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PATIFICATION OF OPERAYING AGREEMUENT
pErey

STATE OF NEW MEXICO

COUNTY OF EDDY

i

WHEREAS, under date of bctéber 1.5 1968,‘PENNZOIL UNITED, INC.
(now Pennzoil cOmpany)as'Opgrator, and UNION TEXAS PETROLEUM CORPORATIONM
ET AL, as HWor-Operators, entered into an Operating Agreement covering
among other lands the following land located in Eddy County, New Mexico:

Section 22, T-24-S, R-26-E, N.M.P.M.
Section 10, T-24-S, R-26-E, N.M.P.M.

WHEREAS, Pennzoil Company is presently planning the drilling of
the following wells under said Operating Agreement, insofar as said lands
are concerned and the interest of Joseph I. 0'Neill, Jr. in each such
well under said Operating Agreement is as hereinabove noted:

1. 11,600' Morrow test located in Section 22, T=24-5;

R-26-E -.Joseph I. 0'Neill, Jr. interest -
8.75% working interest (paying interest).
2. 11,900' Morrow test located in Section 10, T-24-8S,

R-26-E - Joseph I. 0O'Neill, Jr. interest -
30.9524% working interest (paying interest).

WHEREAS, Joseph I. 0'Neill, Jr. and J. M. Huber Corporation have
reached an agreement.for J. M. Huber Corporation to participate in the
drilling of the above noted wells as to the interests hereinabove
credited to Joseph I. O'Neill, Jr., and it is the desire of the parties
hereto to ratify said Operating Agreement. -

NOW, THEREFORE, for and in consideration of a sufficient conside-

ration, it is hereby agreed that the above noted Operating'ngreement of

October 15, 1968, is hereby adopted, ratified and confirmed. -

Dated: June 6, 1973 o EEHNNEL: COMBANY

sperovs
7/[7%///// o Ris
Agent “and ht}orney in-Fact ¢

J. M. HUBER CORPORATION

cat uh_‘gl:rj Tiiomas G. Baker
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H. LAMAR CURTIS, 2. Ass'L Yiens President EXH|B|T
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AMENDMENT TO JOINT OPERATING AGREEMENT
|

THIS AMENDMENT instrument made and entered into this 9th day
of May, 1973 by and between Pennzoil Company, hereinafter called
"Operator" and Joseph I. O'Neill, Jr., dealing in his sole and
separate property, Wainoco, Inc., Allied Chemical Corporation and
Tom Brown, Inc., hereinafter collectively called "Non-Operators",

WITNESSETH:

A. Reference is made to that certain Joint Operating Agreement

dated October 15, 1968, by and between Operator and Non-Operators
(or said parties' predecessors in title) pertaining to operations
for oil and gas on the following described lands in Eddy County,
New Mexico, to-wit:

‘Township 24 South, Range 26 East, N.M.P.M.

Section 9: N4, N%Sk, SE%SWY, SLSEY

Section 10: All

Section 11: all

Section 14: All

Section 15: All:

Section 21: Ek

Section 22: All
Said Joint Operating Agreement is hereby incorporated by reference
herein for all purposes,

B. Operator and Non-Operators are now desirous of amending
said Joint Operating Agreement in order to extend the terms and
provisions of said Joint Operating Agreement such that it covers

NOW, THEREFORE, for and in consideration of the premises
and Ten Dollars ($10.00) cash in hand paid to each of the
parties hereto by each of the other parties, it is hereby agreed
as follows:

1. Operator and Non-Operators agree that notwithstanding
any of the original terms or provisions of the above described
Joint Operating Agreement or the Farmout Agreement or Agreements
on which said Joint Operating Agreement is based, said Joint
Operating Agreement be and the same is hereby amended to the
extent necessary to extend all terms and provisions of said Joint
Operating Agreement to cover and control the operations for all
interests in o0il and gas leases and lands committed thereto for

2. B5aid above described Joint Operating Agreement is hereby
ratified and confirmed by all parties hereto and the same is
acknowledged to be in full force and effect, as hereby amended.
Said Joint Operating Agreement as amended hereby shall be binding
upon and inure to the benefit of the parties hereto, their res-
pective heirs, legal representatives, successors and assigns.

3. This amendment instrument may be executed in multiple
counterparts, no one of which need be executed by all parties

hereto. All such counterparts together shall constitute one and
the same instrument.



EXECUTED the day and year first hereinabove written.

APPROV

PENNZOIL COMBANY /Cl
By : C%Cﬁﬁzéﬁg YA —

Agent and At%rney—in-?act

Joseph I. O'Neill

WAINOCO, INC.

ATTEST o
By: _.- =il i R RS o
74 T ¢7T.7 ~—  President

Secretary

&
ALLWMICAL CORBORATION
g 24 // ‘Dric /z—e«.ér_

Attorney-in-Fact

Attesﬁ TOM BROWN, INC.
jx( /yu 2 /7 //( v(iLé" L e
st Sec 242¢ — President
STATE OF  TEXAS )
) ss. 4
COUNTY OF MIDLAND )
The foregoing instrument was acknowledged before me this 7th
day of June r 1973 by y, ¢, HAYES, Agent and Attarney-in-Fact
. of PENNZOIL COMPANY, a Delaware corporation,

on behalf of said corporation.

Notary Public
My Commission Expires:

June 1, 1975

STATE OF )

} ss.
COUNTY OF )

The foregoing instrument was acknowledged before me this
day of + 1973, by Joseph I. O'Neill, dealing in
his sole and separate property.

.. Notary Public
My Commission Expires:




EXECUTED the day and year first hereinabove written.

I
PENNZOIL COMPANY

By:

President

Quend I Treice )¢

2? WI. O'Neill, Jr. i

WAINOCO, INC.

By:

President

ALLIED CHEMICAL CORPORATION

By:

Attorney-in-Fact

Atgest: TOM BROWN, INC.
»/LL"Z( By: Yﬂa\d—éa/@/

L/ , - President

4st. Sec.
STATE OF )
) ss.
COUNTY OF : )
The foreg01ng instrument was acknowledged before me this
day of + 1973 by ;
President of PENNZOIL COMPAMY, a corporation,

on behalf of said corporation.

Notary Public
My Commission Expires:

STATE OFCZ/A,J )

. ) 8=
COUNTY OF %44// : )

The regoing instrument was acknowledged before me this /QZAL
day of e r 1973, by Joseph I. O'Neill?™ dealing in

his sole and sgparate property

(%d/n(_ﬂfd/ f %n
My<§:2@issien Expires:
et [ faz3
4

Notary Public
Zl



e
STATE OF ;2&-V4~0 )
. . ) 'ss.
COUNTY OF ‘#{/ .i.6-% ¢’ )
The foregoing instrument was_acknowledged before me this AY‘%
day of 7/ ey » 1973, by () A e i
President of WAINOCO, INC., a i corporation,
on behalf of said corporation. ’
\/Z_.L.(, [ yéﬂ{-i'(-f’-ff-v_g)
Notary-Public
My Commission Expires: SHARON RODRICKS
& public in ard for Harris Counly, Texas
(A)i(" et j; £57 70y 'Ho‘a::y (‘,L:mlmi::i:u Exjares June 1, 1573

STATE OF ) _./¢ Vi L

)
NS f . ) SS.
COUNTY OF f//4 44,4 )

.
The foregoing instrument was acknowledged before me this (2/‘

day of Y )i , 1973, by TQGER W. STONEBURNER s .
Attorney-in-Fact for ALLIED CHEMICAL CORPORATION, a B P e ‘K[;,(,
corporation, on behalf of said corporation. o ] o =
L Lt ) i _4,7(
(Al t g, Ll L J
otary Public
My Commission Expires:
ADDIE L: BUTEL .
. ‘bu’:ln and for Hartls 00“"‘}’-‘7?;‘_:, :
.JJMﬁe%Eﬁmﬁm"fmm»¢mAh_JAh
STATE OF \_,ZZ»L shiadt )
e } ss.
COUNTY OF ,-/)Li_f'(.' c’_'«/\,-C- )
Thelgoregoing instrument was acknowledged pefore’me;this " A
day of W re g — r 1973, by __ ' S K Freel L, 7 re —
President of TOM BROWN, INC., a ) et ol et corporation,

on behalf of said corporation.

WD

Notary Public

My Commission Expires:
(Zr2e¢ / 1973

7 ’
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AI'TACHED 1O AMD MADE A PART OF THAT CERTAIN LETTER AGREEMENT
DATED JULE 12, 1973, .BEYTWEEH J. M. JIUBER CORPORATION AMD

Josipll I. O'NEILL, JR. 45_2—&9[

MODLEL FORDM OP.ERA‘TING_ AGREEMENT—-WSG
' Non-Federal Lands

OPERATING AGREEMENT

DATED
October 15 , 1968
FOR UNIT AREA IN TOWNSHIP_ 24 South RANGE ____ 26 Fast
"Eddy COUNTY, STATE OF____ New Mexica
\ T TRy

Published and lor Sale by
ROSS-MARTIN CO. .-
Box BCO \

Tulsa, Oklahoma

Form 610
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OPELATING AGREEMENT
THIS AGREEMENT, cnlcred into this
Pennzoil United, Inc.

15th day of___October 1968 , belween

.

hereafler designaled as "Operalor”, and lhp signalory |],'):u.'Lics other than Operalor.

WITIWESSETH, THAT: .

WIEHEREAS, the particvs to this agrcement are owners of oil and pgas leases covering and, -if so indicated.
unleascd rnineral interests in the tr;ncts of land described in Exhibit "A", and all parties have reached an
agreement lo explore apd develop lhesc lezses and inlerests 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

thern,

(1) The words “parcty” and “parties” shall always mean a parly, or parties, lo this agreement.

-{2) The parties to this agreement shall always be referred lo as “it" or “they”, whether Lhe parlies be cor-
porale bodies, parlnerships, associalions, or persons real.

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

(4) The term “oil and gzas inl;e'resis" shall mean unleased fee and mineral interests in tracls of land lying
within the Unit Area which are owned by parlics 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 inlerests intended o be developed and operdted for cil and gas purposes under this agreement.
Such lands, oil and gas leaschold inlerests and oil and gas interests-are described in Exhibit “A".

(£) -Tl'-.e term “drilling upit” shall mean the area fixed for :.‘}e drilling of one well by srder or rule of any
state or federal body having. authorily. If a drilling unit is not fixed byf 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 :-15 fixed by ex-

press agreement of the parties.

- (T) All exhibits attached 'to this agreement are made a part of the conlract as fully as though copied in full

in the contract.

(8) The words "equipment” and “materials” as used here are synonymous and shall mean and include all

oil field supplies and personal property acquirzed for use in the Unit Area.

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

A. Tille Examination:

There shall be no examination of title to leases, or to oil and gas interests
-except that title to the drilling unit on which any well is to be drilled in ac-
cordance with the terms hereof, shall be examined on a completa abstract record
by Cperator's attormey, and the title to both the oil and gas lease and to the
fee title of the Lessors must be approved by the exanining attorney, or accepted
by all parties. A copy of the examinining attorney's opinion shall be sent to
each party immediately after the opinion is written, and, also, each party shall
be given, as they are written, a copy of all subsequent supplemental attorney's
Teports. A good faith effort to satisfy the examining attorney's tequirements
shall be made by the Operator covering the drillsite. The expense of such title
examinations shall be borma by the parties hercto in the proportion that the parties
are participating in the cost of drilling any well.

If title to the proposad drillsite is not approved by the examining attornay
or the fcase is not acceptable for a material reason, and all of the parties do
not accept the title, che parties shall select a new drillsite for the well. Title
to the oil and gas lease covering it and to the fec title of the lessor shall be
examined, and title shall be approved or accepted or rejected in like manner as
provided above concerning the drillsite first selected. If title to the oil and
gas lease covering the sccond choice drillsite is not approved or accepted, cther
drillsites shall be successively selected and title examined urdl a deillsite is
chosen to vhich tltle is approved or accepted, or until the partfes fail to select
anather drillsite.

—li—
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No well shall be drilled in the Unit Arda except.as hereinafter provided, until
after (1) the title to the drilling unit has been examined by an attorney for
one of the parties and (2) the title has been approved by the eramining attorney
or the title has been accepted by all of the parties who are to participate in
the driiling of the well. - : ' '

In the event one or more but less than all of the parties hereto accepts title
to a drillsite, the accepted parties shall have the tight to drill a test well
in accordance with Section 12 hereof.

: B. Failure of Tille:

Afler all titles are approved or accepted, any defects of title that may develop shall be the joint re-
sponsibility of all parties and: if a title loss occurs, it shall be the loss of all parties, with each bearing ils pro-
portionate part of the loss and of any liabilitics incurred in the loss. If such a loss occurs, there shall be no

change in, or adjustment of, the inlerests of the parlies in the remaining portion of the Unit Arca.

C. Loss ol Leases For Other Than Tille Failure:

I any lease or interest subjoct to this agreement be lost through failure to. develop or because express
or Implied coverants have nbt been performed, or if any lease be permitled to expire at the end of its primary
term and not be renewed or extended, the loss shall not be considered a failure of title and all such loszes skall
be joint losses and shall be borne by all parties in pmp.o'rlion to their interests and there shall be no readjust-

ment of interests in the remaining portion of the Unit Area.

3. UNLEASED OIL AND GAS INTERESTS

-H—eny—paﬂ-y—ewus-an—-ualeeseé—ef-HRd—gse—inlereel—-én—ihe—!_init—r\—rea;-lheHn!ere—s!—sh:l!—b&-lrc:r!e;‘_—.-'e_-—
the purpose of this agreement as if it were a leased intercst under the form of oi T ease attached as
Ixhibit “B" and Zor the primary term therein stated. Aj—.t_o___s_;u:b-int?: ests, the owner shall receive royalty on
rroduction as prescribed in the form of pi dﬁﬁ;ase attached hereto as Exhibit “B”. Such party shall,
hawever, be sulyig;un—u'lmz::( this agreement relaling to lessces, to the extent that it ewns
AhE T see-interash

As none of the parties hereto own any unleased interest, there is
no Exhibit "B" attached to this agreement,

4. INTERESTS OF PARTIES

Exhibit "4 lists all of the parlics, and their respective percentage or fractional interests under this
ogreenmenl. Unless changed by cllier provisions, all costs and liabilitivs incurred in operations under this can-
trac! shall be borne and paid, and all cquipment and material acquired in operations on the Unit Area shall be
owned, by the partics as their inlerests are given in Exhitit A", All production of oil and pas from the

Unil Area, subjest to the payrment of lessot's royalties, shall also be owned by the pacties in the same manner.
e

"Juint Luas™
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If any oil and pas lease covered Ly this agreement is subjrct o an overriding rovally, production pay-
mend, or other charge over and above the usual onc-cighth ('s) royalty, the party contribuling that lease shall

assume and alone bear all such excess obligations and shall account for thiem to the owners thereof oul of its

share of the working interest produclion of the Unit Area. .

5. OPERATOR OF UNIT

Pennzoil United Inc. shall be the Operalor of

the Unit Ares, and shall conduct and direct and have full contral of all operations on the Unit Area as per-
mitled and required by, and within the limits of, this agreement. It shall conduct all such operalions in a good
and workmanlike inanner, but it shall have no liability as Operator to the other parties for losses sustained,
or liabilities incurred, except such as may result from gross negligence or [rom ‘breach of the provisions of

this agreement.
6. EDNPLOYEES

The number of employees and their sclection, and the hours of labor and the compensation for services
performed, shall be determined by Operator. All employees shall be the empleyces of Operalor.
7. TEST WELL

T O N IO X .‘ﬁL‘ﬂlﬁC@ﬁ AT M E AN TG -
oG Qodatod:

There has previously been drilled a test well in accordance with that certain
Farmout Letter Azrecment to which this Agreement is attached as Exhibit "g".

TR LXK S U SR L U L TN B T LN e D X R E DL TS

Rl aaity:
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D e R LA B G G R S R L M OO N T s
i“\‘}-‘it‘é‘-‘}!‘w‘.‘r‘éplil. -

Operator shall make reasonable tests of all formations encountered during drilling which give indica-
tion of containing oil and gas in quantities sufficient to test, unless this an‘icement shall be limited in its ap-
phcalm'\ to a specific formation or formations, in which event Operator shall be required to test only tha
formation or Tormalions 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 ni all parties to the plugging, and the

wrell shall then be plugged and abandoned as promptly as possible.

8. COSTS AND EXPENSES
Except as herein- otherwise specilically provided, Operator shall promplly pay and discharge all costs
and expenses incurred in lhe development and operalion of the Unit Area pursuant to this agreement and shall
tharge each of the parties hereto with their respective proportionate shares upon the cost and expensa basis
‘provided in the Accounting Procedure attached hereto and marked Exhibit “C". If any provision of Ex-
bibit “C" should be inconsistent with any provision contained in the body of this agreement, the provisions in

the body of this agreement shall prevail. ?

Operalor, at ils election, shall have the right from time to lime o demand and rec‘eixe from the other

parties payment in advance of thelr rcspcclue sh:res ot lhe cshmnled amount of the costs to be incurred _in

operations hereunder during lhe ne'd succcndmv' month, which right m\) b‘. e\erczscd cmhr by subm ission to
" each such party of an ilemized statement of such estimated costs, mgcthu- \ulh an invoice for ils share (here
of. Each such statement and invoice for the _m) n\c-ll in ad\.ancc of nahmalcd costs shall Le submlih_.d on nr
before \he 20th day of tha next preceding month,  Each party shall p1y to Opvrator its preportionate share of
such estimate within 1t|l:‘: {'S‘It(tlj u)u: after such estimale and invoice is received. It 1n) p:m;. (ails h} pay ils
share of said estimule within said time, the amount due shall bear inlterest at the ralu. of t.x pmuni (87 per
annum until paid.  Proper adjustment shall be made monthly between advances and actual cost, to the <nd

that each parly shall hear and pay ils proporlionale share of actual costs incurred, and no more.

wnic Y v



2. OPELATOR'S LIEN

Fa siven & first a-d prefzrred lion on the interezt of
esch pariy 2 res .125 enl in easi party's interast in the il and zos
produced zni 2f, and upon €a2h parly's istgrect in mzoerial an?
equipmant %o - 21l sums duz from cazh such perty to thz cther
end the parfcr ty of its duties and otligztions hareurdor.

I"J the event any tarty fai i
the party sufferirg loss, without gpr i I
euthorizes zi its el°uul i to colizct from the purchaser or Tursnzs
gas, th2 praocseds z2eruing to +n workirg interest or any othker int
area of the delingusnt gz-iy us o tos zme

0 may any amount ovwing oy
22 to th2 other exictin

unt owirg by such party, api
chaser of oil or 22s 1s auinorized to rely upon 2 written steteran: from +the par:
suffering the loss a2s to thz zmount ovirg by such party.

'In the eveat of the ne

1eglect or fzilure of any Parvy to pr ‘"Dtlj pay its
proportionzts peri of tha cost a-d expense of develorment snd cparaiicn wten dua,
the other rarties zhazlil rozcriionately contribule to the tayment of suen Galipguzn
indenbtedineszs, 2rnd tha rzrtiss so conirituting shall ta ertitled to the ‘lien ““0"11:3
for in %his section. Uszer the Payzent by such delinguant er def ting party of zny
apount or 2mounis undszr such delinguant indebtednass or uron an; :ecovery urcn tehelf
of the pzartiss under ths lien conferred eocve, the emount or zmcucts so oafd or
recoverad shall te distributed znd paid to the other parties proportiona&elv i
azcorlenze with ths ccniributicns theretsiore zzd2 by Lhem. ’

10. TERM OF AGREEMENT i

This agreement shall remain in full force and effect for as long as any of the oil and gas leases subjected
_to this agrzement remain or are continued in force as to any part of the Unit Area, whether by production, ex-
tension, renewal or otherwise; provided, howc\.cr {hat in the cvent the first well drilled hereunder results in
a dry hole and no other well is producing oil or gas in paxing quantities from the 1Tnit Area, then at the end
of ninely (90) days after abandonment of the first test well, this agreement shall terminate unless one or
more of Lhe parlies are then engaged in drilling a well or wells pursuant to Section 12 hereo!, or all parties
have agreed to drill an additicnal well or wells under this agreement, in which event this agreement shall con-
tinue in force until such well or wells shall have been drilled and completed. If production resulls ihere-
{from this agreement shall continue in force thereafter as if said first test well had been productive in paving
quantities, but if production in paying guanlities does not resul' therefrom this agreement shall terminate
at the end of ninety (20) days after abandonment of such well or wells. Tt is agreed, however, that the term-
Ination of this agreement shall not relieve any party heseto from any liability which has accrued or attacked

.prlur to the date of such 1errn'mat'ion. .

' 11, LIMITATION ON EXPENDITURES

Without the cbnsent"of all parties: (a) No well shall be drilled on the Unit Area except any well ex-
pressiy provided for in this agreement and e\cepl any well drilled pursuant to the provJsmns of Section 12
of this agreement, it being understnod that the consent to the drilling of a well shzll mclur.'e consent to all
necessary expenditures in lhé r.lnlhnfr lef!mg, co-nplet ng, and equipping &f thz well, inc! uding necessary
tankage: (b) No well shall be reworked, plugzed back or decpaned excepl a well reworked. pluzged back or
deepened pursuant to the provisions of Seclion 12 of this agreement, il being understood that the consent to
the reworking, plugzing back or deepening of a well shall include consent to all necessary uxpencfi:ures in’
conducting such opcr::tin.ns and completing and equipping of said well to produce, including necessary tank-
age; (c) Operator shall not underlake any single project reasonably estimz:24 lo require an expenditure in
pxeess of Five thousand and no/10G Dollars (§__2,000.00 B

except in connection with a well the drilling, reworking. deepening, or plugying back of which has beer pre-

S
viously al.:thonzcd by or pursuant to this agrcement; provided, hewever, that in case of explosion, fire, [lood,
or other sudden cmiergency, whether of the same Vur gifferent nature, Operatur may take such sleps and incur

. such expenses as in its opinion are required lo deal with the emergency and to safcguard life and propeity,
hut Operator shall, as promplly as possible, report the emergeney 1o the other parties, Operator shall, upun
riques), furnish copies of ils "Authorily for Fxpenditures” for any single project cosling in
cess of $_95,000.00___

oN-
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12. OPERATIONS 1Y LESS THAN ALL PARTILS

If all the partics cannol mutually agree upon the drilling of any well on the Unil Arca other lhan the
test well provided for in Section 7, or upon the reworki ing, deepening or plugging back of a dry hele drilled
al the joinl cxpensc of all parties or a well juintly bwned by all the partics and not then producing in paying
quantilics e¢n the Unil Arca, any party or pavlics wishing to drill._reveork, deepen or plug back such a well

< . . . by submitt an AFE for’
may give the other parties wrillen nollc./--- the progosed “operation, specilying” the work to be performed,

the localion, prnpos‘ed depth, objective foryhation and the estimaled cost of the operation. The parties receiv-
Ing such a notice shall have thirly (30) days (exeepl as to reworking, plugging back or drilling deeper, where
a drilling rig is on location, the period shall be limiled to forty-cight (42) hours exclusive of Salurday or Sun-
day) after receipt of the notice within which to notify the parlies wishing to do the work whether they clect
lo participate in the cost of the proposed operation. Failure of a patty recciving such a nolice to so reply lo
it within the period above fixed shall constitute an election by that party not lo parln:lpnh:: in the cost of the

proposed operation,

If any parly receiving such a notlice elcets not to participate in the p.roposcd operation (such party or
parlics being herealter referred to as “Non-Consenling Parly”), then in order to be entitled to the benelils
of this scction, the party or pgrlics giving the notice and such other parties as shall elect to participate in the
operation (all such pariies being hercafter referred lo as the "Cunsenling Parties™) shall, within thicty (30)
days afler the expiration of the.notice period of thirty (30) 'da)'s (or as promptly as possible after the expir-

"ation of the 48-hour peried where the drilling rig xs en location, as the case may be) actually commence work

on the proposed operation and complete it with due dilizence.

The entire cost and risX of conducting such operations shall be borne by the Consenting Parties in the
propertions that their respeclive inlerests as shown in Exhibit "A“ bear to the total interests of all Consenting
Parties. Consenting Parlies shall keep the leaschold estates lmolvcd in such operations frce and clear of all
liens and encumbrances of every kind created & by or arising from the operations of the Consenting Parties. Ir
such an operation results in a dry hole, the Consenting Parties shall plug and abandon the well at their sole .
cost, risk and e::pensr.. B any well drilled, reworked, deepencd or plugged back under the provisions of this
section results in a producer of oil and‘or gas in paying quantities, the Consenting Parties shall complete and
equip the well to produce ati Lhelr sole cost and risk, and the well shall then be turned over lo Operator and
shall be operated by il at the expense and for the account of the Consenting Parties. Upon ccramencement of
operations for the drilling, reworking, deepening or plﬁéging back of any such well by Consenting Parlies
in accordance with the provisions of this section, each Non- -Consenting Party shall be deemed 16 Rave relin-
qum ed lo Consenting Parlies, and the Consenting Farties shall own znd be entitled to recene in prupc:hon

’ lu their respeclive interests, all of such Non- -Consenting Parly’s interest in the well, jts leasehold operating
tighls, and share of production therefrom until the proceeds or market value thereof (alter deducting pro-
duction laxes, royally, overriding royally and other interests pavable out of or measured by the production

from such well accruing with respect to such interest until it reverls) shall equal the latal of the [ollowing:

(A) 1005 of each such Non-Consenting Parly’s share of the cost of any new!y acquired surface equipment
beyond .the wellhead connections (including, but not limited to, stock tanks, separators, trealers,
pumping equipment and pipirg), plus 16055 of cach such Non-Concent: ng Party's share of the cest of
operation of the well commencing with first production and conlinuirng until cach such Non-Cansenting
Parly's relinquished interest shall revert to it under olher provisians of this scction, it being azreed that
cach Non-Consenting Party's share of such casts and equipment will be that interest whick would have
been chargeable to cach Non-Consenting Party had it participaled in the well from the beginning of
the operation; and
3007 :

(D) 33X of that portion of the cosls and c\pgmn.:. of drilling, reworkiny, deepening or plygging bawi:,
testing amd completing, alter deducling any cash contribulions received under Scclion 24, and 2007
of that porlion of the cost of newly acquired equipment in the well (to and including the welihend
connectivns), which would have been charpeable ta such Non-Consenting Parly if it had partivipate:d

thereln, -
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In the case of any reworking, plugzing hack or deeper drilling operation, the Consenting Parlics shalt
be permitted to use, free oi cost, all casing, lubing and other equipment in the well, bul the ownership of all
such equipment shall remain unchanged; and upon abandonment of a well after such reworking, plugring
back or decpar drilling, the Consenling Parlics shall accouat for all such cquipment to the owners thercol,

willt cach parly receiving ils proportionate part in kind or in value.
. ; |

Within sixty (G0) days after the compl.clion ol any uper;lion under this seclion, the party conducting
the operations for the Consenling Parlics shall f-urnish cach Non-Consenling Party with an invenlory of
the cquipment in and cunncclcd lo the well, and an itemized stalement of the cost of drilling, deepening,
plugging back, lesting, complet:n and equipping the well for production; or, at ils option, the operating
parly, in lieu of an itemized statement of such costs of operalion, may submit a detailed stalement of monlhly
billings. Each month (herecaller, during the time the Conscnting Parties are being rcimbursed as provided
above, the Consenting Parties shall furnish the Non-Conscnting Parties with an itemized statement of. all
cosls and liabilities incurred in the operation of the well, together wilh 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 realized frain the sale or other disposition of equip-
menl newly acquired in connection with any such operation which would have been owned by a Non-Con-
senting Partly had it parlicipated thercin shall be credited against the total unreturned cosls of the work done
and of the equipment purchassd, in determining when the interest of such Non-Cansenting Party shall revert

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

It and when the Consenting Parties recover from a Non-Consenling Parly's relinquished interest the
amounts provided for above, the relinquished intereslts of such Non-Consenling Parly shall automatically
revert to it and from and aftér such reversion such Non-Consenting Parly shall own the same interest in such
well, the operaling rights and working interest therein, the material and.equipment in or pertaining thereto,
and th'e production therefrom as such Noﬁ—Conseniing Parly would have owned had it participated in the
drilling, reworking, deepening or plugging back of said well. Therealter, such Non- Consent:ng Party shall be
charged with and shall pay its proportiunale part of the further cosis of the operalion of said well in accord-

ance with the terms of this agreement and the accounting procedure schedule, Exhibit "C", atlached hereto.

Notwithstanding the prouswns of this Section 12, it is agreed that without the mutual consent of all
parties, no wells shall be co'npleted in or produced from a source of supply from which a well located elce-
where on the Unil Area is producing, unless such well ‘conforms to the then-existing well spacing pattern

for such source of supply.

The provisions oI this section shall have no application whatsoever to lhe drilling of the initial te;l
well an the Unit Area, bul shall apply to the reworking, deepening, or plugging back of the initial test swell
after it has been drilled to the depth specified in Seclion 7, if it is, or thereafter shall prove to be, a dry
hole or non-commercial well, and to all other wells drilled, reworked, deepened, or plugged back, or pro-
posed to be drilled, reworked, deepened, or plugged back, upon the Unit Area sizbs;equent to the drilling of
the initial test well.

13. RIGHT TO TAKE PRODUCTION IN KIND

E_ach party shall take in Kind or separately dispose of ils proportionate share of all oil and gas pro-
duced from the Unit Area, exélusive of produclion which may be used in development and producing oper-
ations and in preparing :mci trealing oil for marketing purposes and production unavoidably lost. Each party
shall pay or deliver, or causc to ke paid or delivered, all royalties, overriding royalties, or other payments
‘due on ils share of such productlion, and shall hold the other parties free from any liabilily therefor. Any
extra expenditure incurred in the taking in kind or separate disposilion by any parly of its proportionale

share of the production shall be borne Ly such p-u-ly

Each parly shall exccute all division orders and contracls of sale pertaining to its interest in produs-
fcn from the Unit Area, and shall be entitled to receive payment direct from the purchaser or purchuzers

thereol for its share of all production,
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In the evenl any parly shall fail lo make the atranzements necessary tn take in kind or separalely
dispose of its proportionale share of the oil and gas produced from the Unit Area, Opcrator shall have lhe
righl, subject to revocation al will by the party owning it, but not the obligation, to purchase such oil and
ras or sall it to others for the lime beiny, at not less than the markel price prevailing in the area, which
shall in no event be less than the price which Operator rccei_{'cs for ils portin;n of tiwe oil and gas preduced
from the Unit Arca. Any such purchasc ar ‘sale by Operator shall be subject always fo the right of the
owner of the p;uduclion lo cxcrcise at any lime its right lo lake in kind, or stparately disposc of, ils share of
all oil and gas nol previously delivered lo a purchaser. Notwithstanding the foregoing, Opcrator shall not
make a sale into inlcrst.ale commerce of any olher parly’s share of gas production without first giving such

other parly sixty (60) days nolice of such intended sale.

14. ACCESS TO UNIT AREA

Each |iarly shall have access to the Unit Area at all reasonable limes, at ils SC.I]Q risk, to inspect or
observe operations, and shall have aceess at reasonable times to information pertaining to the development
or operation thereof, including Opcralor's books and records relating thereto. Operalor shall, upon request,
furnish each of the other parties with copies of all drilling reports, well logs, tank tables, daily geuge and
run tickels and reports of stock on hand at the first of each month, and shall make available samples of any

cores or cutlings taken from any well drilled on the Unit Arca.

15. DRILLING CONTRACTS

All wells drilled on l};e Unit Area shall be drilled on a compelilive contract basis at the usual rates
prevailing in the area. Operator, if il so desires, may employ its own tools and equipment in the driiling
el wells, but its charges thercfor shall nol exceed the prevaiiing rates in the field, and the rale of such
charges shall be agreed upon by the parties in wriling before drilling operations are commenced, and such
work shall be performed by Operator under the same terns and conditions as shall be customary and usual

in the field in contracts of ir-ldependcnt contraclors’ who are doing work of a similar nature.

16. ABANDO.\'MEHT OF YWELLS

No well, other than any well which has been drilled or reworked pursuant to Section 12 hereof for
which the Consenling Parties have not been fully reimbursed as therein provided, which has been com-
pleted as a'producer shall be plugged and abandoned withoul the consent of all parlies; provided, however,
if all parties do not agree to the abandonment of any well, those wishing to continue its aperation shall tender
to cach of the olher parlies its proportionale share of Lhe value of Lhe well's salvable material and equip-
ment, delermined in accordance with the provisions of Exhibit “C", less the estimated cost of salvazing and
the estimated cost of plugging and abandoning. FEach abandoning party shall then assign to the non-
abandoning parties, without warranlty, express or implied, as to title or as to quantity, quality, or filness for use
of the equipment and material, all of its interest in the well and its equipment, logether with its interest in
the leaschold eslate as to, but only as to, the interval or inlervals of the formation or formalions then ofcn
to production. The assignménts so limited 5!.1311 encompass the “drilling unit” upon which the well is located.
The payments by, and the assign:inents to, the assignees shall be in a ralio based upon the relationship of
their respective pereentages of participalion in the Unit Area to the aggregate ol the percenlages of parlici-
pa.li::m in the Unil Area of all assignees. There shall be no readjustment of intercst in the remaining portion

* of the Unit Arca.

Aller the assignment, the assignars shall have no further responsibility, liability, or interest in the
aepwation of or production from the well in the interval or intervals then open. Upon reauest of the assicnees,
Operalor shall conlinue to operate the assigned well for the account of Lhe non-abandoning paclies atl the
Fates and charpes contemplated by this careement, plus any additional cost and charges which may urize as

the result of the separale ownership of the assigned well,

o



17. DELAY RENTALS AND SHUT-IN WELL PPAYMENTS .
Each party shall pay all delay rentals and shul-in well payments which may Le required under the
lerms of its lease or leases and submit cvidence of cach payment to the olher partics at least ten (10) davs
prior fo lhe payment dale. The paying party shall Le reimbursed by Operator_ for 1004 of any such detuy
renlal p:}mcnl and 1007 of any such shul-in weell payment. The amount of suck reimbursement shall be
?Imrgcd by Oper:\tor to lhe joinl account of the parties and lrc-nted in all respecls the same as cosls incurred
in the developmuent and operation of the Unit Area. Each parly responsible for such payments shall diligently
‘.llcmpl to make proper payment, but shall not be held liable to the other parlics in damages for the loss of
any lease or interest therein if, through mlstake or oversight, any rental or shut-in well payment is not paid
or Is crroncously pzid, The loss of any lease or interest therein which resulls from a failure to pay or an cr-
foneous payment of rental or shut-in well payment shall be a joint loss and there shall be no readjusiment of
ir_xtcrcs'.s in the remaining portion of the Unit Area. If any parly secures a new lease covering the terminated
Interest, such acquisition shall be subject to the provisions of Paragraph 22 of this agreement.
Operator shall promptly natify eaczh other party hereto of the date oﬁ which any gas well located oun

the Unit Area is shut in and the reason therefor.,

18. PREF‘ERE.\'TIAL RIGHT TO PUI‘.CII‘\"‘E

Should any.party desire to—sel.l zll.or any.part of.its intcrests-under. th:v—conlrdci ~or-ils-rights ar.\. ::J,-
l terests in the Unit Area, it shall promplly give wrillen notice to the olher parlies; with full mﬂrmanon con-
cerning ils proposed sale, u.h:ch shall include the name and address of the prc-specme purclnsm (who must
be ready, willing and able to purchase), the purchase price, and all olher lerms of (he offer. The other parties
shall lhen have an optional prior right, for a period of ten (1) da\a after receipt of the nélice, lo purchase
on the same terms and conditions the interest which the other narl\ proposes to sell: and, if this optienal nrrht
is exercised, ihe purchosing parties shall s‘mre tha purchascd intercst in the proportions that the interest of
each bears to the total interest of allpurchasm parties. However, there shall Ue no preferential right to pur-
chase in those cases where any pa:'.y wishes lo morlgage its interests, or to dispose of its inlerests by merger,
reorganization, cunrollda'l-;_on or sale of all of its assels, or a sale or transfer of its interests to a subsidiary or
parent co-npan_'. or subsldlary of a parent company, or to any company in which any one party owns a ma-
sﬂnl‘;ot the stock. R
Should a sale be made by Operator of its rights and interests, the other parties shall have the right
within sixty (60) days after the date of such sale, by majority vote in interest, to select a new Operator. If
a4 new Opex:ator is not-so selecled, the transferce of the present Operalor shall assume the duties of and act £%
Opcrator. In either case, 'lh|e retiring Operator thall continue lo serve as Operator, and discharge ils duties
in that capacity under' this agreemient, 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 afler

the sale of its rights and interests has been completed.

-
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19. BMAINTENANCE OF UNIT OWNDESIHIP ga

-t
For he purpose ol mainlaining uniformily of ewnership in the oil and gas leaschold inléresls covered by
this conlract, and nrolwilhstanding any olher provisions to the cuntrary, no parly <hall sell, encumber, transfer
- - . Y e
or make other disposition of ils inlerest in the leases embraced wilhin the Unit Arca and in wells, equipment

and production unless such dispesition covers either:
1
(1) the entire interest of the party in al] leases. and equipment and produclion; or

(2) an equal undivided interest in all leases and equipment and production in the Unit Area.

" Every such sale, encumbrance, transfer or olher disposition made by any party shall be made expressly

subject to this agreement, and shall be made without prejudice lo the rights of the other parties.

If at any time the interest of any parly is divided among and owned by four or more co-owners, Opera- -
lor may', al its discrelion, reyuize such co-owners to appoinl a single trustee or agent with full authority to re-
ceive nolices, approve expendilures, receive billings for and approve and pay such party's share of Lhe joinl
expenses, and to deal generally with, and with power to bind, the co-owners of such party’s interests wilkin
the scope ol the operalions embraced in this contract; hc-m-ever, all sucﬁ co-owners shall enler inlo and execute
all conlracls or agreements for the disposition of their respective shares of the oil and gas produced from the

Unit Area and they shall have the right {o receive, separalely, payment of the sale procecds thereof.

20. RESIGNATION AXD REOVAL OF OPERATOR

A. Rasigneticn: .

Operator =2y resiga from its duties and obligeiions =25 Operascr =zt auy

*ime upon written nctice of net less thzn ninety (S0) dzvs, zgiven %o 2ll of the
perties. The reliring cperztor snell deliver to its succszsser 21l recsrds ard
inforraiien necessary te discharge br the Onerater of its duties arg ocliigaiiens.

Q , liguidates or terminztes

3 T or losss all of its ctar
vidu2l 2rnd dies, or (4) fz2ils or
< 5 insclvent, banlruzi cer

ratcr witheut ary acticn Tty the

L

t

1zrge of ihe corporziz n2ze or siruct
5
i

t to eny single subsidizry,
s for reczcval of Opsrazcr.

C. Successor: L s B GE =

The successor Cparaicr shall be s2lecied bty 2 rajoritr vob
Lherefo, with ezch party hevicg 2 voting inierses equal to iis infers
in this Agrze IZ Cperater is reroved, it =2y not vote to su
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20. RESIGNATION OF OPERATOR

Operator may resign from -its duties and obligations as Operalor at any time upon writlen notice of ngt

less than ninety (90) days giv ‘en to all olher parties. In this case, all parties to_ lhmxonmurm:t by
‘—-_'—_'—_'_

majority vote in interest, not in numbers, a new Operator who' shall assume the responsibilities and duties, and
have the rights prescribed for Operator ﬁ;:.lhis agreement. Thc re!:nnv Operator shall deliver to ils successor

all recovds and information necessary to the discharge by the new Operator of its duhes and abligations.
21. LIADILITY OF PARTIES

The Iiabilil_‘,— of the parties shall be several, nol joint or collective. Fach panv shall be responsible

only for its obligations, and:shall be liable only for ils proportionate share of lhe costs of developing and

operaling the Unit :\l;_ca. Accurdmgly, the lien granted by each party to Operator in Section 9 is given to se-

cime only the debts of each severally. It is rot the intention of the parties lo create, nor shall this agreament

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

* 22. RENEWAL OR EXTENSION OF LEASES

If ady party secures a renewal of any oil and gas lease subject to this coatract. each and all of the other
parties shall be notified promptly, and shall have the right lo participate in the ownership of the renewal lease
by paying to the parly 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 elsct to participate in the purchase of a renewal lease, it shall
be owned by the parties who el-ect to participate therein, in a ratio based upon the relationship of their respec-
tixe percentage of participation in the urit area to the zggregate of the percentages of participation in the unit
arca of all parties participating in the purchase of such renewal lease. Any renewal lease in which less than

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

Each party who participates in the purchase of a renewal lease skall be ti\'un an assignment of its pro-
powionate interest thevein by the acquiring pacty.

The provisions of 15 section shall apply to rencwal leases whethee they are for the entive interest
covarrul Ly the expiring lease or. cover only a portion of its area or an interest thercin. Any . rerewal jease

laken tefure the expivation of its predecessor lease, or taken or contracled for within six {(6) month; alwer

the expiration of the existing leaze shail Le subject to this provision; bul any lease taken or contracted for

mare than six (6) months after the expiration of an existing lease shall not be deemed a renewal lease and

shall not be subject to the provi-ions of this section.

The provisicns in this section shall apply alse and in like manuer o extensions of ol and gas leawes,

[ S



23. SURRENDIL OF LEASLES

The leases covered by this agreement, in so far as they embrace ucrcage in the Unit Arca, shall not be

surrendered in whole or in part unless all parlics consont,

However, should any party desire lo surrcndlcr its intcr_'cst in any ]casc'ar in any portion Ihcrc;r. and
olher parlics 1—1_nt agree or consent, lhe pnr!y‘dcsiring fo surrc:.uier shall assign, wilhout express or implicd
warranly of title, all of its interest in such lease, 6r porlion thercof, and any well, material and equipment
which may be located thereon and iny righls in production therealter secured, to the parties not desiring (o
surrender it. Upon such assignment, the :'JSsigning parly shall be relieved from all obligations thereafter ac-
cruing, bul not therelofore accrued, with respect to-the acreage assigned and the operation of any well there-
on, and the assigning parly shall have no further interest in the leace assigned and ils equipment and production. )
The parlics assignee shall pay to the party assnﬂnor the reazonable salvage value of the latler's intercst in any
wells and cquipment on the assigned acrcagc determined in accordance wnlh the provisions of Exhibit “C",
less the estimaled cost of salvaging and the estimated cost of plugging and abandunm" If the assignment is in
favor of mere than om. parly, the assigned interest shall be shared by lhe parties assigriee in the proporlions

that the interest of each bears t6 the interest of all parlies assignee.

Any assignment or surrender made under this provision shall not reduce or ¢hange the assignors' or sur-
rendering parlies' interest, as it was immedialely before the assignmwent, in the balance of the Unit Area; ard
the acreage assigned or surrendéred, and subsequent operations thercon, shall not thereaiter be subject to the

terms and provisions of this agreement,
.

24. ACREAGE OR CASIH CONTRIDUTIONS

If any party receives while this agreement is in force a contribution of cash toward the drilling of a
vsell or any olther operation on the Unit Area, such contribution shall be paid to the parly who conducted the
drilling or other operalion and shall be applied by it against the cost of such drilling or other operation. If
the conlribution ke in the form of acreage, the party lo whom the contribution: is made shall promptly execute
-an assignment of the acreage, without warranty ol -title, 1o all parties to this agreement in propertion lo their
interests in the Unit Area at that time, and such acreage shall become a part of the Unil Area and be governed
by all the provisions of this contract. Each parly shall promptly notify all other parties of all acreage or
money conlribulions it may oblain in support of any well or any other operation on the Unit Area.

25. PROVISION CO;\'CER.\'ING TAXATION i

'
1

Each of the parties hereto elects, urder the authority of Section 761(a) of the Internal Revenue Code ol

1854, to be excluded from the application of all of the provisions of Subckapter X of Chapter 1 of Subtitle A ol
the Internal Revenue Code of 1954. If the income tax laws of the sla!e or states in which the property covered
hereby is located conlam -or may herealter contain, provisions similar to those vontained in the Subchkapter of
the Internal Revenue Code of 1954 above referred to under which a similar election Is permitted, each of the
parlies agrees that such election shall be exercized. Each parly authorizes and directs the Operator to execure
- such an election or elections on its behalf and to file the election with the proper governmental offica or

agency. If requesied by the Operator so to do, each party agrees to execule and join in such an election.

‘Operator shall rendar for ad valorem taxation all property subject to this agrcement which by law
should be returned for such laxes, and it shall pay all such taxes assessed thercon before they become delin-

quent. Operator shall bl]l all other parties for their proportwnale share of all tax payments in the manner
. provided in Exhibit "C".

If any tax assessment is considered unreasonabla by Operator, it may at its discretion prolest such valea-
tion within the time and manner prescribed by law, and prosecute the protest lo a final determination, unless
skl parties agree to abandon the protest prior to final determination. When any such protested valuation shal?
tave been finally delermined, Opurator shzll pay the asscssment for ihe joint :J.CL‘OU!!I, togelher with inlerest and
penally accrued, and the total cost shall then be assessed against the parties, and be paid by them, as provided

In Exhibit “C",



26. INSURANCLE
' ) *
Al all times while operations are conducled hercunder, Operalor shall com_ply with the Workmen's

Compensalion Lavs of the Stale where the operations are being conducted.  Operutor shall also carry or pro-
vide insurance for the benelit of the joint account of the pm‘liés as may be ouliincd in Exhibit "D" atlached
to and made a part hereof. Operaior shall l.'equi:"c all contractors engaged in work on or for the Unit Arca
to comply with the Workmen's Compensalion Law of the Siale'whcre the operations are being conducted and
{o mainlain such olher insurance as OL,E'ator may require.

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

surance for ot.vralors fully ow ned automotive equipment,
21. CLAIMS AND LA\‘;’SL,ITS

If any party to thls ccnlrnct is sued on an allerreu cause of achon arising out of operations on the Unit
Area, or on an allcﬂcd cause of aclion involving tille tc any lease or oil and gas interest subjected to this con-
tract, it shall give prompt wrilten notice of the suit o the Operator and all other parties. )

The defense of lawsuils shall be under the general direction of a commitlee of lawyers representing the
parlies, with Operator’s attorney as Chairman. Suits may be setlled during litigation only with the joint con-
seal of all parties. No charge shall be made for services performed by the staff attorneys for any of the
parlies, but otherwisa 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 lo their then inlerests in the Unit Area. Altorneys, other than stalf attorneys for the parties, shall
be employed in lawsuits involving Unit Area operalions only with the consent of all parties; if outside ccunsel
is employed, their fecs and expenses shall be considered Unit Area expense and shall be paid by Operator and
charged lo ail of the parties in proportion to their then inicrests in the Unit Area The pmvisions of this
paragraph shzll not te applied in any instance where the loss whick ‘may refcull from’ the sui[ i5 tn"aled 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 responsibilily of the parly or parlies concerned.

Damage claims caused by and ar.ising out of operations on the Unit Area, conducted for the joint ac-
count of all parties, shall be handled by Operator and its attorneys, the setllement of claims of this kizd shall
be \\.nhln the discretion of Opc:alol s0 long as the amuunl paid in settlement of any one claim does not exceed
one thousand ($1000.00) dollars and, ii settled, the sums paid in settlement shall be charged as expense to

and be paid by all parties in proportion 'o their then interests in the Unit Area,

' 28. FORCE MAJEURE

If any party is rendered unable, wholly or in part, by force raaieure 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 writlen notice of the force majeure witl':: r.easonably full i:arliculars concerning jt; thereupen, the
obligations of the party giving the notice, so far as lhey are affected by the force majeure, shall be suspended
during, but ne longer than, the continuance of the force majeure. The affected party skall use all possible
diligence to remove the force majeure as quickly as possible.

The requirement that any force majeure shal[ be remedied with all-reasonable dispatch shall not require
the séttlement of strikes. lockouts, or other labor difficulty by the party involved, contrary to its wishes; how
all such diflicultics shall be handled shall be entirely within the diseretion of the party concerned.

The term “force majeure” as here cinployed s-mll mean an act of God, strike, lockout, or other mdu;.nal
dzsmrbance act of the public erermy, war, blockade, pubhc riot, lightning, fire, storm flood, explesion, gov-
ernmeantal restrainl, unavailability of equipment, and any other cause, whether of lhe kind speciflically enum -

erated above or otherwi ise, which is rot reasonably within the control of the parly claiming suspension.
29, NOTICES

All notices authorized or required belween the parties. and required by any of the provisions of this
a[:reem-.nl, shall, unless olherwise snezifically providwd, Le given in wriling by United States mail ar Wostern

Union Telegram, postage or charges prepaid, and addressed to the parly lo whom the notice is given at (e
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nddresses lisled on Exhibit "A™. The originuling nolice o be l;iw:n under any provisien hereof shall be deered
given only when rectived by the parlyl|o whem such natice is directed and the time for such parly to give any
uotice in r spunse therelo shall run from the dale the origineling notice is received. The sccond or any re-
sporsive r. stice thall be deemed gich when deOSill‘:d in the United States mail or with the Western Union

Telegrap' Con:paﬁy, with postage or charges prepaid. Each party shall have the right to change its address

al any lime, and from lime lo time, by giving wrilten notice thereaof to all other parties. Q\ﬁ_ af L
) ; : 2

. 30. OTHER CONDITIONS, IF ANY, ARE: \,:“«'-‘E’Aj \—«-f‘“

. g ,f(‘_\r*-' Z_-\

"A. If any party hereto sheculd hereafter create any overriding royalty, production
. Payment, or other burden against its vorking interest production and if any other
;%%: party or parties snould conduct non-consent operations pursuant to any provision
of this agreenant and, as a result, beccze entitled to receive the working in-
terest productica ctherwise belonging to the aon-participating party, the party
‘or parties entitled to receive the working interest production of the non-
:j“< participating 'party shail receive such production free and clear of burden
against such production which may have becn created subsequent to this azree-
ment znd the non-pafticipating party creating such subsequent burden shall
save the participating party or parties harmless with respect to the receipt
of such workingz intezrest production. '

B. Consent to tha drilling of a test well in accordznce with Paragraph 12 hereof
shall rot be deamed ‘as corsent to the setting of  production casing and a
completfon attsampt. When any test well drilled pursuant to the terms of

. this agreemeat has reached its authorized depth, the oparator shall ziva
immedizte notice to the non-operating parties who are to participate im the
completion costs and the parties receiving such notice shall have Twanty-four

(24) hours (exclusive of Saturday, Sunday or a legal holiday) in which to

-elect to set casing aad participate in such cempletion attempt. fzilure of
the party receivinz such notica to reply within the period above fixed shall
constitute an eleccica by thac party not to participate in the cos*t of a
completion attempt. 1IF one or rmote, but less than all, of the parties elect
to set pipe and to attempt a complztion, the provisicrns of Section 12 Hereor
shall apply to the. operations thersafter conducted by less than all of the
parties. ’ .

C. Hotwithstandinz the provisicns of Section 24 hereof, acreaze or cash coatri-
.butions shall be shared by the partiss hereto in the proportions wihich such
parties share in the cost of any operation conducted under the terms of this
agreemznt. : o

j/ D. In the event any spacing or proration unit is pooled or ueitized by any govern-
mental, judicial or Tegulatery body or agency having jurisdiction with oths-
acreagze not included ca Exhioit "A" hersof, the interest of the parties as
shoun on said Exhibit "A" shall be reduced propertionately.,

E. The Farmout Agreement to which this Operating Agreement is attached as Exhibit
"B", provides for the drilling of s test well on Drilling Block I as shown on
Exhibit "A” hereto and an additional test well on Drilling Block ITI as shown
on said'Exhibit "A". 1In the svent the Operator has completed a test well
capable of producing oil and/or gas on either Drilling Block I or Drilling
Block II and has thereby earned an assigoment in accordance with the terms
of said Farmout Agreement and in the further event tha:t an additiopal test
well is not timely commenced on the non-preductive Drilling Block, said non-
productive Drilling 8lock shall be deleted from this Operating Agreement and
the parties hercto agree to execute an Ammendment to this Operating Agreement
‘to effect such a deletion.



-/

This agreenent may be signed in_counterpart, and shall be binding upon the puartlies and upon their heics,

successors, represenlalives and assigns,

PENNZOIL UNITED INC,

By
i, Vice President

£ ?i_ r*ASSlStdnL Secretary
", | Mg L ()
.'_'_',"h JN o 0
OPERATOR
U‘NIO\I TEXAS PETROLEU‘I A DIVISION
OF ALLIED CHREMICAL (.O'IPGRA'I‘ION
3 & P 7 . '
ATTEST: / 7 / / ) /.'
; 5 A
'By/f’t/'{.'f. (.l// - \/(Z- L L A
b/, Director - Exploration

F A1y ® o AL
SO v e

i;i; ' L agggzz// u,/;¢§7TL:<AL£ e

-‘h I. 0'Reill, Jr.

dividually and as Agent
. and Attorney in Fact for
i Catherine C. 0'Neill

Non-Opgrators

" aaen
et : "'ln'

STETCO '68, LTD., a limited partne:.s.

) By: PENNZOIL UNITED, INC., its sole
-&/{/&/ztz//% ZZLD/_Z/ 2l ) al Partner
= Assxstant Secretary /Z‘/’(//’J 7/ /
pe= L - By: S s L
I -‘ 3

Vi&e Presideht

0 s frem



Attached: co and made 2 parc of thas cerctain Operating Asrcement
between Peunzoil Unilbad Lnz., as Opurater, and Lnion Texzas Petrolewn, a division
of Allied Ciemical Corperaticn, an! J.1, Q'Netll, Jr., as ilon-Cperators.

Lands and Leases cevered by tiiis Agzreement:

DRILLING DLOCK I

The Zast Half (E/2) of Sccticn(?;;;nd all of Section 15 }nd 22-243-

262, WFH, Eddy couaty, Mew Mexicu.

LEASES CCMALTIED TO TUE UMIT BY ALLIED CIEMICAL CORTORATION
W 12059 .
E 0il and Gas Leasec dated Dacember 1, 1953 batwesn the United
States, zs Lessors, and Mary F. Balsam, Lussen, bearing Serial Number
Few Xexico - 9473031 insofar and only insofar as said lease covers the
Forthwest Quarte: (i¥/6) arnd the Scuth Half (5/2) of Seaction 22-248-26E,
NMPM, Eddy Ceurnty, Hew Mexico. s = = .

N1 12137 : :

0il ard Gas Lease dated June 1, 1951 between the United States,
Lessor, and R.L. Burrow, Lessce, bearing Serial {umber HNew Mexico - &
0135322 and covering the Southwest Quarter (SW/4) of the Southwest
GQuarter (SW/4) of Section 15-245-26E, MMPM, Eddy County, New Mexico.

-

g
1

g

NM 12133

011 ard Gas Lease dated July 1, 1963 between the United States,’
Lessor, and Flora Heok, Lessze, bearing Serial ljumber Mew Mexico -

0402170 insofar and only insofar as said lease covers the East Half {Ef2)
of Section 15 and the Northeast Quarter (NE/4) of Secticn 22-245-25E,

MMPM, Eddy County, New Hexico. = -

M 12148
01l and Gas Lease dat:zd Q=tober 1, 1963 between the United .
States, Lessor, zad J.H. Leib, and wife, Kathryn J. Leib, Lessees, dearing
Serial Number Hew Mexico - 0441951 insofar and oaly insofar as said

lease covers the East Half (E/2) of Section 21-24S5-26E, WiP¥, Eddy
County, New iexico. ) - .

LEASES COMMITTED TO THE UNIT BY J.I. 0'NEILL, JR,

060101 AsB

0il and Gas Lease dated April 21, 1949 between the United
States, Lessor, and T.O. Skappell, Lessee, bearing Serial Number
Las Cruces - 064260, reccrdad in V2lume 33 at Page 59 of the 0il
and G2s Lease Records, Eddy County, Mew Mexico, insofat and only
insofar as said lease covsrs the Northwes: Quarter {(i01/4),. the
North Half (3/2) of tha Southwest Quarter (SY/&4), and the Southeast
Quarter (SZ/4) of the Southiest Quarter (S¥/4) of Seetion(15 245-26E,
KMPM, Eddy County, New le-z:ico. ’

) ' The Interests of the parcies hereto in Drilling Block I and afier
&ssignment of the intsrasts Provided for in the Farmout Agreement or Agreemants
to vhich this vperating Agreement is actazhed are as follows:

Interesats cf the parties in the first productive proration or spacing'unit:

. Before Payour After Pavout
Stetco - 58 Ltd, 1007, - 66.66677,
¢/o Pennsoil Uriced Ine. :
Midlaad Szviens Building
MIDLANG, Texzas 9701
Allied Clhemical Corparation 4] 27.50007
1300 Wilco Luildion
MIDLAKD, Texas 79701
J. I. 0'Neill, I+, ) 5,833

410 Uest Ohio



Steteo - GR Ltd Y o 507 J)
cfo Pennzoil Uni-cu”Ine.
Midlard Savings Building : -
MIDLAUD, Texas 79701

Allied Chemical Corporation 41.25%
1300 Wilco Building *
MIDLAND, Texas 79701

J.I. 0'Meill, Jr. 8.75%

410 Wast Ohio
MIDLAND, Texas 79701

DRILLING BLOCK II

The North laif (Ii/2), North Half (N/2) South Half (S5/2), Southeast

Quarter (SE/&) Soutbuest Quarter (SH/4), South Half (5/2), Southeast Quarter (SE/4)
of Section 9 and all of Sections"'(’l;c_ﬁ,] 11, and' 14-245-26E, WMPM, Eddy County, Naw

Mexico. : -

M 12062

NM 12138

LEASES CO}HiTTED TO THE UNIT BY ALLIED CHEMICAL CORPORATICH

01l and Gas Lease dated December 1, 1963 between the United States,
Lessor, and Mary 7, Balsam, Lessee, baaring Serizl Mumber New Mexico -
0475051 insofzr and only insofar as said lease covers the North Half (N/2)
the North Half (%/2) of the South Half (8/2), the Southeast Quarter (SE/%)
of the Southwest Quarter (SW/4) and the South Half (5/2) of the Southeast
Quarter (SE/4) of Section 9-245-26E,. WFM, Eddy County, New Mexico.

" 0il and Gas Lease dated July 1, 1953 between the United States,
Lessor, ‘and Flora Hook, Lessee, hearing Serial Mumber Maw Mawicg -
0402170 insofar and only insofar as said lease covers the Southwast
Quarter (SW/4) of Section 14-245-26E, WMPM, Eddy County, New Mexico.

N{ 12151 -

0il and Gas Lease dated August 1, 1963 between the United States,
Lessor, and James N. McTighe, Lessee, bearing Serial umber Mew Mexico -
0413245 and covering the Southeast Quarter (SE/4) and the Scucheast
Quarter (SZ/4) of the Southwest Quarter (SW/4) of Section 10-245-26E,
© MNMEM, Eddy Ccunty, New Mexico. ) — P

LEASES COM(ITTED TO THE UNIT BY J.I. O'NEILL, JR.

060101 Aeg -

o*&’]é@""o

~00 ° NOil and Gas Lease dated April 21, 1949 batween the Uaited States,
Lessor, and T.O. Shappell, Lessee, bearing Serial {umber Las Cruces -
064200, recorded in Volume 33 at Page 50 of the 0il and Gas Lezse Records
of Eddy County, Naw Hexico, insofar and culy insofar as said loease covers
the North half (¥/2), the Nerth Half (H/2) cof the Southwest Quarter (Sw/4),
and the Souchwest Quarter (S¥/%) - Southwsst Quarcter (SW/4) of Seztica- 10
and the North Half (l/2) of Section 11-245-28E, NifPM, Eddy County, New Mexico.

060102 A&B

0il and Gas Lease dated February 1, 1946 between the United States
Lessor, and .M. Bradlew, Lessee, bearing Serial Yumber Las Cruces -
065421, reccrded in Volume 26 ar Page 192 of the 0il and Gas Lease Rezerds
of Eddy Ccuatv, Yew texlico, insofar and only inscfar as said lease covers the
South Half (S/2) of Section' 11, the North Half (i7/2) and the Southesst Quarter
(SE/4) of Section&}&-?&ﬁ«ZﬁE, ;.T}L_Eddy County, New Mexico.
-



o The Interes — 7 the parlies hercto in D- ‘v Mlock T and after
assigpment of the inle provided lor in the Parnmou )cén:unt aor Agrecrents
to waich this Operating Apreement is attached are as [ollows:

Interests of the parties in the first productive proration or spacing unit:

Before Payout After Paycut

' Stetco - 68 Led. ; 100% 66.666677

c/o Pennzoil United Inc. ! ' :

Midland Savings Building ' :

MIDLAND, Texas 79701

Allicd Chemical Corporation . 4] : 12.69841%,

1300 ¥ileco Building

MIDLAND, Texas 79701

J.I. 0'Neill, Ir. . o 20.634927,

410 West Ohio
MIDLAND, Texas 79701

Interest of the parties in the balance of Drilling Block II.

Stetco - 68 Ltd. 50.00000
c/o Pennzoil Lnited Inc.

Midland Savings Building

MIDLAND, Texas 79701

Allied Chemical Corporation 19.04762
1300 Wilco Building
MIDLAND, Texas 79701 "

J. I. 0'Neill, Jr. ; 30.95238
410 West Ohio ’ )
MIDLAND, Texas 79701



et

la_v__l_t.rur_nA['-:u.ﬁ T twited 1nc as eperatec, oy Texds l'cr.rol.;um,
a divisic allicd. Chemical Corporation ¢« 'J..i.. O'¥eill-as non-
operalors ...

ACCOUNTING PROCEDURE

(JOINT OI'ERATIONS)

1. GENERAL IROVISIONS
Delinilians o i
“Joinl Property™ shall mean the real and personal .property subject to the agreement to which this “Accounting P
cedure™ is attached. A
“Joint Operalions” shall mean zll operations necessaty or proper for the development, operation, protection ¢
mainlenance of the Joint Property. .
“Operator” shall inean the party designated to conduct the Joint Opcrations.
“Non-Opecrators'" shall*mean the nonoperating parties, whether one or more.
“Joinl Accoun!” shall maan the account showing the charges and credits accruing becausc of the Joint Operalic
and which are to be shared by the Parlics. .
“Parties” sha!l rucan Opcrator and Non-Operalors. i
“Malterial” shall mean parsonal properly. equipment or supplies acquired or held for use on the Joint Propert
“Controllable Material™ shall meun naterial which at the time is so classified in the Material Classification Man
as most recently recormmended by the Council of Petroleum Accountants Sccieties of North America.
Con[lict wilh Agreement ’
In the event of a conflict between the provisions of this Accounting Procedure and the provisions of the ugre
ment to which this Accounting Procedure is attached, the provisions of the agreement shall control.
Collective Acticn by Non-Operalors .
Where an agreement or other action of Non-Operators is expressly required under this Accounting Proced:

and if the agreement to which this Accounting Procedure is attached contains no contrary provisions in rega

thereto, the agraement or action of a majority in interest of the Non-Operators shall be controlling on all Ne¢

Operators.

Statements und Billiazs

Operator shall Eill Non-Operalors cn or before the last day of each month for their proportionate share of costs a

expenses, for the preceding month. Such bills will be accompanied by slalements reflecting the total charg

and credits as set forth under Subparagraph_...C.. .. below: )

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

B. Statement of all charges and credits to the Joint Account, summarized by appropriale classifications indicati
of the nature thereof. : -

C. Statement of all charges and credits to the Joint Account summarized by appropriate classifications indicst]
of the nature thereof, except that items of Controllable Material and unusual charges and credits shail ke detzile

Payment and Advances by Non-Operators thirty (30)

Each Non-Operater shall pay its proportion of all such bills within £ficoradili) days aller receipl thereof. If 03
ment is not made within such time, the unpaid balance shall bear interest at the rate of =3 per cent 57N p
annum uniil paid. . seven %)
Adjustments
Payment of any such bills shall nol prejudice the right of any Non-Operatars to protest or questicn the correctne
thereof; provided however. all bills and stalemenis rendered to Non-Operators by ‘Operator during anyv calend
year shall conclusively be presumed lo be true and correct after twenty-four (24) months following the end o ar
such calencdlar year. unless within the said twenty-four (24) month period a Nen-Operator takes wrilten exce;
tion Lhereto and makes claim on Operator for adjustment, No adjustment favorzkle to Occrator shall be mar
unless it is made within the same prescribed period. The provisions of this paragzraph shall nat prevent adjus
meats resulting from a physical inventory of the Joint Property as provided for in Section Vil.

Audits ) = o

A Non-Operator, upon inotice in wriling to Operator and all other Non-Operatcrs. shall have the right to aud
Operator’s accounts end records relating to the accounting hereunder for any <alendar year within the twentv-fo
(24) mornth period following the end of such calendar year; provided however. the making of an audit shall not e:
tend the time Zor tae taking of written exception to and the adjusiment of accounts as provided for in Paragra;
6 of this Section I. Where there are two or more Non-Qperators, the Non-Qperators shall make every reascnab
elfort to conduct jeint or simu'taneous audits in a manner which will resuit in a minimum of irconvenicace :
the Operator.

II. DIRECT CHARGES

" Subjecl to limilations hcereinafller prescribed, Operater shall charge the Joint Account with the following item

Rentals and Rovalties

Delay or other rentals and royalties when such rentals and rovallies are paid by Operator for the Joint Accou:
af the Parties. »

Labor

/. Salaries and wages of Operator's employees directly engaged on the Joint Property in the eonduct of the Joir

Operations, and salaries or wagss of technical cemplovess who are temporarily asiigned o and divec:
employcd on the Joint Property.

B. Operutor's cost of holiday, vacation, sickness and disabilily benefits and other cuslomary allowarces paid ‘o ti
employces whose salaties and woas are charceable o the Joint Account under NMarazraph 2A of this Section
and Paragraph 1 of Szction [IL; exeept that in the case of those emplozees only a nro rats gartion of :
salaries and wages are chargeutle to the Joint Aceount under Paragraph 1 of Section I not oo ¢! rth s
Pro rata portioa of the berefits wnd allowances herein provided for shall Le charged to the Jeint Accor
wnder this Parngraph 20 rmay l;'r: chavzed on a "when and s paid basis™ or by “pereentaze as
amount of salarics and wates charseable to the Joint Account under Paragraph 2A of this Scetian 1T ang Pae-
graph 1 of Seetisn {11 I pereentare assessment is used, the rate shall be based on the Coeratar's ey 1

C. Expemdituces or eontrilutions nnde purstant to arsessine imposed by zovernmental aulbority v
plicable to Qperator's akor cost of walavies and wases chargeable to the Joint Accounl umder Paraey
and 21V of this Sccticn 11 aml Paracraph 1 of Secton T

D. Beasonabile personad expenses of thos rriplovees whose salarics and waees are charcealle (o the Joiet
utieder Pacacerapdi 2 of this Scetion 1 and Tor which expenses the cmiployvey
usual practice,

i’ oan ol

are rennbassed amler Ve

= fec



Lalalenial . . & .
fatcrial panchasod or fun ,.....}. ¥ Operator {for wee on the Joint A v So far an il is rom viably e
el amd conir tent with efficivat o ceonamical opeeration, ondy virch Alabe Al shiall be purchased for o Lrane o
Lo the Joint Property as may be required for immediate use; and the aceumulation of surplus stocks shall Le uvoids
5. Transporiatinn

Transportation of vimplovees and Material necessary for the Joint Operations but subject to the following limitation

Ao I Material is moved Lo thie Joint Projeity from the Operator's wacchouse or other preperlics, no charpe sh
be made Lo the Joinl Account for a distance preater than the distznee (rom the nearest relinble supply store
railway receiving point where like material is available, except by aevcement with Non-Ojperators.

B. It surplus Material is moved lo Operalor's warcheuse or other s paint, no charge shall Le made (o |
Joint Account for a dislince greater than the distance lo the nearest reliable supply store or railway receivi
point, excepl by agreement with Non-Qperaters. Nocharge skall L made to Joint Account for moving Naler

. loother propertics beloreing to Operator. except by azresment with Non-Operalors.

C. In the application of subparagraphs A and B.above, there skall be no cqualization of actual gross trucking co
of $100 or less. .

G. Scrvices

" A. The cost of contract services and ulilities procured from oulside sources other than services covered by Par

graph 8 of this Scction 11 and Paracraph 2 of Section 111, '

B. Use and service of equipirent and facilities furniched by Operator as provided in Paragraph 5 of Section IV,

7. Damages and Lostes to Joinl Property
All costs or expenses nceessary for the repair or replacement of Joint Property made necessary because of damag
or losses incurred by five. flend, storm. thell. aceident, or any other cause, excepl to the extent that the damage
loss could have Leen avoidad throuch the excrcise of reasonable dilirence on the part of Operator. QOperator sh:
furnish Non-Ogerztors wrilien notice of damages or losses incurred as scon as praclicable after a report there
has been received by Operater. .

8. Legal Expense

All casts and expenses of handling, investizaling and settling litigation or claims arising by reason of the Joi

Operalicns or nccessary lo protect or recover the Joint Property, including, but not limited to. altorneys' fet

court cosls, cost of inveslization or procuring evidence and amounts paid in settlement or satisfaclion of a:

such litization o claims; provided. (a) no charge shall be made for the services of Operator's legal sts{f or otker re.

ularly employed personnel (such services being considered to be Administraiive Overhead under Section III), e:

cept by agreement with Noa-Qperalors. and (b) no chzrge shall be made for the fees and expenszes of culside a

torriey's unless the employment of such attorneys is agreed to by Operator and Non-Operalors.

9. Taxcs
All taxes of every kind and nalture sssessed or levied upon or in connection with the Joint Property, the operatic
thexzol. or the production therefrom. and which taxes have been paid by lhe Operator fer the benefit of the Fartie
10, Insurance Premiums oo .
Premiums paid for insurance required to be carried on the Joint Property for the profection of the Parties.
11. Other Dxpenditures =
Any other exprrditure not covered or dealt with in the foregoing provisions of this Section II. or in Section II
and which is incurred by the Operalor for the necessary and procer conduct of the Joint Qperations.

HL INDIRECT CHARGES
Operator may charge the Joint Account for indircct costs either by use of an zllccation of district expense items plus
fixed rste fer administrative overhead. and plits 1lie. warehousing charges. all as provided for in Paragraphs 1, 2. snd 3 ¢
thiz Section I11 CP. by combining all three of taid ilems under the fixed rate provided for in Paragraph 4 of this Seclio
1L as indicated next below:

OPERATOR SHALL CIIARGE TIIE JOINT ACCOUNT UNDER THE TERMS OF:

(O Paragraphs 1, 2 and 3. (Allocalicn of district expense plus [ixed rale for administralive ovarhead plv
. warchousing.) - ’ *
&) Paragraph 4. (Combined fixcd rate)
1. Dislrict Expense

Ope=rator shall charza the Joint Account with a pro rala porticn of the salaries. wages and expenses of Onerator
- production superintendent and other emplovees serving the Joint Property and other properties of the Operator i
the same operating arca. whose time is rot allocated divectly to the properties, and a pro rata pcition of the cost ¢
maintaining and operating a production office known as Operator's

offire located at or near ettt rm s e s rne {or a comparable office if location changed), and neces
sary sub-offices (if any). maintained for the convenience of the atove-described office. and all necessary camp:
including housing facilitics,{or employees if required, used in cornection with the vperztions of the Joint Prepert
and other properties in the same operaling arca. The expense of. less any revenze from. such facilities may, at ik
oplion of Qperator, include depreciation of investment or a fair monthly rental in lien of depreciation. Sue
. charges shall be apportioned to all properties served on some equilable basis consisient with Operator's accountin
practice, ;

2. Administrative Overhead . . o
-Operator shall charge administrative overhead (o the Joinl Account at the following rates, which charge shall be it
licu ol the vost and expense of all oifices of the Ogperatnr not covered by Paragraph 1 of this Secting ITl, includin
salavies, wages and exgpenses of pereonnel assizred fo such ofiices. Such charges shall be in addition to the salarie:

wag2s and expenses of employces of Opueralor authorized lo be charged as direct charges as provided in Parazraph
2 and 8 of Section II.
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4. Ferhionl Piced Bates

e

2id fixed rale (o' (shall no!) include salaries and expenses of production foremen,

05 ralor sl ot 7 -unt fur Uie services covered by 1 } a 1,72 and 7 of this Section HT, ¢
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5. Applicatisn of Administralive Overlicad or Cambincd Fixed Rales

The following limitztions, inzlruclions and charges shall anply in the application of the per well rates as provid,

under either Parayr 2 or Paragravn 4 of this Scctina I

A. Charges [or drilling wells shall Eegin on the date each well is spudded and terminale on the date the drilling
completion rig is released, whichever is later, except that no charge shall be made during the suspensiun
drilling operaticns for fifteen (13) or more conseculive days.

B. The slatus of welis sihall be as follows:

(1) Producing gas wolls. injeztion wells for recovery operations, waler supply wells utilized for water {locdi

operations ard salt waler disiosal wells shall be considered the same as producing wells.

(2) Wells permanentiy shut down but on which olugying operations are deferred shall be dropped from t
well schedule at the tima the shutdavn is eifected. When such a well is plugged a charge shall be ma
al the producing “well rates. .

(3) Wells being plugzed back, drilled deeper, converled to a source or irput well, or which are undergoing ar
type of workever that requires the use of a drilling or workover riz shall be considered the same as drillir
wells.

(4) Temperarily shut-down wells, which are not produced or worked upon for a peried of a full czlendar mont
shall nct be included in the well schedule, provided hewever, wells shut in by governmental regulalo:
body shall buinciuded in the well schedule only in the event the allowable production is transferrad to sen
other well or wells on the Joint Propetly. In the event of a unil allowable, all wells capable of preducis

' will be counted in determining the charge.

(5) Gas wells shall be included in the well schedule if direclly connected to a permanent sales outlet eve
Lhough teinporarily shut in dua to overproduction or failure of purchaser to lake the allowed producticn.

(6) Wells coipleted in mulliple horizons, in which the production is not commingled down hole, shall be cor

%{ sidered as a procucihg well for each separalely producing horizon.

6.

ert
) 8

2.

The well rates sha!l apely to the total number of wells being drilled or operated under the agreement lo whic
this Accotinling Precedure is atlached, 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 agrec
ment o which this Accoun Procedure is attached. The adjustment skall be computed by multiplyiag i
rale currently in use by the percenlage increase or decrease in the average weekly earnings of Crude Petroleu:
and Gas Production Workers for the last calendar year compared io the preceding calendar vear as shown L
“The Index of Averagze Weekly Earnings of Crude Petroleum and Gas Production Workers” as published by L+
United Slales Departmrent of Lakor; Bureau of Labor Statistics. The adjusted rates shall te the rates current]
In use, plus or minus the computed adjustment.

For the construction of -compressor planls, water stations, secondary recovery syslems, salt water dizpozal facil

ties, and other such prejects. as diztinguisied from the more usual drilling and producing operations, Goeratc

in addition to the Administrative Overhead or Combined Fixed Rates provided for in Paragraph 2 and 4 of th

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

A. Total cost less than 325.000. no charge. .

B. Tolal cost more than $25.000 but less than $100,000, ____ of total cost. ¥ TO BE NEGOTIATED,

- "
C. Total cost of $100,000 or more, % of the first $100,000 plus _ < of all over $100,000 of total cost.

Total cost shall mean the total gross cost of any one project. For the purpose of this Paragrarh the component pat!
of a single project shall not be treated separately and the cost of drilling wells shall be excluded.

The specific rates provided for in this Section [l may be amended from time to time by mutual agreement betwee
the Parlivs hereto if, in practice, the rates are found to be insufficient or excessive.

IV. BASIS OF CHARGES TO JOINT ACCOGUNT

Subject to the furlher previsions of this Section IV, Operator will procure all Material and services for the Joint Prop

y. At the Operator’s option, Non-Operator may supply Material or services for the Joint Property,
Furchascs ’

Material purchased and service procured shall be charged at the price paid by Operator afler deduction of all dis
counts aciually recosived.
Malerial furnished fron: Operatar’s Warchouse or Other Propertices
A. New Afaterial (Condition “A™)
(1) Tubular goods. tvoinch (2”) and over, shall ke priced on Eastern Mill base (i, e. Youngstown, Ohic: Lorai:
- Okio; and Indiara Hazbor. Indiara) or a minimum carload Lasis effective at dale of mouvemert and £ o, °
roibway receiving paiat roarest the Joint Propurty, regardless of quantity. in equalized hauling cl:

Operator is permitlcd to inciude fen cents (10c) per hundred-weight on all tubular geods furnisived fro

his stocks in lieu of lowding snd unloading costs sustained.
{2) Other Matecial shell ke priced at the current replacement cost of the same kind of Material, effoctive 2t dat
. olmovement ard £ 0. b. the supply stere or railway receiving point nearest the Joint Propreiy
Mauvxial of the sama kind is 2cailable.
“(3) Thedsint Accouil siali rot Yo eredited with cash discounts applicable to prices provided for in this Par:
grath 2 of Scction IV,
B. Used Matsaiz]l (Conciizion "B” and "z :
(1} datesial in sound and serviceaide condition and suitable for rense without reconditioning, shall e elassitir
as Condition “B" aud prived at seventy-five per cent (7377 of the current price of new Material,
(2) Matersad which eamunet Le classifive as Condition “I but which,
(a) Alter reconditioming will be further seeviceable for orizinal funclion as good sccondhand 0.1+
(Contlition "1™}, or
(L) Is serviceabic fur oricinal (unction but subsatantially not suitable for reconditioning, shall bYe ¢l
cd as Condition =C™ and eseead ot [y peor ceat (307 of current now e,
(1) Obzalete Matevinl er Material o hich cinnet b classiried ax Condition 13" or Condition “C™ shall v prge
at a value corumensurate with its use. Matetal po longer suable for its orizinal pureo.e b st

wiet
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wainable at prices specifived in Marae o band 2 of this Soctinn [V Lavean o
5oover which the Operatar has na control, he Orerilo. 1
charpe: the Juint Acentnt for the tequired Matesial o G Operalor's sotuad cest incurred in procuring sur
in making ir suitsble e use, aml in poovier it to the Joist Property, provided, that notice in owritin
furnishued o Man-Operatloes of the propozed charse prior Lo billics Non-Operators for such AMaterial. Each Mo
Operator siadl have the right, iy 50 clecting and notifying Operator within 10 days alter receiving no'ice fec
Opurater, te furaishk in kicd w1l or part of his share of such Materinl suitahile fov use and acceptable to Operator,
Watranty of Siaterial urnished by Operator :
Opcratar docs not wartaat the Materiul furnished. In case of defeetive Material, credil shall not ke passed to
Joinl Account until adjustaient has been received by Operator from Lie manuflaclurers or their agents,
Equipment snd Facilities Lurniched by Operator
A. Opzrzlor siiuil charge the Joint Aecount fer use of equipraent and facilities at rates commensurate with cost
ownerskip and operation. Such rates shall include cast of mainlenunce, repairs, other operating expense, i
surance, taxes, depreciation snd interest nn investrient not lo exceed six per cent (6% ) per annum, provid:
suth rates shall rot exceed those currontly prevailing in the immediate area within which the Joint Properly
. lJocated. Rates for autemotive cquipnient shall generally be in line wilth the schedule of rates adopled Ly tl
Pelroleum Motor Transport Azsociatinn, or some olher recegnized organization, as recommeded uniform chary
*againsl Joint Pragerty operations, Rates for laboratlory services shall not exceed those currently prevailing
performed by oulsi crvice laboratories. Rates for trucks, tractors and well service units may include wzag
and expenses of oparato:.
B. Wherever requestad, Opcrator shall inform Non-Cperators in advance of lhe rales it proposes to charge.
C. Retes shall be revized and adjusted from time to time when fourd to be cilher excessive or insufficient.

V. DISTOSAL OF MATERIAL

j’,[‘l-'uu'unl g

The Operator.may purchase, but shall be under no oblization to purchase, interest of Non-Operators in surplus Condi

ar

tion A" or “B" Kialerial. The dizpasition of surplus Controllable Material, not purchased by Operator. shall he subjec
fo azreemnnt belwsen Opzrator and Non-Operatars, provided Qperater shall dispose of normal accumulations of jun’
and scrap Materizl either by transier or cale from the Joint Property.

1.

2.

The

(=]

Material Purchased by the Operatar or Non-Opcrators

Material purchased by silher the Operator or Non-Opearatars shall be crediled by the Operator 1o the Joint Accoun
for the montk in which Lke vizterial is removed by the purchaser, ;
Division in Kind

Division of Material in %ind, if ‘made belween Operalor and Non-Operators. shall Le in proportion to the respaective
Interests in such Material. The Parties will thereupon be charzed individually with the value of the Material re.
ceived or receivable. Proper eredits shall be made by the Operalor in the monthly statement of operalions.

Sales to Qutsiders p

Sales to outsiders of Material irom the Joint Property shall be credited by Operalor to the Joint Account at the ne
amount collected by Operator from vendeo. Any claim by vendee related to such sale shall be charged hacik to the
Joint Aecount if and wihen paid by Gperalor.,

V1. BASIS OF IRICING MATERIAL TRANSFERRED FROM JOINT ACCOUNT
Material purchased by either Onerator or Non-Oncrators or divided in kind, unless otherwise agreed to hetween
Ogerator and Non-Operators shall he priced on the following basis:
New Price Deflined B .
New price a5 us»d in this Section VI shzll be the price specified for New Material in Section IV,
New Malerial )
New Material (Condilion "A" , Seing new Maleria! procured for the Joint Property but never used, at one hundred
per cent (10C%z) of current new price (plus sales tax il any). . . L
Good Uscd Malerial : . )
Good used Material (Condition “B"), being used Malerial in sbund and serviceable condition, suitable for reuse
without reconditioning: .
A. At seventy-fiva per cent (755 ) of current new price’if Material was charged to Joint Account as new, or
B. At sixty-five per cent (65%) of current newr price if Material was originally charged to the Joint Accoun: as

secondhand at seveaty-five percent (735 ) of new price. o

Otker Used Material
Used Malerial (Conditicn *C"), at fifty per cent (50<2) of current new price, being used Material which:
A. Is not in sound and serviceable condition but suitable for reuse aiter recondilioning, or
B. Is sarviceabie for original furcticu but not suitable for reconditioning.
Bad-Order Material ) :
Material (Condition “D"}, no longer suitabls for jts original purpose without excessive repair cost but usable for
some other purpose at a price comparable with that of items normally used for such other purpose.
Junk Material .
Junk Material (Condition “E"), being obsolete and scrap Material, at prevailing prices.
Temporarily Used Matcrial . .
When the use of Materin} is lemporary and its service to the Joint Property does not justify the reduction in price as
provided for in Paragraph 3 B of this'Section VI, such Material shall be priced on a basis that will leave a net chargs
to the Joint Atcount censistent with the value of the service rendered.

y . VII. INVENTORIES
Operator shall maintain detailed records of Material generally considered controllable by the Industry,
Periodic Inventnrics, Nolice and Representation -
At ressonabie intervals, inventuries shall be taken by Operator of the Joint Account Malerial, which shall include
all such Material as is ordiaarily considered coatrollabie. Written nolice of intention to take inventery skall be
given by Ouceralor at least thicty (30) days before any inventory is o begin 34 that Non-Operators mav bo regre-
sented swtvn any invenlory is taken, Failure of Noun-Operators to be represenled at an inveatosy shali bind Non-
Olpcrn!in.-_s W aceept the inventory taken by Operator, who shall in that event furnish Non-Operators with a cepy
thereol. y ? ‘

tecanciliation and Adjustinent of Inventorics

Reconciliation of inventory with charees to the Joint Account shall be made, and a list.pf overages and sk
shall be jointly determined Ly Operater and Nou-Operators, Inventory adjustmicents shajl be rmade by QO
with the Jeinl Account for uverates amnd shoetages, but Operatar shull be held accountable lo Nea-Gperatar only
for shnrl:l;:i_':‘ due o 1ack of reasunuble diligenee, .

Spevial luvenderies

Special invemiories mav Lo taken whenever there is any sale or change of interest in the Joint Property, 11 st
the duty of the party selliner notily all ether Mactics o quivkly ws pozable ailer the lranster of Satoieat -
place. In such ¢azes, bot's U seller aind the Putehaser shall be poverned by such inventory,
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Attached Lo and made a part of that certain Opcrating
Agreement dated Oetober 15, 1968 between Pennzoil United Inc.,
as Operatoer, Union Texas Pelrolauin, a division of Allied Chemical
Corporation, and J. I. 0'Neill, Jr., as Non-Opecrators.

\ .

Insurance
Operator shall, at all times while operations are conducted
on the jointly owned property, carry insurance to indemnify, pro-
tect and save the parties hereto harmless as follows:

) Workmen's Compansation Insurance covering all operations
in connection with the berformance of this contract,
including Employers' Liability Insurance with limit of
not-less than $100,000.00 for injuries to or death of
any one employee and with limit of not less than $100,000.00
for injuries to or death of more than one employee resulting-
from any one accident. 4

i General Liability Insurance covering all operations in
. connection with the performance of this contract, with

bodily injury limit of not less than $100,000.0C for
" injuries to or death of any one parson, not less than
$3200,000.020 for injuries to or death of more than one
person resulting from any ones accident, and property
damage limit of not less khan $100,000.90 per accident,
$300,000.00 aggregate. Provided further that such prop-
erty damage insurance shall exclude liability for loss of
or damage to property on or above the surface of the earth
arising from a blowout or cratering of a gas or oil well
and providing for such other exclusions as may be reflected
in the policies of Pennzoil United, Inc. - =

3., Automobile Liability Insurance covering all operations in
connection with the performance of this contract, with
bodily injury limit of not less than $100,000.00 for
injuries to or death of any one person, not less than
$300,000.00 for injuries to or death of morz than one
person resulting from any one accident, and propasrty
damage limit of not less than $25,000.00 per accident.

Operator shall not provide fire and tornado insurance for the
joint account of the parties hereto. :



