KELLAHIN AND KELLAHIN
ATTORNEYS AT LAW

EL PATIO BUILDING

TELEPHONE (SOS) 982-4285
W TrOMAS KELLATINT 17 NORTH GuapaLuPe TELEFAX {(SOS] ©982-2047
“NEW MEXICO BOARD OF LEGAL SPECIALIZATION PosT OFFICE Box 2265
€COGNIZED SPECIALIST IN THE AREA OF e
z;‘ruRAL RESOURCES-OIL AND GAS LAW SANTA FE, NEW MEXICO 87504-22635
January 5, 1998
JASON KELLAHIN (RETIRED 1991}
Mr. David R. Catanach HAND DELIVERED

Hearing Examiner

Rand Carroll, Esq. HAND DELIVERED
Division Attorney

Oil Conservation Division
2040 South Pacheco
Santa Fe, New Mexico 87505

Re: NMOCD Case 11877
Application of Fasken Land and Minerals, Ltd
for compulsory pooling and an
unorthodox oil well location,
Eddy County, New Mexico

Dear Gentlemen:

On behalf of Fasken Land and Minerals, Ltd, please find enclosed our reply to
Redstone Oil & Gas Company’s motion to dismiss. We request that Redstone’s motion
be denied and that we be allowed to proceed to present our case on Thursday.

W. Thomag Kellahin

cc: James Bruce, Esq.
Attorney for Redstone Oil & Gas Company



STATE OF NEW MEXICO
ENERGY, MINERALS AND NATURAL RESOURCES DEPARTMENT
OIL CONSERVATION DIVISION

IN THE MATTER OF THE APPLICATION CASE 11877
OF FASKEN LAND AND MINERALS, LTD.

FOR COMPULSORY POOLING AND AN

UNORTHODOX WELL LOCATION,

EDDY COUNTY, NEW MEXICO

FASKEN LAND AND MINERALS, LTD’S
REPLY TO
REDSTONE OIL & GAS COMPANY’S
MOTION TO DISMISS

FASKEN LAND AND MINERALS, LTD. ("Fasken") by its attorneys, Kellahin
& Kellahin, hereby replies to the Motion to Dismiss filed by James Bruce on behalf of
Redstone Oil & Gas Company ("Redstone") and asks the Division to deny the Motion to
Dismiss

As grounds for its reply, Fasken states the following:

BACKGROUND

Fasken owns all of the oil and gas leasehold interest with respect to the W/2 of
Section 12, T23S, R24E, NMPM, Eddy County, New Mexico and has proposed to
Redstone, the current operator of the Rock Tank Unit (which includes the E/2 of Section

12) the formation of a 640-acre gas spacing unit for a Morrow well to be drilled in the

NW/4 of this section to be dedicated to the Rock Tank-Morrow Gas Pool and the Rock

Tank-Lower Morrow Gas Pool.
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The Rock Tank Unit was formed on August 1, 1967 and includes the E/2 of
Section 12. This unit and its operating agreement remain in full force and effect and
Fasken is a working interest owner in this unit.

In 1970, the working interest owners of the federal oil and gas lease covering the
W/2 of Section 12 ("old lease") which was not committed to the Rock Tank Unit agreed
to an Operating Agreement dated January 1, 1970 for the purpose of drilling a Morrow
gas well in the SW/4 of Section 12. See Exhibit B attached)

The well was completed in July, 1970 and produced until it was plugged and
abandoned in October, 1979 which resulted in the termination of the prior 640-acre
spacing unit. The federal lease covering the W/2 of Section 12 expired subsequent to the
plugging of that well. The E/2 of Section 12 continued to be committed to the Rock
Tank Unit.

On December 21, 1993, some 14 years after the expiration of the old lease in the

W/2 of Section 12, Fasken acquired a new federal oil & gas lease covering the W/2 of

Section 12 ("new lease").
ISSUE
Redstone contends that Fasken’s new federal lease covering the W/2 of Section 12

is subject to the January 1, 1970 operating agreement despite the fact that this new lease

was issued some 13 years after the expiration of the prior lease. Redstone is wrong.
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ARGUMENT
Redstone has neglected to advise the Division of the specific provision of the 1970
Operating Agreement which addresses this issue. Article 23 of the Operating Agreement

provides for the situation where a lease has terminated:

"Any renewal lease taken before the expiration of its predecessor lease or

taken or contracted for within six (6) months after the expiration of the

existing lease shall be subject to this provision; but any lease taken or

contracted for more than six (6) months after the expiration of an
existing lease shall not be deemed a renewal lease and shall not be
subject to the provisions of this section." (emphasis added).

Because Fasken’s new lease for the W/2 of Section 12 was taken more than six (6)
months after the expiration of the old lease, this new lease is not subject to the 1970
Operating Agreement. While the operating agreement remains in effect, it now only
applies to the leasehold underlying the E/2 of Section 12 because of the provisions of
Article 23 it is absolutely clear that the new lease is not subject to the operating
agreement and therefore there is no voluntary agreement among the parties with regards
to the W/2 of Section 12.

Robert C. Bledsoe, Esq., a noted expert on such matters, has concluded that the
subject Operating Agreement does not cover the W/2 of Section 12. (See affidavit of
Robert C. Bledsoe attached as Exhibit A). It is Mr. Bledsoe’s opinion that an
operating agreement, such as this one, does not continue to apply to all leases whenever

acquired without regard to the expiration dates and dates of acquisition unless the new

lease falls within the definition of renew lease under Article 23. Mr. Bledsoe expresses



NMOCD Case 11877

Fasken’s Reply to Motion to Dismiss

Page 4

the opinion that Redstone has failed to consider the provisions of Article 23 and is
erroneously attempting to apply this operating agreement to a new lease acquired more
than 13 years after the expiration of the old lease. In his opinion the new lease is not a
renewal lease under the provisions of the Operating Agreement. It is therefore not
subject to the Operating Agreement. Thus, there is no voluntary agreement consolidating
this 640-acre spacing unit and therefore consideration of compulsory pooling is
appropriate.

Redstone incorrectly relies on Division Order R-9841 (Case 10658) issued on
February 3, 1993 which involved an attempt by Mewbourne Oil Company to compulsory
pool Devon Energy Corporation. Unlike the subject case, Mewbourne and Devon agreed
that all of Devon’s interest in the proposed 320-acre spacing unit was already covered by
an operating agreement. All of the 200 acres (NW/4 and NW/4SW/4) Devon owned in
the proposed W/2 section 320-acre spacing unit were already committed to a 1958
operating agreement between Devon and Mewbourne’s predecessors. Devon was willing
to participate in the Mewbourne well which, unlike the subject case, was to be located
in the area covered by the agreement. Mewbourne did not dispute this, but instead,
contended that unless the operating agreement covered the entire 320-acre proposed
spacing unit, then compulsory pooling was necessary to "replace" the 1958 operating
agreement which did not cover the entire 320-acre spacing unit. The Mewbourne case
had nothing to do with expired leases pursuant to Article 23 of the Operating Agreement.

The Division granted Devon’s motion to dismiss which means that within a proposed
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spacing unit, if a voluntary agreement covers the entire interest of the party to be pooled
and the well is to be located on acreage covered by the voluntary agreement, then

compulsory pooling is not needed even if that agreement does not cover the entire spacing

unit. Thus, because the oil and gas leasehold in W/2 of Section 12 is not subject to a

voluntary agreement, compulsory pooling is required.

CONCLUSION

Redstone has failed to consider the specific provisions of Article 23 of the
Operating Agreement which answer this issue. The Division is not being asked to resolve
a contractual dispute because no such dispute exists. The language of Article 23 is clear
and unambiguous. An application for compulsory pooling of Section 12 is appropriate
because there is no voluntary agreement covering the consolidation of Section 12 into a
640-acre gas spacing and proration unit for the drilling of Fasken’s proposed well. None
of Fasken’s interest in the W/2 of Section 12 where the well will be located is subject to
any existing voluntary agreement. Accordingly, the Division has no other choice but to

deny Redstone’s motion to dismiss and to proceed with a hearing on Fasken’s

compulsory pooling application.
Respectfully submitted,

(}\\

W. ThoH/{s Kellahin
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CERTIFICATE OF SERVICE

I certify that a true and correct copy of the foregoing pleading was hand delivered
to opposing counsel this 5th day of January, 1998 as follows:

James Bruce, Esq.

Suite B

610 Old Santa Fe Trail

Santa Fe, New Mexico 87501

W. Thonfas Kellahin



AFFIDAVIT

STATE OF TEXAS X

XN
COUNTY OF MIDLAND X

BEFORE ME, the undersigned authority, on_thi personally appeared ROBERT C.
BLEDSOE, attorney-at-law, of the law firm of Cotton, Bledsoe, Tighe & Dawsondn Midland,
Texas, who upon being duly sworn, deposed and stated-asfollows:

"My name is Robert C. Bledsoe. I have been practicing law for forty-two (42)
years. During that time I have specialized in the practice of oil and gas law and
particularly, the preparation and construction of the provisions of Operating
Agreements pertaining o oil and gas leases in both Texas and New Mexico. Iam
a member of the Texas and New Mexico Bar and am Board Certified in the field
of oil, gas and mineral law by the Texas Board of Legal Specialization. I have
authored numerous_oil and gas articles, particularly pertaining to Operating .
Agreements.

e

This Affidavit concerns the status of Section 12, T-23-S, R-24-E, N M.P.M.,
Eddy County, New Mexico as it relates to an Operating Agreement of January 1,
1970 covering the Morrow Formation wherein Gulf Oil Corporation was Operator.
Said Operating Agreement is attached hereto as Exhibit "A" (the "Operating
Agreement")..

On August 1, 1967 the Rock Tank Unit was formed covering all depths in certain
lands including the E/2 of said Section 12. This was a beneficial interest unit
among working interest owners and the Unit Operating Agreement was executed
by numerous parties, including predecessors of Fasken Oil and Ranch, Ltd. This
Unit Operating Agreement and Unit remains in full force and effect.

Thereafter, a Morrow test well was proposed for Section 12 and the owners of the
Rock Tank Unit aiong with owners of the separate ieasehold estate in the W/2 of
Section 12, which was a separate lease, executed the Operating Agreement which
as to the Morrow Formation, superseded the Rock Tank Unit Operating
Agreement.

A Morrow Test was completed in the SW/4 of Section 12 in July, 1970 and
produced for a substantial period of time; this well was plugged and abandoned in
the month of October, 1979, Therefore, the lease covering the W/2 of Section 12
was allowed to expire because of the plugging of that well. The E/2 of said
Section 12 (as to depths other than the Morrow Formation) is still a part of the
Rock Tank

EXHIBIT
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Unit and the [ease thereon is maintained in force and effect by the Rock Tank Unit
production.

The question arises as to whether or not the Operating Agreement of January 1,
1970, is in ferce and effect and if so, to what extent it is in force and effect.

Paragraph 10 of }he Operating Agreement of January 1, 1970 states:
— —
"This Agreement shall remain in force and effect for as long as an
of the oil and gas leases subject to this Agreement remain or are
continued in force as to any part of the unit area . . ."

It is obvious that this contemplates that the Unit Operating Agreement may remain
in force and effect as o some feases, bui 50ias 10 others which may expire.

Article 2¢ deals with the ownership of the parties within the Unit if a lease
fminates and provides:

"If any lease or interest subject to this Agreement be lost through
failure to develop or because express or implied covenants have not
been performed, or if any lease be permitted to expire at the end of
its primary term and not be renewed or extended or if any lease or
interest therein is lost due to the fact that the production therefrom
is shut-in by reason of lack of market, the loss shall not be
considered a failure of title and all such losses shall be joint losses
and shall be borne by all of the parties in proportion to their interest

and there shall be( no readjustment of interest in the Unit Ar@&

It is clear that again, the Operating Agreement contemplat s may b

pursuant to their terms and that the parties in the Operating Agreement do not re-
adjust their interest because of the loss of these leases because obviously all parties
could have avoided such loss pursuant to the terms of the Operating Agreement.

the Operating Agreement provides for the situation where a lease has

terminated and any of the parties secure a renewal or extension of that lease. The
parties are entitled to share any renewal or extension of lease taken withi
months after expiration of the existing lease. The next to last paragraph of Article
23 states:

Any renewal lease taken before the expiration of its predecessor
lease, or taken or contracted for within six (6) months after the
expiration of the existing lease shall be subject to thi ision; but
any lease taken or contracted %W&(@mﬁter the
expiration of an existing lease shall not b. newal lease
and shall not be subject to the provisions of this section.

JARKEESEE\S390\04MAFFIDAVT .RCB 2



It is clear that the lease covering the W/2 of Section 12, upon its expiration, in
1979 was no longer part of the Operating Agreement of January 1, 1970.

A new Lease acquired by Fasken Oil and Ranch, Ltd. on December 21, 1993 was
taken more than six months after the expiration of the existing lease and, in fact,
was taken approximately 13 years after the expiration of the prior lease. Thus, the
new lease is not subject to the old Operating Agreement. There is no provision in
the Operating Agreement that suggests that it covers any lease whenever acquired.

The "Motion to Dismiss Application" filed by Redstone Oil and Gas Company fails
to take into effect all of the above provisions and facts and especially the express
provisions of Article 23 which expressly provide that the new Lease in this fact
situation is not subject to the Operating Agreenent.

In summary, the Operating Agreement of January 1, 1970 is, by its terms,
applicable to the E/2 of Section 12 as to the Morrow Formation pursuant to the
provisions of Paragraph 10. The new lease covering the W/2 of Section 12 cannot
be subject to the Operating Agreement because of the express provisions of Article
23 in that new Fasken Lease was taken more than six months after the expiration
of the prior lease on the W/2 of Section 12. The classic Operating Agreement, as
this one is, simply cannot continue to apply to all leases whenever acquired,
without regard to the expiration dates and dates of acquisition. That is the precise
reason for the provision of Article 23.

An application to force pool of Section 12 i1s in order because there 1s no Operating
Agreement in effect covering the W/2 of Section 12- above stated."

T

Further, affiant saith not. -

STATE OF TEXAS )

X
COUNTY OF MIDLAND  )(

3

SUBSCRIBED AND SWORN TO BEFORE ME on this ’72 day l Ol

1997, to certify which witness my hand and s¢al of office.
I

RENEE L. KEESEE B .
Notary Public % ‘\ Hiﬂ f’ \»7 ;
§

STATE OF TEXAS Notaty” Pubhc State*o’f/'vl‘yexas

JARKEESEE\S390\04MAFFIDAVT.RCB 3



COTTON, BLEDSOE, TIGHE & DAWSON

A PROFESSIONAL CORPORATION

ATTORNEYS AT LAW
500 W. ILLINOIS 1415 LOUISIANA
ROBERT C. BLEDSOE SUITE 300 ] SUITE 2100
BOARD CERTIFIED DiL, GAS AND MINERAL LAW HOUSTON, TEXAS 77002-7351
TEXAS BOARD OF LEGAL SPECIALIZATION MIDLAND, TEXAS 79701-4337 TELEPHONE (713) 759-9281
P. 0. BOX 2776 ZIP 79702-2776 FAX (713) 759-0458

TELEPHONE (915) 684-5782
FAX (915) 682-3672

December 31, 1997

Via Facsimile (505) 982-2047 and U.S. Mail
Mr. Tom Kellahin

Kellahin & Kellahin

El Patio Buildin

117 North Guadalupe

P. O. Box 2265

Santa Fe, New Mexico 87504-2265

Dear Tom:

Enclosed is a suggested form of Affidavit as you discussed. I am sending a copy of this
to Sally Kvasnicka at Fasken Oil and Ranch, Ltd. for her comments as well as yours. Please let
me know if I can help and when it has been approved, I will sign the final and attached the
Operating Agreement.

Happy New Year.
Yours truly,

COTTON, BLEDSOE, TIGHE & DAWSON

&
RCB:rlk

AL
¥ ‘A
eft C. Biedsoe
Enclosure

cc (Via Facsimile): Ms. Sally Kvasnicka
Fasken Oil and Ranch, Ltd.

JARKEESEE\S390\40\KELLAHIN.LTR
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MODEL FORM OPERATING AGREEMENT —1956

BOOTHE "'BO" FEDERAL NO. 1

OPERATING AGREEMENT

DATED

_January 1 , 1970 -

FOR UNIT AREA IN TOWNSHIP_ 23 SOUTH __, RANGE _24 EAST

EDDY . . COUNTY, STATE OF___NEW MEXICO

-,

AMERICAN ASSOCIATION QF PETROLEUM LANDMEN
APPROVED FORM. AAPL NO. 610

MAY BE ORDERED DIRECTLY FROM THE PUBLISHER
ROSS - MARTIN COMPANY, BOX 800, TULSA 74101
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- T
e :

o - . a1987170



AALL FORM 610

e -—
» »,
TABLE OF CONTENTS

57.'.‘.'.’5.":"' Title Poge
1. Definitions 1
o 2.  Title Examination, Loss of Leases and Oil and Gas Interests ... 1
3. Unleased Oil and Gas Interests 2
4. Interests of Parties 2
5. Operator of Unit 3
6. Employees ... 3
1. Test Well 3
8. Costs and Expeﬁs.es 3
9. OPErator’s Lien o eeeen 4
10. Terrn of Agreement 4
11, Limitation on Expenditures 4
12. Operations by -Less Than Ail' Parties 5
13. Right to Take Production in Ki_nd 6
14. Access to Unit Area i 7
15. Drilling Contracts 1
16. Abandonment‘lof Wells .. 7
17. Delay Rentals and Shut-in Well Payments 8

18. Preferential Right to Purchase ..
19. Selection of New Operator 8
20. Maintenance of Unit Ownership 49
21. Resignation of Operator 9
.22 Liability of Parties ...... 9
23. Renewal or Extension of Leases g
24. Surrender of Leasges 10
25. Acreage or Cash- Cc;ntributio;;;s 10
26. Provision Conqerning v'i‘axation . 10
27. Insurance 11
28. Claims and Lawsuits . 11
-29. Force Majeure 11
30. Notice.;. 11
31. Other Conditions 12

)

LIDLT30



A

A.APL. FORM 610 -

v ! —

OPERATING AGREEMENT |
THIS AGREEMENT, entered into this 1st _ day o; January , 19 70, between
GULF OII._CORPORATION '

hereafter designated as “Operator’”; and the signatory parties other than Operator.
WITNESSETH, THAT: '

WHEREAS, the parties to this agreement are owners of oil and gas leases covering and, if so indicated,

unleased mineral interests in the tracts of land described in Exhibit “A”, and all parties have reached an
agreement to explore and develop these leases and interests for oil and gas to the extent and as hereinafter
provided; . )

NOW, THEREFORE, it is agreed as follows:

1. DEFINITIONS
As used in fhis agreement, the foIlo;wing words and terms shall have the meanings here ascribed to
~ them. '

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

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

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

(4) The term “oil and gas interests” shall mean unleased fee and mineral ihterests m tracts of land lying
within the Unit Area which are owned by parties to this agreement. -

(5) The.tenn “Unit Area” shall refer to and include all of the la'rid‘s, oil and gas leasehold interests and oil
and gas interests intende& to be developed and éperated for oil and gas pﬁrposes under this agreement.
Such lands, oil and gas leasehold interests and oil and gas interests are descrxbed in Exhibit “A”.

(6) The term “drilling unit” shall mean the area fxxed for the drilling of one well by order or rule of any

» state or federal body having authority. If a drilling umt is not -fxxed by any such rule or order, a drilling
unit shall be the dn]lmg unit as estabhshed by the pattern of drxlhng in the Unit Area or as fixed by ex-
press agreement of the partxes '

" (7) All exhibits attached to this agreement are made a part of the contract as fully as though copied in full
in the contract. _

(8) The words “equipment"' and “materials” as used here are synonyrr;ous' and shall bmean and include all
oil field suppl'ies and personal property acquired for use in the Unit Area.

2. TITLE EXA'HINATION LOSS OF LEASES AND OIL AND GAS INTERESTS
“A-Title-Examination:

. . . . .
[here-shal-bo-po-examinaticon o o-to-leaE0sws o-—oiland. o ntarg R COD L a holoaca

covering the land upon which the exploratory well is to be drilled in accordance with Section 7, shall hs-€%am-
inec_l on a complete abistract record by Operator’s attorney, and the title to both the oil and ¢ ease and to
the fee title of the lessors raust be approved by the examir.xi_ngv attorney, and‘ accepted byl parties. A copy of
the ‘e'xamining attorney’s opinion shall b_‘e sent to each party immediately afte e opinion is written, and,
also, each party shall be given, as they are written, a topy of all subseque T supplemental attdrney’s reports.
A good faith effort to satisfy the examining attorney’s requiremen all be made by the party owning the
lease eovermg the drillsite.

hid txtle to the proposed drillsite is not approv g5y the exammmg -attorney -or the lease is not acceptable
for a material reason, and all the parties dg-rfot accept the title, the parties shall select a new drillsite for the
tirst exploratory wéll;-. provided, if the-Parties are unable to agree upon another drillsite, this agreement shall,
in that case, come to an end grd all parties shall then forfeit their rights and be relieved of obligations here-
under. If a new dril e is selected title to the oil and gas lease covering it and to the fee title of the lessor
shall be examjaed and title shall be approved or accepted of rejected in like manner as provxded above con-

cerningAfie drillsite first selected. If title to the oil and gas lease covering the second choice drillsite is not

: AR P-Reeantad-—-ath g ) a hall bg o sl le-sols ~Ya. a¥a ~ i~ mined n d -1e-cheson
DO rovee—or-4 Dol 2 B 2 .

—] —
“Individual Loss” .
Revised 1967
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The oil and ges leasehold title to the W/2 of Section 12 and to
the E/2 of Section 12, TOwhship 23 South, Range 24 East are hereby

approved and accepted.

B. Failure of Title:

Should any oil and gas lease, or interest therein, be lost through failure of title, this agreement shall,
nevertheless, continue in force as to all remaining leases and interests, and

(1) The party whose lease or interest is affected by the title failure shall bear alone the entire loss and it
shall not be entitled to recover from Operator or the other parties any development or operatmg costs
which it may have theretofore paid, but there shall be no monetary liability on its part to the 6ther par-
ties hereto by reason of such title failure; and '

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

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

(4). Should apy person not a party to this agreerﬁent, who is determined to be the owner of any interest in
the iitle which has failed, pay in any manner any part of the cost of operation, development, or equip-
ment, or equipment prevxously paid under this agreement, such amount shall be proportxonately paid to
the party or partxes hereto who in the first instance paid the costs which are so refunded; and

(5) Any liability to account to a thlrd party for prior productlon of oil and gas whlch arises by reason of
title failure shall be borne by the party or parties whose title failed in the same proportions in which
they shared in such prior production. ‘

C. Loss of Leases for Causes Other Than Title Failure:

It any lease or interest subject to this agreement be lost through failure to develop or because express
or implied covenants have not been performed, or if any lease be permittéd to expire at the end of its primary
term and not be renewed or extended, or if any lease or interest therein is lost due to the fact that the produc-
ticn therefrom is shut in by reason of lack of market, the loss shall not be considered a failure of title and all
such losses shall be joint losses and shall e borne by all parties in probortion to their interests and there shall
be no readjustment af interests in the Unit Area,

‘ 3. UNLEASED OIL AND GAS INTEREST.
See Exhlblt "B" ) ’ S

OVR B - U e 5ad -0 na.gd ~ntarg N tha lln Ara - nltare ke a¥e ea3ied-to Ra

te

purpose of this agreement as if it were a leased intérest under the form of oil and gas lease-=ttached as “Exhi-
bit “B” and for the primary term therein stated. As to such intere =owner shall receive royalty on produc-
tion as prescribed in the form of oil and gas lease-aTfached hereto as Exhibit “B”. Such party shall, however,
be subject to all of the-provisions of this agreement relating to Ie.ss_ees," to the extent that it owns the lessee
- .
4. INTERESTS OF PARTIES
Exhxblt “A” lists all of the parties, and their respective percentage or fractional interests under this
agreement. Unless chinged by other provisions, all costs and liabilities mcurred in operatlons under this con-
tract shall be borne and paid, and all equipment and material acquired in operations on the Unit Area shall be
owned, by the parties as their interests are given in Exhibit “A”. All production of oil and gas from the Unit
Area, subject to the payment of lessor’s royalties, shall also be owned by the parties in the same .manner.
—_—

“Individual Loss”
Revised 1967

-
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A.A.P.L FORM 610  Revised 1967

It the interest of any party in any oil and gas lease covered by this agreement is subject to an overriding -
-’ ] ——
royalty, production payment, or other charge over and above the usual one-eigthh (%) royalty, such party shall
assume and alone bear all such excess obligations and shall account fc')r‘ them to the owners thereof out of its

share of the working interest production of the Unit Area.

5. OPERATOR OF UNIT . ) .
GULF QIL CORPORATION : shall be the Operator of

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

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

and workmanlike manner, but it shall have no liability as Operator to the other parties for losses sustained,
or liabilities incurred, except such as may result from gross negligence or from breach of the provisions of

this agreement.
8. EMPLOYEES

The number of employees and their selection, and the hours of labor and the compensation for services
_performed, shall be determined by Operator. All employees shall be the employees of Operator.
, ~F—FEST-VERE-
“On-epbeferethe——————-dayof= +9- Operatorshell-eommenee-the-ds
ing of a well for oil ‘and gas in the following location:

and shall thereafter continue the drilling of the well with due diligence to

unless granite or other practically impenetrable suBstance is encountered at a lesser depthor unless all parties
agree to complete the well at a lesser depth?” . '

Operator ;v.hall make reasonable”tests of all formations encountered during drilling which give indica-
tion of containing oil and gas #f quantities sufficient to test, unless this agreement shall be limited in its ap-
plication to a specific fgefiation or formations, in which event Operator shall be required to test only the
formation or forpefions to _which this agreement may apply.

If i Operator’s judgment the well will not produce oil or gas in paying quantities, and it wishes to

plug 2fid abandon the test as a dry hole, it shall first secure the consent of all parties to the plugging, and the

eR—ot—pPrags RS- e a—aS—RTorP > ::-.‘:'

8. COSTS AND EXPENSES
Except as herein otherwise specifically provided, Operator shall promptly pay and discharge all costs
and expenses incurred in the development and operation of the Unit Area pursuant to this agreement and shall
ch.argg each of the p‘arties hereto with their respective proportionate shares upon the cost and expense basis
pmvié.ed in the 'Accounting Procedure attached hereto and marked Exhibit “C”. If any provision of Ex-
hibit “C” should be inconsistent with an"y provisivon contained in the body of this agreement, the provisions in
the body of this agreement shall preva'il. o R o

Operator, at its election, shall have ti{e right from time to time to demand and receive from the other
parties payment in advance of their respective shares of the estimated amount of the costs to be incurred in
operations hereunder during the next succeeding month, which right may be exercised only by submission to
~ each such party of an itemized statement of such estimated costs, together with an invoice for its share there-
of. Each such statement and invoice _fof thé payment in advance of estimated costs shall be submitted on or
before the 20th day of the next preceding month. Each party shail 'pay t_o. dperator its proportionate share of
such estimate within fifteen (15) days after such 'estima.te and invoice is re.c:eiw}ed. If any ep]a}rf¥L éails to pay its
share of said estimate within said time, the amount due shall bear interest at the rate of mﬁercent (8%) per
aimum until paid. Propef adjustment shall be made monthly between advances and actual cdst, to the end
that each party shall bear and pay its proportionate share of actual costs incurred, and no more,

—3F
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9. OPERATOR’S LIEN ‘

Operator is given a first and preferred lien on the intex_'es{’of:_each party covere‘d’ by this contract, and
in each party’s interest in oil and gas produced and the proceeds thereof, and upon each party’s interest in ma-
terial and equipment, to secure the payment of all sums due from each such party to Operator.

In the event any party fails to pay any amount owing by it to Operatér as its share of such costs and
expense or such advance estimate within the time limited for payment thereof, Operator, without prei.udice to
other existing remedies, is authorized, at its election, to collect from the purchaser or purchasers of oil or gas,
the proceeds éccruing to the working interest or interests in the Unit Area of the délinqﬁent party up to the
amount owing by such party, and each purchase‘r of oil or gas is authorized to rely upon Operator’s statement
as to the amount owing by such party. ' _

In the event of the neglect or failure of any non-operating party to promptly pay its proportionate part
of the cost and expense of development and operation when due, the other non-operating parties and Operator,
within thirty (30) days after the rendition of statements therefor by Operator, shall proportionately contribute

" to the payment of such delinquent indebtedness and the non-operating parties so contributing shall be entitled
to the same lien rights as are granted to Operator in this section. Upon the payment by such delinquent or
defaulting party to Operator of any amount or amounts on such delinquent indebtedness, or upon any recovery
on behalf of thé noﬁ-operating parties under the lien conferred above, the amount or amounts so paid or re-
covered shall be distributed and paid by Operator to the other non-operating parties and Operator propor-

tionately in accordance with the contributions theretofore made by them.

. 10. TERM OF AGREEMENT

This agreement shall remain in full force and effect for as long as any of the oil and gas leases subjected
to this agreement remain or are continued in fbrce as to any part of the Unit Area, whether by production, ex-
tension, renewal or otherwise; provided, however, that in the event the first well drilied hereunder results in
a dry hole and no other well is producing oil or gas in paying quantities from the Unit Area, then at t.he end
of ninety (90) days after abandonment of the first test well, this agreemenf shall terminate unless one or
more of the parﬁes are then engaged in driliirig a well or wells pursuant to Section 12 hereof, or all parties
have agreed to dx;ill an adélitiohal well or wells under this agreement, in which event this agreement shall con-
tinue in force until such well or wells shall have been’ drilléd and completed. If production results there-
from this agreement shall continue In force thereafter as if said first test well had been productive in paying
quantities, but 'if production in paying quantities does not resﬁ!t therefrom this agreement shail terminate}
at the end of ninety (90) days after abandonment of such well or wells. It is agreed, however, that the term-
ination of this agreement shall not relieve any party hereto from any liabjlity which has accrued or attached
prior to the date of such termination. . - |

. 11. LIMITATION ON EXPENDITURES
Without the consent of all parties: (a) No well shall be drilled on the Unit Area except any well ex-
pressly provided for in this agreement and except any well drilled pursuant to the provisions of Section 12
of this agreement, it,being understood that the consent to the drilling of a well shall include consent to all
necessary expenditures in the drilling, testing, completing, and équipping of the well, including necessary
tankage; tb) No well shall be reworke;_i_,“_plugged back or deepened except a well reworked, plugged back or
deepened pursuant to the provisions of ‘Section 12 of this agreement, it beiné understood that the consent to
the reworking, plugging back or deepening gf a well shall include’ consent to all necessary experiditures in
“conducting such operations and completing and equipping of said well to produce, including necessary tank-
age; (é) Operator shall not undertake any single project reasonably estir;lated to require an expenditure in
excess of__Fifteen Thousand ' Dollars ($_15,000,00)

except in connection with a well the drilling, reworking, deepéning, or pldgging back of which has been pre-

- viously authorized By or pursuant to this agreement; provided, however, that in case of explosion, ‘ﬁre, flood,
or other sudden emergenc.y, whether of the same or different nature, Operator may take such steps and incur
such expenses as in its opinion are required to deal with the eniergency and to safeguard life and property,
but Opex:ator shall, as promptly as possible, report the emergency to the other parties. Operator shall, upon

request, furnish copies of its “Authority for Expenditures” for any single project costing in ex-
cess of $15,000.00

—_—d
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12. OPERATIONS BY LESS THAN ALL PARTIES

If all the parties cannot mutually agree upon the drilling of :ny well on the Unit Area other than the
test well provided for in Section 7, or upon the reworking, deepening or plugging back of a dry hole drilled
. at the joint expense of all parties c; a well jointly owned by all the parties and not then producing in paying
quantities on the Unit Area, any party or parties wishing to drill, rework, deepen or plug back such a weil
may give the other parties written notice of the proposed operation, specifying the work to be performed,
the location, proposed depth, objective formation and the estimated cost of the operation. The parties receiv-
ing such a notice shall have thirty (30) days (except as to reworking, plugging back or drilling deeper, where
a drilling rig is on location, the period shall be limited to forty-exght (48) hours exclusive of Saturday or Sun-
day) after receipt of the notice within which to notify the parties wishing to do the work whether they elect
to participate in the cost of the proposed operation. Failure of a party receiving such a notice to so reply to
it within the period above fixed shall constitute an election by that party not to participate in the cost of the

° proposed operation. | .

If any party receiving such a notice elects not to participate in the proposed operation (such party or
parties being hereafter referred to as “Non-Consenting Party”), then in order to be entitled to the benefits
of this section, the party or parties giving the notice and such other parties as shall elect to participate in the
operation (all such parties being hereafter referred to as the “Consenting Parties”) shall, within thirty (30)
days after the expiration of the notice period of thirty (30) days (or as promptly as possible after the expir-
ation of the 48-hour period where the drilling rig is on location, as the case may be) actually commence work

on the proposed operation and complete it with due diligence.

The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in the
proportions that their respective interests as shown in Exhibit “A” bear to the total interests of all Consenting
Parties. Consenting Parties shall keep the.leasehold estates involved in such operations free and clear of all
liens and encumbrances of every kind created by or arising from the operahons of the Consenting Parties. If
such an operation results in a dry hole, the Consenting Partxes shall plug and abandon the .well at their sole
cost, risk and expense. Ir any well drnlled reworked, deepened or plugged back under the provisions of thxs
section results in a produce; of oil and/or gas in paying quantxtxes, the Consenting Parties shall complete.and
equip the well to produce at their sole cdst anq i'isk, and the well shall .then be turned over to Operator and
shall be operated by it at the expense and.for the account of the Consenting Parties. Upon commencerment of
operations for the drilling, reworking, deepening or plugging back of any such well by Consenting Parties
in accordance with the provisions of this section, each Non-Consenting Party shall be deemed to have relin-
quished to Consenting Parties, end the Consenting Parties shall own and be entitled to receive, in proportion
to their respective interests, all of sucix Non-Consenting Party’s interest in the well, its leasehold operating
rights, and share of production therefrom until the proceeds or market value thereof (after deducting pro-
duction taxes, royalty, overriding royalty and other interests payable out of or measured by the production

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

(A) 1009 of each such Non-Consenting Party’s share of the cost of any newly acquired surface equipment
beyond the wellhead connectxons ( mcludmg, but not limited to, stock tanks, separators, treaters,
pumping equipment and piping), plus 1009 of each such Non-Consenting Party’s share of the cost of

. operation of the well commencing with first production and continuing until each such Non-Consenting
Party’s relinquished interest shall revert to it under other provisions of this section, it being agreed that
each Non-Consenting Party’s share of such costs and equipment.will be that interest which would have
been chargeable to each Non-Consenting Party had it participated in the well from the beginning of

the operation; and

(B) 200¢% of that portion of the costs and expenses of drilling, reworking, deepening or plugginé back,
teetinvg and com-pleting, after deducting any cash contributions received under Section 25, and 2009%
of that portion of the cost of newly acquired equipment in the well (to and including the wellhead
cohnections), which would ﬁave been chargeable to such Non-Consenting Party if it had perticipated

therein.

-—5—
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In the case of any reworking, plugging back or deeper drillh:_xg operation, the ng‘senting Parties shall -
be permitted to use, free of cost, all casing, tubing and other eq;i;’pment in the well, but the ownership of all
such equipment shall remain unchanged; and upon abandonment of .a. well after such reworking, plugging
‘_ back or deeper drilling, the Consenting Parties shall accoﬁnt for all such equipmént to the owners thereof,
with each pér.ty receiving its proportionate part in kind or in value.

Within sixty (60) days after the completion of any opera%ion under this sectiqn, the party conducting
the operations for the Consenting Parties shall furnish each Non-Consenting Party with an inventory of
the equipment_in and connected to the well, and an ‘itemized statement of the cost of drilling, deepening,
plugzing back, testing, completing, énd equipping the well for production; or, at its option, the operating
party, in lieu of an itemized statement of such costs of operation, may submit a detailed statement of monthly .
billings. Each month thereafter, during the time the Consenting Parties are being reimbursed as provided
above, the Consenting Parties shall furnish the Non-Consenting Partieé with an itemized statement of all
.costs and liabilities incurred in the operation of the well, together with a statement of the quantity of oil
and gas produced from it and the amount of proceeds realized from the sale of the well's working interest
A production during the preceding month. Any amount realized from the sale or other dispositidn of equip-
ment newly acquired in connection with any such operation which would have been owned by a Non-Con-
sentfi_ng Party had it participated therein shall be credited against the total unreturned costs of the work done
and of the equipment purchased, in determining when thé interest of such Non-Consentiqg Party shall revert

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

If and when the Consenting Parties recover from a Non-Consenting Party’s relinquished interest the
amounts provided for above, the relinquished interests of such Non-Consenting Party shall automatically
revert to it and from and after such reversion such Non—Conéenting Party:shall own the same interest in such
well, the operating rights and working interest therein, .the material and eq{xipment in or-perta'ining thereto,
and the production therefrom as such Noﬁ-Consenting Party .would have owned had it participated in the
drilling, reworking, deepening or plugging back of said well. Thereafte.r, such Non-Consentingv Party shall be
charged with and shall pay its proportionate part of the further costs of the operation of said well in accord-

ance with the terms of this agreement and the 'accou'nting procedure schedule, Exhibit “C”, attached hereto.

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

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

The provisions of this section shall havevno application whatsoever to the drilling of the initial test
well on the Unit Area, but shall apply to the reworking, deepening, or plugging back of the initial test well
after it has been drilled to the depth specified in Section 7, if it is, or thereafter shall prove to be, a dry
hole or non-commercial well, and to all other wells drilled, reworked, deepened, or plugged back, or pro-

posed to be drilled, reworked deepened, or plugged back, upon the Unit Area subsequent to the dnlhng of
the initial test well.

13, RIGH;E TO TAKE PRODUCTION IN KIND

Each party shall take in kind or sep‘arately dispose of its proportionate share of all oil and gas pro-
duced from the Unit Area, exclusive of production which may be used in development and producing oper-
ations and‘in preparing and treating oil for marketing purposes and production unavoidably lost. Each party
shall pay or deliver, or cause to be paid or delivered, all royalties, overriding royaltles, or other payments
due on its share of such production, and shall hold the other parties free from any hablhty therefor. Any
extra expendxture mcurred in the takmg in kind or separate dlSpOSltlon by any party of its proportxonate
.share of the productlon shall be borne by such party.

_ Each party shall execute all division orders and contracts of sale pertaining to its interest in produc-
tion: from the Unit Area, and shall be entitled to receive payment direct from the purchaser' or purchasers
thereof for its share of all production.

. A ‘ 47924170
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In the event any party shall fail to make the arrangementf.'necessary to take Ln_. kind or separately
dispose of its proportionate share of the oil and gas produced from_the Unit Area, Operator shall have the
right, subject to revocation at will by ihe party owning it, but not the obliggtion, to purchase such oil and
gas or sell it to others for ﬁhe time being, at not less than the market price prevailing in the area, which
shall in no event be less than .the price which Operator receives for its portion of the oil and gas produced
from the Unit Area. Any such purchase or sale by Operator shall be subject always to the right of the
owner of the production to exercise at any time its right to take in kind, or separately dispose of, its share of
all oil and gas not previously delivered to a purchaser. Notwithstanding the foregoing, Operator shall not
make a sale into interstate commerce of any other party’s share of gas production without first giving such

other party sixty (60) days notice of such intended sale.‘

14. ACCESS TO UNIT AREA

Each party shall have access to the Unit Area at all reasonable times, at its sole risk, to inspect or
observe operations, and shall have access at reasonable times to information pertaining to the development
or cperation thereof, including Operator’s. books and recgrds relating thereto. Operator shall, upon request,
furnish each of the other parties with copies of all drilling reports, well logs, tank tables, daily gauge and
run tickets and reports of stock on hand at the first of each month, and shall make avaélable samples of any

cores or cuttings taken from any well drilled on the Unit Area. -

15. DRILLING CONTRACTS

~ All wells drilled on the Unit Area shall be drilled on a. competiti‘;e,'contract basis at the usual rates
prevailing in the area. Operator, if.it so desires, may -employ 'its ‘own tools and equipment in the drilling
of wells, but its charges therefor shall not. exceed the prevalhnc rates in the f1e1d and the rate of such
.charges shall be agreed upon by the partles in writing before dthng operatlons are commenced, and such
work shall be performed by Operator under the same terms and eondltlons as shall .be customary and usual

in the field in contracts of independent contractors who are doing work of a similar nature.

L1

16. ABANDONMENT OF WELLS

No well, other than any well 'which has been drilled or reworked pursﬁant to Section 12 hereof for
which the Consenting Parties have not been fully reimbursed as therein '.prdvided, vwhich has been com-
pleted as a producer shall be plugged and abandoned without the consent of éll parties; provided, however,
if all parties do not agree to the abandonment of any well, those wishing to continue its eperaticn shall tender
to eacﬁ of the other parties its proportionate ‘share of the value of the well’s salvable material and equip-
ment, determined in accordance with the provisions of Exhibit “C”, less the estimated cost of .salvaging and
the estimated cost of’ plugging and abandoning. Each abandoning party shall then assign to the non-
abandoning parties, without warranty, express or implied, as to title or as to quantity, quality, or fitness for use
of the equipment and material, all of 1ts mterest m the well and its equipment, together -with its interest in
the leasehold estate as to, but only as to, the mterval or mtervals of the formation or formatlons then open
to production. The assignments so limited shall encompass the “drilling unit” upon which the.well is located.
The payments by, and the assignments to, the assighees shall be in a ratio based upon the relationship of
their respective percentages _of participation in the Unit Area to the aggregate of the percentages of partici-

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

After the assignment, the assignors shall have no further resbo.n’sibility, liability, or ix}terest in the
operation of or production from the well in the intervalor intervals'then'open: Upon request of the assignees,
" Qperator shall continue to operate the éssigned well for the account of the non-abandoning parties at the
rates and charges contemplated by this agreement, plus any 'additional cost and charges which may arise as
the result of the separate ownership of the essigned well. . »

—_—
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17. DELAY RENTALS AND SHUT-IN WELL PAYMENTS

Delay rentals and shut-in well payments which may be required under the terms of any lease shall be
paid by the party who has subjected such lease to this agreement,qa,t its own ekpense. Proof of each payment
shall be given to Operator at least ten (10) days prior to the rental or shut-in well payment date. Operator
shall furnish similar proof to all other par}ties concerning payfnerits it makes in connection with its leases. Any
party may request, and shall be entitled to receive, pfoper evidence of all such payments. If, through mistake
or oversight, any delay rental or shut-in Well payment is not paid or is erroneously paid, and as a result a lease
or interest therein terminates. there shall be no monetary liability against the party who f‘ailed to make such
payment. Unless the party who failed to pay a rental or shut-in well payment secures a new lease covering the
same interest within ninety (90) days from the discovery of the failure to make proper payment, the interests
of the parties shall be revised on an acreage basis effective as of the date of termination of the lease involved,
and the party who failed to make proper payment will no .longer be credited with an interest in the Unit Area
on account of the ownership of the lease which has terminated. In thé event the party who failed to pay the
rental or the shut-in well payment shall not have been fully reimbursed, at the time of the loss, from the pro-
ceeds of the sale of oil and gas attributable to the lost interest, calculated on an acreage basis, for the develop-
ment and operating costs theretofore paid on account of such interest, it shall be ‘reimbursed for unrecovered
actual costs theretofore paid by it (but not for its share of the cost of any dry hole previously drilled or wells
previously abandoned) from so much of the following as is necessary to effect reimbursement:

(1) Proceeds of oil and gas, less operating expenses, theretof_oz_'e accrued to the credit of the lost interest, on
an acreagé basis, up to the amount of unrecovered éosts; :

(2) proceeds, less operating expenses theréafter' incurred‘ attribﬁtable to the lost interest on an acreage
basis, of that portion of oil and gas thereafter produced and marketed (excluding production from any
wells -thereafter drilled) which ia‘.s/ould, in the absence of such lease terminatic;n, be attributable to the
lost interest on an acreage basis, up to the amount of unrecovered costs, the proceeds of ‘said portion of
the oil and gas to be contributed by the oiher parties in proportion v'to their respective interests; and

(3) any moneys, up to the amount of unrecovered costs,"that' may be paid by any party who is, or becomes,
the owner of the interest lost;, for the privilege of 'participating. in the Unit Aréa or becoming a party to
this contract. _ .‘ R . ’ '

Operator shall attempt to notify all parties when a gas well is shut-in or returned to production, but

assumes no liability whatsoever for failure to do so.

. 18. PREFERENTIAL RIGHT TO PURCHASE

. Should-any—party—desire-te—se or—any-part-of-its-intere under—this-contract~orite—rights—and iy
terests in the Unit Afea, it shall promptly give written .notice to the other parties, with full inforpeation con-
cerning its proposed sale, which shall include the name and address of the prospective p«tThaser {who must
be ready, vwilling and able to purchase), the pu‘rchasé price, and all other termgsef“the offer. The other parties
shall then have an optional prior right, for a period of ten (10) da p-aiter receipt of the notice, to purchase
on the same terms and conditions the in%,erest which the other”party proposes to sell; and, if this optional right
is exercised, the purcl:\asing parties shall share tbe~Purchased interest in the proportions that the interest of
each bears to the total interest of all asing parties. However, there shall be no preferential right to pur-
chase in those cases where ap avrty wishes to mortgagé its interests, or to dispose of its interests by merger,
recrganization, consetfation, or sale of pll of its assets, or a sale or transfer of its interests to a subsidiary or

“e .
s

parent cgmrpiny, or subsidiary of a parent company, or to any company in which any one party owns a ma-

g : thoctoul .
19. SELECTION OF NEW OPERATOR

Should a sale be made by Operator of its rights and interests, the other parties shall have the right
within sixty (60) days after the date of such sale, by majority vote in interest, to select a new Operator. .If
a new Qperator is not'so selected, the transferee of the present' Opéraior shall assume the duties of and act as
Orerator. In either case, the retiring Operator shall continue to sel;ve as Operator, and discharge its duties
in that cabacity under this agreement, until its successor Operator is selected and begins to function, but the
present Operator shall not be obligated to continue the performance of its duties for more than 120 days after

the sale of its rights and interests has been completed.

“Individual Loss"
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20. MAINTENANCE OF UNIT OWNERSHIP

. .

For the purpose of maintaining uniformity of ewnership in the oil and gas leasehold interests covered by
this contract, and notwithstandi_hg any other provisions to the contrary, no party shall sell, encumber, transfer
or make other disposition of its interest in the leases embraced within the Unit Area and in wells, equipment

and production unless such disposition covers either:
(1) the entire interest of the party in all leases and equipment and production; or

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

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

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

If at any time the interest of any party is divided among and owned by four or more co-owners, Opera-

tor may, at its discretion, require such co-ow.ners to appoint a single trustee or agent with full authority to re-

- ceive notices, approve expenditures, receive billings for and approve and pay such party’s share of the joint
expenses, and to deal generally with, and with power fo bind, the co_—ownérs of such party’s interests within

V the scope of the operations embraced in this contract; however, all such co-owners shall enter into and execute
all contracts or agreements for the diqusition of their respective shares of the oil and gas produced from the

Unit Area and they shall have the right to receive, separately, péyment of thé sale proceeds thereof.

21. RESIGNATION OF OPERATOR

Operator may resign from .its duties and obligations as Operator at any‘ time upon written notice of not
less than ninety (90) days given to all other parties. In this case, all parties to this contract shall select by
majority vote in interest, not in numbers, a new Opelzatc-)r who shall assume the responsibilities and duties, and
have the rights, prescribed for Operator by this agreement. The retiring Operator shall deliver to its successor

all records and information necessary to the discharge by the new Operator of its duties and obligations.
' 22, LIABILITY OF PARTIES

The liability of the parti"es shall be several, not joint or colIective: Each i:)arty shall be responsible

only for its obligations, and shall be l'i:able only for its p'réport_ionate'shareA of the ‘costs of developing and
. operating the Unit Area. Accordingly, the lien granted by each party to Operator 'm‘ Section 9 is given to se-
_cure only ;he debts of each severally. It is not the intention of the parties to create, nor shall this agreement

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

23. RENEWAL OR EXTENSION OF LEASES
It any party secures a renewal of any oil and gas lease subject to this co;{tract, each and all of the other
‘ parties shall be notified promptly, and shall have the right to participate in the ownership of the renewal lease

by paying to the party who acquired it their several proper proportionate shares of the acquisition cost, which
shall be in proportion to the interests held. at that time by the parties in the Unit Area.

be owned by the parties who elect to participate therein, in a ratio based upon the relationship of their respec-
tive percentage of participation in the un'it";érea to the aggregate of the percentages of participation in the unit
area of all parties participating in the purchgse of sucﬁ ‘renewal lease. Any renewal lease in which less than

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

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

The provisions of this section shall apply to renewal leases whether they are for the entire interest
cove'red by the expiring lease or cover only a portion of its area or an interest therein. Any renewal iease
.taken. before the e'xpir.ation of its predecessor lease, or taken or contfacted' for within six (6) months after
the expiration of the existing lease shall be subject to this provision; but any lease taken or contracted for
more than six (6) months af’ger the expiration of an existing lease shall not be deemed a renewal lease and
sﬁall not be subject to the provisions of this section.

The provisions in this section shall épply also and in like fnanner to extensions of oil and gas leases.

-—0—
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24. SURRENDER OF LEASES
~

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

—

surrendered in whole or in part unless all parties consent.

However, should any party desire to surrender its interest in any iease or in any portion thereof, and
other parties not agree or consent, the party desiring to surrender shall assign, without exbress or i.:mplied
warranty of title, all of its interest in such lease, or portion thereof, and any well, material and equipment
which may be located thereon and any rights in production thereafter secured, to the parties not desiring to
surrender it. Upon such assignment, the assigning party sh‘all be relieved from all obligations thereafter ac-
cruing, but not theretofore accrued, with respect to the acreage assigned and the operation of any well there-
on, and the assigning party shall have no further interest in the lease assigned and its equipment and production.
The parties assignee shall pay to the pafty assignor the reasonable salvage value of the latter’s interest in any
wells and equipment on the assigned acreage, determined in accordance with the provisions of Exhibit “C”,
‘less the estimated cost of salvaging and the estimated cost of plugging and abandoning. If the assignment is in
~favor of more than one party, the assigned interest shall be shared by the parties assignee in the proportions

that the interest of each bears to the interest of all parties assignee.

‘ Any assignment or surrender made under this provision shall not reduce or change the assignors’ or sur-~
rendering parties’ interest, as it was immediately before the assignment, in the balance of the Unit Area; and
the acreage assigned or surrendered, and subsequent operations thereon, shall not thereafter be subject to the

terms and provisions of this agreement. -

25. ACREAGE OR CASH CONTRIBUTIONS

It any party recewes while this agreement is in force a contribution of cash toward the drilling of a
well or any other operation on the Umt Area, such contribution shall be paid to the party who conducted the
" drilling or other operation and shall be applied by it against the cost of such dnllmg or other operation. If
the contribution be in the form of acreage, the party to whom the contribution is made shall prorﬁptly execute
an assignment ol the acreage, Qithouﬁ: wax}ranty of title, to all parties to this agreement in proportion to their
* interests in the Unit Area at that time, and such acreage shall become a part of the Unit Area and be governed
by all the provisions of this contract. Each party shall promptly notify all other parties of all acreage or

money contributions it may obtain in support of any well or any other operation on the Unit Area.

26. PROVISION CONCERNING TAXATION

Each of the parties hereto elects, under the authority of Section 761(a) of the Internal Revenue Code of
1954, to be excluded from the application of all of the provisions of Subchapter K of Chapter 1 of Subtitle A of
the Internal Revenue Code of 1954. If the income tax laws of the state or states in which the property covered
hereby is lacated contain, or may hereafter contaiﬁ, provisions similar to those contained in the Subchapter of
the Interhal Revenue Code of 1954 above referred to under which a similar election 1s permitted, each of the
parties agrees that such election shall be exercised. Each party authorizes and directs the Operator to execute
such an election or elecnons on its behali and to fxle the electmn with the proper governmental office or

agency. If requested by the Operator so to do each party agrees to execute and join in such an election.

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

quent. Operator shall bill all other parties for their proportionate share of all tax payments in the manner
provided in Exhibit “C”. '

It any tax assessment is consxdered unreasonable by Operator it may at its dxscretlon protest such valua-
tion. within the time and manner prescribed by law, and prosecute the protest to a final determination, unless
all parties agree to abandon the protest prior to final determmatxon. ‘When any such protested valuation shall
have been finally determined, Operator shall pay the assessment for the joint account, together with interest and
penalty ;écrued, and the total cost shall then be assessed against the parties, and be paid by them, as provided
in Exhibit “C”, '

. 1) P
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27. INSURANCE

> ! -—
At all times while operations are conducted hereunder, Operator shall comply with the Workmen's
Compensation Law of the State where the operations are bemg conducted Operator shall also carry or pro-
vide insurance for the benefit of the joint account of the parties as may be outlined in Exhibit “D" attached
to and made a part hereof. Operator shall requxre all contractors engaged in work on or for the Unit Area
to comply with the Workmen’s Compensation Law of the State where the operations are being conducted and
to maintain such other insurance as Operator may require.
In the event Automobile Public Liability Insurance is specified in said Exhibit “D", or subsequently re-
ceives the approval of the parties, no direct charge shall be made by Operator for premiums paid for such in-

surance for operator’s fully owned automotive equipment.
28. CLAIMS AND LAWSUITS

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

The defense of Iawsuits shall be under the general direction of a committee of lawyers representing the
parties, with Operator’s attorney as Chairman. Suits may be settled during litigation only with the joint con-
sent of all parties._ No charge shall be made for services performed by the staff attorneys for any ‘of the
parties, but otherwise all expenses incurred in the defense of suits, together with the amount paid to discharge
any final judgment, shall be consideregl costs of operation and shall be charged to and paid by all parties in
proportion to their then interests in tne Unit Area. Attorneys, other than staff attorneys for the parties, shall
be employed in lawsuits involving Unit Area operations only with the consent of all parties; if outside counsel
is employed, their fees and expenses shall be considered Unit Area expense and shall be paid by Operator and
charged to all of the part:ies in proportion to their then interests in the Unit Area. The provisions of this
paragraph shall not be applied in any instance where the loss whic‘h‘may result from the suit is treated as an
individual loss rather than a joint loss under prior .provisions of this agreement, and all such suits shall be
handled by and be the sale responsibility of the party or parties eoncerned ‘
| Damage claims caused by and arising out of operatlons on the Unit Area, conducted for the Jomt ac-

. count of all parties, shall be handled by Operator and its attorneys, the settlement of claims of this kind shall
be within the discretion of Operatqr so long as the amount paxa In settlement ot any one c1a1m does not exceed
one.thousand ($‘1000.00) dollars and, if settled, the sums paid in settlement shall be charged as expense to

and be paid by all parties in proportion to their then interests in the Unit Area.

_ 29. FORCE MAJEﬁRE

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

The requirement that any force maJeure shall be remedied with all reasonable dispatch shall not require
the settlement of strikes, lockouts, or other labor difficulty by the party involved, contrary to its wishes; how
all such difficulties shall be handled shall be entirely within the discretion of the party concerned.

The terrn “force majeure” as here employed shall mean an act of God, strike, lockout, or other industrial
disturbance, act of the public enemy, war, blockade, public riot, lightning, fire, storm, flood, explosion, gov-
ernmental restraint, unavailability of equipment, and any other cause, whether of the kind specifically enum-

eratetjl above or otherwise, which is not reasonably within the control of the party claiming suspension.
30. NOTICES

All notices authorized or required between the parties, and required by any of the provisions of this
agreement, shall, unless otherwise specifically provided, be given in writing by United States mail or Western

Union Telegram, postage or charges prepaid, and addressed to the party to whom the notice is given at the
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addre<5c< listed on Exhibit “A”. The originating notice ta be gwen under any provision hereof shall be deemed
ngen on!y when received by the party to whom such notice is dn—ected and the time for‘;l.ch party to give any

’ nohce in respo'xse thereto shall run from the date the o'xgmaﬂna notice is received. The second or any re-
 sponsive notice shall be deemed given when depo:xted m the United States mail or with the Western Union
Telegraph Company, with postage or charges prepaid. Each party shall have the right to change its address
at any time, and from_. time to time, by giving written notice thereof to all other parties,

31. OTHER CONDITIONS, IF ANY, ARE: M

A. Effective Date. This agreement shall become effectlve as of the effec-
tive date of the Communitization Agreement which is entered into simul-
taneously herewith and which, communitizeés all leasehold interests as-

"to the Upper and Lower Morrow Gas Pools in Section 12, Township 23 South,
Range 24 East. Upon the effective date of this: agreement the Operating
Agreement dated October 30, 1969 which provided for the drilling of a
test well to the aforesaid formations and Whlch covered only the W/2

of sald Section 12 shall be superseded

B. Recovery of Well Costs. ' The well costs allocated to the 8.7890625%
Interest of Monsanto Company and the well costs allocated to the
8.7890625% interest of David Fasken in the W/2 of Section 12, Town-
ship 23 South, Range 24 East, were. carried by Gulf pursuant to the
Operating Agreement dated October 30, 1969, mentioned above, subject
to a penalty of 1507 out of any productlon. Until recovery of 150%
of 1/2 of all such costs, together with the operating expenses attri-
butable to said 1nterest Gulf shall be entitled to receive the sald
interests (the same belng 4.39453125% for Monsanto Company and '
4.39453125% for David Fasken) and after payout those interests in

the Unit well including all equipment therein and thereon shall be

. owned by Monsanto and Fasken, respectively, who shall thereafter receive
the production attributable to such interests and who shall thereafter
-bear all operatrng costs attrlbutable to such 1nterests

. - CW/124/770
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This agreement may be signed in counterpart, and shall be binding upon the parties and upon their heirs,

su?:cessors, representatives and assigns.
OPERATOR

_GULF OIL CORPORATION

2 N P L
- By: "~ :
(%" %, —*Z~ R Attorney-in-Fact

As sis tant; Sex_reta Ty

ATTEST: ?‘~r

‘. ‘t '.. "‘ '/l i ‘..;:';,
L oo j‘ .
S . ,
e PARTIES OTHER THAN OPERATOR

CITIES SERVICE-QIL COMPANY

By:;Z%%Zéﬂﬁé/%g,a&fﬁf%ETﬁ

o Y77/ Attofney-ip~Fact
Qﬁark F. %ay O;F’

JAKE L. HAMON

DAVID FASKEN

MONSANTO COMPANY

By

Attorney-in-Fact
Individually and as Unit Operator
J ‘ - 1in behalf of all parties to the
Rock Tank Unit Agreement

—13— | .
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This agreement may be signed in counterpart, and shall be bin'd"m_g upon the parties and upon their heirs,

successors, representatives and assigns.

OPERATOR

GULF OIL CORPORATION

"""""

ATTEST

<”Z///Xf 7‘9 . By: M/C/LM\
L Ass

Attorney-~-in-Fact o

lstaht Secretary

¢ 4 5 "‘ J
A
L} ‘s [

» ' f‘t,, . N [N

] 4 PR )

’ * . N
AP

PARTIES OTHER THAN OPERATOR

CITIES SERVICE OIL COMPANY

By:

Attorneyfin-Fact

L kMo,

\’}quga, ,//,/ JAKE L. /HAMON
AL LS
(EEEESS T DAVID FASKEN

MONSANTO COMPANY

By

Attorney-in-Fact
. Individually and as Unit Operator
N R " in behalf of all parties to the.
' Rock Tank Unit Agreement

—13
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This a,ceement may be signed in counterpart, and shall be binding upon the parties and upon their heirs,

successors, representatives and assigns.

OPERATOR

3&~Qf-t i" . GULF OIL CORPORATION

ATTEST: -~ .= sl O
A ‘ T ta oAt

(zigzi&/?ﬁzﬁﬂi-;l,JJt Attorney-in-Fact

"PARTIES OTHER THAN OPERATOR

CITIES SERVICE OIL COMPANY

. By:

Attorney-in-Fact

JAKE L. HAMON

L H) Zge

_ BAVID FASKEN

i - MONSANTO COMPANY

By

. Attorney-in-Fact
Individually and as Unit Operator
, R in behalf of all parties to the
Rock Tank Unit Agreement

- 13 —
4/24/70



- NADRL TORM 610

v

>’

This agreement may be signed in counterpart, and shall be birx'c“iir_;g upon the parties and upon their heirs,

successors, representatives and assigns.

OPERATOR
GULF OIL CORPORATION
~ e v R
AT'..ES.;'E. J\.\~~","~J'1
(;-Lﬁ:é /:i:; ) Att Fact
T7Assistd (;\ggcretary orney in-Fac
j; S T s o
‘;’ ,". f’ (_ : b'::.j
§ . ’ Y &
PR ¢
._‘}‘ .. : ia\'*\ . ‘
BN PARTIES OTHER THAN OPERATOR

CITIES SERVICE OIL COMPANY

Byé

Attorney-in-Fact

JAKE L. HAMON

~ DAVID FASKEN

MONSANTO COMPANY

ByM/éW

Attorney-in-Fact
Individually and as Unit Operator
" in behalf of all parties to the.
Rock Tank Unit Agreement

Page 13 and Execution Page for Operating
Agreement dated January 1, 1970, Revised
April 24, 1970, affecting Boothe '"'BO"
Federal No. 1 Well, Eddy County, New Mexico.
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EXHIBIT "A" ..

I. Lands Covered and Restrictions.

(a) Lands Subject to Contract.

All of Section 12, Township 23 South, Range 24 East,
N.M.P.M., Eddy County, New Mexico, containing 640 acres,
more or less.

(b) Restrictions, if any, as to formations or depths.

This agreement shall be effective only as to the Rock Tank
Upper and Lower Morrow Pools as the same are deflned by the
New Mexico 0il Conservation Commission.

II. Percentage or Fractional Interests of Parties Under Agreement in
the Lands Subject to Contract.

(2) Until Payout of Monsanto and Fasken Interests in the W/2 of
Section 12-235-24E pursuant to Section 31-B above.

Gulf 0il Corporation 40.0390625%
Cities Service 0il Company _ 6.64062507%
Jake L. Hamon 3.3203125%
Rock Tank Unit - 50.0000000%
(b) After Payout of All Interests. _ .

Gulf 0il Corporation 31.25000000%
~Cities Service 0il Company _ 6.640625007,
Jake L. Hamon . iy - 3.32031250%
Monsanto Company : 4.394531257
David Fasken , o : : 4.,39453125%
Rock Tank Unit ' : S 50.00000000%

IIT. Addresses of Parties to whlch Notlces Should be Sent.

Gulf 011 Company =- U.S., a Division Cities Serv1qe 0il Company .
of Gulf 0il Corporation Cities Service Building :
P. 0. Box 1938 ' Bartlesville, Oklahoma 74003

Roswell, New Mexico 88201 .
_ ' Monsanto Company

Jake 1. Hamon ' : , 101 North Marienfeld
P. 0. Box 663 Midland, Texas 79701
Dallas, Texas 75221

David Fasken |,
608 First National Bank Building
Midland, Texas 79701



EXHIBIT "'B" .

-There are no unleased interests in the Unit Area.
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‘annum until paid.

Racommendad by the
Council of Petroleum

| EXH!B!T " c »" | _ :‘&mmﬁ:mmcf

Attaclhed to and made a part of... thet certain Unit Operating
- Agreerent dated. January l. 1970 for the Boothe "B

Federal No. 1, Eddy County, New Mexico.

ACCOU NTING PROCEDURE

{JOINT OPERATIO“IS)

L GENERAL PROVISIONS

Definitions

“Joint Property” sha!l mean the’ real and personal property subject to the agreement to which this “Accounting Pro-
cedure” is attached.

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

“Operator” shall mean the party designated to conduct the Joint Operations.

“Non-Qperators” shall mean the nonoperating parties, whether one or more.

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

“Parties” shall mean Operator and Non-Operators.

“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.

Conflict with Agreement

In the event of a conflict between the provisions of this Accountmg Procedure and the provisions of the agree-

ment to. which this Accounting Procedure is attached, the provisions of the agreement shall control.

Collective Action by Non-Operators ‘

Where an agreement or other action of Non-Operators is expressly required under this Accounting Procedure

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

thereto, the agreement or acnon of a majority in interest of the Non-Operators shall be controlling on all Non-

Operators. .

Statements and Billings

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

expenses, for the preceding month. Such bills will be accompanied by statements reflecting the total charges

and credits as set forth under Subparagraph

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

B. Statement of all charges and credxts to the Joint Account, summarized by appropriate classifications indicative
of the nature thereof.

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

Payment and Advances by Non-Operators

Each Non-Operator shall pay its proportion of all such bills within fifteen (15) days after recelpt ‘thereof. If pay-

ment is not made within such time, the unpaid balance shall bear mterest -at the rate of ?fcx%er cent (B7%) per
. e

8%
Adjustments
Payment of any such bills shan not prejudice the right of any Non-Operators to protest or question the correctness
thereof; provided however, all'bills and statements rendered to Non-Operators by Operator during any calendar
year shall conclusively be presurned 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 excep-
tion 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 adjust-
ments resulting from a physical inventory of the Joint Property as provided for in Section VII.
Audits

A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit
Operator's accounts and records relating to the accounting hereunder for any calendar year within the twenty-four
(24) month period following the end of such calendar year; provided however, the making of an audit shall not ex-
tend the time for the taking of written exception to and the adjustment of accounts as provided for in Paragraph
6 of this Section I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable
effort to conduct joint or simultaneous audits in a manner which will result in a mxmmum of inconvenience to
the Operator.

¥

1. DIRECT CHARGES

Subject to limitations hereinafter prescribed, Operator shall charge the Joint Account with the following ltems:

Rentals and Royalties

Delay or.other rentals and royame.s when such rentals and royalties are paid by Operator for the Joint Account
of the Parties.

‘Labor . ' .

A. Salaries and wages of Operator's employees directly engaged on the Joint Property in the conduct of the Joint

Operations, and salaries or wages of technical employees who are temporarily assigned to and directly
. gmployed on the Joint Property.

B. Operator's cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to the
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section 1I
and Paragraph 1 of Section III; except that in the case of thnse employees only a pro rata portion of whose
salaries and wages are chargeable to the Joint Account'under Paragraph 1 of Section III, not more than the same
pro rata portion of the benefits and allowances herein provided for shall be charged to the Joint Account. Cost
under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage assessment” on the
amount of salarics and wages chargeable to the Joint Account under Paragraph 2A of this Section II and Para-
graph 1 of Scction ITI. 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 ap-
plicable to Operator’s Jabor cost of salaries and wages chargeable to the Joint Actount under Paragraphs 2A
and 2B of this Section 1I and Paragraph 1 of Section III.

'D. Reasonable personal cxpenses of those employees whose salaries and wages are chargeable to the Joint Account

under Paragraph 2A of this Sectioni II and for which expenses the employees are reimbursed under Operator's
usual practice.

—1



3. Employece Benefits

Operator's current cost of established plans for employees’ group life insurance, hospitalization, pension, retire-

ment. stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor cost; pro- -

vided however. the total of such charges shall not exceed ten percent (107:) of Operator’s labor costs chargeable

to the Joint Acvount under Paragraphs 2A and 2B of this Section Il and Paragraph 1 of Section III

4. Material

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

eal and consistent with efficient and econemical speration, enly such Material shall be porchased for or transferred

to the Joint Property as may be required for immediate use; and the accumulation of surplus stocks shall be avoided.
8. Transportztion - 3

Transportation of employecs and Material necessary for the Joint Operatxons but subject to the following limitations:

A. If Material 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 or
railway receiving pomt where like material is available, except by agreement with Non-Operators.

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 or raxlway receiving
point, except by agreement with Non-Operators. No charge shall be made to Joint Account for moving Material
to other properties belonging to Operator, except by agreement with Non-Operators.

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

6. Services

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

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

7. Damages and Losses to Joint Property

All costs or cxpenses necessary for the repair or replacement of Joint Property made necessary because of damages

or losscs incurred by fire, flood, storm, theft, accident, or any other cause, except to the extent that the damage or

loss could have been avoided through the exercise of reasonable diligence on the part of Operator. Operator shall
furnish Non-Operators written notice of damages or losses incurred as soon as practicable after a report thereof
has been received by Operator.

8. Lcgal Expense

All costs and expenses of handling. investigating and settling htxgatxon or claims arising by reason of the Joint

Operations or necessary to protect or recover the Joint Property. mcludmg, but not limited to, attorneys' fees,

court costs, cost of investigation ‘or procuring evidence and amounts paid in settlement or satisfaction of any

such litigation or claims; provided. (a) no charge shall be made for the services of Operator’s legal staff or other reg-
ularly employed personne! (such services being considered to be Administrative Overhead under Section III), ex-
cept by agreement with Non-Operators, and (b) no charge shall be made for the fees and expenses of outside at-
torneys unless the employment of such attorneys is agreed to by Operator and Non-Operators.
9. Taxes
All taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the operation
thereo!, or the production therelrom, and which taxes have been pald by the Operator for the beneht of the Parties.
10. Insurance Premiums
Premiums paid for insurance required to be carried on the Joint Property for the protection of the Parties.
11. Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section III,

and which is incurred by the Operator for the necessary and proper conduct of the Joint Operaucns

III, INDIRECT CHARGES
Operator may charge the Joint Account for indirect costs either by use of ar allocation of district expense itemns plus &
fixed ratec for administrative overhead, and plus the warehousing charges, all as provided for in Paragraphs'1, 2, and 3 of

this Section III OR by combining all three of said items under the fixed rate provxded for in Paragraph 4 of this Section
II1. as indicated next below: . . . .

OPERATOR SHALL CHARGE THE JOINT ACCOUNT UNDLR THE TERMS OF:
D Paragraphs 1, 2 and 3. (Allocation of district expense plus fixed rate for administrative overhead plus
warehousing. )
8 Paragraph 4. (Combined fxxed rate)
- 1. District Expense

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

office located at or near . . . {or a comparable office if location changed), and neces-
sary sub-offices (if any). maintained for the convemence of the above-described office, and all necessary camps,
including housing facilities for employees if required, used in connection with the operations of the Joint Property
and other properties in the same operating area. The expense of, less any revenue from, such facilities may, at the
option of Operator, include depreciation of investment or a fair monthly rental in lieu of depreciation. Such

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

2. Adminlstrative Overhead
Operator shall charge admxmstratwe overhead to the Joint Account at the following rates, which charge shall be in
Jieu of the cost and expense of all offices of the Opérator not covered by Paragraph 1 of this Section III, including
salaries, wages and expenses of personnel assigned to sich offices, Such charges shall be in addition to the salaries,

wages and expenses of employees of Operator authorized to be charged as direct charges as provided in Paragraphs
2 and 8 of Section 1II.

- WELL BASIS (RATE PER WELL PER MDNTH)
PRODUCING WELL RATE

DRILLING WILL RATE {Use Current Praducing Depth)
. {Usa Total Dupth)} . - All Wells
Waell Depth fazh Wall ) First Five - Mext Five Over Ten

The cost and expense of services frnm outside sources in connectlon 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

this Paragraph 2 of Section III. unless such cost and expense are agreed upon between Operator and Non-Operators
as a direct charge to the Joint Account.



3. Operater’s Fully Owned Warehousz Operating and Malntenance Expense
{Describe fully the agreed procedure to be followed by the Opearator.)

\

4 Combhed Fixed Rates
Operator shall charge the Joint Account for the services covered by Paragraph 1, 2 and 3 of this Section III, the
following fixed per well rates:
WELL BASXS (RATE PER WELL PER MONTH) _
PRODUCING WILL RATIL

BRILLING WILL RATI (Use Curran? Producing Depth)
{Usa Totsl Dapth) AN Walls
Well Derth Bach Wall #irst Five Next Five Over Ten

_Al) Depths __ _ 525,00 4 175.00 ' 110.00 _ 300,00

" Said fixed rate (shall) EE¥E3EH include salaries and expenses of production foremen,

8. Application of Adminlstrative Overhead or Combined Fixed Rates

The following limitations, instructions and charges shall apply in the application of the per well rates as provided
under either Paragraph 2 or Paragraph 4 of this Section III:

A. Charges for drilling wells shall begin on the date each well is spudded and terminate on the date the drilling or
completion rig is released, whichever is later, except that no charge shall be made during the suspension of
drilling operations for fifteen (15) or more consecutive days.

B. The status of wells shall be as follows: ’

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

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

(3) Wells being plugged back, drilled deeper, converted to a source or input well, or which are undergoing any
type of waorkover that requxres the use of a dnllmg or workover rig shall be considered the same as drilling
wells.

(4) Temporarily shut-down wells, which are not produced or worked upon for a period of a full calendar month,
shall not be included in the well schedule, provided however, wells shut in by governmental regulatory
body shall beincluded in the well schedule only in the event the allowable production is transferred to some
other well or wells on the Joint Property. In the event of a unit allowable, all wells capable of preducing
will be counted in determining the charge.

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

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

C. The well rates shall apply to the total number of wells being drilled or operated under the agreement to which
this Accounting Procedure is attached, irrespective of individual leases.

D. The well rates shall be adjusted on the fxrst day of April of each year following the effective date of the agree-

©  ment to which this Accounting Procedure is attached.  The adjustment shall be computed by multiplying the
rate currently in use by the percentage increase or decreéase in the average weekly earnings of Crude Petroleum

" and Gas Production Workers for the last calendar year compared to the preceding calendar year as shown by

“The Index of Average Weekly Earnings of Crude Petroleum and Gas Production Workers" as published by the

United States Department of Labor, Bureau of Labor Statistics.” The ad]usted rates shall be the rates currently

in use, plus or minus the cornputed adjustment.

6. For the construction o! compressor plants, water stations, secondary recovery systems, salt water disposal facili-
ties, and other such projects, as distinguished from the more usual drilling and producmg operations, Operator
in addition to the Administrative Overhead or Combined Fixed Rates provided for in Paragraph 2 and 4 of this
Section III, shall charge the Joint Account with an addmonal overhead charge as follows
A. Total cost less than $25,000, no charge.

B. Total cost more than $25,000 but less than $100,000, _ 3__% of total cost.

C. Total cost of $100,000 or more._3_% of the first $100,000 plus < of all over $100,000 of total cost.
Total cost shall mean the total gross cost of any one project. For the purpose of this Paragraph the component parts
of a single.project shall not be treated separately and the cost of drilling wells shall be excluded.

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

IV. BASIS OF CHARGES TO JOINT ACCOUNT
Subject to the further provisions of this Section IV, Operator will procure all Material and services for the Joint Prop-
.;ty Aththe Operator’s option, Non-Operator may supply Material ar services for the Joint Property.
. Purchases .
Material purchased and service procured shall be charged at the price paid by Operator after deduction of all dis-
counts actually received.
2. Waterlal furnisked from Operator's Warehouse or Other Propertles
A. New Material (Condition “A”) -
. (1) Tubular goods, two inch (27).and over, shall be priced on Eastem Mill base (i. e. Youngstown Ohlo; Loraln,
Qhio; and Indiana Harbor, Indiana) on a minimum carload basis effective at date of movement and f. 0. b.
railway receiving point nearest the Joint Property, regardless of quantity. In equalized hauling charges,
Operator is permitted to include ten cents (10c) per hundred-weight on all tubular goods furnished from
- his stocks in lieu of loading and unloading costs sustained.
{2) Other Material shall be priced at the current replacement cost of the same kind of Material, effective at date
of movement and £, 0. b. the supply store or railway recexvmg point nearest the Joint Property vlhere
Material of the same kind is available.
(3) The Joint Account shall not be credxted with cash dxscounts applicable to prices provided for in this Para-
- graph 2 of Saction IV. .
B. Used Material (Condition “B" and “C'") ’
(1) Material in sound and serviceable condition and suxtable for reuse without reconditioning, shall be classified
a3 Condition “B" and priced at seventy-five per cent (759 ) of the current price of new Materlal
{2) Material which cannot be classified as Condition “B” but which,
(a) After reconditioning will be further serviceable for ongma! funct:on as good secondhand Material
(Condition “B}, or
(b) Is serviceable for original function but substantially not suitable for reconditioning, shall be classifi-
ed =s Condition “C” and priced at fifty per cent (50¢ ) of current new price.
(3) Obsolete Material or Material which cannot be classified as Condition “B"” or Condition “C"” shall be priced
at a value commensurate with its use. Material no longer suitable for its ongmal purpose but usable for
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scme other purpose, shall be priced on a basis comparable with that of items normally used for such other
purpese.
(4) Material involving erection costs shall be charged at lpphca‘*le percentage of the current’ knocked-down
price of new Material.
. Premlum Prices
Whenever Material is not readilv cbtainable at prices specified in Paragraphs 1 and 2 of this Section IV because of
national emergencies, strikes ¢r other unusual causes over whlch the Operstor has no _;Qntrol the Operator may
charge the Joint Account for the requxred Masterlal at the Operator's agtual cost incurred in procuring such Material,
fn making it suitable for use, and in moving it to the Joint Property, provided, that notice in writing 1is
furnished to Non-Operators of the propesed charge prior té billing Non-Operators for such Material. Each Non-
Operator shall have the right, by so electing and notifying Operator within 10 days after recelving notice from
Operator, to turnish in kind all or part of his share of such Materxal suitable for use and acceptable to Operator.
Warrenty 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 Aczcount until adjustment has been received by Operator {from the manufacturers or their agents. :
Equipment and Facllities Furnished by Operator

" A. Operator shall charge the Joint Account for use of equipment and tacxlmes at rates commensurate with cost of

ownership and operation. Such rates shall include cost of maintenance, repairs, other operating expense, in-
surance, taxes, depreciation and interest on investment not to exceed six per cent (6% ) per annum, provided
such rates shall nct exceed those currently prevailing in the immediate area within which the Joint Property is
located. Rates for automotive equipment shall generally be in line with the schedule of rates adopted by the
Petroleum Motor Transport Association, or some other recognized organization, as recommeded uniform charges
against Joint Property operations. Rates for laboratory services shall not exceed those currently prevailing if
performed by outside service laboratories. Rates for trucks, tractors and well service units may include wages
and éxpenses of operator.

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

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

V. DISPOSAL OF MATERIAL e

The Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus Cond{-
tion “A” or “B" Material. The disposition of surplus Controllable Matarial, not purchased by Operator, shall be subject
to agreement between Operator and Non-Operators, provided Operator shall dispose of normal accumulations of junk

and
L

2

L

scrap Material either by transfer or sale from the Joint Property

Materlal Purchased by the Operator or Non-Operators

Material purchased by either the Operator or Non-Operators shall be credxted b) the Operator to the Joint Account
for the month in which the Material is removed by the purchaser.

Divisien in Kind -

Division of Material in kind, if made batween Operator and Non-Operators, shall be in proportion to the respective
Interests in such Material. The Parties will thereupon be charged individually with the value of the Material re-
ceived or receivable. Proper credits shall be made by the Operater 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 claim by vendee related to such sale shall be charged back to the
Joint Account if and when paid by Operator.

- VL. BASIS OF PRICING MATERIAL TRANSFERRED FROM JOINT ACCOUNT
Material purchased by either Operator or Non-Operators or divided in kind, unless otherwise agreed to betwezen
Operator and Non-Operators shall be priced on the fol]owin" basis:
New. Price Defined
New price as used in this Section VI shall be the price specxﬂed for New Materzal in Section IV
New Materinl
New Material (Condition “A"), bemg new Material procured for the Joint Property but never used, at one hundred
per cent {1009 ) of current new price (plus sales tax if any)
Good Used Materfal

. Good used Material (Condltxon’ “B"), being used Material in sound and serviceable condition, suitable for reuse

without recondmonmg

A. At seventy-five per cent (75%) of current new price if Matenal was charged to Joint Account as new, or

B. At sixty-five per cent (65%) of current new price if Material was ongmally charged to the Joint Account as
secondhand at seventy-five percent (75%) of new price.

Other Used Material

Used Material (Condition “C"), at fifty per cent (50%) of current new price, being used Materlal which:

A. Is not in sound and serviceable condition but suitable for reuse after reconditioning, or

B. s serviceable for ariginal function but not suitable for reconditioning.

" Bad-Order Material

Material (Condition “D"). no longer suitable for its original purpose without excessive repair cost but usable for
some other purpose at a price comparable with that of items normally used for such other purpose.

Junk Material

Junk Material (Condition “E"), being obsolete and scrap Material, at prevailing prices.

Temporarily Used Material

When the use of Material is temporary and its service to the Joint Property does not justity the reduction In price as
provided for in Paragraph 3 B of this Section VI, such Material shall be priced on a basis that will leave a net charge
to the Joint Account consistent thh the value of the service rendered.

SR VII INVENTORIES

.Operator shall maintain detailed records of Material generally considered controllable by the Industry

Perlodic Inventorles, Notice and Representation

At reasonable intervals, inventories shall be taken by Operator of the Joint Account Material, which shall include
all such Material as is ordinarily considered controllable. Written notice of intention to take inventory shall be
given by Operator a! least thirty (30) days before any inventory is to begin o that Non-Operators may be repre-
sented 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 who shall in that event furmsh Non-Operators with a copy

thereof.

Reconciliation and Adjush'nent of lnventorles . '

Reconciliation of inventory with charges to the Joint Account shail be made, and a list of overages and shortages
shall be jointly determined by Operator and Non-Operators. Inventory adjustments thall be made by Operator
with the Joint Account for overages and shortages, but Operator shall be held accountable to Non-Operator only -
for shortages due to lack of reasonable diligence.

Speclal Inventorles

Speclal 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 seller and the purchaser shall be governed by such inventory.

—
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. EXHIBIT "“ D =

Attached to and made a part of _that certain Unit Operating

Agreement dated January 1, 1970 for the Boothe .'BO" Federal No.-*, Eddy
~

County, New Mexico.

INSURANCE
In the development and operation of'the subject properties, Operator
shall carry the following insurance:
(A) Workmen's Compensation Insurance in accordance with the Laws of

the State of New Mexico , and Employer's Liability Insurance
in a minimum amount of $100,000.00.

(B) Comprehensive General Public Liabjlity Insurance: In minimum
amounts of $150,000.00 for injuries to each person and $300,000.00
for each accident, and Property Damage Insurance in the minimum
amounts of $100,000.00 for each accident with the exception of

~the first $5,000.00 of loss, which is self-insured by the parties
hereto, and $200,000.00 in the aggregate.

(C) Automobile Liability Insurance in minimum amounts of $150,000.00
for each person and $300,000.00 for each accident, and Property
Damage in the minimum amount of $100,000.00 for each accident.

Unit Operator shall require its contractors and subcontractors per-

fofming work in and on the Unit Area to carry insufance of the types specified

above and in such amounts as the Unit Operator deems neceésary.

Each of Operator's aforesaid policies are written to automatically
include all Non-Operators, under properties operéted by Operator, as additional

insured, whether or not such Non-Operators are specifically named.

The self-insured property damage loss incident to each accident shall

be charged to the joint account.

" No othe% insurance shall be carried by the Operator for the benefit

of the joint account.
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