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FARM OUT AGREEMENT

THIS AGREEMENT made by and between Western Natural
Gas Company, a cﬁrporation with offices at 1006 Main Street,
Houston, Texas, hereinafter called "Assignor", and Southern
Union Gas Company, a corporation with offices in the Burt

Building, Dallas, Texas, hereinafter called "Assignee",
WITNESSETH THAT:

WHEREAS, Assignor is the owner of certain optilons
‘to purchase leases covering lands 1n San Juan and Rio Arriba
Countles, New Mexico more particularly described in Schedule B
attached hereto, which 18 hereby incorporated in this'agreement
and made a part hereof as though set out in full at tﬁis point,
such leases covering the following described lands:

Township 29 North, Range 6 West

Section 17: NWENWE, s%nw?, Swi
WiSEd, SELSEL

Section 18: EXEL, NWENEL, wiswi

Section 19: NE}, WkSwi, SEiswi

Section 20: E4NEL, WiNWE, NWESWE,
SW4SE

Section 30: N&, Swi, N} of SEE,
and SW¢ of SE}

Section 31: N&, N4SEL

Townshlp 29 North, Range 7 West
Section 8: All
Section 9: N§NE§, SEENEL, sSwinwi

WASWE, SELSWL
Section 11: N4Ni, SELNEL, SinNwd,
E SE{~ s swism-
Section 13: NW{, §§swu, SE4SWE,

Section 14: K% of Nwi
Section 17: All
Section 20: All
Section 21: All

Section 22: SE}
Section 23: Nwiswi, EisSEd
Section 24: Swi
Section 25 All

Section 26: NElNEi, Swinwi
NWisws, SiseEd

Section 27: N}, Swi

Section 28: E4NEL

Section 34: All

Section 35: E3}, swi
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Township 31 North, Range 8 West
Section 5: N2, SE
Section 6: Ei, NWe, Wiswd
Section 7: Ef winwl, Swé

Section 8: All
Section 17: E} Swi
Section 18: All
Section 19: All
Section 20: All
Section 30: Wi,

Township 31 North, Range 9 West
Section 1: All
Section 11: All
Section 12: All
Section 13: Wi, SEi

Section 14: All

" Section 23: Ni, swi
Section 24: All
Section 25: N4, SE#

Section 26: All;
and

WHEREAS, Assignor 1s desirous of assigning to Assignee
the said leases described in Schedule B for the purpdse of de-
velopment by Asslgnee, and

WHEREAS, Assignee is willling to undertake the develop-~
ment of sald leases described in Schedule B, and 18 desirous of
having sald leases assigned to it for such purpose:

NOW, THEREFORE, for and in consideration of the mutual
covenants hereln contained, Assignor and Assignee do hereby
covenant and agree as follows:

1. Agreement to Assign.

Subject to the terms and conditions contained in this
agreement, Assignor does hereby promise and agree to assign or
cause to be assigned to Assignee all of the leases described
in Schedule B. Assignment of these leases shall be by assign-
ment containing only a special warranty, and shall be without
title examination by Assignee.

2. Examination of Title.

Assignee shall examine title to the various leasges

described in Schedule B in the order which shall most practica-

bly suit its drilling program. If during the progress of title
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examination curative material shall be required by Assignee's
attorneys, Assignor will submit to Assignee such curative
material as may be in Assignor's flles. In the event that
curative materialAcannot be secured or for any other reason
title to any one or more of the leases or options described
in Schedule B shall be considered by Assignee's attorneys to
be unsafe for drilling purposes, then such lease shall be
promptly reassigned by Assignee to Assignor.

3. Development Obligations of Assignee.

During the first twelve months from the date of this
agreement Assignee shall drill on locations to be selected by -
<1t on the land covered by said leases, at least eight wells, with
suitable drilling equipment, on 320-acre driliiﬁé-;;igg to a
depth aufficient to test the Mesa Verde formation at each such
location selected. In the event that a well shall be productive,
Assignee shall &111gently proceed to connect such well to a
gathering system, and within ninety (90) days after completion
and testing, shall produce each and every such well into such
gathering system. During each subsequent twelve-month period
Assignee shall in the same manner drill eight additional Mesa
Verde wells on 320-acre drilling units selected by it on the
land covered by said leases until all of the land covered by
said leases has been drilled to a density of at least one Mesa
Verde well to each 320-acre drilling unit. If during any of
sald twelve-month pericds Assignee shall fall to driil as many
as eight Mesa Verde wells, Assignee shall forthwith reassign
to Assignor all of sald leases insofar as they cover land which
has not theretofore been included in a 320-acre drilling unit
upon which has been drilled at least one Mesa Verde well (either
productive or a dry hole). In lleu of such assignment Assignor
shall, at its option, receive from Assignee an operating agree-

ment covering the acreage to be assigned as to all depths below

...3_
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the Plctured Cliff formation. Assignee agrees and obligates
1tself to drill at least twelve (12) mesa Verde wells on the
land covered by sald leases on or before the expiration of
two (2) years from the date of this agreement, but after said
twelve wells have been drilled the only 1liability which shall
attach 1f Assignee shall fail to drill additional wells shall .
be Assignee's obligation to reassign undrilled acreage. If
during any of the sald twelve-month periods above referred to
Assignee shall drill more than eight Mesa Verde wells, the
number of such wells in excess of eight shall be carried for-
ward to Assignee's credit and shall be considered as having
been drilled during any subsequent twelve-month period when

Assignee shall have drilled less than eight Mesa Verde wells.»

Y, Exploration of Formations Other Than the Mesa Verde
Formation.

It i1s understood that Assignee hereunder shall have
the right, to the extent granted by the leases described in
Schedule B, at any time to explore the lands covered by the
leases described in Schedule B and which at such time have
not been reassigned to Assignor, for oil, gas, and/or other
minerals in formations other than the Mesa Verde, both at
depths above and below the Mesa Verde formation.

5. Perpetuation of leases.

Assignee shall undertake, after asgignment of the
leases described in Schedule ﬁ, tS pay the rentals and royélties
therein provided to be paid and to takg such other steps as
may be required in order to continue séid leases 1n force, in-
cluding the filing of applications for renewals or extensions
thereof and fhe payment of filing fees, deposits, rentals and
other payments required In connection therewith. Assignee
shall not permit any of said leases to lapse or otherwise termi-
nate without tendering to Assignor at least ninety (90) days

prior to the date on which such lease would lapse or terminate

.



H

\

JCD:rd - 9-3-52 - 1/6/1

an assignment of saild lease. If Assignor shall fall to accept

such assignment, Assignee may then permit the lease covered by
such assignment to lapse or terminate without 1liability to
Asslgnor. Anything contalned in thils agreement to the contrary not-
withstanding, Assignee shall drill at least one well on the land
covered by each of the first seven (7) leases described in said
Schedule B prior to the present expiration dates thereof (which ex-
piration dates all fall within the first half of the year.1953) in
a bona fide attempt to secure production on the land covered by
each of sald leases and thereby maintain each of sald leases in
force by production.

6. Overriding Royalty Payments to Assignor.

Assignee will compute and pay to Assignor with respect
to each gas well drilled hereunder to the Mesa Verde rof;ﬁtion or
deeper formation, in addition to the other payments heréin provided
for, the overriding royalty payments on gas production described
in Schedule A-1l, which 1s attached hereto and hereby incorporated
herein as though set out in full at this point. Assignee will com-
pute and pay to Assignor, with respect to each gas well drilled
hereunder to any formation shallower than the Mesa Verde formation,
in addition to the other payments herein provided for, the over-
riding royalty payments on gas production described in Schedule A-2,

which is attached hereto and hereby incorporated herein as though

“set out 1n full at this point. At any time, beginning on thg\
first of any month, at the option of Assignor, Assignor may, with
28 o S R s

regpect to any gas well drilled hereunder, by written notice to

Assignee, elect to convert the overriding royalty payment provided
for herein into a one-fourth {1/4) undivided interest in the
working interest assigned to Assignee by Assignor in accordance
with Section 1 of this agreement. At the request of Assignor,
Assignee will execute and deliver with respect to any such elec-

tion, an assignment of or an operating agreement covering an

_5..
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undivided one-fourth (1/4) working interest in the well and drill-
ing location as to which such election is exercised. In such
event Assignor shall not be charged with any expense of drilling,
development or operation incurred prior to the date of such assign-
ment. Such election shall divest Assignér of its right to over-
riding royalty payments on production obtained subsequent to the
date of such election from any such well or wells with respect

to which the election 18 exercised, and such election, once made,
shall be irrevocable. The amounts to be paid to Assignor as over-
riding royalty payments under said Schedules A-1 and A-2 shall be
based on production of gas at the wellhead, and shall not include
any payments for liquid hydrocarbons extracted or separated.

In the event that Assignor elects to convert its over-
riding royalty interest to a working interest, as hereinabove pro-
vided for, Assignor and Assignee hereby agree to enter into a
contract whereby Aasignor will sell to Assignee and Assignee will
purchase the gas attributable to such working interest at the
highest price from time to time being paid by Assignee for gas

of the same quality and delivered under substantially the same

under the terms and conditions applicable to such price. Assignor
shall have the right to extract liquid hydrocarbons from said

gas prior to the sale thereof to Assignee.

{
conditions, in San Juan and Ric Arriba Counties, New Mexico, and \>
b—/

It 18 understocod that the limitations on overriding
royalty payments provided for in Schedule A-1l may result in a
negative amount Que to Assignor under the terma thereof with
respect to a particular well, but in no event shall Assignor be
llable to pay to Assignee any sum or sums represented by any such
negative amount.

On o1l produced and saved from the lands covered by
said leases and on liquid hydrocarbons extracted or separated from
the gas produced and aaved from the lands covered by said leases,

Asslignee shall pay to Assignor as an overriding royalty a sum of

-6-
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money, determined as hereinafter provided, multiplied by the
number of barrels of such 01l and 1iquid hydrocarbons which are
attributable to the interest assigned by Assignor to Assignee
in sald production of o1l and gas pursuant to Section 1 of this
agreement. The sum of money above referred to which shall be

multiplied by said number of barrels shall be the sum of fifty

cents (50¢) multiplied by a fraction, the numerator of which
e —————————

shall be the posted price in the area at the time of production

for 01l or 1iquid hydrocarbons of like grade and gravity as that
to which said overriding royalty is applicable, and the denomina-
tor of which shall be the DW
this agreement for oil or liquid hydrocarbons of like grade and
gravity as that to which saild overriding royalty 1is appl}cable.
Assignee shall not be obligated to extract or procure the ex-
traction of liquid hydrocarbons from gas produced and saved from
the lands covered by sald leases and the overriding royalty pay-
ments hereinabove provided for with reference to liquid hydro-
carbons shall apply only in the event that such liquid hydrocar-
bons are extracted from the gas produced and saved from the lands
covered by sald leases.

The overriding royaltles provided for in this section
of this agreement shall be pald to Asslgnor on or before the 20th
day of each calendar month with respect to production during the
preceding calendar month.

It 18 understood that the United States Department of
the Interior may not approve reservations of the overriding

royalties described in this section of this agreement unless such
overriding royalties on any particular lease from which the
average production per well per day is fifteen (15) barrels or
less of o011 or 500,000 cubic feet or less of gas are conve;;d into

a working Iinterest. It is agreed, therefore, that Asignee may

_7_
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suspend such overriding royalties when production 1s less than
such amount; provided, however, that notwithstanding this provision,
1t is agreed that during any and all such periods when production
on any particular lease shall be less than such amount, Assignor
shall receilve in lieu of such overriding royalties in such lease a
portion of the working interest therein in an amount ﬁo that after
deducting all of Assignor's part of all costs of operation from the
proceeds of the sale of productlon Assignor shall receive a net
amount in cash from such working interest which shall be equal to
the amount Assignor would have been entitled to receive otherwise
as overriding royalties from such lease during such period.

The volumes of gas upon which the overriding royalties provi-
ded for herein shall be paid shall be computed upon a pressure base
of 15.025 pounds per square inch absolute and at a temperature base
of 60° Fahrenheit and shall be otherwise computed in accordance with
the specifications prescribed in Gas Measurement Committee Report
No. 2, dated May 6, 1935, of the Natural Gas Department of the
Amerlican Gas Assoclation, including the appendix thereto and subse-
quent amendments and appendices from time to time made. Proper cor-
rections shall be made for deviation from Boyle's law, the specific
gravity and the flowing temperatures of the gas produced.

7. Ratable Take.

Assignee agrees that it will produce gas wells on lands
covered by sald leases on a ratable basis with other gas wells on
other lands in the same field owned by Assignee or from which
Assignee purchases gas. Assignee further agrees to take advantage
of opportunity to expand the market for gas by making sale commit-
ments which Assignee may in its business judgment deem advisable.

8. Form of Agsignments.
The leases to be assigned by Assignor to Assignee shall be

assigned on the form set out in Schedule C attached hereto, which 1is

-8-



JCD:rd - 9-3-52 - 1/6/1

hereby incorporated and made a part of this agreement as though set
out in full at this point. Likewlse, any reassignment of leases
shall be made on the same form, but without reservation of any over-
riding royalty. .

It 18 understood that it may be desirable for record title
to some or all of the leases set forth in Schedule B to be retained
in the name of Agsignor or in the name of the present record Lessee
thereunder, and in such event, Assignee shall have the right to re-
celve, upon request, in lieu of an assignment of title in the form
gset out in Schedule C, an Aperating agreement from the present
record Lessee, such operating agreement to provide that Assignee
shall retain and have full title to all oil and/or gas produced,
saved, and marketed from the lands covered by said leags or any ex-
tensions or renewals thereof, subject to the royaltiesigid over-
riding royalties theretdfore reserved, including any such royalties
contracted for or contemplated in Assignor's option agreement af-
fecting the lease or leases and subJect to all terms and conditlons
of the original lease and the instruments creating such overriding
royalties and subject further to the overriding royalties and
other covenants contained in the assignment form set out in
Schedule C. Each such operating agreement shall likewise convey
to assignee full operating rights with respect to the lease or
leases covered thereby.

In the event of any reassignment contémplated by this
agreement, where an operating agreement has been executed in lileu
of assignment, as above provided, such reassignment shall be ac-
complished by a release and cancellatlion of any such operating
agreement to the extent of the acreage intended to be reassigned,
such release and cancellation to effect a complete divestiture of
any rights in favor of Assignee in the acreage thus intended to
be reassigned. '

Where assignment to Assignor of a fractional interest

_9_
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in a well or wells 1is elected by Assignor pursuant to the provisions
of paragraph 6, and such well is on a lease held by Assignee under
an operating agreement as above provided, such assignment to
Agsignor will be accbmplished by the transfer to Assignor by As-
signee of such fractional interest in such operating agreement as
to the well or wells as to which election is made, leaving, however,
in Assignee the extlusive right of operation, but vesting in As-
signor such fractional interest in such well or wells, including
the well site and well equipment located thereon, and in the
working interest in production from such well or wells, subject to
suéh fractional part of the costs of operation and/or reworking

of such well or wells. o

For the purpose of computing the overriding rojﬁlties
provided in Schedule A-1 and for all other purposes of this agree-
ment, wherever an operating agreement as in the paragraph contem-
plated 1s used in lieu of an assignment of lease, it shall be con-
sldered that an actual assignment has been made.

9. Operating Agreement.

In the event that Assignor shall elect to become the
owner of an undivided one-fourth (1/4) of the working interest with
respect to any well or wells in accordance with the provisions of
Section 6 above, and if such transfer of interest is effected by
an assignment of record title as to such undivided interest, As-
signor and Assignee will enter into an Operating Agreement covering
such Jointly owned well, designating Assignee as Operator in the form
attached hereto as Schedule D, which 1s hereby incorporated in this
agreement as though set out in full at this point.

10. Force Majeure.

In the event that either party hereto 1s rendered
unable, wholly or in part, by force majeure or other causes herein
specified, to carry out its obligations under this agreement, it

i1s agreed that on such party's giving notice and reasonably full

=10~
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particulars of such force majeure in writing or by telegraph to

the other party within a reasonable time after the occurrence of

the cause relled on, then the obligations of the party glving

such notice, so far és they are affected by such force majeure or
other causes herein specified, shall be suspended during the con-
tinuance of any inability so caused, but for no longer period, and
such cause shall so far as possible be remedied with all reasonable
dispatch. The term "force majeure” as employed herein shall mean
acts of God, strikes, lockouts or other industrial dlaturbances,
acts of the public enemy, wars, blockades, insurrections, riots,
epidemics, landslides, lightning, earthquakes, fires, storms,
floods, washouts, arrests and restraints of the Government, either
Federal or State, civil or military, civil disturbances, explosions,
sabotage, malicious mischief, breakage or accident to machinery or
lines of pipe, temporary failure of gas supply, inabllity of any
party hereto to obtain necessary materilals, supplies or permits, due
to existing or future rules, regulations, orders, laws or proclama-
tions of governmental authorities (both Federal and State), including
both civil and military, and any other csuses, whether of the kind
herein enumerated or otherwise, not reasonably within the control of
the party claiming suspension. It is understood and agreed that the
settlement of strikes or lockouts shall be entirely within the dis-
cretion of the party having the difficulty, and that the above re-
quirement that any force majeure shall be remedled with all reason-
able dispatch shall not require the settlement of strikes or lock-
outs by acceding to the demands of the opposing party when such
course is inadvisable in the discretion of the party having the
difficulty.

11. Term of Agreement.

This agreement, as to the leases and lands ultimately re-

maining subject hereto, shall remain in full force and effect so

~11-
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long as the o1l and gas leases described in Schedule B attached
hereto, or any of them, remain in force and effect in accordance
with their terms and provisions and conditions.

12. NOTICES.

All notices, statements and other communications re-
quired or permitted to be gilven hereunder shall be in writing and
shall be deemed to have been effectively given when mailed by
United States mail, postage prepaid, and addressed to the respec-
tive parties as follows:

Western Natural Gas Coﬁpany

1006 Main Street

Houston 2, Texas

Southern Union Gas Company

Burt Building -

Dallas, Texas S
Notices of change of address of either of the parties hefetc shall
be given in writing to the other party in the manner aforesaid and
shall be observed in the giving of all further notices, statements
or other communications required or permitted to be given hereunder.
13. Succesgsgsors and Agsigns.

The provisions hereof shall constitute covenants running
with the lands and leases covered or affected hereby and shall ex-
tend to and be binding upon the parties hereto, thelr respective
succéssors and assigns.

IN WITNESS WHEREOF, this agreement is executed on this
3rd day of September, 1952.

WESTERN NATURAL GAS COMPANY

By G > l"
ATTES[: ‘ Vosa Gt i)

Assy. Secretary
SOUTHERN UNION GAS COMPANY
-

By:
Executlive Vice Presgident

ATTEST: .
. .
L ‘j,) (-'.'L""

Secretary N




THE STATE OF TEXAS 88
COUNTY OF HARRIS

on this & ALjeg/emp/e/ , 1952, before me ap-
peared i7x, {nwugh , to me personally
known, who, being by me duly sworn did say that he is the Vice
President of Western Natural Gas Company and that the seal affixed
to said instrument is the corporate seal of sald corporation and
that said instrument was signed and sealed in behalf of said cor-
poratioq/hﬁ/Au rity of its Board of Directors, and said

acknowledged sald instrument
to be the free act and deed of sald corporation.

JyITNESS WHEREOE? I ave set my hand and sezl of offlice on

this,i DAy of__( Jep » 1952.
My Commission Expires: Notary Public in and for Harris
€. D. STCRY, JR. County, Texas.

Netgry Pubtic in ang for Harris County, Texes
My Commussicn Expires June 1, 19!

THE STATE OF TEXAS ) 88
COUNTY OF DALLAS

On th s&_day of &zzz-ﬂ‘é ol , 1952, before me

appeared . e Ie) to me personally known,
who, being by me first duly sworn did say that he 18 the Vice
President of Southern Union Gas Company and that the seal affixed
to said instrument is the corporate seal of sald corporation and
that, said instrument was signed and sealed in behalf of said cor-
por#t;gp by a thonity of 1ts Board of Directors, and said

:ffﬂ acknowledged sald instrument to be the
fﬁéé act and deed of said corporation.

IN WITNESS WHEREOF, I have set my hand and seal of office, on

thisg (7, day of __S 24 TZ vor daw ___, 1952.
/

i .
Notary Public in and for Dallas
County, Texas.

My Commission Expires:
June 1, 1953



SCREDULE A-1

SCHEDULE OF OVERRIDING ROYALTY PAYMENTS TC BE LIADE
TO ASSIGNOR BY ASSIGWEE ON PRODUCTION FROlM THE LESA
VERDE AKD DEEPER FORMATIONS UNDER THE FARM-OUT

AGREEHENT DATED AUGUST 25 , 1952, BETWEER
WESTERN NATURAL GaS COiPANY AND SOUTHERN UNION GAS
COITPAY

(a) From date of first deliveries through

December 31, 1953 - 6¢ per LCF times percentage of gross
production assigned by Assignor to Assighee.

(b) From January 1, 1954, through December 31, 1958 -
7¢ per ICF times percentage of gross pro-
duction assigned by Assignor to Assignee.

{¢) From January 1, 1959, through December 31, 1963 -
8¢ per MCF times percentage of gross pro-
duction assigned by Assignor to Assignee.

(d) = From January 1, 1964, through December 31, 1968 -
9¢ per MCF times percentage of gross pro-
duction assigned by Assignor to Assignee.

(e) From January 1, 1969, and thereafter = .
10¢ per MCF times percentage of gross pro-
duction assigned by Assignor to Assignee.

BUT NOT MORE THAN:

(f) From date of first deliveries through December 31, 1953 -
9¢ per MCF times percentage of gross pro-
duction assigned by Assignor to Assignee,
Less $750. per month.

(g) From January 1, 1954, through December 31, 1958 -
10¢ per MCF times percentage of gross pro-
duction assigned by Assignor to Assignee,
Less $025. per month.

(h) From January 1, 1959, through December 31, 1963 -
11¢ per MNCF times percentage of gross pro-
duction assigned by Assignor to Assignee,
Less $425. per month.

(i) From January 1, 1964, through December 31, 1968 -
12¢ per MLCF times percentage of gross pro=-
duction assizned by Assignor to assignee,
Less $i300. per month.

If at any time or times Southern Union Gas Company (or any
successor company) shall pay a higher price for gas*n San Juan or
Rio arriba Counties, liew iexico, than the then applicable figure
appearing in Parts (f), {g), (h) and (i) above, the then applicable
figure appearing in Parts {f), (g), (h) and (iS above shall be in-
creased to equal such higher price so long as the same is being paid
by Southern Union Gas Company (or any successor company).

’ ) *(of the same quality and delivered under substantially the same conditions)

.‘__()’



SCHEDULE A-2

SCHEDULE OQF OVERRIDING ROYALTY PAYMENTS TO BE MADE
TO ASSIGNOR BY ASSIGNEE ON PRODUCTION FROM FORMA-
TIONS SHALLOWER THAN THE MESA VERDE UNDER THE FARM-
OUT AGREEMENT DATED _ AUGUST 25, 1952

1952, BETWEEN WESTERN NATURAL GAS COMPANY AND
SOUTHERN UNION GAS COMPANY

From date of first deliveries through
December 31, 1958 - 4¢ per MCF times percentage of gross pro-
duction assigned by Assignor to Assignee.

From January 1, 1959, through December 31, 1963 -
5¢ per MCF times percentage of gross pro-
duction assigned by Assignor to Assignee,

From January 1, 1964, through December 31, 1968 -
- 6¢ per MCF times percentage of gross pro-
duction assigned by Assignor to Assignee.

From January 1, 1969, and thereafter - :
7¢ per MCF times percentage of gross pro-
duction assigned by Assignor to Assignee.



(1)

been issued by the United States of America:

Date

2-1-48

5-1-48

5-1-48

SCHEDULE B

SCHEDULE OF LEASES TO BE ASSIGNED BY ASSIGNOR TO
ASSIGNEE UNDER FARM-QUT AGREEMENT BETWEEN WESTERN
NATURAL GAS COMPANY AND SOUTHERN UNION GAS COMPANY

Lessee

The following described oil and gas leases, all of which have

Serial Noe.

Land Covered

James G. Oxnard SeFs 078423

Re V. Wickens S.Fe 078426

Townsghip 29 North, Range 7
West, Rio Arriba County, New
Mexico:

Section 8: All
Section 9: SWENW:, NWENEZ,
SEkNEk NEENE
‘ sésw&, NWA SW:
Section 1ll: NéNEi SEANEZ,
NE SEk, SE,
NWESwi
Section 13: t, NASWE, SEASWE,
. SWiSES
Section 1h: NANWE
Section 17: All

Containing.ZLOO acres, more or
less,

Township 29 North, Range 6 West,
Rio Arriba County, New Mexico:

Section 18: E3E}, NW&NE& W3SWi
Wy €M _Ef—>3ection 17: Sgk £wsssi iEéSEk
_pzf/ut‘b‘-‘-‘ﬁ'\‘\' NW ’ SEANW
70, uﬂa»ékofé' Section 19: NE%, wisw SEASWE
)1 g0 & t,. = Section 20: gNWé, W ,
//} ‘Q W (’/10/" NEtl
. Section 30: W/32, Ns/u w/2 SE/L,
) NE/# SE
Section 31: NWi, NE NQSEk

Clinton C. Seymour S.,F. 078505

Containing 2200 acres, more or
lesse.

Township 31‘North, Range 9 West,
San Juan County, New Mexico:

Section 1l4: All

Section 23: N3, swi
Section 24: Al l
N%, SEZ

Section 25:

Township 31 North, Range 8 West,
San Juan County, New Mexico:
Section 30: NWi

Containing 2348,80 acres, more
or less.



SCHEDULE D

OPERATING AGREEMENT

THIS AGREEMENT made and entered into on this day of

, 19 , by and between Southern Union Gas

Company, a Delaware corporation authorized to do business in the
State of New Mexico, and having its principal office in Dallas, Tsxas

(hereinafter called "Southern Union" or "Operator®"), and

{hereinafter called "Non-operator", whether one or more),

PR

WITNESSETH THAT:

WHEREAS, the parties hereto are the owners of undivided interests

in the leases covering a certain acre drilling unit

{hereinafter referred to as “unit"), embracing the following described

land in County, New Mexico:

and

WHEREAS, the parties hereto desire to provide for the economical
and joint operation of said unit for the production of gas and/or con-
densate (and any liquid hydrocarbons produced incidentally thereto)

producible from

subject to and in accordance with the terms and provisions of this

agreement:



NOW, THEREFORE, in consideration of the premises and of the
mutual covenants and promises herein contained, the parties hereto
agree as follows:

I.
QPERATOR

Section 1. Southern Union Gas Company is hereby designated as
Operator of the above described unit and, subject to the terms and
conditions of this agreement, shall have full control of and'Shall
conduct and manage all operations on said unit for the joint account
of the parties hereto. Southern Union may resign as Operator at any
time by giving notice to each Non-operator in writing sixty {60) days
in advance of the effective date of such resignation and; in such
event, the working interest owners of said unit shall immédiately
select a successor.

Section 2., In the event Southern Union shall sell or otherwise
dispose of all of its interest in said unit, the right of operation
herein conferred shal; not run with the transfer or assignment of
such interest or inure to the benefit of Southern Union's assignee,
but Non-operator and Southern Union's assignee shall immediately
select a new operator.

Section 3. The number of employees, the selection of such em-
ployees, the hours of labor and the compensation for services to be
paid any and all employees, in connection with operations hereunder,
shall be determined by Operator. All employees and contractors used
in operations hereunder shall be employees and contractors of Operator
and shall never be considered the employees or contractors of Non-
operator.

II.
PERCENTAGE OF INTEREST

It is agreed that for purposes of this agreement the interest of

each party hereto in said unit is as follows:



NAME INTEREST

III.
1L0SS OR FAILURE OF TITLE

In the event of the loss or failure of the title, in whole‘or in
part, of any party hereto to any lease, or to any interest therein,
the interest of such party in and to the production obtaiﬂed from the
unit shall be reduced in proportion to such loss or failure of title
as of the date such loss or failure of title is finally determined;
provided, that such revision of ownership interest shall not be retro-
active as to operating costs and expenses incurred or as to revenues
or production obtained prior to such date; and provided, further, that
each party hereto whose title has been lost or has failed, as afere-
said, shall indemnify and hold the other parties hereto harmless from
and against any and all loss, cost; damage and expense which may
result from, or arise because of, the delivery to such party of pro-
duction obtained hereunder or the payment of proceeds derived from .
the sale of any such production, prior to the date loss or failure of
title is finally determined.

Iv.

TERM OF AGREEMENT

This agreement shall remain in full force and effect, unless sooner
terminated by the mutual agreement of the parties hereto, as long as
the lease(s) covering the land hereinabove described shall remain in

force and effect.



Ve
COST AND EXPENSES

Section 1. Unless Operator elects to require Non-operator to
advance its share of the costs and expenses, as hereinafter provided,
Operator shall initially advance and pay all operation expenses of
said unit and shall charge each Non-operator with its pro rata part
thereof on the basis of its proportionate interest in the unit as set
out under Article II hereof.

Section 2. All such costs, expenses, credits and related matters,
and the method of handling the accounting with respect thereto; shall
be in accordance with the provisions of the Accounting Procedure,
attached hereto as Exhibit "A" and made a part hereof fqg_all purposes,

Section 3, In the event that Operagor elects to rej@ire any Non-
operator to advance its proportionate share of the above ﬁentioned
costs and expenses, Operator shall submit an itemized estimate of such
costs and expenses for the succeeding calendar month to such Non-
operator, showing therein the proportionate part of the estimated
costs and expenses chargeable to such Non-operator. Within fifteen
(15) days after receipt of said estimate, such Non-operator shall pay
to the Operator its propertionate share of the estimated costs and
expenses., I1f payment of the estimated costs and expenses is not made
when due, the unpaid balance thereof shall bear interest at the rate
of six percent (6%) per annum from the due date until paid. Adjust-
ments between estimated and actual costs and expenses shall be made
by Operator at the close of each calendar month and the account of
the respective parties adjusted accordingly.

Section 4. Operator shall make no single expenditure in excess
of One Thousand Dollars ($1,000.00) without first obtaining the con-

sent thereto of each Non-operator.



VI.
DISPOSAL OF PRODUCTION

Each Non-operator shall own its proportionate share of all gas,
casinghead gas and other hydrocarbon substances produced and saved
from the unit, and shall be entitled to take all or any part thereof
in kind, but if any Non-operator takes all or any part of its pro-
portionate part of such production in kind, it shall bear any extra
expense incurred by Operator in making such delivery in kind. 1In
case of sales of production, each Non-operator shall collect direct
from the purchaser or purchasers of such production for its proportionate
part thereof.

VII.
INSURANCE

Section l; Operator, or Operator's contractors or subcontractors,

shall carry for the benefit of the joint account insurance to cover

drilling operations on the unit as follows:

KIND POLICY FORM MINIMUM LIMITS OF LIABILITY
Workmen's Com- Statutory Statutory
pensation
Contractor's Comprehensive (including coverage

Public Liability under all sections of policy)
B.I. {($ 50,000 each person
($100,000 each accident
($100,000 aggregate
P.D. i 10,000 each accident
50,000 aggregate

Motor Vehicle Comprehensive {including non-
ownership liability and hired
automobile coverage) B.I. ($ 50,000 each person
($100,000 each accident
P.D. ($ 10,000 each accident

Section 2. With respect to producing operations conducted here-
under on the unit by the Operator for the joint account of the parties
hereto, Operator shall maintain in effect at all times while operations

are so conducted hereunder the following insurance coverage:



KIND POLICY FORM MINIMUM LIMITS OF LIABILITY

Workmen's Com- Statutory Statutory
pensation :
Contractor's Comprehensive (including BeIl. 100,000 each person
Public Liability coverage under all sections 300,000 each accident
of policy) 300,000 aggregate
P.Ds é 100,000 each accident
100,000 aggregate
Motor Vehicle Comprehensive (including B.I,

non-ownership liability and
hired automobile coverage) P.De

§100,000 each person

Operator will, upon request, furnish to Non-operator certificate(s)
evidencing such insurance,
VIII.
ABANUDONMENT OF_ WELL

No well on the unit which is capable of producing gas and/or con-
densate from the formations covered by this agreement shall be abandoned
without the mutual consent of the parties hereto. If any of the par-
ties desire to abandon such well, such party or parties shall so notify
the other party or parties in writing and the latter shall have ten
(10) days after receipt of such notice in which to elect whether to
agree to such abandonment. If all parties hereto agree to such abandon-
ment, such well shall be abandoned and plugged by Operator at the ex-
pense of the joint account, and as much as pessible of the casing and
other physical equipment in and on said well shall be salvaged for the
benefit of the joint account. If any party or parties do not agree
to said abandonment, such party or parties shall purchase the interest(s)
of the party or parties desiring to abandon said well in the physical
equipment therein and thereon; and, within twenty-five (25} days after
the receipt of notice by the party or parties not electing to abandon,
the party or parties desiring to abandon shall execute and deliver to
the other party or parties an assignment, without warranty of title,

of its or their interest in said well and physical equipment, and in

300,000 each accident
10,000 each accident



the working interest and gas leasehold estate, insofar as it covers
the formation(s) covered by this agreement, in said unit. In ex-
change for said assignment, the purchasing party or parties shall pay
to the assigning party or parties the salvage value of the latter's
interest in the salvable casing and other physical equipment in and
on said well, such value to be determined in accordance with the pro-
visions of the Accounting Procedure, attached hereto as Exhibit mA",
IX,
TAXES

The Operator shall render, for ad valorem tax purposes, the
entire leasehold rights and interests covered by this agreement and
all physical property located thereon or used in connection there-
with, or such part thereof as may be subject to ad valorem taxation
under existing laws of the State of New Mexico or which may be made
subject to taxation under future laws, and shall pay for the benefit
of the joint account all such ad valorem taxes at the time and in the
manner required by law which may be assessed upon or against all or
any portion of such leasehold rights and interests and the physical
property located thereon or used in connection therewith, Operator
shall bill each Non-operator for its proportionate share of such tax
payments'provided by the Accounting Procedure, attached hereto as
Exhibit "A",

X.
OPTION TO PURCHASE

Section 1l¢ In the event that any party hereto receives a bona
fide offer which it is willing to accept for the purchase of its in-
terest in the unit, or any part thereof, from a persaon, firm or corpo-

ration ready, able and willing to purchase such interest or part thereof,



the party receiving such offer shall immediately give written notice
thereof to each of the other parties hereto, including in such notice
the name and address of such offeror, the price offered and all other
pertinent terms and conditions of the offer. The other parties herevo,
for a pericd of seven {7) days after the receipt of the notice, shall
have the prior and preferred right and option to purchase the lease
or 1eases{ or part thereof, covered by the offer, at the price and
according to the terms and conditions specified therein.

Section 2. If the other parties hereto fail to exercise their
right and option by giving written notice of acceptance within seven
(7) days after receipt of the above mentioned notice, the party which
received the offer shall accept it and complete the sale to the offeror
in accordance with its offér within sixty (60) days after the expira-~
tion of said seven (7) day period; provided, that if the party which
received the offer fails to accept it or to complete the sale within
said period of sixty (60) days, the preferred right and option of the
other parties hereto under this Article X shall be considered as
revived, and the party which received the offer shall not complete
such sale to the offeror unless and until the offer again has been
presented to the other parties hereto, as hereinabove provided, and
the other parties again have failed to elect to purchase on the terms
and conditions of the offer, All offers, except as hereinafter
specifically excepted, at any time made to any party hereto for the
purchase of its interest in the pooled unit, or a part thereof, shall
be subject to all the terms and conditions of this Article X,

Section 3. It is expressly agreed that the foregoing provisions
of this Article X shall not apply to a transfer by a corporate party

hereto made in connection with a merger, consolidation or reorganization



~

involving such party and 1ts parent subsidlary or an affiliated com-
pany, nor the transfer by any party to a wholly owned subsidiary
or to any other person, firm or corporation having an identity of in-
terest or an option agreement zovering any of the land and leases
subject to this agreément. Further, the limitations contained in this
Article X shall not restrict the right of any party hereto to mortgage
1ts interest in the unit, and the transfer thereof to any Trustee under
any trust indenture executed in connection with any such mortgage
shall not be deemed to be a sale nor shall any Trustee by reason of
any such assignment become obligated in any manner hereunder, and
the provisions of this Article X shall not apply to the Jjudicial
foreclosure sale held in enforcement of any such mortgage nor to a
sale by any Trustee under the terms of any such trust indenture in
the exercise of the powers of sale thereunder.
XT.
RELATION OF PARTIES

The rights, dutles, obligations and 1iabilities of the partiles
hereto shall be several and not Jjoint or collective, it being the
express purpose and intentlon of the parties hereto that their owner-
ship in said unit shall be as tenants in common; and nothing herein
contained shall ever be construed as creating a partnership of any
kind, Joint venture, an assoclation or a trust or as imposing upon
any one or more of the parties hereto any partnership duty, obligation
or liability. Each party hereto shall be individually responsible
only for its obligations as set out in this agreement.

XIII.
ACCBESS TQ PREMISES, LOGS AND REPORTS

Operator shall keep accurate logs of the well drilled on said
unit, which logs shall be available at all reasonable times for in-

spection by any Non-operator. Upon request by any Non-operator,



Operator shall furnish to such Non-operator a copy of said logs,
samples of cores and cuttings of formations encountered, and monthly
progress reports relative to the development and operation of said
unit, together with any other information which may be reasonably
requested pertaining to such well., Each Non-operator shall have access
to said unit and to all books and records pertaining to operations
hereunder for the purpose of inspection at all reasonable times,
II1T.
SURRENDER, EXPIRATION, ABANDONMENT OR RELEASE OF LEASE

No lease or leases subject to this agreement shall be surrendered,
let to expire, abandoned or released, in whole or in part, unless the
parties mutually consent thereto in writing, In the event that less
than all of the parties hereto should elect to sufrender, let expire,
abandon or release all or any part of a lease or leases subject to
this agreement and the other party or parties do not consent or agree,
the party so electing shall notify the other party or parties not less
than sixty (60) days in advance of such surrender, expiration, abandon-
meat or release and, if requested so to do by the party not so electing,
immediately shall assign without warranty to the latter party or parties
all of its rights, title and interest in and to said lease or leases,
the well or wells located thereon, and the casing and other physical
equipment in or on said well or wells, If the party or parties not so
electing fail(s) to request such assignment within such sixty (60) day
period, the party so electing shall have the right to surrender, let
expire, abandon or release said lease or leases, or any part thereof,
In the event such assignment is so requested, the party or parties to
whom such assignment is made, upon the delivery thereof, shall pay to

the assigning party the salvage value of its interest in all the



salvable casing and other physical equipment in or on the unit, said
value to be determined in accordance with the provisions of the
Accounting Procedure, attached hereto as Exhibit "A", After the de-
livery of any such assignment, the party making the assignment shall
be released from and discharged of all the duties and obligations
thereafter accruing or arising hereunder, in connection with the opera-
tion and development of the unit, with respect to the assigned lease
or leases, )

11V,

LAWS AND REGULATIONS

This agreement shall be subjeet to all valid and applicable

State and Federal laws, rules, regulations and orders, and the opera-

tions conducted hereunder shall be performed in accordance with said
laws, rules, regulations and orders, In the event this agreement or
any provision hereof is, or the operations contemplated hereby are
found to be, inconsistent with or contrary to any such law,rule,
regulation or order, the latter shall be deemed to control and this
agreement shall be regarded as modified accordingly, and as so modi=-
fied, shall continue in full force and effect,
v,
FORCE MAJEURE

Section 1, In the event that any party heretc is rendered unable,
wholly or in part, by force majeure to carry out its obligations under
this agreement, other than the obligation to make payments of amounts
due hereunder, upon such party's giving notice and reasonably full
particulars of such force majeure in writing or by telegraph to the
other parties hereto within a reasonable time after the occurrence of
the cause relied upon, the obligations of the party giving said notice,
so far as they are affected by such force majeure, shall be suspended

during the continuance of any inability so caused, but for no longer



pericd; and the cause of the force majeure as far as possible shall
be remedied with all reasonable dispatch,

Section 2o The term "force majeure™ as employed herein shall
mean an act of God, strike, lockout or other industrial disturbance,
act of the public enemy, war, blockade, riot, lightning, fire, storm,
flood, explosion, governmental restraint and any other cause, whether
of the kind herein enumerated or otherwise, not reasonably within the
control of the party claiming suspensione.

Section 3 The settlement of strikes, lockouts and other labor
difficulty shall be entirely within the discretion of the party having
the difficulty. The above requirement that any force najgure shall be
remedied with all reasonable dispatch shall not requifef£$§ settlement
of strikes, lockouts or other labor difficulty by‘écceding to the
demands of opponents therein when such course is inadvisable in the
discretion of the party having the difficultye.

IvI.
NOTICES

Except as herein otherwise expressly provided, all notices, re-
ports and other communications required or pefmitted hereunder shall
be deemed to have been properly given or delivered when delivered
personally or when sent by registered mail or telegraph, with all
postage or charges fully prepaid, and addressed to the parties hereto,
respectively, as follows:

To Non-operator:

To Operator: Southern Union Gas Company
1104 Burt Building
Dallas 1, Texas



The date of service by mail shall be the date on which such written
notice or other communication is deposited in the United States
post office, addressed as above provided. Each party hereto shall
have the right to change its address for all purposes of this Article
IVI by notifying the other parties hereto thereof in writing.
IviI.
EFFECT OF AGREEMENT

The terms, covenants and conditions of this agreement shall be
bind;ng upon and shall inure to the benefit of the:. parties hereto
and their respective successors and assigns; and said terms, covenants
and conditions shall be covenants running with the land an& leasehold
estates covered hereby and with each transfer or assignmeht of said
land or leasehold estates.

XVIII.
OPERATOR'S LIEN

Operator shall have an express contract lien, which is hereby
granted, upon the interest of each Non-operator in said unit, in the
0il, gas or other minerals produced from such unit and in the
materials and equipment located thereon, to secure the payment by
each Non-operator of its proportionéte part of the costs and expenses
incurred or paid by Operator hereunder, and interest, if any, accrued
on such part, Such lien may be enforced and foreclosed as any other
contract lien. Morecever, Operator may to the full extent of any in-
debtedness owed by it to any such Non-operator, offset such debt

against sums owing to Operator hereunder by such Non-operator.

IN WITNESS WHEREOF, the parties hereto have executed this agreement



as of the day and year first above written.

ATTEST: SOUTHERN UNION GAS COMPANY

By:
Secretary Vice President

OPERATOR

NON-OPERATCR




NET B0 T TIULSS EXHIBIT “a » Model Form.PASO-1949-1

Attached to and made a part of.

ACCOUNTING PROCEDURE

(UNIT AND JOINT LEASE OPERATIONS)

I. GENERAL PROVISIONS

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

2. Statements and Billings

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

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

costs and charges as set forth under Sub-ParagrapL_._.....Q__.M.._ below:

A. Statement in detail of all charges and credita to the joint account.

B. Statement of all charges and credits to the joint account, summarized by appropriate classifications indica-
tive of the nature thereof.

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

indicative of the nature thereof; and

(3) Statement of any other receipts and credits.

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

4. Audits

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

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

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

2. Laber, Transpertation, and Services

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

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

4. Moving Materinl to Joint Property
Moving material to the joint property from Vendor’s or from Operator's warehouse in the district or from the
other properties of Operator, but in either of the last two events no charge shall be made to the joint account
tor a distance greater than the distance from the nearest reliable supply store or railway receiving point where
such material is available, except by special agreement with Non-Operator.
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F. The above overhead schedule on producing wells shall be applied to individual leases; provided that,
whenever leases covered by this agreement are operated as a unitized project in the interest of economic
development, the schedule shall be applied to the total number of wells, irrespective of individual leases

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

Warehouse Handling Charges Fome

14,

Other Expenditures
Any other expenditure incurred by Operator for the necessary and proper development, maintenance, and
operation of the joint property.

III. BASIS OF CHARGES TO JOINT ACCOUNT
Purchases
Material and equipment purchased and service procured shall be charged at price paid by Operator, after de-
duction of all discounts actually received.

Material Furnished by Operator

Material required for operations shall be purchased for direct charge to joint account whenever practicable,
except that Operator may furnish such material from Operator’s stocks under the following conditions:

A. New Material (Condition “A")

(1) New material transferred from Operator’s warehouse or other properties shall be priced f. a. b. the
nearest reputable supply store or railway receiving point, where such material is available, at current
replacement cost of the same kind of material. This will include material such as tanks, rigs, pumps,
sucker rods, boilers, and engines. Tubular goods (2” and over), shall be priced on carload basis effective
at date of transfer and f. 0. b. railway receiving point nearest the joint account operation, regardless
of quantity transferred.

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

(3) Cash discount shall not be allowed.

B. Used Mnaterial (Condition “B” and '‘C")

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

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

(a) After reconditioning will be further serviceable for original function as good second hand material
(Condition “B"), or

(b) Is serviceable for original function but substantially not suitable for reconditioning,

shall be classed as Condition “C” and priced at 50% of new price.

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

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

Warranty of Material Furnished by Operator

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

Operator’s Exclusively Owned Facilities

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

Operator:

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

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

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

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

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

1IV. DISPOSAL OF LEASE EQUIPMENT AND MATERIAL

The Operator shall be under no obligation to purchase interest of Non-Operator in surplus new or secondhand
material. Derricks, tanks, buildings, and other major items shall not be removed by Operator from the joint
property without the approval of Non-Operator. Operator shall not sell major items of material to an outside
party without giving Non-Operator an opportunity either to purchase same at the price offered or to take Non-
Operator’s share in kind.
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COMMUKITTZATION AGREEMERT

Contract No. |4-“8-£)01-917

(o

THIS AGREEMENT entered into as of the O day of ,

19 53 , by snd between the parties subscribing, ratifying or comsenting hereto,

such parties being hereinafter referred to as "parties hereto”,
WITHEESSETH:

WHEREAS, the Act of February 25, 1520, k1 stat. 437, as amemded by the Act
of Aungust B, 1946, 60 Stat. 950, 30 U.S.C. Secs. 181 et seq., authorizes com-
sunitization or drilling agreements commmitizing or pooling a federal oil and
gas lease, or any portion thereof, with other lands, vhether or not owned by the
United States, when separate tracts under such federal lease cammot be independ-
ently developed and operated in conformity with an established well-spacing pro-
grux for the field or area and such commmnitization or pooling is deternmed to
be in the pudblic interest; and

WHEREAS, the parties hereto own working, royalty or other leasehold interests,
or operating rights under the oil and gas leases and lands subject to this agree-
ment which cammot be independently developed and operated in conformity with the
vell-spacing pr;:gru establisghed for the field or area in which said lands are
located; and

WHEREAS, the parties hereto desire to commmitize and pool their respective
mineral interests in lands subject to this agreement for the purpose of develop-
ing and producing dry gas and associsted liquid hydrocarbons in accordance with
the terms and conditions of this agreement:

NOW, THEREFORE, in comsideration of the premises and the mutusl advantages
to the parties hereto, it is mutually covenanted and agreed by and between the
parties hereto ss follows:
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1. The 1ands covered by this agreement (hereinafter referred to as “com-

munitized area®) are described as follows:

i 1 North West, N.M.P.N.
S8an Juan County, New Mexico

Bection 23t Eb

320 acres, wore oOr less,

containing

apd this agreement ghall extend to and include only the Messverds

formation underlying said lands and the dry gas and associated liquid hydro-
carbone (hereinafter referred to as “commmnitized substances”) producible from
such formation.

2. Attached hereto, and made a part of this agreement for all purposes, is
Exhibit A designating the operator of the commmitized area and showing the
acreage, percentage and ownership of oll and gas interests in all lands within
the commmitized area, and the suthorization, if any, for commmitizing or pool-
ing any patented or fee lands within the commmitized aresa. _

3. All matters of operation shall be governed by the Operator under and
pursuant to the terms end provisions of this sgreement. A successor operator
may be designated by the owners of the working interest in the commmitized area
and four (L) executed copies of e deaignation of successor operator ehall be
filed with the 011 and Gas Supervisor.

L, Operator shall furnish the Secretary of the Interior, or his author-
ized representative, with a log and history of any well drilled on the commm-
itized area, monthly reports of operations, statements of gas sales and royalties
and such other reports as are deemed necessary to compute monthly the royalty
dve the United States, as specified in the applicable oil and gas operating
regulations. Operator, in operations hereunder, shall not discriminate against
any employee or applicant for employment because of race, creed, color or national
origin and an identical provision shall be incorporated in all subcontracts.

5. The commmnitized area shall be developed and operated ss an entirety

with the understanding and agreement between the parties hereto that all

-2-
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commnitized substances pro&nced therefrom shall be allocated among the lease-
holds comprising said area in the proportion that the acreage imterest of each
leasehold bears 1o the entire acreage interest committed to this agreement.

6. "The royalties payable on communitized substanceg allocated to the in-
dividual leases comprising the cominnitizeﬁ area and the remtals provided for in
paid leases shall be determined and paid on the basis prescribed in each of the
ipdividusl lemses. Payment of rentals under the terms of lesses subject to this
agreement shall not be affected by this agreement except as provided for under
the terms and provisions of said leases or as may herein be otherwise provided.
Except as herein modified and changed, the oil and gas leases subject to this
agreement shall remain in full force and effect as originally made and issued.

7. There shall be no obligation on the lessees to offset any ary gas well
or wvells completed in the same formation as covered by this agreement on separate
component tracts into which the commmitized asres is now or may hereafter be di-
vided, nor shall any lessee be required to messure separately commnitized sub-
stances by reason of the diverse ownership thereaf, but the lessees hereto shall
not be released from their obligation to protect ssid commmmitized area from
drainsgs of commumnitized substances by & well or wells vhich may be drilled
offsetting said area.

8. The commencement , completion, continued operation or production of a
well or wells for commumitized gubsiances on the commmitized area shall be con-
strued and considered as the commencement, completion, continued operation or
production on each and all of the lands within eand comprising sald communitized
ares, and operations or production pursuant to this agreement shall be deemed
to be opermtions or production as to each lease commdtted hereto.

9. Production of commmnitized substances and disposal thereof shall be in
conformity with allocation, allotments and gquotas made or fixed by any duly
awthorized person or regulatory body under applicable Federal or State statutes.
This agreement shall be subject to all applicable Federal and State laws or
executive orders, rules and regulations, and no party hlereto shall suffer a
forfeiture or be liable in damages for failure to comply with any of the pro-
visions of this agreement if such compliance is prevented by, ar if such faflure

results from, complisnce with anmy such laws, orders, rules or regulations.

-3-
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10. This agreement shall be effective as of the date hereof upon execution
by the necessary parties, notwithstanding the date of execution, and upon approvel
by the Secretary of the Interior, or his duly authorized representative, and shall
remsin in force and effect for e period of two (2) years and so long thereafter
as communitized substances are produced from the commmitized aree in paying
quantities; provided, that prior to production in paying quantities from the
commmitized aree and upon fulfiliment of all requirements of the Secretary of
the Interior, or his duly authorized representative, with respect to any dry hole
or abandoned well, this agreement may be terminated at emy time by mutual agree-
ment of the parties hereto.

11. It is agreed between the parties hereto that the Secretary of the
Interior, or his dnly authorized representative, shall have the right of super-
vision over all operations within the commmitized ares to the same extent and
degree as provided in the oil and gas leases under which the United States of
America ig lessor and in the applicable oil end gas regulations of the Departmant
of the Imterior.

12. The covenants herein shall be construed to be covenants running with
the land with respect to the commumitized interests of the parties hereto and
their successors in interest until this agreement terminates, and any grant,
transfer or conveyance of any such land or interest subject hereto » ¥hether
voluntary or not, shall be and hereby is conditioned upon the assumption of all
obligations hereunder by the grantee, transferree or other successor in interest,
end as to Federal land shall be subject to approval by the Secretary of the
Interior.

13. This agreement shall be binding upon the parties hereto and shall
exteri to and be binding upon their respective heirs, executors, administrators,
successors and assigns.

14. This agreement may be executed in any mumber of counterparts, no
one of which needs to be executed by ell parties, or may be ratified or con-
sented to by separate instrument, in writing, specifically referring hereto,

and ghall be binding upon all parties who have executed such a counterpart,

~ke
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ratification or consent heretc with the same force and effect as if all parties
had signed the same document.

IN WITHESS WHEREQOF, the parties hereto have executed this agreement as of the
day and year first above written and have set opposite their respective names the
aste’of axésiyison.
amEer:’ " gk / SOUTHERR UNION GAS COMPANY

o Jldame @y w@g o =% /

‘“;;;ye Z. Davso;l, his wife
s 4. 0ee

Claude A. Teel

Teel, nis wife

D L e
a2 il Ty & e
m(o gl vcfa;w

/‘"g g% - [ ¢« McAdams, his vife

A. W. Rutter

e

Rutter, his wife

R. H. Ernest

Ernest, his wife

ATTEST: ALBUQUERQUE ASSOCIATED OIL COMPANY

- ‘,L” m‘{
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. /HS"“-Comission Expires:

L

STATE OF ﬁx 25 %
) 8s
COUNTY OF __ /R /R0 « )
on this _ 3 day of Jone , 19 , before me

personally appeared dJohm €. Dewson and ,Zya)///g /f Dawson, his vife

¥nown €0 me t0 be the person(s) who executed the sbove and foregoing in-
strument and acknowledged to me that theY  executed the same as ‘their
free act and deed.

IN WITRESS WHEREOF, I have set my hand and seal of office on this

Vere ,19 53 .

ALk

liota.ry Publie 11} and for

uf comiq@cn Expires:
SO <D STORY, R

Nien BT o and to Harris County. Texas ArriS__ County, .(E x2S

My Commission Expires June 1, 1955

STATE OF TEXAS )
) ss
COURTY OF DALLAS )
on this ZZ/ day of Aol  , 19 53 | before
7 .
me appeared / / W » to me personally known, who,
being by me duly sworn, d4id say that he is the Vice President of
SOUTHERN UNION GAS COMPANY end that the seal

affixed to the foregoing instrument is the corporate seal of said corporation

end that said instrument was signed and semled in behalf of said corporation

by authority'of its Boerd of Directors, and said / . [’ .//w
7

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

IR WITHESS WHEREOF, I have set my hand and seal of office on this _/:Z

day of ”JJ , 19 53 |
42

- . June 1, 1953 Pallas  Cougty, Texas
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STATE OF 7&’«1 )7«5/% ;

>y 8s
COURTY OF 2 )
On this day of , 19 5 , before me
personally appeared Clawe A. Tood amlk 4= o 47/, Tesd, his wife ,
/

kmown to me to be the person(s) who executed the sbove and foregoing in-
strument and acknowledged to me that WY  executed the same as Whel®
free act and deed. -
" IN WITHESS WHEREOF, I have set my hend and seal of office on this
<27 day of W , 19 93 .

JUR VIR .

o5 ny c};@nisaion Expires:

ele, 2 /752

RSN o

-

STATE OF :/,ZZ Zg- )
} ss
COURTY OF )
On this 2/ day of @ L , 19 93 | before

/ )
‘me appeared,/, . ; Y0 me personally known, who,

being by me duly sworn, did say that he is the é{: < 2, President of

o and that the seal

affixed to the foregoing instrument is the corporate seal of eaid corporation

and that said instrument was signed and sealed in be said corporation
! /
by authority of its Board of Directors, and sai f . W

acknowvledged sald instrument to be the free act end deed of ssid corporation.

IN WITRESS WHEREOF, I have set my hand and seel of office on this .2 / LXK
5
» 19

day of T

7"-'“\‘ “r, o . /
A . .
o~ - 4. / ’
e ' 2 %
-~ » < © My:Commission Expires: ary Public in and for

RO ™ .
l:m:, Y il County, C
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umnwnlmmoi
OOVNTY OF BRRMALTIYD ' !

cnaum dvd | 1953,
Nrm-mtmﬂ'wa%ﬁ,—ﬁﬁuu
porson who smsevted the foregoing instrumeat im behalf ef C. . MsAdang,
and ssknowledged that ahe exseuted the unkum-ndd sod of
said C. A, Midsns,

IN WITHRSS WHERECR, I have heremate and affized
seal ea thls, Lbs day aad year first abeve -rg tem. : v

o T e T T,
before me persenilly &p, 3 " 0 . k. MoAdans,
% = knowa to be the persea dessribed in and who axseuted the foregeing
that =he exseuted the same as her free

abeve writtea.

Oounty, Bew Maxice.
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STATE OF )
) 88
COUNTY OF )
Ou this day of P , 1993 , before me
. . -
personally appeared Co A+ NoAloms %-U/QL( » his wife ,
{

¥nown to me to be the person(s) who executed the above and foregoing in-
strument and acknowledged to me that Whey executed the same as thely
free act and deed.

IR WITRESS WHEREOF, I have set my hand and seal of office on this

day of , 19 9 .

Notary Public in and for

My Commission Expires: County,
STATE OF )
) ss
COUNTY OF )
On this day of s, 19 b , before me
personally a.ppeared“ ¥, huther and hutter, his vifs

known to me to be the person(s) who executed the sbove and foregoing in-
strument and acknowledged to me that ihay executed the same as :

free act and deed.

IN WITRESS WHEREOF, I have set my hand and seal of office on this

day of s 19 3 .

Notary Public in and for

My Commission Expires: County,
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STATE OF )
) ss
COUNTY OF . )
On this day of , 19 24 , before me
personally appeared B. 8. Rmmsst amd rnest, Ris wifs ’

¥nown to me to be the person{s) who executed the sbove and foregoing in-
strument and acknowledged to me that they executed the same as Sheir
free act and deed.

IN WITHESS WHEREOF, I have sel my hand and seal of office on this

day of ,19 93 .

My Commission Expires: Notary Public in and for

County,

STATE OF Zuu Prudeio g
COURTY OF M ) 5 )

on this 77 aay of W , 19 3 | verore
me appeared &(A JL&,/“, /&WL/ , to me personally knc;vn, who,

being by me duly sworn, did say that he is the President of
ALBOWEEQUR ABSOCIATED OIL COMMEY

and that the seal

affixed to the foregoing instrument is the corporate seal of said corporation

and that said instrument was signed and sealed in behalf of said corporation

by suthority of its Board of Directors, and said M &/-—nu,(/

4
acknovledged sald instrument to be the free act and deed of said corporation.

IN WITHESS WHEREOF, I have set my hand and sesl of office on this ﬁ7

dayofW , 1998
7

\.\T o

’ My ‘Chamiseion Expires: Notary Public in end for

/ L V('.‘f«; - 2‘/’—../// M County, lw el




Exhibit A to Communitization Agreement
dated March 30, 1953, embracing: Ed of Section 23,
Township 31 North, Range 9 West, K.M.P.M., Sen Juan County, New Mexico

Operator of Communitized Area: Southern Union Gas Company

DESCRIPTION OF LEASES COMMITTED

lessor: United States of Americs
lessee of gecord: John C. Dawson
Serial No. of lease: Santa Fe 078505

Date of lease: May 1, 1948

Description of Lands Committed: Township 31 Rorth, Range 9 West, N.M.P.M.
Section 23: RE}

Number of Acres: 160

Working Interest and Percentage: John C. Dawson 8k %
0.R.R.I. and Percentage: C. A. McAdams _ 3/k of 1%
A. V. Rutter 1/4 of 1%
R. H. Ernest 1/k of 1%
Albuquerque Associated 01l Co. 1-3/4¢%

Tract Fo. 2
leasor: United States of America
Lessee of Record: Claude A. Teel
Serial No. of Lease: NM-03601
Date of lease:* May 1, 1948

Description of lands Committed: Township 31 North, Range 9 West, N.M.P.M,
Section 23: SE{

Number of Acres: 160
Working Interest and Percentage: Skelly 01l Company 81% i
O0.R.R.I. and Percentage: Cleude A. Teel 19
(This interest is subject to CFR 192.83)
Albuquerque Associated 0il Co. 5%
No. of Acres Percentage of Interest
Tract Number * Committed In Communitized Area
1 160 50%
2 160 50%

&t 7N /4
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OPERATING AGREEMENT

" AR
1953, by and between SOUTHERN UNION GAS COMPANY, & m‘gw-_;/\/-_

) . 1‘.'1 )#_—f DTN
authorized to do business in the State of New Mexico, and baving its.; o pal

office in Dallas, Texas (hereinafter called "Southern Union" or “Operator™), and

_SKELLY 0TI COMPARY

{hereinafter called "Nom-cperator®, whether one or more),
WITRESSETE THAT::

WHEREAS, wnder date of Marck 30, 1953 , & certain commmitiza-

tion (or pooling) agreement was made and entered into providing for the commmm-

- ~. itization, pooling and comsolidation of certain oil and gas leases therein
4
described 50 as to form a drilling unit (hereinafter referred to as "unit"),

embracing the following described land 1in San Juan County,
New 'neuezz

Township 31 North, Range O West, N.M.P.M.

Section 23: B}

t0 which agreement reference is here made for all purposes; and
WHEREAS, the parties hereto desire to provide for the economical and joint

operation of said unit for the production of gas and associated ligquid hydro-

carbonds producible from _ pecaverde formation ’
subject 0 ard in sccordance with the terms and provisions of this agresment:
NOW, TEEREFORE, in consideration of the premises and of the mutual covenants
and promises herein contained, the perties hereto agree as follows:
| I.
OFERATOR

Bection 1. Southern Union Gas Company is hereby designated as Operator of
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the above deecribed unit and; subject to the terms and conditions of this agree-
Zent, siail have ull contral of and shall condued and menage all operations on
8ald wnit for the joint account of the pex;t.ies hereto. Southerm Union may re-~
sigz as perator at any time oy giving motice %o 2ach Non-operator in writing
sixty (60) days in advence of the effective date of such resignatior and, In
such evert, the working interest owners of saié unit shall 1m.media.‘.:ely gelect a
successor.

Section 2. In the event Southern Union shall sell or otherwise dispose of
all of 1ts interes® in saii unit, +he right of operation herein conferred shall

not ran with the transfer or assigmment of suchk interest or imre to the benefit

of Soutitern Union's assiznee, but Non-operator and Southern Unian's assignee

" ghall irmedistely seiect & new Operator.

Section 3. The number of employees, the selectior of such employees, the
hours of laror and the compensstion for services tc be paild any and all employees,
{r commection with operations hereunder, shall be determined by Operator. All
emplcyees and contractors used in operations hereunder shall be employeeu'and.
contractors of Operator and shall never be considered the employees or cone

tractors of I'on-operator.

n.

PERCENTAGE OF INTEREST

It 18 sgreed that for purposes of this sgresment the interest of each party

hereto iz said unit 1s as follows:

FAE ITTEREST
SOUTHERN UNION GAS COMPANY 50%
SKELLY OIL COMPANY 50%

-2
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! III.
DRILLING OPERATIONS

Section 1. Subject to all ather spplicable provisions of this agreemsnt,

Operator, on or before sixty (60) deys from approval of the above desgribed
Sommunitization sereement by the United Jtates Geolozigal Suryey ’

shall coxmence, or csuse to be commenced, cperations for the.drilling of a well

for the joint account of the parties hsreto, at the following loeation:

Towmship 31 North, Range 9 West, N.M.P.M.

Section 23: NE:NE}

and cause saild well to be diligently drilled without unnecessary delay snd in
8 good workmanlike manner to & sufficient depth to test the Mocavemio
formation, unless the parties hereto mutually agree to discontinue drilling op~
erations at a lesser depth. It 1is understood and sgreed tha.t the commencemsnt
date for said well shall bs extended for a reasonable period vhen necessary to
perfect title to the lands committed to the unit.

Section 3. Prior t0 commencement of drilling operations, as provided in

Section 1 hereocf, Opsrator shall furnish each Nom-operstor an estimate of the
costs expected to be incurred in drilling and equipping said well. -
3ection 4. All costs and expenses incurred in comnection with the drilling,
completing, testing, equipping, and if s dry hole, the plugging and abandoning,
of said well shall de bornme by the parties hereto in the proportions set out
under Article II hareof.
Iv.
L0SS OR FATLURE GF TITIE

In the svent of the loss or fazilure of the title, in wbole or in part, of

3=



any party hereto to any leass, or to any interest therein, the interest of such
party in and to the production cbtained from the unit shall be reduced in pro-
portion to such loss or failure of title as of the date such loss or fallure of
title is finally determined; provided, that such revision of ownership interest
shall not be retrosctive as to operating costs and expenses incuf're:}'_or 85 to
Tevenuss or production obtained prior to such date; and mvi_dsd, fm-th'er, that
each party hereto whose title has been lost or has failed, as aforesaid, shall
indernify and hold the other parties hereto harmless from and sgainst any and
all loss, cost, damage and expense which may result from, or arise because of,
the delivery to such party of production obtained lger'eundsr or the payment of
procseds derived tronuthe sale of sny such production, prior to ths date loss or
fallure of title is finally determined. o=

.
TERM OF ACREEMENT

... This agreement shall remain in full force and effect, unless sooner termin-
ated by the mutual agreemsnt of the parties hersto, as long as ths commmitization /
(or pooling) agreement hereinabove described shall remain in forece and effect.

vi.
COSTS AND EXFPENSES

Section 1. Unless Operator elects to require Non-operstor to advance its
share of the costs and expenses, as hereinafter provided, Operator shall initially
advance and pay all costs and expenses for the drilling of the well provided for
under Article III hereof as well as operation expenses of said wnit and shall
charge each Non-operator with its pro rata part thersof on the basis of its pro-
portionate interest in the unit as set out under Article II bereof.

Bection 2. All such costs, expenses, credits and related matters, and the
method of handling the accounting with respect thereto, shall be in accordance
vith the provisions of the Accounting Procedure, attached heretc as Exhibit "A"
and made a part hereof for all purposes.

Section 3. In the event that Operator elects to require any Non-operator

.
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to advance its proportionate share of the above mentioned costs and expenses,
Operator shall submit an #temized estimate of ;uch costs and expenses for the
succeeding calendar month to such Non-operator, showing therein the proportionate
part of the estimated costs and expenses chargeable to such Nop-operator. Within
£ifteen (15) days after receipt of said estimate, such Non-operator shall pay
to the Operator its proportionate share of tﬁe estimated costs and expenses. If
payment of the estimated costs and expenses is not made vhen due, the unpaid
balance thereof shall bear interest at the rate of six per cent (6%) per annum
from the due date until paid. Adjustments between estimated and actual costs
and expenses shall be made by Operator at the close of each calendar month and
the account of the respective parties adjusted accordingly.

Section 4. Operator shall make no single expenditure in excess of One
Thousand Dollars ($1,000.00) without first obtaining the comsent thereto of each
Non'-opera.tor. The approval of the drilling of the well provided for hereinabove,
hpvevg:, ‘shall include all expenditures for the drilling, completing, testing

and equipping of such well, including the necessery lines and separators.

VII.

DISPOSAL OF PRODUCTION

Each Non-operator shall own its proportionate share of all gas, casinghead
gas and other hydrocarbon substances produced and saved from the unit, and shall
b@ entitled to take all or any part thereof in kind, but if any Non-operator
takes all or any part of its proportionate part of such production in kind, it
shall bear any extra expense incurred by Operator in making such delivery in
kind. In case of sales of production, each Non-operator shall collect direct
from the purchaser or purchasers of such production for its proportionate part

' thereof.

VIII.
INSURANCE
Section 1. Operator, or Operastor's contractors or subconmtractors, shall

carry for the benefit of the joint account insurance to cover drilling operations
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on the unit as followss

XD POLICY FORM MINIMUM LIMITS COF LIABILITY
== onld U

Workmen's Statutory Statutory

Compensation

Contracter's " Comprehensive (including coverage B.I. ($ 50,000 each person

Public Liability under sll sections of policy) {$100,000 each accident
. 100,000 aggregate

P.D. §$ 10,000 each accident

$ 50,000 +gzregate

Motor Vehicle Comprehensive (including non- B.I. ($ 50,000 each person
ownership liability and hired $100,000 each accident
automobile coverage) P.D. {$ 10,000 each accident

Section 2. With respect to producing operations conducted hereunder on the
unit bty “he Operator for the joimt account of the parties hereto, Operator shall
maintain in effect at all times vhile operatiorns are so conducted hereunder the

fallowing insurance coverage:

- —

KIND FOLICTI FORM MINIMUM LIMITS OF LIABILITY
Workmen's Statutory Statutory
Compensation
Contractor's Comprenensive (including coverage F.I. ($100,000 euck person
Public Liability  under all sections of poiicy) $300,0C0 each accident

$300,000 aggregate
P.D. ($100,000 each accident
$100,000 aggregste

Motor Vehicle Comprehensive (including non- B.I. ($100,000 each person
owmership liability and hired $300,000 each accident
sutomobile coverage) P.D. ($ 10,000 each accident

Operator will, upon request, furnich to Non-operator certificate(s) evidencing
such insurance.

.

ABANDONMENT OF WELL

No well on the unit which is capable of produ~ing gas ard/or condensate
from the formations covered by this agreement shall be abandoned without the
mutua  consent of the parties hereto. If any of the parties desire tc abandon
such well, such party or parties shali so notify the other party or parties in
writing and the latter shall have ten (10) days after receipt of suck notice
in wvhich to elect whether to agree to such abandonment. If sll parties hereto
agree to such abandonment, such well shell be abandoned and plugged by Operator

at the expense of the Joint account, and as much as possible of the casing and

-6~



=7

cther pbyeical equipment in and on suld well shall be salvaged for the benefit
of the joint account, If'any party or parties do not agree to sald abandomment,
such party or parties shall purchese the interest(s) of the party or parties de-
siring to sbandon said well in the physical equipment therein and thereon; and,
* sithin tventy-five (25) days after the receipt of notice by the party or parties
‘net electing to sbandon, ths party or parties desiring to abandon shall execute
and Jeliver to the other party or partles an usignincnt, without warranty of
title, of 4ts or their interest in said well and physical equipment, and iz the
working interest and gas leasehold estate, insofar as 1t covers the formaticm(s)
nsovered by this sgreement, in sald unit. In exchange for suid assigmment, the
pirchasing party or parties shell pay to the assigning party or parties the sal-
vage value of the latter's interest in the seivable casing and other physical
squipment in and on said well, such value to be determined ;.n‘-a.ccordance with

“he provisions of the Accounting Procsdure, attached hereto as Exhibit ®A®,

X.
TaxES

The Operator lhal].. render, for sd valorem tax purposes, the entire lease-
hold rights and interests covered by this azreement and all physical property
located thereon or used ir connection therewith, or suck part therecf as may be
sub ject to ad valorem taxation under existing laws of the State of New Mexico,
or which may be mads subject to taxation under future laws, and shall pay for
the ben=fit of the Joint aceowmt all sush ad valorem taxes at the time and in
thcmamarre&uiredbylavvhichmaybe sssessed upon or against all or any
portion of suck leasehold rights and interests and the physical property located
thereon or used in comnsction therewith, Operator shall %111 each Non-operator

fcr 4%s proportionate share of such tax payments provided bty the Accounting
Froe e, attached hereto ag Exhibit ™A®.

XT.

OPTION TC PURCHASE

Sectinz 1. In the event that sny party hereto receives a bona fids offer



which it 1s willing to ascept for the pwchase of 1ts interest in the unit, or
any part thereof, from a person, firm or corporation ready, sble and willing to
purchase such interest or part thereof, the party hereto receiving such offer
shall immedistely give written notice therecf to each of the other parties here~
to, including in such notice the name and address of such offercr, the price
offered and all other pertinent terms and conditioms of the offer, The other
parties hereto, fora pericd of seven (7) days after the receipt of the notice,
shall have ths prior end preferred right and option to purchase the lease or
lesses, or part thereof, covered by the offer, at the price and according to

the terms and conditions specified therein.

Section 2. I the other parties hereto fail o exercise their right and
option by glving written notice of acceptarce within seven (7) days after re-
ceipt of the above mentioned ncotice, the party which received the offer shall
accept it and complete the sale to the offeror in accordance with its offer
within sixty (60) days after the expiration of said seven (7) day periocd;
provided, that if the party which received the offer falls to accept 1t or to
complete the sale within said period of sixty (60) days, the preferred right
and cption of the other parties hereto urder this Article XI shall be con-
sidered as revived, and the party which received the offer shall not complete
suck sale to the offeror unless and untill the offer agein has been presented
to the other parties hereto, as hereinabove provided, and the other parties
again have failed to elect to purshase on the terms and conditionsg of the
offer. All cffers, except as hereinafter specifically excepted, at any time
made to any party hereto for the purchase of its interest in the pooled unit,
or a part thereof, shall be subject to all the terms and conditioms of this
Article II.

Section 3. It is expressly agreed that the foregoing provisions of this

2c0le XT shall nct apply to a transfer by a corporate party hereto made in'
coamnection with a merger, consolidation or reorganization involving such party
and its parent subsidﬁ.ary or an affiliated company, nor the transfer by any
party to a wholly owned subsidiary or to any other person, firm or corperatim

having an identity of interest or an option agreement covering any of the lapd -
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and leases subject to this sgreement,

’

XII,
RELATION OF PARTIES

The rights, duties, obligations and lisbilities of the parties bhereto shall
be seversl amd not joimt or coilsctive, it being the express purpose and intene
tion of the parties bereto that their ownership in said unit shall be as tenants
in common; and nothing herein contained shall ever be construed as creating a
partnership of any kind, joint venture, an association or a trust or as imposing
upon any one or more of the psrties hereto any partrershlp duty, oblMgation or
14ability. Each party hereto shall be inddviduallrresponsibles only for its
obligaticns, as set out in this agreement.

1,
ACCESS TO FEEMISES, LOGS AND REPCRTS

COperator shall keep accurate logs ¢f the well drilled on sald wmit, which
logs shall be available at 8l reasonable times for inspection by any None
operator. Upon reguest by any Non~operator, (perator shall furnish to such
Non-operator a copy of sald logs, samples of cores and cuttings of formations
encountersd, end monthly progress reports relative to the development and oper-
ation of seid mmit, together with any cther informmtion which may be reasonably
requested pertaining to such well, Each Noneoperator shall have access to said
unit and to ell books and records perteining to operations hereunder for the

purpose of ingpecticn at all reasonable times.

XIv.
SURRENDER, EXPIRATION, ABANDOIMMENT OR RELEASE OF LEASE

No lease or leases subject to this sgreement shail be surrendered, let to
expire, abanioned or released, in whole or in part, unless the parties mxtually
econsent thereto in writing., In the event that less than all the parties heveto
should elect to surrender, let expire, abandon or release all or auy part of a
lease or leases subject %o this agreemsnt and the other party or parties do not
comsent or agree, the party so eleeting shell notify the other party or parties _

not less than sixty (60) days i sdvance of such surrender, expirationm, abandon.-
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ment or release and, if requested so to do by the pariy not sc electing, irmed-
lately shall sssign without warranty to the latter party or parties all of its
rights, title and interest in and to said lease or leases, the well or wells
located thereon, and the casing and other physical equipment in or on said well
or wells. If the party or parties not 50 electing fail(s) to request such asaign-
ment wvithin such sixty (60) day period, the party so electing shall have ths
vight to murender, let expire, abandon or release s81d lease or leases, or any
part thereof. In the event suck assigmment 1s so requested, the party or parties
40 whom such assignment is made, upon the delivery thereof, shall pay to the
assigning party the salvege veiue of 1ts interest in all the salvable casing

and other physical equipment in or on the upnii, seid value to be determined in
accordance with the provisions of the Accounting Procedure, f.t*tg.ched hereto as
Exhibit "A", After the delivery of eny such assigmment, the party making the
assigmuent shall be released from and discharged of all the duﬂes and cbliga-
tions thereafter accruing or arising hereunder, in commsction with the operatiom
and development of the unit, with respsct to the assigned lease or leases.

XV,

LAWS AMD REGULATIONS

This egreement shall be subject to all valid and applicable State and

Federal laws, rules, regulations and orders, and the pperations conducted here-

under shall be performed in accordance with said laws, rules, regulations and
orders. In the event this agreement or any provision hereof is, or the opera-
tions contemplated hereby are found %o be, incomsistent with or comtrary to any
such lawv, rule, regulation or order, the latter shall be deemed to control and
thie agreement shall be regarded as modified accordingly, and as so modified,
shail continue in full force and effect.

XvI.
Section 1. In the evens that any persy hereto i1s reniered unable, wholly
or i1 purt, Ly foree majeurs tu carry out its ovilgations under thls agreement,

other than the obligation io make paymerte ¢ amcumts due hereunder, upon such
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party's giving notice and redsonably full partioulars of suchk force majeure in
writing or by telegraph to the other pariles hereto within a reasonable time
after the occurrence c¢f the cause relied upon, the cbligations of the party
giving said notice, so far es they are affected by such force majeure, shall be
suspended during the comtinuance of any mbuiﬁ so caused, but for no longer
pericd; and the cause of the force majeure as far as possible shall be remedied
with all reasonable dispatch.

Section 2. The term “force majeure™ as employed herein shall mean an act
of God, strike, lockout or other industrial disturbance, act of the public ensmy,
war, blookads, riot, lightning, firs, storm, flood, explosion, goverzmsntal re-
straint end any other cause, whether of the kind herein emmerated or ctherwise,
not reascnably within the sontrol of the party claiming nspen;a:n.

Section 3. The settlement of strikes, lockouts and other labor diffioulty
shall be entirely within the discrstion of the party having the d1fficulty, The
above requirement that any force majeure shall be remsdied with all reasonable
* dispatch shall not require the settlement of strikes, lockouts cr other labor
difficulty vy acceding to the demands of oppomsnts tharein when guch cowmrse is
iradvigable in the discrsticn of the perty having the aifficulty,

XVII.
NOTICES
Except as herein otherwlse expressly providsd, all notices, reports and
other commmications required or permitted hereunder shall be deemed to have
been properly given or delivered vhen delivered personally or vhen sent by
reglstered mail or telegraph, with ail ﬁocta.ge or charges fully prepaid, and
addressed to the parties hareto, respectively, as follows:

To Non=-operators Skelly Oil Company

=1lle
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To Operator: ‘ Southern Union Gas Compeny
110% Burt Building
Dallas 1, Texas
The date of service by mail shall be.the date on which such writien notice or
other commmication is deposited in the United States post office, sddressed as
above provided. Each party hereto shall have the iight to change its address
for all purposes of this Article XVIT by notifying the other.parties hereto

thereof in writing.

XVIII.
ROYALTY, OVERRIDING ROYALTTIES, FRODUCTION PAYMERTS, ETC.

Section 1. The provisions of this agreement are based on the assumption
that the respective leases or opersting rights owned by the parties hereto and
made subject hereto provide for a royalty of 1/6th of the value of gas and
associated liguid hydrocarbons produced, saved and sold. In the event any lease
or leases subject hereto provide for s royalty on neh products in excess of the
current market value at the well of 1/81:h of that produced, saved and sold, there
sball be charged sgainst the interest of the party owning such lease, leases or
operating rights, the emocunt of such royalties in excess of the said 1/Bth. The
amount of cost and expense allocable to the leasehold interests hereunder shall
not be affected by any such charge or by the existence of any such excess royalty.

Section 2. All overriding royalties, production payments, carried working
interests and net profit obligations to which any party's interest in the unit
is subject lhn.l:l: be borne and paid by such party in accordance with the provisions
of the assigmment or other instrument creating or pertaining to such cbligation(s).

IIX.
EFFECT OF ACREEMENT

The terms, covenants and conditions of this agreement shall be binding upon
m shall inure to the benefit of the parties hereto and their respective success-
ors and assigns; and said terms, covenants and c@tim shall be covenants
ruaning with the land and leasehold estates covered hereby and with each trans-

fer or assigmment of said land or leasehold estates.
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XX.
OPERATCR'S LIEN
Operator shall have an express contract lien, which is hereby granted, upom -
the interest of each Nom-operator 1n said unit, in the oil, gas or other minerals
produced from sucﬁ unit ani 1n the ma.teriala and equipment located thereon, to
secure the payment by each Non-operator of its proporticnate part of the costs
and sxpenses incwrred or pald by Operator he:-.'eund.er, and iﬁ‘;erest, 1f any, accrued
on such part. Such llen may be enforced and foreclosed as any other contract
llen. Moreover, Cperator may to the full extent of any indebtedness owed by it
to any such Non-operator, offset such debt againsgt sums owing to Operator here-

under by such Non-operator.

IN WITNESS WHERECF, the parties heretc have executed thi-a_a-greement ag of
the day and year first shcve written.

SOUTHERE URIOR GAS COMPARY

\Ke

By [
Vice President

OPERATCR

k2l
fwré‘.

>

SKELLY OI1 COMPANY

= . ! )

‘,\ge‘.l'-'-u:
W

4.
v

RON-OPERATOR



SIAtE OF o Lua )

COUNTY OF KQSZZI P )

" on this /g day of ﬁ,,,,‘/ , 19 S 3, before me
sppeared Q. C /@w/ , to me personally known, vho,
being by me dqu svorn did sey that he is the Z/oc.¢ President of

~ AL and that the seal affixed to
the fcre;oing ingtrument 1s the corporate seal of said corpéra.tion and that
said instrument was signed and sealed in behalf of said corporation by

authority of its Board of Directors, and said 1O /(?(A‘Z

acknowledged said instrument to be the free nctznd deed of said corporation.
IN WITHESS WHEREOF, I have set my hand and seal of office on this
) &da.yorr D/ »19 5 3.
N 4

\

44 é\ S P
N 1mnd for
_ Aty cowty, s a

‘7 OUR P senrdve Sererare) 490
A, ‘A1une) Fire( Snq0] LN
WIX 173818

his =2 {& day of %, y 19.(‘-_?‘ , before me appeared
/ . , to mebersonally kmown, who, b by me duly

sworn, did say that he is tneé:é 22 President of

and that the seal affixed to the foregoing 4nstru-

ment is ihe corporate seal of said corporation and that said instrument was

signed and sealed in behalf of said corporation by authority of its Board of
. S

Directors, and sai _ . acknovwledged said in-

strument to be the free act and deed of said corporation.

IN WITNESS WEEREOF, I have set my hand and seal of office on thiasy /42— < Al

day of: / - 19T .
. ‘:\(.__". K 00'( . / 7’// /
. '. _‘\ - v 8 Ed /_ ; l Z /// ',,-/—/'./‘ .
i; elr omw Expires: )?f.ary Public in anad for
aene ~ /
™ i e GZ'-&-é County, ..(4@
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Attached to and made a part ot._npmmg_Ag:emnt._du:n_Apzil_lo,
Lompany.

ACCOUNTING PROCEDURE

(UNIT AND JOINT LEASE OPERATIONS)

l. G!NBIAL P!IOVISIONB

1. Definitions '
‘The term “joint pro'perty" as herein used shall be’ eunnmed to’ meln the mbject area covered by the agreement
to which this “Accounting Procedure” is attached. '

* The term “Operator” as herein used shail be construed to mean the party designated to conduct the development

ant eperation of the leased premises for the joint account.
The term “Non-Operator” as herein used shall be construed to mean any one or more of the non-operating
parties. ’

2. Statements and Billingy

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

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

costs and charges as set forth under Sub-Paragraph— .. A ... below:

A. Statement in detail of all charges and credits to the joint account.

B. Statement of all charges and credits to the joint account, summarized by appropriate classifications indica~
tive of the nature thereof,

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

indicative of the nature thereof; and

(3) Statement of any other receipts and credits.

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

4. Audits

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

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

1. Rentais and Royalties
Delay or other rentals, when such rentals are paid by Operator for the joint account; royalties, when not paid
direct 1o royalty owners by the purchaser of the oil, gas, casinghead gas, or other ptoduc!s

2. Labor, Transportation,-and Services

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

3. Material
Material, equipment, and supplies purchased or furnished by Operator, for use of the joint property. So far as
it is reasonably practical and consistent with efficient and economical operation, only such material shall be .

purchased for or transferred to the joint property as required for immediate use, and the accumulation of surplus
stocks shall be avoided.

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

Material purchased by Operator shall be credited to the joint account and included in the monthly statement
of operations for the month in which the material is removed from the joint property.

Matarial Purchased by Non-Operator

Material purchased by Non-Operator shall be invoiced by Operator and paid for by Non-Operator to Operator
immediately following receipt of invoice. The Operator shall pass credit to the joint account and include the
same in the monthly statement of operations. .

. Division in Kind

Division of material in kind, if made between Operator and Non-Operator, shall be in proportion to their re-
spective interests in such material. Each party will thereupon be charged individually with the value of the
material received or receivable by each party and corresponding credits will be made by the Operator to the
joint account, and such credits shall appear in the monthly statement of operations.

. Sales to Outsiders

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

V. BASIS OF PRICING MATERJAL TRANSFERRED FROM JOINT ACCOUNT
Material purchased by either Operator or Non-Operator nr divided in kind, unless otherwise agreed, shall be
valued on the following basis:

. New Price Defined

New price as used in the following paragraphs shall have the same meaning and application as that used
above in Section III, ‘“‘Basis of Charges to Joint Account.”

New Material
New material (Condition “A"), being new material procured for the joint account but never used thereon, at
100% of current new price.

. Good Used Material

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

without reconditioning,

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

B. At 75% of current new price less depreciation consistent with their usage on and service to the joint prop-
erty, if material was originally charged to the joint property as secondhand at 75% of new price.

. Other Used Material

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

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

B. Is urv:eenl::le for original fumction but subatantially not nmable for reconditioning,

at 50% of current new price.

Bad-Order Material
Used material (Condition ‘“D”), being material which cannot be classified as Condition “B" or Candition “C”,
shall be priced at a value commensurate with its use.

Junk
Junk (Condition “E"), being cbsolete and scrap material, at prevailing prices.

Temperarily Used Material
Whaxthounotmhrnlho!ntanponrymture-ndmsenneetothe)omtaceountdoesnot;umfythere-
duction in price as provided in Paragraph 3B, above, such material shall be priced on a basis that will leave a
net eharge to the joint secount consistent with the value of the service rendered.

V1. INVENTORIES

Periadiec Inventeries
Periodic inventories shall be taken by Operator of the joint sccount material, which shall include all such
material as is ordinarily considered controllable by operators of oil and gas properties.

Neoties
Noties of intention to take inventory shall be given by Operator at least ten days before any inventory is to
begin, so0 that Non-Operator may be represented when any inventory is taken.

Fadlure to be Represented 4
Failure of Non-Operator to be represented at the physical inventory shail bind Non-Operator to accept the
inventory taken by Operator, who shall in that event furnish Non-Operator with a copy thereof.

Reesuciliation of Inventery RITR

Resonciliation of inventory with charges to thejomtaceount:hanbemdebyeachpmyltmtuut,nndn
list of overages and shortages shall be jointly determined by Operator and Non-Operator,

. Adjustment of Inventery ”

Inventory adjustments shall be made by Operator with the joint account for overages and shortages, but Oper-
ator shall only be held sccountable to Non-Operator for lhonuu dueto lack of reasonable dm:m
Special Inventeries

Special inventories may be taken, at the expense of the purchaser, whenever there is any sale or change of
intevest in the joint property, and it shall be the duty of the party selling to notify all other parties hereto as
quickly ss possible atter the transier of interest takes place. lnmchcuubot.htheunerlndthepnmnm
Mbemmndmdmubemmdbythemvemorynnm

——
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Raconwnended by the
Counct of Petroleum
801, ruisa raior Accountonts Societws of

COPAS — 1974

EXHIBIT “A *

¢

Attached to and made a part of __Operating Agreement between Supron
Energy Corporation and Northwest Pipeline Corporation dated
Aprdl 10, 1993, covering the E/2 of Section 23, T-31-N, R-9-W,
N.M.P.M.. Sen Juag County, New Mexico

ACCOUNTING PROCEDURE
JOINT OPERATIONS

L GENERAL PROVISIONS

1. Definitions

“Joint Property” shall mean the real and personal property sub)ect to the agreement to which this Accounting
Procedure is attached.

“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and
maintenance of the Joint Property.

“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint
Operations and which are to be shared by the Parties.

“Operator” shall mean the party designated to conduct the Joint Operations.
“Non-Operators” shall mean the parties to this agreement other than the Operator.
“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct
supervision of other employees and/or contract labor directly employed on the Joint Property in a field operat-
ing capacity.

“Pechnical Employees” shall mean those employees having special and specific engineering, geological or other
professional skills, and whose primary function in Joint Operations is the handling of specific operating condi-
tions and problems for the benefit of the Joint Property.

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator's employees.
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.

“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual
as most recently recommended by the Council of Petroleum Accountants Societies of North America.

Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for thexr proportionate share of the
Joint Account for the preceding month. Such bills will be accompanied by statements which identify the author-
ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications of in-
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep-
arately identified and fully described in detail.

Advances and Payments by Non-Operators

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month’s operation. Operator shall adjust each monthly billing
to reflect advances received from the Non-Operators.

Each Non-Operator shali pay its proportion of all bills within fifteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of twelve percent (129%) per
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with
the collection of unpaid amounts.

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct-
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during any
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months following
the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes
written exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V.

Audits

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-
rator's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month
period following the end «f such calendar year: provided, however, the making of an audit shail not extend the
time for the taking of written exception to and the adjustments of accounts as provided for in Paragraph 4 of this
Section 1. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
conduct joint or simuitaneous audits in a manner which will result in a minimum of inconvenience to the Opera-
tor. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph uniess agreed
to by the Operator.

Approval by Non-Operators

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec-
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attachied contains
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’'s proposai, and
the agreement or approval of a majority in interest of the Non-Operators shall be controlling on all Non-Opera-
tors.

—_—
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IL. DIRECT CHARGES

Operator shall charge the Joint Account with the following items:

L

)

1.

Rentals and Royalties
Lease rentals and royalties paid by Operator for the Joint Operations.
Laber :

A. (1) Salaries and wages of Operator's field employees directly employed on the Joint Property in the conduct
of Joint Operations.

(2) Salaries of First Level Supervisors in the field,

(3) Salaries and wages of Technical Employees directly employed on the Joint Property it such charges are
excluded from the Overhead rates.

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
empioyees whose saiaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section
II. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage as-
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section II. If percentage assessment is used. the rate shall be based on the Operator’s cost experience,

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are
applicabie to Operator's costs chargeabie to the Joint Account under Paragraphs 2A and 2B of this Sec-
tion IL

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under
Paragraph 2A of this Section II.

Employee Bensfits
Operator's current costs of established plans for empioyees’ group life msurance. hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor

cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator's actual
cost not to exceed twenty per cent (20%).

Material

Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only
such Material shall be purchased for or transferred to the Joint Property as may be required for immediate use
and is reasonabiy practical and consistent with efficient and economical operations. The accumulation of sur-
plus stocks shall be avoided.

Transportation .
Transportation of employees and Material necessary for the Joint Operations but subject to the following limita-
tions:

A. If Materis] is moved to the Joint Property from the Operator's warehouse or other properties, no charge shall
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,
recognized barge terminal, or railway receiving point where like material is normally available, uniess agreed
1o by the Parties. ]

B. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized barge
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac-
count for moving Material to other properties belonging to Operator, unless agreed to by the Parties.

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking cost
of $200 or less excluding accessorial charges.

Services

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by -

Paragraph 9 of Section II and Paragraph 1. ii of Section III. The cost of professional consultant services and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are exciuded from the
Overhead rates. The cost of professional consultant services or contract services of technical personnel not di-
rectly engaged on the. Joint Property shall not be charged to the Joint Account unlus previously agreed to by
the Parties.

Equipment and Facilities Furnished by Operator

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com-
mensurate with costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (8¢%)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area
of the Joint Property.

B.. In iieu of charges in Paragraph 7A above, Operator may elect to use average commercial rates prevailing in
the immediate area of the Joint Property less 20%. For automotive equipment, Qperator may elect to use rates
published by the Petroleum Motor Transport Association.

Damages and Losses to Joint Property .
All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam-

ages or losses incurred by fire, tlood. storm. theft, accident, or other cause, except those resulting from Operator's

gross negligence or willful misconduct. Operator shail furnish Non-Operator written notice of damages or losses
incurred as soon as practicable after a report thereof has been received by Operator.

Legal Expense

Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments
and amounts paid for scttlement of claims incurred in or resulting from operations under the agreement or
necessary to protect or recover the Joint Property, except that no charge for services of Operator's legal staff
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. All other legal
expense is considered to be covered by the overhcad provisions of Section III unless otherwise agreed to by the
Parties, except as provided in Section I, Parayraph 3.
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10. Taxes
All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-

tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benetit of the

Parties,

11. Insurance
Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operations are éonducted in a state in which Operator may act as self-insurer for Work-
men's Compensation and/or Employers Liability under the respective state's laws, Operator may, at its election,
include the risk under its self-insurance program and in that avent, Openwr shau include a charge at Operator's
cost not to exceed manual rates

12, Other Expenditures

Any other expenditure not covered or dealt with in fhe foregoing provisions of thiz Section II, or in Section III,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

Il OVERHEAD

L. Overhead - Drilling and Producing Operations
i As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge
drilling and producing operations on either:
( X ) Fixed Rate Basis, Paragraph 1A, or
{ ) Percentage Basis, Paragraph 1B.
Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to the Joint Account.
il. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall
not ( ) be covered by the Overhead rates,

A. Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at the following rates per well per month:
Drilling Well Rate § 50.00
Producing Well Rate $ +58.0

(2) Application of Overhead - Fixed Rate Basis shall be as follows:

(a) Drilling Well Rate
[1] Charges for onshore drilling weills shall begin on the date the well is spudded and terminate on
the date the drilling or compietion rig is reieased, whichever is later, except that no charge shall
be made during suspension of drilling operations for fifteen (15) or more consecutive days.

{2) Charges for offshore drilling wells shall begin on the date when drilling or completion equipment

. sxTives on location and terminate on the date the drilling or completion equipment moves off loca-

. tion or rig is released, whichever occurs first, except that no charge shall be made during suspen-
sion of drilling operations for tifteen (15) or more consecutive days

[3]) Charges for wells undergoing any type of workover or recompletion for a period of five (3) con-
secutive days or more shall be made at the drilling well rate. Such charges shall be applied for
the period from date workover operations, with rig, commence through date of rig release, except
that no charge shall be made during suspension of operations for fifteen (15) or more consecutive

(b) Producing Well Rates

[1] An active well either produced or injécted into for any portion of the month shall be considered
as a one-well charge for the entire month.

{2] Each active completion in a multi-completed well in which production is not commingled down
hole shall be considered as a one-well charge providing each compietion is considered a separate
well by the governing regulatory authority.

[3] An inactive gas well shut in because of overproduction or failure of purchaser to take the produc-
tion shail be considered as a one-well charge providing the gas well is directly connected to a per-
manent sales outlet.

[4) A one-well charge may be made for the month in which plugging and abandonment operations
are compieted on any well.

[5] All other inactive wells (including but not limited to inactive weils covered by unit allowable,
lease allowable, transferred allowable, etc.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by multi-
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Ficlds Produc-
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currently in use, plus or minus the computed adjustment.
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B. Overhead - Percentage Basis
(1) Operator shall charge the Joint Account at the fouowmg rates:
(a) Development ¢

Percent ( %) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 9 of Section II and all salvage credits.

{b) Operating

Percent ( %) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected substances purchased
+  for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property.
(2) Application of Overhead - Percentage Basis shall be as followt
For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III, de-
welopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as a producer, and original cost of construction or installation of fixed assets. the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Construction as dec.ned in
Paragraph 2 of this Section III. All other costs shall be conaidered as Operating.

2. Overhead - Major Construction

To compensate Operator for overhead costs incwrred in the construction and instaliation of fixed assets, the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the deveiopment and
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of construction, or shall
charge the Joint Account for Overhead based on the following rates for any Major Construction project in excess

of $__25,000 :
A. __5 ___ % of total costs if such costs are more than $_25.000  but less than $__100,000 _ : plus '
B. 2 ___ % of total costs in excess of $__100,000 _ but less than $1,000,000; plus
C. ——L1____% of total costs in excess of $1,000,000.
Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts
of a single project shall not be treated separately and the cost of drilling and workover weils shall be excluded.

3. Amendment of Rates

The Overhead rates provided for in this Section III may be amended from time to time only by mutual agreement
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive,

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-
ever, at Operator’s option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition
of idle and/or surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in
kind, or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera-
tors in surplus condition A or B Material. The disposal of surplus Controllable Materiai not purchased by the Opera-
tor shall be agreed to by the Parties.

1. Purchases

Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case
of Material found to be defective or returned to vendor for any other reason, credit shall be passed to the Joint
Account when adjustment has been received by the Operator.

2. Transfers and Dispositions

Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the
Operator, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis-
counts:

A. New Material (Condition A)

{1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carioad or barge load weight basis, regardless of quantity transferred, equalized to the lowest
published price f.0.b. railway receiving point or recognized barge terminal nearest the Joint Property
where such Material is normally available. >

{2) Line Pipe
(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of

movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor-
mally available.

(b) Movement of 30.000 pounds or more shall be priced under provisions of tubular goods pricing in Para-
graph 2A (1) of this Section IV.

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable
supply store or f{.0.b. railway receiving point nearest the Joint Property where such Material is normally
available.

B. Good Used Material (Condition B)
Material in sound and serviceable condition and suitable for reuse without reconditioning:
(l) Material moved to the Joint Property
(a) At seventy-five percent (75¢%) of current new price, as determined by Paragraph 2A of this Section IV.
(2) Material moved from the Joint Property

(a) At seventy-five percent (757 ) of current new price, as determined by Paragraph 2A of this Section IV,
it Material was originally charged to the Joint Account as new Material, or
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(b) at sixty-five percent (63%) of current new price, as determined by Paragraph 2A of this Section
IV, it Material was originally charged to the Joint Account as good used Material at seventy-tive per-
cent (75%) of current new price. .
The cost of reconditioning, if any, shall be absorbed by the transferring property.
‘C. Other Used Material (Condition C and D)
(1) Condition C ' "
Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (50%) of current new price as determined by Para-
graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B vailue.

'(2) Condition D :

All other Material, including junk, shall be priced at a value commensurate with its use or at prevailing
prices. Material no longer suitable for its original purpose but usable for some other purpose, shall be
priced on a basis comparable with that of items normaily used for such other purpose. Operator may dis-
pose of Condition D Material under procedures normally utilized by the Operator without prior approval
of Non-Operators.

D. Obsolete Material

Material which is serviceable and usable for its ariginal function but condition and/er vaiue of such Material

is not equivaient to that which would justify a price as provided above may be specially priced as agreed to by

the Parties. Such price should resuit in the Joint Account being charged with the vaiue of the service ren-

dered by such Material.

E. Pricing Conditions

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section IL

(2) Material involving erection costs shall be charged at applicable percentage of the current knocked-down
price of new Material.

3. Premium Prices

Whenever Matarial is not readily obtainable at published or listed prices because of national emergencies, strikes
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the
required Material at the Operator's actual cost incurred in providing such Material. in making it suitable for use,
and in moving it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed
charge prior to billing Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and
notitying Operator within ten days after receiving notice from Operator, to furnish in kind all or part of his share
of such Material suitable for use and acceptabie to Operator.

4. Warranty of Material Furnished by Operator

Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the
Joint Account until adjustment has been received by Operator from the manufacturers or their agents.

V. INVENTORIES
The Operator shall maintain detailed records of Controllable Material

1. Periodic Inventories, Notics and Representation

At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Material.
Written notice of intention to take inventory shall be given by Operator at least thirty (30) days before any inven-
tory is to begin s0 that Non-Operators may be represented when any inventory is taken. Failure of Non-Operators
to be represented at an inventory shall bind Non-Operators to accept the inventory taken by Operator.

2. Reconciliation and Adjustment of Inventories

Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages and shortages
shall be furnished to the Non-Operators within six months following the taking of the inventory. Inventory ad-
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall be
held accountable only for shortages due to lack of reasonable diligence.

3. Special Inventories

Special Inventories may be taken whenever there is any sale or change of interest in the Joint Property. It shall
be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes
place. In such cases, both the selier and the purchaser shall be governed by such inventory.

4. Exp of Conducting Periodic Inventories

The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the
Parties.




