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UNIT OPERATING AGREEMENT 

THE STATE OF NEW MEXICO $ 

0 
COUNTY OF LEA £ 

THIS AGREEMENT, made and entered into as of the 2nd day of 

August, 1955, by and between PHILLIPS PETROLEUM COMPANY, a Delaware Corpora

tion with an operating office at Bartlesville, Oklahoma, hereinafter called 

,»Phillips,l or "Operator", and, WOODLEY PETROLEUM COMPANY, a Corporation of 

Houston, Texas, CHARLES 13. WRIGHTSMAN, of Houston, Texas, GAIL WHITCOMB, 

of Houston, Texas, JOHN E. McCONNELL, JR., of Houston, Texas, and, W. B, 

TRAMtlELL, of Houston, Texas (or such of said parties as may execute this 

Agreement), hereinafter called "Woodley", "Wrightsman", "Whitcomb", 

'•McConnell", and "Trammell", respectively, and hereinafter collectively 

called "Non-Operators", 

W I T N E S S E T H : 

The parties hereto represent that they are the respective owners 

of 99.70109 per cent of the mineral interest in all depths and strata below 

four thousand (4000) feet below the surface of the ground (either unleased 

fee interest or oil, gas and mineral leasehold interest covering fee inter

est), in the Southeast Quarter (SE/4) of Section 28, Township 25 South, 

Range 37 East, N. M. P. M., Lea County, New Kexico, in the following pro

portions, to-vit: 

North 60 acres of said Southeast Quarter (SE/4): 

Phillips (leased mineral interest) - 75.00000$ 
Whitcomb (unleased mineral interest) - .43344% 
Wrightsman (unleased mineral interest) - 23.42739$ 
McConnell (unleased mineral interest) - .11636$ 
Trammell (unleased mineral interest) - .22573$ 

South 100 acres of said Southeast Quarter (SE/4): 

Woodley (leased mineral interest) ~ 100$ 

I t is the desire of the parties hereto to enter into an agree

ment covering the joint development and operation of said SE/4 of Section 28 

for the production of oil, gas and casinghead gas from all depths and strata 

-1-



below four thousand (4000) feet below the surface of the ground. 

NOW, THEREFORE, i n consideration of the premises and the mutual 

covenants herein contained, the parties hereto do hereby covenant and agree 

as follows: 

1. 

UNIT AREA. This agreement shall cover the o i l , gas and cas

inghead gas (hereinafter called " o i l and gas"), i n and under and that may 

be produced from a l l depths and strata below four thousand (4000) feet be

low the surface of the ground i n the following described land, to-wit: 

The Southeast Quarter (SE/4) of Section 28, 
Township 25 South, Range 37 East, N.M.P.M., 
Lea County, New Mexico, 

which said area with respect to said substances and with respect only to 

said depths and strata i s hereinafter called "Unit Area". Said Unit Area 

shall be developed and operated for the production of o i l and gas by 

Operator subject to the terms of this agreement, and the parties hereto 

hereby commit to this agreement their leases and unleased mineral interests 

insofar as the same cover and pertain to the o i l and gas i n and under and 

that may be produced from the Unit Area; however, except for the right to 

occupy and use the Unit Area for the purposes hereof and the right to share 

in the production therefrom as herein provided, and except as may otherwise 

be herein specifically provided, t i t l e to the interests so committed shall 

remain i n each of the respective parties. 

2. 

WORKING INTEREST AND ROYALTY INTEREST. Any unleased mineral 

interest committed to this agreement shall be treated for a l l purposes of 

this agreement as i f i t were an o i l and gas lease i n favor of the owner of 

such unleased mineral interest on a form providing for the usual and custo

mary one-eighth (L/8) royalty and containing the usual and customary "lesser 

interest clause". Hence, for the purpose of this agreement and as between 

the parties hereto the royalty interest shall be treated as one-eighth (1/8) 

and the working interest shall be treated as seven-eighths (7/8). This 
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agreement shall in no way affect the right of the owner of any such unleased 

interest to receive an amount or share of production equivalent to the roy

alty which would be paid or due i f such unleased interest were subject to 

an oil and gas lease as provided in this numerical section. 

3. 

UNIT PARTICIPATION. The seven-eighths (7/8) working interest 

in all oil and gas produced and saved from the Unit Area (i.e., from said 

strata below four thousand (4000) feet below the surface in said SE/4 of 

Section 28), and all equipment acquired pursuant hereto for the joint ac

count of the parties shall be owned and shared, and all costs, expenses and 

liabilities accruing or resulting from the development and operation of the 

Unit Area pursuant hereto shall be shared and borne, by the parties hereto, 

in the following proportions: 

Phillips - 28.12500$ 
Woodley - 62.50000$ 
Wrightsman - 8.78527$ 
Whitcomb - .16254$ 
McConneLl - .04363$ 
Trammell - .08465$ 
Phillips - As an in
terest carried by 
Phillips - .29891$ 

100.00000$ 

Phillips by the execution hereof has assumed the burden of carrying an un

leased interest owned by various parties not named herein, totalling .29891 

per cent as above indicated. Phillips shall be solely responsible for any 

and all charges hereunder against such interest and for any accounting or 

settlement with the owner or owners thereof. I f this agreement should be

come operative as provided in Section 29 below, and Phillips shall elect 

to assume the burden of carrying the interest of any party or parties above 

named who may fail to execute this agreement, as provided in Paragraph 4 

below, then any such additional interest or interests so carried by Phillips 

shall be added to the interest of Phillips as an interest carried by 

Phillips and Phillips shall likewise be solely responsible for any and a l l 

charges hereunder against such interest and for any accounting or settle

ment with the owner or owners thereof. 



4. 

UNCOMMITTED INTERESTS. Should this agreement become operative 

as provided in Section 29 below without a l l parties above named as owning 

an unleased interest having executed this agreement, then Phillips may, i f 

i t so desires, elect to carry the interest of any one or more of the parties 

not so executing this agreement in like manner and upon the same terms and 

conditions as herein provided with respect to the aforesaid .29891 per cent 

unleased interest by notifying the parties hereto of such election simul

taneously with the notice by i t to the parties hereto that this agreement 

has become operative as provided in said Section 29 below. 

5. 

ROYALTY - OVERRIDING ROYALTIES, PRODUCTION PAYMENTS. ETC. The 

regular one-eighth (1/8) royalty interest in a l l oil and gas produced from 

the Unit Area (i.e., from said strata below four thousand (4000) feet in 

said SE/4 of Section 28), shall be allocated to the payment of the regular 

one-eighth (1/8) royalty (including the regular one-eighth (l/8) royalty 

herein assumed to exist with respect to unleased interests), due under the 

terms and provisions of the oil and gas lease or leases (or due hereunder 

with respect to unleased interests), under and pursuant to which and upon 

which the well or wells from which such production is encountered were 

drilled. 

I f any leasehold or unleased mineral interest contributed to 

the Unit Area is now or shall hereafter become burdened with any royalties, 

overriding royalties, payments out of production or any other payment or 

charges in excess of the usual one-eighth (1/8) royalty, the party contri

buting such interest shall bear and assume the same, unless otherwise paid 

and satisfied, out of the interest of such party in the seven-eighths (7/8) 

working interest credited to i t hereunder. 

6. 

FAILURE OE TITLE. Any failure of title to all or any part of 

the interest of any of the parties hereto shall be borne and suffered by 
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the party whose title shall so fail and the proportionate interests of the 

parties remaining subject to this agreement shall be readjusted accordingly; 
no 

provided, there shall be/retroactive adjustment of costs or liability in

curred or income received prior to the final determination of such failure of 

title and the readjustment of such interests. 

7. 

DELAY RENTALS ANB SHUT-IN WELL PAYMENTS. Each party hereto 

shall pay all delay rentals and shut-in well payments which may become due 

on the lease or leases owned by i t within the Unit Area. The parties hereto 

shall exercise due diligence ih the payment of such delay rentals and shut-

in well payments, but shall not be liable in damages for failure to make pro 

per or timely payment thereof. In the event of loss of leasehold title by 

failure to make payment of any delay rental or shut-in well payment, the 

party suffering such loss of title shall make a bona fide effort to secure 

a new lease covering the same interest within a reasonable time, and in the 

event of failure to secure a new lease, such loss of title shall fall en

tirely upon the party contributing such lease or leases. 

8. 

UNIT OPERATOR. Phillips is hereby designated as Operator of 

the Unit Area and of a l l the physical equipment of the parties hereto used, 

had or obtained in connection with the development and operation thereof for 

the purposes of and pursuant to the terms of this agreement. Subject to the 

provisions hereof, Operator shall have exclusive control and management of 

the development and operation of the Unit Area for the production of oil and 

gas for the joint account and benefit of the parties hereto. The Operator 

shall! conduct a l l operations hereunder with reasonable diligence, and in a 

good and workmanlike manner, but shall have or assume no risk, responsibi

lity or liability to Non-Operators for any mistake or error in judgment in 

its management and operation of the Unit Area, except for the negligence or^/. 

willful misconduct of the Operators agent, servants and employees. 
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At the expiration of twelve (12) months from the commencement of 

operations hereunder and on each anniversary date thereafter, any then non-

operating party owning or representing at least twenty-five (25$) percent i n 

terest i n and to the production from the Unit Area may, fay giving thirty (30) 

days prior written notice to the then Operator, take over and assume the de

velopment and operation of the Unit Area, a l l with the same powers, rights 

and duties of the Operator designated herein. 

9. 

COST MD ACCOUNTING. Operator shall pay and discharge a l l 

costs and expenses incurred for the joint account and shall charge each of 

the parties hereto with his or i t s respective proportionate share upon the 

cost and expense basis provided i n the Accounting Procedure hereto attached, 

marked Exhibit "A" and made a part hereof. I f any provision of said Exhi

bit "A" conflicts with any provision hereof, then this instrument shall con

t r o l . Each party hereto other than Operator w i l l promptly pay Operator such 

costs as are chargeable to such party hereunder. Any exceptions to the 

statement of Operator shall be made within eighteen (18) months of the date 

thereof and i f no exception be made within such time, then such statement 

shall be considered correct. Payment shall not prejudice the right to pro-

test the correctness of any statement. This provision with respect to pro

test shall not prevent annual adjustment of physical properties to actual 

inventory as provided i n the Accounting Procedure attached hereto. 

I t shall be deemed that the well heretofore drilled by Phillips 

to a (depth of three thousand six hundred five (3605) feet, referred to i n 

Section 10 hereof, was drilled for the joint account of the parties hereto 

and such cost shall be determined upon the cost and expense basis herein 

provided, and Phillips shall be reimbursed therefor by the parties hereto i n 
i 

the same proportion as other costs and expenses incurred for the joint ac

count are required to be borne hereunder. 

Operator before incurring any item of expenditure in excess of 

Five Thousand ($5,000.00) Dollars, except expenditures for the d r i l l i n g , 
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completing and equipping of wells specifically authorized by the parties here

to, shall secure the written consent and approval of Non-Operators. Operator 

shall, upon request, furnish Non-Operators with a copy of Operator's authority 

for expenditures for any project costing in excess of Two Thousand Five Hun

dred ($2,500.00) Dollars. 

Operator shall at all times keep the joint interests of the 

parties hereto in and to the Unit Area and the equipment thereon, free and 

clear of all labor and mechanic's liens and encumbrances. 

10. 

TEST WELL. Phillips has heretofore commenced a well and drilled 

the same to a depth of three thousand six hundred five (3605) feet at a loca

tion in the approximate center of the Northwest Quarter (NW/4) of the South

east Quarter (SE/4) of said Section 28. On or before thirty (30) days after 

the giving of the notice provided for in Section 29 hereof, Phillips, as 

Operator, shall commence or cause to be commenced, for the joint account of 

the parties hereto, operations for the deepening of such well and thereaf

ter shall deepen and drill said well with due diligence and in a good and 

worlonanlike manner to a depth sufficient to test fully the Devonian Forma

tion, the top of which is expected to he encountered at a depth of approxi

mately eight thousand two hundred fifty (8250) feet, or te oil er gas in 

commercial quantities or xv-ater in excessive quantities in said Devonian For

mation at a lesser depth, or to igneous or metamorphic material or other 

practically impenetrable formation, or to such depth at which mechanical diffi

culties make further drilling impractical, whichever is the lesser depth. 

y Provided, however, that notwithstanding the Operator has exclu

sive control and management of the development and operations of the Unit 

Area, as hereinbefore provided, i t is agreed that prior to the commencement 

of the above mentioned test well, and any subsequent wells that may be drilled 

on said Unit Area, the then non-operating party owning or representing at 

least twenty-five (2S%) percent interest in and to the production from the 

Unit Area, ahall have the right to approve in writing (a) the Authority for 

Expenditure; (b) the form of drilling contract propoaed te b« entered into 
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with the dri l l i n g contractor; and, (c) the dr i l l i n g program. 

11. 

ADDITIONAL DRILLING, DEEPENING, PLUGGING PACK, RECONDITIONING. RE

WORKING AND ABANDONMENT OPERATIONS. Except for the deepening of the test 

well provided for i n Section 10 hereof, the parties hereto shall mutually agree 

upon the d r i l l i n g , location, deepening, plugging back, reconditioning, rework

ing or abandonment of any well drilled pursuant.hereto. Consent and approval 

to the drilling of a well shall include a l l expenditures, regardless of the 

amount, for the d r i l l i n g , testing, completing and equipping of the same, i n 

cluding a l l necessary lines, separators and lease tankage. 

12. 

WELLS NOT MUTUALLY AGREED UPON. I f at any time the parties can

not mutually agree upon the dr i l l i n g of a particular well, the party or 

parties desiring to d r i l l such well shall give the other parties written no

tice thereof, specifying the location, proposed depth and estimated cost. 

The parties receiving such notice shall have ten (10) days after receipt 

thereof within which to notify the party or parties desiring to d r i l l such 

well whether or not such parties shall elect to participate i n the cost 

thereof. The failure of any party to give such notice within said period of 

ten (10) days shall be construed that such party does not elect to partici

pate i n the cost of the proposed well. I f such other parties shall elect 

not to participate i n the cost of the proposed well, then within thirty (30) 

days after the expiration of said period of ten (10) days the party or 

parties desiring to d r i l l such well, i n order to be entitled to the benefits 

under this section, shall commence the same and thereafter prosecute the same 

with due diligence i n a worlmtanlike manner un t i l said well i s completed. Any 

well drilled under the provisions of this section shall conform to the then 

existing well spacing program. The dri l l i n g of any well under the provisions 

of this section shall be conducted at the sole cost, risk and expense of the 

party or parties electing to d r i l l such well, The party or parties d r i l l i n g 

any well under this section shall, within sixty (60) days from the date of the 



completion thereof, furnish the other party or parties with an inventory of 

the equipment i n , on or about said well and with an itemized statement of the 

cost of d r i l l i n g , equipping, testing and completing said well ready for pro

duction, and each month thereafter during the time the participating party 

or parties is or are being reimbursed, as hereinafter provided, with an 

itemized statement of the cost of the operation of said well and the quan

t i t y of minerals produced therefrom and the amount of the proceeds from the 

sale of the production i n the preceding month. I f such a well when com

pleted results i n commercial production, the participating party or parties 

shall be entitled to receive a l l the proceeds from the sale of such produc

tion from such well after deducting a l l royalty interests, overriding roy

alty interests and production payments, i f any, unt i l said participating 

party or parties shall have received therefrom an amount equal to one and 

one-half times what each nonparticipating party's share of the cost of 

such well (including equipment acquired or installed on account of such 

well), would have been had each such party participated, and one hundred 

per cent (100$) of each such nonparticipating party's share of the cost of 

operating such well during the time such payment i s being made. Upon pay

ment to the participating party or parties of the amounts aforesaid, such 

well shall be owned and operated and each such nonparticipating party shall 

be entitled to receive i t s or his proportionate share of the production 

therefrom the same as i f such well had been drilled by mutual agreement of 

a l l parties hereunder. In the event the participating party or parties f a i l 

to obtain out of the proceeds from the sale of such production as aforesaid, 

a sufficient amount to pay to the participating party or parties the amounts 

aforesaid, the participating party or parties shall be entitled to so much 

of the nonparticipating parties' share of the net salvage value of a l l such 

material and equipment placed or installed by the participating party or 

parties i n or on the Unit Area in connection with the dri l l i n g and operation 

of such well as is required to make up the deficiency; provided that i f such 

material and equipment have a net salvage value i n excess of the amounts so 
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payable to the participating party or parties, such excess shall be owned by 

a l l the parties hereto in proportion to their interest i n the Unit Area. 

Nonparticipating parties shall have the right at a l l reasonable times to i n 

spect and audit each participating party's books, records and invoices per

taining to any matter of accounting with respect to the dril l i n g and opera

tion of any well drilled pursuant to the provisions of this paragraph. I f 

any such well should result in a dry hole or noncommercial production, the 

participating party or parties shall plug and abandon the well at i t s or 

their sole cost and expense. The party or parties d r i l l i n g and operating any 

such well under this section shall hold the nonparticipating party or parties 

free and clear of a l l cost, expense and l i a b i l i t y i n connection therewith. 

13. 

INSURANCE. Operator shall at a l l times while operations are 

conducted hereunder, purchase or provide for the benefit of the joint account, 

insurance to cover a l l d r i l l i n g , producing and other operations as follows: 

(a) Workmen's Compensation Insurance i n accordance with the 
laws of the State of Nev/ Hexico, and Employer's Liability Insurance; 

(b) Public Liability Insurance covering both bodily injury 
and death, with limits of not less than $100,000.00 as to any one 
person, and $300,000.00 as to any one accident, and property damage 
l i a b i l i t y insurance with a limit of not less than $100,000.00 per 
accident; 

(c) Automotive Public Liability Insurance with bodily i n 
jury limits of not less than $100,000.00 as to any one person, and 
$300,000.00 as to any one accident, and Automotive Property Damage 
Insurance with a limit of not less than $100,000.00 as to any one 
accident. 

The joint account of the parties shall be charged with an amount 

equal to the premium appljdng to the protection provided. A l l losses not 

covered by policies of insurance for the hazards set out above shall be borne 

by the parties hereto as their interests appear at the time of any such loss. 

Operator agrees to notify Non-Operators immediately of any occurrence where 

loss or l i a b i l i t y may exceed $10,000.00. 

14. 

U--1PLQYESS. The number of employees, the selection of such em

ployees, the hours of labor and compensation for services to be paid any and 
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a l l such employees shall be deter.idned by Operator. Such employees shall be 

the employees of Operator. 

15. 

SEVERAL LIABILITY. The liability of the parties hereunder shall 

be several and not joint or collective. Each party shall be responsible only 

for its obligations as herein set out, and shall be liable for its propor

tionate share of the cost of developing and operating the premises subject 

hereto. I t is expressly agreed that i t is not the purpose of this agreement 

to create, nor shall the operations of the parties hereunder be construed or 

considered as a joint venture, or as any kind of a partnership. 

Insofar as is applicable to the parties hereto, each of such 

parties agrees to and does hereby elect to be excluded from the application 

of Subchapter K of Chapter 1 of Subtitle A of the Internal Revenue Code of 

1954, or such part thereof as may be permitted or authorized by the Secretary 

of the Treasury of the United States or his delegate. Likewise, each of the 

parties agrees to and does hereby so elect with respect to any applicable 

state income tax law that now or in the future contains similar provisions. 

Each of the parties hereto hereby authorizes and directs Operator to execute 

such election or elections in his or its behalf and to file the same with 

the proper administrative office or agency. Each of the parties hereto 

agrees to personally execute and join in such election or elections upon re

quest of Operator. Operator shall furnish the other parties hereto a copy of 

al l such elections. 

16. 

OPERATOR'S LIEN. Operator shall have a lien on the interest of 

each of the Non-Operators subject to this agreement, the production there

from, the proceeds thereof, and the material and equipment thereon, to se

cure Operator in the payment of any sum due to Operator hereunder from such 

parties hereto. Said lien shall not apply to the regular one-eighth (l/8) 

royalty herein assumed to exist with respect to unleased interests. 
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17. 

SURPLUS MATERIAL AND EQUIPMENT. Surplus material and equipment 

from the premises, which i n the judgment of Operator is not necessary for the 

development and operation thereof, may, by mutual consent of the parties 

hereto, be sold by Operator to any party to this agreement or to others for 

the benefit of a l l parties hereto, or may be divided i n kind between such 

parties. Proper charges and credits shall be made by Operator as provided in 

the Accounting Procedure, Exhibit ,rA", hereto attached. 

18. 

DRILLING CONTRACTS. A l l wells drilled on the premises shall be 

drilled on a competitive contract basis at the usual rates prevailing i n the 

area. Operator, i f i t so desires, may employ i t s own tools and equipment i n 

the dri l l i n g of wells, but i n such event, the charge therefor shall not ex

ceed the prevailing rate i n the fie l d , and such work shall be performed by 

Operator under the same terms and conditions as shall be customary and usual 

i n the field i n contracts of independent contractors who are doing work of a 

similar nature. 

19. 

DISPOSITION OF PRODUCTION. Each of the parties hereto shall 

take i n kind or separately dispose of his or i t s proportionate share of the 

o i l and gas produced from the premises exclusive of production which may be 

used i n development and producing operations on said premises and i n pre

paring and treating o i l for marketing purposes and production unavoidably 

lost, and shall pay or cause to be paid a l l applicable royalties thereon. 

In event any party hereto shall f a i l to make the arrangements necessary to 

take i n kind or separately dispose of his or i t s proportionate share of the 

o i l or gas produced from said premises, Operator shall have the right, for 

the time being and subject to revocation at w i l l by the party owning same, to 

purchase such o i l or gas or sell the same to others at not less than the market 

price prevailing i n the area and not less than the price which Operator re

ceives for i t s own portion of such o i l or gas. Each party hereto shall be 
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entitled to receive directly payment for his or i t s proportionate share of 

the proceeds from the sale of a l l o i l and gas produced, saved and sold from 

said premises, and on a l l purchases or sales, each party shall execute any 

division order or contract of sale pertaining to his or i t s interest. Any 

extra expenditure incurred by the taking in land or separate disposition by 

any party hereto of his or i t s proportionate share of the production shall 

be borne by such party. 

20. 

TRANSFERS OF INTEREST. No assignment, mortgage or other trans

fer affecting the interest of any party hereto, the production.therefrom, or 

equipment thereon shall be made unless the same covers the entire working 

interest of the assignor, mortgagor or seller i n the Unit Area, i t being 

the intent of this provision to maintain the joint development and opera

tion of the Unit Area; provided that the assignment, mortgage or other 

transfer of a lesser interest than the assignor's, mortgagor's or seller's 

entire working interest may be made upon securing the approval of the other 

parties i n writing. 

21. 

RIGHT OF PARTIES TO INSPECT PROPERTY AND RECORDS. The follow

ing specific rights, privileges and obligations of the parties hereto are 

hereby expressly provided, but not by way of limitation or exclusion of any 

other rights, privileges and obligations of the respective parties: 

(a) Any party hereto shall have access to the entire Unit 
Area at a l l reasonable times to inspect and observe 
operations of every land and character upon the pro
perty. 

(b) Any party hereto shall have access, at a l l reasonable 
times, to any and a l l information pertaining to wells 
drilled, production secured and marketed, and to the 
books, records and vouchers relating to the operation 
of the Unit Area.. 

(c) Operator shall, upon request, furnish the other parties 
hereto with daily d r i l l i n g reports, true and complete 
copies of well logs, tanks tables, daily gauge and run 
tickets, and reports of stock on hand at the f i r s t of 
each month, and shall also, upon, request, make avail
able samples and cuttings from any and a l l wells drilled 
on the Unit Area. 



22. 

OPTION OF PARTIES TQ TAKE OVER WELLS. I f any well drilled pur-

suant to the terns of this agreement is not productive of o i l or gas in commer

cial quantities at a depth below four thousand (4000) feet below the surface 

of the ground, the party or parties owning an interest i n and to the portion 

of the Southeast Quarter (SE/4) of said Section 28 on which the well is lo

cated shall have the option, for a period of thi r t y (30) days after the de

termination is made that such well is nonproductive of o i l or gas at such 

depth, to take over the well upon reimbursing the other parties to this agree

ment for such other parties' proportionate share of the cost of d r i l l i n g such 

well to the depth at which the party or parties electing to take over the 

well recomplete the same and paying to such other parties their proportion

ate share of the net salvage value of the recoverable material and equipment 

necessarily l e f t i n and about the well for the completion and operation there

of at the depth at which the well is so recompleted. Upon reimbursement as 

above provided, each party so reimbursed shall assign, without warranty of 

t i t l e , express or implied, a l l his or i t s right, t i t l e and interest i n said 

well and equipment therein and thereon, together with liis or i t s interest i n 

so much of said SE/4 of Section 28 as is attributable to such v/ell under the 

applicable spacing order of the Oil Conservation Commission of New Hexico, 

insofar only as a l l depths and strata down to and including four thousand 

(4000) feet below the surface of the earth are concerned, to the party or 

parties exercising such option; provided, that i f any such reimbursed party 

be the owner of an unleased mineral interest, then such party shall execute 

and deliver to the party or parties so exercising such option, (1) a b i l l of 

sale, without warranty of t i t l e , express or implied, covering a l l his or i t s 

right, t i t l e and interest i n and to said well and the equipment therein and 

thereon, and (2) an o i l and gas lease on the form attached hereto as Exhibit 

"B" covering the area within said SE/4 of Section 28, which is attributable 

to such well under the applicable spacing order of the Oil Conservation Con-

mission of New Hexico insofar only as a l l depths and strata down to and i n 

cluding four thousand (4000) feet below the surface of the earth are concerned. 
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Should more than one party exercise such option, then such parties shall share 

in the rights and obligations i n respect thereto i n proportion to their res

pective interests i n and to the tract on which the well i s located at the time 

of the exercise of such option. 

23. 

SURRENDER OF LEASES. Mo lease embraced within the Unit Area 

shall be surrendered except by the mutual agreement of the parties. I f one • 

party should desire to surrender any lease or leases and any other party i s 

not agreeable thereto, the party desiring to surrender shall assign, without 

warranty of t i t l e , express or implied, to such other party or parties, a l l 

of i t s or his interest i n such lease or leases. The party or parties receiv

ing any such assignment shall pay the assigning party the reasonable net 

salvage value of the assigning party's proportionate part of the equipment 

in and on any well or wells drilled under the terms of this agreement on such 

lease or leases prior to the date of any assignment. Thereafter, the party 

or parties receiving such assignment shall own and hold any such lease or 

leases and the well or wells thereon free and clear of the terms of this 

agreement. 'If there i s more than ono party receiving such assignment, same 

shall run i n favor of the parties receiving i t , and the costs connected 

therewith shall be borne in proportion to their then respective interests 

herein. 

24. 

A3AN1J0NH5NT OF WELL. No well which is producing or has once 

produced shall be abandoned without tho mutual consent of the parties heretoj 

provided, however, i f the parties are unable to agree as to the abandonment 

of any well, then the party or parties not desiring to abandon tho well shall 

tender to the party or parties desiring to abandon, the latter*s proportion

ate share of the net salvage value of the material and equipment in and on 

said well. Upon receipt of said sum, each party desiring to abandon such 

well shall, without express or implied warranty of t i t l e , assign to tho party 

or parties tendering said sum i t s interest i n said well and the equipment 



therein, together with its leasehold interest in so much of the Unit Area as 

is attributable to such well under the applicable spacing order of the Oil 

Conservation Commission of New Mexico, insofar as the same relates to the hori

zon from which said well is producing or last produced. In the event the 

assigning party shall, in lieu of such assignment of leasehold rights, exe

cute and deliver to the non-abandoning party or parties, without warranty of 

title, an oil and gas lease upon such owner's unleased mineral interest in 

the Unit Area as will accomplish the same result and upon a form conforming 

to the form of lease attached hereto as Exliibit "BM. If there is more than 

one non-abandoning party, such assignment or lease shall run in favor of the 

non-abandoning parties in proportion to their then respective interests 

herein. 

25. 

TAXES. Operator shall make a bona fide effort to render, for ad 

valorem tax purposes, the entire leasehold rights and interest covered by 

this contract and all physical property located thereon or used in connec

tion therewith, or such part thereof as may be subject to taxation under 

future laws, and shall pay, for the benefit of the joint account, all such 

ad valorem taxes at the time and in the manner required by law which may be 

assessed upon or against all or any portion of such leasehold rights and 

interests and the physical property located thereon or used in connection 

therewith. Operator shall b i l l Non-Operators for their proportionate share 

of such tax payments as provided by the provisions of the Accounting Pro

cedure, Exhibit "A", attached hereto. 

26. 

TUBULAR GOODS. Notwithstanding any limitations of the Account

ing Procedure, Exhibit "A" attached, during such times as tubular goods and 

other equipment are not available at the nearest customary supply point, 

Operator shall be permitted to charge the joint account for a l l tubular goods 

and other equipment transferred from Operator's warehouse or other properties 

to the premises covered by this agreement, with such costs and expenses as may 
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have been incurred i n purchasing, shopping and moving the required tubular 

goods and other equipment to the premises covered by this agreement; provided, 

however, that Non-Operators shall f i r s t be given the opportunity of furnish

ing i n kind or i n tonnage, as the parties may agree, their share of such tubu

lar goods and other equipment required. 

27. 

FORCE MAJEURE, LAWS AND PJSGUIATIONS. Operator shall not be 

liable for any loss of property or of time caused by strikes, riots, f i r e , 

tornadoes, floods or for any other cause beyond the control of Operator 

tlirough the exercise of reasonable diligence. A l l of the provisions of this 

agreement are hereby expressly made subject to a l l applicable federal or state 

laws, orders, rules and regulations, and in the event this contract or any 

provision hereof is found to be inconsistent with or contrary to any such 

law, order, rule or regulation, the latter shall be deemed to control and 

this contract shall be regarded as modified accordingly and as so modified 

shall continue i n f u l l force and effect. 

28. 

HQffiCES. A l l notices that are required or authorized to be 

given hereunder, except as otherwise specifically provided herein, shall be 

given i n writing by United States mail or Western Union telegram, postage >.:i 

charges prepaid, and addressed to the party to whom such notice is given as 

follows: 

Phillips Petroleum Company 
Attention: Land Department 
Bartlesville, Oklahoma 

Woodley Petroleum Company 
P. 0. Box 2032 
Abilene, Texas 

Charles B. Wrightsman 
P. 0. Box 256 
Houston 1, Texas 

Gail Whitcomb 
Commerce Building 
Houston 2, Texas 



John i3. KcConnell, Jr. 
2525 Stannorc Drive 
Houston 19, Texas 

W. B. Trammell 

Tlie originating notice to be given under any provision hereof shall be deemed 

given when received by the party to whom such notice i s directed, and the 

time for such party to give any response thereto shall run from the date the 

originating notice is received. Tho second or any subsequent notice shall be 

deemed given when deposited i n the United States Post Office or with Western 

Union Telegraph Company, with postage or charges prepaid. 

29. 

T&SffijATION - T33M. Six (6) months from the date hereof this 

agreement shall, vith respect to a l l parties who have executed the same, ter

minate and be of no further force and effect unless within said time one or 

both of the following two contingencies shall have occurred: 

(1) Both tlrls agreement and a dry gas and associated liquid 
hydrocarbons royalty agreement covering said S3/4 Sec-
23, which is being circulated for execution concurrently 
•herewith, have been executed by a sufficient number of, 
parties that i n the judgment of Phillips i t is feasible 
for the parties executing this agreement.to assume the 
obligation hereof and proceed hereunder and a permit for 
the dr i l l i n g of the i n i t i a l test v/ell herein provided 
for has been or in the judgment of Phillips can, within 
the time required to proceed hereunder, be procured and 
Phillips has notified the parties executing this agree
ment i n writing of the occurrence and/or existence of 
such facts; or 

(2) This agreement has been executed by a sufficient number 
cf parties and the Oil Conservation Commission of Hew 
Kexico has issued an order pooling and adjusting the 
rights and interests of the ownsrs of the gas rights in 
the Devonian Formation underlying the SE/4 of said Sec
tion 28 as a gas dri l l i n g unit of such character and of 
such f i n a l i t y that i n the. judgment of Phillips i t i s 
feasible for the parties executing tiiis agreement to 
assume the obligations hereof and proceed hereunder and 
a permit for the d r i l l i n g of the i n i t i a l test well here
i n provided for has been, or i n the judgment of Phillips 
can, within the time required.to proceed hereunder, be 
procured and Phillips has notified the parties executing 
this agreement i n writing of the occurrence and/or exis
tence of such facts. 
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In the event either or both of said contingencies occur, then the date upon 

which Pliillips shall give notice of the fact of the existence of either or 

both of such contingencies shall constitute the operative date of this agree-

nent. 

Unless so terminated, this agreement shall continue i n force and 

effect so long after the completion of said test well as o i l or gas is pro

duced from the Unit Area or so long as dr i l l i n g , reworking or other opera

tions are being conducted thereon pursuant hereto and for such time there

after as is reasonably necessary to plug and abandon or otherwise dispose of 

any unplugged well and remove a l l j o i n t l y owned material and equipment from 

the Unit Area. 

30. 

COUNTERPART C0PI3S - PARTIAL EXECUTION. This instrument has 

been prepared and may be executed i n counterparts. The execution of any 

counterpart shall bind the interest and acreage of each party executing same 

whether or not executed by a l l parties owning an interest i n the Unit Area. 

The terms, conditions and provisions hereof shall constitute 

covenants running with the lands and leasehold estates covered hereby and 

shall be binding upon the parties hereto and their respective successors, 

heirs and assigns. 

IM WITNESS WHEREOF, the parties hereto have signed tiiis agreement 

the day and year f i r s t above witten. 

ATTEST: 

Assistant Secretary 

ATTEST;: 

' Secre€avy 

Charles B. Wrightsman Gail Whitcomb 

John E. HcConnell, J r . W. B. Trammell 

PILILLIPS PETROLEUM COMPANY 

By: 
Vice President 

WOODLEY PETROLEUM COMPANY 

President 
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TILS STATE oy ONiAilOIlA j} 
i 

COUNTY OF WASHINGTON 3 
On tills day of , 1955, before me appeared 

, to me personally knovm, who, being by r.ic duly 
sworn, did say that he is Vice President of PHILLIPS PETROLEUM COITANY, a Cor
poration, and that the seal affixed to said instrument i s the corporate seal 
of said Corporation and that said instrument vas signed and sealed in behalf 
of said Corporation by authority of i t s Board of Directors, and the said 

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

IN WITNESS WHEREOF, I have hereunto' set my hand and affixed my o f f i 
cial seal the day and year i n this certificate above written. 

lly Commission Expires: , . 
Notary Public i n and for Wasliington 

County, Oldahoma 

THE STATE OF 7ESAS jj 
{ 

COUNTY OF HARRIS jl 
On this • day of -\- • ~~- \; , 1955, before me appeared 

\ f ' l~Arrj j j i O t to me personally known, who, being by me duly 
sworn, did say that he i s President of WOODLEY PETROLEUM COMPANY, a 
Coi'poration, and that the seal affixed to said instrument i s the corpoi*ate 
seal of said Corporation, and that said instrument was signed and sealed i n 
behalf of ..saidj Corporation by authority of i t s Board of Directors, and the 
said iQ, . :J aclaiowledged said instrument to be the free act 
and deed of said Colrporation. 

UN WITNESS WHEREOF, I have hereunto set my hand and affixed my o f f i 
cial seal the day and year i n this certificate above written. 

HFLSM J. JUKSAR 
Hj*cry fuhi'-c, in a<ui for HartU County, Yoxst j 

Hy Commission Expires: ' '-' ' ' ' 
Notary Public in and for Harris 

/ j f y<-> / County, Texas 

THE STATS OF TEXAS j) 

COUNTY OF HARRIS' . ' { ' 

On this m day of , 1955, before me personally 
appeared CIIARLES B. i/RIGNTS'NAN, to me lenown to be the person described i n and 
who executed the foregoing instrument, and acknowledged that he executed the 
same as Ms free act and deed. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed ray of
f i c i a l seal the day and year i n this certificate above written. 

lly Commission expires: 
Notary Public i n and for Harris 

County, Texas 

-20-



TIE SIA?;; fias i 
i 

COUNTY OF HARRIS j) 
On tMs _____ day of , 1955, before mc personally 

appeared GAIL WHITCOMB, to me known to be the person described i n and vho exe
cuted the foregoing instrument, and aclatowlcdged that he executed the sa. ie as 
Ms free act and deed. 

IN WITNESS WHEREOF, I have hereunto set v.iy hand and affixed ny o f f i 
c i a l seal the day and year i n tMs certificate above written. 

My Commission expires: 

Notary Public i n and for Harris 
County, Texas 

THE STATE OF TEXAS il 

COUNTY OF HARRIS 5 

On tMs day of i , 1955, before rae personally 
appeared JOHN E. McCONNELL, JR., to me known to be the person described i n 
and who executed the foregoing instrument, and aclcnowledged that he executed 
the same as Ms free act and deed. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my of
f i c i a l seal the day and year i n tMs certificate above written. 

My Commission expires: 
Notary Public i n aid for Harris 

COUNTY, TEXAS 

THE STATE OF $ 

COUNTY OF ' J 

On tMs day of i 1955, before me personally 
appeared W. 3. TRAMMELL, to me known to be the person described i n and who 
executed the foregoing instrument, and acknowledged that he executed the sane 
as Ms free act and deed. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my of
f i c i a l seal the day and year i n tMs certificate above w i t t e n . 

My Commission expires: 

Notary Public i n and for 

County, 
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EXHIBIT " A " rASo-T-m,-2 

Attached to and made a part of UNIT OPflUHNG AGKPMT...dated..Aug.USt. 2 , 
and between Phillips Petroleum Company, as Operatort.. and 

V7oodley.P.etroiem..Co 
J ctfittJE....McGQmell,...̂  

ACCOUNTING P R O C E D U R E 
(UNIT AND JOINT LEASE OPERATIONS) 

I. GENERAL PROVISIONS 
1. Definitions 

"Joint property" as herein used shall be construed to mean the subject area covered by the agreement to which this "Accounting Procedure" is at
tached. 
"Operator" as herein used shall be construed to mean the party designated to conduct the development and operation of the subject area for the 
joint account of the parties hereto. 
"Non-Operator" as herein used shall be construed to mean any one or more of the non-operating parties. 

2. Statements and Billings 
Operator shall bill Non-Operator on or before the last day of each month for.its proportionate slurc of costs ajtd expenditures during the preced
ing month. .Such bills, will be accompanied by statements, reflecting the total costs and charges as set iorth umUr Subparagraph A..-..--- below: 
A. Statement in detail of all charges and credits to the joint account. _ „ 
B. Statement of all charges and credits to the joint account, summarized by appropriate classifications indicative of the nature thereof. 
C. Statements as follows: . .. . 

(1) Detailed statement of material ordinarily considered controllable by operators of nil and gas properties; 
(2) Statement of ordinary charges and credits to the joint account summarized by appropriate classifications indicative of the nature thereof; 

and 
()) Detailed statement of any other charges and credits. 

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

4. Adjustments 
Payment of any such bills shall not prejudice the right of Non-Operator to protest or question the correctness thereof. Subject to the exception 
noted in Paragraph 5 of this section I, all statements rendered to Non-Operator by Operator during any calendar year shall conclusively be presumed 
to be true and correct after twenty-four (24) months following the end of any such calendar year, unless within the said twenty-four (24) month 
period Non-Operator takes written exception thereto and makes claim on Operator for adjustment. Failure on the part of Non-Operator to make 
claim on Operator for adjustment within such period shall establish the correctness'thereof and preclude the filing of exceptions thereto or making 
of claims for adjustment' thereon.' The provisions of this paragraph shall not prevent adjustments resulting from physical inventory of property as 
provided for in Section VI, Inventories, hereof. ~ ~~ 

5. Audita " " . "" ~ .. 
.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, pro
vided, however, that. Non-Operator must take written exception to and make claim upon the Operator for all discrepancies disclosed by said 
audit within said twenty-four (24) month period. 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 minimum of inconvenience to the Operator. 

II. DEVELOPMENT AND OPERATING CHARGES 

Subject to limitations hereinafter prescribed, Operator shall charge tbe joint account with tbe following items: . 

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

2. Labor 
A. Salaries and wages of Operator's employees directly engaged on the joint property in the development, maintenance, and operation thereof, 

including salaries or wages paid to geologists and other employees who arc temporarily assigned to and directly employed on a drilling well. 
B. Operator's cost of holiday, vacation, sickness and disability benefits, and other customary allowances applicable to the salaries and wages charge

able under Subparagraph 2 A and Paragraph 11 of this Section II. Costs under this Subparagraph 2 B may be charged on a "when and as 
paid basis" or by "percentage assessment" on the amount of salaries and wages chargeable under Subparagraph 2 A and Paragraph 11 of this 
Section II. If percentage assessment is Used, the rate shall be based on the Operator's cost experience. 

C. Costs of expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable to Operator's labor 
cost of salaries and wages as provided under Subparagraphs 2 A, 2 B, and Paragraph 11 of this Section II. 

3. Employee Benefits 
Operator's current cost of established plans for employees' group life insurance, hospitalization, pension, retirement, stock purchase, thrift, bonus, 
and other benefit plans of a like nature, applicable to Operator's labor cost, provided that the total of such charges shall not exceed ten per cent 
(10%) of Operator's labor costs as provided in Subparagraphs A and B of Paragraph 2 of this Section II and in Paragraph 11 of this Section II. 

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

5. Transportation 
Transportation of employees, equipment, material, and supplies necessary for the development, maintenance, and operation of the joint property 
subject to the following limitations: 
A. If material is moved to the joint property from vendor's or from the Operator's warehouse or other properties, no charge shatl bc made to the 

joint account for a distance greater than the distance from the nearest reliable supply store or railway receiving point where such material is 
/available, except by special agreement with Non-Operator. 



B. 1/ 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 from the nearest reliable supply store or railway receiving point, except by special agreement with Non-Operator. No charge 
shall bc made to the joint account for moving material to other properties belonging to Operator, except by special agreement with Non-Operator. 

6. Service 
A. Outside Services: 

The cost of contract services and utilities procured from outside sources. 

B. Use of Operator's Equipment and Facilities: 

Use of and service by Operator's exclusively owned equipment and facilities as provided in Paragraph J of Section I I I entitled "Operator's Ex

clusively Owned Facilities." 

7. Damages and Losses to Joint Property and Equipment 
All costs or expenses necessary to replace or repair damages or losses incurred by fire, flood, storm, theft, accident, or any other cause not con

trollable by Operator through the exercise of reasonable diligence. Operator shall furnish Non-Operator written notice of damages or losses in

curred as soon as practicable after report of the same has been received by Operator. 

8. Litigation Expense 
All costs and expenses of litigation, or legal services otherwise necessary or expedient for the protection of the joint interests, including attorneys' 

fees and expenses as hereinafter provided, together with all judgments obtained against the parties or any of them on account of the joint operations 

under this agreement, and actual expenses incurred by any party or parties hereto in securing evidence for the purpose of defending against any 

action or claim prosecuted or urged against the joint account or the subject matter of this agreement. 

A. If a majority of the interests hereunder shall so agree, actions or claims affecting the joint interests hereunder may be handled by the legal 

staff of one or more of the parties hereto; and a charge commensurate with cost of providing and furnishing such services rendered may be 

made against the joint account; but no such charge shall be made until approved by the legal departments of or attorneys for the respective 

parties hereto. 
B. Fees and expenses of outside attorneys shall not be charged to the joint account unless authorized by the majority of the interests hereunder. 

9. Taxes 
Al l taxes of every kind and nature assessed or levied upon or in connection with the properties which are the subject of this agreement, the produc

tion therefrom or the operation thereof, and which taxes have been paid by the Operator for the benefit of the parties hereto. 

10. Insurance and Claims 
A. Premiums paid for insurance required to be carried for the benefit of the joint account, together with all expenditures incurred and paid in 

settlement of any and all losses, claims, damages, judgments, and other expenses, including legal services, not recovered from insurance carrier. 

B. I f no insurance is required to be carried, all actual expenditures incurred and paid by Operator in settlement of any and all losses, claims, dam

ages, judgments, and' any other expenses, including legal services, shall be charged to the joint account. 
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12. Operator shall have the r ight to charge against the j o in t property the following 
overhead costs which shall be i n l i eu of any charge for any part of the compensa
t ion or salaries of managing o f f i ce r s , including d i s t r i c t and division superin
tendents, and of any part of the expenses of divis ion, d i s t r i c t or f i e l d off ices 
of the Operator of f i e l d s t a f f salaries and expenses when such s t a f f employees are 
not engaged i n ac t iv i t ies d i rec t ly connected with the property. 
(a) Two Hundred ($200.00) Dollars per month fo r each d r i l l i n g v/ell , beginning on ' 

the date the well i s spudded and terminating when i t i s on production or° i s 
plugged, as the case may be, except that no charge shall be made during the 
suspension of d r i l l i n g operations fo r f i f t e e n (IS) or more consecutive days. 

(b) Seventy-five ($75.00) Dollars per wel l per month f o r f i r s t f ive (5) produc
ing wells. 
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B. In connection with overhead charges, the status of wells shall be as follows: 

(1) Injection wells for recovery operations, such as for repressure or water flood, shall be included in the overhead schedule the same as produc
ing oil wells. 

(2) Water supply wells utilized for water flooding operations shall bc included in the overhead schedule the same as producing oil welts. 
( ) ) Producing gas wells shall be included in the overhead schedule the same as producing oil wells. 



(4) Wclli permanently shut down but on which plugging operations are deferred shall be dropped from the overhead schedule at the time the 

shutdown is effected. When such wells are plugged, overhead shall be charged at the producing well rate during the time required for the 

plugging operation. 
( I ) Wells being plugged back, drilled deeper, or converted to a source or input well shall be included in the overhead schedule the same as drill

ing wells. 
(<) Temporarily shut-down wells (other than by governmental regulatory body) which are not produced or worked upon for a period of a full 

calendar month shall not be included in the overhead schedule; however, wells shut in by governmental regulatory body shall be included 
in the overhead schedule only in the event the allowable production is transferred to other wells on the same property. In the event of a 
unit allowable, all wells capable of producing will be counted in determining the overhead charge. 

(7) Wells completed in dual or multiple horizons shall be considered as two wells in the producing overhead schedule. 
(1) Lease salt water disposal wells shall not bc included in the overhead schedule unless such wells are used in a secondary recovery program 

on the joint property. 
C. The above overhead schedule for producing wells shall be applied to the total number of wells operated under the Operating Agreement to which 

this accounting procedure is attached, irrespective of individual leases. 
D. It is specifically understood that the above overhead rates apply only to drilling and producing operations and arc not intended to cover the 

construction or operation of additional facilities such as, but not limited to, gasoline plants, compressor plants, repressuring projects, salt water 
disposal facilities, and similar installations. If at any time any or all of these become necessary to the operation, a separate agreement will be 
reached relative to an overhead charge and allocation of district expense. 

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

13. Operator's Fully Owned Warehouse Operating and Maintenance Expense 
(Describe fully the agreed procedure to be followed by the Operator.) 

: mm : 

14. Other Expenditures 
Any expenditure, other than expenditures which are covered and dealt with by the foregoing provisions of this Section I I , incurred by the Opera
tor for the necessary and proper development, maintenance, and operation of the joint property. 

III. BASIS OF CHARGES TO JOINT ACCOUNT 
1. Purchases 

Material and equipment purchased and service procured shall be charged at price paid by Operator after deduction of all discounts actually received. 

2. Material Furnished by Operator 
Material required for operations shall be purchased for direct charge to joint account whenever practicable, except that Operator may furnish such 
material from Operator's stocks under the following conditions: 
A. New Material (Condition "A") 

(1) New material transferred from Operator's warehouse or other properties shall be priced f.o.b. the nearest reputable supply store or railway 
receiving point, where such material is available, at current replacement cost of the same kind of material. This will include material such 
as tanks, pumping units, sucker rods, engines, and other major equipment. Tubular goods, two-inch (2") and over, shall be priced on car
load basis effective at date of transfer and f.o.b. railway receiving point nearest the joint account operation, regardless of quantity transferred. 

(2) Other material shall bc priced on basis of a reputable supply company's preferential price list effective at date of transfer and f.o.b. the store 
or railway receiving point nearest the joint account operation where such material is available. 

()) Cash discount shall not bc allowed. 
B. Used Material (Condition "B" and "C") 

(1) Material which is in sound and serviceable condition and is suitable for reuse withuut reconditioning shall bc classed as Condition "B" and 
priced at seventy-five per cent (75%) of new price. 

(2) Material which cannot be classified as Condition "B" but which, 
(a) After reconditioning will be further serviceable for original function as good secondhand material (Condition "B"), or 
(b) Is serviceable for original function but substantially not suitable for reconditioning, 
shall be classed as Condition "C" and priced at f i f ty per cent (50%) of new price. 

()) Material which cannot be classified as Condition "B" or Condition "C" shall be priced at a value commensurate with its use. 
(4) Tanks, buildings, and other equipment involving erection costs shall bc charged at applicable percentage of knocked-down new price. 

3. Premium Prices 
Whenever materials and equipment arc not readily obtainable at the customary supply point and at prices specified in Paragraphs I and 2 of this 
Section HI because of national emergencies, strikes or other unusual causes over which the Operator has no control, the Operator may charge the 
joint account for the required materials on the basis of the Operator's direct cost and expense incurred in procuring such materials, in making it 
suitable for use, and in moving it to the location, provided, however, that notice in writing is furnished to Non-Operator of the proposed charge prior 
to billing the Non-Operator for the material and/or equipment acquired pursuant to this provision, whereupon Non-Operator shall have the right, 
by so electing and notifying Operator within 10 days after receiving notice from the Operator, to furnish in kind, or in tonnage as the parties may 
agree, at the location, nearest railway receiving point, or Operator's storage point within a comparable distance, all or part of his share of material 
and/or equipment suitable for use and acceptable to the Operator. Transportation costs on any such material furnished by Non-Operator, at any 
point other than at the location, shall be borne by such Non-Operator. If, pursuant to the provisions of this paragraph, any Non-Operator furnishes 
material and/or equipment in kind, the Operator shall make appropriate credits therefor to the account of said Non-Operator. 

4. Warranty of Material Furnished by Operator 
Operator docs not warrant the material furnished beyond or back of the dealer's or manufacturer's guaranty; and in case of defective material, cred
it shall not be passed until adjustment has been received by Operator from the manufacturers or their agents. 

5. Operator's Exclusively Owned Facilities 
The following rates shall apply to service rendered to the joint account by facilities owned exclusively by Operator: 
A. Water, fuel, power, compressor and other auxiliary services at rates commensurate with cost of providing and furnishing such service to the 

joint account but not exceeding rates currently prevailing in the field where the joint property is located. 



I i . Automotive equipment i t rates commensurate with cost of ownership and operation. Such rates should generally bc in line with the schedule of 

rates adopted by the Petroleum Motor Transport Association, nr some other recognized organization, as recommended uniform charges against 

joint account operations and revised from time to time. Automotive rates shall include cost of oil, gas, repairs, insurance, and other operating 

expense and depreciation; and charges shall be based on use in actual service on, or in connection with, the ' joint account operations. Truck 

and tractor rates may include wages and expenses of driver. 

C. A fair rate shall be charged for the use of drilling and cleaning-nut tools and any other items of Operator's ful ly owned machinery or equip

ment which shall be ample to cover maintenance, repairs, depreciation, and lhe service furnished the joint property; provided that such charges 

shall not exceed those currently prevailing in the- field where the joint property is located. Pulling units shall be charged at hourly rates com

mensurate with the cost of ownership and operation, which shall include repairs and maintenance, operating supplies, insurance, depreciation, and 

taxes. Pulling unit rates may include wages and expenses of the operator. 

U. A fair rate shall bc charged for laboratory services performed by Operator for the benefit of the joint account, such as gas, water, core, and any 

other analyses and tests; provided such charges shall not exceed those currently prevailing i f performed by outside service laboratories. 

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

T'. Kates shall bc revised and adjusted from time to time when found to bc either excessive or insufficient. 

IV. DISPOSAL OF LEASE EQUIPMENT AND MATERIAL 
The Operator shall bc under no obligation to purchase interest of Non-Operator in surplus new or secondhand material. The disposition of major 

items of surplus material, such as derricks, tanks, engines, pumping units, and tubular goods, shall be subject to mutual determination by the parties 

hereto; provided Operator shall have the right to dispose of normal accumulations of junk and scrap material either by transfer or sale from the 

joint property. 

1. Material Purchased by the Operator or Non-Operator 
Material purchased by either the Operator or Non-Operator shall be credited by the Operator to the joint account for the month in which the 

material is removed by the. purchaser. 

2. Division in Kind 
Division of material in kind, i f made between Operator and Non-Operator, shall bc in proportion tn their respective interests in such material, Each 

party w ii I thereupon be charged individually with the value of the material received nr receivable by each party, and corresponding credits will be 

made by the Operator to the joint account. Such credits shall appear in the monthly statement of operations. 

3. Sales to Outsiders 
Sales to outsiders of material from the joint property shall be credited by Operator to the joint account at the net amount collected by Operator 

from vendee. Any claims by vendee for defective material or otherwise shall bc charged back to the joint account i f and when paid by Operator. 

V. BASIS OF PRICING MATERIAL TRANSFERRED FROM JOINT ACCOUNT 

Material purchased by either Operator or Non-Operator or divided in kind, unless otherwise agreed, shall be 
valued on tbe following basis: 

1. New Price Defined 
New price as used in the following paragraphs shall have the same mc.ining and application t h u .tied above in Section I I I , "Basis of Charges to 

Joint Account." 

2. New Material 
New material (Condition " A " ) , being new material procured for the joint account but never used thereon, at one hundred per cent (100%) of cur

rent new price (plus sales tax if any). 

3. Good Used Material 
Good used material (Condition "B"),.being used material in sound and serviceable condition, suitable for reuse without reconditioning: 

A. At seventy-five per cent (75%) of current new price i f material was charged to joint account as new, or 

B. A t sixty-five per cent (<S%) of current new price if material was originally charged to the joint property as secondhand at seventy-five per 
cent (75%) of new price. 

4. Other Used Material 
Used material (Condition " C " ) , at f i f t y per cent (50%) of current new price, being used material which: 

A. After reconditioning wil l bc further serviceable for original function as good secondhand material (Condition " B " ) , or 

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

5. Bad-Order Material 
Material and equipment (Condition " D " ) , which is no longer usable for its original purpose without excessive repair cost but is further usable for 

some other purpose, shall be priced on a basis comparable with that of items normally used for that purpose. 

6. Junk 
Junk (Condition " l i " ) , being obsolete and scrap material, at pres ailing prices. 

7. Temporarily Used Material 
When the use of material is temporary and its service to the joint account dues not justify the reduction in price as provided in Paragraph 3 B, 

above, such material shall be priced on a basis that wil l leave a net charge to the joint account consistent with the value of the service rendered. 

VI. INVENTORIES 
1. Periodic Inventories, 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 by operators of oil and gas properties. 

Written notice of intention to take inventory shall be given by Operator at least thirty (JO) days before any inventory is to begin so that Non-

Operator may be represented when any inventory' is taken. 

Failure of Non-Operator to be represented at an inventory shall bind Non-Operator to accept the inventory taken by Operator, who shall in that 

event furnish Non-Operator with a copy thereof. • 

2. Reconciliation and Adjustment of Inventories 
Reconciliation of inventory with charges to the joint account shall bc made by each party at interest, and a list of overages and shortages shall be 

jointly determined by Operator and Non-Operator. 

Inventory adjustments shall be made by Operator with the joint account for overages and shortages, but Operator shall bc held accountable to Non-

Operator only for shortages due to lack of reasonable diligence, 

3. Special Inventories 
Special inventories may be taken, at the expense of the purchaser, whenever there is any sale or change of interest in the joint property; and it shall 

be the duty of the party selling to notify all other parties hereto as quickly as possible after the transfer of interest takes place. In such cases, both 

the seller and the purchaser shall bc represented and shall bc governed by the inventory so taken. 



OIL, GAS AND MINERAL LEASE 
THIS AGREEMENT mid* (ttia_ (to be added) 

(to be added) 
..Aty al. .19. 

Lessor (whether ona or more), «nd 
L*eu*. WITNESSETH. 

(to be addsd) 

L o u t ln con*ld*racion of. _ - _ T n-""-

« y T T 0 0 ) in hand paid, or tn* royam** n*rein proviaaa, ana or in* agreements ot L..»s.e n.r.m nnnuiia, n«i«wr Br"' l t*j 
exclusively u u T U m for th. purpoee of investigating, exploring, prospecting, drilling ind mining for and producing oil, gas and all other mineral), laying pip* lin**, 
building tanks, power stations, telephone lines and other atructurea thereon to produce, «ave, take care of, treat, transport, and own said products. 

employees, th* following described land in 

) in hand paid, of th* royalties herein provided, and of th* agreements of Less** herein contained, hereby grants, leans and let* 
- • ' ' J ' -" J " ' aying pip* lin**, 

and houaing it* 

New Mexico 
.County, XsSsjiC to-wit: Lea 

Ss^EbWaS^^ 

(To Be Added) 
The Horizon belovr 4,000 f?et below the surface of 
the ground from which the abandoned well i s producing 
or last produced and under so much of the Unit Area as 
ir, attributable to sucH v/ell under the apolicable spacing 
order of the Oil Conservation Conmission of Nev/ l.oxico . 

and containing— more or l*aa. In th* *v*nt a reaurvey of said lands shall r*vesl ch* *xistence of *xc*u and/or vacant lands lying adjacanc 
to the land* abov* described and the leaaor, his heirs, or asaigna, ahall, by virtue of his ownership of th* Und* abov* described, hav* preference right to acquire 
•aid « c m end/or vacant land*, then in that event thit leaae ahall cover and include all auch excesa and/or vacant lands which the lessor, lus heirs, or assigns, 
•hill hav* th* preference right to acquire by virtu* of his ownership of th* lands abov* described as and when acquired by the leasor; and th* leaaee ehall pay th* 
feasor for such exeeas and/or vacant lands at th* aam* rat* p*r acr* aa th* cash consideration paid for th* acr**g* h*r*inabov* mentioned. 

2. Subject , to th* oth*r provisions herein contained, thia leas* shaU be for a term of P H | L _ . _ years from this dat* (called "primary t*rm") and aa long 
thereafter aa oil, gaa or other mineral ia produced from said land hereunder, I TOBl a n y W e l l h e r e t o f o r e O r h e r e a f t e r d r i l l e d . 

} . Th* royalties to b* paid Lessor are: (a) on oil, one-eighth of chat produced and saved from said land, th* eame to b* delivered at th* walls or to th* 
credit of Lessor Into th* pip* lin* to which th* w*ll* may be connected; Leaae. may from tim* to om. purchaa* any royalty oil in its posaaasion, paving th* market 
price thereof prevailing for th* field when produced on th* dat* of purchase; (b) on gas, including casinghead gaa or other gaseous eubsunce, produced from aaid 
land and sold or used off th* premises or in tha manufacture of gasoline or other product therefrom, the market value at th. well of one-eighth of th* gaa sold or und, 
provided that on gaa *old at the wailla tha royalty shall be one-eighth of th* amount realized from such sal*: wh*r* gas from a well producing gas only is not sold or 
used. Lessee may pay aa royalty 150.00 per wall per year, and upon such payment it will ba considered that gas is being produced within th* meaning of Para
graph 2 hereof) and (c) all othor minerals mined and marketed, one-tenth either in kind or value at th* w*H or min*, at Leaaee a election, except that on sulphur th* 
royalty ahall b* fifty rente (50e) p«r long ton. Lessor to have gas free of cost from any such w*ll for all stoves and all inside lights in the principal dwelling on 
aaid land during th* same dm*, by making Uaaor'a own connection, with th* well at lessor's own risk and expenee. L*sa** ahall hav* free uae of oil, gaa, coal, wood and 
water from said land, except wator from lessor's wells, for all oparattona hereunder, and th* royalty on oil, ga* and coal shall be computed after deducting any so used. 

LLrtiutrr,T*rmliiaJj::*a:3u„bulh parlies.. X 

..Bank at. 
accuser, ar* Leaaor'a agent anf ahaU continue aa th* depository for all rentals payable hereunder regardless oi changes jru;owt»*ehip"of said land or th* rental I 

>• sum of Dolls r 

_ ) , (h*r*in called rentals), which ahall cow th* prinlf^g^F^&furing commencement of drilling operation* for a period of tw*l i 
12) months. In lik* mariner and upon like payments or tenders annujUv--«ha^ommenc«m«nt of drilling operations may be further deferred for successive perio I 
f twain (12) months each during the primary term. Th* p,»ya«ntor-tender of rental may b. mad. by th* check or draft of Lata** mailed or delivered to sa t 
>ank on or bafor* auch dat* of payment. If such bsjik-^orrrnr successor bank) should fail, liquidate or.b* succeeded by another bank, or for any reason fail 
•fus* to accept rental, Less** shall not b. J_>lcfcin default for failure to make auch payment or tender of rental until thirty (30) day* after Lessor shall deliver 
..ssee a proper recordable inauuuiMr^tariung another bank as agent to receive auch payments or t*nd*r*. The down- cash payment ia consideration for this lea i 
etording to its terms tpil-fkttt'-nai"ht allocated as mere rental for a period. Leasee may at any lima execute and deliver to Lessor or ro the depository above nam « 
>r plse» of^fosdol^maae* or releases covering any portion or portiona of th* abov* described premises and thereby surrender this l«a**~a* th. such.portion or p l 
ions jj«fcb«:Tr»Iieved of all obligations as to the acreage surrendered, and thereafter the rentala payable hereunder shall b* reduced in th. proportion that th. acreag 

3Wisui-hetsby ta rwliiced-by aaid-r«i*a»y or wlaana.••- r-:.^."r..^--^fTr»=t^-a^.^.^;-^.-: = .• — .-_ ... t 
drill • dry hoi* or hole* thereon, or If after diacovery of oil or gas th* production thereof 
n u u n m additional drilling or re-working oparattona within eixty (60) days thereafter m 
^̂ tstideâ Bf-̂ Tatttmls -on 'ae''b9f9n'it»»^9wnui^aymar-dMX* nssT-anantng afmr th* *rpli iilius-sxf 

>. If prior eo discovery of oil or gas on ssid land Leaaee should _ 
ehould caaa. from any caus*, thia Ins . shall not terminal, if L*sne commence! 
(If fr h* wirhin Th* -primary term) c<OTirs*w«»gga)rewuma*~ato^>^ 

—w-w AMB.W w w *i i • w ie saw mm M l . l t vtas^sisiwi* t»« SA. IIUI we> a, v - v . vaa*4BBaa} v | i * . B H V i a * W H w*w*e>| waa*. e>v*Mw a***a»*i • - • —- ——. .w-^p. — w — — _ m , ' 

caaa tion of mora than thirty (30) eonncutiv* days, and if they result in th* production of oil, gss or other minerals so long thereafter ss oil, gaa or other mineral 
is produced from aaid land, 

6. Laaa.. ahall have th* right at any time during or after th* expiration of this laaa. to r*mov. all property and fixture, placed by Lessee on said land, Includ
ing th* right to draw and remove all easing without tha consent of Leaaor. When required by Lessor, LessM will bury pip* linn b.low ordinary plow depth. 

7. Th* Leans agrees to promptly pay to the owner thereof any damages to crops, or improvements, caund by or resulting from any operations of Leuee. 
S. Th* rights of either party hereunder may ba assigned in whole or in part and th* provisions hereof shall extend to th* heire, successors and assigns, but no 

change or divisions in ownership of ths land, or royalties, however accomplished, shall operate to enlarge ch* obUgationa or diminish tha rights of Lean*. 
No nl* ot assignment by Luaor shall ba binding on Leuee until L u n a shall b* furnished with a certified copy of recorded instrument evidencing um*. 
nf njjigiuaMi^^^ 

b^ami. rorid«d to ror«itr h«T*nnd«rr l ^ s s « - a u ^ 
diialgisaUJMJ lit agant ssr~s*nj»t*g payment lof^BsV 

9. Th* breach by Leaaee of any obligation ariaing hereunder ahall not work a forf.itur. or terminetion of this I n n nor cause a termination or reversion of the 
•Mac* created hereby, nor ba grounds for cancellation hereof, in whole or in part, aav* aa herein axpreeely provided. If at any tim* it ahall ba determined by judicial 
aacertsinmant that Lean* ie obligated or required to drill a well or walls upon th* leased premins, Leeau shall have nln.ty days *fwr such judicial determination within 
which to commence th* drilling of auch well or wells. 

10. Leaaor hereby wnoia^n i t u difm*1 ilie iiit* li aaii-iano^anal agrees that Lean* at Its option may discharge any ux, mortgage or other lien upon 
nid land and in event L U S H doss so, tc shall b. aubrogatad to such lien with th* right to enforce nm* and apply isiinl l-royaltlaa accruing hereunder toward 
ndafying aam*. Without impairment of Leuee's rights under che warranty in (vent of failure of ritU, ic is agrnd chat if Lessor owns a leu interest in th* abov* 
daacribad land than th. antir* undivided fe* simpl* .slat, therein, then th* royalties mil iminle to b* paid Luaot shall b* only in ch* proportion that hie interest 
bmra to th* whol* and undivided fee. 

Wirneu out hands and ante on this . _. -day of.. 19 

WITNESSES: ..(L. S.) 

..(L. S.) 

..(L. S.) 

JCLS.) 
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