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February 25, 1966 

Warren American O i l Company 
P. 0. Box 971 
Midland, Texas 

BEFORE EXAMINER 1 

OIL CONSERVATION CO, 

^ y ^ E X H I B I T N O . _ ' " A 

CASE NO. y 5 7 7 - V ^ 7 # 

Re: Second Amendment Letter To 
Operating Agreements Dated 
1-12-65 and 6-30-65 
Roosevelt & Chaves Counties, 
New Mexico 

Gentlemen: 

Whereas Champlin Petroleum Company, hereinafter referred to as "Champlin" 
and Warren American Oil Company, hereinafter referred to as "Warren", have 
heretofore executed two operating agreements covering certain lands i n 
Roosevelt and Chaves Counties, New Mexico and Whereas both Champlin and 
Warren are desirous of amending the two operating agreements to extend 
and cover additional lands presently subject to the two operating agree
ments, i t i s agreed that each operating agreeirent hereinafter set out i s 
hereby amended as to the following particulars, to-wit: 

1. Operating agreement dated January 12, 1965, between Champlin 
as "Operator" and Warren as "Non-Operator", being Champlin 
Document Reference D-57.1-1 and Classified File No. 1-60.5U0 
and covering ihe exploration, development and operation of 
a l l of Section 32, T-7-S, R-33-E, Roosevelt County, New Mexico 
and a l l of Section 5, T-8-S, R-33-E, Chaves County, New Mexico 
i s hereby amended to extend and cover the following additional 
lands as to a l l formations: Lots 3 & k and S/2 NW/U and SE/k 
of Section 5j NW/U SE/U and SW/I4 of Section 16 j S/2 of Section' 
17} S/2 NE/U and SEA of Section 18 and Lots 1 & 2, E/2 NW/U 
and NE/u of Section 19, a l l i n T-7-S, R-33-E, N.M.P.M., Roose
v e l t County, New Mexico and SW/U NE/U of Section 2; S/2 SW/U 
of Section i i and NW/I4. NW/U of Section 23, a l l i n T-8-S, R-33-E, 
N.M.P.M., Chaves County, New Mexico and SE/U NEA and SE/U NWA 
of Section 1, T-8-S, R-32-E, N.M.P.M., Chaves County, New Mexico 
and E/2 of Section 25 and E/2 SW/U of Section 36, a l l i n T-7-S, 
R-32-E, N.M.P.M., Roosevelt County, New Mexico. 

2. Operating agreement dated June 30, 1965, between Champlin as. 
"Operator" and Warrenas "Non-Operator", being Champlin Classified 
F i l e No. 1-60.573 and covering the exploration, development and 
operation of the NW/U NE/U, NW/U NWA, S/2 N/2, S/2 of Section 
29; and E/2 of Section 30, a l l i n T-7-S, R-33-E, Roosevelt 
County, New Mexico is hereby amended to extend and cover the 
following additional lands as to a l l formations: E/2 NE/U of 
Section 8, T-8-S, R-33-E, N.M.P.M., Chaves County, New Mexico. 



Except as herein expressly amended and amended by letter agreement dated 
October 1, 1965, said operating agreements above described as originally 
written and executed shall be fu l l y effective. 

I f the foregoing amendments are acceptable to you, please return three 
copies of this letter signed, and dated in acceptance by you to Champlin 
Petroleum Company, P. 0» Box 1797, Midland, Texas. 

Very truly yours, 

SENIOR vo mzvrn 
DHFrml 

ACCEPTED THIS fS y h DAY OF 

WARREN AMERICAN OIL COMPANT 

Ma rc A , 1966. 



Q/ici+nfiUft. T^etf-erteusn C^<j+nfiatty 

P. O. BOX 1 7 9 7 

M I D L A N D . T E X A S 7 9 7 0 1 

October 1 , 1565 

Warren American Oi l Company 
P. 0. Sox 971 
Kidl&nd, Texas 

Be i Amendment Letter To Operating 
Agreements dated 1-12-05 h 6-30-t>! 
Roosevelt and Chaves Counties, ft. 

Gentlemen s 

I .herons Champlin Petroleum Cox-;any, hereinafter referred to as "Champlin", and 
Warren American O i l Company, hereinafter referred to as "Warren**, have hereto
fore executed two operating arrreenents coverir^ certain lands i n Roosevelt and 
Chaves Counties, tiev Mexico and the re as both Champlin ani Warren are dssirous 
of amending the two operating asreesssnts, i t i s 'agreed that each acreeiaent 
hereinafter set out i s hereby amended as to the following part iculars, to-wits 

1 . Operating Agreement dated January 12, 1965, between Champlin 
as "Operator" and Warren as "--ton-Operator", being Chanolin 
Document iiefereoee D-57.1-1 and Classified File :.o. 1-60.SUO 
and covering the exploration, aavelomoent and operation of 
a l l of Section 32, T-7-3, .i-33-S, ioosevelt County, iew liexico, 
and a l l of Section 5, T-d-S, 3-33-E, Chaves County, i;«w > exico, 
i s hereby amended as to Paragraph h , Section i l l , Combined 
Fixed Hates, under Exhibit "0 a , "Accounting Proceduro", with 
the amended Combined Vlxad Hates being made e f fec t ive as of 
Harch 20, 1965» end which rates shal l be as now shown on tiie 
Exhibit "CM attached hereto and made a part hereof and a part 
of said Operating Agreement dated January 12, 1965 &s above 
described. 

2* Operating Agreement dated June 30, 1965j between Chasplin as 
"Operator" and Warren as "iton-Operator", being Champlin 
Classified File No. 1-60.573 and covering the.exploration, 
development end operation of the lf*4Stf*, si'wS» $} 
of Section 29} and of Section 30, a l l i n T-7-5, ii—33— »̂ 
Roosevelt County, New Mexico, is hereby amended as to Para
graph h t Section I I I , Combined Fixed Rates, under Exhibit 
WC*», "Accounting Procedure", with the amended Combined itates 
being rsade e f fec t ive aa of June 30, 19o5, and which rates 
shal l be as now shown on the l .xhib i t WCD attached hereto and. 
made a part hereof and a part of said Operating Agreement 
dated' June 30, 1965 as above described. 

Except as herein expressly amended, said operating agreements above described 
as o r ig ina l ly wr i t t en and executed shal l be f u l l y e f f ec t ive . 
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I f tho foregoing amendments are acceptable tc you, please return three copiea 
of this l e t t e r signed and dated i n acceptance by you to Champlin Petroleum 
Company, P. 0. Box 1797, Midland, Texas. 

Very t r u l y yours, 

CHAMPLIN reTAGLEUM COKPASI 

By 

SENIOR VICE PRESIDENT. 

ACCEPTS AMD A0i£E3 TO THIS 

day of ^ c / / ' / ^ / ^ \ 1965 

WABBEff AMERICAS OIL CCHPAST 



LND. 31 11-57 

OPERATING AGREEMENT 

DATED 

January 12 , i<? 65 

by .nd between CHAMPT.TN PflTROT.KITH n f K P A N Y Operator. 

-nd , WARREN AMERICAN OTT, COMPANY 

, Non-Operator. 

Roosevelt and Chaves Coun^es, New- Mexico state. 



LND. 31 11-57 

O P E R A T I N G A G R E E M E N T 

T H I S A G R E E M E N T , en te red i n to as o f th is 1 2 - t h day o f J f i m i a r y 

between CHAMPLIN PETROLEUM CQHPANX 
he re ina f t e r des i gna ted as " O p e r a t o r " , and the s igna to ry par t ies o the r than O p e r a t o r . 

W I T N E S S E T H T H A T : 

W H E R E A S , t he par t ies to th is a g r e e m e n t are owners o f o i l and gas leases cove r i ng and , i f so i nd i ca ted , unleased minera l interests in the 
t rac ts o f l and d e s c r i b e d in Exhibit " A " , and al l par t ies have reached an a g r e e m e n t t o exp lore and deve lop these leases and interests fo r o i l 
a n d gas t o t he ex ten t and as he re ina f te r p r o v i d e d ; 

N O W , T H E R E F O R E , i t is a g r e e d as fo l l ows : 

I . D E F I N I T I O N S 

A s used in th is ag reemen t , t he f o l l o w i n g words a n d terms shall have the mean ings here asc r i bed t o t h e m . 

( 1 ) The wo rds " p a r t y " and " p a r t i e s " shall a lways mean a pa r t y , o r par t ies , t o th is a g r e e m e n t . 

( 2 ) The par t ies t o th is a g r e e m e n t shall a lways be re fe r red t o as " i t " or " t h e y " , whe ther the par t ies be c o r p o r a t e bod ies, par tnersh ips , 
associat ions, or persons rea l . 

( 3 ) The t e r m " o i l and gas" shall i nc lude o i l , gas, cas inghead gas, gas condensa te , and all o the r l i qu id or gaseous hyd roca rbons , unless an 
i n ten t t o l im i t the inclusiveness o f th is t e rm is spec i f i ca l l y s t a t e d . 

( 4 ) The t e r m " o i l and gas in te res ts " shall mean unleased fee a n d minera l in terests in t rac ts o f land ly ing w i th in the Un i t A r e a wh ich are 
o w n e d b y par t ies t o th is a g r e e m e n t . 

( 5 ) The t e r m " U n i t A r e a " shall re fe r t o and i nc l ude all o f the lands , o i l and gas leasehold interests and oi l and gas interests i n t e n d e d 
t o be d e v e l o p e d and o p e r a t e d f o r o i l and gas purposes unde r th is a g r e e m e n t . Such lands, oi l and gas leasehold interests and o i l 
and gas interests are d e s c r i b e d in Exhib i t " A " . 

( 6 ) The t e r m " d r i l l i n g u n i t " shal l mean the area f i xed fo r the d r i l l i n g o f one we l l by o rde r o r ru le o f any state or f ede ra l b o d y hav ing 
a u t h o r i t y . I f a d r i l l i ng un i t is no t f i xed b y any such rule or o r d e r , a d r i l l i n g un i t shall be the d r i l l i ng un i t as establ ished by the p a t 
t e rn o f d r i l l i ng in the U n i t A r e a or as f i xed by express a g r e e m e n t o f t h e par t ies . 

( 7 ) A l l exh ib i ts a t t a c h e d t o th is a g r e e m e n t are m a d e a p a r t o f t h e c o n t r a c t as fu l l y as t h o u g h c o p i e d in fu l l in the con t rac t . 

{ 8 ) The wo rds " e q u i p m e n t " a n d " m a t e r i a l s " as used here are synonymous and shall mean a n d i nc l ude al l o i l f i e ld suppl ies and personal 
p r o p e r t y a c q u i r e d f o r use in the U n i t A r e a . 

2 . T ITLE E X A M I N A T I O N , LOSS O F LEASES A N D O I L A N D G A S INTERESTS 

19-65. 

A. TITLE EXAMINATION: 

Purchase of abstracts, t i t l e examination, and t i t l e curative work shall be 
agreed upon by the parties hereto from time to time and shall be a t the j o i n t 
cost of the parties hereto. A copy of examining attorneys' opinion shall be 
sent to each party immediately af ter such opinions are received. 

8. Fa i lure o f T i t l e : 

Shoufd a n y o i l and qas lease, o r in teres t t he re in , b e lost t h r o u g h f a i l u r e o f t i t l e , th is a g r e e m e n t shall, nevertheless, con t i nue in fo rce as t o 
a l l r e m a i n i n g leases and Interests, a n d 

( I ) The p a r t y whose lease o r i n te res t is a f f e c t e d b y the t i t l e f a i l u r e shall b e a r a lone the e n t i r e loss and i t shall not be e n t i t l e d t o re-



cover f r o m O p e r a t o r or the o ther par t ies any d e v e l o p m e n t o r o p e r a t i n g costs wh ich i t may have t he re to fo re p a i d , b u t there shall 
be no m o n e t a r y l i ab i l i t y on its p a r t t o the o ther part ies h e r e t o by reason o f such t i t le f a i l u r e ; a n d 

(2 ) There shall be no re t roac t i ve ad jus tmen t o f expenses i n c u r r e d or revenues rece i ved f r o m the o p e r a t i o n of tho interest wh ich has 
been lost, b u t the interests o f the par t ies shall be revised on an a c r e a g e basis, as of the t ime i t is d e t e r m i n e d f ina l ly t ha t t i t l e fa i l 
ure has o c c u r r e d , so t h a t the in terest o f the p a r t y whose lease or i n t e r e s t is a f f e c t e d by the t i t l e fa i lu re wi l l t he rea f te r be reduced 
in the U n i t A r e a by the am oun t o f the in te res t lost ; and 

( 3 ) I f the p r o p o r t i o n a t e interests o f the o ther par t ies hereto in a n y p r o d u c i n g we l l t h e r e t o f o r e d r i l l ed on the 'Un i t A rea is increased by 
reason o f the t i t l e fa i lu re , the p a r t y whose t i t l e has f a i l e d shal l rece ive t h e p roceeds a t t r i b u t a b l e t o the increase in such interests 
(less o p e r a t i n g costs a t t r i b u t a b l e t h e r e t o ) unt i l i t has been r e i m b u r s e d f o r un recove red costs p a i d by i t in connec t i on w i th such 
we l l ; and 

( 4 ) Should any person not a p a r t y t o th is ag reement , who is d e t e r m i n e d t o b e t he owner o f any in teres t in the t i t l e which has f a i l ed , 
pay in any manner any p a r t o f the cost of ope ra t i on , d e v e l o p m e n t , o r e q u i p m e n t , or e q u i p m e n t prev ious ly pa id under this ag ree
ment , such a m o u n t shall be p r o p o r t i o n a t e l y p a i d to the p a r t y or pa r t i es h e r e t o who in the f i rs t instance pa id the costs wh ich are so 
r e f u n d e d ; a n d 

(5 ) A n y l i ab i l i t y t o a c c o u n t t o a t h i r d p a r t y f o r p r i o r p r o d u c t i o n o f o i l a n d gas wh ich arises by reason o f t i t l e fa i lu re shall bo borne by 
the par t ies in the same p ropo r t i ons in wh ich they shared in such p r i o r p r o d u c t i o n . 

C . Loss o f Leases fo r Causes O t h e r Than T i t l e Fa i lu re : 

tf any lease or in te res t sub jec t to this a g r e e m e n t be lost t h r o u g h fa i lu re t o d e v e l o p or because express or i m p l i e d covenants have not 
been p e r f o r m e d , or i f any [ease be p e r m i t t e d t o expi re at the end o f its p r i m a r y t e r m , or i f any lease or in terest there in is lost due to the 
f a c t t h a t the p r o d u c t i o n t h e r e f r o m is shut in by reason o f lack o f ma rke t , t he loss shall not be cons idered a fa i lu re o f t i t le and all such 
losses shall be j o i n t losses and shall be bo rne by all par t ies in p r o p o r t i o n t o t h e i r in terests and the re shall be no read jus tment o f interests in 
t he U n i t A r e a . 

3. UHLCAGCD O I L A N D C A S IMTCflCSTS. 

' I f any p a r t y cwna an un lea jnd u i l and gas in te res t in t h i U n i t A r e a , t h o t i n t e r e s t shall bo t r o a t o d for tho purpeco of thie aq roomgnt u 
i f i t were a leased i n t t r m l under t i n . fo rm o f a i l and q m I t a i e a t t a c h e d as C ih i ' o i t " B " ond for tho p r imary to rm thoro in o ta tod . As to such 

- i w t o r o i t i i the ownof aha ii roeei'i'e royo l ty on p r o d u c t i e n as p r m e r i b a d in the Serm a f o i l and qao looso o i t o o h o d heroto as E » h i h i t " " B " . SuaW 
p i r t y shall, howovor, bo oubjoot to all o f tho provis ions of this o g r o e m o n t r e l a t i n g t o iosoooa, to tho oi i tont t ha t It owns tho losaoo in to roa^ 

4 . INTERESTS O F PARTIES 

Exhib i t " A " lists a l l o f the par t ies , and t h e i r respect ive p e r c e n t a g e or f r a c t i o n a l in terests unde r this ag reemen t . Unless changed by o ther 
prov is ions, all costs and l iab i l i t i es incu r red in ope ra t i ons under th is c o n t r a c t shal l b e b o r n e and p a i d , and al l e q u i p m e n t and mater ia l acqu i red 
in opera t i ons on the U n i t A r e a shall be o w n e d , by the part ies as t he i r interests a r e g i v e n in Exhib i t " A " . A l l p r o d u c t o n o f o i l and gas f r om 
the U n i t A r e a , sub jec t t o t he p a y m e n t o f lessor's royal t ies, shall also b e o w n e d b y t h e par t ies in the same manner . 

I f any oi l and gas lease cove red by this a g r e e m e n t is sub jec t t o an o v e r r i d i n g r o y a l t y , p r o d u c t i o n payment , or o ther charge over and 
above the usual one -e i gh th ( l /g) roya l t y , the p a r t y c o n t r i b u t i n g t h a t lease shal l assume and a lone bear all such excess ob l i ga t i ons and shall 
a c c o u n t fo r t h e m t o t he owners t h e r e o f o u t o f its share o f the w o r k i n g i n te res t p r o d u c t i o n of the Un i t A r e a . 

5. O P E R A T O R O F U N I T 

CHAWPT.TN PETROLEUM COMPANY shall be the 
O p e r a t o r o f the U n i t A r e a , and shall c o n d u c t and d i r e c t and have f u l l c o n t r o l o f a l l ope ra t i ons o n the Un i t A r e a as p e r m i t t e d and requ i red 
by, a n d w i th in the l im i ts of, this a g r e e m e n t . I t shall c o n d u c t all such o p e r a t i o n s i n a g o o d and workmanl ike manner, b u t i t shall have no l ia
b i l i t y as O p e r a t o r to the o ther par t ies fo r losses susta ined, or l iab i l i t ies i n c u r r e d , e x c e p t such as may resul t f r o m gross neg l igence or f r o m 
b r e a c h o f the prov is ions o f th is a g r e e m e n t . 

6. E M P L O Y E E S 

The number o f emp loyees and the i r se lec t ion, and the hours o f l abo r and t h e c o m p e n s a t i o n f o r services p e r f o r m e d , shall be de te rm ined 
by O p e r a t o r . A l l emp loyees shall be the emp loyees o f O p e r a t o r . 

7. T E S T W E L L 

fficient onnafTion 

O n or be fo re the 1 s t - d a y . o f F e b r u a r y ^ J ? ^ ^ , . . . O R g r a i o r shalLcpmm—ncA the drJJiinq ,p f J wel l f o r o i l and 
gas at the following location: S E NE Or 1V&U' r'NL & 6 6 0 ' F E L O l S e C , 3 2 , T - 7 - 5 , R - 3 3 - E 

Roosevelt,County, New Mexico 

iod.pheane\erelfe ^ ufu^ly^valu h

a

3tJe e l ,^ te h 

^ ^ i ? ^ ? a y ^ e ^ o r ^ ? t h ^ ^ p ? a c ^ i ? a ^ y ^ i i p e n e t i ? ^ ' ' s u b s t a n c e is e n c o u n t e r e d a t a lesser d e p t h or unless al l pa r t ies agree to c o m p l e t e the welt 
a t a lesser d e p t h . 

O p e r a t o r shall malce reasonable tests o f a l l fo rmat ions encoun te red d u r i n g d r i f t i n g wh ich g a v e i n d i c a t i o n o f con ta i n i ng oi l and gas in 
quan t i t i es su f f i c ien t to test , unless this a g r e e m e n t shall be l im i ted in its a p p l i c a t i o n t o a spec i f i c f o r m a t i o n or fo rmat ions , In wh ich event 
O p e r a t o r shall be r e q u i r e d t o test on ly the f o r m a t i o n or fo rma t ions t o wh ich th i s a g r e e m e n t may a p p l y . 

I f in O p e r a t o r ' s j u d g m e n t t he wel l w i l l n o t p r o d u c e oi l o r gas in p a y i n g q u a n t i t i e s , and i t wishes t o p l u g and abandon the test 
as a d r y , hole, i t shall f i r s t secure t he consent o f al l par t ies to the p l u g g i n g , a n d t h e wel l shal l t hen be p l u g g e d and a b a n d o n e d as 
p r o m p t l y as poss ib le . 



8. C O S T S A N D EXPENSES 

Except as herein o therwise spec i f i ca l l y p r o v i d e d , O p e r a t o r shal l p r o m p t l y pay and d ischarge all costs and expenses incu r red In 
the d e v e l o p m e n t and o p e r a t i o n o f the Un i t A r e a pu rsuan t t o th is a g r e e m e n t and shall charge each o f the part ies hereto w i th the i r 
respec t i ve p r o p o r t i o n a t e shares u p o n the cost and expense basis p r o v i d e d in t he A c c o u n t i n g Procedure a t t a c h e d hereto and marked 
Exhib i t " C . " If any provis ions o f Exhib i t " C " should b e incons is ten t w i t h any p rov is ion con ta ined in the b o d y o f this ag reemen t , the 
prov is ions in the b o d y o f this a g r e e m e n t shall p r e v a i l . 

O p e r a t o r , a t its e lec t i on , shall have the r i g h t f r o m t ime t o t i m e t o d e m a n d and receive f r om the o the r par t ies p a y m e n t in advance 
o f the i r respect ive shares o f the es t ima ted am oun t o f the costs t o be i n c u r r e d , in ope ra t i ons hereunder du r i ng the next succeed ing month , 
wh ich r i g h t may be exercised on ly by submission t o each such pa r t y of an i t em ized s ta temen t of such. es t ima ted costs, t o g e t h e r w i th 
an invo ice fo r its share the reo f . Each such s ta temen t a n d invo ice f o r t he p a y m e n t in advance o f es t ima ted costs shall be submi t t ed on or 
b e f o r e the 20 th day o f the next p r e c e d i n g m o n t h . Each pa r t y shal l pay t o O p e r a t o r its p r o p o r t i o n a t e share o f such est imate w i th in f i f t e e n 
(15) days a f t e r such es t imate and invo ice is r ece i ved . If any p a r t y fa i ls to pay its share o f said es t imate w i th in said t ime, the amoun t 
due shall bear in terest at the ra te o f six pe rcen t ( 6 % ) pe r annum unt i l p a i d . Proper ad jus tmen t shall be made month ly between advances 
and ac tua l cost , t o the end t h a t each p a r t y shall b e a r and pay i ts p r o p o r t i o n a t e share o f ac tua l costs i ncu r red , and no more . 

9. O P E R A T O R ' S L I E N 

O p e r a t o r Is g i ven a f i rs t and p r e f e r r e d l ien on t he in terest o f each p a r t y c o v e r e d by this con t rac t , and in each par ty 's in teres t in 
011 and gas p r o d u c e d and the p roceeds the reo f , a n d u p o n each par ty ' s in teres t in mate r ia l and e q u i p m e n t , t o secure the p a y m e n t o f al l 
sums due f r o m each pa r t y t o O p e r a t o r , 

In the event any pa r t y fa i ls t o pay any a m o u n t o w i n g by i t t o O p e r a t o r as i ts share o f such costs and expense or such advance est imate 
w i th in the t ime l im i t ed f o r p a y m e n t thereo f , O p e r a t o r , w i t h o u t p r e j u d i c e to o t h e r exist ing remedies, is au thor ized, a t its e lec t i on , t o 
co l l ec t f r o m the purchaser or purchasers o f oi l o r gas, the p r o c e e d s accru ing t o the work ing interest or interests in the Un i t A rea of the 
d e l i n q u e n t p a r t y up t o t h e a m o u n t ow ing by such pa r t y , a n d each purchaser o f o i l or gas is author ized t o rely upon O p e r a t o r ' s 
s ta temen t as t o the a m oun t ow ing by such p a r t y . 

In t h e even t o f t he neg lec t or fa i l u re o f any n o n - o p e r a t i n g p a r t y t o p r o m p t l y pay its p r o p o r t i o n a t e p a r t o f the cost and expense 
o f d e v e l o p m e n t and o p e r a t i o n when due, the o the r n o n - o p e r a t i n g par t ies and O p e r a t o r , w i th in th i r t y (30) days a f te r the rend i t i on o f 
s ta tements t h e r e f o r by O p e r a t o r , shall p r o p o r t i o n a t e l y c o n t r i b u t e t o t h e p a y m e n t o f such de l i nquen t indebtedness and the non -opera t i ng 
par t ies so c o n t r i b u t i n g shall be e n t i t l e d to the same l ien r ights os a re g r a n t e d t o O p e r a t o r in this sec t ion . Upon the p a y m e n t o f such 
d e l i n q u e n t o r d e f a u l t i n g p a r t y t o O p e r a t o r o f any a m o u n t or a m o u n t s on such d e l i n q u e n t indebtedness, or upon any recovery on beha l f 
o f the non -ope ra t i ng par t ies under the lien c o n f e r r e d above , t h e a m o u n t or amounts so pa id or recovered shall be d i s t r i b u t e d and pa id 
by O p e r a t o r t o the o ther non -ope ra t i ng par t ies a n d O p e r a t o r p r o p o r t i o n a t e l y in acco rdance w i th the con t r i bu t i ons t he re to fo re made by 
t h e m . 

10. T E R M O F A G R E E M E N T 

This a g r e e m e n t shall remain in fu l l f o r c e a n d e f f e c t f o r as long as any o f t h e oi l and gas leases sub jec ted t o this ag reemen t remain 
or are c o n t i n u e d in f o r c e as t o any p a r t o f the U n i t A r e a , w h e t h e r b y p r o d u c t i o n , extens ion, renewal or o the rw ise ; prn-r idndi hn ' v f r r n - ^ tU» t 
in the event t he f i rs t wel l d r i l l ed hereunder results in a d r y hole a n d no o the r wel l is p r o d u c i n g oi l or gas in_p_aying—e^rtrrTttfTeT^fTom the 
Un i t A r e a , then a t the end o f n inety (90) days a f t e r a b a n d o n m e n t o f the f i rs t t es t w e l l ^ t h j s _ a j y a » i n e i i l ' s i i a l l t e rm ina te unless one or more 
o f the par t ies are then e n g a g e d in d r i l l i ng a wel l o r wel ls p u r s u a n t t o S g c i i a n — h - 2 l ieTebt, or all par t ies have a g r e e d t o dr i l l an a d d i t i o n a l 
wel l o r wells under this ag reemen t , in which even t t h i s _ a q w f t i u u n r shall con t inue in f o r c e unt i l such wel l or wells shall have been d r i l l ed 
and c o m p l e t e d . If p r o d u c t i o n r e s y j l i . Iheiuf iuTt i this a g r e e m e n t shal l con t inue in f o r c e t h e r e a f t e r as i f said f i rs t test wel l had been pro
d u c t i v e i n p a j j i r i c ^ - q j j ^ f r r H T e s T ^ u t i f p r o d u c t i o n in p a y i n g quan t i t i es does no t resul t t h e r e f r o m this ag reemen t shall t e rm ina te at the end o f 
n i m f t y l ^ U ) days a f te r a b a n d a n m a n t o f cuch woil or w o l l i ; I t is a g r e e d , however, t h a t the t e r m i n a t i o n o f th is ag reemen t shall not rel ieve 
any p a r t y he re to f r o m any l i ab i l i t y wh ich has acc rued o r a t t a c h e d p r i o r t o the d a t e o f such t e r m i n a t i o n . 

I I . L I M I T A T I O N O N EXPENDITURES 

W i t h o u t t he consent o f al l part ies ' , ( a ) N o we l l shall be d r i l l e d on t he U n i t A r e a excep t any wel l expressly p r o v i d e d fo r in this 
a g r e e m e n t o r any wel l r e q u i r e d unde r any o f the leases sub jec t h e r e t o and e x c e p t any wel l d r i l l ed pursuant to the provisions o f Sect ion 
12 o f th is ag reemen t , i t be ing unders tood t h a t t he conseM-vto j l the d r i l l i ng o f a we l l shall/Tncfircle consent t o 3 tXB£X£J3EXxexpend i tures in 
the t t a t t o O O S O J D J , c o m D l e t i n a ^ n d . e g u i p p i n g o f JEx /weTI , j®gxd t l><2a®!GQ5>®QG3fo&m. ( b ) N o well shall b a / t e W t i t H r S ^ p ^ g - g e d back or 
d e e p e n e d excep t a w e l l / r e w t i t r e r l , p ragged back o r d e e p e n e d pursuant t o t he p rov i s i ons *a f t - Sect ion 12 o f this agreement , i t be ing 
unde rs tood t h a t the consent to the rework ing , p l u g g i n g back o r d e e p e n i n g o f a we l l s h a / inc lude consent to X i j C O Q Q O t X expend i tu res 
i n / j K x S o O t o O O I K t O C ^ c o m p l e t i n g and e q u i p p i n g o f said wel l t o producej;56XSSXu 1Ca06SEOQ£XXX!3QE?6: ( c ) O p e r a t o r shall 
no t under take any single p r o j e c t reasonably e s t i m a t e d t o r e q u i r e an e x p e n d i t u r e in excess o f Five Thousand Dollars ($5,000.00) excep t 
in connec t i on w i t h a wel l the d r i l l i n g , rework ing , d e e p e n i n g , o r p l u g g i n g back o f wh ich has been prev ious ly au thor ized b y or pursuant to 
this a g r e e m e n t ; p r o v i d e d , however , t h a t in case o f exp los ion, f i r e , f l o o d or o t h e r sudden emergency , whe ther o f the same o r d i f f e r e n t 
na tu re , O p e r a t o r may take such steps and incur such expenses as In its o p i n i o n a r e requ i red t o dea l w i th the emergency and to sa feguard 
l i fe a n d p r o p e r t y , b u t O p e r a t o r shal l , as p r o m p t l y as possible, r e p o r t the e m e r g e n c y t o the o ther par t ies . O p e r a t o r shall, upon request, 
furn ish cop ies o f its "Au tho r i t y f o r Expend i tu res" f o r any s ingle p r o j e c t cos t ing in excess of $5000.00. 

12. O P E R A T I O N S BY LESS T H A N A L L PARTIES 

I f al l the par t ies canno t mutua l l y agree upon t he d r i l l i n g / o 9 r a n y ^ F ^ ' t t i r S 1 S j n i t A r e a X a t X K X S e X X t Q O E C X X X ^ ^ 
j Q O C X K X or u p o n the rework ing , d e e p e n i n g or p l u g g i n g back o f a d r y hole d r i l l e d a t the j o i n t expense o f all par t ies o r a wel l jo in t l y 
o w n e d by all t he par t ies and n o t then p r o d u c i n g in pay ing q u a n t i t i e s on the U n i t A r e a , any pa r t y or par t ies wishing t o d r i l l , rework, 
d e e p e n or p lug back such a we l l may g i ve the o t h e r par t ies w r i t t e n no t i ce o f the p r o p o s e d o p e r a t i o n , spec i f y ing the work to be 
p e r f o r m e d , the l o c a t i o n , p roposed d e p t h , o b j e c t i v e f o r m a t i o n a n d t h e es t ima ted cos t o f the o p e r a t i o n . The par t ies rece iv ing such a not ice 
shall have t h i r t y (30) days (excep t as io / reWSrQi i t f ? p f l r g \ ^ f i g back o r d r i l l i ng d e e p e r , where a d r i l l i ng r ig is on loca t ion , the p e r i o d shall 
be l i m i t e d t o f o r t y - e i g h t (48) hours exclusive o f Sa tu rday or S u n d a y ) a f te r r e c e i p t o f t he no t i ce w i th in wh ich t o no t i f y the par t ies wishing 
t o d o the work whe the r they e lec t t o p a r t i c i p a t e In t h e cost o f t h e p r o p o s e d o p e r a t i o n . Fai lure o f a p a r t y rece iv ing such a no t i ce t o so 
rep ly t o i t w i t h in the p e r i o d a b o v e f ixed shall cons t i t u te an e l e c t i o n by t h a t p a r t y no t t o p a r t i c i p a t e in the cost o f the p roposed 
o p e r a t i o n . 

I f any p a r t y rece i v ing such a no t i ce e lects n o t t o p a r t i c i p a t e in t he p r o p o s e d o p e r a t i o n (such p a r t y or par t ies be ing he rea f te r 
r e fe r red t o as " N o n - C o n s e n t i n g P a r t y " ) , t hen in o r d e r to be e n t i t l e d t o the b e n e f i t s o f th is sec t ion , the p a r t y or par t ies g i v i n g the not ice 
and such o ther par t ies as shall e l e c t t o p a r t i c i p a t e in t h e o p e r a t i o n (a l l such p a r t i e s b e i n g he rea f te r re fe r red t o as the " C o n s e n t i n g 



Par t ies " ) shall, w i t h in t h i r t y (30) days a f t e r the exp i ra t i on o f t h e n o t i c e p e r i o d o f t h i r t y (30) days (o r as p r o m p t l y as possible a f t e r the 
exp i ra t i on o f the not ice p e r i o d o f t h i r t y ( 3 0 ) days (o r as p r o m p t l y as possib le a f t e r the exp i ra t ion o f t h e ' 48-hour p e r i o d where the 
d r i l l i ng r ig is on l oca t i on , as the case may b e ) ac tua l l y c o m m e n c e work on the p r o p o s e d o p e r a t i o n and c o m p l e t e i t w i th due d i l i g e n c e . 

The en t i re cost and risk o f conduc t i ng such opera t ions shall b e b o r n e by the Consen t i ng Parties in the p ropo r t i ons t h a t the i r respect ive 
interests as shown in Exhib i t " A " bear to t h e t o t a l interests o f a l l C o n s e n t i n g Part ies. Consen t i ng Parties shall keep the leasehold estates 
i nvo l ved in such ope ra t i ons f ree and c lear o f all l iens and e n c u m b r a n c e s o f every k ind c r e a t e d by or ar is ing f r o m the opera t ions o f the 
Consen t i ng Part ies. If such an o p e r a t i o n x e s y j k J n 3 , j d r y hole, i h e C o n s e n t i n g Parties shall p l ug and abandon the wel l a t the i r sole cost, 
risk and expense. If any wel l d r i l l ed / reWdr iS rew crgepened or p l u g g e d back under the provis ions o f this sect ion results in a p r o d u c e r o f 
o i l e n d / o r gas in pay ing quan t i t i es , tne C o n s e n t i n g Parties shall (X3QCiX2Q0C3t e q u i p the wel l t o p r o d u c e a t the i r sole cost and risk, and 
the wel l shall then be tu rned over to O p e r a t o r and shall h e p c e r a t e d by i t a t the expense and fo r the a c c o u n t of the Consen t i ng Parties. 
U p o n c o m m e n c e m e n t of opera t ions fo r t h e d r i l l i no /Q ' f ewTEWf l ^y - r f y&en ing or p l u g g i n g back of any such wel l by Consen t i ng Parties in 
acco rdance w i th the provis ions o f this sec t i on , each N o n - C o n s e n t i n g Party shall be d e e m e d to have re l inqu ished to Consen t i ng Parties, 
and t he Consen t ing Parties shall own and be e n t i t l e d to rece ive, i n p r o p o r t i o n to the i r respect ive interests, all o f such N o n - C o n s e n t i n g 
Party's in teres t in the wel l , its leasehold o p e r a t i n g r igh ts , and sha re o f p r o d u c t i o n t he re f rom unt i l the p roceeds or market value the reo f 
( a f t e r d e d u c t i n g p r o d u c t i o n taxes, roya l ty , o v e r r i d i n g roya l ty a n d o t h e r interests payab le o u t o f or measured by the p r o d u c t i o n f r om such 
wel l acc ru ing w i th respect t o such in terest un t i l i t rever ts) shal l e q u a l the t o t a l o f t he f o l l o w i n g : 

( A ) 100% o f each such N o n - C o n s e n t i n g Party 's share o f t h e cost o f any newly a c q u i r e d surface e q u i p m e n t b e y o n d the we l lhead 
connect ions ( i n c l u d i n g , b u t not l i m i t e d to , stock tanks, separa to rs , t reaters , p u m p i n g e q u i p m e n t and p i p i n g ) , plus 100% o f each 
such N o n - C o n s e n i i n g Party's share o f t he cost o f o p e r a t i o n o f t he wel l c o m m e n c i n g w i th f i rs t p r o d u c t i o n and con t i nu ing unt i l 
each such N o n - C o n s e n t i n g Party's re l inqu ished in te res t shall reve r t t o i t under o ther provis ions o f this sect ion, i t be ing ag reed 
t ha t each N o n - C o n s e n t i n g Party's share o f such costs a n d e q u i p m e n t wi l l be t ha t in teres t which wou ld have been cha rgeab le to 
each N o n - C o n s e n t i n g Party had i t p a r t i c i p a t e d in the w e l l f r o m the b e g i n n i n g o f the o p e r a t i o n ; and 

(B) 200%, o f t h a t p o r t i o n o f t he costs and expenses o f d r i l l i n g , rework ing , d e e p e n i n g or p l u g g i n g back, tes t ing and c o m p l e t i n g , 
a f te r d e d u c t i n g any cash c o n t r i b u t i o n s rece ived unde r Sec t i on 24, and 2 0 0 % o f t h a t po r t i on o f the cost o f newly a c q u i r e d 
e q u i p m e n t in the wel l ( t o and i n c l u d i n g the we l l head c o n n e c t i o n s ) , wh ich wou ld have been cha rgeab le t o such Non -Consen t i ng 
Party i f i t had p a r t i c i p a t e d t h e r e i n . 

In t h e case of any r e w o r k i n g / p l 9 g ^ r i g ^ ^ ? t P o ? deeper d r i l l i n g o p e r a t i o n , t h e Consen t i ng Parties shall be p e r m i t t e d t o use, f ree of cost, 
all cas ing , t u b i n g and o t h e r ^ a t t i c r n e n t ip t h e we l l , b u t the o w n e r s h i p of all such e q u i p m e n t shall remain u n c h a n g e d ; and upon a b a n d o n 
men t o f a wel l a f te r sucjr reWwrAg; pr f i rgt j ing back or deeper d r i l l i n g , the C o n s e n t i n g Parties shall accoun t fo r all such e q u i p m e n t t o the 
owners thereo f , w i th each p a r t y rece iv ing i ts p r o p o r t i o n a t e p a r t i n k ind or in va lue. 

W i t h i n sixty (60) days a f te r the c o m p l e t i o n o f any o p e r a t i o n unde r this sec t ion , the p a r t y c o n d u c t i n g the opera t ions fo r the C o n 
sent ing Parties shall furn ish each N o n - C o n s e n t i n g Party wi th an I nven to ry o f the e q u i p m e n t in and connec ted t o the wel l , and an i temized 
s t a t e m e n t o f the cost o f d r i l l i ng , d e e p e n i n g , p l u g g i n g back, t e s t i n g , c o m p l e t i n g , and e q u i p p i n g the wel! fo r p r o d u c t i o n ; or, at its o p t i o n , 
the o p e r a t i n g par ty , in l ieu o f an i temized s t a t e m e n t of such cos ts o f o p e r a t i o n , may submi t a de ta i l ed s ta temen t o f month ly b i l l ings. Each 
m o n t h , t he rea f t e r , du r i ng t he t ime the C o n s e n t i n g Parties are b e i n g re imbu rsed as p r o v i d e d above , the Consen t i ng Parties shall furnish the 
N o n - C o n s e n t i n g Parties w i th an i temized s t a t e m e n t o f all costs and l iab i l i t ies i ncu r red in the o p e r a t i o n o f the wel l , t o g e t h e r wi th a 
s t a t e m e n t of the q u a n t i t y o f o i l and gas p r o d u c e d f r o m i t and t h e a m o u n t o f p roceeds real ized f r om the sale o f the well 's work ing in teres t 
p r o d u c t i o n du r i ng the p r e c e d i n g m o n t h . A n y a m o u n t real ized f r o m t h e sale or o ther d ispos i t ion o f e q u i p m e n t newly a c q u i r e d in connec t ion 
w i th any such o p e r a t i o n wh ich wou ld have b e e n owned by a N o n - C o n s e n t i n g Party had i t p a r t i c i p a t e d there in shall be c red i t ed aga ins t 
the t o t a l un re tu rned costs o f the work done and o f the e q u i p m e n t pu rchased in d e t e r m i n i n g when the in teres t o f such N o n - C o n s e r t i n g 
Party shal l rever t t o i t as above p r o v i d e d ; i f t he re is a c r e d i t b a l a n c e i t shall be p a i d t o such Non -Consen t i ng Party. 

I f a n d when the Consen t i ng Parties recove r f r o m a N o n - C o n s e n t i n g Party 's re l inqu ished in terest the amounts p r o v i d e d fo r above , the 
re l inqu ished interests o f such N o n - C o n s e n t i n g Party shall a u t o m a t i c a l l y reve r t to i t and f r o m and a f te r such reversion such Non -Consen t i ng 
Party shall own the same in teres t in such we l l , the o p e r a t i n g r i g h t s a n d wo rk ing in te res t t h e r e i n , t he mater ia l and e q u i p m e n t in or pe r ta in 
ing t h e r e t o , and the p r o d u c t i o n t h e r e f r o m as such N o n - C o n s e n t i n g Party wou ld have owned had i t p a r t i c i p a t e d in the d r i l l i ng , rework ing , 
d e e p e n i n g or p l u g g i n g back o f said wel l . The rea f te r , such N o n - C o n s e n t i n g Party shall be c h a r g e d w i th and shall pay its p r o p o r t i o n a t e pa r t 
o f t he f u r t he r costs o f the o p e r a t i o n o f sa id we l l in a c c o r d a n c e w i t h the terms o f th is a g r e e m e n t and the accoun t i ng p rocedure schedule, 
Exhib i t " C , " a t t a c h e d he re to . 

N o t w i t h s t a n d i n g the provis ions o f this Sec t i on 12, i t is a g r e e d t h a t w i t h o u t the mu tua l consent o f all par t ies , no wells shall be c o m p l e t e d 
in or p r o d u c e d f r o m a source o f supply f r o m which a well l o c a t e d e lsewhere on t he Un i t A r e a is p r o d u c i n g , unless such wel l con forms 
t o the then-ex is t ing wel l spac ing pa t te rn f o r such source o f s u p p l y . 

T i e provis ions of. th is, sect ion shall have no a p p l i c a t i o n w h a t s o e v e r t o the d r i l l i ng of the in i t ia l test wel l on the Un i t A r e a , b u t shall l-he provis ions o t trws. sect ion shall nave no a p p l i c a t i o n w h a t s o e v e r t o tne a r m i n g o t tne in i t ia l Tesr wen on m e u n i r ^ r e a , DUT snail 
a p p l y t o t h e / S P j f l E W ^ S A j P f i i i n g , or p l u g g i n g back o f the i n i t i a l t es t wel l a f t e r i t has been d r i l l ed to the d e p t h spec i f i ed in Sect ion 7, 

a n d a l l i f i t is, or t he rea f t e r shall p rove to b i » a i ^ J X l n o ' e o r n o n - c o m m e r c i a l we l l , and to al l o ther wells d r i l l ed , reworked , d e e p e n e d , or p l u g g e d 
j j g - j ^ g b a c k / J C X p r o p o s e d to be d r i l l e d y r & T O r ® » , ^ c r e w p e n e d , or p l u g g e d back, upon the U n i t A r e a subsequent t o the d r i l l i ng o f the in i t i a l test 

13. R I G H T T O T A K E P R O D U C T I O N I N K I N D 

Each pa r t y shall take in k ind or separa te ly d ispose o f its p r o p o r t i o n a t e share o f al l o i l a n d gas p r o d u c e d f r o m the Un i t A r e a , exclu
sive o f p r o d u c t i o n wh ich may be used in d e v e l o p m e n t and p r o d u c i n g opera t ions and in p r e p a r i n g and t r ea t i ng oi l f o r marke t ing purposes 
and p r o d u c t i o n unavo idab l y lost. Each p a r t y shall pay or de l i ve r , o r cause to be p a i d or de l i ve red , al l roya l t ies, ove r r i d i ng royal t ies, or 
o t h e r payments due on its share o f such p r o d u c t i o n , and shall h o l d t h e o ther par t ies f ree f r o m any l i ab i l i t y t he re fo r . A n y extra expend i tu re 
i n c u r r e d in the tak ing in k ind or separate d i spos i t i on by any p a r t y o f its p r o p o r t i o n a t e share o f the p r o d u c t i o n shall be borne by such pa r t y . 
Each p a r t y shall execute al l d iv is ion orders a n d con t rac ts o f sale p e r t a i n i n a t o its in teres t in p r o d u c t i o n f r o m the Un i t A r e a , and shall be 
e n t i t l e d t o receive p a y m e n t d i r e c t f r o m the purchaser o r purchasers t h e r e o f for i ts share o f ai l p r o d u c t i o n . 

In t h e event any pa r t y shall f a i l t o make t he a r rangements necessary t o take in k ind or separa te ly d ispose o f its p r o p o r t i o n a t e share 
o f t he o i l and gas p r o d u c e d f r o m ihe U n i t A r e a , O p e r a t o r shal l have the r i g h t , sub jec t to revoca t ion a t wi l l by the par ty own ing i t , b u t 
not t h e o b l i g a t i o n , t o purchase such oi l and qas or sell i t to o t h e r s f o r the t i m e b e i n g , at not less than the marke t p r i ce p reva i l i ng in the 
area, wh iah shall in no even t be less than t h e p r i ce wh ich O p e r a t o r rece ives fo r i ts p o r t i o n o f the o i l and qas p r o d u c e d f r o m the Un i t A r e a . 
A n y such purchase or sale by O p e r a t o r shal l be sub jec t always t o t h e r i g h t o f t he owner o f the p r o d u c t i o n t o exercise at any t ime its 
r i g h t t o take in k ind , o r separa te ly d ispose o f , its share of all o i l a n d gas n o t prev ious ly de l i ve red to a purchaser . N o t w i t h s t a n d i n g the 



f o r e g o i n g , O p e r a t o r shall not make a sale i n to i n te rs ta te commerce o f any o ther pa r ty ' s share o f gas p r o d u c t i o n w i t h o u t f i rs t g i v ing such 
o the r pa r t y sixty (60) days no t i ce o f such i n t e n d e d sa le . 

14. A C C E S S T O U N I T A R E A 

Each pa r t y shall have access t o t he 'Un i t A r e a a t al l reasonable t imes, a t its sole risk, t o inspect or observe opera t ions , and shall 
have access a t reasonable t imes t o i n f o r m a t i o n p e r t a i n i n g t o the d e v e l o p m e n t or o p e r a t i o n thereo f , i nc lud ing O p e r a t o r ' s books and records 
re la t ing t he re to . O p e r a t o r shall , u p o n request , fu rn ish each o f the o ther par t ies ' w i t h copies o f all d r i l l i ng repor ts , well logs, tank tab les , 
da i l y g a u g e and run t ickets a n d repor ts o f stock on hand a t the f i r s t o f each m o n t h , and shall make ava i lab le samples of any cores or 
cu t t i ngs taken f r o m any wel l d r i l l e d on the Un i t A r e a . 

15. D R I L L I N G C O N T R A C T S 

A l l wells d r i l l ed on the Un i t A r e a shall be d r i l l e d on a c o m p e t i t i v e c o n t r a c t basis at the usual rates p reva i l i ng in the area. O p e r a t o r , 
i f i t so desires, may emp loy its o w n tools and e q u i p m e n t in the d r i l l i ng o f wells, b u t its charges the re fo r shall not exceed the p reva i l i ng 
rates in the f i e l d , and the ra te o f such charges shall be ag reed u p o n by the par t ies in w r i t i n g be fo re d r i l l i ng opera t ions are c o m m e n c e d , 
and such work shall be p e r f o r m e d by O p e r a t o r u n d e r the same terms and cond i t i ons as shall be cus tomary and usual in t he f i e l d in 
con t rac ts o f i n d e p e n d e n t con t rac to rs .who are d o i n g work o f a s imi la r na tu re . 

16. A B A N D O N M E N T O F W E L L S 

N o wel l , o the r than any wel l wh ich has been d r i l l e d or reworked pursuan t t o Sect ion 12 hereof fo r which the Consen t i ng Parties 
have not been fu l l y re imbursed as the re in p r o v i d e d , wh ich has been c o m p l e t e d as a p r o d u c e r shall be p l u g g e d and a b a n d o n e d w i thou t 
the consent o f all pa r t i es ; p r o v i d e d , however, i f al l pa r t i es d o not agree t o the a b a n d o n m e n t o f any wel l , those wishing to cont inue its 
o p e r a t i o n shall tender to each o f t he o the r par t ies i ts p r o p o r t i o n a t e share o f t he va lue o f the well 's salvable mater ia l and e q u i p m e n t , 
d e t e r m i n e d in acco rdance w i th t h e provis ions o f Exh ib i t " C " , less the es t ima ted cos t o f sa lvag ing and the es t ima ted cost of p l u g g i n g and 
a b a n d o n i n g . Each abandon ing p a r t y shall t hen assign to the non -abandon ing par t ies , w i t h o u t war ran ty , express or imp l i ed , as t o t i t le 
or as t o quan t i t y , qua l i t y , or f i tness f o r use o f the e q u i p m e n t and ma te r i a l , all o f its in terest in the wel l and its equ ipmen t , t o g e t h e r w i th 
its in teres t in the leasehold estate as to , b u t only as t o , the in terva l or in tervals o f t he f o r m a t i o n or fo rma t ions then open to p r o d u c t i o n . 
The assignments so l im i ted shall encompass the " d r i l l i n g u n i t " upon wh i ch the wel l is l o c a t e d . The payments by, and the assignments t o , the 
assignees shall be in a ra t io based u p o n the re la t ionsh ip o f the i r respec t i ve p e r c e n t a g e s o f p a r t i c i p a t i o n in the Un i t A rea t o the a g g r e g a t e 
o f the pe rcen tages o f p a r t i c i p a t i o n in the Un i t A r e a o f al l assignees. There shall b e no read jus tmen t o f in teres t in the rema in ing po r t i on 
o f t he Un i t A r e a , 

A f t e r t he assignment, the assignors shall have no f u r t h e r respons ib i l i t y , l i ab i l i t y , o r in terest in the o p e r a t i o n o f or p r o d u c t i o n f r o m 
the wel l in the in te rva l or in terva ls t h e n o p e n . U p o n reques t of the assignees, O p e r a t o r shall con t inue t o ope ra te the assigned wel l f o r the 
a c c o u n t o f the non -abandon ing pa r t i es a t the rates a n d charges c o n t e m p l a t e d by th is ag reemen t , plus any a d d i t i o n a l cost and charges 
wh ich may arise as the resul t o f t he separa te ownersh ip o f the assigned w e l l . 

17. D E L A Y R E N T A L S A N D S H U T - I N W E L L P A Y M E N T S 

Delay rentals and shut- in we l l paymen ts wh ich m a y be requ i red u n d e r the te rms o f any lease shall be pa id by the p a r t y who has 
sub jec ted such lease to th is a g r e e m e n t , a t its own expense. Proof o f each p a y m e n t shal l be g i ven t o O p e r a t o r a t least ten (10) days p r io r 
t o the renta l or shut- in wel l p a y m e n t d a t e . O p e r a t o r shall fu rn ish s imi lar p r o o f t o all o the r par t ies concern ing payments i t makes in 
connec t i on w i t h its leases. A n y p a r t y may request , a n d shall be e n t i t l e d t o rece i ve , p roper ev idence o f all such payments . If, t h r o u g h 
mistake or overs igh t , any de lay ren ta l or shut- in wel l p a y m e n t is not pa id o r is er roneous ly p a i d , and as a result a lease or in terest the re in 
te rmina tes , there shall be no m o n e t a r y l i ab i l i t y a g a i n s t the pa r t y w h o fa i l ed t o make such paymen t . Unless the pa r t y who fa i l ed to pay 
a renta l or shut- in wel l p a y m e n t secures a new lease cover ing the same in te res t w i th in n inety (90) days f r om the d iscovery o f the 
fa i lu re t o make p rope r paymen t , t h e interests o f t he par t ies shall b e revised on a n ac reage basis e f f ec t i ve as o f the da te o f t e rm ina t i on 
o f t he lease i nvo l ved , and the p a r t y who f a i l e d t o make p r o p e r p a y m e n t wi l l no l o n g e r be c r e d i t e d w i th an in teres t in the U n i t A r e a on 
a c c o u n t o f the ownersh ip o f t he lease wh ich has t e r m i n a t e d . In t h e event t he p a r t y who f a i l e d to pay the renta l or the shut- in wel l 
p a y m e n t shall n o t have been fu l l y r e imbu rsed , a t t h e t i m e o f the loss, f r o m the p roceeds o f the sale o f o i l and gas a t t r i b u t a b l e t o the 
lost in terest , ca l cu la ted on an a c r e a g e basis, f o r t he d e v e l o p m e n t a n d o p e r a t i n g costs t h e r e t o f o r e pa id on accoun t o f such interest , i t shall 
be re imbursed f o r unrecovered a c t u a l costs t h e r e t o f o r e p a i d by i t ( b u t not fo r i t s share o f the cost o f any d r y hole prev iously d r i l l ed or 
wells prev ious ly a b a n d o n e d ) f r o m so much o f the f o l l o w i n g as is necessary t o e f f e c t r e imbursemen t : 

( I ) p roceeds o f o i l and gas, less o p e r a t i n g expenses t h e r e t o f o r e acc rued t o the c r e d i t o f the lost in terest , on an ac reage basis, up 
t o the amoun t o f un recove red costs; 

f 2 ) p roceeds , less o p e r a t i n g expenses t h e r e a f t e r i ncu r red a t t r i b u t a b l e t o t h e lost in te res t on an ac reage basis, of t ha t po r t i on of 
o i l and gas the rea f te r p r o d u c e d and m a r k e t e d (exc lud ing p r o d u c t i o n f r o m any wells t h e r e a f t e r d r i l l e d ) wh ich wou ld , in the absence 
of such lease t e r m i n a t i o n , b e a t t r i b u t a b l e t o the lost in te res t on an a c r e a g e basis, up t o the a m o u n t of unrecovered costs, the 
p roceeds o f said p o r t i o n o f t he oi l and gas t o be c o n t r i b u t e d by the o t h e r par t ies in p r o p o r t i o n t o t he i r respect ive interests; and 

( 3 ) any moneys, u p t o the a m o u n t o f u n r e c o v e / e d costs, t h a t may be p a i d b y any pa r t y who is, or becomes, the owner of the in teres t 
lost, f o r the p r i v i l ege o f p a r t i c i p a t i n g in t h e U n i t A r e a or b e c o m i n g a p a r t y t o this c o n t r a c t . 

18. PREFERENTIAL R I G H T T O P U R C H A S E 

p r o m p t l y g ive wr i t ten—not ice t o t he o ther par t ies , w i t h fu l l i n f o r m a t i o n c o n c e r n i n g its p roposed sale, wh ich shal|_JxLcludeHtre^harne and 
address o f the p rospec t i ve purc+nM«*-_ |who must b e ready, w i l l i n g and ab le t o pu rchase) , the__pKfeha-sS p n c e , and all o the r terms 
o f the o f f e r . The o ther par t ies shal l then have~aTr-opJicuiaI p r i o r r i g h t , f o r a perjo.d—o^-^teTT'T/IO) days a f t e r r ece ip t o f the no t ice , to 
purchase on the same terms and cond i t i ons t h e i n te res t wh ich T f rg~T7th*^^aTfy" _ propases t o se l l ; a n d , i f th is op t i ona l r i g h t is exerc ised, the 
purchas ing par t ies shall share the pu rchased i n t e rgs±_ i» - t heT5 ropo r t i ons thaTTr7e~mtw«s i_g f_3ach bears t o the t o t a l Interest o f al l purchas ing 

par t ies . However , there shall be no*~preferent*al r i g h t t o purchase in those cases whe re a n y ^ a r t y - w i s J i e s t o m o r t g a g e its interests, or to 
d ispose o f its interests b y merger , reo rgan iza t i on , conso l i da t i on , or sale o f all o f i ts assets, or a sale or tranTfeTTTf-4t«-jnigrests t o a subsid i -

^ajy/TOr—parent company,--OT-STfbsfd- iary--of-a--y«fent c o m p a n y , or t o any c o m p a n y i n whieh ony one par ty -owns-a—major i ty -o f—t f ie—t teck . 

Should a sale be made by O p e r a t o r o f its r igh ts a n d interests, t h e o ther p a r t i e s shall have t he r i g h t w i th in sixty (60) days a f t e r the 
d a t e o f such sale, by m a jo r i t y v o t e in in terest , t o se lec t a new O p e r a t o r . I f a new O p e r a t o r is no t so se lec ted , the t rans fe ree o f the 



present O p e r a t o r shall assume the dut ies o f a n d ac t as O p e r a t o r . In e i ther case, t he re t i r ing O p e r a t o r shall cont inue to serve as O p e r a t o r , 
and d ischarge its du t ies in t h a t c a p a c i t y under th is ag reement , un t i l i t s successor O p e r a t o r is se lected and begins to f unc t i on , b u t the present 
O p e r a t o r shall no t be o b l i g a t e d t o con t inue the p e r f o r m a n c e o f its du t i es fo r more t h a n 120 days a f te r the sale o f its r ights and interests 
has been c o m p l e t e d . 

19. M A I N T E N A N C E O F U N I T O W N E R S H I P 

For the ' purpose o f ma in ta i n i ng u n i f o r m i t y o f ownersh ip in the o i l and gas. leaseho ld interests cove red by this con t rac t , and no tw i t h 
s tand ing any o the r prov is ions t o the con t ra ry , no p a r t y shall sell, e n c u m b e r , t ransfer o r make o the r d ispos i t ion o f its in terest in the leases 
e m b r a c e d w i th in the U n i t A r e a and in wells, e q u i p m e n t and p r o d u c t i o n unless such d i spos i t i on covers e i t he r : 

( 1 ) t h e en t i re in te res t o f the p a r t y in a l l leases and e q u i p m e n t and p r o d u c t i o n ; or 

( 2 ) an equa l u n d i v i d e d in teres t in al l leases and e q u i p m e n t a n d p r o d u c t i o n in t he Un i t A r e a . 

Every such sale, e n c u m b r a n c e , t ransfer or o ther d ispos i t ion m a d e by any p a r t y shall be made expressly sub jec t t o th is ag reemen t , 
and shall be m a d e w i t h o u t p r e j u d i c e - t o t he r igh ts o f the o ther pa r t i es . 

I f a t any t i m e the in te res t o f any p a r t y is d i v i d e d among and o w n e d by f o u r o r more co-owners, O p e r a t o r may, a t its d i sc re t ion , re
qu i re such co-owners t o a p p o i n t a single t rus tee or a g e n t w i th fu l l a u t h o r i t y to rece ive not ices, a p p r o v e expendi tures , receive b i l l ings fo r 
end a p p r o v e and pay such par ty ' s share o f t he j o i n t expenses, and t o dea l genera l l y w i t h , and w i t h power t o b i n d , the co-owners of such 
par ty 's interests w i th in t h e scope o f the ope ra t i ons e m b r a c e d in th is c o n t r a c t ; however , al l such co-owners shall en ter in to and execute all 
con t rac ts or ag reements f o r the d ispos i t ion o f the i r respect ive shares o f the o i l and gas p r o d u c e d f r o m the U n i t A r e a and they shall have 
the r i g h t t o rece ive, separa te l y , p a y m e n t o f the sale p roceeds t he reo f . 

20 . R E S I G N A T I O N O F O P E R A T O R 

O p e r a t o r may res ign f r o m i ts dut ies and ob l i ga t i ons as O p e r a t o r at any t i m e u p o n w r i t t en not ice o f no t less than n inety (90) days 
g iven t o al l o the r pa r t i es . In th is case, all par t ies t o this con t rac t shell se lect by m a j o r i t y vo te in interest , no t in numbers, a new O p e r a t o r 
who shall assume the respons ib i l i t ies and du t ies , a n d have the r igh ts , p resc r i bed f o r O p e r a t o r by this a g r e e m e n t . The re t i r i ng O p e r a t o r shall 
de l i ve r t o its successor a l l records and i n f o r m a t i o n necessary t o the d i scha rge by the new O p e r a t o r o f its dut ies and ob l i ga t i ons . 

2 1 . L I A B I L I T Y O F PARTIES 

The l i ab i l i t y o f the pa r t i es shall be several , no t j o i n t or co l l ec t i ve . Each p a r t y shal l be responsib le on ly f o r its ob l iga t ions , and shall be 
l iab le on ly f o r its p r o p o r t i o n a t e share o f the costs o f deve lop ing and o p e r a t i n g the U n i t A r e a . A c c o r d i n g l y , the l ien g r a n t e d by each pa r t y 
t o O p e r a t o r in Sect ion 9 is g i ven t o secure on ly the deb ts o f each severa l ly . I t is n o t the i n ten t i on o f the par t ies t o c rea te , nor shall this 
e g r e e m e n t be cons t rued as c r e a t i n g , a m in ing o r o t h e r par tnersh ip o r assoc ia t ion, o r t o render t h e m l iab le as par tners . 

22 . R E N E W A L O R E X T E N S I O N O F LEASES 

I f any p a r t y secures a renewal o f any o i l and gas lease sub jec t t o th is c o n t r a c t , each and a l ! o f the o ther par t ies shall be no t i f i ed 
p r o m p t l y , and shall have the r i g h t t o p a r t i c i p a t e in the ownership o f t h e renewal lease b y p a y i n g t o the p a r t y who acqu i red i t t he i r several 
p r o p e r p r o p o r t i o n a t e shares o f the acqu is i t i on cost , wh ich shall be in p r o p o r t i o n t o t h e interests held a t t h a t t ime by the par t ies in the 
U n i t A r e a . 

I f some, b u t less t h a n a l l , o f the par t ies e lec t t o p a r t i c i p a t e in t h e purchase o f a renewal lease, i t shall be owned b y the par t ies who 
e lec t t o p a r t i c i p a t e t h e r e i n , in a ra t i o based u p o n the re la t ionsh ip o f the i r respec t i ve p e r c e n t a g e o f p a r t i c i p a t i o n in the Un i t A r e a t o the 
a g g r e g a t e o f t he pe rcen tages o f p a r t i c i p a t i o n in t he Un i t A r e a o f a l l par t ies p a r t i c i p a t i n g in the purchase o f such renewal lease. A n y re
newal lease in wh ich less than al l the par t ies e lec t t o p a r t i c i p a t e shal l no t be s u b j e c t t o this a g r e e m e n t . 

Each p a r t y who p a r t i c i p a t e s in t he purchase o f a renewal lease sha l l be g i ven an ass ignment o f its p r o p o r t i o n a t e in terest there in by the 
a c q u i r i n g p a r t y . 

The provis ions o f th is sect ion shall a p p l y t o renewal leases w h e t h e r they are f o r t h e en t i re in te res t covered by the the exp i r ing lease or 
coyer on ly a p o r t i o n o f i ts area or an in te res t t he re in except those s e c u r e d a f t e r f a i l u r e t o pay or an erroneous p a y m e n t o f renta l or shut- in 
wel l p a y m e n t under Sec t i on 17. A n y renewal lease taken be fo re the e x p i r a t i o n of i ts p redecessor lease, or taken or c o n t r a c t e d fo r w i th in six 
( 6 ) months a f t e r the e x p i r a t i o n o f the exist ing lease shal! be sub jec t t o th is p r o v i s i o n ; b u t any lease taken o r c o n t r a c t e d fo r more than six (6 ) 
months a f t e r the e x p i r a t i o n o f an exist ing lease shall n o t be d e e m e d a renewal lease a n d shall no t be sub jec t t o the provis ions o f this sec
t i o n . 

The provis ions in th is sec t ion shall a p p l y also and in like manner t o extensions o f o i l and gas leases. 

23 . S U R R E N D E R O F LEASES 

The leases cove red b y th is ag reemen t , insofar as they embrace a c r e a g e in t h e U n i t A r e a , shal l no t be sur rendered in whole or in p a r t 
unless al l pa r t ies consen t . 

H o w e v e r , should any p a r t y desire t o sur render its interest in a n y lease or in a n y p o r t i o n thereo f , and o the r par t ies not agree or con
sent, t he p a r t y des i r ing t o sur render shall assign, w i t h o u t express or i m p l i e d w a r r a n t y o f t i t l e , all o f its in teres t in such lease, or po r t i on the re 
of , a n d any we l l , ma te r i a l a n d e q u i p m e n t wh ich may be loca ted t h e r e o n and any r i g h t s in p r o d u c t i o n t h e r e a f t e r secured, t o the par t ies no t 
des i r ing t o sur render i t . U p o n such ass ignment , t he assigninq p a r t y sha l l be re l i eved f r o m a l ! ob l i ga t i ons t h e r e a f t e r acc ru ing , b u t not t h e r e t o 
fo re a c c r u e d , w i t h respec t t o the ac reage ass igned and the o p e r a t i o n o f any wel l t h e r e o n , and the assigning pa r t y shall have no fu r the r 
in terest in the lease ass igned and its e q u i p m e n t a n d p r o d u c t i o n . The pa r t i es ass ignee shal l pay t o the p a r t y assignor the reasonable salvage 
value o f the le t te r 's i n te res t in any wells and e q u i p m e n t on the ass igned ac reage , d e t e r m i n e d in acco rdance w i th t he provis ions o f Exhib i t 
" C " , less the es t ima ted cos t o f sa lvag ing a n d the e s t i m a t e d cost o f p l u g g i n g a n d a b a n d o n i n g . I f the ass ignment is in favo r o f more than 
one pa r t y , t he ass igned i n te res t shall be shared b y the par t ies ass ignee in t he p r o p o r t i o n s t h a t the in terest o f each bears t o the in terest 
o f a l l pa r t ies assignee. 

A n y ass ignment or su r render under th is p rov is ion shall no t r e d u c e or change t h e assignor's o r su r render ing par t ies ' in terest , as i t was 



i m m e d i a t e l y b e f o r e the ass ignment , in the ba lance o f the U n i t A r e a ; a n d t he ac reage assigned or sur rendered , and subsequent opera t ions 
t he reon , shall not t h e r e a f t e r be sub jec t t o the terms and prov is ions o f th is a g r e e m e n t , 

24 . A C R E A G E O R C A S H C O N T R I B U T I O N S 

I f any p a r t y receives whi le th is ag reemen t is in f o r c e a c o n t r i b u t i o n o f cash t o w a r d the d r i l l i ng o f a wel l or any o ther o p e r a t i o n in the 
U n i t A r e a , such c o n t r i b u t i o n shall be p a i d to the p a r t y who c o n d u c t e d the d r i l l i n g or o ther o p e r a t i o n and shall be a p p l i e d by i t aga ins t the 
cost o f such d r i l l i ng or o t h e r o p e r a t i o n . If the c o n t r i b u t i o n be in the f o r m o f a c r e a g e , t he p a r t y t o w h o m the con t r i bu t i on is made shall 
p r o m p t l y execute an ass ignment o f the acreage, w i t h o u t w a r r a n t y o f t i t l e , t o a l l par t ies t o this a g r e e m e n t in p r o p o r t i o n to the i r interests in 
the U n i t A r e a at t ha t t i m e , and such ac reage shall b e c o m e a p a r t o f t h e U n i t A r e a and be gove rned by all the provis ions o f this con t rac t . 
Each pa r t y shall p r o m p t l y no t i f y al l o the r par t ies o f a l l ac reage o r m o n e y c o n t r i b u t i o n s i t may o b t a i n in suppo r t o f any wel l or any o ther 
o p e r a t i o n on the Un i t A r e a . 

25 . P R O V I S I O N C O N C E R N I N G T A X A T I O N 

Each o f t he par t ies he re to elects, under the a u t h o r i t y of Sec t i on 7 M ( a } o f t he In te rna l Revenue C o d e of 1954, t o be exc luded f r o m the 
a p p l i c a t i o n o f all o f the provis ions o f Subchap te r K o f C h a p t e r I o f S u b t i t l e A o f t he In terna l Revenue C o d e of 1954. If the income tax 
laws o f the state or states in wh ich the p r o p e r t y c o v e r e d hereby is l o c a t e d c o n t a i n , or may he rea f te r con ta in , provis ions simi lar to those 
c o n t a i n e d in the Subchap te r o f the In terna l Revenue C o d e o f 1954 a b o v e r e f e r r e d t o under wh ich a s imi lar e lec t ion is p e r m i t t e d , each o f t h e 
par t ies agrees t h a t such e lec t ion shall be exerc ised. Each pa r t y au thor izes a n d d i rec t s the O p e r a t o r t o execute such an e lec t ion or e lect ions 
on i ts beha l f and t o f i le the e lec t ion wi th the p r o p e r g o v e r n m e n t a l o f f i c e o r a g e n c y . If reques ted by the O p e r a t o r so t o do , each pa r t y 
agrees t o execute and jo in in such an e lec t i on . 

O p e r a t o r shall render fo r ad va lo rem taxa t ion al l p r o p e r t y s u b j e c t t o t h i s a g r e e m e n t wh ich by law should be re tu rned f o r such taxes, 
and i t shall pay all such taxes assessed thereon b e f o r e they b e c o m e d e l i n q u e n t . O p e r a t o r shall b i l l all o the r par t ies f o r the i r p r o p o r t i o n a t e 
share o f al l tax paymen ts in the manner p r o v i d e d in Exh ib i t " C " . 

I f any tax assessment is cons idered unreasonable by O p e r a t o r , i t m a y a t i t s d i s c re t i on p ro tes t such va lua t i on w i th in the t ime and manner 
p r e s c r i b e d by law, and p rosecu te the pro tes t to a f i na l d e t e r m i n a t i o n , unless a l l pa r t ies agree to a b a n d o n the pro tes t p r io r t o f ina l de te rm ina 
t i o n . W h e n any such p r o t e s t e d va lua t i on shall have been f ina l l y d e t e r m i n e d . O p e r a t o r shall pay the assessment fo r ' t h e j o in t account , 
t o g e t h e r w i th the i n te res t and pena l t y acc rued , and t he t o t a l cos t sha l l t h e n b e assessed aga ins t the par t ies , and be pa id by t hem, as 
p r o v i d e d in Exhib i t " C " . 

26 . I N S U R A N C E 

A t el l t imes whi le ope ra t i ons are c o n d u c t e d hereunder , O p e r a t o r shall c o m p l y w i t h the W o r k m e n ' s C o m p e n s a t i o n Law o f t he Sta te where 
the ope ra t i ons are b e i n g c o n d u c t e d . O p e r a t o r shall also carry or p r o v i d e i nsu rance f o r the bene f i t o f the j o i n t accoun t o f the par t ies as may 
be o u t l i n e d in Exhib i t " D " a t t a c h e d t o and made a p a r t hereof . O p e r a t o r shal l r e q u i r e all con t rac to rs e n g a g e d in work on or fo r the U n i t 
A r e a t o c o m p l y w i th t he W o r k m e n ' s C o m p e n s a t i o n Law o f t he S ta te w h e r e t h e opera t ions are be ing c o n d u c t e d and t o ma in ta in such 
o t h e r insurance as O p e r a t o r may requ i re . 

In the event A u t o m o b i l e Publ ic L iab i l i t y Insurance is spec i f i ed in sa id Exh ib i t " D " , or subsequent ly receives t he app rova l of the par t ies, 
no d i r e c t charge shall be made by O p e r a t o r f o r p rem iums p a i d f o r such i nsu rance f o r opera to r ' s fu l l y owned au tomo t i ve e q u i p m e n t . 

27 . C L A I M S A N D L A W S U I T S 

I f any p a r t y t o th is c o n t r a c t is sued on an a l l e q e d cause o f a c t i o n a r i s i ng o u t o f ope ra t i ons on the Un i t A r e a , or on an a l l eged cause 
o f a c t i o n invo lv ing t i t l e t o any lease or o i l and gas in teres t s u b j e c t e d t o th is c o n t r a c t , i t shall g ive p r o m p t w r i t t en no t i ce o f the suit 
t o t he O p e r a t o r a n d al l o t h e r pa r t i es . 

The defense o f lawsui ts shall be under t he qenera l d i r e c t i o n of. a c o m m i t t e e o f lawyers represen t ing the par t ies , w i th O p e r a t o r ' s 
a t t o r n e y as C h a i r m a n . Suits may be set t led d u r i n g l i t i g a t i o n o n l y w i t h t h e j o i n t consent o f al l par t ies . N o charge shall be m a d e fo r 
services p e r f o r m e d by t h e s ta f f a t to rneys for any o f the par t ies , b u t o t h e r w i s e al l expenses incu r red in the defense o f suits, t o g e t h e r 
w i t h t he amoun t p a i d t o d i scharge any f ina l j u d g m e n t , shall b e c o n s i d e r e d costs o f o p e r a t i o n and shall be c h a r g e d t o and pa id by al l 
pa r t ies in p r o p o r t i o n t o the i r t hen interests in the U n i t A r e a . A t t o r n e y s , o t h e r t h a n s ta f f a t to rneys fo r the par t ies, shall be e m p l o y e d in 
lawsuits invo lv ing Un i t A r e a ope ra t i ons on ly w i th t he consent o f a l l p a r t i e s ; i f o u t s i d e counsel is e m p l o y e d , the i r fees and expenses shall 
be cons ide red U n i t A r e a expense a n d shall be p a i d by O p e r a t o r a n d c h a r g e d t o all o f the par t ies in p r o p o r t i o n t o t he i r then in terest 
in t he Un i t A r e a . The prov is ions o f th is p a r a g r a p h shall not be a p p l i e d in any Instance where the loss wh ich may result f r o m the suit is 
t r e a t e d as an i n d i v i d u a l loss ra ther than a j o in t loss under p r i o r p rov is ions o f t h i s ag reemen t , and al l such suits shall be hand led by and 
be t h e sole respons ib i l i t y o f the p a r t y o r par t ies c o n c e r n e d . 

D a m a g e cla ims caused by and ar is ing ou t o f ope ra t i ons on t h e U n i t A r e a , c o n d u c t e d f o r the j o i n t accoun t o f al l par t ies, shall be 
h a n d l e d by O p e r a t o r and its a t to rneys , the se t t l emen t o f claims o f th is k ind shal l b e w i th in the d isc re t ion o f O p e r a t o r so lonq as the amount 
p a i d in se t t l ement i f any one c la im does not exceed O n e Thousand ($1 ,000 .00 ) Do l la rs and , i f se t t l ed , t he sums pa id in se t t lement shall be 
c h a r g e d as expense t o a n d be p a i d by al l par t ies in p r o p o r t i o n t o t h e i r t h e n in te res ts in the U n i t A r e a . 

28 . F O R C E M A J E U R E 

I f any p a r t y is r e n d e r e d unab le , whol ly or in p a r t , by f o r c e m a j e u r e t o c a r r y o u t i ts ob l i ga t i ons under this ag reemen t , o ther than the 
o b l i g a t i o n to make money payments , t h a t pa r ty shall g ive t o al l o t h e r p a r t i e s p r o m p t w r i t t en no t i ce o f the fo rce majeure w i th reasonably 
fu l l pa r t i cu la rs conce rn i ng i t ; t h e r e u p o n , the o b l i g a t i o n s o f the p a r t y g i v i n g t h e no t i ce , so fa r t hey are a f f e c t e d by the fo rce majeure , 
shall b e suspended d u r i n g , b u t no lonqer than, the con t i nuance o f t h e f o r c e m a j e u r e . The a f f e c t e d p a r t y shall use al l possible d i l i gence 
t o r emove the f o r c e ma jeu re as qu ick ly as poss ib le . 

The r e q u i r e m e n t t h a t any f o r c e ma jeure shall be r e m e d i e d w i t h a l l r e a s o n a b l e d i spa t ch shall not requ i re the se t t l ement o f strikes, lock
outs , or o ther l abo r d i f f i c u l t y by the p a r t y invo lved , c o n t r a r y t o i ts w ishes ; h o w a l l such d i f f i c u l t i e s shall be hand led shall be ent i re ly w i th in 
t he d i s c re t i on o f the p a r t y c o n c e r n e d . 

The t e rm " f o r c e m a j e u r e " as here e m p l o y e d shal l mean an a c t o f G o d . s t r i ke , lockout , o r o the r indus t r ia l d i s tu rbance , ac t o f the 
p u b l i c enemy, war, b l o c k a d e , pub l i c r io t , l i g h t n i n g , f i r e , s t o r m , f l o o d , e x p l o s i o n , gove rnmen ta l res t ra in t , unava i l ab i l i t y o f e q u i p m e n t , 



and any o ther cause, whether o f t he kind spec i f i ca l l y e n u m e r a t e d a b o v e o r o therw ise , wh ich is not reasonably w i th in the con t ro l o f the 
p a r t y c la im ing suspension. 

A l l o f the terms and provis ions o f this a g r e e m e n t are he reby expressly m a d e sub jec t t o all f e d e r a l , s tate and mun ic ipa l laws and 
o rd inances and t o all va l id rules and regu la t i ons and orders o f any d u l y c o n s t i t u t e d au tho r i t y hav ing ju r i sd ic t ion in the premises. 

2 9 . N O T I C E S • 

A l l not ices au thor i zed or r e q u i r e d be tween t h e par t ies , a n d r e q u i r e d by any o f the provis ions o f th is ag reement , shall, unless o ther 
wise spec i f i ca l l y p r o v i d e d , be g i ven in w r i t i n g b y U n t e d States ma i l or W e s t e r n Un ion Te leg ram, pos tage or charges p r e p a i d , and 
addressed t o t he p a r t y to whom the not ice is g i v e n a t the addresses l i s t e d on Exhib i t " A " . The o r i g i n a t i n g no t i ce t o be g iven under any 
prov is ion hereo f shall be d e e m e d g i ven on ly when rece i ved by t he p a r t y t o w h o m such no t i ce is d i r e c t e d and the t ime fo r such pa r t y t o 
g i ve any no t i ce in response t h e r e t o shall run f r o m the da te t he o r i g i n a t i n g no t i ce is rece ived . The second or any responsive not ice shall 
be d e e m e d g iven when d e p o s i t e d in the U n i t e d States mai l o r w i t h t he W e s t e r n Un ion Te leg raph C o m p a n y , w i th postage or charges 
p r e p a i d . Each p a r t y shall have t he - r i gh t t o c h a n g e its address a t a n y t i m e , and f r o m t ime t o t ime , by g i v i ng wr i t t en not ice t he reo f to all 
o the r par t ies . 

3 0 . O T H E R C O N D I T I O N S . I F A N Y , A R E : 

This a g r e e m e n t may be s i gned in c o u n t e r p a r t , and all o f t h e t e r m s and - prov is ions hereo f shall ex tend t o and be b i n d i n g upon the 
par t ies here to , the i r respect ive heirs, rep resen ta t i ves , successors a n d assigns, a n d shall cons t i tu te covenants runn ing w i th the land and 
t he minera l leasehold esta te in t h e J o i n t P r o p e r t y . 

— 8 — 



EXHIBIT "A' 

LANDS SUBJECT TO OPERATING AGREEMENT 

All of Section 32, T-7-S, R-33-E, Roosevelt County, New Mexico 

All of Section 5, T-8-S, R-33-E, Chaves County, New Mexico 

INTEREST OF PARTIES 

i 

Champlin Petroleum Company 50% 

Warren American Oil Company $0% 

Notices pursuant to this agreement should 

Champlin Petroleum Company 
P. 0. Box 1797 
Midland, Texas 

be sent to: 
BILLING ADDRESS: 
CHAMPLIN PETROLEUM COMPANY 
P. 0. Box 552 
Enid, Oklahoma Attn.: Accounting Dept. 

Warren American Oil Company 
P. Oo Box 971 
Midland, Texas 



EXHIBIT "B" 

UNLEASED MINERAL INTERESTS 

NONE 



r u f i n bUl founa 1 Tinting* A stationary Co.. Hmuton, T u n 

EXHIBIT "c 
Attached to and made a part o t „ O p e r a t i n g . A £ ^ e M * n „ t . d a t e d 

anlliarrea 
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A C C O U N T I N G P R O C E D U R E 

(JOINT OPERATIONS) 

I . GENERAL PROVISIONS 

1. Definitions 
"Joint Property" shall mean the real and personal property subject to the agreement to which this "Accounting Pro
cedure" is attached. 
"Joint Operations" shall mean a l l operations necessary or proper for the development, operation, protection and 
maintenance of the Joint Property. 
"Operator" shall mean the party designated to conduct the Joint Operations. 
"Non-Operators" shall mean the nonoperating parties, whether one or more. 
"Joint Account" shall mean the account showing the charges and credits accruing because of the Joint Operations 
and which are to be shared by the Parties. 
"Parties" shall mean Operator and Non-Operators. 
"Mater ial" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 
"Controllable Mater ia l" 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. 

2. Conflict w i t h Agreement 
In the event of a conflict between the provisions of this Accounting Procedure and the provisions of the agree
ment to which this Accounting Procedure is attached, the provisions of the agreement shall control. 

3. Collective Action by Non-Operators 
Where an agreement or other action of Non-Operators is expressly required under this Accounting Procedure 
and i f the agreement to which this Accounting Procedure is attached contains no contrary provisions in regard 
thereto, the agreement or action of a major i ty in interest of the Non-Operators shall be controlling on al l Non-
Operators. 

4. Statements and Bil l ings 
Operator shall b i l l 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 w i l l be accompanied by statements reflecting the total charges 
and credits as set fo r th under Subparagraph - "A" below: 
A. Statement in detail of al l charges and credits to the Joint Account. 
B. Statement of a l l charges and credits to the Joint Account, summarized by appropriate classifications indicative 

of the nature thereof. 
C. Statement of a l l charges and credits to the Joint Account summarized by appropriate classifications indicative 

of the nature thereof, except that items of Controllable Material and unusual charges and credits shall be detailed. 

5. Payment and Advances by Non-Operators 
Each Non-Operator shall pay its proportion of al l such bil ls w i t h i n f i f teen (15) days after receipt thereof. I f pay
ment is not made wi th in such time, the unpaid balance shall bear interest at the rate of six per cent (6%) per 
annum unt i l paid. 

6. Adjustments 
Payment of any such bills shall not prejudice the right of any Non-Operators to protest or question the correctness 
thereof; provided however, a l l bi l ls and statements rendered to Non-Operators by Operator during any calendar 
year shall conclusively be presumed to be true and correct after twenty- four (24) months following the end of any 
such calendar year, unless w i t h i n the said twenty-four (24) month period a Non-Operator takes wri t ten excep
tion thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall be made 
unless it is made w i t h i n the same prescribed period. The provisions of this paragraph shall not prevent adjust
ments resulting f r o m a physical inventory of the Joint Property as provided for in Section V I I . 

7. Audits 
A Non-Operator, upon notice i n wr i t i ng 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 wi th in the twenty-four 
(24) month period fol lowing the end of such calendar year; provided however, the making of an audit shall not ex
tend the time fo r the taking of wr i t t en 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 
ef for t to conduct jo in t or simultaneous audits i n a manner which w i l l result i n a minimum of inconvenience to 
the Operator. 

I I . DIRECT CHARGES 

Subject to l imitations hereinafter prescribed, Operator shall charge the Joint Account w i t h the fol lowing items: 

1. Rentals and Royalties 
Delay or other rentals and royalties when such rentals and royalties are paid by Operator /or the Joint Account 
of the Parties. 

2. 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 
employed 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 I I 
and Paragraph 1 of Section I I I ; except that in the case of those employees only a pro rata portion of whose 
salaries and wages are chargeable to the Joint Account under Paragraph 1 of Section I I I , not more than the same 
pro rata port ion 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 salaries and wages chargeable to the Joint Account under Paragraph 2A of this Section I I and Para
graph 1 of Section I I I . I f 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 labor cost of salaries and wages chargeable to the Joint Account under Paragraphs 2A 
and 2B of this Section I I and Paragraph 1 of Section I I I . 

D. Reasonable personal expenses of those employees whose salaries and wages are chargeable to the Joint Account 
under Paragraph 2A of this Section I I and for which expenses the employees are reimbursed under Operator's 
usual practice. 
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3. Employee Benefits 
Operator's current cost of established plans l o r employees' group l i f e insurance, hospitalization, pension, ret ire
ment, stock purchase, t h r i f t , bonus, and o ther benefit plans of a l ike nature, applicable to Operator's labor cost; pro
vided however, the total of such charges shal l not exceed ten percent (10%) of Operator's labor costs chargeable 
to the Joint Account under Paragraphs 2A and 2B of this Section I I and Paragraph 1 of Section I I I . 

4. Material 
Material purchased or furnished by Operator for use on the Joint Property. So far as i t is reasonably practi
cal and consistent w i th efficient and economical operation, only such Material shall be purchased for or transferred 
to the Joint Property as may be required f o r immediate use; and the accumulation of surplus stocks shall be avoided. 

5. Transportation 
Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations: 
A. I f Material is moved to the Joint Proper ty f r o m the Operator's warehouse or other properties, no charge shall 

be made to the Joint Account for a distance greater than the distance f rom the nearest reliable supply store or 
railway receiving point where l ike mater ia l is available", except by agreement w i th Non-Operators. 

B . I f 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 t h a n the distance to the nearest reliable supply store or railway receiving 
point, except by agreement w i t h Non-Opera tors. No charge shall be made to Joint Account for moving Material 
to other properties belonging to Operator, except by agreement w i th Non-Operators. 

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

6. Services 
A. The cost of contract services and uti l i t ies procured f r o m outside sources other than services covered by Para

graph 8 of this Section I I and Paragraph 2 of Section I I I . 
B. Use and service of equipment and faci l i t ies furnished by Operator as provided in Paragraph 5 of Section I V . 

7. Damages and Losses to Joint Property 
A l l costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages 
or losses incurred by f i re , flood, storm, t he f t , 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 wri t ten notice of damages or losses incurred as soon as practicable after a report thereof 
has been received by Operator. 

8. Legal Expense 
A l l costs and expenses of handling, investigating and settling litigation or claims arising by reason of the Joint 
Operations or necessary to protect or recover the Joint Property, including, but not l imi ted 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 personnel (such services being considered to be Administrative Overhead under Section I I I ) , ex
cept by agreement w i t h 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 
A l l taxes of every kind and nature assessed or levied upon or in connection wi th the Joint Property, the operation 
thereof, or the production therefrom, and w h i c h taxes have been paid by the Operator for the benefit 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 w i t h in the foregoing provisions of this Section I I , or in Section I I I , 
and which is incurred by the Operator f o r the necessary and proper conduct of the Joint Operations. 

H I . INDIRECT CHARGES 
Operator may charge the Joint Account for indirect costs either by use of an allocation of district expense items plus a 
fixed rate for administrative overhead, and plus the warehousing charges, all as provided for in Paragraphs 1, 2, and 3 of 
this Section I I I OR by combining al l three of said items under the f ixed rate provided for i n Paragraph 4 of this Section 
I I I , as indicated next below: 

OPERATOR S H A L L CHARGE THE J O I N T ACCOUNT UNDER THE TERMS OF: 
• Paragraphs 1, 2 and 3. (Allocat ion of district expense plus f ixed rate for administrative overhead plus 

warehousing.) 
j p Paragraph 4. (Combined f ixed rate) 

1. District Expense 
Operator shall charge the Joint Account w i t h a pro rata portion of the salaries, wages and expenses of Operator's 
production superintendent and other employees serving the Joint Property and other properties of the Operator i n 
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 of f ice known as Operator's 
office located at or near (or a comparable office i f location changed), and neces
sary sub-offices ( i f any), maintained for the convenience of the above-described office, and all necessary camps, 
including housing facilities for employees i f required, used in connection wi th 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 w i t h Operator's accounting 
practice. 

2. Administrative Overhead 
Operator shall charge administrative overhead to the Joint Account at the fol lowing rates, which charge shall be in 
lieu of the cost and expense of al l offices of the Operator not covered by Paragraph 1 of this Section I I I , including 
salaries, wages and expenses of personnel assigned to such 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 I I . 

W E L L BASIS (RATE PER WELL PER MONTH) 
PRODUCING WELL RATE 

DRILLING WELL RATE (Use Current Producing Depth) 
(Use To to l Depth) ' -

— • A l l Wel ls 
Wel l Depth Eo ih Wel l First f i v e Next Five Over Ten 

The cost and expense of services f r o m outside sources in connection wi th matters of taxation, t raff ic , accounting, or 
matters before or involving governmental agencies shall be considered as included in the overhead rates provided for in 
1his Paragraph 2 of Section I I I , unless such cost and expense are agreed upon between Operator and Non-Operators 
as a direct charge to the Joint Accoi 



3. Operator's Fully Owned Warehouse Operating and Maintenance Expense 
(Describe f u l l y the agreed procedure to be fol lowed by the Operator.) 

Kor» wil l be cbju"g«<i und«r dtatrict end camp «xpeas«* 

4. Combined Fixed Rates 
Operator shall charge the Joint Account f o r the services covered by Paragraph 1, 2 and 3 of this Section I I I , the 
fol lowing f ixed per we l l rates: 

- W E L L B A S I S (RATE PER W E L L PER MONTH) 
PRODUCING WELL RATE 

DRILL ING WELL R A T I (Use Current Producing Depth) 
( U « To to l Depth) A l l Wells 

Wel l Depth Eoch W e l l First f i v e Nex t Five Over Ten 

0-ifOOQ»..... £325.00 ' $65*00 _ i.bO.QQ- tiiS.GQ 
iuOOO-a.QQQL... ItfS.GO. ~.S>Q_QQ~.- 75.OQ.-~- _-.65.0Q 
8,000-12,000' 57S.QQ .. 105.00 90.00 75.00 
Over 12,000' 650.00 130.00 110.00 95.00 .. 

Said fixed rate xatlE&4 (shall not) include salaries and expenses of production foremen^ i n foil e v e n t 6 S r v i c « » 

of such personnel becomes necessary. 
5. Application of Administrative Overhead or Combined Fixed Rates 

The fol lowing limitations, instructions and charges shall apply in the application of the per we l l rates as provided 
under either Paragraph 2 or Paragraph 4 o f this Section I I I : 
A. Charges for dr i l l ing wells shall begin o n the date each wel l is spudded and terminate on the date the dr i l l ing or 

completion r ig is released, whichever is later, except that no charge shall be made during the suspension of 
dr i l l ing operations for f i f teen (15) or more consecutive days. 

B. The status of wells shall be as fol lows: 
(1) Producing gas wells, injection wells f o r recovery operations, water supply wells utilized fo r water flooding 

operations and salt water disposal wel ls shall be considered the same as producing wells. 
(2) Wells permanently shut down but o n which plugging operations are deferred shall be dropped f rom the 

well schedule at the time the shutdown is effected. When such a wel l is plugged a charge shall be made 
at the producing wel l rates. 

(3) Wells being plugged back, dr i l led deeper, converted to a source or input wel l , or which are undergoing any 
type of workover that requires the use of a d r i l l i ng or workover r ig shall be considered the same as dr i l l ing 
wells. 

(4) Temporarily shut-down wells, w h i c h are not produced or worked upon for a period of a f u l l calendar month, 
shall not be included in the we l l schedule, provided however, wells shut in by governmental regulatory 
body shall be included in the .well schedule only i n the event the allowable production is transferred to some 
other well or wells on the Joint Property. In the event of a unit allowable, al l wells capable of producing 
w i l l be counted in determining the charge. 

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

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

C. The well rates shall apply to the total number of wells being dri l led 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 f i r s t day of A p r i l of each year fol lowing the effective date of the agree
ment to which this Accounting Procedure is attached. The adjustment shall be computed by mult iplying the 
rate currently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum 
and Gas Production Workers for the last calendar year compared to the preceding calendar year as shown by 
"The Index of Average Weekly Earnings of Crude Petroleum and Gas Production Workers" as published by the 
United States Department of Labor, Bureau of Labor Statistics. The adjusted rates shall be the rates currently 
in use, plus or minus the computed adjustment. 

6. I t is specifically understood that the above overhead rates apply only 
to d r i l l i n g and producing operations and are not intended to cover the con
struction or operation of additional f a c i l i t i e s such as, but not limited to, 

• -gftPfilinr iiLri'ils--, compressor plants, repressuring projects, salt vater 
disposal f a c i l i t i e s , and similar installations. I f at any time any or «n 
of these become necessary to the operation, a separate agreement w i l l be 
reached relative to an overhead charge and allocation of d i s t r i c t expense. 

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

I V . BASIS O F CHARGES TO JOINT ACCOUNT 
Subject to the further provisions of this Section I V , Operator w i l l procure al l Material and services f o r the Joint Prop
erty. A t the Operator's option, Non-Operator may supply Material or services for the Joint Property. 

1. Purchases 
Material purchased and service procured shall be charged at the price paid by Operator after deduction of all dis
counts actually received. 

2. Material furnished f r o m Operator's Warehouse or Other Properties 
A. New Material (Condition " A " ) 

(1) Tubular goods, two inch (2") and over, shall be priced on Eastern M i l l base ( i . e. Youngstown, Ohio; Lorain, 
Ohio; and Indiana Harbor, Indiana) on a minimum carload basis effective at date of movement and f. o. 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 a l l tubular goods furnished f r o m 
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 f. o. b. the supply store or rai lway receiving point nearest the Joint Property where 
Material of the same kind is available. 

(3) The Joint Account shall not be credited wi th cash discounts applicable to prices provided for in this Para
graph 2 of Section I V . 

B. Used Material (Condition " B " and "C" ) 
(1) Material in sound and serviceable condition and suitable for reuse without reconditioning, shall be classified 

as Condition " B " and priced at seventy-five per cent (75%) of the current price of new Material. 
(2) Material which cannot be classified as Condition " B " but which, 

(a) Af t e r reconditioning w i l l be fu r the r serviceable for original function as good secondhand Material 
(Condition " B " ) , or 

(b) Is serviceable for original func t ion but substantially not suitable for reconditioning, shall be classifi
ed as Condition "C" and priced at f i f t y per ce.it (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 wi th its use Material no longer suitable for its original purpose but usable for 

- n -



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

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

3. Premium Prices 
Whenever Material is not readily obtainable at prices specified in Paragraphs 1 and 2 of this Section I V because of 
national emergencies, strikes or other unusual causes over which the Operator has no control, the Operator may 
charge the Joint Account for the required Material at the Operator's actual cost incurred in procuring such Material, 
in making it suitable for use, and in moving i t to the Joint Property, provided, that notice in wr i t ing is 
furnished to Non-Operators of the. proposed charge prior to bi l l ing Non-Operators for such Material. Each Non-
Operator shall have the right, by so electing and not i fying Operator wi th in 10 days after receiving notice f rom 
Operator, to furnish in kind a l l or part of his share of such Material suitable for use and acceptable to Operator. 

4. Warranty of Material Furnished by Operator 
Operator does not warrant the Material furnished. I n case of defective Material, credit shall not be passed to the 
Joint Account un t i l adjustment has been received by Operator f rom the manufacturers or their agents. 

5. Equipment and Facilities Furnished by Operator 
A . Operator shall charge the Joint Account for use of equipment and facilities at rates commensurate w i th cost of 

ownership and operation. Such rates shall include cost of maintenance, repairs, other operating expense, i n 
surance, taxes, depreciation and interest on investment not to exceed six per cent (6%) per annum, provided 
such rates shall not exceed those currently prevailing in the immediate area wi th in which the Joint Property is 
located. Rates for automotive equipment shall generally be in line w i th 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 i f 
performed by outside service laboratories. Rates for trucks, tractors and wel l service units may include wages 
and expenses of operator. 

B. Whenever requested, Operator shall i n fo rm Non-Operators i n advance of the rates it proposes to charge. 
C. Rates shall be revised and adjusted f r o m time to time when found to be either excessive or insufficient. 

V . DISPOSAL OF M A T E R I A L 
The Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus Condi
tion " A " or " B " Material. The disposition of surplus Controllable Material, not purchased by Operator, shall be subject 
to agreement between Operator and Non-Operators, provided Operator shall dispose of normal accumulations of junk 
and scrap Material either by transfer or sale f r o m the Joint Property. 

1. Material Purchased by the Operator or Non-Operators 
Material purchased by either the Operator or Non-Operators shall be credited by the Operator to the Joint Account 
fo r the month in which the Material is removed by the purchaser. 

2. Division in K i n d 
Division of Material in kind, i f made between Operator and Non-Operators, shall be in proportion to the respective 
interests in such Material . The Parties w i l l thereupon be charged individually w i t h the value of the Material re
ceived or receivable. Proper credits shall be made by the Operator in the monthly statement of operations. 

3. Sales to Outsiders 
Sales to outsiders of Material f r o m the Joint Property shall be credited by Operator to the Joint Account at the net 
amount collected by Operator f r o m vendee. Any claim by vendee related to such sale shall be charged back to the 
Joint Account i f and when paid by Operator. 

V I . BASIS OF PRICING M A T E R I A L TRANSFERRED FROM JOINT ACCOUNT 
Material purchased by either Operator or Non-Operators or divided in kind, unless otherwise agreed to between 
Operator and Non-Operators shall be priced on the fol lowing basis: 

1. New Price Defined 
New price as used in this Section V I shall be the price specified for New Material i n Section IV . 

2. New Material 
New Material (Condition " A " ) , being new Material procured for the Joint Property but never used, at one hundred 
per cent (100%) of current new price (plus sales tax i f any). 

3. Good Used Material 
Good used Material (Condition " B " ) , being used Material in sound and serviceable condition, suitable for reuse 
without reconditioning: 
A. A t seventy-five per cent (75%) of current new price i f Material was charged to Joint Account as new, or 

, B . A t s ixty-f ive per cent (65%) of current new price i f Material was originally charged to the Joint Account as 
1 secondhand at seventy-five percent (75%) of new price. 

4. Other Used Material 
j Used Material (Condition " C " ) , at f i f t y per cent (50%) of current new price, being used Material which: 
/ A. Is not in sound and serviceable condition but suitable for reuse after reconditioning, or 

B. Is serviceable for original funct ion but not suitable for reconditioning. . 
5. 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 w i t h that of items normally used for such other purpose. 

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

7. Temporarily Used Material 
When the use of Material is temporary and its service to the Joint Property does not jus t i fy the reduction in price as 
provided for in Paragraph 3 B of this Section V I , such Material shall be priced on a basis that w i l l leave a net charge 
to the Joint Account consistent w i t h the value of the service rendered. 

VII . I N V E N T O R I E S 
The Operator shall maintain detailed records of Material generally considered controllable by the Industry. 

1. Periodic Inventories, Notice and Representation 
A t reasonable intervals, inventories shall be taken by Operator of the Joint Account Material, which shall include 
al l such Material as is ordinari ly considered controllable. Wri t ten notice of intention to take inventory shall be 
given by Operator at least t h i r t y (30) days before any inventory is to begin so 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 furnish Non-Operators w i t h a copy 
thereof. 

2. Reconciliation and Adjustment of Inventories 
Reconciliation of inventory w i t h charges to the Joint Account shall be made, and a list of overages and shortages 
shall be jo in t ly determined by Operator and Non-Operators. Inventory adjustments shall be made by Operator 
w i t h the Joint Account for overages and shortages, but Operator shall be held accountable to Non-Operator only 
f o r shortages due to lack of reasonable diligence. 

3. Special Inventories 
Special inventories may be taken whenever there is any sale or change of interest in the Joint Property. I t shall be 
the duty of the party selling to no t i fy al l 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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