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~devon :

Devon Energy Corporation

20 North Broadway

Oklahoma City, Oktahoma 73102-8260
Fax 405-552-8113

July 8, 2004

Working Interest Owners
Address List Attached

JUL 13 2004
Re:  Esperanza 3E Fee #2 _
1980’ FNL & 890" FWL
Section 3-T22S-R27E
Eddy County, New Mexico
DEC #49848-020; C-02-0002905

Ladies and Gentlemen:

Devon Energy Production Company, L.P., (“Devon”), as Operator, proposes to drill the referenced
well as a vertical Motrow test well expected to tequite drilling to a depth of approximately 12,000°.
Enclosed you will find rwo (2) copies of Devon’s Authotity for Expenditure (“AFE”) estimating 2
dry hole cost of §887,315 with a completed well cost of $1,480,397.

The W /2 of said Section 3 is currendy designared as 2 pooled unit for the production of gas by
virtue of the completion of the Esperanza 3N Fee #1. Devon’s records reflect that such pooled
vnit is subject to two (2) separate Joint Operating Agreements (“JOA’s”), one of which, dated
November 4, 1968 covers approximately sixty (60) ner acres within the pooled unit and is owned by
the Carlsbad Drilling Block interest owners in the percentages listed on Exhibit A atrached hereto.
The other JOA. dated March 1, 2001 covering the remaining 260.02 acres within the pooled unir is
owned by Devon, et 2l in the percentages listed on Exhibit B attached heteto and representing
approximarely 81.25% of the pooled unit.

In lieu of continuing to operate under separate JOA’s, Devon also proposes that the non-operators
cutrently subject to the November 4, 1968 JOA agree to ratify and adopt the March 1, 2001 JOA, a
copy of which is enclosed for your review, in order to facilitare the drilling of the proposed well,

Please make your election to either (1) participare in the drilling of the proposed well or (2) be 2
non-consenting party pursuant to Article VI B.2. of the March 1, 2001 JOA. An election to
participate should be accompanied by a fully executed AFE as well as one (1) executed copy of this
letter agreement. Please retwn your election and/or execured AFE, including well requirement
sheet with email address, to the undersigned at the earliest possible time. Upon teceipt of all
elections, I will forward a revised Exhibit A to the JOA reflectng the curmrent working interests in
the contract area. Devon expects to drill this well in the next sixty (60) days, so your immediate
attention will be greatly appreciated.

BEFORE THE OIL CONSERVATION DIVISION
Santa Fe, New Mexico
Case No. 13335 Exhibit No. 2
Submitted by:
Marbob Energy Corporation
Hearing Date: September 16, 2004
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OPER{\TING AGREEMENT
THIS AGREEMENT, entered into this__&4th  day. of Novembex , 1968, between
] UNION _OTY, COMPANY OF CALIFORNIA
hereafter designated as “Opervator”, and the signatory parties other than Operator,
WITNESSETH, THAT:
WHEREAS, the parties to this agreement are owners of oil and gas leases covering and, if so indicated,
unleased mineral interests in the tracts of land described in Exhibit “A", and all parties have reached an

*

agreement io explore and develop these leases and interests for oil and gas to the extent and as hereinafter
provided;

NOW, THEREFORE, it Is agreed as follows:

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

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

(2) The parties to this agreement shall always be referred 1o as “it” or “they", whether the parties be cor-
porate bodies, partnerships, associations, or persons real, )

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

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

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

(8) The term “drilling unit” shall mean the area fixed for the drilling of one well by order or rule of any
state or federal body having éuthority. It a drilling unit is not fixed by any such rule or order, a drilling
unit shall be the drilling unit as established by the pattern of drilling in the Unit Area or as fixed by ex~
press zgreement of the parties, '

(7) Al exhibits attached to this agrcement are made a part of the coniract as fully as though copled in full
in the contract.

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

2, TITLE EXAMINATION, LOSS OF LEASES AND OIL AND GAS INTERESTS

A. Tille Examination;

' lease
There shall be no examination of title to leases, or to oil and gas interests, except that title to thefdilling

2wt on which the exploratory well is fo be drilled in accordance with Section 7, which/&%xm‘:t is more
particularly described in Exhibit “A”, shall be examined pn a complete abstract record by Operator’s attorney,
or,/&?iha}kcﬁ% &Mfgc&&%ga?maéig{s&e; yﬁa%i'e ti@e&&u&“&&&%ﬁﬁgﬁpm, and the title to both
the 0il and gas lease and to the Jee title of the lessors must be approved by the examining attbrney, or accepted
by all pafties. A copy of the examining attorney’s opinion shall be sent to each party immediately after the
opinion is wrilten, and, also, each party shall be given, as they are written, a copy of all subsequent supple-
‘mental atlorney’s rerrts. A gooq faith effort to satisfy the examining attorney's requirements shall' be made
by the party owning the lease covering the drillsite, .

I title to the proposed drillsite is not approved by the examining attorney or the lease is not acceptable
for a material reason, and all the parties do not accept the title, the parties shall select a new drillsite for the
first exploratory well; provided, if the parties are unable to agree upon another drillsite, this agreement shall,
in that case, come to an end and all parties shall then forfeit their rights and be relieved of obligatibns here-
under. If a now drillsite js selected, title to the oil and gas lease covering it and to the fee title of the lessor
shall be examined, and title shall be approved or accepted or rejected in like manner as provided above con-
cerning the duvillsite first selected. If title to the 0} and gas lease covering the second chojce drillsite is not
approved or accepted, other drillsites shall be successively selected and title examined, until a drillsile is chosen

T

“Individual Losg"”
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to which title is approved or accepted, or until the parties fail to select another drillsite. As in the case of the
drillsite first selecte;:l, so also with successive. choices i{ the time comes that the parties bhave not approved
title and are unable 1o agree upon an aliernate drillsile, the contract shall, in that case and at that time, come
to an end and all parties shall forfeit their rights and be relieved of obligations under this contract.

No well other than the first test shall be drilled in the Unit Area until after (1) the title to the drilling
unit has becn examined by an attorney for one of the parties other than the party whose lease embraces the
drillsite, and (2) the tith;. has been approved by the examining attorney or the tille has been accepied by all
of the parties who are 10 participate in the drilling of the well,

B. Failure of Title:

Should any oil an'd gas lease, or interest therein, be lost through failure of tille, this agreement shall,

nevertheless, continue in force as to all remaining leases and interests, and
(1) The party whose leasc or interest is affected by the title failure shall bear alone the entire loss and it
shall not be entitled to recover from Operator or the other parties any development or operating costs
which it may have theretofore paid, but there shall be no monetary liability on its part to the other par-

ties hereto by reason of such title fajlure; and ' A

(2) There shall be no retroactive adjustment of expensés incurred or revenues received from the operation
of the interest which has been lost, but the interests of the parties shall be revised on an acreage basis,
as of the time it is determined finally that title failure has occurred, so that the interest of the party
whose lease or interest is affected by the title failure will thereafter be reduced in the Unit Area by the
amount of the interest lost; and

(3) If the proportionate interests of the other parties hereto in any producing well theretofore drilled on
the Unit Area is increased by reason of the title failure, the party whose title has iailed. shall receive
the proceeds attributable 1o the increase in such interests (less operating costs atiributable thereto)
until it has been reimbursed for unrecovered costs paid by it in connection with such well; and

(4) Should any person not a party to this agreement, who is determined to be the owner of any interest in
the title which has failed, pay in any manner any part of the cost of operation, development, or equip-
menf, or equipment previously paid under this agreement, such amount shall be proportionately paid to
the party or parties hereto who in the first instance paid the costs which are so refunded; and

(5) Any liability to account ta a third party for prior production of oil and gas which arises by reason of title

fallure shall be borne by the parties in the same proportions in which they shared in such prior produe-
tion. ' '

!E Loss of Leases for Causes Other Than Title Failure:

If any lease or interest subject to this agreement be Jost through failure to develop or because express
or implied covenants have not been performed, or if any lease bd permitted to expire at the end of its primary
term and not be renewed or extended, or if any lease or interest therein is lost due to the fact that the produc-
tion therefrom is shut in by reason of Jack of market, the loss shall not be considered a failure of title and all
Suchvlosses shall be joint losses and shall be borne by all parlies in proportion to their interests aﬁd there shall

% no readjustment of interests in the Unit Area.

3. UNLEASED QOIL AND GAS INTERESTS
If any parly owns an unleased oil and gas interest in the Unit Area, that interest shall be treated for the
Jpurposa of this agreement as if it were a leased interest under the form of 6il and gas lease attached as “Exhi-
bitAZ2’ and for the primary term thercin stated. As to such interests, the owney shall receive royally on produc-
tion as prescribed in the form of oil and gas Jease attached hereto as Exhibit/¥X " Such party shall, however,

be subject to all of the provisions of this agrecement relating to lessees, to the extent that it owns the lessee
interest.
: npe 4. INTERESTS OF PARTIES

Exhibit/#8K lists all of the parties, and their respective percentage or fractional interests under this
agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under this con-
tract shall be borne and paid, and all equipment and material acquired in operations on the Unit Area shall be
owned, by the partics as their interests are given in Exhibit/';.;.&q All production of oll and gas from the Unit
Arca, subjoct to the payment of Jessor's royaltius, shall also be owned by the parties in the same manner.

—

“Individual Loss"
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If any oil and gas lease covered, or undivided interest therein, by this agreement
is subject to an overriding royalty, production payment, OX other charge over'and above
the usual one-eighth (1/8) royalty, the party contributing that lease, or undivided
" {nterest therein, shall assume and alone bear all such excess obligatio:_zs and shall
account for them to the owners thereof out of its share of the working interest produc-
tion of the Unit Area.

5. OPERATOR OF UNIT
UNTION OIL COMPANY OF CALIFORNIA shall be the 0perator of

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

mitted and required by, and within the limits of, this agreement. It shall conduct all such operations in a good

and workmanlike manner, but it shail have no Jiability as Operator to the other parties for losses sustained,

or liabilities ineur’red, except such as may result from gross nepligence or from breach of the provisions of
this agreement, '
6. EMPLOYEES

The number of employees and their selection, and the hours of labor and the compensation for services
performed, shall be determined by Operator. AIll employees shall be the employees of Operator.

%. TEST WELL

Onor beforethe__lst. dayof___ Februaxy ~ __ 19 69  Operator shall commence the:drill-
ing of a well for oil and gas in the following location: '

NW/4 Section 10, T-22-S, R-27-E, Eddy County, New Mexico,

and shall thereafter continue the drilling of the well with due diligence to a depth sufficient to test

the Strawn Reef Formation, or to a maximum depth of 10,700 feet below the surface,
whichever is the lesser,

or condition
unless granite or other practically impenetrable substancefis encountered at a lesser depth or unless all parties

agree to complete the well at a lesser depth. .

Operator shall make reasonable tests of all formations encountered during drilling which give indica-
tion of containing ofl and gas in quantities sufficient to test, unless this agreement shall be limited in its ap-
plication to a specific formation or formations, in which event Operator shall be required to test only ti\e
farmation or formations to which this agreement may apply.

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

8. COSTS AND EXPENSES
Except as herein otherwise specifically provided, Operator shall i)romptly pay and discharge all costs
and expenses incurred in the development and operation of the Unit Area pursuant to this agreement and shall
charge each of the partics hereto with their respective proportionate shares upon the cost and expense basis
provided in the Accounting Procedure attached hereto and marked Exhibit “C", If any provision of Ex-
hibit “C" should be inconsistent with any provision contained in the body of this agreement, the provisions in
the body of this agreement shall prevail. ‘

Operator, at :'its election, shall have the right from time to time to demand and receive from the other
parties payment in advance of their respective shares of the estimated amount of the costs to be incurred in
operations hereunder during the next succeeding month, which right may be exercised only by submission to
each such party of an itemized siaicment of such ostimated costs, together with an invoice for its share there-
of. Each such statement and invoice for the payment in advance of esti_mated costs shall be submitted on or
befére the 20th day of the next preceding month. Each party shall pay to Operator its proportionate share of
such estimate within fifteen (18) days after such estimate and invoice is received. If any party fails to pay its
share of said estimate within said time, the amount due shall bear interest at the rate of %ﬂ%%&&sm
annum until paid. Proper adjustment shall be made monthly between advances and actusl cost, to the end

that each party shall hear and pay its proportionate share of actual cosis incurred, and no more.

—3
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9. OPERATOR'S LIEN

Operator is given a first and preferred lien on the interest of each party covered by this contract, and
in each party's interest in oil and gas produced and the proceeds thereof, and upon each party's interest in ma-
terial and equipm'ent. 10 secure the payment of all sums due from each such party to Operator.

In the event any parly fails t6 pay any amount owing by it to Operator as its share of such costs and
expense or such advance estimate within the time limited for payment thereof, Operator, without prejudice to
other exisling remedies, is authorized, at its election, to collect from the purchaser or purchasers of oll or gos,
the proceeds accruing to the working interest or interests in the Unit Area of the delinguent party up to the
amount owing by such party, and each purchaser of oil or gas is authorized to rely upon Operator's statement
as to the amount owing by such party.

In the event of the neglect or failure of any non-operating party to promptly pay its proportionate partl

~ of the cost and expense of development and operation when due, the other non-operating parties and Operator,
within thirty (30) days after the rendilion of statements therefor by Oper&tor, shall proportionately contribute
to the payment of such delinquent indebledness and the non-operating parties so contributing shall be entiticd
to the same lien rights as are granted to Operator in this section. Upon the payment by such delinquent or
defaulting party to Operator of any ambunt or amounts on such delinquent indebtedness, or upon any recovery
on behalf of the non-operating parties under the lien conferred above, the amount or amounts so paid 61- re-
covered shall be distributed and paid by Operator to the other non-operating parties and Operator propor-
tionately in accordance with the contributions theretofore made by them.

10, TERM OF AGREEMENT
This agreement shall remain in full force and effect for as Jong as any of the oil and gas ldases subjected
to this agreement remain or are continued in force as to any part of the Unit Area, whether by production, ex-
tension, renewal or otherwise; provided, however, that in the event the first well drilled hereunder results in
a dry hole and no other well is producing oil or gas in paying quantities from the Unit Ares, then at the end
of ninety (90) days after abandonment of the first test well, this agreement shall terminate unless one or
more of the parties are then engaged in drilling a well or wells pursuant tb Section 12 hereof, or all parties
have agreed to drill an additional well or wells under this agreemént. in which event this agreement shall eon-
tinue in force until such well or wells shall have been drilled and completed. If production results there- )
from this agrecment shall continue in force thereafter as if said first test well had been productive in paying
quantities, but if production in paying quantities does not result therefrom’ this agreement shall terminate
at the end of ninety (80) days after abandonment of such well or wells. It is agreed, however, that the term-
ination of this agreement shall not relieve any party hereto from any liability which has accrued or attached
prior to the date of such termination, )
: 11, LIMITATION ON EXPENDITURES
(/ ‘Without the consent of all parties: (2) No well shall be drilled on the Unit Area except any well ex-
pressly provided for in this agreement and except any well drilled pursuant to the provisions of Section 12 .
of this agreement, it being understood thal the consent to the drilling of a well shall include consent to all
necessary expendilures in the drilling, testing, completing, and equipping of the well, including necessary
tankage; (b) No well shall be 'reworked, plugged back or deepened except a well reworked, plugged back or
decpened pursuant to the provisions of Section 12 of this agreement, it being understood that the consent to
"the reworking, plugging back or deepening of a well shall include consent to all necessary expenditures in
conducting such opeérations and completing and equipping of said well to produce, including necessary tank-

age; (¢) Operator shall not undertake any single project reasonably estimated to require an expenditure in
excess of_Five Thousand & No/100-~--- dneemmemme e —rem————— A mm e Dollars ($.2,000,00-~--4

except in connection with a well the drilling, reworking, decpening, or plugging back of which has been pre-
viously authorized by or pursuant to this agreement; provided, however, that in case of explosion, fire, flood,
or other sudden emergency, whether of the same or different natvre, Operator may 1ake such steps and incur
such expenses as in its opinion are required to deal with the emergency and to safeguard life and property,

but Operator shall, as promptly as possible, report the emergency to the other pal;ties. Opecrator shall, upon

request, furnish coples of its *Authority for Expenditures” fear any ringle projoet ecosting
CCSS Of $M009°0.

in ¢x-
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12. OPERATIONS BY LESS THIAN ALL PARTIES

I¢ all the parties cannot mutha]ly agree upon the drilling of any well on the Unit Area other than the
test well provided for in Seclion 7, or upon the reworking,‘decpening or plugging back of a dry hole drilled
‘at the joint expense of all parties or a well jointly awned by all the parties and not then producing in paying
guantities on the Unit Area, any party or parties wishing to drill, rework, dcepen or plug back such a well
may give the other partics written notice of the proposed operation, specifying the work to be performed,
the location, proposed depth, objective formation and the estimated cost of the operation. The parties receiv-
ing such a notice shall have thirly (30) days (except as to reworking, plugging back or drilling deeper, where

a drilling rig is on location, the period shall be limited to forty-eight (48) hours exclusive of Saturday or Sun-
or le&al hoflidays . v . o » . :

day) falter réteipt of the Tolice within which to notify the partics wishing to do the work whether they elect

to participate in the cost.of !he proposed operation. Failure of a party receiving such a notice to so reply to

it within the period above fixed shall constitute an election by that party not to participate.in the cost of the

I '\_‘—v——-—"‘_‘_‘—"'— T
proposed opeération,

If any party receiving such a notice elects not to participate in the proposed operation (such party or
parties being hereafter referred to as "Non-Consenting Party”), then in order to be entitled to the B‘e_nctits
o! this section, the party or.parties giving the notice and such other parties as shall elect to participate in the
operation (all such parties being hereafter referred to as the “Consenting Parties”) shall, within thirty (30)
days after the expiration of the notice period of thirty (30) days (or as promptly as possible afier the expir-

ation of the 48-hour period where the drilling rig is on location, as the case may be) actually commence work
on the proposed operation and compicte it with due diligence,

r
’

\} The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the
proportions that their respective interests as shown in Exhibit “A"” bear to the total interests of all Consenting
Parties. Consenting Parties shall keep the leasehold estates involved in such operations free and clear of all
liens and encumbrances of every kind created by or arising from the operations of the Consenting Parties. If
such an operalion results in a dry hole, the Consenting Parties shall plug and abandon the well at their sole
cost, risk and expense. If any well drilled, reworked, decpened oy plugged back under the provisions of this
section results in a producer of oil and/or gas in paying quantitics, the Consenting Parties shall complete and
equip the well to produce at their sole cost and risk, and the well shall then be turned over to Operator and
shall be operated by it at the expense and for the account of the Consenting Parties. Upon commencement of

_ operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this section, each Non-Consenting Party shall be deemed to have relin-

‘duished to Consenting Parties, and the Consenting Parties shall own and be entitled to receive, in proportion
“to théir respective interests, all of such Non-Consenting Party’s interest in the well, its leasehold operating
rights, and share of production therefrom until the proceeds or market value thereof (after deducting pro-

“duction taxes, royalty, overriding royalty and other interests payable out of or measured by the production
acon tares.

N from such well accruing with respect 1o such interest until it reverts) shall equal the total of the following:

(A) 1009 of each such Non-Consenting Parly's share of the cost of any newly acquired surface equipment
beyond the wellhead connections (including, but not lJimited to, stock tanks, separators, treateys,
pumping equipment and piping), plus 100% of each such Non-Consenting Party’s share of the cost of
operation of the well commencing with first production and continuing until cach such Non-Consenting
Party’s relinguished interest shall revert to it undcr other provisions of this section, it being agrecd that

. cach Non-Consenting Parly’s share of such costs and equipment will be that interest which would have

. 11 . .
been chargeable to each Non-Consenting Parly had/ﬁ: paﬁ?cl;[gzz\%g in the well from the beginning of
the operation; and

(B) 200¢% of that portion of the costs and expenses of drilling, reworking, deepening or plugging back,
testing and completing, after deducting any cash contributions rpccivcd under Section 24, and 20096
of that portion of the cost of newly acquired equipment in the well (1o and including the wellhead

ties
comnections), which would have been chargeable to such Non-Consenting Tarty it/:&llz‘acf"'i':grl-dipatod
thereln,

--5——
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In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall
be permitled 1o use, free of cost, all casing, tubing and other equipment in the well, but the ownership of all
such cquipment shall remain unchanged; and upon abandonment of a well after such reworking, plugging
"back or deeper dﬁlling, the Consenting Parties shall account for all such equipment to the owners thereof,
with cach party receiving ils proportionate part in kind or in value.

Withi'n sixty (60) days after the completion of any operation under this section, the parly conducting
the oporations for the Consenting Parties shall furnish each Non-Consenling Party with an inventory of
the eqmpment in and connected to the well, and an jtemized statement of the cost of drilling, decpening,
pluggmg back, testing, completing, and equipping the well for production; or, at its optmn, the opcerating
party, in lieu of an itcmized siatement of such costs of operalion, may submit a detailed statement of monthly

_ billings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided
above, the Consenting Parties shall furnish the Non-Consenting Parties with an itemized statement of all
costs and liabilities incurred in the operation of ihe well, together with a statement of the quantity of oil
and gas produced from it and the amount of proceeds realized from the sale of the well's working interest
production during the preceding month. Any amount rcalized from the sale or other disposition of equip-
ment newly acquircd in conngction with any such operation which would have been owned by a Non-Con-
senting Party had/gx par ncrxpated therein shall be credited against the total unreturned costs of the work done
and of the equipment purchased, in determining when the intorest of such Non-Consenting Party shall revert

to it as above provided; if there is a credit balance it shall be paid to such Non-Censenting Party.

If ahd when the Consenting Parties recover from a Non-Consenting Party's relinquished interest the
amounts provided for above, the relinquished interests of such Non-Consenting Party shall automatically
revert to it and from and after such reversion such Non-Consenting Party shall own the same interest in such
well, the operating rights and working interest therein, the material and equipment in or pertaining thereto,
and the production therefrom as such Non-Consenting Yarty would have owned had it participated in the
drilling, reworking, deepening or plugging back of said well. Thercafter, such Non-Consgenting Party shall be
charged with and shall pay its proportionate part of the further costs of the operation of said well in accord-
ance with the terms of this agreement and the accounting procedure schedule, Exhibit “C"”, attached herelo.

Notwithstanding the provisions of this Section 12, it is agreed that without the mutual consent of all
parties, no wells shall be completed in or produced from a source of supply from which a well located clse-

where on ihe Unit Area is producing, unless such well conforms to the then-exisiing well spacing pattern
for such source of supply.

~;~ The provisions of this section shall have no application whatsoever {0 the drilling of the initial test
Wcll on the Unit Area, bul shall apply to the reworking, deepening, or pluggmg back of the initial test well
after it has been drilled to the depth specified in Section 7, if it is, or thereafter shall prove to be, a dry
hole or non-commereial well, and to all other wells drilled, reworked, deepened, or plugged back, or pro-

posed to be drilled, reworked, decpened, or plugged back, upon the Unit Areca subsequent to the drilling of
the initial test well.

13. RIGHT TO TAKE PRODUCTION IN KIND
have the right to

Each party shall ftake in kind or separately dispose of its proportionate share of all oil and gas pro-
duced from the Unit Area, exclusive of production which may be used in development and produeing oper-

-

ations and in preparing and treating oil for marketing purposes and production unavoidably lost. Each party
shall pay or deliver, or cause to be paid or delivered, all royalties, overriding royalties, or other payments
duc on 1ts share of such production, and shall hold the other parties free from any liability therefor. Any
exira expenditure incurred in the taking in kind or separate disposition by any party of its proporhonate

share of the production shall be borne by such party. No communitization of any lease shall
affect the rights of any party to take or dispose of its share of production.
Each party shall exccute all division orders and contr:\cts of sale pertaining to its interest in produc-

tion from the Unit Area, and shall be entitled to receive p:}yment dircet fram the purchaser or purchasers
thereot for its share of all production,
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In the event any party shall fail to make the arrangements necessary to tauke in kind or scparately
dispose of its proportionate share of the oil a"nd gas produced from the Unit Area, Operator shall have the
right, subject o revocation at will by the party owning it, but not the obligation, to purchase such oil and
gas or sell it to others for the time being, at nol less than the market price prevailing in the area, which
shall in no event be less than the price which Operator receives for its portion of the oil and gas produced
from the Unit Arca. Any such purchase or sale by Operator shall be subject always 1o the right of the

owsner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of

all oil and gas not previously delivered to a purchaser. Notwithstanding the foregoing, Operator shall not

make a sale into interstate commeree of any other party’s share of gas production without first giving such
other party sixty (60) days notice of such intended sale.

14. ACCESS TO UNIT AREA

Each party shall have access {0 the Unit Area at all reasonable times, at its sole risk, to inspect or
observe operations, and shall have access at reasonable times to information pertaining to the development
or operation thervcof, including Operaloi"s books and records relating thercto. Operator shall, upon request,
furnish each of the other parties with copies of all drilling reports, well logs, tank tables, daily gaugb and
run tickets and reports of stock on hand at the first of each month, and shall make available samples of any
cores or cuttings taken from any well drilled on the Unit Area,

15. DRILLING CONTRACTS !

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

16. ABANDONMENT OF WELLS

No wel), other than any well which has been drilled or reworked pursuant to Section 12 hereof for
which the Consenting Parties have not been fully reimbursed as therein provided, which has been com-
pleied as a producer shall be plugged and absndoned without the consent of all parties; provided, however,
if all parties do not agree to the abandonment of any well, those wishing to continue its operation shall tender
to each of the other parties jts proportionate share of the value of the well's salvable material and equip-
ment, determined in actordance with the provisions of Exhibit “C"”, less the estimated cost of salvaging and
the estimated cost of plugging and abandoning. Each abandoning party shall then assign to the non-
abandoning pariics, without warranty, express or implied, as to tille or as to quantity, gquality, or fitness for use
of the cquipment and material, all of ils interest in the well and ils equipment, together wilh its interest in
the leacehold estaic as to, but only as to, the interval or intervals of the formation or formations then open
to production. The assignments so limited shall encompass the “drilling unil” upon whi¢h the well is located,
The payments by, and the assignments to, the assignees shall be in a ratio based upon the relationship of
their respective percentages of participation in the Unit Area to the aggregate of the percentages of partici-

pation in the Unit Area of all assignees. There shall be no readjustment of interest in the remaining porlion
of the Unit Area,

After the assignment, the assignors shall have no further responsibility, liability, or inlerest in the
operation of or production from the well in the interval or intervals then open. Upon request of the assignees,
Operator shall continue {o operate the assigned well for the account of the non-abandoning parties at the

rates and charges contemplated by this agreement, plus any additienal cost and charges which may arise as
the result of the separale ownership of the assigned well,

—_—
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i 17, DEL{&Y RENTALS AND SHUT-IN WELL PAYMENTS
Delay rentals and shut-in well paymel:\ls which may be required under the terms of any lease shall be
paid by the party who has subjected such lease to this agreement, at its own expense. Proof ol cach payment
'sl‘\ﬁll be given to QOperator at least ten (10) days prior to the rental or shut-in well payment date. Operator
shall furnish similar proof to all other parties concerning payments it makes in connection with its leases. Any
party may request and shall be en{med to recirtve proper evidence of all such payments. If, through mistake
or oversight, any delay rental/or shut-in well payment is not paid ot is erroneously paid, and as a result a lease
or interest thercin terminates, there shall be no monetary liability against the party who fatled to make such
payment. Unless the party who failed to pay a rental or shut-in well payment secures a new lease covering the
same interest within ninety (90) days from the discovery of the failure to make proper payment, the interests
of the partiés shall be revised on an acreage basis effective as of the date of termination of the lease involved,
and the party who failed to make proper payment will no longer be ¢redited with an interest in the Unit Area
on account of the ownership of the lease which has terminated. In the event the party who failed to pay the
rental or the shut-in well payment shall not have.been fully reimbursed, at the time of the loss, from the pro-
ceeds pf the sale of oil and gas aitributab!e to the lost interest, calculated on an acreage basis, for the develop~
ment and operating costs theretofore paid on account of such interest, it shall be reimbursed for unrecovered
actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilled or wells
pre'v'iou_sly- abandoned) from so much of the following as is necessary to effect reimbursement:
(1) proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost interest, on
an acreage basis, up to the amount of unrecovered costs;

(2) proceeds, less operating expenses thereafter incurred attributable to the lost interest gn an acreage
basis, of that portion of oil and gas thereafter produced and markeled (excluding productxon from any
wells thereafter drilled) which would, in the absence of such lease termination, be attributable to the
lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of said i)ortion of
the oil and gas to be contributed by the other parties in proportion to their respective interests; and

{3) any moneys, up to the amount of unrecovered costs, that may be paid by any p;\rty who is, or becomes,

the owner of the interest lost, for the privilege of participating in the Unit Area or becoming a party to
“this contract.

SELECTION OF NEW OPERATOR
18, PREFERRNILAIX RICRDEDOBIREHASE

smtnamm*p‘amy_&nes:ratm{xe{!x.‘mmox}mxmaxtmxmm«emxtsmﬂﬁtmsts’.xmnmxnxmscxtgh.\‘smmmnx
XX AT N RGO A R XS T AT B O H T3 X IS R R RIU G DRI THER MR LI BAR WA AN N OX A AN K
R K H A BORR s a6 X R TH I AU X X AN A HAO BB R XU TS DRSO L DR HAB XX Kb onoit
mmamﬁnmawﬁawmxmqmrmagexxmaciimmamm{xmﬁtmmmmtuunsmnmemrmxxmxmmmm
KR R R S KTy, OB B KX S X XA B X LR IRO A DL ARMBOUUN X XX U BDMGASR KRR IR K XK SR
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KRS K DU F et s i CE ot o DR XS O R S L SR XA A XD R RS X EHE I RIEIK 0t
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AN B AT S EX S EETATE YOS K B BT KB ENEP  SOF R XA K MO0 AL ROSUNT XA H P BHRCHINE X HIVDL
Aot shigsiids '

Should a sale be made by Operator of its rights and interests, the other parties shall have the right
within sixty (60) days after the dste of such sale, by majority vote in interesi, to select a new Operator, If
a new Operator is not so selected, the transferee of the present Operator shall assume the duties of and act as
Operator. In either case, the retiring Operator shall continue to serve as Operator, and discharge its duties
in that capacity under this agreement, until its successor Operator is selected and begins to function, but the
present Operator shall not be obligated to continue the performance of its duties for more than 120 days aiter
the sale of its rights and interests has been completed. '

‘Individual Loss"
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19, MAINTENANCE OF UNIT OWNERSHIP

For the purpose of maintaining uniformily of ownership in the oil and gas leasehold interests covered by
.this coniract, and notwithstanding any other provisions to the contrary, no party shall sell, encumber, iransfer
of nake other disposition of its interest in the leases embraced within the Unit Area and in wells, equipmont
and production unless such disposition covers either:

(1) the entire interest of the party in all leases and equipment and production; or
(2) an equal undivided interest in all leases and equipment and production in the Unit Area.

Every such sale, encumbrance, transfer or other disposition made by any party shall be made expressly
subject to this agreement, and shall be made without prejudice to the rights of the other parties,

If at any time the interest of any party is divided among and owned by four or more co~owners, Opera-
tor may, at its discretion, requii-e such co~-owners to appoint a single trustee or ggent with full authority te re-
ceive notices, approve expenditures, receive billings for and approve and pay such pariy’s sharve of the joint
expenses, and to deal generally with, and with power to bind, the co-owners of such party's interests within
the scope of the operations embraced in this contract; however, all such co-owners shall enter into and execute
all contracts or agreements for the disposition of their respective shares of the oil and gas ploduced from the
Umt Area and they shall have the right to receive, separately, payment of the sale procecds thexeof

20. RESIGNATION OF OPERATOR

Operator may resign from Jts duties and obligations as Operator at any time upon written notice of not

less than ninety (90) days given to all other parties. In this case, all parties to this contract shall seleet by

majority vote in interest, not in numbers, a new Operator who shall assume the responsibilities and duties, and

have the rights, preseribed for Operator by this agreement. The retiring Operator shall dgliver to its successor

all records and information necessary 1o the discharge by the new Operator of its duties and obligations.

21. LIABILITY OF PARTIES

The liability of the parties shall be several, not joint or collective. Each party shall be responsible
only for its obligations, and shall be liable only for its proportionate share of the costs of developing and
operaling the Unit Area. Accordingly, the lien granied by each party to Operator in Section 9 is given to se-
cure only {he debis of cach severally. It is not the intention of the parties to create, nor shall this agreement

be construed as creating, a mining or other partnership or association, or to render them liable as partners.

22. RENEWAL OR EXTENSION OF LEASES

If any party secures a renewal of any oil and gas lease subject to this contract, each and all of the other

partics shall be notified promptly, and shall have the right to participate in the ownership of the renewal lease
nsofar as it covers lands in the Unit Area
y paymg to the party who acquired it their several proper proportionate shares of the acquisition cost, which

shall be in proportion to the interests held at that time by the parties in the Unit Area.

If some, but less than all, of the parties elect to participate in the purchase of a renewal lease, it shall
be owned by the parties who elect 1o participate therein, in a ratio based upon the relationship of their respec-

tive percentage of participation in the unit area to the aggregate of the perecentages of participation in the unit
area of all parties participating in the purchase of such renewa!l lease,

all the parties elect to participate shall not be subject to this agreement.

Any renewal lease in which less than

Each party who participates in the purchase of a renewal lease shall be given an assignment of its pro-
portionale interest therein by the acquiring party.

The provisions of this section shall apply to renewal leases whether they are for the entire interest

covered by the expiring lease or cover only a portion of its area or an interest thercin. Any renewal lease

taken before the expiration of its predecessor Jease, or taken or contracted for within six (6) months after
the expiration of the existing lease shall be subject to this provision; but any Ilcase taken or contracled for

mare than six (6) months after the expiration of an existing lease shall not be deemed a rencwal lease and
shall not be subject to the provisions of this section.

The provisions in this section shall apply alse and m like manner to extensions of oil and gas leases.
—5
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23. SURRENDER OF LEASES

The leascs covered by this agrcement, in so far as they embrace acreage In the Unit Aren, shall not be
surrendered in whole or in part unless all parlies consent.

However, should any parly desire to surrender jts interest in any ipase or in any portion thereof, and

other parties not agree or consent, the party desiring to surrender shall assign, withoul express or implied
warranty of title, all of its interest in such leasec, or pgﬁ?o%f?ﬁeraegtjatn %‘r’@r‘fve ?%‘ﬁ exiigl talr.l\ ]é’é‘v}ifm@;\ 4
which may be located thereon and any rights in production thereafter secured, to the parties not desiring to
surrender it. Upon such.assignment, the assigning party shall be rclieved from all obligations thercafter ac-
cruing, but not theretofore accrued, with respect to the acreage asgighed and the operation of any well there-
on, and the assigning party shal) have no further interest in the leaze assigned and its equipment and production,
"The parties assignce shall pay to the party assignor the reasonable salvage value of the latter's interest in any
wells and equipment on the assigned acreage, determined in accordance with the provisions of Exhibit “C”,
less the estimated cost of salvaging and the estimated cost of plugging and abandoning, Jf the assignment is in
favor of more than one party, the assigned interest shall be shared by the parties assignee in the proportions
that the interest of each bears to the interest of all parties assignee.

- Any assignment or surrender made under this provision shall not reduce or change the assignors’ or sur-
/ Tendering parties’ interest, as it was immediately before the assignment, in the balance of the Unit Area; and

/  the acreage assigned or surrendered, and subsequent operations thereon, shall not thereafter be subject to the
terms and provisions of this agreement.

-

24. ACREAGE OR CASI CONTRIBUTIONS

If any party receives while this agreement is in force a contribution of cash toward the drilling of 2
well or any other operation on the Unit Area, such contribution shall be paid to the party who conducted the
drilling or other operation and shall be applied by it against the cost of such drilling or olher operation. 1If
the contribution be in the form of acreage, the party to whom the contribution is made shall promptly exccute

s t without warranty. of title, to all parties to this yinaring dn Ehe
an assignment of the acreage, without warranty of title, to al paéues 0 é is agreemen é‘f‘oﬁmc‘% w@{%ﬁﬁm

costs of the well on which the contribution is predicated in propor
sterestsoin: iker P ik Araatngtabtiexand suuomraigexd i brctitng RR BES DO ARG B NIDATRRE Kb goteered
respective Iinterests at that time, .

byxalktieoprndsiomsiofxthisceentenet. Each party shall promptly notify all other parties of all acreage or

money contributions it may obtain in support of any well or any other operation on the Unit Area.
Contributions in connection with initial test well are governed by Section 30.

25. PROVISION CONCERNING TAXATION
fully and finally :
Each of the pariies heretofelects, under the authority of Section 761(a) of the Internal Revenue Code of

1854, to be excluded from the application qlf ali of ihe provisipng of Subchapter K of Chapter 1 of Subtitle A of
and all similar provisions.

the Internal Revenue Code of 1854/ If the income tax laws of the state or states in which the property covered

hereby is located contain, or may hereafter contain, provisions similar to those contained in the Subchapter of

the Interhal Revenue Code of 1954 above referred to under which a similar election 15 permitted, each of the

parties agrees that such clection shall be exercised. XagbiypmrtyauthmizesagdidituubstiizDputor i eRus

suchanselretinnuurceleetions omdts il xandt torfila st REXElcrtl ey Xw3LhX XK X FoNeten X S Lot Ros

Reengyx If requested by the Operalor so to do, each party agrees to execute and join in such an election.

Operator shall render for ad valorem taxation all property subject io this agreement which by law
should be returned for such taxes, and it shall pay all such taxes assessed thereon before they become delin-

quent, Operator shall bill all olher parties for their proportionate share of all tax paymenis in the meanner
provided in Exhibit “C",

If any tax ascessment is considered unreasonable by Operator, it may at its discretion protest such valua-
tion within the time and manner prescribed@ by law, and prosecute the protest to a final determination, unless
all parties agrec (o abandon the protest prior to final determination, When any such protested valuation shall
have been finally determined, Operator shall pay the asscssment for the joint account, together with interest and
penalty acerued, and the 1otal cost shall then be assessed against the parties, and be'paid by ihem, as provided
in Exhibit “C", |

10
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26, INSURANCE

At all times while operations are conducted hereunder, Operator shall comply with the Workmen's
Compensaiion Law of the State where the operations are being conducted, Operator shall also carry or pro-
’yide’ insurance for the benefit of the joint account of the parties as may be outlined in Exhibit “D* attiached
to and made a part hereof. Operator shall require all contractors engaged in work on or for the Unit Area
ta comply with the Workmen’s Compensation Law of the Stale where the operations are being conducted and
1o maintain such other insurance as Operator may require.

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

surance for operator’s fully owned automotive equipment.
! .

,)’ 27. CLAIMS AND LAWSUITS

If any party to this contract is sued on an alleged cause of action értsing out of operations on the Unit
Area, or on an alleged cause of action involving title to any lease or oil and gas interest subjecied 10 this con-
traet, it shall give prompt written notice of the suit to the Operator and all other parties.

The defense of lawsuits shall be under the goneral direction of a committee of lawyers representing the
parties, with Operator’s attorney as Chairman. Suits may be gettled during litigation only with the ioini con-
sent of all parties, No charge shall be made for services performed by the staff atiorneys for any of the
parties, but otherwise all expenses incurred in the defense of suits, together with the amount paid to discharge

- any final judgment, shall be considered costs of operation and shall be charged to and paid by all parties in
proportion to their then interests in the Unit Area. Atiorneys, other than staff attorneys for the parties, shall
be employed in lawsuits involving Unit Area operations only with the consent of all parties; if ;utsidewounsel
is employed, their fees and expenses shall be considered Unit Area expense and shall be paid by Operator and
chargred to all of the parties in proportion to their then interésts in the Unit Area. The provisions of this

_paragraph shall not be applied in any instance where the loss which may result from the suijt is treated as an
"individual loss rather than a joint loss under prior provisions of this agreement, and all such suits shall be
handled by and be the sole responsibility of the parly or parties concerned.

Damage claims caused by and arising out of operations on the Unit Area, tonducted for the joint ac-
count of all parties, shall be handled by Operator and its attorneys, the seitlement of claims of this kind shall
be within the discretion of Operator so long as the amount pa:d 1n settiement ot any one claim does not exceed
one thousand ($1000.00) dollars and, if settled, the sums paid in scitlement shall be charged as expense to
and be paid by all parties in proportion to their then interests in the Unit Area.

28.. FORCE MAYEURE

If any party is rendered unable, wholly or in part, by force majeure to carry out its obligations under
this agreement, other than the obligation to make money payments, that party shall give to all other parties
prompt written notice of the force majeure with reasonably full particulars concerning it; thereupon, the
obligations of the party giving the notice, so far as they are affecled by the force majeure, shall be suspended
during, but no longer than, the continuance of the force majeure. The affected party shall use all possible
diligence to remove the force majeure as quickly as possible.

The requirement that any force majeure shall be remedied with all reasonable dispatch shall not require
the sstllement of strikes, lockouts, or other labor difficulty by the party invalved, contrary to ils wishes; how
all such difficulties shall be handled shall be entirely within the qiscretion of the party concerned.

The term “force majeure” as here employed shall mean an act of God, strike, lockout, or other industrial
disturbance, act of the public encmy, war, blockade, publie riot, lightning, fire, storm, flood, explosion, gov-
exrnmental restraint, unavailability of equipment, and any other cause, whether of the kind specifically enum-
erated above or otherwise, which is not reasonably within the control of the p'arly claifning suspension,

29. NOTICES

Al notices authorized or required betwecn the parties, and required by any of the provisions of this
agreement, shall, unless otherwise specifically provided, be given in writing by United States mail or Western
Union Telegram, postage or charges prepaid, and addressed to the party to whom the notice is given al the

—T11—
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addresses Jisted on Exhibit “A”. The originating notice to be given under any provision hereof shall be deemed
given only when received by the party to whoin such notice is directed and the time for such parly to give any
notice in response thereto shall run from the date the ociginating notice is received. The second or any re-
spensivc notice shall be deemed given when deposited in the United States mail or with the Western Union
Télegraph Company, with postage or charges prepaid. Each party shall have the right to change its address
at any time, and {rom time to time, by giving written notice thercof to all other parties,

$0. OTIIER CONDITIONS, II* ANY, ARE:

Any party hereto, upon request, shall, as soon as practicable, submit to Unit
Operator copies of its respective leases ecmbracing lands committed to the Unit
Area, together with all rental receipts and copies of any and all title opinions
covering said lands, and shall loan to Unit Operator for examination all
abstracts which' it may have covering said lands. Unit Operatox shall procure
all supplemental abstracts and other title papers which may be necessary or
required to examine title to any drillsite tract committed to the Unit Area, All
expénses incurred in examining title in connection with the initial test well
shall be charged as an expense to the parties participating in the drilling of
same in proportion to their respective interests as shown in Column 8 of Exhibit
"B" gttached hereto. Title expense in connection with subsequent wells drilled
hereunder shall be chaxged to the participants in their respective proportions
as showm in Column 6 of Exhibit "B" attached hereto.

B. PARTICIPATION AND COST OF THE INITIAL VELL

Union 0il Company of California ("Union"), J. M. Huber Coxporation ("Huber'"),
Pierce & Davis, David J. Sorenson ("Sorenson'), and T. J. Sivley ("Sivley")

‘have agreed and do  hereby agree to bear and pay, as shown in Columm 8 of
Exhibit "B'" attached hereto, all costsand expenses (including title costs and
expenses) incurred and assume all risks which are attributable to the interests
of Stoltz & Company ("Stoltz"), Chambers & Kennedy, and Skelly 0il Company
("Skelly") in drilling, testing, plugging and abandoning (if a dry hole), and’
completing and equiping through the tanks or separator as applicable (1f a well
capable of producing oil or gas in paying quantities) the initial well required
in Seetion 7 hereof. If said well is drilled to the anticipated depth, as re-
quired in Section 7 hereof, and the same is completed as a well capable of
producing oil and/ox gas in paying quantities, Stoltz, Chaunbers & Kennedy, and
Skelly have agreed and do hereby agree to contribute an undivided one half (1/2)
interest in and to their respective leasehold interests committed to this Unit
Agreement as shown on Exhibit "A" attached hereto, said contyibutions being ‘
made in proportions as shown in Column 3 of Exhibit "B" attached hereto to Union,
Huber, Pierce & Davis, Sorenson, and Sivley in proportions as shown in Columm 4
of Exhibit "B'" attached hereto.

c. 1f the initial test well is completed as a dry hole, all casing-and other material
which may be salvaged therefrom shall be owned by the parties in accordance with
the participation percentage reflected in Column 8 of Exhibit 'B" attached hereto.

D. ASSIGWMENT OF LEASENOLD INTERESTS

In the event the initial test well is completed as a well capable of producing
in paying quantities, Stoltz, Chambers & Kennedy, and Skelly shall promptly
execute and deliver unto Union, Huber, Pierce & Davis, Sorenson, and Sivley such
instruments, in recordable form, as may be necessary to transfer unto and estab-
1ish zecord title in Union, Huber, Piexce & DavisE, Sorenson, and Sivley an un-
divided one half (1/2) interest in and to their respective leases and leasehold
estates described in Exhibit "A" attached hereto, and to the operating rights in
and under such leases. Such interest shall be transfexxed without warzanty of
title either express or implied, and shall be subject to their proportionate
burden of any and all overriding royalty interest or other lease burdens payable
out of production from such leases created prior to the effective date hereof,

and sueh interest shall furthexr be subject to all terms and conditions of this
agreecnent. .
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PARTICIPATION IN 2ME INITIAL WELL AND PRODUCTION THEREFROM

1)

2)

3)

Stoltz, Chambers & Kennedy, and Skelly shall each be entitled to an interest
in the nature of an overriding royalty of 1/16 of 8/8 of all production from
the initial well reduced in .the proportion that each party's surface acreage
bears to the total gross surface acreage covered hewxeby.

In the event the initial test well is completed as a well capable of producing
in paying quantities, all oil, gas and other liquids or gaseous hydrocarbons
produced, saved, and marketed thexefrom, and all casing, tubing, wellhead
connections, tanks and other equipment installed in conmection therewith and
necessary to place same on production, shall be owned by the parties partici-
pating in the cost of the drilling of such well in accordance with the parti-
cipation percentages reflected in Column 8 of Exhibit "B hereto until payout

of such well (hereinafter referred to as '‘payout period'). Such "payout pexiod"
terminates effective on the first day of the month next following the month
during which Union, Huber, Pierxce & Davis, Sorenson, and Sivley shall have _
recouped all reasonable and actual expenses incurred by its drilling, completing,
equipping and operating (including workovers, 1f any) said test well from the '
proceeds or market value of that share of production from such well credited to
it in Column 8 of Exhibit "B" attached hereto, after deducting production taxes,
voyalty, overriding royalty and other interest payable out of or measured by
such share of production from initial well, including Stoltz, Chambers & Kennedy,
and Skelly overriding royalty interests.

The cost of drilling, testing, completing and equipping the initial well, if
productive, and its operating costs for recovery of cost for payout purposes
shall be determined in accordance with the Accounting Procedure - Exhibit "CY -
attached hereto. Union, as Operator, shall furnish all parties on an ahnual
basis and at payout of recoverable costs cumulative statements of these costs

and also cumulative production of o0il and/or gas and the amounts received for
such production; and after payout shall likewise furnish all parties evidence

in the change of owmership of production and the well and equipment in connection
therewith., At such time as the payout period for the initial well terminates,
Stoltz, Chambers & Kennedy, and Skelly shall have a forty-five (45) day option to
convert their individual overriding royalty interest to a working interest in the

initial well, reduced in proportions that each party's net remaining surface
acreage, as shown in Column 5 of Exhibit “B" attached hereto, bears to the total
gross surface acreage covered hereby.

All costs, expenses and liabilities incurred in the operations of this Unit Agree-
ment on the Unit Area, other than operations in connection with the initial test

~well until payout period, shall be boxne and paid and all equipment and material

required in the operations on the Unit Area shall be owned by the parties hereto
in accordance with their respective participation percentages reflected in Columm
6 of Exhibit "B" attached hereto.

Operator shall promptly notify each other party of the following:
1) The date of the First oil xun from any well located on the Unit Area.

2) The date that gas from any well located on the Unit Area is first turned
onto stream. ’

3) The date on vwhich any gas well located on the Unit Area is shut-in and the
reason therefor; however, prior to chutting in such gas well, Operator shall
give ten (10) days notice and shall likewise give notice when a gas well is
again put on stream. '

Provided, however, that if Operator fails to make such notification there shall be

no liability on the part of the Operator for failure to make such notification,

WAIVER OF RIGHT OF PARTITION

All of the parties hereby waive, during the effective term of this agreecment with
respect to the oil and gas leases, interests in oil and gas estates subject to
this agreement  and pexsonal property located thereon, the benefit of any and 2ll
laws and statutes of the State of New Mexico relating to actions for partition of
real and personal property, and all do hexeby covenant during the existence of
this agreecment not to resort to any action at law or in equity to apportion the
aforcsaid real or parsonal property with respect hereto,

733177
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I. ‘Fair and Equal Ewployment - Union is an Equal Opportunity Employer. It is
agreed with each party as a condition of the Agreement as follows;

1) That in the performance-of this Agreement Operator shall not engage in
any conduct or practice which violates any applicable law, order, or
regulation prohibiting discrimination against any person by reason of
yis race, color, religion, national origin, sex, or age.

2) This contract or any subcontract in connection therewith is subject to

the Rules and Regulations approved by the Secretary of Labor under

Executive Oxder 11246, as amended; and a copy of the Equal Opportunity

and Nondiscrimination Provision of Section 202 of Executive Order 11246,

and a copy of the Certification of Non-Segregated Facilities are made a
part hereof and are set forth below:

Equal Employment Opportunity Provision

During the perfoxmance of this contract, each party hereto agrees and will
likewise require of contractors in counection herewith as follows:

a) That it will not discriminate against any employee or applicant for
employment because of race, religion, color, sex or national origin.
That it will tske affirmative action to ensure that applicants are -
employed, and that employees are treated during employment, without '
tegard to their race, religion, color, sex or national origin. Such
action shall include, but not be limited to the following: Employ-
ment, upgrading, demotion, or transfer, recruitment or recruitment .
advertising; layoff or termination; rates of pay or other forms of
compensation; and selection for training, including apprenticeship,
That it will agree to post in conspicuous places, available to
enployees and applicants for employment, notices to be provided by’

the contracting officer setting forth the provisions of this non-
discrimination clause.

b) That it will, in all solicitations or advertisements for employees
placed by or on behalf of said party, state that all qualified appli-
cants will receive consideration for employment without regard to
race, religion, color, sex or national origin,

e) ‘That it will send to each labor union or representative of workers
with which it has a collective bargaining agreemesnt or other contract
or understanding, a notice to be provided by the agency contracting
officer, advising the labor union or workers' representative of said
party's commitments under Section 202 of Executive Order 11246 of
September 24, 1965, and shall post copies of the notice jin conspicuous
places available to employees and applicants for employment.

d) That it will comply with all provisions of Executive Order 11246 of
September 24, 1965, a2nd of the rules, regulations, and relevant oxders
of the Secretary of Labor.

e). That it will furnish all information and reports required by Executive
Order 11246 of September 24, 1965, and by the rules, regulatious, and
orders of the Secrctary of Labor, or pursuant thereto, and will permit
access to its books, records, and accounts by the contracting agency
and the Secretary of Labor for purposes of investigation to ascertaln
compliance with such rules, regulations, and orders. ‘

f) In the event of noncempliance by any party hereto with the nondiscrim-
ination clauses of this contxact or with any of such rules, regulations,
or orders, this contyact may be canceled, terminated oxr suspended in
whole or in part, insofar as such noncomplying party is concerned, and
it may be declared imeligible for further Government contracts in
accordance with procedures autherized in Executive Order 11246 of Sep-
tember 24, 1965, and such othar sanctions may be imposed and remcdies
invoked as provided in Executive Oxder 11246 of September 24, 1965,

ot by rule, regulation, or ovder of the Secretary of Labor, or as
otherwise provided by law,

128~
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g) That it will include the provisions of paragraphs a) through g) in
every subcontract or purchase order unless exempted by rules, regu-
lations, or orders of the Secretary of Labor issued pursuant to
Secti on 204 of Executive Order 11246 of September 24, 1965, so that
such provisions will be binding upon each aubcontrac:or or vendor,
That it will take such action with respect to any subcontract or
purchase order as the contracting agency way direct as a wmeans of
enforcing such provisions including sanctions for noncompliance:
Provided, however, That in the event it should become involved in,
or threatened with, litigation with a subcontractor or vendor as
2 result of such direction by the contracting agency, it may
request the United States to enter into such litigation to protect
the interests of the United States.

* h) Each party hereto acknowledges that it méy be required to file

Standard Form 100 (EEO-1) promulgated jointly by the Office of
Federal Contract Compliance, the Equal Employment Opportunity )
Commission and Plans for Progress with Joint Reporting Committee,
Federal Depot, Jeffersonville, Indiana, within thirty (30) days
of the date of contract award if such report has not been filed
for the current year and otherwise comply with or file such other
compliance reports as may be required under Executive Order 11246,
as amended and Rules and Regulations adopted thereunder,

1) Each party hereto furthex acknowledges that it may be required to

- develop a written affirmative action compliance program as required
by the Rules and Regulations approved by the Secretary of Labor
under authority of Executive Order 11246 and supply operator and
all other parties with s copy of such program if operator or any
or all other parties so request.

CERTLFICATION OF NON-SEGREGATED FACILITIES

1) Operator assures each party that it does not and will not maintain or
provide for its employees any segregated facilities at any of its estab-
lishments, and that it does not and will not permit its employees to perform
their services at any location, under its control, where segregated facili-
ties are maintained, For this purpose, it is understood that the phrase
“"segregated facilities" includes facilities which are in fact segregated on

a basis of race, colox, religion, or national origin, because of habit, local
custom or otherwise. It ig further understood and agreced that maintaining or
providing segregated facilities for its employees or permitting its employees
to perform their services at any location under its control where segregated
facilities are maintained is a violation of the equal opportunity clause
required by Executive Order 11246 of September 24, 1965.

2) Operator further understands and agrees that a breach of the assurance
herein contained subjects it to the provisions of the Order at 41 CFR Chapter
60 of the Secretary of Labor dated May 21, 1968, and the provisions of the
equal opportunity clause enumerated in contracts between the United States of
Amarica and Operator: and further understands that whoever knowingly and wille
fully makes any false, fictitious or fraudulent representation may be liable
to criminal prosecution under 18 U,§,C, § 1001.

-12¢-
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This agreement may be signed in counterpart, and shall be binding upon the parties and upon their heirs,

successors, representatives and assigns,
M

"ATTEST:

. 2.

M. A. YOUNG/ ééistant Secretary,

ATTEST:

ATTEST.

AT

ATTEST:

08/18/72004 YEFNR 10-47

UNION OIL COMPANY OF CALIFORNIA

By Qﬂ%ﬁf@%@oﬂ/

ttorney- in-Fact

OPERATOR

J. M, HUBER CORPORATICUN

ne ;;jﬂ,

Xss™t FVico-Presideniy

STOLIZ & COMPANY

By

o 3 —

DAVID J. SORENSON

MARTIN YATES, III

NIELSON ENTERPRISES, INC.

By

PENNZOIL UNITED, INC.

By

STETCO 68 LIMITED

By

73317

ITTY /DY NN OFEAAT FhAadn



Sep-15-04 11:03am  From-MARBOB 15057462523 T-634 P.20/87 F-286

: . ' \/ . ' -
STATE OF TEXAS - X
X
COUNTY OF MIDLAND X

5

. o
The foregoing instrument was acknowledged before me this 2 ~_day of

. ,&gie//ﬂ/w ,19ég, by (j;///i’ ///9/55/1/

14
K4

‘Attorney-in-Fact for- UNION OIL COMPANY OF CALIFORNIA, a California corporatiom,

“on behalf of said corporationm.

MMW
Noci(ry Piblic iy and for Midland County, Texas.

STATE OF »é’yﬁ/éggﬁi ’Q 9]
counTY Of1tpril s % |
The foregoing instrument was acknowledged before me this Z'éz day of

i 1947 , by Thomas G. Baker

Asst, Vize-Premiles of 7. M. BUBPR CGRPORS PTON < .

a ' %)/L.' ().{ ALY corporation, on behalf of said corporatiom.
7

. ' Notary Public C TLYN POL
My Commission Expires:
My Commissiun eapacs January 8, 1969

STATE OF X
X
COUNTY OF X

The foregoing instrument was acknowledged before me this day of

s 19 s bY _ _ .

Notary Public
My Commission Expires:

STATE OF X
1
COUNTY OF X

The foregoing instrument was acknowledged before me this day of

— » 19 ., by
8l y Partners, on behalf of
, & partnership.
73317
My Cowmlssion Expircs: Hotaxy Public
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This agreenmient may be signed in couaterpart, and shall be binding upon the parties and upon their heirs,
successors, representatives and assigns.

UNION OLL COMPANY OF CALIFORNIA

RXBRESR:
By ﬂt%ﬂuxz&/ a4
(ttorney-in-Fact ne 74
N OPERATOR
J. M. HUBER CORPORATION
"ATTEST:

respen  Botreas

;:524;4quii/ _,25(<\=£Z;—zf;—>e~<_,‘

DAVID J. SORENSON

MARTIN YATES, III

ATTESY: o NIELSON ENTERPRISES, INC.

- By

ATTEST: v : PENNZOIL UNITED, INC,

By

. ATVLST: | STETCO 68 LIMITED

e

13—

78317
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STATE OF TEXAS X
X
COUNTY OF MIDLAND X

: yos
The foregoing imstrument was acknowledged before me this 7 day of
/\Qa, YIRS 4 by Jowr Hawsen

At:orq&y-xn-Fact for UNION OIL COMPANY OF CALIFORNIA, a California corporation,

on behalf of said corporation.

PANVEG ".‘-'.‘-1755
. CTiolen y Fuulis
Tt N Midlead Co, foexas
P et o

I Notixry Public im"and for Midland County, Texas,
My Coymission Expi '

X
"‘ - IAMJJ }f /?0

STATE OF '—\/4.’44‘4/ I)

_ COUNTY OF 223:,!{4,14 I

The foregoing instrument was acknowledged before me this fz,tz day of

edos 1948, by AMM;%, :
s f

of & ’ +

NS /5 ' corporation, on behalf of said corporation.

..'-"‘. ot E . é/é W Q%M-Q
o Notary Public

My Commission Expires:

STATE OF X
_ X
COUNTY OF X

The foregoing instrument was ackndwledged before me this day of

y 19 » by

Notary Public
My Conmmission Expires:

STLTE OF X
X
COTY OF X

The foregoing instrument was acknowledged before me this ‘day of

, 19 s by
and __» partuers, on behalf of
» 8 partnership.
3317
My Comamission Explvés: Hotary lublic
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This agreement may be signed in counterpart, and shall be binding upon the parties and upon their heirs,

successors, representatives and assigns.
3

UNION OIL COMPANY OF CALIFORNIA

By C%%ﬁé%@mwﬂ/

(Hetorney-in-Fact ne 747>

[

OPERATOR

J., M. HUBER CORPORATION
"ATTEST:

By )

9

STOLTZ & COMPANY
ATTEST:

By
v

DAVID J, SORENSON

Mm

MARTIN YATES, III

ATTEST: ' ' NIELSON ENTERFRISES, INC.

By

ATTEST: PENNZOIL UNITED, INC.

By

ATTEST: ' STETCO 68 LIMITED

By

—_13
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STATE OF TEXAS X )
X
COUNTY OF MIDLAND X o
The foregeing inscrun@nt was aclknowledged before me this 2 —_ day of

/ﬂ.&dz/m »«?/V .

196 &, by QL#” //A/}’SE/V

Attorpey-in-Fact for UNION OIL COMPANY OF CALIFORNIA, a Califoruia co:poration,'

on behalf of said corporation,

:.res :

MIAY:S "T‘“S
N !'1‘0:-:.. k' H hnﬁ-"a
Midind Co. Temas

Lores 2
Not ry P blic in“aud for Midland County, Texas.

5 /\ .
STATE OF 9
COUNTY OF %
- The foregoing {instrument was acknowledged before me this day of
, 19 » bY »
of - L

corporation, on behalf of said corporationm.

My Commission Expires:

STATE OF Aoy /fewico

' Notary Public

X
X

COUNTY OF _ Zpzpers X

The foregoing instrument was acknowledged before me this Z’—'! day of

,z::cgm éf/k [}

My Commission Expilres:

S el Y

19 45’, by :%w‘g s/, éog.e.u.s'od.

Notary Public

STATE OF X
¥
COUNTY OF X

The foregoing instrument was acknowledged before me this

day of

19 s by

and

» portners, on behalf of

Bt g A —

; & partnership.

Ky Cormission Expires:

73317

Hotary Public
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This agreement may be signed in counterpart, and shall be binding upon the parties and upon their heirs,
successors, representatives and assigns.

Jey

UNION OIL COMPANY OF CALIFORNIA

SEBURSR:
v Ottnppans an

(Yttorney-in-Fact ne 74
OPERATOR

J, M, HUBER CORPORATION

ATTEST: .

- ;

By : *
STOLTZ & COMPANY

ATTEST;

By_

DAVID J, SORENSON

MARTIN YATES, IXI ,
%{1 j/%x;(ﬂq
ATTEST: _ , NIELSON ENfg;;;;SES, INC,

R\

By
&

ATTESY: ‘ PENNZOIL UNITED, ING,

By
ATTEST: STETCO 68 LIMITED
By
—13 —

23317
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STATYE OF TEXAS 1
X
COUNTY OF MIDLAND X

; yré
The fo;egoing instrumenc was acknowledged before me this 2 ~ _day of
v

f’z//n v, 19 ég by (];///V AA’SE/V

Attorney-in-Fact for UNION OIL COMPANY OF CALIFORNIA, a California corporation,

on behalf of said corporation, PAAVIS $ONITD

. . Holr. -4 Maulfs
.I . ." L]

Mifiesd Co. feszas
ey 7l

Notf&y PQEifijﬁn’and for Midland County, Texas,

STATE OF

COUNTY OF

The foregoing instrument was acknowledged before me this day of

My, Coumission Expires: //,/’//4r
4 '/:197/

s 19 s by ’
of ' . : * —
a corporation, on behalf of said corporation,

Notary Public
My Commission Expires:

STATE OF Jie ... Fit. 2 ¥

X
COUNTY OF ““Iy vy 1

. The foregoing instrument was acknowledged before me this 22 Sgf day of

/,//%—rf . , 19 49, by @M%/&Z /4 .

-

- e

_g/

STATE OF X
X
COUNTY OF : X

The foregoing instrument was acknowledged before me this day of

» 19 , by
and -, partners, on behalf of
sy 8 pavtuevrship.
73317
My Coumilssion Expires: Notary DPublic
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This agreement may be signed in counterpart, and shall be binding upon the parlics and upon their heirs,
BUCCESSOTS, representatives and assigns.

»

UNION OIL GOMPANY OF CALIFORNIA

HEREER: :
By Qﬂ%“%ﬂw ,1 o

ttomey-in-!‘ac: ' ne 7
OPERATOR

J. M. HUBER CORPORATION

"ATTEST:
By .

@

STOLYIZ & COMPANY

ATTEST:
By
DAVID J, SORENSON
MARTIN YATES, III

ATTEST: _ NIELSON ENTERPRISES, INC.

: s '\ “ : ' . .
et it o (0O Maa,
Selcr@r:y . President

ATTEST: PENNZOIL UNITED, INC.
By

ATTEST: | SIETCO 68 LIMITED
By

733177
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STATE OF TEXAS _ §
COUNTY OF MIDLAND X

.

o
The foregoing instrument. was acknowledged before me this 2 ~ day of

.&JZ//WZV‘ 196 &, by L];A//V /‘/,4//55/1/

?
rd
.

Attorney- in~Fact for UNION OIL COMPANY OF CALIFORNIA, a California cOrp0tatlon,

on behalf of said corporation.  MAVES OIS

"""""" ,TRotes s ualis
W o : Midtezl Co. ezcap
i \;' ::,.— R bt b7ea”’

D Not: ry P blic ix and for Midland County, Texas.

STATE OF Wyoming 1

X
COUNTY OF _Park X

The foregoing instrument was acknowledged before me this __12th day of

December -, 19868 , by W. B. Macey ’
President of Nielson Enterprises Inc. ) LI
a Delaware corporation, on behalf of said corporation.
-~
"« oy / // / o

Nocary Publ:l.c
My Commission Expires:
May 16, 1970

STATE OF ¥
X
COUNTY OF X

The foregoing instrument was acknowledged before me this day of

y 19 » BY

Notary Public
My Commission Expires:

STATE OF X
X
COUNTY OF X

The foregoing instrument was acknowledged before me this day of

» 19 s DY
and B s parl::1e1-$. on bechalf of
, 4 partnership,
23317
My Commission Expires: fotary Public
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This agrecment may be signed in counterpart, and shall be binding upon the parties and upon their heirs,

sucecessors, representatives and assigns.

UNION OIL COMPANY OF CALIFORNIA

sy Oplatpnans .

tcorne.y- in-Fact ne 7

OPERATOR

J. M, HUBER CORPORATION

" ATTEST:
By ) ] .
: STOLTZ & COMPANY
ATTEST:
By
DAVID J., SORENSON
MARTIN YATES, III
ATTEST: NIELSON ENTERPRISES, INC.
. By
)
ATTEST: PENNZOIL UNITED, INC. [AERRS:

Assistant Secretary
ATTEST:

< Zirr Drlr

Assistant Secretary

By

Vice President

STETCO 68, Ltd., a limited partners]
By:

Vice Pres:.dent

~H33a7
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STATE OF TEXAS X
. X
COUNTY OF MIDLAND {

; ey
The foregolang instrument was acknowledged before me this . 2 ~_ day of
boternbes , 1588, by Jourw flansen

Attorney-in-Fact for UNION OIL COMPANY OF CALIFORNIA, a California corporatiom,

it

- on behalf of said corporation. RAANVES YIS

] : ol v et
R A ' Niifilaecl ol Tenag

T N Notf%y P&hﬁiﬁ/}n’and for Midland County, Texas,
. - My Copmission Expires:
W 196

P S D
coony ovpilhondd. X

My~Commission Expires:
g 2M245224’,462é%4

STATE OF X
X
COUNTY OF X

The foregoing instrument was acknowledged before me this day of

y 19_ » by

Notary Publie
My Commission Expires:

STATE OF X
, X
CUUNTY OF b {

The forcgoing instrument was acknowledged before me this day of

, 19 , by .-
and ’ partnets, on behalf of
» @ partncrship.
73317
My Cazrlzaion Expires: Notary Tublie
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T. J. SIVLEY
ATTEST: . , : PAN AMERICAN PETROLEUM CORPORATION
oy
ATTEST: ’ ' SKELLY OIL COMPANY
I
/
i ’ By
[i
ATTEST: TEXAS OIL & GAS CORPORATION
By .
ATTEST: . CHAMBERS & KENNEDY
By
<
. *
ATTEST: ~ PIERCE & DAVIS
By

NON-OPERATORS

. ~13A-
73317
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STATE OF TEXAS §

COUNTY OF MIDLAND X

) | : bt
The foregoing inttrument was acknowledged before me this 2 ~_ day of
z,c’@n/w , 1968, vy (];A//V />AA’SEA/

Attorney~in-Fact for UNION OIL COMPANY OF CALIFORNIA, a California corporation,

VAVES IONES

JHolevy Puiic
/ ' Midlnnd Co, Texan
AT

To i Notg#ry Pyblic i{n aend for Midland County, Texas.

on behalf of said corporation.

T

f
Voere

s o=

R e €227 /]

1]
M TIPSR LLAN

STATE OF )

X
X
X

COUNTY QF
‘ The foregoing instrument was acknowledged before me this day of

» 19 » bY

of

a ' corporation, on behalf of said corporation.

. Notary Public
My Commission Expires:

STATE OF W %
COUNTY OF 'é%, i

Y
The foregoing instrument was acknowledged before me this /45’=='day of

%&7_-__v 19_§.29 by 7-.; J . .
.///74.74
Mézéommission Expires:

Notdry Publ

STATE OF }f
COLNTY OF X

The foregoing instrument was acknowledged before me this day of

—_— » 19 » by
&ang , ., partners, on behalf of
, @ partnership.
2334
¥y Commisulon Explres: Notary lublic

]
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i . T. J. SIVLEY

9
I}éTEST :

edln

idtanV Secretary

Its Attorney in Fact / /\?«
SKELLY OIL COMPANY

By

ATTEST: TEXAS OIL & GAS CORPORATION

By

Arti:és'r: CHAMBERS & x;nusﬁg

By

ATTEST: PIERCE & DAVIS

By

NON-OPERATORS

. =13A~

73317
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STATE OF TEXAS X
X
COUNTY OF MIDLAND X

‘ &
The foregoing instrument was acknowledged before me this 2 —__day of

leCerrz L hens , 196 &, by Tont favsen ,

‘Actorney-in-Fact for UNION OIL COMEANY OF CALIFORNIA, a California corporation

?

on behalf of said corporation. RAVIS TONIS

..... Jaohmy Follis
. ‘ .‘.. . - DMiftiucd Co. Texno
RIS & o . W ¥ /IM/

R Notdr y Publie 1 and for Midland. County, Texas.
My Co'tissxon Ek ire5°

R ‘-;.»:;'."J“".- '
[P Lo
STATE OF _ _TEXAS D
1
county of _ TARRANT ¥
4( 7[
The foregoing instrument was ackanowledged before me this — __ day of
K@c-—.—.-v&««/ L, 1955' by » N ilueon, &, ,
Attorney in Fact of PAN AMERICAN PETROLEUM CORPORATION , R
a "~ Delaware corporation, on behalf of said corporation,
@- /""-4—0=../ @r /’(4
Notary Publie
My Conmﬂssiou Expires:
June 1, 1369
STATE OF X
X
COUNTY OF X

The foregoing instrument was acknowledged before me this day of

’ 19 ,by .

Notary Public
My Commission Expixes:

STATE OF X

| §
COUNTY OF X

The foregoing instrument was acknowledged dbefore me this day of

s 19 » DY

and ", partuners, on behalf of

L

s @ partnership,

233112

My Commission Fxpires: Notary lublic
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' . . N
T, J, SIVLEY
ATTEST: : ' PAN AMERICAN PETROLEUM CORPORATION
By
s ' &, SKELLY OIL COMBANY
i
ATTEST: , _ TEXAS OIL & GAS CORPORATION
By o
ATTEST: CHAMBERS & KENNEDY
By
<
k]
ATTES.- PIERCE & DAVIS
- By

NON-OPERATORS

. =13A-
73317
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STATE OF TEXAS X ‘
. - I
COUNTY OF MIDLAND X

: : T
The foregoing instrument was acknowledged before me this 2 — day of
Ap—&”p 4@/ , 1968, by (jé///)’ /74//55/1/

'Attorqey-in~Fact for UNLON OIL COMPANY OF CALIFORNIA, a California corporation,

on behalf of said corporation,

P

Cor ' Migied C "'-'.-".*nn

T Not:i{r PWand for Midland County, Texas.
. ...My COﬁlsswn Expires:

e . 196

W -

.',.'.: "\

.
: .
Poeawan o1t

STATE OF Oklahoma 1
‘ |
COUNTY OF __Tulsa X

The foregoing instrument was acknowledged before wme this 2 fé day of

M_ﬁ 19/, 7, by ___JUDD I, CIALIINE . ,
s Attorney-in-Fact - of 'SKELLY OIL COMPANY £

a Delaware corporation, on behalf of said corporation.

' ﬁto%ary Public o

My Commission Expires:

Netary Fadie, v S,y widaiiama
My Cemnadasic,: Lnsires July 47, 970

STATE OF X
X
COUNTY OF X

The foregoing instrument was acknowledged before me this day of

[ ] 19 » by L

Notary Publie
My Conmission Expires:

STATE OF ’ X
, X
couNnty OF ¥

The foregoing instrument was acknowledged before me this . day of

- » 19 s LY
and ' » partners, on dechalf of R
' s & partnership.
(5 L)
iy Commiscion Exnplres: "~ MNeotary Tublic

NAJAIEINAAE NCN 1A .47 FTU INU A Amaac= ™= .
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T. J. SIVLEY

PAN AMERTICAN PETROLEUM CORPORATION

By

ATTEST:

SKELLY OIL COMPANY

By

TEXAS OIL & GAS CORPERASPER.

ATTEST:

jVice President

CHAMBERS & KENNEDY

By

ATTEST:

PIERCE & DAVIS

By

NON-OPERATORS

. ~13A-
73317
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STATE OF TEXAS X
’ X
COUNTY OF MIDLAND X

The foregoing 1nﬂtruwent was acknowledged before me this - day of
,&WA’/V , 196 g by Q];///V /‘MA’SE/V

-At:corqey-in-Fact for UNION OIIL COMPANY OF CALIFORNIA, a California corporation,

on behalf of said corporation, MAVIS s
"""""" . r'!Dn-.- 3 Newlis
] PN .

o . nﬁ: "-21~;"-\-- CJ. c:r.na
Voo "3,~ . oy e 7o

fal b Nozf%y Pﬁsiii/}n/and for Midland County, Texas,
/ /

. L
“Sepy v
Foappeat™

STATE OF 42/2a )
Vit
couNTY OF L ll 2.

The foregoing instrument was acknowledged before me this Zu?z2{ day of

_,@b/&u , 19 LJ” by__M%«i—/ ’
Veerr Prrod ik of __oAnten &l u D Coy) .,

a A-', //14,,,7@ corporation, on behalf of said corporation.

JWWM

Notary Public

My Commission Expires:

s | (G L
STATE OF X
X
COUNTY OF X

The foregoing instrument was acknowledged before me this day of

’ 19 ,by .

, Notary Publie
My Commission Expires:

STATE OF %
COUNTY OF ¢

The foregoing instrument was acknowledged before me this _ day of

» 19 » BY

and . ", partuners, on behalf of

» & partnership.

73347 | !

My Commicsion Expives: Motary Public
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ATTEST:

ATTEST:

ATTEST:

ATTEST:

ATTEST:

16067462523
Y.

T. J. SIVLEY

T-634

P.39/57 F-28%

PAN AMERICAN PETROLEUM CORPORATION

By

SKELLY OIL COMPANY

By

TEXAS OIL & GAS CORPORATION

By

CHAMBERS & KENNEDY

LMW{

PIERCE & DAVIS

: By

NON-OPERATORS

. =13A-

73317
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- -

STATE OF TEXAS X
, X
COUNTY OF MIDLAND ) |

A

The foregoing instrument was acknowledged before me this 2 ~__day of
1?56¢77é4542 , 196 Z, by (,JC;A44’ ST S EN

Attorn_ey-in-l-‘act for UNION OTL COMPANY OF CALIFORNIA, a California corporation,

on behalf of sajid corporation.

RERE .. o '; . Notiry P bl.:Lc T7 and for Midland County, Texas,

STATE OF - %)

COUNTY OF 4

The foregoing instrument was acknowledged before me this day of

s 19 » by

of

a ' corporation, on behalf of said corporatiaen,

" Notary Public
My Commission Explres:

STATE OF ¥

X
COUNTY OF X

The foregoing instrument was acknowledged before me this ___ day of

» 19___, by .

MNotary Public
My Commission Expires:

STATE OF _~ 2244 TRy I
COUNTY OF w X
'

The foregoing instrument was acknowledged beforc me this _2o - day of
/:T.Muw&km y 1964 , by ). Q8. ’GWQA?

s partners, on behalf of

_&M . 2 nartnership.
7331 1., A &

Iy Cor\nd«.eionq Expires: Notary Public _

~n -

- L)
[ X

————————
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4

COUNTY OF: Midland X e

BE IT REMEMBERED, That on this 31 _day of December ,A.D. 1968 ,
bafore me a Notary Public in and for the County and State aforesaid, personally
appeared James L. Pierce » who is personally known to me and known to me
to be the same person who executed the foregoing instrument, and he duly acknow~

ledged the execution of the same as his free and voluntary act and deed for the
uses and purposes therein set forth,

IN WITNESS WHEREOF, I have hereunto set my official signature and affixed
my notarial seal, the day and year last above written.

My Commission Expires:

June 1969 A/,-é/,/_n_/p.//{.,w//eau
Notary Public in and for the County
of Midland, State of Texas,

STATE OF: Texas X

COUNTY OF: Midland X

BE IT REMEMBERED, That on this _31 day of December LA.D. 196_8
‘before me a Notary Public in and for the County and State aforesaid. personally
appeared B, R. Greathouse _ , who is personally known to me and known to me

to be the same person who executed the foregoing instrument, and hé dildy acknow-
ledged the execution of the same as his free and voluntary act and deed for the
usaes and purposes therein set forth. '

IN WITNESS WHEREOF, I have hereunto set my official signature and affixed
"my notarial seal, the day and year last above written.

My Commission Expires: . ’

,214;19& - A.

June 1969 Notary Public in and for the County
of Midland, State of Texas.

STA1 £3 Texas X

COoUN.t OF: Midland X

BE IT REMEMBFERED, That on this 31 _day of _ December LA.D. 1968 ,
before me a Notary Public in and for the County and State aforesaid, personally
appeared J. C, Davis, Jr. , who is personally known to me and knnwn to me

to be the same person who executed the foregoing instrument, and he dully acknow-
ledged the execution of the same as his free and voluntary act and deed for the
uses and purposes therein set forth,.

IN WITNESS WHEREOF, I have hereunto set my official signature and affixed
my notarial seal, the day and year last above written,

v+« Commission Expires:

_‘/l /

. k kY )
~June_ 1769 v Lo L,g - .

Notary Public in and for the County
of Midland, State of Texas,

w3317
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s -
T, J. sxv’iny
_ ATIEST: ' o . BAN Ammc{m' PETROLEUM GORPORATION
' . | ' ‘ . By
ATTEST: ' _ »stLﬁ! oxﬁ COMPANY
— By
ATTEST: i .izxAs 0IL & GAS CORPORATYON
By
ATTEST: CHAMBERS & KENNEDY
5y .
ATTEST: PIERCE & DAVIS <,
Hlord M. Lo '
7 fore it K onredodeaa= -~ B '“&’:7\‘ -

NON-OPERATOR

- =134~

'7331'7
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. - i : ' ~

EXHIBIT "an

Attached to and made a part of Operating Agreement dated November
4, 1968, between UNION OIL COMPANY OF CALIFORNIA, as Operator,
and J. M, MUBER, et al,, as Non-Operators, covering the lands
deseribed below in Eddy County, New Mexico.

1. The Unit Area shall consist of the following described lands:

Tovmship 22 South, Range 27 East, N.M,P.M.

Section 2: All
Section 3: All

Section 4: All

Section 9: N/2, SW/4, N/2 SE/4, SW/4 SE/4
Section 10: All

Section 11: All

23317
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, EXHIBLE "A"
Carlsbad Drilling Block X
Carlsbad Prospect (7382)
Eddy County, New Mexico
PENNZOIL COMPANY - 50%, STETCO 68 LIMITED - 50%
(:j Lease 96350
- Lessor: U.S.A, (1®-0473303)
3074 7/ Lessea: W. Hirshon
Assignor: H, T, Hilliard and wife, Barbara P. Hilliard
Assignee: Pennzoil Company
Date of Lse: 1-1-64
Term: 10 years
Royalty: 12,.5% plus 5% production payment until $750.00
per acre for number of acres agsigned and paid
plus 1.25% ORRY, then 3.75% ORRI (Total)
; Desc: Lots 1 and 2, S/2 SE/4 Section 3, and N/2 NE/4
I Section 10, Township 22 South, Range 27 East
/ Net acres: 239.85 '
C:) Lease 96349
3 7% T lessor: U.S.A, (NM-0454018)
327 lessee: A, J. Heiser
Assignor: H. T. Hilliard and wife, Barbara Hilliard
Assignee: Pennzoll Company
Date of Lse: 12-1-63
Term: 10 years
Royalty: 12,.5% plus 5%% Override
Desc: S8/2 NE/4, N/2 SE/4 Section 3, Lots 3 and 4,
and S/2 NW/4 Section 4, and S/Z NE/4 Section
10, Township 22 South, Range 27 East
Net acres: 400 16
1) lease 96351
o ] Lessox: Paul H., Wersell and wife, Lila L. Wersell;
8 [ Clara Wersell, a single woman; John Wersell,
a single man; individually and as the sole and
only beneficiaries and heirs at law of the
estate of Joe Wersell, deceased.
Lessee: G. Deea Williamson
Date of Lse: 10-12-65
Texrm: 10 years
Royalty: 12,5% plus 5% production payment until $750.00
per acre for number of acres assigned and paid
plus 1.25% ORRI, then 3.75% ORRI (Total)
Desc: Lots 3 and 4, Section 3; Lots 1 and 2, Section 4;
Towmship 22 South, Range 27 East
Net acres: 159.25
CHAMBERS & KENNEDY - 50%, STOLTZ & COMPANY - 50%
<;@ Lease _;yéﬂmf
- ' Lessor: U.S.A, (WM 0554481)
307272 Lessee! Jo Aun Walker
) Date of Lse: 8-1-64
Texm: 10 years
Royalty: 12.5% - plus 5% of 8/8 ORR
Desc: ) NW/4 and WW/4 SW/4 Section 11;
Township 22 South, Range 27 East
Net acres: 200,00
. SKELLY OIL COMPANY
Qéa sLease
g2 U Lessor: State of New Mexico (K-1255)
%0 Lessee: - Skelly 0il Company p oy
Date af Lse: 3-21-61 g’ h—"?(’ cos Y sES JiEeLE
Term: 10 years "/}J,A’W/" 5w/, WL /
Royalty: 12.5%
Desc; Wﬁa—w#._s«—-z T-22- s, R-27-E
Net acres: 280.00
73317
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C | » : . ! Exhibit "A" - Tape 2

J. M. HUBER CORPORATION - 50%, PLERCE & DAVIS - 50%

,mLease

A Lessor: Ralph Nix and Frances Nix, husband and wife 1/2
3 77 2 Lessee:
Assignor:
© Assignee: J. M. Huber Corporation, a New Jersey Corporxation 50%
. ' Pierce and Davis, a Partnership 50%
Date of Lse: 10-15-66
Term: 5 vears
Royalty: 18.75% :
Desc: NE/4 Section 2, Township 22 South, Range 27 East,
Eddy County, New Mexico
Net, Acres: 80.18
(ZE) Lease __ | : ’
';é‘) " Lessox: U.S.A. (M 0554482) .
»&7. Lessea! .
Assignor: luey M. English and husbang, Lawrence English

and Ernest A. Hanson and his wife, Beulah I. Hanson
(10% English, 90% Hanson)

Assignee: J.M., Huber Corporation, a New Jersey Coxporation 50%
Pierce & Davis, a Partrnership 50%

Date of Lse: 8-1-64

Term: 10 years

Royalty: 12.5% - plus 5% of 8/8 ORR to Assignors

Desc: . BW/4 SW/4 Section 11, Township 22 South,cRange 27 East

Net acres: 40 »

_ DAVID J. SORENSCN
<22%> Tease
3&7?{?/F

Lessor: James L. Dyche, individually (dealing in his sole
and sepaxate property) and as Executor of the last
Will and Testament of Carmen Cornell, deceased;
and M. J. Clayburgh, as Executor of the Last Will
and Testament of Dudley Cornell, deceased.

lessee:. David J. Sorenson

Date of Lse: 3-23-67

Term: 5 years

Royalty: 12.5%

Desc: SW/4, S/2 YW/4 Section 3, SE/4, S/2 WE/4 Section &,

NE/4, S/2 WW/4 Section 9, NW/4 and that portion of
the SE/4 lying north and east of the Pecos River
of Section 10; Tounship 22 South, Range 27 East

Net acres: 10

=7 Lease

Lessorx: Mary Lee Cornell, an incompetent, acting by and
”79.5(‘7;F through D. E. Cornell, III, Guardian

2 . Lessee: David J. Sorenson
Date of Lse: 6-12-67
Term: 5 years
Royalty: . 12.5% .
Desc: SW/4, S/2 W/4 Section 3, SE/4, 8/2 NE/4 Section 4,

NE/4,S/2 NW/4 Section 9, Ni/4 and that portion of
the SE/4 lying morth and east of the Pecos River

of Section 10; Township 22 South, Range 27 East
Net acres: 10

73317
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Qg>'Lease
r_77{;3 Lessor: Derby D. Thompson and Doxothy M. Thompson, husband
j§, and wife
+ - Lessee: David J. Sorenson

Date of Lse: 11-2-66

Texm; ' 5 years

Royalty: 12.5%

Desc: : All of the Noxth 10 acres of the NE/4 SW/4, also

L . described as the N/2 N/2 NE/4 SW/4 Section 9,
- Tovmship 22 South, Range 27 East
Net acres: 10
T, J. SIVLEY ‘
Lease: .

Lessor: . ' '

yx?‘&y

Legsee: T. J. Sivley :

'Date of Lse: 10-20-66

/Term:' 7 years )

Royalty: 12,5% plus 6.25% production payment until $1,000,00
per acre for number of acres assigned and paig
covering (421.378 acres)

Desc: SE/4 SW/4, E/2 SW/4 SW/4& Seetion 9, also descrxbed

‘ as Lots I, J. & K. of Riverside Farms

Net acres: 60

PAN AMERICAN PETROLEUM CORPORATION
25?954 Lease 254028~

Lessor: Pecos Irrigation Co., a.Corporation

Lessee: Pan Amexican Petroleum Corporation R

Date of Lse: 9-28-66 . )

Texrm: 6 years -

Royalry: 12.5%

Desc: §/2 SE/4, NE/4 SE/4 Section 2 Township 22 South,
Range 27 East

Net acres: 120,00

e ? Lease 254028

Lessor: Pecos lrrigation Co.,, a Corporation

Lessee: Pan American Petroleum Corporation

Date of Lse: 9-28-66

Term: 6 years

Royalty: 12.5% '
Desc: E/2 Section 11, Township 22 South, Range 27 East

Net acres: 320.00

TEXAS OIL AND GAS CORPORATIbN - 50%, NIELSON ENTERFRISES, INC. - 50%

Lease 2479
Lessor: Wilson W. Simpson, Jr.
1 20k Lessee: -James R. Stephens
Date of Lse: 2-11~65
Term: 5 years
Royalty: 12,5%
Desc: Lots 3 and & (N/2 NW/4) Section 2, Township 22 South,
Range 27 Fast
Net acres: . 80.070

MINERAL FEE CONTRIBUTED TO UNIT BY MARTIN YATES, IlI.

(:j:}? An unleased, undivided one-half (1/2)interest in the oil, gas and other minerals
in the NE/& of Section 2, Township 22 South, Range 27 East,

2071?? £

Net acres: 80.18

73317
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Exhibit “A" - Page 4

URION OIL COMPANY OF CALIFORNIA

L4

-

Lease 77173
252 Lessor: Annette Standley, a feme sole
207 Lessee: Union Oil Company of Califormia
Date of Lse: 1-11-68
Term: 5 yearxs
o Royalty: 18.75%
: Descy That part of the SE/4 lying south and west of the
Pecos River containing 60 acres more or less.of
Section 10, Township 22 South, Range 27 East
Net acres: 60.00
Cza Lease 77174 '
e L7 Lessor: Walterscheid Brothers, a partnership composing of
~ o i Alfred J, Walterscheid, Edward J, Walterscheid and
! ’ John L. Walterscheid ‘
lessee: Union 0il Company of Califoxrnia
/ Date of lse: 12-20-67 :
Term: 5 years
Royalty: 18.75% o
Desc. SW/4 Section 10, Township 22 South, Range 27 East
Net acres: 160.00 :
/3. Lease 77175
~ , lessor: Albert J. Calvani and Mildred L, Calvani, his wife
) 97')_5 & lessee: Union Oil Company of California
. Date of Lse: 1-2-68
Term: 5 years
Royalty: 18.75%

Desc:

Net acres:

(/;}-/q' Lease 77181
f 7S

Lessor:

lessee:
Date of Lse:!
Term:
Royalty:
Desc:

Net Acres:

G-B) Lease77182
f\'/’; L0 /3 Lessor!
4

.

Lessee!
Date of lse:
Texrm:
Royalty:
Desc?

Net acres:

WW/4 SW1/4 Section 9, T-22-5, R-27-E, N.M.P.M.,
also described as Lots D, E, R & S of Riverside
Yarms; W/2 SW/4 SW/4 Section 9, T-22-S, R-27-E,
N.M.P.M,, also described as Lot H of Riverside
Farms; the South 30 acres of the NE/4 SW/4 Section
9, T-22-S, R-27-E, N.M.B,M,; the above containing

90 acres, more or less
90,00

Francis G. Tracy and Bessie D. Tracy, his wife;
Josephine Tracy Eddy and George G, Eddy, her husband

tnion Oil Company of California
12-27-67

1

18.75% : kAt

§/2 WW/k, NE/& Sec. 9; WW/4 and SE/4 except that
part thereof lying south and west of the Pecos (
River of Section 10; E/2 SW/4 of Section 11 6F

455,00

Francis G, Tracy and Bessie D. Tracy, his wife;
Josephine Tracy Eddy and George G. Eddy, her

husband

Union Oil Company of Califoxnia
12-27-67 :

5 years .
18.75%

s/2 ¥/4, SW/4 Sec., 3; S/2 NE/4, SE/4 Sec. 4&;

Township 22 South, Range 27 East
360,00

73317
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(&) rease 77185

30,7260

. Lessor:

Lessee:
Date of Lse:
Term:
Royalty:
Desc;

Net Acres:

@ Lease 77187

39/77’*’/9 o

@:—"\ Lease 77374

wﬁ")"{'

@ Lease 77382

20734

@? Lease 77383

w:)"*'*')'“

- lease 77385
(S ronse 112

/q/&'

o077

Lessor:

Lessep:

Date Yof Lse:
Term:
Royalty:
Desc: .

Net &cres:

Lessor:
Lessee:
Date of Lse:
Term:
Royalty:
Desc;

Net acres:

—

Lessor:
lessee:
Date of Lse:
Texm:
Royalty:
Desc:

Net acres:

Lessor:
Lessee:

Date of Lse:
Term:
Royalty:
Desc:

Net acres:

Lessor:
Lessee:
Date of Lse:
Term:
Royalty:
Desc:

Net acres:

15057462523

T~634 P.49/57 F-286

Exhibit "A" - Pape S

Jarvis Mead and Rederick F. Mead, her husband

Union Oil Company of California

12.31-67

5 years

18.75% '
SW/4 Section 4, N/2 NW/4 Section 9, Township 22 South
Range 27 East .

240,00

W. A, Cloman, a married man dealing in his sole and
sepaxate estate, joined pro-forma by his wife Ruth
Cloman; and R. L. Powers and Norma Povers, his wife
Union 0il Company of California

4~11-68 '

5 years

- 18.75%

S/2 WW/4, SW/4 Section 3, S/2 NE/4, SE/4 Section 4,
8/2 Wi/4, NE/4 Section 9, NW/4 and all that part of
the SE/4 lying north and east of the Pecos River -

Section 10, Township 22 South, Range 27 East

100.00

Walter Craft and Elsie Craft, his wife

Union 0il Company of California .

5-9-68 , ”

5 years '

12.5% : '

SW/4 SE/4 Seection 9, Township 22 South, Range 27 East
20,00

)

Jesse E. Buckner and Barbara W. Buckner, his wife
Union Cil Company of California

5~9-68

5 years

12.5% :

N/2 SE/4 Section 9, Township 22 South, Range 27 East
80.00

Helen M. Sears, a widow

Union Oil Company of California
5-13-68

5 years

12.5%

SW/4 SE/4 Section 9, Township 22 South, Range 27 Bast
20.00

Atlas Corporation, a Delaware Corporation

Union Oil Company of California

7-2-68 ' :

5 years

20%

S/2 NW/4&, SW/4 Section 3, S$/2 NE/4, SE/4 Section 4,
NE/4, S/2 NW/4 Section 9, NW/4 and all that part of
the SE/4 lying north and east of the Pecos River
being 980 acres more or less-Section 10, Township 22
Socuth, Range 27 East

-125.00
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“ o .. o T Exhibit “A" - Tage 6

e =n.— ADDRESSES OF PARTIES

_ Union Oil Company of Califor;;;\) Att: Mr, W. M, Stanley
.~ 1 300 Security National Bank Building

i \;i.fwell, New Mexico 88201

—3J, M, Huber Corporation ' Att: Mr. Ron Holcomb

1900 Wileo Building
Midland, Texas 79701

Stoltz & Company
P. O, Box 1714
Midland, Texas 79701

David 6. Sorenson
P. 0, Box 1453 v
Roswell, New Mexico 88201

Martin Yates, III
323 Caxper Building
Artesia, New Mexico

Rielson Enterprises, Inc. Att: Mr. W. B. Macey
P. 0. Box 370 '

Cody, Wyoming 82414

Pennzoil United, Inc, & Att: Mr, 'Rex Richar‘dson »
Stetco 68 Limited

1007 Midland Savings Building
Midland, ‘Texas 79701

T. J. Siviey
Drawver GG
212 Booker Building
Axrtesia, New Mexico

Pan American Petroleum Corporation Att: Mr, Pete Abbey
P, 0, Box 1410 -
Fort Worth, Texas

Skelly 0il Cowpany Att: Mr, Victor E. Bartlett
P, O. Box 993

Midland, Texas 79701

Texas 0il & Gas Corporation Att: Mr. Bernard Dietz
Federal Union Tower Bullding )
_ Dallas, Texas 75201

Chanbers & Kennedy

- 607 Midland National Bank Building
Midland, Texas 79701

Pierce & Davis

204 V&I Towex
Midland, Texas 79701

73317
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4,..1968,. between UNION OIL _COMPANY. OF CALIEQRNIA, As Operator, <X

>

ACCOUNTING PROCEDURE

(JOINT OPERATIONS)

I. GENERAL PROVISIONS
Definitions
“Joint Property” shall
cedure” iy attached. .
“Joint Opcrations” shall mean all operations necessary or proper for the developmcnt, operation, prolection and
maintenance of the Joint Property.
“Operator” shall mean the party designated to conduct the Joint Operations.
“Non-Operataors” shall mean the nonoperating parties, whother one or more,

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

“Parties” shall mean Oporator and Non-Operators,

“Material” shall mean personal property, equipment or supplics acquired or held for use on the Joint Property.
“Controllable Material” shall mean material which at the lime is o classified in the Material Classificalion Manual
&5 most recently recommended by the Council of Peiroleum Accountanis Societies of North America.

Conflict with Agrecment

In the event of a confliet between the pravisions of this Aecounting Procedure and the provisions of the agree-
ment to which this Accounting Procedure is attached, the provisions of the agreement shall control

Collective Action by Non-Operators '
Where an agreement or other action of Non-Operators is expressly required under this Acceunting Procedure

and if the agreemcent to which this Accounting Proceducre is attached contains no contrary provisions in regard

thereto, the agreemeni or action of a majority in interest of the Non-Operators shall be controlling on all Non-
Operators. .

mean the real and personal property subject to the agreement to which this “Accouniing Pro-

Statements and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of costs and
expenses, for the preceding month. Such bills will be accompanied by statements reflecling the total charges
and credits as set forth under Subparagraph ... G below:

A. Statement in detail of all charges and credits to the Joint Account. '

B. Statemnent of all charges and credits to the Joint Account, summarized by appropriate classifications indicative

of the nature thereof.

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

Payment and Advances by Nan-Operators

Bach Non-Operator shall pay its proportion of all such bills within fifteen (15) days after receipt thereof. If pay-
ment is not made within such time, the unpaid balance shall bear interest at the rate of xixxrortmmntx{Bes) per

annum until paid. eight percent (8%)
Adjustinents
Payment of any such bills shall not prejudice the right ¢ any Non-Operators to protest or question the correciness
thereof; provided however, all bills and statements rendered to Non-Operatars by Operatlor during any ¢alendar
year shall conclusively be presumed to be true and carrect after twenty-four (24) months following the end of any
such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes writien excep-
tion thereto and makes claim on Operator for adjusiment. No adjustment favorable to Operator shall be made
unless il is made within the same prescribed period, The provisions of this paragraph shall not prevent adjust-
menis resulting fromi a physical inventory of the Joint Property as provided for in Section VIL

Audits

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 for any calendar year within the twenty-four
(24) month period following the end of such calendar year; provided however, the making of an audit shall not ex-
tend the time for the taking of written exception to and the adjustment of accounts as provided for in Paragraph
& of this Section I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable

efforl to conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to
the Operator.

-

II, DIRECT CHARGES

Subject 1o Yimitations hercinaficr preseribed, Operator shall charge the Joint Aceount with the following jtems:
Rentals and Royaltles ) ’
Delay or other rentals and royalties when such rentals and royalties are paid by Operator for the Joint Account
of the Parties.

Labor

A. Salaries and wages of Operator's employees directly engaged on the Joint Property in the conduct of the Joint
Operations, and saluries or wages of technical employecs who are temporarily assigned to and directly
employed on the Joint Properiy. ' .
Operator’s ¢ost of holiday, vacation, sickness and disahilily benefits and other customary allowances paid to the
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of t'his Scclion 1
and Paragraph 1 of Section 1I; except that in the case of {hose employces only a pro rata portion of whose
salaries and wages are chargeable to the Joint Account under Paragraph 1 of Seetion 11T, not more than the same
pro rata portion of ihe benefits and allowances herein provided for shall be eharged 1o the Joint Accouet. Cost
under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage ass«_:sﬁ.mcni on the
amount of salarics and wages chargeable 10 the Joint Account under Paragraph 2A of this Secetion 11 and I_F'ara—
graph 1 of Section 1IT. If percentage assessment is used, the rate shall be based an the Operator’s cost expericnee.
¢, Fxpenditures or contributions made putsuant 1o assossments imposed by governmental authority which are ap-
plicalle to Operator's labor cost of salaries and wages chargeable to the Joint Account under Taragraphs 2A
and 2B of this Scction IJ and Paragraph 1 of Scction ITL .
D. Reasonuble personal expenses of those employees whose salaries and wages are churgcnblc to the Joint Ac.colu":t
under Paragraph 2A of this Sectinn 11 and for which expenses the employees are reimbursed under Operator's
usual proctice. it

B

By

_—1

AQ 4K /AAAA IIFA 4AA .47 rTUIRu



Sep-15-04 11:06am  From~MARBOB

15057462523 T-634 P.53/87 F-286
3. Emplogee Kegeflils ~ , L v
T Operatwe’s eurrent cost of estublished plans for employees! group life inswm Face, hospitalization, pension, retive-
ment, stock purchase, thrift, bonus, aud other benefit plans of a like nature, applicable to Operator's lubor cost; pro-
vided however, the 1olal of such charges shall not exceed ten percent (1064) of Operator's labor costs charpeable
Lo the Joint Account under Parvagraphs 2A and 2B of this Scetion II and Paragraph 1 of Scelion Il
4. Material

Matevial purchased or furnished by Operator for use on the Joint Property. So far as it is reasonably practi.

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

to (hc_ Joint Property as inay be required for immediate use; and the accumulation of surplus stocks shall be avuided.
5. Transporiation

Transportation of employees and Material necessary for the Joint Operations but subject Lo the following limitations:
A. If Material is moved to the Joint Property from the Qperator’s warehouse or other properlies, no charge shall
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store or
railway receiving point where like material is available, except by agreement with Non-Operators,
If surplus-Material is moved to Operator’s warehouse or other siorage point, no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest reliable supply store or vailway receiving
point, except by agreement with Non-Operators. No charge shall be made to Joint Account for moving Material
e to other properties belonging to Operator, except by agreement with Non-Operators.

. In .tshf) application of subparagraphs A and B above, there shall be no equalization of actual gross trucking costs
of $100 or less.

G. Services

B.

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

B. Use and service of equipment and facilities furnished by Operator as provided in Paragraph 5 of Section 1V.
7. Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages
or losses incurred by fire, {lood, storm, theft, accident, or any other cause, except to the extent that the damage or
loss could have been avoided through the exercise of reasonable diligence on the part of Operator, Operator shall

Turnish Non-Operators written notice of damages or losses incurred as soon as practicable after a report thereof
has been received by Operator,

8. Legal Expense :

All costs and expenses of handling, investigaling and settling litigation or claims arising by reason of .the Joint
Operations or nocessary to protect or recover the Joint Property, including, but not limited to, attorneys' fees,
court costs, cost of investigation or procuring evidence and amounts paid in settlement or satisfaction of any
such litigation or claims; provided, (a) no charge shall be made for the services of Operator's legal staff or other reg-
ularly employed personncl (such services being considered to be Administrative Overhead under Section II1), ex-
cept by agreement with Non-Operators, and (b) no charge shall be made for the fees and expenses of outside at-

' torneys unless the employment of such attorneys is agreed to by Operator and Non-Operators.

9. Taxes '

All taxes of ¢very kind and nature assessed or levied upon or in connection with the Joint Propgrty, the operation
thercof, or the production therefrom, and which taxes have been paid by the Operator for the betiefit of the Parties.
10. Insurance Premiums -
Premiums paid for insurance required to be carried on the Joint Property for the protection of the Parties.
11. Other Expenditurcs y . .
Any other expenditure not covered or dealt with in the foregoing provisions of this Section IT, or in Section 111,
and which is incurred by the Operator for the necessary and proper conduct of the Joint Operations.

. 1I1. INDIRECT CHARGES ,
Operator may charge the Joint Account for indirect costs either by use of an allocation of district expense items plus a
fixed rate for administrative overhead, and plus the warehousing charges, all as provided for in Paragraphs 1, 2, and 3 of

this Section III OR by combining all three of said items under the fixed rate provided for in Paragraph 4 of this Section
111, as indicated next below:

OPERATOR SIIALL CIIARGE THE JOINT ACCOUNYT UNDER THE TERMS OF:
Paragraphs 1, 2 and 3. (Allocation of district expense plus fixed rate for administrative overhead plus
warehousing.) c ;
B Paragraph 4. (Combined fixed rate)
1. District Expense

Operator shall charge the Joint Accaunt with a pro rata portion of the salaries, wages and expenses of Operator's
production superintendent and other employees serving the Joint Property and other properties of the Operator in
the same operating atea, whose time is not allocated directly to the properties, and a pro rata portion of the cost of
maintaining and operating a production office known as Operator's .

office located at or near ereenae (or a comparable office if location ¢hanged), and neces-
sary sub-offices (if any), maintained for the convenience of the above-Adescribed office, and all necessary camps,
including housing facilities for emplayecs if required, used in connecction with the operations of the Joint Property
and other properties in the same opevating area. The expense of, less any revenue from, such facilitie§ may, at the
option of Operatov, include depreciation of investment or a fair monthly rental in-lieu of depreciation. Such

charges shall be apportioned to all properties served on some equitable basis consistent with Operator's accounting
practice.

........ -

2, Administrative Overhead . _ i
Operator shall charge administrative overhead to the Joint Account at the following rates, which c.harge slga!l be. in
lieu of the cost and expense of all offices of the Operator not covered by Paragraph 1 of this 'Sgr:_t:on 11, mclud}ng
salavies, wages and cxpenses of personnel assigned to such offices, Such charges shall be in addition to the salaries,

wages and expenses of employces of Operator authorized to be charged as direct charges as provided in Paragraphs
2 and 8 of Sectien II

)
WELL RASIS (RATE PER WELL PER MONTI) Y
! PROPUCING WELL RATE
DRILLING WELL RATE {Us¢ Curren? Producing Depth)
(Usc Teolol Depth) - All Wgils
Wall Depth ' Each Well First Five Next Five Over Ten

e eer - emene memmsesirassesssaTmamccesyreTee

Cmmmemcesesdtarreseia [SYLLIR

. e vemremsena pesnenccmmmpest  mamens SmsAteATSmSmSmccaeweSTesanes RIS annn

The cost and oxpense of services from outside sources in eonnection with matters of taxation, tratfie, -'\ec'qun‘tin}g, or
matters before or involying governmental agencies shall be considered as included in the averhead rates plovug. 0:011:
this Paragraph 2 of Scction 113, unless such cost and expense are agreed upon belwceen Operatar and Non-Opera
as a direct ¢harge to the Joint Account, —m—y €
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~ ’
3. Opereton's Fally Owned Warel ttse Qperating and Maintenance Lxpense T/
{Describe fully the agreed procedure to he {ollowed by the Operator.) .

- vane eemn. v veussorancre
...... PN

4, Combinced Fixed Rates

Opcrator sholl charge the Joint Account for the services covered by Paragraph 1, 2 and 3 of this Scetion 111, the
following fixed peor well rates:

WIELEL BASIS (RATE PER WELL PER MONTII)

DR(I b:.:N_ﬁ t\:\‘ﬂﬁl(., pll#)TE \ (uszkggrl:gy?’ro\xsti‘;‘gnﬁlgml
Well Dapth Each Well Flest Five Next Five é'\fo:ﬂ %lc';
e O i, 000 $303 $..87 §.78 $.54
4,000 - 8,000 613 115 ' 98 - B4
8,000 - 12,000’ 725 136 120 104
Over -~ 12,000' 838 _ 154 ; 1.36 123
Said fixed rate 22253 (shall not) include salaries and expenses of production foremen.

5. Application of Administrative Overhead or Combined Fixed Rates
The following limitations, instructions and charges shall apply in t
under either Paragraph 2 or Paragraph 4 of this Section JII:

A. Charges for drilling wells shall begin on the date each well is spudded and ferminate on the date the drilling or

completion’rig is released, whichever §s later, except that no charge shall be made duting the suspension: of
drilling operations. for fificen (15) or more consecutive days. ’

B. The status/of wells shall be as {follows:

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

{2) Wells permanently shut down but on which plugging operations are deferred shall be dropped from the
well schedule at the time the shutdown is effecled, When such a well is plugged a charge shall be made

at the producing well rates.

Walls being plugged back, drilled deeper, converied to 2 source or input well, or which are undergoing any

type of workover that requires the use of a drilling or workover rig shall be considered the same as drilling

wells.

(4) Temporarily shut-down wells, which are not produced or worked upon for a period of a full calendar month,
shall not be included in the well schedule, provided however, wells shut in by governmental regulatory
body shall be‘included in the well schedule only in the event the allowable production is transferred 10 some

other well or wells on the Joint Property. In the event of a unit allowable, all wells ¢capable of producing
will be counted in determining the charge. '

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

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

The well rates shall apply 1o the total number of wells being drilled or operated under the agreement to which

this Accounting Procedure is attached, irrespective of individual leases,

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

United Siates Department of Labor, Bureau of Labor Statistics. The adjusted rates shall be the rates currently
in use, plus or minus the computed adjusiment.

For the construction of compressor plants, water stations, secondary recovery systems, salt water disposal facili-

ties, and other such projects, as distinguished from the more usual drilling and producing operations, Operator

in addition 10 the Adminisirative Overhead or Combined Fixed Rates provided for in Paragraph 2 and 4 of this

Section 111, shall charge the Joint Account with an additional overhead charge as follows:

A. Tota) cost less than $25,000, no charge.

TO BE NEGOTIATED,
B. Total cost more than $25,000 bui less than $100,000, % of total cost.

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

The specific rates provided for in this Section III may be amended from time to time by muiual agreement between
the Partios hereto if, in praclice, the rates are jound to be insunfficient or excessive.

IV. BASIS OF CHARGES TO JOINT ACCOUNT
Subjeet to the further provisions of this Section 1V, Operator will procure all Material and services for the Joint I'rop-
erty. At the Operatar's option, Non-Operator may supply Material or services for the Joint Property.
1. Purchases
Material purchased and service procured shall be charged at the price paid by Operator after deduction of all dis~
counts actually received.
2. Materin! furnished from Operator’s Warchouse or Other Propertics .
A. New Material {Congition “A") frei%’flt rate. . , )
(1) Tubular goods, two inch (2”) and gver, shall be priced on Lastern Mill base (i. e. Youngstown, Ohio; Lorain,
Ohio; and Indiana Harbor, Indjana) on a minimunmy224 basis effective at date of movement and £, o. b.
railway receiving point nearest the Joint Property, regardless of quantily. In equalized hauling charges,
Operator is permitied to include ten conts (10c) per hundred-weight on all tubular goods furnished from
his stocks in lieu of loading and unloeding costs sustained. ) )
(2) Other Materijal shall be priced at the eurrent replacement cost of the same kind of Malerial, effective at date

of movement and . o. b, the supply store or railway reeeiving point nearest the Joint Properiy - where
Material of the same kind is available,

(3) "The Joint Account shall not be eredited with cash discounts applicable to prices provided for in this Para-
graph 2 of Section 1V,
B. Used Mauterial (Condition “B” and “C") ) L .
(1) Material in sound and serviceable condition and suitable for reuse without reqondnt:omng, shal} be classified
as Condition “B” and priced al seventy-five per cent (75%) of the current price of now Material.
(2) Matcrial which cannot be classified as Condition “B” but wh‘ich, ) R
(8) Aftor reconditioning will be further serviceable for original funciion as good secondhand Material
ondition “B"), or . : . . -
) gs sgvvti‘coc-:\ble f)c:x ariginal fungtionrl;ut substan{ci?lla:' n)ot fsuitabl;itfo; “:r-e;roixzceliuoning, shall be clossifi-
Condition “C” and priced at fifty per ceat (5097) of current n -
(3) OLSOigtgstori:ﬂ or Material \‘:rhich cannol be classified as Co:nzdition “B_" or Qo_ndmou.“C" shall }\? g;r‘it}c(l.
at & value commensurafe with ile use. Mntcriz}l qo}cmgm‘ stitable for its original purporsc Lut usable Tor

31’?

he application of the per well rates as provided

(3)

7.
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Urnishog Perators of ¢ TOnose charge prioy tq billin O1-Operatg Tor such Maieria) ¢h Noj
Perator shall pg 1} gh, by g0 leeting nd hotifying o Tator withi Y, Ccoiviny Dolje,

Perator 088 not Warrant the Matoria) furm'shed. In case af defectiw Maten‘al, Credit shap not be Passed to the
Mroing Accouny uanti] adjustmont bas heepy Tecoiveq by Operator from the manufacturers or thoir agents,

Peralor g chargq he Joing Account for use of €quipmens and facilitics at rates commensurate Willy cogt of
'shi io) :h oy i Q f i

. o Spairs, other Operating eXpense, iy
Surance, taxes, depreciau‘on and intepegt on investmeny hot to Xceed six per cent (g per annum, Provideg

€] o
Such raiag shall ne¢ EXceed thase currently Prevailing i, the immediate area within Which the Joint py operty is
. R or ay i i in jj

] ale &
etroleum otor Trq . SSociat.ion, ar same other TeComnizeq organizatiou, as récommedeg Uniform chargas
againgt Joint Pro,perty SPerationg, Rates for Jaboratory Servicps shall not eXceed th 2 curre

S
berformeq by ouisige Service Iaboralories. Rates for trucks, tractors ang well servjpe units m
and oxpenges of Operatur.

B, Whenever Tequesteq, Omerator shall inform Non-Operators in advance of the rateg it Proposes {4 chargg,

C. Rates shall be revised anq adjusteq Irom time 1o time When found tq be either excessive gp insurﬁcient.

V. DISPOSAL OF MATERIAL
The Operatop may Purchase, py,¢ shall be under pq Obligation ¢4 burchage Interesi of Non-Operators In surplys Congj.
tion «4 v or “gr» aleria] The disposition of surplys Controuable Maten’al, hot bPurchaseq by Operator, shal} be Subject
to acreement begween Operator and No erators, brovideg Operator shall dispoge of normaj accumulaﬁqns of junk
Toperiy, :

aterig] Purchageq by either the Operatop or Non-Operators shall be Credited by the Operatoy to the Joint Account
Ior the month i Wwhich the Materja) is rempyeq by the Purchaser,

ivision of Materia] in kind, jf made between Operatop angd Non~0perators, shall pe in Proportion ¢, the Tespective
interests in sycp Matorig), The Partieg wil] thereupon be Charped indx'vidually With the Value of the Materia] re-
ceived o receivable, Proper eredits shap be mage by the Operaioy in the monthly Statemnent of Operationg

3. Saleg to Outsiderg ) ¢

Sales o outsiders_ of Materia} from the Jeint Property shall pe crediteq by Operatoy 1o the Joint Account at the net
amount collected by Operator from vendeg, Any claim by vendee Telated to o ¢h sale shall be chargaed back to the
Jdoint Account it ang when pajq by Opevatar, .

VI, BAsts o FRICING MATER)AL TRANSFERRED FRoOm JOINT ACCOUNT

Materia] Burchaseg by either Operatop or Nou»Opcmtors or divideg in kind, unless otherwige BEreed o between
Operatey and Non-Operators shall L, priceqd on the fo"ow;‘ug basis: '

1. New Price Defined
W price a5 used in this Section VI shalj be the brice Specified fop New Materig) in Section IV,
2, New Materia)

aterja) (Condz'tion “A"), being new Materia} Procureq fop the Joint Pmperty but nevey used, at one hundreg
Per cent (1009;) of curreny new price {plus sales {ay jf any), )

3. Good Useyg Materjg) . . . ,
Good yse, &lerig} (C’ondition “B»), being used Materia] in soung and Serviceable ¢onditjon, suitable for reuse
Tigr: ' *

.

Withous recondition;

t Seveniy-five per cent ¢ 5%) of eurrent now price jf Materia) wag chargeg to Joiny Account a5 new, or

B, At Sixty-five per ceny (85%) of current ney Price if Materig) was om'ginally chargeq to the Joint Account as
Secondhang at Seventy-five Percent "5%) of new price,

Useg Materjy) (Conditz'on “C), at {lifty per eent (509%) of current neyw Price, being used Materjg) which;
S not in sound ang Serviceab)e ¢ondition but suitable fqp Teuse aftep reeonditioning, or
Is Serviceabla for origina] function but not Suitable for reconditioning.

ateris] (Condiiion ‘D" no longer suitable for its origina) Purpose withoyt eXcessive repair cogt but usaple for
some othep Purpose gt o Price Comparapte With that of jtemsg normally ugeq for suep other Purposze,
6. Juni Materjq)

Junk Materia} (Condition “E"), being obsolate and gerap Maten‘al, at Prevailing Prices,

e the use of ateria] is temporary and jtg Service o the Joint Property does not justify the'reduction in price 44
Provided fo, inp Tagraph 3 g his Section VI, such Materija) shall g Priced op 5 basis that will leave , het charpe
int Accoy i ith th 0! . -

The Operatoy shall majngain detajleq ecords of Matepjny &enerally considereq ¢ontrallable by the Industry,

1 Periogic Invéntorios, Notice and Repmsen(ation .
At Teasonpb)e intorvals, z’nventorx'es shall be taken py Operaiop of the Joint Accouny Materig) Which shan meluge
all suep Materia] g4 is ordinarjly considereg Controllable. Writlen Notice of intention to take inventory shall pe
given by Operatop at Joust thirty (30) days befora any invenlory is to begin g0 that Non-Oporators may be regre.
senfed When any inventory 35 taken, Failyre of Non-Operators to be Teprosenteq at an inventory shall bind Nop.
Operﬂtors {o aecept the inventory taken by Operator, Who shaly in that event furnish Non~Operators with a copy
theroos, ) :

2 Reconcﬂintiun and Adjus(ment of Invcntora’es .
Recanciliation of inventory with charpes 1o the Joijnt Account shal] be made, and 5 list of overages ang shortages
shall po jm’nily dctermined by Operatoy and Non~0perators‘ Inventop adjustments shall be Made by Operatoy

Y
With {he Joini Account for Overages ang shortages, but Operator shall pe helq accountable ¢ Non-Operator only
Tor shortages due 1o lack or Yeasonap)e diligence, .

DPOCia) imronlorlcs may bo taken Wheneyey thore g any sale op change of interes in the Joint Property, It shay be

the duty of the party selling 1q hotify a7 other Paytfes 35 quickly e Possible afler the lransfer of interagt lakes
Place, 1, such cases, both the seller ang the burchasep shall be Eoverned by such inventory,
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EXRIBIT "D"

Attached to and made a part of Operating Agreement dated November 4, 1968
for the Carlsbad Drilling Block, Eddy County, New Mexico

INSURANCE

[

Operatér shall, at the Joint expense of the parties hereto, at all times
while Pperatlons are conductéd hereunder, provide with vesponsible insur-
ance companies, insurance as follows:

a) Workmen's Compensation Insurance in accordance with
the laws of the State of New Mexico;

. b) Employers' Liability Insurance with limite of not less
than $100,000.00;

c¢) Public Liability Insurance with respect to bodily injuries
with limits of not less than $100,000,00 as to any one
person and $300,000.00 as to any one accldent; and Property
Damage Liability Insurance with limits of not less than
$100,000,00 as to any one accident; and

d) Automobile Public Lisbility Insurance with respect to
bodily injuries with limits of not less than $100,000.00
as to any one person and $300,000,00 as to any one

. ~ accident; also, Automobile Public Liability Insurance
. with respect to Property Damage with limits of not less
than $100,000.00 as to any one accident,
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