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THIS AGREEMENT made and entered into this L/ day

of February, 1952, by and between J. RAY McDERMOTT & CuMFANY, INC.,
a Delaware corporation {hereinafter called "McDermott"), and
SHELL OIL COMPANY, a Delaware corporation (hereinafter called
fShell™),

THAT, WHEREAS, Shell is the owner and holder of certain

0il and gas leases and the exclusive right and option to take by

puresuance of the Act of Congress approvéd February 25, 1920 (41
Stat. 437), as amended, (hereinafter called "Federal Leasing Act"),
covering lands in Sheridan County, Wyoming, said leases and options,
and the lands covered thereby (insofar as they are subject to this
Agreement) being particularly described in Exhibit A attached
hereto and hereby made & part hereof;

AND, WHERFAS, the parties hereto desire to evidence
their agreement relating to the operation of such lands (any such
lands as may be from time to time subject to this agreement being
hereinafter called "said lands") for oll and gas development
purposes;

NOW, THEREFORE, in consideration of the premises and of
the respective agreements hereinafter set forth, it is mitually
agreed:

1. Shell represents that it is the owner and holder
of said leases and options (saild leases and options being herein-
after collectively called "sald leases") as to said lands subject
only to the overrlding royaltles referred to in Exhlbit A, and
that it has not heretofore sold, assigned, transferred or othepr-




wise disposed of or encumbered its rights therein. Except as
hereinbefore provided, Shell does not make any guaranty, warranty
or representation whatsoever with respect to its right, title and
interest in and to the oll, gas and other hydrocarben substances
in or under said lands or as to the valldity of said lsases,

Without delay after the execution of this Agreement Shell
agrees to furnish MeDermott with photostatic coples of said leases
and mesne asslgnments deseribed in Exhibit A. Shell further agrees
to lend McDermott any abatracts which Shell now has pertaining to
the lands covered by saild leases for a reasonable perilod of time.
It is expressly understood that the rights
McDermott and Shell under this Agreement are not in anywise de-
pendent upon MeDermott's acceptance or nonacceptance of title
and that the furnishing of saild materisl to McDermott as afore-~
sald is solely for the convenience of McDermott,

2. On or before June 1, 1952, McDermott shall commence
the drilling of a test well on said lands at a location tc be ap-
proved by Shell and shall thereafter prosecute the drilling of
such well to completion, l.e., until (a) it i1s drilled %o a
vertical depbth of 5200 feet below the surface, or (b) it 1s drilled
to a depth sufflcient to adequately test the basal Shannon sand, or
{c) o1l or gas in paying quantities (i,e., quantities sufficient
to repay the coats of drilling and producing operations, with a
reasonable profit) shall be dlscovered therein, or (4) McDermott
and Shell shall determine that further drilling in such well would
not be warranted, or (o) unless some formation rendering further
drilling with modern drilling equipment impracticable according
to good operating practices 1s encountered at a lesser depth,
whichever event shall first occur. During the course of the
drilling of the test well McDermott shall make satlsfactory tests
of all possible producing horizons, especially of all formations
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showing eilther cil or gas. Should a showing of oll or gas be en-
countered at any depth in the test well, McDermott shall immedlately
notify Shell thereof. Shell may, at any time during the course of
the drilling of the well, requect that a showing or showlngs of

0il or gas be tested, Such testing shall be undertaken by MeDermott
prior to the completion of drilling operatlons. McDermott shall
notify Shell before the testing of any showing so that Shell may
have representatives present to witness such testing. iicDermott
shall bear tine entire cost of drilling, abandoning (if not com-
pleted as a paying producer), testing and completing sald well (in-
cluding the completion equipment installed in connection therewith,
i.e., the production string, the wellhead connectlons and/or pumping
equipment, tanks and other equipment required for the operation of
such well) and no portion of such cests shall be borne by Shell or
constitute a chargeabls expense heraunder,{provided, however, that
if saild well 1s completed as & flowing weli and pumping equipment

is not required for at least six (6) months after completion, the

eost of pumping equipment thereafter installed shall constltute

“._a chargeable expense hereunder.

In the event sald test well is sompleted as hereinabove
defined but not as a well producing oll or gas in paying quantitles,
then within ninety (90) deys from and after the date of such com-
pletion MeDermott shall elther commence the drliiling of a second
test well on sald lands at a location to be approved by Shell and
thersafter dlligently prosecute the drilling of such well to com-
pletion as hereinabove defined or relinguish to Shell all of its
interest in and to said lands and in and under thils Agreemsnt but
any such relinquishment shall not relieve McDermott of any obliga-
tions with reapect to sald lands or under this Agreement theretofore
accrued. In the event McDermott elects to drill sald second test

well it shall bear the entire cost of drilling, abandoning (if not
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completed as a paying producer) and testing such well but if such
well is completed as a well producing oil or gas in paying quentities
all costs of completing such well (including the completion equip=-
ment hereinabove enumerated) shall be borne as a chargecable expense
hereunder by cDermott and by Shell.

3. Upon demand, after the completion of said first test
well as a well producing oil or gas in paying quantities or, in any
event, upon the completion of said second test well, Shell agrees to
make, exsecute and deliver to ¥elermott asgignments, without warranty
of title (but with Shell's representation that Shell has not thereto=-
fore sold, assigned, transferred or obtherwise disvosed of or en-
cumbered 1ts said rights therein), assigning to reDermott an un-
divided one-hulf (1/2) interest in and to sald irases as to said
lands, such assignments to be subject to the terms and provisions of
this Agreement.

In the event that either party hereto at any time should
acquire any oll and gas operating rights {other than those now held
by Shell) 1in and to any of said lands, such party shall within thirty
(30) days after such rights are so scquired, notify the other party
in writing of such acquisition. Such other party shall have thirty
(30) éays after the receipt of such notice within which to eleet,
by written notice given toc the acqulring party, to take an assign-
ment of an undivided one-half (1/2) interest in the rights soc ac-
quired, Upon the other party electing to take an assigument of an
undivided one-half interest as aforesaid, such other party shall pay
to acquiring party one-half (1/2) of the acquisition costs of such
rights and shall receive an assignment from acquiring varty of such
undivided one-half (1/2) interest.

4o McDermott is hereby designated as initial Operator
hereunder. The Qperator hereunder (but iicDermott only after it

has fulfilled 1its obligations under paragraph 2 hereof) may resign
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ag Operator by glving written notlce to Non-Operator. 1In the
event Operator shall at any time be in default in the performance
of any of its obligations nereunder and shall fail to remedy, or
commence and to proceed diligently to remedy such default within
aixty (60) days after receiving written notice from Non-Operator
to correct such default, it shall be removed as Opecrator hereunder.
Such right of removal shall not deprive Hon-Operator of any addl=
tional rights or remedles. Any such resignation or removal as
Operator hersunder shall be effective at 7:00 A.M. of the first
day of the calendar month next succeeding the expiration of thirty
{30) days after notice of resignation or thirty (30) days after ex-
piration of the time above provided within which a default may be
corrected or commence to bs corrected, as the case may be, and
thereupon ¥on-Operator may elect to become the Operator hereunder,
In the event Non-Operator does not so elect, this Operating Agree-
ment shall thereupon terminate. Upon the effective time of resig~
nation, or removal or change of Operator, Operabor shall surrender
poeseesgion of and deliver to the successor Operator all facilities
and equipment used hereunder, all psrtinent accounting books and
records, and all data pertaining to Operator's conduct of opera-
tions hereunder. The terminatlon of the rights of either party
hereto as Operator shall not terminate any other rights or in-
terests of such party in its separate capaelty as a working inter-
est owner under this Operating Agreement nor shall such termination
relieve such Operator of any of its obligations, as Operator, there-
tofore accrued,

5. The parties hereto shall cach own an undivided one-
half (1/2) interest in (1) all substances produced and saved I'rom
said lands pursuant hereto and under said lease, after deducting

therefrom any part {(a) used by Operator for drilling, operating,
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camp and other productlon or development purposes, for repressuring,

recyecling, stimulation of wroduction, increasing ultimate recovery,
(p) unavoidably lost, and (c) constitubing a lease royaliy share,
when taken in kind, and (2) all facilities, materials, supplies and
equlpment acquired by Operator, the cost of which is included as a
chargeable cxpence hereunder,

6, Lxhiblt B entitled "Accounting Procedure", attached
hercto and made a part hereof, shall determine the chargeable costs
and expendltures hereunder. In the event of any inconsistency or
conflict between the provisions of this Agreement and those of the
scecounting FProcedure, the provisions of this Agreement will control.
wxcept as otherwlse expressly provided in this Agreement, all costs
and cxpenses incurred by Operator in conducting operations hereunder
including, without limitatlon, the drilling, completing, testing,
cquipping, operating and abandoning of wells on said lands shall be
borne equally by Melermott and Shell, and all such costs and expenses
shall be "chargeable expense" hereunder,

Te The partiss hercto shall endeavor to agree upon the
wells, other than said test well and second test well, to be drllled
hereunder, the locations thereof, the time and order of the drilling
of such wells, and the depths to which the same shall be drilled. In
the event the parties hersto fail to agrec with respect to the drilling
of any particular well and either party deslires to drlill that or any
other well (any such well being hereinafter called "optional well")
on said lands, then such party (hereinafter called "proposing party")
shall glve to the other party (hereinalfter called "nonproposing
narty" )} written notice thereof, which written notice shall specify
the location, the apnroximate depth, and cgstimated cost of the pro-
posed optional well. Nonproposing party shall have fifteen (15}
days after the giving of such notice within which to notify pro-
posing party whether or not proposing party elects to participate

in, l.e., bear its proportionate share of the cost of such optional
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well at the desicuated locstion. -aflure of nonproposing party to
reply to the origlnal notice within said fifteen-day period shall

be deemed a refusal to participate in the cost of sueh well, If

the nonproposing party docs not so clcet to particlpate i tne drilling

of such well, tuen proposing party shall nave ninety (90) days after
the expiration of saic fifteen-day reriod, and nc longer, in which
to comncnce oporutions for the drilling of such well at a location
designated In the notice. I the drilling of such well 1s not so
ecomnenced by proposing party, then proposing party's notice of in-
tention to dpill such well shall be in no further “orce and effect
and any subsequent drililag at that location shiall be subject to
like rurtnhcr notice and opportunity on the part of nonproposing
party to elect whether o not to participate thereln as herelnabove
provided. Operabtor, whother or not it 1s the proposing party, snall
conduet all drilling and other opsratlions in commection with such
well and, in the cvent honproposlng party does 1ol ciect to particie-
pate in the cost of such well, the entire cost thereof, determined
in accordance with hxhibit 5, of drilling, completing, teating and
equlpning (ineludiag thoe cost of completion equipment saumerated in
paragraph 2 hereof ), and operasing, or If a dry hole, drilling,
plugging and avandoning, such weil and the payment of royalties
with respcet thereto shall be chargexble to and borne by proposing
party., Operator, at i1ts election and within thirty (30) days after
recelving a request to drilil such a well, may submlt an estimate of
the cost thereol to proposiag narty and shall not be obligated to
drill such well unless, within thirty (30) cays after submitting
such estimatod cost, the rroposing party shall have advanced to
Operator the whole of such estimated cost. If such well, when
completed, obtains production of oil, gas or other hydrocarbon sub-
stances in paying quantitlcs then the propousing party shall own

(notwithstanding the provisions of paragraph 5 hereof) and shall
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be entlitled to receive all of the production therefrom (less royalty

payable in kind with respeect thereto) until proposing party shall have
been reimburscd ont of such well's production for one hundred ner cent
(10U%) of the cost of operating such well to the time of Teimburse=
ment plus two hundred per cent (200%) of the cost of drilling, com=
pleting, testing and equipping such well until such btime as proposing
party has been so reimbursed, such well, together with all cquioment
therein or used in conmectlon therewith (to the extent that the nro-
posing party has been charged with the costs thereof as herein pro=-
vided) shall be owned by such proposing party. when such reimburse-
(1/2) interest in and to such well and cquipment and in and to all

of the production therefrom thereafter obtained and all costs there=-
after incurred in connection with suech well shali be a chargeaovle
expense hereunder.

8. Hxcept for the test wells provided in parsgraph 2 hereof,
all wells drilled hereunder by Operator shall be drilled on a competi-
tive contract basis, bids belng obtained from at least three respon-
sible drilling contractors, if avallable; provided, however, that
Operator may elect to employ its own crew, tools and eguipment Iin
the drilling of wells, but in such event the charge therefor shall
not exceed that generally prevailing in the dilstrict for like depths
and formations to be tested,

9, All taxes required to be rendered or paid in connection
with the operations or production hereunder excent Federal and State
income taxes and any State fraanchise, license or other simllar tax
reguired for the maintenance of corporate existence, shall be ren-
dered and paild by Operastor and charged as an expense hereunder ex-
cept that any taxes on or measured by the substances 1n or under or
that may be produced, saved or sold from said lands, or upon the
proceeds or net proceeds derived therefrom, properly allocable to

any royalty or overriding royalty shall be charged to the royalty
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at all times as to the progress and results of
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Pay and dalscharge promptly all coste and expenses
in connection with operations hersunder and shall
keep said lands and all personal property used in
connection with such operations thercon free angd
clear of all liens and encumbrances on account of
any claim arising out of such operations.

Comply with the requirements of the applicable
workmen's compensation and/or cmployer's iliabililty

dlaws of the State of Wyomi

and carry public
liabllity insurance with limits of +20/40,000.00,
automoblile public llability insurance with limits
of @25/50,000.00 and automobile property damage
insurance with a lialt of (5,000,090, ALL premiunsg

applicable to the protection provided snall ve
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(e)

(£)

11,

in the flsld of productiocn,

chargeable as an expense hereunder. All losses

not covered by standard form pollcles of insurance
for hazards as above set out shall be borne by

the parties hereto as their interests appear at
the time of any losses,

Make no expenditure constituting chargeable ex-
pense hereunder for any item in excess of $10,000.00
without the prior written approval of Non-Operator
execept for drilling or other operations authorized
or required pursuant to this Agreement, normal
operating expenditures, and emergency expenditures
necessary to protect said lands and the property
used thereon by Operator in conducting operations
hereunder.

Keep all of sald lcases as to sald lands in good
standing and be responsible for 2ll of the obli-
gatlions of the lessee (or optlonee) thereunder,
including the payment of rentals, royaltles and
overriding royaltlcs with respect thereto, pro-
vided, however, that until the lcases and options
desecribed in Exhibit A are assigned to MeDermott
as provided in article 3 hereof Shell will con-
tinue to pay the rentals provided in said leases
{or options)} and upon presentation of Shell's in-
volce therefor, McDermott shall reimburse Shell
for one-half (1/2) of the amount of the paynments
50 made,

Each of the parties hereto shall take in kind its

respective share of all oil, zas and other hydrocarbon substances
produced and saved hereunder and shall be responsible for the dis-
position thereof. Weither party hercto shall sell 1ts respective

share of sald substances for less than the prevalling market price




12, The performance of any party's obllgations here-
under, other than the obligation to make payment of amounts due
hereunder, mey be delayed or suspended at any time while, but
only 30 long &8, such party is hindered in or prevented from per-
formance by act of God, accldent, strike, lockout, operation of
law, war or national emergency, governmental regulation, weather
conditions which would prevent or render performance abnormally
expengive or dAifficult, unavailability of labor or materials in
the open market, or any cause whether similar or dissimilar,beyond
such party's reasonable control,

13. Elther party hereto shall have the right to relin-
quish such party's interest under any of sald lecases as to all or
any part or parts of said lands in the following manner:

Either party (herein called "offering party" ) may at
any time or from time to time but not less than sixty (6Q) days
prier to the accrual of the next annual rental under such lease,
notify the other party (herein called "other party") in writing
that offering party desires to surrender such lease pursuant te
the terms thereof as to all or any part or parts of said lands
covered thereby (hereinafter called "relinquished lands"), Within
fifteen (15) days after the giving of such notlice the other party
shall glve written notice to offering party electing to join in
a surrender of such lease as to the relingulshed lands or to take
an asslgnment of offering party's interest thereln, failure to
glve such notlice within the fifteen-day period being deemed an
election te join in a surrender.

If the other party elects to take an assignment, offering
party shall execute and dellver to the other party an asalgmment
of offering party's said Interest subjecet to any requisite approvals
by the Secretary of the Interior or the State Board of Land Come
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missioners of the State of Wyoming. Upon receiving suech assign-
ment, the other party shall (1) be wholly responsible for the par-
formance of the lcssee's op (optioneets) obligations acorulng
thereafter under such lease, and will save and hold offering party
wholly free and harmless from any loss or damage cansed by or re-
sulting from other party's fallure to perform such obllgations,
and (2) compensate the offering party for such party's share of
the depreclated value of any physical property (the cost of which
1z a chargeable expense hereunder) on or used in comneection with
the relinquished land, such value to be determined in accordance
with the provisions of Exhibit E,

If the other party does not elect to take an assignment,
then the partles hereto shall forthwith jein in a surrender of
such lease as to the relinguished lands.

Any relinquishment hereunder shall be effective from
and after the date of delivery of an assigament hereunder to the
other party or the effective date of f1ling such surrender, and the
relinquished lands shall be excluded from the opsration of this
agreement, but nothing herein contained shall: (a) operate teo
relleve McDermott of its obligation to drill the first test well
as provided in paragraph 2 hereof, or (b) relleve the offering
party of any liability or obligation with respsct to the relin-
quished lands accruing prior to the effective date of relingquish-
mente

1. Neither party hereto shall, as to any of said lands,
asalgn, sublet or otherwise transfer such party's sald intercst
therein or any part thereof, or any interest in this Agreement,
to anyone other than a parent, affiliate or subsidiary corporation
of the asslgning party or a corporation or person or persons suc-

ceeding to substantially all of the assigning party's oil or gas




produeing business in the State of Wyoming, without first obtaining
the wpltten approval of the other party hereto,

15. Any notlce or Lnstrumcnt to be ziven or dellvered to
MeDermott hereunder may be glven or dellvered by deliverlng the same
to any offlcer of iicDermott in person or by malling the same by reg-
istered mall, postage prepaid, addresscd to McDermott at 222 ¥idland -
Savings Bullding, Denver, Coloradc. Any notice or instrument to be
given or delivered to Shell hereurder may be glven or delivercd by
delivering the same in person to any offlcer of 5hell or by mailing
the same by registered mall, postage prepaid, addressed to Shell at
Shell Building, 1008 West 3ixth Street, Los Angeles 17, Callfornla.
Any notilce or instrument transmitted by mail shall be deemed to have
been given to the addressee at the expiration of forty-eight {48)
hours after mailing of the same by reglstered mall as aforesaid,
The address to which any notlce or instrument may be delivered may
be changed by like notlce.

16, Operator shall not discriminate against any applicant

for employment because of race, creed, color or national origin and

shall require an identical provision to be included in all subcontracis.

17. The term of this agreement shall be deemed to have
commenced on the date hereof and, unless sooncr terminated as here-

rontinue thercafter so long as sald lease

or any extension or renewal thereof, or any lease or leases taken
in lieu thereof, shall be in force and effect as to any portion of
sald lands, and until all of the property used hereunder has been
removed and disposed of and final settlement has been made between
the parties herete in liguidating the accounts,.

18, This agreement shall bind and inure %o the benefit

of the respective successors and assigns of the parties hereto,
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IH W ITHUS: WHERLUF, the parties have executed this

agreement as of the day and year first above written.
Jo BAY MeDsRUUTT « CuMFANYY, LNC,

- A .
ﬁt""‘;( A ] kk

Tice rreside@tv

Assistant Secretary

S ELL JIL CONPAWK
} & /
e V.o
v oy S~ >’£"/ ))’ - .
Vice Prj?ident :
; rﬂ‘ L I ‘_‘ ‘_
Assistant Secreta#y




STATE OF TEXAS

33,
COUNTY OF HARRIS

On this 2lst  day of __‘sbrusry » 1952, before me
appeared T, P, Hull, Jr, » to me rersonally known,
who, being by me duly sworn, did say that he is the Viecs Fresi-

dent of J, RAY MeDERMOTT Z: CONFANWY, INC., a Lelavare :orporation,

and that the seal affixed to said instrument is the corporate seal

of sald corporation and that sald instrument was signed and sealed in
behsalf of said corporation by authority of its board of direcetors,

and said T, P, Hull, Jr, acknowledged sald Instrument

to be the free act and deed of said corporation,
i“ii,Givan under ny hand and seal the day and yecar in this

‘:'oertificaqurirst above written.

L

oo . Notary Pu n and for sald
SRR county and state,

My commlssion expiress PAL

June 1, 1953 n an.

STATE OF CALIFORNIA g
88
COUNTY OF LOS ANGELsS )
On this 287 day of Jiphd ,» 1952, before me
rd

appeared $. F. Bowlby » to me personally known, who,

being by me duly sworn, did say that he is the Vice President of

[~3esnad NTY
SHELL, COIL COHM

PANY, a Delaware corporation, and that the seal af-
fized to sald instrument is the corporate seal of saild corporation
and that said instrument was signed and sealed in behalf of said
corporation by authority of its board of directors, and sald

5. F. Bovlby ascknowledged said instrument to be

the free act and desd of said corporatione.

Given under my hand and seal the day and yecar in thls

) ’ W e
Notary Publlc in and for sald ..
county and state. RO : o
My commission explres: R
December 11, 175 FEPEHIRE

certificate first above written,
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EXHIBIT A

(All lands situated in sheridan Count 'émi -
recording data refers to records in g%f?Zo ogg
County Clerk of such County)
opzion Agreement dated July 28, 1950 frem Lucille ¢, Kallerud as
Optilonor to Shell, as Optionee, providing for a reservation b
Optionor of & one~half per cent (1/2%) overriding royslty witg
ieagggg :o U.dsé oil ?gg Gas Loa;o, Wyoming 02312 dsted (Qctober
. ssue o Lue ® G. Kallerud coveri amon £
the following deseribed land: e & other lands,

Township 58 North, Range 8L West, 6th P.M., Wyo
Section [}
Section 19: Lot 2, SE{WW-, NEiSW%, SWISE:

containing 203,03 aeres, mors or less,

Option Agreement dated July 28, 1950 from J. F, Mahoney as Opiionor
to Shell, as Optionee, providing for a reservation by optionor of

e one-half per eent (1/2%) overriding royalty with respect to

Ue S« 011 and Gas Lease, Wyoming 02311 dated Octeber 1, 1950
issued to J. ¥ Mahoney covering the following described land:

Township 58 Nbrthg Renge 8l weet, 6th P.M., Wyoming
Section t Lots 1, 2, *

Townshi 8 North, Range 85 West, 6th P.M., Wyoming

el )
T

4

N

PR A

Section 263 NWiNE
eontaining 359,40 acres, more or less.

Ue Ss 011l end Gas Lease, Buffsle 039566, dated February 1, 1948
i1ssued to Anne E, Shaw, as Lessee, assigned t o Shell by Assignment
of 0il and Gas Lease dated Janusry 30, 1950 providing for a
reservation by Assignor of & one-helf per cent (1/2%) overriding
royslty covering, among other lands, the following described land:

Township 58 North, Range 85 West, 6th P.M., Wyoming
Section 1 ‘ i
Seetion 233 s%uE;{ SE}, NE}Sui
Seetion 2ii; SEINE:

containing 335.45 acres, more or less.

State of Wyoming 0il and Ges Lease No. 0-3591 dated Jsnuery 16,
196 issued to Frank W. Winegar, as Lessee, assigned to Shell hy
Assignment of 01l and Ges Lease dated February 12, 1946, sovering,
among other lands, the following desoribed land:

eontaining 120, 00 seres, more or less,
state of Wyoming 011 and Gas Lease No. 0-10531 dated November
16, 1950 issusd to Robert J. Connaghan, as Lessee, assignedto

Shell by Asalgrment of 011 and Gas Lease dated January L, 1951,
covering the following desoribed land:

Township 58 North, Range 85 West, 6th P.M., Wyoming
Section [ NE&W%

containing 80.00 aeres, more or lesas.

011 and Gas Leasse dated Janusry 9, 1946, reeorded in Book 61 of
Deeds st pegs 4439 from Amne L. Trusler, formerly Anna I. Kester,
and A. R. Trusler, her husband, as Lessors, to Frenk W. Winegar,
as Lesses, assigned to Shell by Assi mment of 01} and Ges Lease
daked "ebruary 12, 1946, recorded in Book Tl of Deeds at page
58, covering the foliowlng described lend:

Townshdp 58 North, Range 8l est, 6th ?,14., Wyoming
Sectlon 19: Leots !, 3, Q, SEg3W;
Section 30: NEIIW.

Township 58 Northg Range 85 wecst, 6th T.M., Wyoming
Sectlon t Lets 1, 2 and 3

Section 2: NINE., SWAE', SE;, E'W:

eontaining 681,07 acres, more or less,




Te 01l and Ges Lease dated August l, 1950, recorded in Baok 81 of

to Argo A. Hewklins, as Lessoce, assigned to chell by Assignment
of 0il and Gas Lease dated Augnst 7, 1950, recorded ln Book 81
of Deeds at page S, covering the following deseribed land:

Township 58 Nerth, Range BS Went. 6th P.M.. Wyoming

eontaining 160,00 acres, more or less.

8 011 and Gas Lease dated July 25, 1950, recorded in Book 81 of
Desds at page 76 from Georgs Buszklewlc end Rose Bustkiewle,
husbsnd and wifs, ae Lessors, to Shell us Lessee, covering the
following described land:

containing 159,97 acres, mors or less.

-EXHIBIT &
Paragraph 8 (continued)

0il and Gas Leasc dated Jdanuary 7, 1946, recorcec in Fook 52

A Fook
of Deeds at page 132, frou Johu L. ‘.3uf>zkie~'j,.c, 2 ;ingle man, as Lessz;
todrglnk »w. Winegar, as Lessee, assigned to Shell by Assignment of Oil’
and Gas Lease, dated Marcn lj, 19L6, recorded in Book 7l +f Leeds at vaie
1l, covering the followiny deseribed landsi o

[ P T ST T L N [s1] ya

LOWHBINLP 5 Nortn, Hange 84 West, 6th P. M., wyoming
Section 30t Lot 3, SINEL, WELSWE, W ohr o — %
containing 159.97 acres, more or less.

An undividec cne-half interest in John . “u i
vics L. Huszkiewic, a single
man, au¢ an undivided one«half interest in Geor G Rose
Buszidoewic, nhusband and wife. Feoree Bussiciewle and fose

311 and Gas Lease dated July 25, 1950 recerded in Book Bl of
eeds at page Tl from Ignae Buszkiewie and Anna Buazkiewle,
husband and wife, as Lessors, to Shell as Lessee, ocovering the
following described lend:

en 3 W
section 261 EANEL
containing 520.15 acres, more or less.

10. 0il and Gas Lesse dated ¥ebruary 20, 1946, recorded in Book 62
of Deeds at page 129 from Franklin Orr Baker and Dema Beker,
husbend and wife, and Ethel Shenor and Jeek Shanor, wife and
husband, and Chester Arthur Baker, as Lessors, to Fpsnk W.
Winegar as Lessee, assigned %o Shell by Assignment of 011 and
Gaas lease dated March 15, 1946, Pecorded in Book 81 of Deeds at
page 421, cevering the following described land:

Section 19t
Section 301

containing 480,00 seres, more or less.

Exhibit A
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EXHIBIT "g"

AGUOUNT LG FROCLDURE

The purpose of this Lxhibit B, Accounting FProcedure, is
to e¢stablish a method of secounting which will truly reflect the
Operator's actual costs, so that Operator will neither gain nor lose
in relation to Non-Operator by reason of the fact that it coanducks
the operations, and in the event that at any time any of the methods
of determining charges or credits prove unfailr or Inequitable to
Operator or Non-Operator, or will not effectuate the purpose of this
Accounting Procedure, the vartles will agree upon a new nebthod of
determining such charges or credits which will effectuate the purpose,
and this new method will be put into effect on such date as riay be
agreed upon.

I, DEPIHITIONS, 0ILiING, REZSORDE AND REFORTS

{1) The term "said property" as used herein shall be con-
strued to mean the real and personal property subject to the Cverating
Agreement to which this accounting exhibit is attached, and the term
"chargeabls expense" as used herein shall mcan all expeaditures which,
pursuant to sald Operating Agreement, are to be borne equally by the
parties thereto,

(2) The term "Operator"™ as used hereln shall, at zny tinme,
be construed to mean the party then designated pursuant to such Oper-
ating Agreement.,

(3) The term "Non-Opcrator" as used herein shall, at any
time, be construed to mean the party hereto other than the party then
designated as Operator pursuant to such Operating Agreement,

(L) The Uperator shall at all tlmes maintain and keep true
and correct records of the production and disposition of all oil, gas,
and other hydrocarbon substances, and of all costs and exvenditures
incurred, as well as all other data neecessary or proper for the settle-
ment of accounts between the parties hereto in connection with theiw
rights and obligations under sald Uperating Agreement. Such records
shall be open at all reasonable times for inspection by duly avthorized
repregentatives of Non-QOperator,

(5) On or before the 10th day of each calecndar month, Uper-
ator shall submit to Won-Operator an inventory of oll and other hydro-
carbon substances as of 7:00 A,M. on the first day of that month, to-
gether with statements showing production, distribution, and allocation
of such substances during the precceding calendar month, and dates of
ruis, -gravities, zross and net quantities, . . 4 Y. content, vapor
pressure, or other data upon which the value of substances 13 based.
This distributlion and allocation shall bte accou:ted for in such a
manner that each party will receive proper credit for 1lts proportion-
ate share in quantlty, quality, and valuve,

(6) COperator shall render a blll to Jon-Operator on or
before the last day of each month for Non-Operator's sharec of costs
and expenditures for operations during the preceding calendar month.
Accompanying such bill shall be statements itemized sufficiently to
reascnably fill requirements of Jon-Operator; but in any cvent Oper-
ator will not be required to furnish Hon-Uperator with coples of
original documents such as invoices, storehouse tickets, etc, Hon=




Operator shall pay such bill within ten (10) days after receipt
thersofs Upon requeat Operator may require Hon-Operator to advance
his share of estimated cash outlay for the current month's opera-
tions,

{(7) Payment and/or acceptance of any statement or bill
shall not prejudice the right of the Non-Operator to protest or
question the correctness thereof., Except pursuant to the mutual
egreement of Operator and Non-Gperator, Operator shall not adjust
any ltem more than one year after the close of the calendar year in
which ltemlzed statement thereof is rendersd.

IT. DEVELOPMENT AND OP:RATING . XPENWDITURES

A1l expenditures necessary to develop, maintain, operate,
and abandon said property in sccordance with said Operating Agree-
ment shall econstitute chargeable expense hereunder. Without in any

way limiting the generality of the foregoing, such expenditures shall
inelude s

and royaltles paid by Operator pursuant

(2) Cost of permits, licenses, and bond premiums nee-
essary in the performance of Uperator's duties under said Operating
Agreement.

(3} Salaries and wages of Operator's employees, other than
employees compensated for under subdivisions (13), (lz) and (15) of
this Section II, directly engaged in operations of said property, plus
that portlon of taxes and assessments imposed by governmental authority
on or measured by the pay of employees, and any group Insurance, sick
pay {not recoverable from insurance), vacations, travel allowances,
pensions, and other beneflts accorded in general to employees by Oper~
ator computed to be applicable to such salaries and wages,

(4) Materiels, equipment, and supplies purchased by Oper-
ator or furnished from its storehouss stocks or from its other proper-
tles for use on sald property, Insofar as is practical and consistent
with efficlent and coonomical operation, only such materials shall be
rurehased for or transferred to said property as are required for im-
mediate use, and the acoumulation of materials and suppliecs on the
said property shall be kept to a minimum,

(5) Transportation of employees, equipment, material, and

supplles to, from, and botwsen properties covered by said Onerating
Agrecment, except as follows:
»

(a) No charge shall be made to chargeable expense for
moving equipment, material, or supplies from Operator!s store-
houses or other property of the Operator to said property, for
& distance greater than would be necessary to move such equip-
ment, material, or supplies from the nearest repubtable supply
store where such ltems are available to nurchasers generally,

(b) Ho charge shall be made to chargeable expense for
moving surplus equlpment or material from said property to
Operator's storehouse for a distance greater than to the
nearest point where such surplus equipment or material couid
be sold at reasonable prices, nor shall a charge be made for
moving materials to other properties belonging to Operator,
except by apecial agreement,

(e) Each party hereto, at its sole cost and expense,
shall remove from sald property its proportion of surplus
equipment or material, which has been divided in kind,

Fxhiblt B
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(6)

side sources.

Contract servieces and utilitics procured from out-

(7) Use of and service by Operator's exclusively-owned
eguipment, facllities, and utilities as provided in subdivision
(5} of bection I1I hereof.

(8) Damages or losses ccecasioned by fire, flood, storm,
accident or other cause or condition not econtrollable by Operator
through the exercise of reasonable diligence, whether. or not similar
to the causes or conditions herein specifically enumerated, and not
compensated for by insurance or otherwise, Operator shall furnish
to NoneOverator a written notice of dama;es suffered from any source
whatsoever immediately after report of the same has becn vecelved
by Opsrator,

(9) Expenses of lltigation, liens, Judgments and liqui-
dated clalms incurred in or resulting from the operations hereunder,
No charges for services of Operator's legal staff or for fees or ex~
penses of outside attorneys shall be made except upon prior agree-
ment between Operator and Hon-Operator,

(10} Operator shall procure and maintain Worlmen's Come
pensation Insurance covering development and opcrations hereunder,
and the net premlums therefor shall be treated as a part of the ac-~
tual coat of development and operations,

(1l) All taxes and assessments paid by Opcrator for the
beneflt of Uperator and NoneOperator, inecluding ad valorem, personal
property, mineral rights, gross production, and any other taxes and
assessments levied and assessed egalnst sald property, the produc-
tion therefrom or the operations thereon, {(No income, franchise,
capital stock and other such general taxes are to be included as
chargeable expense,)

(12). As to insurance carried for the beneflt of Operator
and Non-Operator, the net premium thereon shall be included here-
under as chargeable expense,

(13) 7o cover cost of ordering, handling and storing
materials, equipment and supplies done at Operator's sole crxpense,
Operator shall make the Following charges:

(a) One per cent (1%) of the cost of materials,
equipment and supplies delivered from veandor direct to
said property.

(b} Three per cent (3%) of the cost of tubular
goods (2" in diameter and larger) and major equipment
such as derricks, tanks, boilers, compressors, sengines,
pumps, motors (3 H.P., and more), oil and gas separators
{traps), pumping units, and gear reduction units de-
livered from Operator's storehouse to said property,

{(e) Seven per cent (7%) of the coct of all other
material and supplies delivered from Operatorts store-
house to said pronerty,

These charges are 1in lieu of any other charge for the cost_of oper-
ating and maintaining Uperator's purchasing and stores offices.

sxhibit E
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(l4) A proportionate share of the salaries and expenses
of the field and district superintendent, foreman, clerical and other
employees sngaged in carrylng on the operations hereunder, whose time
is not allocated directly to said property, plus that portion of taxes
and assessments imposed by governmental authority on or measured by
the pay of employees, and any group insurance, sick pay (not recover-
able from insurance), vacations, travel allowances, pensions, and
other beneflts accorded in general to employees by Operator cemputed
to be applicable to these salariss and wages and a proportionate share
of the expenses in maintaining and operating a fleld and diatrict
office, facilities for housing and boarding employess, and other gen-
eral facllitles used in conducting the operatlons of said property,
such charges to be apportioned to all properties served on an equit-
able basls consistent with the services performed,

{15) Overhead charges, which shall be in lieu of any
charges for any part of the compensation or salaries paid to man-
aging officers and employess of Operator and any part of the expenses
of Operator's general offices on the followlng basis:

(a) Two Hundred Fifty Dollars ($250.00) per month
{prorated for periods of less than one month) for each
well upon which drilling, redrilliing or other remedial
operations involving the use of drilling equipment and
drilling crew are being performed, computed from the
date of commencement of spudding-in operations on such
well and continued until it is placed on production,
abandoned or operations are suspended.

{b) Forty Dollars ($40.00) per well per month for
the first five (5) producing wells.

Thirty Dollars ($30.00) per well per month for
the second five (5) producing wells.

Twenty Dollars {$20,00) per well per month for
all producing wells over ten (10).

For determlning charges the status of wells shall be as follows:

{a) An in-put or injection well shall be considered
the equivalent of a producing oil well,

{(b) A producing gas or condensate well shall be con-
sidered the squivalent of a producing oil well,

(c) Wells permanently shut down but on which plugging
operations are deferred, shall be dropped from the well
schedule at the time the shut down is effested. During
the time a well is being plugged it shall be considered
the equlivalent of a producing oil well,

{(d) Wells which are shut down temporarily (other
than for proration) and later placed on production: If
and when a well is shut down and not produced or not
worked on for a period of more than one half a calendar
month, it shall not be included on the well schedule for
sueh month.
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(e) Whenever drilling crew and equipment are used
in operations, such as for wells plug ed back, drilled
deeper, reconditioned or prepared for gas injection,
such wells shall be consldered the equivalent of drilling
wells for the period required for such operatlons, Time
cznguged for rigging up and tearing out shall not be in-
cluded.

{f) Waste water disposal wells shall not be included
on the well schedule,

(16) The charges provided for under subdivisions (13), (1)
and (15) of this Section II shall be subject to review and possible
revision from time to time (but not more often than once every twelve
months) if in practice they are found to be insufficient or excesslive,
Any revislon 1n rates agreed upon by the Operator and fon-Operator
shall not be applled retroactively.

{17) Any other expeanditure incurred by Operator for the
necessary and proper development, maintenance, operation, and abandon-
ment of sald property.

III. BASIS OF CHaRGES

(1) Outside Purchases: All materials and equipment pur-
chased and all service procured from outside sources shall be charged
at their actual cost to Opsrator, after deducting any and all trade
and/or cash discounts received by Operator,

(2) New Materiels Furnished by Operator (Condition "A"),

(a) New materials transferred to said property from
Operator's storehouse or other properties shall be priced
f.o.b. the nearest reliable supply store at current new
price less trade, quantity, and cash discounts customarily
taken by Operator. This will inelude cost of tubular goods
(2" in diameter and larger) and major equipment such as der-
ricks, tanks, bollers, compressors, engines, pumps, motors
(3 HePs and more), oll and gas separators (traps), pumping
units, and gear reduction units. Smaller new materials
such as valves, fittings, supplies, etc,, where the current
new prices cannot be readily ascertalned or where it is not
practicable to use current new prices may, for the purpose
of conslstency and convenience, be charged at Operator's
reguiar storehouse prices,

(b) Gasoline, kerosene and other light oils furnished
by Operator shall be at prices approximating posted tank
wagon pricea. Lubricating oils and greases shall be at
prices approximating commerclal consumer's price. In no
event shall such prices exceed tank wagon or commercial
consumer's prices for the respective produets. Crude oil
shall be priced at the available posted and published
field price, Gas and liquefied products shall be at prices
approximating market value.
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. 53) Sseg?dhand Materials Purnished by Operator (Con-
ditions ¥"B" and "C"):

(a) Tubular goods (2" and over), fittings, machinery
and other equipment which is in sound and serviceable con-
dition at date of transfer, will be classed as Condition "x"
and charged at seventy~five per cent (75%) of the current
price of new materials,

{b} 'Tenks, derrieks, and bulldings or other equipment
involving erectlon costs at time of transfer shall be charged
on a basis not to exceed seventy-five per cent (75%) of knocked-
down current new price for similar materials,

(¢} Other secondhand materials, such as units of machinery
or other equipment that 1s serviceable, but substantlally not
good enough to be considered first-class secondhand material
when transferred to the operation hereunder, shall be classed
as Condition "C" and charged at f£ifty per cent (50%) of the
current new price.

{(d) There may also be cases where some items of major
equipment, due to their unusual conditlion, should be fairly
and equltably priced by Operator, subject to approval of
Non-Operator.

The current price of new materials 1s to be in ac-
cordance with the provisions under subdivision (2) above,
disregarding the regular cash discount,.

{4) Warranty of Materials Furnished by Operator: Operator
dosa not warrant the materials furnished from 1ts storshouse or other
properties and, in case of defective materials, credit shall not be
passed until adjustment hes been reseived by Operator from manufacturer
or his dealer or agent who has warranted same,

(5) Operator's Exclusively-owned Facilities: The following
rates shall apply to service rendered by facilities and equipment owned
exclusively by Operator provided such rates are not in excess of cur-
rent prevailing rates for like service and equipment available in the
aresa.

(a) Water service, gas and power, booster and com-
pressor services, use of roads, etc., at cost of such ser-
vices including operation, maintenance, insurance, taxes
and allowanee for depreclation.

(b) Automotive Equipmentt At rates commensurete
with cost of ownership and operation and in line with
sgchedule of rates adopted by Operator for use in his oper-
ations., Charges will be based on use in actual service
on or in commection with the development and operation
of sald property.

{¢) A fair rate shall be charged for the use of
drilling and other machinery and equipment exclusively
owned by Operator while used hereunder to cover maintenance,
repairs, depreciation, and the service furnished said
property. Drilling equipment lost in the hole or damaged
beyond repair shall be charged at a failr depreciated value,
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(d) Rates shall be revised from time to time when
found to be elther excessive or insufficlent, but not
more often than onee every six months.

iV, DISFOSAL OF L AS) HQUIPMENT AND MaTERTIALS

(1) Materials or equipment transferred from said property
to Operator shall be credited to chargeable expense and included in
the monthly statement of operations for the month in which the mat-
erlals or equipment are removed from said property.

(2) Materials or equipment transferred from said property
to Non-Operator shall be pald for by Non-Uperator immediately fol-
lowing delivery of materials or equipment. Operator shall thereupon
immediately pass credit to chargeable expense and ineclude the same
in the monthly statement of operations for the month in which the
materials or equipment were pald for by Non-Operator.

{3) Division in kind of materials or equipment constituting
a part of sald property shall be made between Uperator and Non-Operator
in proportion to thelr respective interecsts in sald property. Each
party will thereupon be charged individually with the value of the
materlials or equipment received or receivable and corresponding sredits

will be made to chargeable expense by Operator, and such eredits shall
appear in the same monthly operating statement.

(4) Sales to outsiders of major materials or equipment con-
stituting a part of said property shall be made only with the consent
of Non-Operator as to both terms and price and where made the proceeds
shall be credlted by Operator to chargeable expense at the full amount
collected from vendee, Any clsims by vendee for defective materialsa
or otherwise shall be charged back to chargeable expense, if and when
pald by Operator.

(5) No used surplus materjals or equipment may be removed
from said property without consent of Hon-Operatorts authorized repre-
sentative except as herein provided in following subdivision (6) of
this Seetion IV or unless such removal 1s for safe keeping, in which
event it must be kept separate.

(6) Operator on behalf of 1tself and NHon-Operator shall have
the right to remove fyom sald property, and dispose of, Jjunk materimls
and equipment not required for immediate or fubture operation of said
property, The net proceeds from the sale or removal of all such mat-
erials shall be credlted to chargeable expense,

V, BASIS OF PRICING MATERIALS TRAJSFLRRLD FRUM FRUPLRTY

Materials and equipment transferre¢d from said property to
either Operator or Non-Operator or divided in kind between them, un-
less otherwlse agreed, shall be valued on the following basis of
condition and price: (New price as used in the following subdivlisions
shall have the same neaning and application as that used above in
Section IIl.)

(1) ew Materials (Condltion "A"): being new equipment

or supplies purchased or procured for the property but never used
thereon: at one hundred per cent (1007) of current new prices.
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(2) Good Secondhand Materials (Conditlon "£"): being
good serviceable materials which are further usable without repair:
at seventy-five per cent (75%) of current new prices,.

(3) Other Used Maberials (Conditlon "C"): being materials
further usable for their origiaal functiocn only alfter repalr and
reconditioning: at fifty per cent (50%) of current new prices.

{4,) Bad Order Materials (Condition "D"): being materials
not further usable for thelr original function but for possible other
service: at twenty-five per cent (25%) of current new prices.

(5) Junk {Condition "£"): being obsolete and unserviceable
materials: at prevalling junk prices iIn the district,

(6) There may also be cases where some ltems of major
equipment due to their unusual conditlion should be falrly and equlitably
priced by Operator subject to approval of ilon-Uperator,

Vi, IJVENTORIES

(1) Inventories of materials and equipment which are or-
dinaprily considered controllable by operators of oil and gas proper-
tles shall be taken by Operator at least once every five yecars unless
waived by Hon~-Opecrator.

(2) Written notice of intentlon to take inventory shall be
given by Operator to WHon-Opsrator two Wweeks before any inventory is to
begln, so that Non-Operator may be represented when any inventory is
being taken.

(3) Failure of Hon=Operator to be represented at the physical
inventory shall bind 1t to accept the inventory taken by Uperator, who
shall in that event furnish Hon-Operator with a copy therecof,

(L) Reconciliation of Inventory with charges to chargeable
expense shall be made by the Opsrator and a list of overages and
shortages shall be furnlshed by the Uperator to the Non=Operator,

(5) Inventory adjustments shall be made by Operator for
overages and shortages of such materials and equipment as are ordinarily
considered controllable by operators of oil and gas properties. Oper-
ator shall not be held accouitable for thefts or minor shortages not
due to a lack of reasonable diligence.

(6) The expense of representatives conducting regular in-
ventories shall not be charged to chargeable expense., Tho expense of
Operator!s representative in conducting any special inventories re-
quested shall be charged to the separate account of the party requesting

such inventory,
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