control of Operator
through the exercise of reasonable diligence. All of the provisions of this
agreemcnt arc hereby expressly made subject to all applicable federal or state
laws, orders, rules and regulations, and in tihe event this contract or an
> > &) H

provision hereof is found to be inconsistent with or contrary to any such
law, order, rule or regulation, the latter shall be deemed to control and
this contract shall be regarded as vodified accordingly and as so modified
shall continue in full force and cffect.

28.

IOTICLS.  All notices that arve required or authorized to be
given hereunder, except as otherwise specifically provided herein, shall be
given in writing by United States mail or estern Unlon telegran, postage .
charges prepaid, and addresscd to the party to whom such notice is given as
follows:

Phillips Petroleum Commany
Attention: Land Ucpartment
Bartlesville, Oldahona
Yoodley Petrolewn Conpany
P. 0. Box 2082

Abilene, Toxas

Charles B. Wrightsman

P. 0. Box 250

[fouston 1, Texas

Gail VWhitcomb

- Commerce Building
ilouston 2, Tcxas

X7~



Johu . HMcComell, Jr.
2525 Stammore Drive
Houston 19, Texas

W. B. Tramaell

The originating notice to be given under any provision hercof shall be deemed
!

given when received by the party to whom such notice is directed, and the
time for such party to give any response thereto shall run from the date the
originating notice is received. The sccond or any subsequent notice shall be
deened givgn when deposited in the United States Post Office or with Western
Union Telegraph Company, with postage or charges prepaid.

| 29.

TERINATION ~ i, Six (6) months from the date hereof tlis

agreement shiall, with respect to all parties who have executed the sane, ter-
minate and be of no further force and effect unless within said time one or
both of the following two contingencics shall have occurred:

(1) Doth this agreement and a dry gas and associated liquid
hydrocarbons royalty agreement covering said $i/4 Sec—
28, which is being circulated for exscution concurrently
"herewith, have been cxecuted by a suifficient nurber of
parties that in the judgment of Phillips it is feasible
for the partics executins this agrecment.to assume the
obligation hercof and procced herewnder and a permit for
the drilling of the initial test well hercin provided
for has been or in the judgment of Phillips can, within
“the timc required to proceed hercunder, be procured and
Phillips hos notified the parties cxecuting this agree-
ment in writing of the octurrence and/or existence of
such facts; or '

(2) This agrecment has been exccuted by a sufficient number
' - of parties and the 0il Conservation Contuission of ilew
Mexico has issued an order pooling and adjusting the
rights and interests of the owmers of the gas rights in
the Devonian Formation underlying the SB/4 of said Sec-
tion 28 as a gas drilling unit of such character and of
such finality that in the judgment of Phillips it is
feasible for the partics executing this agrecuent to
asswie the obligations hereof and proceed hereunder and
a permit for the drilling of the initial test well here-
in provided for has been, or in the judgment of Phillips
can, within the time required to proceced hereunder, be
procured and Phillips has notified the narties exccuting
this agreement in writing of the occurrence and/or exis-
tence of such facts. ,



In the event cither or both of said contingencics occur, then the date upon
which Phillips shall give notice of the fact of the existence of cither or
both of such contingencies shall constitute the operative dateof this agree-
nent.,

Unless so terminated, this agreement shall continue in force and
cffect so long after the completion of said test well as oil or gas is pro-
duced from the Unit Arca or so long as drilling, reworiiing or other opera-
tions are being conducted thereon pursuant hereto and for such time there-
after as is rcasonably necessary to plug and abandon or otherwise dispose of
any unplugged well and remove all jointly owned material and equipment from
‘the Unit Area.

30.

COULITENPART COPIZRS — PARTIAL EXNCUTION.  This instrusent has

been prepared and may be exccuted in counterparts. The execution of any
counterpart shall bind the interest and acreage of each party executing same
whether or not ecxecuted by all parties owming an interest in the Unit Area.

The terms, conditions and provisions hereof shall constitute
covenants rﬁnning with the lands and leaschold estates covered.her'eby and
shall be binding upon the parties hereto and their respective successors,
heirs and assigns.

I WITIESS WIISREQF, thc parties hereto have signed this agreenent

the day and year first above written.

PIOLLIPS PETROLLUN COIPANY

ATTLST:
L)y: )
Assistant Secretary Vice Presiden‘c(;q

: WOODLEY PETROLIUM COMPANY

ATTA3T:
MQ W \\(’«M _ Cy:
~secretayy rresident
Charles 3. Wrightsman Gail Whitcomb
Jolm i, eComnell, Jr. W, B, Tramell



T STATS OF OITAIG d

. 2
COUNTY OF WASIIHGTON {
On this day of 19.)5 bejor me appeared

> to me personally Imo\m, who, belnﬂ by rme duly
sworn, did say that he is Vice President of PHILLIPS P& MR0LERL GO PAIY, a Cor-
noratn.on, and that the seal affixed to said instrument is the corpor atc seal
of said Corporation and that said instrwuont was signed and sealed in behalf
of said Corporation by authority of its Doard of Birectors, and the said

acknowledged said instrument to be the free act
and deed of said Corporation.

IN VITNESS WiliRl0F, I have hereunto set my hand and affixed ny offi-
cial seal the day and year in this certificate abow written.

ly Commiission ixpires:

Hotary Public in and for Wasiington
County, Olldlaloma

TIE STATH OF TEXAS

DT R L,

COUNT T IARRIS

" On this __ cday of d .5 19585, before me appeared
NS , to me personallj Iumtm, wio, being by me duly
sworin, did say that he is ~---- - President of WOODILSY PETRCLEU! COIPANNY, a

Corporation, and that the scal affixed to said instrument is the corporate
seal of said Corporation, and that said instruwment was signed and sealed in
behalf of saJ.d} Corporat:.on by authority of its Doard of Directors, and the
said T £ (e -/ aclnowledged said instrwsent to be the free act

and deed of sa.m O, rporation.

T WITUESS WIIRTOF, I have hercunto set my hand and affixed my offi-
. c:Lal scal the day and ycar in this certificate above written.

HELEN §, JUKoaR ;

Ma*cry Fu.u.c. m ond Tor Flarck; County, Voxay v . . ;I

ly Copmigsien Jbpires: = :
\ . tiotary Public in and for ilarris
boomed A, e , County, Tecx:as
e '
THZ STATS OF TE{AS. - . - g
COUNTY OF ARRIS * e
On. this | ‘day of __- s 1955, before me personally

appeared CHARLES B. WRIGHTS!AHN, to me lmown to bc the person described in and
who executed the foregoing mstrument, and aclmowledged that he exccuted the
same as his frec act and deed.

Id W lNBSS *\T’IEI”:JOr T have hereunto set my hand and affixed my of-
ficial seal the day and year in th.ls certificate abOVe written,

iy Commission expires :

tlotary Public in and for larris
Connty, Texa
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THE STATS 0F 1iAS |

0
COUATY OF ILURTS )
OGa this day of , 1955, before e peisoaally

appcared GAIL WHITCOME, to me lmown to be the puirson described in and vho exe-~
cuted the foregoing instrmuuent, and aclitowledged that he ciecuted the saie as
his free act and deced.

Il WITNESS WIEREOR, I have hereunto set ny hand and affized uy offi-
cial seal the day and year in this ccertificate above written.

My Commission expires:

iotary Public in and for llarris
County, Texas

THE STATE OF TEXAS %
COUNTY OF HARRIS )
On this day of s 1955, before me personally

appeared JOHN E. lMcCONNLLL, JR., to me known to be the person described in
and who executed the forcgoing instrument, and acknowledged that he crecuted
the same as his free act and deed.

IN WITNESS WIEREOF, I have hereunto set ny hand and aifixed iy of-
ficial seal the day and year in this certificatc above writtea.

My Commission expires:

sotary Public in anl for llarris
Wi, TLEAS
couty, T

THE STATE OF ]

§

COUNTY OF . i
On this day o s 1955, before me personally

appeared W. 3. TRAMIELL, to me Iknown to be the person described in and who
executed the foregoing instrument, and aclknowledged that he exccuted the sane
as his free act and deed.

IN WITNESS WHEREOF, I have herecunto set my hand and afiixed my o¢-
ficial seal the day and year in this certificate above written.

My Cormission expires:

Hotary Public in and o

County,

-21~



EXHIBIT WA PASO-T-1955-2

qusi;,lgx...l?ctroleum Combal..ly.',....Qha.x.‘lc.s...B;...Wr:.ghtsman,...ﬁall..l\!hltcomb,‘
John E. McConnell,. Jr.,. and W. B.. Trammell, as.Non-Operators.-.

ACCOUNTING PROCEDURE

(UNIT AND JOINT LEASE QPERATIONS)

I. GENERAL PROVISIONS

| oud

. Definitions

“Joint property™ as hercin used shall be construed to mean the subject arca covered by the agreement to which this “Accounting Procedure” is at-
tached. ‘
“Operator” as hercin used shall be construced to mean the party designased to conduct the development and operation of the subject area for the
joint account of the partics hereto.

“Non-Operator" as herein used shall be construed to mean any onc or more of the non-operating partics.

2. Statements and Billings

Operator shall bill Non-Operator on or bel'ore thc las( day of cach month for its proportionate share of costs apnd expenditures during. the preced-
.ing month, _Such bills. will be accompanied by statements, reflecting the total costs and charges as set_forth under. Subparagraph ... A below:
A. Statement in detail of all charges and credits to the joint account. _ -
B. Statement of all charges and credits to the joint account, summarized by appropriate classnfuauons indicative of the nature. t.hereoi.
C. . Statements as follows: . . - -

(1) Detailed statement of matcn:l ordmanly consndcred controllable by operators of ml and gas properties;

(2) Statement of ordinary charges and credits to the joint account summarized by appropriate classifications indicative of the nature thereof;

and

(3) Detailed statement of any other charges and <crcdiu.
3. Payments by Non-Operator

Each party shall pay its proportion of all such bills within fifteen (15) days afier receipt thercof. If payment is not made within such time, the
unpaid balance shall bear interest at the rate of six per cent (6%) per anaum until paid. '

4. Adjustments

Payment of any such bills shall not prejudice the right of Non-Operator to protest or question the corrcctness thereof. Subject to the exception
noted in Paragraph § of this section 1, all statements rendered 1o Non-Operator by Operator during any calendar year shall conclusively be presumed
1o be true and correct after twenty-four (24) months following the cnd of any such calendar year, unless within the said twenty-four (24) month
period Non-Operator takes written exception thercto and makes claim on Operator for adjustment.  Failure on the part of Non-Operator to make
“claim on Operator for adjustment within such “period ‘shall establish tiie correctness’ thereof and precludé the filing of cxceptions thercto or making
of claiihs for adjustment thereon. “The provisions of this p:r:u..raph shall not prcunt aa)uumcms nsulum, from physical mventory of property as
provided for in bﬂ.uon Vi, lnventones. hcn.-of -

5.  Audits e

_A Non-Operator, upon notice in._writing to Operator and all other Non-Operators, shall have the ngln to audit Operatou accounts and records
relating to the accounting bercunder for any calendar year within the twenty-four (24) month period following the end of such calendar year, pro-.
vided, however, that. Non-Operator must take written exception to and make claim upon the Operator for all discrepancies disclosed by said
_audit within said twenty-four (24) month period. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable
effori to conduct joint or simultancous audits in a manner which will result in a minimum of inconvenience to the Operator.

o o c— —— e e PP P = T -—t . e .-

II. DPEVELOPMENT AND OPERATING CHARGES
‘Subject to limitations bereinafter prescmbed Operator shall charge the joint account with the following items: .
1. Rentals and Royalties

Delay or other rentals, when such rentals are’ pald by Opcrnor for zhc joint account; royalties, when not paid directly to royalty owners by the
purchaser of the vil, gas, casinghead gas, or olher producu

2. Labor

A. Salaries and wages of Operator’s e'mg'al(}yces directly engaged on the joint property in the development, maintenance, and operation thereof,
including salaries or wages paid to geologists and other employees who are temporarily assigned to and directly employed on a drilling well.

B. Operator's cost of holiday, vacation, sickness and - disability benefits, and other customary allowances applicable to the salaries and wages charge-
able under Subparagraph 2 A and Paragiaph 11 of this Section 1I.  Costs under this Subparagraph 2 B may be charged on 2 “when and as
paid basis” or by "percentage assessment” on the amount of salaries and wages chargeable under Subparagraph 2 A and Paragraph 11 of this
Section 1. If percentage assessment is"med. the rate shall be based on the Operator’s cost experience.

C. Costs of expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable to Operator's labor

’ cost of salaries and wages as provided under Subparagraphs 2 A, 2 B, and Paragraph 11 of this Section Il

3. Employee Benefits

Operator’s current cost of established pla.ns for em;;loyees" ‘group life insq.unce. h.ospitaliznion. pension, retirement, stock purchase, thrift, bonus,
and other benefit plans of a like nature, applicable to Operator's labor cost, provided that the total of such charges shall not exceéed ten per cent
{10%) of Operator's labor costs as provrded in Subparagraphs A and B of Paragraph 2 of this Section Il and in Paragraph 11 of chis Section II.

4. Material

Material, equipment, and suppli purchased or furnished by Operator for use of the joint property. So far as it iy reasonably practical and con-
sistent with efficient and ecopomical 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, equipment, material, and supplm necessary for the dcvclopment, maintenance, and operation of the joint property

subject to the following limitations:

A. If material is moved to the joint propcrty from vendor's or from the Operator's warchouse or other properties, no-charge shall be made to the
joint account for a distance greatér than the distazce from the nearest reliable supply store or railway receiving point where such material is
javailable, -except by special agreement with Non-Operator.



B. If surplus macerial is moved to Operator’s warchouse or other storage point, no charge shall be made to the joint account for a distance greater
than the distance from the nearest reliable supply store or railway recciving point, except by special agreement with Non-Operator.  No charge
shall be made to the joiny account for moving material to other properties belonging to Operator, except by special agreement with Non.Operator.

6. Service

A. Outside Services:
© The cost of contract services and utilities procured from outside sources.
B. Use of Operator’s Equipment and Facilities:
Use of and service by Operator's exclusively owned equipment and facilities as provided in Paragraph § of Section III entitled “Operator’s Ex.
clusively Owned Facilities.” )

7. Damages and Losses to Joint Property and Equipment _
All costs or expenses necessary to replace or repair damages or losses incurred by fire, flood, storm, theft, accident, or any other cause not con-
teollable by Operator through the exercise of reasomable diligence. Operacor shall furnish Non-Operator written notice of damages or losses in-
curred 2s soon as practicable after report of the same has been received by Operator.

8. Litigation Expense

All costs and expuenses of litigation, or legal scrvices otherwise nccessary or expedient for the protection of the joint interests, including attorneys’
fees and expenses as hereinafcer provided, together with all judgments obtained against the parties or any of them on account of the joint operations
under this agreement, and actual expenses incurred by any party or parties hereto in securing cvidence for the purpose of defending against any
action or claim prosecuted or urged against the joint account or the subject matter of this agreement.

A. If 3 majority of the interests hereunder shall so agree, actions or claims affecting the joint interests hercunder may be handled by the legal
staff of one or more of the partics hereto; and a charge commensurate with cost of providing and furnishing such services rendered may be
made against the joint account; but no such charge shall be made until approved by the legal departments of or attorneys for the respective
partics hercto. .

B. Fees and expenses of outside attorneys shall not be charged to the joint account unless auchorized by the majority of the interests hereunder.

9. Taxes )
All taxes of cvery kind and nature assessed or levied upon or in connection with the properties which are the subject of this agreement, the produc-
tion therefrom or the operation thereof, and which taxes have been paid by the Operator for the bencfit of the parties hereto.

10. Insurance and Claims

A. Premiums paid for insurance required to be carried for the benefit of the joint account, together with all expenditures incurred and paid in
scttlement of any and all losses, claims, damages, judgments, and other expenses, including legal services, not recovered from insurance carrier.

B. If no insurance is required to be carried, all actual e'xpcndilnrcs incurred and paid by Operator in settlement of any and all losses, claims, dam-
ages, judgments, and’ any other expenses, including legal scrvices, shall be charged to the joint account.
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11, Omitted.

12. Operator shall have the right to charge against the joint property the Tfollowing
oycrhead costs which shall be in lieu of any charge for any part of the comrensa-
tion or salaries of managing officers, including district and division superin-
tendents, and of any part of the cxpenses of division, district or field offices
of the Operator of field staff salaries and expenses when such staff cimployces are
not engaged in activities directly comnected with the property.

(a) Two Hundred ($200.00) Dollars per ionth for each drilling well, beginming on
the date the well is spudded and terminating when it is on production or is
plugged, as the case may be, except that no charge shall be made during the
suspension of drilling operations for fifteen (15) or more consecutive days.

(b) Seventy-five ($75.00) Dollars per well per month for first five (5) produc-
ing wells. '

. mg,m ¢ " _ WIS BRI, DI
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B. In connection with overhead charges, the status of wells shall be as follows:
(1) Injection wells for recovery operations, such as for repressure or water flood, shall be included in the overhead schedule the same 2s produc-
ing oil wells. . :
(2) Water supply wells utilized for water flooding operations shall be included in the overhead schedule the same as producing oil wells.
(3) Producing gas wells shall be included in the overhead schedule the same as producing oil wells.

—32—



13.

(4) Wells permanently shut down but on which plugging operations are deferred shall be dropped from the overhead schedule at the cime the
shutdown is effected. When such wells are plugged, overhead shall be charged at the producing well rate during zhe time required for the
plugging opcration,

(5) Wells being plugged back, drilled deeper, or converted to a source or input well shall be included in the overhead schedule the same as drill-
ing wells.

(8) Temporarily shut-down wells (other than by governmental regulatory body) which are not produced or worked upon for a period of a full
calendar month shall not be included in the overhead schedule; however, wells shut in by governmental regulatory body shall be included
in the overhead schedule only in the event the allowable production is transferred to other wells on the same property. In the event of 2
unit allowable, al! wells capablc of producing will be counted in determining the overhead charge.

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

(8) Lease salt water disposal wells shall not be included in the overhead schedule unless such wells are used in a secondary recovery program
on the joint property.

C. The above overhead schedule for producmg wells shall be applied to the total number of wells operated under the Operating Agreement to which
this accounting procedure is ateached, irrespective of individual leases.

D. It is specifically understood that the above overhead rates apply only to drilling and producing operations and are not intended to cover the
construction or operation of additional facilities such as, but not limited 1o, gasoline plants, compressor plants, repressuring projects, salt water
disposul facilities, and similar installations. If at any time any or all of these become necessary to the opcnnon. a separate agreement will be
reached relative to an overhead charge and allocation of district expense.

E. The above specific averhead rates may be amended from time to time by agreement between QOperator and Non-Operator if, in practice, they are
found to be insufficient or excessive,

Operator’s Fully Owned Warehouse Operating and Maintenance Expense
(Describe fully the agreed procedure to be followed by the Operator.)

NONE

3.

4.

Other Expenditures

Any expenditure, other than expenditures which are covered and dealt with by the foregoing provisions of this Section 11, incurred by the Opera-
tor for the necessary and proper development, maintenance, and operatiun of the jeint property.

. HIL BASIS OF CHARGES TO JOINT ACCOUNT
Purchases

Material and equipment purchased and service procured shall be charged at price paid by Operator after deduction of all discounts actually received.

Material Furnished by Operator '

Material required for operations shall be purchased for direct charge to joint account wlwnevcr practicable, except that Opcrator may furnish such
material from Operator’s stocks under the following conditions:
A. New Material (Condition “A’)

(1) New material transferred from Operator's warehouse or other propertics shall be priced f.o.b. the nearest reputable supply store or railway
receiving point, where such material is available, at current replacement cost of the same kind of macerial. This will include material such
as tanks, pumping units, sucker rods, engines, and other major equipment. Tubular goods, twa-inch (2”) and over, shall be priced on car-
load basis cffective at date of transfer and f.o.b. railway receiving point nearest the joint account operation, regardless of quantity cransferred.

(2) Other material shall be priced on basis of a reputable supply company’s preferential price list effective at date of transfer and f.o.b. the store
or railway recciving point nearest the joint account operation where such material is available.

(3) Cash discount shali not be allowed.

B. Used Material (Condition “B" and “C') .

(1) Material which is in sound and serviceable condition and is suitable for reuse withuut reconditioning shall be classed as Condition “B" and
priced at seventy-five per cent (75%) of new price.

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

(3) After reconditioning will be further serviceable for original function as good secondland material (Condition “B™), or
(b) Is serviceable for original function but substantially not suitable for reconditioning,
shall be classed as Condition “C™ and priced at fifty per cent (509 ) of new price. )
(3) Material which cannot be classified as Condition “B” or Condition "C" shall be priced at a value commensurate with its use.
(4) Tanks, buildings, and other equipment invelving erection costs shall be charged at applicable percentage of knocked-down new price.

Premium Prices

Whenever materials and- equipment are not readily obtainable at the customary supply point and ac prices specified in Paragraphs 1 and 2 of this
Section IIT because of national emergencics, strikes or other unusual causes over which the Operator has no control, the Operator may charge the
joint account for the required materials on the basis of the Operator’s direct cost and expense incurred in procuring such materials, in making it
suitable for use, and in moving it to the location, provided, however, that notice in writing is furnished to Non-Operator of the proposed charge prior
to billing the Non-Operator for the material and/or cquipment acquired pursuant to this provision, whereupon Non-Operator shall have the righs,
by so electing and norifying Operator within 10 days after receiving notice from the Operator, 1o furnish in kind, or in tonnage as the parties may
agree, at the location, ncarest railway recciving point, or Operator's storage point within a comparable distance, all or part of his share of material
and/or equipment suitable for use and acceptable to the Operator. Transportation costs on any such matcrial furnished by Non-Operator, at any
point other than at the location, shall be borne by such Non-Operator. 1f, pursuant to the provisions of this paragraph, any Non-Operator furnishes
materisl and/or equipment in kind, the Operator shall make appropriate credits therefor to the acgount of said Non-Operator.

Warranty of Material Furnished by Operator

Operator does not warrant the material furnished beyond or back of the dealer’s or manufacturer’s guaranty; and in case of defective material, cred-
it shall not be passed until adjustiwent has been received by Operator from the manufacturers or their agents.

Operator’s Exclusively Owned Facilities

The following rates shall apply 1o service rendered to the joint account by facilities owned exclusively by Operator:
A. Water, fuel, power, compressor and other auxiliary services at rates commensurate with cost of providing and furnishing such service to the
joint account but nut exceeding rates currendy prevailing in the field where the joine property is located.
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“ Used material (Condition

B. Autumotive equipment at rates commensurate with cost of ownceship and operation,  Such rates should generally be in line with the schedule of
rates adopted by the Petroleum Motor Transpore Association, or some other recognized organization, as recommended uniform charges against
joint account operations and revised from time to time, Automotive rates shall include cose of oil, gas, repairs, insurance, and other operating
expense and depreciation; and charges shall be based on use in actual service on, or in connection with, the joint account operations. Truck
and tractor rates may include wages and expenses of driver.

C. A fair rate shall be charged for the use of drilling and cleaning-out touls and any other items of Operator's fully owned machinery or equip-
ment which shall be ample to cover maintenance, repairs, depreciation, and the seevice furnished the joint property; provided that such charges
shall not exceed those currently prevailing in the field where the joinc property is located. Pulling units shall be charged at hourly rates com-
mensurate with the cost of ownership and operation, which shall include repairs and maintenance, operating supplies, insurance, depreciation, and
taxes. Pulling unit rates may include wages and expenses of the operator.

D. A fair rate shall be charged for laboratory services performed by Opcrator for the benefit of the joint account, such as gas, water, core, and any
other analyses and tests; provided such charges shall not exceed these currently prevailing if performed by ourside service laboratories.

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

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

IV. DISPOSAL OF LEASE EQUIPMENT AND MATERIAL

The Operator shall be under no obligation to purchase interest of Non-Operator in surplus new or secondhand macerial.  The disposition of major

items of surplus material, such as derricks, tanks, cngines, pumping units, and lubular goods, shall be subject to mutual determination by the parties

hereto; provided Operator shall have the right to dispose of normal accumulations of junk and scrap material culwr by transfer or sale from the
joint property.

Material Purchased by the Operator or Non-Operator

Material purchased by either the Operator or Non-Operator shall be credited by the Opcrator to the joint account for the munth in which the
material is removed by the purchascr.

Division in Kind

Division of material in kind, if made between Operator and Non-Opcrator, shall be in proportion ta their respective interests in such material,  Each
party will thercupon be charged individually with the value of the material reccived or receivable by cach party, and corresponding credics will be
made by the Operator to the joint account. Such credits shall appear in the monthly statement of operations.

Sales to Outsiders

Sales to outsiders of matcrial from the joint property shall be credited bv Operator to the joint account at the net amount collected by Operator
from vendee. Any claims by vendee for defective material or othcewise shall be charged back to the joint account if and when paid by Operator.

V. BASIS OF PRICING MATERIAL TRANSFERRED FROM JOINT ACCOUNT

Material purchased by either Operator or Non-Operator or divided in kind, unless otherwise agreed shall be
valued on the following basis:

New Price Defined

New price as used in the following paragraphs shall have the same meaning and application av that wed abuve in Scetion I, “Basis of Charges to
Joint Account.”

New Material

New material (Condition “A"), being new material procured for the joint account but never used thercon, at one hundred per cent (100%) of cur-
rent new price (plus sales vax if any).

Good Used Material

Good used material - (Cundition “B*), being used matcrial in sound and scrviceable condition, suitable for reuse without reconditioning:

A. At seventy-five per cent (73%) 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 property as secondhand at seventy-five per
cent (75%) of new price.

Other Used Material

Yell

), at fifty per cent (509} of cufrent new price, being used material which:
A. After reconditioning will be further serviccable for original function as good secondhand material (Condition “B™), or
B. Is serviceable for original function but substantially not suitable for reconditioning.

Bad-Order Material

Material and equipment (Condition D), ‘which is no longer usable for its original purpose without eacessive repair cost but is further usable for
some other purpose, shall be priced on a basis comparable with that of items normally used for that purpose.

Junk .
Junk (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 account- dues not justify the reduction in price as provided in Paragraph 3 B,
abuve, 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.

' ) VI. INVENTORIES

Periodic Inventories, Notice and Representation ) ' ,
At reasonable intervals, inventories shall be taken by Opcn(or ‘of the joint account material, which shall include all such material as is ordinarily
considered controllable by operators of ml and gas properues. ’

Written notice of intention to take mventory shall be given by Opcrator at least thirty (30). days before any inventory is to begin so that Non-
Operator may be represented when any mven(ory is taken,

Failure of Non-Opcrator to be fepresented at an inventory slull bind Non- Operator to accept the inventory taken by Operator, who shall in that
event furnish Non-Operator with a copy- thercof.

Reconclllation and Adjustment of lnventories

Reconciliation of inventory with charges to-the joint account shall be made by each party at interest, and a list of overages and shortages shall be
jointly determined by Operator and Non- Operator.

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 In&entories

Special inventories may be taken, at the expense of the purchaser, whenever there is any sale or change of interest in the joint property; and it shall
be the duty of the party selling to notify ‘all other parties hereto as quickly as possible after the transfer of interest takes place.  In such cases, both
the scller and the purchaser shall be represented and shall be governed by the inventory so taken.
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(BOtImo 130 4-0o18483
— OIL, GAS AND MINERAL LEASE
THIS AGREEMENT made thia {(to be added) day of e 19 batwsen
(to be added)
Lessor (whether one or more), and (tO be {de;‘{l)

Lesses, WITNBSSETH!
v 0ne 21d nofl00 = = - o m w w o o o o o e e o e e e e m om o w m Dollan

1. Lassor in id

e e } in hand paid, of the royaluu herein provided, and of the agresments of Lesses hersin conaained, hereby grants, leases and lets
-xcluuvely unto Lessse for the purpose of inv dnllmg and mining for and producing oil, gas and all od\or minerals, llylng pipe lines,
uilding tanks, power statons, telephone lines and other structures ttuuou to produce, save, take care of, trest, transport, and own said products, and housing its

New Mexico
smployees, the following described land in Laa.- County, JCRE L to-wit:

Belou L0000 KMM%@WM&&)@LWW
xiﬂ"émﬂLcﬂhﬁmedﬁﬁﬁLm@LaﬂﬂaﬁQ{

(To Be Added)

The Horizon below 4,000 fzet below the surface of

the ground from which the abandoned well is producing

or last produced and undar so much of the Unit Area as

is attributable to sucH well under the apnlicable spacing
order of the Uil Conservation Cormission of New hoxico «

and containing.... t‘?._.b_e_gg:.dg.d}u more or less. In the avent & resurvey of said lands shall cevesl the sxistence of excess and/or vacant hnds lymg sdjuont
to the lands above described and the lnuot. his heirs, or assigns, shall, by vircue of his ownership of the lends above described, have prof he

—id oxcess sand/or vacant lands, then in that svent thin lease shall cover and include all such excess and/or vacant lands which the lessor, his hnn. or assigns,

shall have the preferonce right to acquire by virtue of his ownership of the lands above described as and when ncqmud by the lu-or. and the lesses shall pay the

fessor for such excess and/or vacant lands st the sams rate per acre as the cash consideration paid for the

2. Subject.to the other provisi h tained, this lease shall be ipr aterm of ol Y years from this date (called “primary term') and as long
thersafter as oil, gas or other mineral is produ:od from said land hersunder, 1T'OM any ﬂ-i heretofore or herea.fter drilled.
3. The royalties to be pud Lessor are:  {a) on oil, ons-sighth of chat produced and saved from said land. the same to be d-livorod at the walls or w the

credit of Lessor into the pipe line to which the wells may be connected; Lessee may from time to time any royalty oil in its p thrm; the macket
m theeeof pnvul.lnc for the field where produced on the date of purchuu. (b) on gas, including casinghead gas or other g d from
and sold or used off the premises or in the facture of ot other p therefrom, the market valua at the well “of one- elghr.h of the gas sold or used,

prondcd that on gas sold at the walls the royalty shall be ighth of the realized from such sale; where gas from a well producing gas only is not sold or
used, Lessee may pay as royalty §50.00 per well per year, and upon such payment it will be considered that gas is being yroduad within the mumng of Para.
.tlph 2 hereof; and (c) all other minerals mined and markected, one-tenth either in kind or vaiue st the well or mine, at Lessee’s election, except that on sulphur the
royllty ulnll be fifty cents (ﬁﬂcL per long ton. Lessor to have gas free of cost from any such wall for all stoves and all inside lights in the principal dwelling on
said land J the same time, by maki nr leasor's own connections with the well at lessor’s own risk and expense, Lessse shall have free use of oil, gas, coal, wood and
water fmn ui land, except water from lessor's walls, for sll operations hereunder, and the royalty on oil, gas and coal shall be puted after d od any so used.

~If-opsndsms-for-driing—ars-nor-rsmmancsd—an—ssid-land -on-or-before-ons:: yorrfronthisrdntethe-tese it thar termimee-as-sr-both-partive:
Wmdx -nmvnury date Lessee shall pay or tender to Lessor or to credit of Lcuor in
e

—— Bank which bank and
are Lessor’s agent and” l!\nlt‘mu.nuc as the depository for all rentals plnblo d gardl of changes in_ownssship~of said land or the ren

e sum of ‘:717‘\. N / Dell

- e -
(herein called rentals), vluch shcll cover the p;i\ub‘cz"'dfunn. commencement of drilling for a period of 1
12) nonthc. In like mannes lnd uj like payments or tenders annually-the"<omimencement of drilling opaunom may be funhcr dofomd for i ri
(12) ths each d y term. The payment-ér—tenider of nnnl uur be - mdt b chuk or draft el Lesses muiled or delivered to a4

nk on or before -uch dau of -t Ym " If such bank-far: i bank) d fai v bank, or for sny reason fail
efuss to accept rental, all not be_held:iii-default for fallure to make such ptmtnt or undcr of rental m:lnl. thisty (30) dayl “after Luuor shail deliver

-8

b4

e & proper rc:onhbh msuqnomﬁuﬁing another bank as agent to receive such pay The down- tion for this leag

ing to its terms .lnd-ohtlfﬂl?t‘be allocated as meare rental for a period. Lessee may at any mnc sxecute lnd dohvcr to Luoor of. To thn pository above

r place of ing any portion of portions of the above d P this leasé™as ta such _portion or pds
oMJ:mbbcﬂfcnd of lll obhndom a8 to thn lcrnn surrendered, and th fter thc tals payable h d -hlll bo ndlucd in tlu propomon st the !

s e 2 ot

3. If prior to dilcovuy of oil or gu on said lu:d Lcmc d\ould d.nll s d.ry holn or holu thereon, or lf after ducovnry nf oil or 'u tho ptoducnon thereof

lllould cease from any cause, thll lease shall not terminate if Lesses commences additional drilling or re-worl opcnnona wnhm sixty (60) days zhernfnr o

o vichin o RS ICSrTr s umBtre pRyment-or-Terder-of -rentals-on-or-bafore- P L sEtar- b sxpleatio
th f=tiry=hol eeion. If at r.hc sxpiration of the primary term oil, gas or o:her mineral is not being produccd
on said land but Lesses is d\un engaged in dsilling or re ki rnn shall remain in force so long ss operations are prosscuted with no

r.;::dm of z:: d.::a\ thirty (30) consecutive days, and if they result in the producuon of ail, gas or other minerals so long thereafter as oil, gas or other min

6. Laesses shall have the right at any time during or after the expiration of this Lease to zmvo all pr and fixtures placed by Lessee on said land, includ-
ing the right to draw and nm?“ all casing without d{n :o:u:nrt of. L:P‘mlr. ° When nquand y Lassor, Lgl::::vtnyﬂ bury ptpo Enn bchw ordinary plow .dop:h

7. The Lesses sgrees to promptly pay to the owner thereof any damages to crops, or P d by oe £ g from any operations of Lessee.
8. The rights of sither pmy quumin may be assigned in whole or in part and the ns hereof shall d to l!u hnn, successors and lulgn but no
or in or royalties, however accomplished tl;&ll the h the rights o( Lesses.
No sals or assignment by Leasor ;hall bc blndms on Lesses until Lessos shall be furnished with & «mﬁ'd copy of ded i . same,
ai A iy i m#—u#hnd,—wmkw le hersunder:shail be-appestionable-as-b th L-lessehold bl
s waci—snd-dsfactr-ipn=r. pnenEby-saeihallnot=sffecrxhe vights -af: teasubnid x 1 d Tfi erhes
“toropsiey- b der-Lasssv= ady=withhstd ~paymet - dieresf - untem~andumil-fumhhed widi-x dxblei by-sit=suct—pxrdwn
AT M A g I T I IR VS DR PR T O .
9. The breach by Lesses of any obligati ising h der shall not work a forfei or tekmination of this lease nor cause a i or ion of the

estate created hereby, nor be grounds (or cancellation hereof, in whole or in part, save as hersin expressly provided. If st any time it shall be dncnmmd by judicial
sscertainment that Lesses is obligated or required to drill 'x well or wells upon the leased premises, Lessse shall have ninety days after such judicial determination” within
which to commence the drilling of uueh wcl? or wells.

10. Lassor hereby shobosdaslvo=eiod id-=tand that Le ¢t its opti ml gag otntherh-nuon
said [and and in event Lessee does 0, it shall be ‘ubrogntcd to such lien with, th:':l.g.l:t to‘ cnf:'r‘c: .umo and ap| y md::ad'rovlw“ i "
satisf same. Without impairment of Lessss’s rights under the warranty in event of failure of nth. it is lgucd that if Lessor owns a less lntuut in the above
deseri land than the entire undivided fee simple estate thersin, then the royalties snd-rentely to be paid Lessor shall be only in the prop that his i
bears to the whole and undivided fee.

Witness our hands and seals on this_......._____day of. 19—
WITNBSSES: o (L. 8.)
(L. 8.)
(L.S.)
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