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OPERATING AGREEMENT

THIS AGREEMENT. masde and entered into this __fL_ day af€;g§:4555h, by and between
GREAT WESTERN DRILLING COMPANY. a Texas corporation whose address is Post Office Box 1659,
Midland Texas, hereinafter sometimes referred to as "Operator"; EL PASO NATURAL GAS COMPANY,
a Delaware corporation whose address is Post Office Box 1492, E1 Paso, Texas, and PUBZO
TEVELOPMENT, INC. (No Stockholders Liability), a New Mexico corporation whose address is
Post Office Box 1360, Albuguerque, New Mexico, the two latter corporations being herein-
after referred to as "Non-Operator':

WITNESSETH:

WHEREAS, the parties hereto are the owners of certain 0il and Gas leases, which
leases cover, among other lands, the following described land in San Juan County, New

Mexico, to-wit:
Township 31 lNorth, Range 11 West, N.M.P.M.
Section 36: S3
containing 320.0 acres, more or less; and

— e

WHEREAS, it is the desire of the parties hereto to enter into an Operating Agree-

ment covering the development and operation of the above described tract as hereinafter
set out:

NC'!, THEREFORE, in consideration of the premises and of the mutual covenants
and agreements nereinafter contalned to be kept and performed by the parties hereto,

said parties 4o hereby agree as follows:

i, FORMATION OF THE UNIT:

Tor the purposes hereof, it is agreed that the aforementioned leases,
insofar e: ..ey apply tO the above described lanis, are hereby pooled and communitized
to form a unii covering only the Mesaverde formation in and under the land described
a.ove., [U Is the intention of the parties hereto in forming said unit to pool and com-
munitize all leases which they may now own or which they may hereafter acquire covering
any interest in the communitized unit. Suclh unit is created by the Commuritization
Agreement Learing the same date as this Operating Agreement, executed by the owners of
leasehold interests in the land above described.

2. OrPERATOR:
Great Western ITriliing Company is hereby designated and shall act as

Operator of such unit in ascordance with the terms and provisions of this Agreement.

Operator s'.all have full and complete management of the development and operation of
the said unit for dry gas and associated liquid hydrocarbons producible from the

Mesaverde formation as an entirety, but Operator agrees that no well shall be commenced

upon o g2 UnIL. €xewph 6 oL cereinafter provided Sor, without tle consent of




Non«umperator.

Operator may resign at any time by giving notics to Won-Operator in writing
sixty (60) days in advance of the effective dus'2 ~f suzh resignation and, in such event,
the working interest owners of said unit shall irmediately select a suctessor. In the
event Cperator shall sell or otherwise dispose of all ity intersst in said unit, the
rizht of operation herein conferred shall not rur v 1<) th: rtranser or assixnment of
guch interest or inure to the Yenefit of Orers-ur' - mlsrea, iy Hin =Operator and

Uperator's assignee shall inmediately select a new iper
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Notwithstanding anything to the comtrary —rtaicsd lv thiz Farsgraph, the

parties to this Agreement herety agree thawn 1f and wh nitial test well is
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completed ty COperator as a producing weil, Pubis fw=l-pment, Inc. (No Stockholders

Liabiiity), a Wew Mexico corporaticn, the adireas = wh'~: fg Post Office Box 1360,
Albagerqgue, New Mexieco, shall act as Operater ofF 2’1 w211, and 2vall have full
gutizority o act in behalf of *he perties hereis [ 0= epve Tarper and o the same

exbens as Operator hereinabove desipnatsd,

3. WELL:

[

Operstor shall, on or “efors cre r2&r “ron “re date of this Agreemert,

ard after giving Non=lrverato s at least ten [10) Agrs adeane notice 1In writing, ~om-

o

mence or cause to e commencald Arilllinag overaticag ool qn Ttivfigl Jecth well gnd shall
thersafver drill said weli to a depsh sufricie: s « ~a¢b i Mpagverde formation,
ailess salt, caprock, zavities, heaving shalsz, avrmel watar £7ow, or impenetrabla

r

substances ars encountersd Ip sgid well gt a syt Ihe partiss hereto may

P et Ca e e e e n 5 se oy gy T
alzse mutually agrss 1o discoti-me drill g s7erar Trvs a7 g laszer dopth, Upon come

ristica of seid well, If It is a ~oxmercilal w2l “nieeoncoe 22 adl ify NoneOperator

Zn the evant a well capavle of prodeins oo i

in, cther than ou a temporary basis, Operatir svall immsdla*aly notify Non-Cporator

thereot, All producticn obtained from the compns? . 'z=% ares ard all material and

equipment acyuired hersunder srall be owied by “nhs rartiss bherets 1w the vroportions

rhereinafter spezified in Article b of this Arrvasue -,

L, C{ TS AND EXPERSE?:

The entire costs and experses invoivad iv dwilling and oompleting zaid

well, if said well 13 a commer:zial well, or im luwe.ing aud atandoning if said wel

is & dry hole or nonecommerciz® wall, shall be borrne s “te partiss here%o, as Sollowes

Yy



Great Western Drilling Compaby: S B0
El Paso Hatural Gas Company: 12.5G0%

Unlegs Operator elects to require Non-Operator to advarnte its share of thre costs and
expenses, as hereinafter provided, Operator shall initially advance and pay all costs
and expenses for the drilling of the well provided for in Article 3 hereof, as well
as operation expenses of said unit, and shall charge Non-Operator with its pro rata
part thereof on the basis of its proportionate interes®t in the vnit as set out above.
All such cosis, expenses, credits and reliated mett=sr, and the method of
handling the accountia- with respect trergro, sl.al?! he in eccordance with the provisions
of the Accounting Irocedure, attached hereto as Exiibit "A" ard masde a part hereof
for all purposes; provided, however, that the Operstor shall not apportion any part of
the salaries and expenses of its District Superintexdsut, or oither geheral district
employees or of the district office expenusss *o the joii® aczount as provided in para-

b1V ]

graph 11 of Section ITI of =aid Pxhibvit "A", as alta.led herais; and the monthly per
well overhead rates set forth under parazreph 12 of Section IX of said Exhibit "A",
as attached hereto, shall be i lieu of any charges for ary part of the compensation
or salaries paid to Opersitor's District Cuperintexdernt, and to other genersl district
employees and shall be in lieu of arny charges for district office expenses as well as
Joerator's division office end principal husiness offi:e expenses and of any charge

Py

Tor field office and camp expenses, but sitzll not be in lieu of any charges on a fair

and proportionate basis for any part of {ie compensation, salaries, and related expenses
o any of Orerator's field ~rew and direct supervision of such crew directly engaged
ir tue operation of (peraitor's wells in ti=a srea.

In the evert of any conflict bLebtweern “he provisicns contained i the bedy of

ksl

this Ag~zement, ard those contained ia suid Exnibit "47, ihe provisions of this igree-
ment shall govern to the extent of such conllizt,

In the event that COperator elecis to require Noz={Urerstor tc advance its

proporticnate share of the avove menticned costs ard expenses. Nperatsr shall submit

an itemized estimate of suoh costs and expenses for the suceeeding calendar month to

L]
t

ted coets and ex-
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Non=0Uperator, showlng therein the proporiionate part o 8%
penscs chargeable to Non-Operator. Withir fiftesn {15} days after receipt of said
&¢stimate, Non-Operator shall pay to the Operater its proportiorate share of the esti-

matad costs and expenses. If payment of the estinuted costs and expenses is not made

when due, the unpaid balance therec: shall bear irvierest ab iie raza of six per cent




{(6%) per annum from the due date until paid. Adjusiments between estimated and
actual cosis and expenses shall be made by Operator at the civse of each calendar
menth and the account of the respective parties adjusted eccordingly.

The well to be drilled on the commnitized unit snall Te drilled on a com-
petitive contract basis at the usual rates prevailing in the fisld. However, Operator,
if it so desires, may employ 1ts own tools and equipment; in suzh event the cost of
drilling shall include, but shall not be limited to, wue following charges: (a) all
direct material and labor costs; (b) a proporticrate amount of applica:’: departmental
overteads and undistributed field costs; {7} reniel sharge on compary equipment em-

rooad; all such charges to be determined in atcordante with Uperator's accounting
practice, provided, that irn no event shall the tolal «f such charges exceed the pre-
vailing rate in the field, and such work shall ve perforred by Operatcer under the same
+evms and conditions as shall te customary and usual iu the rield In contracts of
independsnt contractors who srae doing work oF a siullar malturs,

uperator shall make no sirgle sypenditure I- =xrw:3: of (Oze Thousand Dollars

{$1,000,00) without first obtaining the consant theystc ol Moz-Upsrator. The approval
¥ tne drilling of the well provided for herelasbove, nowerar,; shall include all ex-
perditures for the drilling, ccmpleting, testing and egulpving such well.

5. RENTALD:

Each party hereto agress to pay sll renials and/fr shut-in royalty
which may become due under the lease or leases wnich 2029 party is contributing to
suach unlt hereurder, and Jperator shall pot have sry oblizaticl to pay any such rentals
au¢/3r ghut=in royeity except g3 4o the leass Zontriited Ty Tperator, Each party

-3 waivatais fn full force and effect
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Operator shall at all times while condustlag operaticns hereunder, at
its cost  carry and require 1%ts contractore and tredir avecsutractors to ecarry insurance
to protect and save the partiss herete harmiess, as Iclliows:

A. Workmer.'s (ompenssticn Insurance sufficient to comply with
the vorkmen's Compensetlcr law for the State of New Mexico.

B. Comprehensive General Public Liatvility Insurance with limits
of not less than $50,000 per person ard $100,000 per accident,
and eneral Public Liability Froperty Damage with limits of
not less than $50,000 per aca‘*enwo




C. Automoblle Public Liability Insurance with limits of not
less than $50,000 per person and $100,000 per accident,
and Automoblle Property Damage Insurance with a limit of
not less than $50,000 per accident.

All costs and actual expenditures incurred and paid by Operator in settlement
of any or all losses, claims, damages and judgmants which are not covered by such ine
surance and other expenses, including legal services connected therewith, shall be
charged to the joint account.

T. DISPOSAL OF PRODUCTION:

Each of the parties hereto shall cwn and have the right; at its own ex-
pense, to take in kind or separately dispose of its proportionate part of all dry gas
and associated liquid hydrocarbons produced and saved from the acreage covered hereby,
exclusive of the production which may be used by Operator in developing and continuing
operations on the said tract and of production uzavcoidabhly lost, provided that each of
the parties hereto shall pay or secure the payment of the royalty interests, overriding
royalty interests, payments out of production or other simiiar interests, if any, from
its proportionate part of said production. If at any time or times Non-Operator shall
fall or refuse to take in kind or separately dispcse of its proportionate part of said
production, Operator shall have the right, revocstle by Non-(perator at will, to sell
such part of such production at the same price whizh Operator recaives for its own
portion cf the production. All such sales by Qperastor of Non-Operator's preduction
shall be only for such reasonable periods of time as are consistent with the minimm
needs of the industry under the circumstances, but in no event shall any such sale be
for a period in excess of one (1) year.

8. DURATION OF AGREEMENT:

This Agreement shall become effective as of the date hereof upon
execution by the parties hereto, notwithstarnding the date of execution, and shall
remain in full force and effect for a period of *wo {2) years ard so long thereafter
as dry gas and associated liquid hydrocarbons are produced from any part of seid com-
munitized unit in paylng quantities, provided that prior to prcduction in paying
quantities from said commnitized unit and upon fulfillment of all the requirements
of the Oil Conservation Commission of the State of New Mexico, with respect to any
dry hole or abandoned well, this Agreement may be terminated at any time by the mutual

agreement of all the parties hereto.




9. ROYALTY INTERESTS:

It is agreed and understood that the burden of any royalty, overriding
royalties, payments out of production, carried working interests, net profit obliga-
tions, or other similar payments, shall be borne and paid by the party owning the lease
to which such interests apply. |

10. TAXES:

The Operator shall render, for ad valorem tax purposes, the entire lease-
hold rights and interests covered by this Agreement s»d all physical property located
thereon or used in coonection therewith, or such part therectf as may be subject to ad
valorem taxation under existing laws of the State or New Mexico, or which may be made
subject to taxation under future laws, and shall pay for the ternefit of the joint
sccount all such ad valorem taxes at the time and in the mauner required by law which
may be assessed upon or ageinst all or any portion of sush leasehold rights and inter-
ests and the physical property located theresn or uszed ia oonnestion therewith., Oper-
ator shall bill Non-Operator for its proporticmate share ¢f sucoh tax payments provided
by the Accounting Procedure attached hereto as Exhivit "A",

11. RELATION QF PARTTES:

The rights, dities, obligations and ligbilities of the parties hereto
shall be several and not joint or collective, it teing the zxpress purpose and inten-
tiorn of the parties herato that their owmership iz said ucit shall be as tenants in
common; and nothing herein contained shall ever be construed as creating a partner=-
sulp of any kind, Jjoiul venture, an asscsistion or 2.8t or as irmposing upon any one
or more of ths parties hereto any partmershipy duyy, ouilgstion or iiabllity. Each
party hereto shall be individually respezsitlie only for his or its cbligations, as
set out in this Agreement.

12, ACZESS 1O FREMIZES, LOGh AWD REFE 73

Operator shall keep accurate logs of & well drilled on said unit,
whicl logs shall be availatie at all reasomsbie tirmes Zo0 irvspesticn by Non=-Operator.
Upen request by Non-Cperator, Operator shall furnish o Yon=Cperator a copy of said
logs, samples of cores and cuttings of formations encountsred, and electrizal surveys
relative to the development and operation of zaid unit, gether with any other
information which may be reasonably requested perteining +2 sush well, Nen-Operator

shall have access to said unit and to all books ard reccrds pertaining to operations

hereunder for the purpose of inspection at all reasconatls times.




13. SURRENDER, EXPIRATION, ABANDCNMENT <R KELEASE OF LEASE:

No lease or leases subject to this Agreement shall be voluntarily sur=
rendered, let to expire, abandoned or released, in whole or in part, unless the parties
muitually consent thereto in writing. In the event that less than all parties hereto
should elect to surrender, iet expire, abandon or release all or any part of a lease
or leases subject to this Agreement and the other party does not consent or agree, the
party so electing shall notify the other party nct less than sixty {AC) days in advance
of such surrender, expiration, abandorment or release, and, if requested so to do by
the party not so electing, immediately shall assigr without warranty to the latter
party all of its rights, title and interest in and to said lease or leases, covering
only the formation to be developed under the terms of this Agreement, the well or wells
located thereon, and the casing and other physical equipment in or or said well or wells.
If the party not so electing fails to request assignment within such sixty (60) day
pericd, the party so electing shall have the right to surreader, let expire, abandon
or release said lease or leases, or any part thereof. Ir the event such assigmment
is 80 requested, the party to whom such assigmment is made, upon the delivery thereof,
shall pay to the assigning party the salvage value of its interest in all the salvable
casing and other physical equipment in or on the uni%, such value to be determined in
accordance with the provisions of the attached Exhibit "A", designated as Accounting
Procedure., After the delivery of any such assignment, the party making the assignment
shall be released from and discharged of all the duties ard obligatiors thereafter
accruing or arising hereunder, in connectica with the operation and development of
the unit, with respect to the interest assigned in said lease or leases.

14, 1L0SS OR FAILURE OF TITLE:

In the event of the loss or failure of the title, in whole or in part,
of either party hereto, to any lease or to any irterest therein, the interest of such
perty in and to the production obtained from the unit shall be reduced in proportion
to such loss or fallure of title as of the date sucl lces or failure of title is
finally determined; provided, that such revision or cwnership interest shall not be
retroactive as to operating costs and expenses ixzcurrad or as to revenues or produc-
tion obtained prior to such date; and provided further, that each party hereto whose
title has been lost or has failed, as aforesaid, shall indemnify end held the other
parties hereto harmless from and against any and all loss,cost, damage and expense

wvhich may result from, or arise because of, the delivery to such party of production

-7 =




obtained hereunder or the payment of proceeds derived from the sale of any production,

prior to the date loss or failure of title is finally determined.

15. ABANDONMENT OF WELL:

No well on the unit which is capable of producing dry gas and associated
liquid hydrocerbons from the formation covered by this Azreement shall be abandoned

without the mutual comsent of the parties hereto. I &

r»-‘

of the parties desire to
abardon such well, such party shall so notify +the ¢tler party in writing and the latter
shall have ten (10) days after receipt of such notice in which to elect whether to
agree to such abandomment. If all partiss rereto agree to such avandomment, such well
shall be abandoned and plugeged by the Operator at the expense of the Jjoint account,

and as much &s possible of the casing and other physical equipmnent in and on said well
shall be salvaged for the benefit of the joint azcemunt. I ei: sr rarty does not

agree to sgid abandomment, such party shall purchass th2 Interest ¢f the party desiring
to ahandon said well in the physical equipment “oerein amd Theresf: and, within
twenty-five (25) days after receipt of notice by +hm par*y et slecting to abandon,

the party desiring to abandon, shall execute and éelilver %o the other party an assign-
ment, without warranty of title, o. all its interest 1 said well and physical equipe
mest, and in the working iazersst and gas leaselold sstates, iuscfar ss it covers the
fomation covared by this Agreement in said uvnit. I ezxcvanze for sald asgsignment,

the purchasing party shall pay to the agsigning pariv tlre salvage value of the latter's

2

interest iz +tle salvable casing and other prysical

in ard »r said well,
gk value o he determined iu accordancs with <he provizims of the Accounting Froe

cedure attached hersto as Exhibit "A",

16. LAWS AND REGULATIONS:
This Agreement shall bte subjezt to all valid and applizsblie State and
Federal laws, rules, regulations and orders, and the operaticns condicted hereunder
shell Y= performed in accordarce with said lawes, rulss, resuiations and orders. In
tha event this Agresment or any provisicsns herecf, iz, or e opsratiovs contemplated
rerety are found to be irvconsistent with or coptrary To any »u b law, ride, regulatic.,
or crder, the latter shall be deemed to coatrel and +nls Asresment ghsall be regarded
as modified accordingly, and as so medified, shall continve in full force and effect.

17. [I'ORCE MAJEURE:

No party to ihis Agreement shall te iiatle ro the other party for any

d=lay or default ir performance under this Agreeme:t. dus to any cause beyond its control

-8 .




and without its fault or negligence, including Tt -o

[

rastricted to acts of God or
the public enemy, act or requests of the Federal or shate Goverrment or of any Federal
or State officer purporting to act under duly constituted authority, floods, fires,
wars, storms, strikes, interruption of tramsportation, freight embargoes or failures,
exhaustion or upavailability or delays in delivery of any material, equipment or ser-
vice necessary to the performance of any provisior: neracof, or the luss of holes,

low=outs or happening of any unforeseen grcideat, i:fnrt e or casugivy whereby
performance hereunder is delayed or prevented.

18. OFERATOR'S LIEN:

Jperator snall ravs an express contract lise, which is nereby granted
upon the interest of Non-Operator in said wunit, in = ias ard assorigted liquid

~ produced ;
hydrocarvons,from such unit and in the materials acd sq:ipmert located thereon, to

secure the payment by said tion-uperstor of ihg prop-o ooaste pars of the costs and

exy~ses inturred or paid by Cperator herenndesr, o Lch Do mEl 1. anfarcad and fore-

closed as any other contract lien. Morscvecr, upsra™ o onar *0 fla 2ll extent of any

indebtedness owed ty it to Non-Operator, offsat av-n 4%~ azai=st zupme owing o
(perator hereunder by None=Oparator,
1G.  NOT-ORS:
All uctices, rspertg and other rorresyoodsr o reguired or made recessary

by the terms of thig Agreswent shall be desmed “o. *2ve " =ern properly served and
sddresged if sent by mall or telegram as fo lowe:

El Fasgo HMatural las Jorpasy; Pubco Development, Inc.
Past Office Box 1492 Post Office Box 1360
El iasn, Texas Albvuguerque, lNew Mexico

Jreat Western Trilliig Dompar
Post Office Box 1 .50
Midland, iexas

20, ELECTION AS T JOINDER:

Notwithetanding anything +o the oavcresr jer-f-omnrve gtataed, and upon
recelpt of *he notice tc the effect traot Operalor “wie i: bt < wmeroce drilling operas

tions liereunder as set out in Articl

4]
()

nereip, Wore'i=varor mar, W respcngive notieca
given to the Operator in writing within ten {10) dav: oF recaipr of ¢4
notice, elect as to whether MoneOperator desirss +» v {n the drilling of such

well. Fallure to respond within said ten (10) dave shall i~ dzemed an slesticn not

to Juin in the drilling of said well. In the sver '/ iporatsr ei=cLs not to join

iz the drilling of said well; ‘perator srtall nevertislass procesd witn dus dfligencs

=9 =




to drill such well at the sole cost and risk of the Iperator. In the event said well

is a dry hole, it shall be plugged and abandoned at *he sole cost of the Operator.

In the event said well is a producer, it shall be tested, completed and equipped to
produce at the sole cost of the Operator, and the Operstor shall be entitled to receive
from the proportionate share of production attributable %5 the lease or leases owned
Ly sush non-joining Non=(Uperator {after deducting therefrom all royalties, overriding
royalties, and one hundred per cent. {(100%) of the cperatirng expensss at*ributable
thereto) a sum equal to one hundred and fifty per ceut. (150%) of that portion of the
total cost of drilling, testing, completirg, and equipring sald well whick is charge-
able to the lease or leases owned bty sald none-joinivg Nom=Tperator. For the purposes
of this paragraph, whers a party takes its share of produstion in kind, the proceeds
of production from such well shall be compufed upon tha same price hasis as that em-
ploysd for payment of royelties to the State of New Mexicl n comparsble production
from the commnitized area. Wren Oparator shall Lave veen reimbuirsed for one hundred
a~d fifty par cent. (150%) of said costs as herelrd! vz provided; proceeds from said
well shall thereafter be shared by the parties herets> a3 provided in Article 7 hereof.
Ary amounts wnich may be realized from szle or dispesiziion of the well or equipment
thereon, or required In connestion with the Arillinp, *ssting, completing, equipping
ard operarinz thereof, srall e paid to the Operat.r sl craiited against the total
unreturned porticn of ezid one Imndred and fifty per ceut, 7150%), with the talance
thereof, 1f any, to be divided vetwsen thre pariiey lsr=u> in the same proportion as
the producticn is shared seccording to A:fizlie 7.

21, HEIRZ, SUCCEBS0RS AND ASGTUNS s

A11 of the vrovigsione of this Agrsams:v shall extand to and be Linding
upor  the parties hnereto, thelr helrs, succzsszsrs and sssigne, and such provisions
shall be desmed to ve covenants running with lzod covazred heresby.

IN WITNESS WHERECF, the parties herets have exscuted this Agreement in
several counterpart originals az of the day azd year firet above writien,
SREAT WESTERPW DLRTLI VG SOMPANY

ATTEST: e g2 (T Al

t———--.m

;o Y, . Ivesigert
A L redabiant
Hss? -~ Secretary PUBCO DEVELOPMENT, INC. (No Stockholders
J— Lisbility)
ATTEST: Byt Leat
) Vice esident

Assistant Secretary
- 10 =




ATTEST:

// / s oo ;

AsST. Secretary

STATE OF TEXAS )

COUNTY OF

On this 52 day of ¢§2~¢4;¢b¢4ﬁ' , 1954, before me appeared
4

AZ,(Z, 7[L4 Loy ;, to me personally known, who, being by me duly sworn,
did say that he is the President of GREAT WESTERN DRILLING COMPANY, a Texas
corporation, and that the seal affixed to the foregoling instrument is the corporate
seal of sald corporation, and that said instrument was signed and sealed in behalf of
said corporation by authority of its Board of Directors, and said

K. . 7 e scknowledged said instrument to be the free act and deed of
said corporation.

IN WITNESS WHERECF, I have hereunto set myv hand and affixed my official seal
the day and year in this certificate first above written.

PO I/, i;b/dLybxidvasd
Notary Publicy County of /77@a{£4,“4xg
State of Tex&s

My commission expires:
b - /-5 5"

STATE OF TEXAS )
( ss
COUNTY OF EL PASO ) ,
On this oy day of 1{2;< /}41/0/9é , 1954, before me appeared
- =T I

H. F. STEEN

to me persapelly known, who being by me duly sworn, did
say that he is the [{i6¢{ President of EL PASC NATURAL GAS COMPANY, a Delaware corp-
oration, and that the seal affixed to the foregoing instrument is the corporate seal
of said corporation, and that said instrument was signed and sealed in behalf of sald

corporation by authority of its Board of Directors, and said - ©- SIEEW

acknovledged said instrument to be the free act and deed of said corporation.

IN WITNESS WHERECF, I have hereunto set my hard and affixed my official seal
the day and year in this certificate first above written.

Tglﬁdaf ;)kJ‘ 6}4/:::/zﬁ~4(i
Notary Publiz, County of El Paso,
My commission expires: State of Texas

ELSE M. WIiELAND

Notary Public, in and for E! Paso County Texas
My Commission expires June 1, 1955
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STATE OF NEW MEXICO )
sS

COUNTY OF BERNALILLO )

On this 3/% day of __“vweus?” , 1954, before me appeared

209 L D) Goeu/.4m Je . s to me personally known, who, being by me duly sworn,
did say that he is the I/ e President of PUBCO DEVELOPMENT, INC. (No Stockholders
Tigbility), a New Mexico corporation, and that the seal affixed to the foregoing instru-
ment is the corporate seal of said corporation, and that said instrument was signed and
sealed in behalf of said corporation by authority of its Board of Directors, and said

ennk L. @bcﬂ—em VA acknowledged said instrument to be the free act
end deed of said corporation.

S WTTNESS WHEREQF, 1 have hereunto set my hand and affixed my official seal
the day and year in this certificate first above written.

Notary Publié, County of Bernalillo,
State of New Mexico

My commission expires:

1 - 24, 1957
My Commissit bxpuaes June 24
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KARE 601 TO5kN Sxidloux EXHIBIT A Model Form-PASO-1949-1

Attached to and made a part of Operating Agreement dated __  day of
July, 1954, between Great Westerm Drilling Company, E1 tural

: Gas_Compeny and Pubco Development, Tnc., covering the S on 36, §Z§Z§’
ACCOUNTING PROCEDURE

(UNIT AND JOINT LEASE OPERATIONS)

1. GENERAL PROVISIONS

1. Definitions
The term “joint property” as herein used shall be construed to mean the subject area covered by the agreement
to which this “Accounting Procedure” is attached.
The term ‘“‘Operator” as herein used shall be construed to mean the party designated to conduct the development
and operation of the leased premises for the joint account.
The term “Non-Operator” as herein used shall be construed to mean any one or more of the non-operating
parties.

2. Statements and Billings )

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

expenditures during the preceding month. Such bills will be accompanied by statements reflecting the total

costs and charges as set forth under Sub-Paragraph. . 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 classifications indica-
tive of the nature thereof.

C. Statements, as follows:
(1) Detailed statement of material ordinarily considered controllable by Operators of oil and gas properties;
(2) Statement of all other charges and credits to the joint account summarized by appropriate classifications

indicative of the nature thereof; and

(3) Statement of any other receipts and credits,

3. Payments by Non-Operator
Each party shall pay its proportion of all such bills within fifteen (15) days after receipt thereof. If payment
is not made within such time, the unpaid balance shall bear interest at the rate of six per cent (6% ) per annum
until paid.

4. Audits

Payment of any such bills shall not prejudice the right of Non-Operator to protest or question the correctness
thereof. All statements rendered to Non-Operator by Operator during any calendar year shall be conclusively
presumed to be true and correct after eighteen months following the close of any such calendar year, unless
within said eighteen months period Non-Operator takes written exception thereto 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 the correctness thereof and preclude the filing of exceptions thereto or the making of
claims for adjustment thereon. A Non-Operator, upon notice in writing to Operator and all other Non-
Operators, shall have the right to audit Operator’s accounts and records relating to the accounting hereunder,
within eighteen months next following the close of any calendar year. Non-Operator shall have six months next
following the examination of the Operator’s records within which to take written exception to and make any
and all claims on Operator. The provisions of this paragraph shall not prevent adjustments resulting from the
physical inventory of property as provided for in Section VI, Inventories, hereof.

II. DEVELOPMENT AND OPERATING CHARGES
Subject to limitations hereinafter prescribed, Operator shall charge the joint account with the following items:

1. Rentals and Royalties
Delay or other rentals, when such rentals are paid by Operator for the joint account; royalties, when not paid
direct to royalty owners by the purchaser of the oil, gas, casinghead gas. or other products

2. Labor, Transportation, and Services

Labor, transportation, and other services necessary for the development. maintenance, and operation of the joint
property. Labor shall include (A) Operator’s cost of vacation. sickness and disability benefits of employees, and
expenditures or contributions imposed or assessed by governmental authority applicable to such labor, and
(B) Operator’s current cost of established plans for employees’ group life insurance, hospitalization, pension,
retirement, stock purchase, thrift, bonus, and other benefit plans of like nature, applicable to Operator’s field
payroll; provided that the charges under Part (B) of this paragraph shall not exceed five per cent (5%) of the
total of such labor charged to the joint account.

3. Material
Material, equipment, and supplies purchased or furnished-by Operator, for use of the joint property. So far as
it is reasonably practical and consistent with efficient and economical operation, only such material shall be
purchased for or transferred to the joint property as required for immediate use, and the accumulation of surplus
stocks shall be avoided.

4. Moving Material to Joint Property
Moving material to the joint property from Vendor’s or from Operator’s warehouse in the district or from the
other properties of Operator, but in either of the last two events no charge shall be made to the joint account
for a distance greater than the distance from the nearest reliable supply store or railway receiving point where
such material is available, except by special agreement with Non-Operator.
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. Moving Surplus Material from Jeint Property

Moving surplus material from the joint property to outside vendees, if sold f.0.b. destination, or minor returns
to Operator’s warehouse or other storage point. No charge shall be made to the joint account for moving major
surplus material to Operator’s warehouse or other storage point for a distance greater than the distance to the
nearest reliable supply store or railway receiving point, except by special agreement with Non-Operator; and no
charge shall be made to the joint account for moving material to other properties belonging to Operator, except
by special agreement with Non-Operator.

Use of Operator’s Equipment and Facilities
Use of and service by Operator’s exclusively owned equipment and facilities as provided in Paragraph 4, of
Section III, “Basis of Charges to Joint Account.”

Damages and Losses

Damages or losses incurred by tire, flood, storm, or any other cause not controllable by Operator through the
exercise of reasonable diligence. Operator shall furnish Non-Operator written notice of damage or losses in-
curred by fire, storm, flood, or other natural or accidental causes as soon as practicable after report of the same
has been received by Operator.

Litigation, Judgments, and Claims

All costs and expenses of litigation, or legal services otherwise necessary or expedient for the protection of the

joint interests, including attorney’s fees and expenses as hereinafter provided, together with all judgments ob-

tained against the joint account or the subject matter of this agreement; actual expenses incurred by any party

or parties hereto in securing evidence 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 a majority of the interests hereunder shall so agree, actions or claims affecting the joint interests here-
“under may be handled by the legal staff of one or more of the parties hereto, and a charge commensurate
with the services rendered may be made against the joint account, but no such charge shall be made until
approved by the legal department of or attorneys for the respective parties hereto.

.B. Fees and expenses of outside attorneys shall not be charged to the joint account unless authorized by the ma-

jority of the interests hereunder.

Taxes

All taxes of every kind and nature assessed upon or in connection with the properties which are the subject of
this agreement, the production therefrom or the operation thereof, and which taxes have been paid by the
Operator for the benefit of the parties hereto. .

Insurance

A. Premiums paid for insurance carried for the benetit of the joint account, together with all expenditures in-
curred and paid in settlement of any and all losses, claims, damages, judgments, and other expenses, in-
cluding legal services, not recovered from insurance carrier.

B. If no insurance is required to be carried, all actual expenditures incurred and paid by Operator in settle-
ment of any and all losses, claims, damages, judgments, and any other expenses, including legal services,
shall be charged to the joint account.

District and Camp Expense

A proportionate share of the salaries and expenses of Operator’s District Superintendent and other general
district or field employees serving the joint property, whose time is not allocated direct to the joint property,
and a proportionate share of maintaining and operating a district office and all necessary camps, including
housing facilities for employees if necessary, in conducting the operations on the joint property and other
leases owned and operated by Operator in the same locality. The expense of, less any revenue from, these
facilities shall include depreciation or a fair monthly rental in lieu of depreciation on the investment. Such
charges shall be apportioned to all leases served on some equitable basis consistent with Operator’s accounting
practice.

Overhead

Overhead charges, which shall be in lieu of any charges for any part of the compensation or salaries paid to
managing officers and employees of Operator, including the division superintendent, the entire staff and ex-
penses of the division office located at Mnshnn,_imgo__, and any portion of the office expense
of the principal business office located at ———o ., but which are not in lieu of district
or field office expenses incurred in operating any such properties, or any other expenses of Operator incurred
in the development and operation of said properties; and Operator shall have the right to assess against the
joint property covered hereby the following overhead charges:

A. $.250.00 . _ per month for each drilling well, beginning 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 L T - per well per month for the first five (5) producmg wells.

n connectxon with overhead charges, the status ot wens shall be as follows

(1) In-put or key wells shall be included in overhead schedule the same as producing oil wells.

{(2) Producing gas wells shall be included in overhead schedule the same as producing oil wells.

(3) Wells permanently shut down but on which plugging operations are deferred, shall be dropped from
overhead schedule at the time the shutdown is effected. When such wells are plugged, overhead shall
be charged at the producing well rate during the time requxred for the plugging operation, _ = _

(4) Wells being plugged back-or drilled deoponshallbe included in overhead schedule the same as drill-,
ing wells. X

(5) Various wells may be shut down temporarily and later replaced on production. If and when a well
is shut down (other than for proration) and not produced or worked upon for a period of a full calen-
dar month, it shall not be included in the overhead schedule for such month.

(6) Salt water disposal wells shall not be included in overhead schedule,




F. The above overhead schedule on producing wells shall be applied to individual leases; provided that,
whenever leases covered by this agreement are operated as a unitized project in the interest of economic
development, the schedule shall be applied to the total number of wells, irrespective of individual leases.

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

13. Warehouse Handling Charges
g 4 NONE
14, Other Expenditures
Any other expenditure incurred by Operator for the necessary and proper development, maintenance, and
operation of the joint property.
II1. BASIS OF CHARGES TO JOINT ACCOUNT
1. Purchases
Material and equipment purchased and service procured shall be charged at price paid by Operator, after de-
duction of all discounts actually received.
2. Material Furnished by Operator
Material required for operations shall be purchased for direct charge to joint account whenever practicable,
except that Operator 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 properties shall be priced f. a. b. the
nearest reputable supply store or railway receiving point, where such material is available, at current
replacement cost of the same kind of material. This will include material such as tanks, rigs, pumps,
sucker rods, boilers, and engines. Tubular goods (2” and over), shall be priced on carload basis effective
at date of transfer and f. o. b. railway receiving point nearest the joint account operation, regardless
of quantity transferred.

(2) Other material shall be priced on basis of a reputable supply company's Preferential Price List ef-
fective at date of transfer and f. 0. b. the store or railway receiving point nearest the joint account
operation where such material is available.

(3) Cash discount shall not be allowed.

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

(1) Material which is in sound and serviceable condition and is suitable for reuse without reconditioning
shall be classed as Condition “B” and priced at 75% of new price.

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

(a) After reconditioning will be further serviceable for original function as good second hand 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 509 of new price.

(3) Material which cannot be classified as Condition “B” or Condition “C” shall be priced at a value com-
mensurate with its use.

(4) Tanks, derricks, buildings, and other equipment involving erection costs shall be charged at applicable
percentage of knocked-down new price.

3. Warranty of Material Furnished by Operator
Operator does not warrant the maaterial furnished beyond or back of the dealer’s or manufacturer’s guaranty;
and, in case of defective material, credit shall not be passed until adjustment has been recexved by Operator
from the manufacturers or their agents.

4. Operator’s Exclusively Owned Facilities

The following rates shall apply to service rendered to the joint account by facilities owned exclusively by

Operator:

A. Water service, fuel gas, power, and compressor service: At rates commensurate with cost of providing and
furnishing such service to the joint account but not exceeding rates currently prevailing in the field where
the joint property is located.

B. Automotive Equipment: Rates commensurate with cost of ownership and operation. Such rates should
generally be in line with schedule of rates adopted by the Petroleum Motor Transport Association, or some
other recognized organization, as recommended uniform charges against joint account operations and revised
from time to time. Automotive rates shall include cost 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, tractor, and pulling unit rates shall include wages and expenses of driver.

C. A fair rate shall be charged for the use of drilling and cleaning-out tools and any other items of Operator’s
fully owned machinery or equipment which shall be ample to cover maintenance, repairs, depreciation,
and the service furnished the joint property; provided that such charges shall not exceed those currently
prevailing in the field where the joint property is located.

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

E. 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
material. Derricks, tanks, buildings, and other major items shall not be removed by Operator from the joint
property without the approval of Non-Operator. Operator shall not sell major items of material to an outside
party without giving Non-Operator an opportunity either to purchase same at the price offered or to take Non-
Operator’s share in kind.




Material Purchased by Operator
Material purchased by Operator shall be credited to the joint account and included in the monthly statement

of operations for the month in which the material is removed from the joint property.

. Material Purchased by Non-Operator

Material purchased by Non-Operator shall be invoiced by Operator and paid for by Non-Operator to Operator
immediately following receipt of invoice. The Operator shall pass credit to the jeint account and include the
same in the monthly statement of operations.
Division in Kind
Division of material in kind, if made between Operator and Non-Operator, shall be in proportion to their re-
spective interests in such material. Each party will thereupon be charged individually with the value of the
material received or receivable by each party and corresponding credits will be made by the Operator to the
joint account, and such credits shall appear in the monthly statement of operations.

Sales to Outsiders

Sales to outsiders of material from the joint property shall be credited by Operator to the joint account at the
net amount collected by Operator from Vendee. Any claims by Vendee for defective material or otherwise
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 as that used

above in Section IIl, “Basis of Charges to Joint Account.”

New Material
New material (Condition “A”), being new material procured for the joint account but never used thereon, at

1009, of current new price.

Good Used Material

Good used material (Condition “B”), being used material in sound and serviceable condition, suitable for reuse

without reconditioning,

A, At 75% of current new price if material was charged to joint account as new, or

B. At 759 of current new price less depreciation consistent with their usage on and service to the joint prop-
erty, if material was originally charged to the joint property as secondhand at 759, of new price.

Other Used Material ;

Used Material (Condition “C”), being used material which

A, After reconditioning will be further serviceable for original function as good secondhand material (Con-
dition “B”), or

B. Is serviceable for original function but substantially not suitable for reconditioning,

at 509% of current new price.

Bad-Order Material
Used material (Condition “D”), being material which cannot be classified as Condition “B” or Condition “C”,

shall be priced at 2 value commensurate with its use.

Junk
Junk (Condition “E”), being obsolete and scrap material, at prevailing prices.

Temporarily Used Material

When the use of material is of a temporary nature and its service to the joint account does not justify the re-
duction in price as provided in Paragraph 3B, above, 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
Periodic inventories shall be taken by Operator of the joint account material, which shall include all such

material as is ordinarily considered controllable by operators of oil and gas properties.

Notice
Notice of intention to take inventory shall be given by Operator at least ten days before any inventory is to

begin, so that Non-Operator may be represented when any inventory is taken.

Failure to be Represented
Failure of Non-Operator to be represented at the physical inventory shall bind Non-Operator to accept the
inventory taken by Operator, who shall in that event furnish Non-Operator with a copy thereof.

Reconciliation of Inventory
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.

Adjustment of Inventory
Inventory adjustments shall be made by Operator with the joint account for overages and shortages, but Oper-

ator shall only be held accountable to Non-Operator for shortages due to lack of reasonable diligence.

Special Inventories
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 seller and the purchaser
shall be represented and shall be governed by the inventory so taken.




