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, THIS AGREEMENT, entered into as of the ; day of « , 

r u 1 1 1 *~ 1 1 r 
1959) by and betweeil ,the ,pfi)/ties who execute or ra t i f y ^ thi.s, Agreement.' 

KHHESSETHt that, \ ! ' > ' 

WHEREAS, the parties hereto as Working Interest Owners have exe-

euted as of the date hereof, that certain Unit Agreement For The 'Develop-

raent and Operation of the ROCK QUEEN UNIT, Lea an&'chaves CountieSj New 
'Vr^v^':';^^ 

Mexico, hereinafter referred to as "Unit Agreement", and whicih, among 

.•• other things, provides for:o separate agreement to be made and entered <••:•• 

Into by and between Working Interest Owners pertaining to the develop

ment and operation of the Unit Area -therein defined:. ^/:.---^^v:^^: ,;-/.>v:v''v. 

. BOW;.-THEREFORE, i n consideration.of the mutual .agreementsherein;., 

set f o r t h , I t i s agreed as follows' 

ARTICLE 1 

CONFIRMATION OF UNIT AGREEMENT 

1.1 J Confirmation of -.Unlt Agreement. ; The . Unit Agreement vis hereby 

confirmed and incorporated herein-by reference-and-.rnade .a part.of this ,• 

Agreement; . The .definitions i n the .Unit Agreement-are adopted:ifor a l l 1 

purposes of this Agreement! I n the . event'Of: any: conflict-between the 

Unit. Agreement and this-Agreement,, the. Unit Agreementshall :prevall.v 
ARTICLE 2 

2 . 1 . Exhibits: 

reference: 

EXHIBITS 

The following 1exhibits are.incorporated herein by 

1 g i l . l .. Exhibits A and .B of. the: V:\lt Agreement. 

• 2.1.2 Exhibit C, attached- hereto; is a sched-.ile showing the 

t o t a l Unit Participation of each Working Interest Owner. .-;-̂ -: 

:2i-l.3 Exhibit D, attached rheretojais. ithe.fAccountirig,procedure: 

applicable.to development and operation of the Unit Area. In the 

1 | P ^ ^ Oil Consetvauou Division 

Exhibit No. 
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the Unit Agreement In. the eiee'cW of 'aaah, power "each fo rk ing 

Owner Bhall act solely i n i t s own behalf i n i M k & j ^ i h v i i t an, 

ua l owner and not on behalf <?f nine OwV«rs a s W e n U r e t y i ? 
, / 'I'M o ^ J l ^ ^ ' * w 4 / 

3<2 Fart idular Powers and Duties, >Thesima,ttei?$ to be passed upon 

? ; n '"T?^ >."i*?svi , 1 

and decided by Working Inte est Owne s. shall include,! but n6t be limited 

t o , the following ^ f 
. 3.2'1 Method of Operation The kiijd, character and method 

of operation including any type o\ pressure maintenance or sec-

ondary recoveryj program to be employed 

3 2 2 D r i l l i n g of Wells 1 The d r i l l i n g of any v e i l within 

the Unit Area either for production of Unitized Substances for 

use as an inject i o n well, o for other purposes 

3 2 3 Well WorkoVers and Change of StatusVi. Theiiworkover,-re-, 

completion >*repalr;H abandonment.;:tor. cha^e;:of ̂ status 

the Unit Area or use of any such well for injection or other ur-

f 1 

poses I h t h i s connection, Working Inte est Owners, shall within 

eighteen months from the effective date hereof, de'te'rmlne whether 

or not eaeh, of the v e i l s to be u ed for Unit operations, either as 

an inJ6ctl6n well 1 Or-ia producing well, i s i n a (Satisfactory state 

of (repair fo such use. j I f Ithey should* determine'that a well re-

cjuires the use of a l i n e r ' t o coh^in daV^kgVo*rmatinn ? or other 

'ft?;. 

1 ' 

KM 
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any such well be logged, suoh (logging w i l l be at'Unit" expenset 

jxpeildltures. 1 Making pf any/'single expenditure i n ex-
' , j 1 , ' 1 > 

cess of Five Thousand and jjo/lOO (fe,006.00) Dollars) provided that 
t >• , 5 1 ' U f 

approval by Working Interest Owners oft the d r i l l i n g , reworking, 

d r i l l i n g deeper, or'plugging back of'any v e i l shall'include approval 

of a l l necessary expenditures required therefor and for eoapleting, 

testing and equipping the same, including necessary flow lines, 

separators and lease tankage 

3 2 5 Disposition of Surplus F a c i l i t i e s . Selling or other

wise disposing of any major item of surplue material or equipment 

the current l i s t price of new equipment similar thereto being One 

Thousand Five Hundred and No/100 ($1,500 00^ Dollars or nore 

3 2.6 Appearance Before a Court or Regulatory Body The 

designation of a, representative: to; appear:before ;ahy .court' or reg-

ulatory.body in- a l l : .mtters .pertaining;^ 

however, such designation by Working Interest Owners shall not pre

vent any Working Interest. Owner', from appearing i n person or from 

designating, another, .representative :lij>its ovn behalf. 

v 3-S.T Ait:'.i !.s. Tht; c a t k i n o f proper audit:; o:* ti:.t accounts 

of Unit Operator, pertaining ,tO:, operations hereunder;, -provided" that 

such audits shall , 

(a) . notjte ̂ tMnductedimore, than .once .eachiyear except upon ' 

the resignation or removal of Unit Operator 

and shal l 

m • i 

r 

Infill'" 
t "-at 
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, ' - ^ A ^ S ^ & ; > 8 ^ „ d e s i g . 
t , or committee* or ( e , b c o U t e e s ^ 

- V problem- i n 0 £ ) W t l o n ^ ^ * 

successor T ^ 

3 2 1 2 The e n l a r ^ A * * o f t h e [ f t ) l t A 

3 2 « The_reaaju s t 5 e H t of mve tments a s required 

3 2 1"* S ie^ te^ lna t ion of the Unit Agreement 

ARTICLE It 

^ M A B H E R 0 F EXERCISIBO SUPERVISION 

* 1 S ^ t i o , , ^ ^ ^ W o m n g r a t e r e a t . 

3 - 1 1 advise Unit Operator In ^ t h e n a ? f e s 

' ^ ^ ' - * « " * notice to Unit ' o r a t o r 

M ^ H a a a . ^ - t i n g s V ^ l n g l t e r e s t ^ e r s f o r t h e 

Purpose of considering and acting'upon an y matter ^ ^ 

I l i i 
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, * t o ^ o l e U v >% $ ^ V . I ^ V , ' i l l 
V . " > > i V ? ' ' j f '^ ' t f 'A 1 > , "t5»v , :**, , , > 

, 3.2.8 Inventories .j The taking of periodic, inventories 'uhaer 

,the terns Of i.x&mH>ifl>". * < ' ' i '* , . 

3-2.9 Te^iUe'al Service's? Arty1'direct charges to'"the jo|nt 
I < MJJA > f, ^ } ' - I , , ' \ t \ l ' ) t 

account for services by consultants of Unit Operator's technical 

personnel not tiovered^by the overhead'charges provided by Exhibit t 

3.2.10 Appolntaent of Committees. The appointment or desig-

.:';any;problem- in.iconnection^with iVnit'aoperations;:.; 

3.2.11 The removal of Unit Operator and the selection of a 

successor. 1 

3 8-12 The enlargement of the Unit Area. 

•:--: 3-2.13 Ths read'us'.nent of inv-'Staento a.1? required. 

3 2.1k The termination of the Unit Agreement. 

ARTICLE *t. 

MANSER OF EXERCISING SUPERVISION 

-;-•-k.l •: Designation :of:Representatlve3a''?.Each. Wor»lng,3lntere8t; Owner. 

shall advise-UnltiOperatorsin writing the r.aaan and addresses cl' i ts . 

representative- and alternate-: representative -authorized ;to; represent.*and ::-

bind i t : in respect to any matter pertaining to . the .development: and.-.oper- :' 

ation- of : the-Unit Ares.;:: Such representative or-:alternate ;representative. 

may. be changed-from -time-.to time by :written::notice: to. Unit - Operator...:-••-. 

-, k .2 'Meetings.: -/.All -meetings of :vtforkijiBVln^rgat.vbwnerfeforsthet-.i; 

purpose -of. ̂ considering and -actlag-iUpon;any-matter -pertaining-to the d>;- •• 
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j p u i u i 1 

"•••311. 'Voting .lAtet'e^i.ji In voting' ofa any Batter each Working 

' V i ^ ' V ? 4 ' 4 v " \ 
Interest Owner Jshall have a voting interest (equal to i t s then per

centage i n Unit PartioipLtiOn.iias shown in*fexhlbit^ "b",1 and such 
1 < 1 s3 "' 4 ' J ' " ' ' J. ^ 

revisions thereof as may hereafter be'umade i n acdordanee with the 

terms of t h i k Agreement. < f ' i ' j , 

i it.3.2 .Vote Required. Except as may b'therwise^be provided 

'Herein or i n ihe Unit'.Agreement, Working ilnterest Owners shall act 

,; .upon :and >determine;aM:.matters:-iCom^ 

limited to , v 

(a) an expenditure of more than'pive Thousand and Mo/100 ' 

($5)000.00) Dollars, or ' t 

(b) d r i l l i n g of any wells and method Of reofinditioning for 

inject i o n and/or producing wells 

by the affirmtttlve: votei of -j.a .majority,\of .the:,voting.:vinterest; pro- >-

;.vided> ;:.that .'should.-- any-one :Working!';Intere8t -Owner •own 'more: than -

f i f t y (50^) percent , voting - interestyfilts-'votesmust -bei'supported by 

the vote of two or core Working Interest .Owners having a combined 

voting interest of at least ten (10J6) percent. 

'•̂.-î;*;''-ft.?'R:-̂  
k.3-3 Vote at Meeting by Monattendihg'Working Ihterest Owner. 

, 1 

.-Any j.Working-i InterestsOwner^notvorepresehte^jatv-a'meeting'-:may -vote on .' 

any item included i n the agenda of t)}e meeting by l e t t e r or t e l e -

gram addressed to the chairman of the meeting)' provided such vote 

m 



^ARTICLE/ g ' < 

IMDrVlbUAL RIGHTS AND PRIVILEGES . ' 
OF WORKING pfcrfcREST OWNERS 

^•®^^ U 
3.1 - Reservation- ofRights. Working'Interest Owners severally re-,— a 

Berve .to.themselves^allv-bbeir-rights:> ,.potfer>:-authority-.:and; privileges/:; v 

except B6 -expressly -provided-, i n : ^ 

5.2 SpecificjRights. Each Working Interest Owner shall have, 

among others; the fo^wittg Specific-rights and.privileges: - •. 

5.2.1 Access ,to Unit Area.Access to' the Unit Area at a l l -, 
• t 

reasonable times, to inBpectvthe.-:operation.hereunder and all-Vellsy 

and records and data pertaining thereto. - -

3.2.2 Reports by: Request.^'. The righ t to-.receive; from Unit . 

.• Operator, - upon written request;; copies; of a l l reports to any govern 

mental agency,-reports-of •••crude roil.runs and stocks,; inventory re

ports and a l l other data;, not, ordinarily, furnished by. Unit ̂ Operator,: 

to: all-Working s Interest ;Owners ;;:<the.; cost : of ̂ preparing copies of 

said reportB shall .be, charged. solely to, the Working Interest -Owners 

. - - requesting the - some. - ••• v • - • •. • ,, • 

5*3: Undrilled ,LocationsThe• individual Working• Interest •• Owners . 

who have undrilled locations, on. tracts. committed to.the^ Unit Area shall . 

have^the-option of d r i l l i n g and ,completing a well i n the Unitized Forma

tion on such- undrilled-locationvat any^time,prior to. f inal^approval of -;. 

the Unit Agreement and receive credit- for;:, the .percentage (allocation-^for. • 



n wOJ. on s Lb, t rac t t r a t tne c f f cti»L u i te uf frt ch DF I t Agrcrarnt. « 

Hit actual Conor ncem if of-oj>urallo f o r I i m - i p i t cucft k k l t p r i o r to 

t rc f i n a l , J W r u v a l of Lb. MX A F icav-nt h a be c DLCV cc g l a n c e ' V i t a 

t h l r tqul rcrent pro jtu.1 t same t t f r r a ' u r d L L W and completed 

IT U L V n l t l i e d Forma 1 VI u. u l t ^ -L IS Uu al tLrnat iVe, the ' 

owm-r ol undr l l l ed loc i t lons e r U v t rue j Locat on tmrlr l l led and fore

go l ~ r t ^ ^ , x U U « ,c percentage ajjLocatlon fpr«,a wel l on such loca-

t i o n . I f the Working Ifltexeot Owners under the i r powers de lved f ron 

A r t i c l e 3 hereof Should sufcse^ntlftdeterinine.tfcaS an undr l l led loca-

t ion be dr i l leo: , -then such, d r i l l i n g sha l l be a t m a t expense, but the 

owner of such loca t ion sha l l r not receive a^iiiUonal^^participation f o r 

such v e i l under the par t i c ipa t ion formula vheri; BO d r i l l e d at Onit ex-

pense. 
• "j? i ^ '••*t*;iI i''H'- •.' -'• i* -v r'f* >t-v - V ̂  •/ • '»̂ ' **5 V-C| i: :i •-.•-'CSV-*-.' xJ *•" ̂  -i 'î -j •: •-K v; !*• 'Vt;'-; '.s' f*-.V-1 i - if.--^i: .V ̂  ". * • 1 i ; •* - • i • 'i ^ ' i • ' 

ARTICLE 6 

vans OPERATOR 
6 1 I n i t i a l Vnxt Operator. Great Western D r i l l i n g Conuary, a 

Te*es corporation, Is hereby designated as t fei t Operator. 

6 - z tesigce.-'-ion or Removal - - Selection of 3uc-e sor. The resig

nation or removal - i j n i t Oppratnr, and the selection of a sue—s o-

sheZl be governec by th= uro-rt i n s Q f - G o r j - , _ t igreement. 

APTICLE T 

powsss- vro jwnzs OF trarr OPERATOR 

a l l u s i v e Right to Operate g - l t . Subject to the proris io-s 

of t r i s Agreesent and »o the orders, Slre-t locs and, l imi ta t ions r i g h t -

^ • ^ T given or iaro«ed by WcrEing late rest ^Crars, Tfeli Operator snaU 

^te e-Kj.LsI-r» r igs t and a u t j to uevelop and opeiate the I f t i t Area 

f o r -tbe EroaiKrtion of floitizea Substanbes. 

T - z lygVapnlUce Conccct. U-J.t Operator =^<T1 confine- a l l opera-

-aotts hsreande- i n a, good, azii workxanliks Earner, aad, i n tee ebsenre 

o* specif ic instructions zrtm VcrSJng fete-eat Owners, sha l l have the 

ngSrt and duty to coniuct such opera'ions I n the sane manner as uonla 

a arncast operator ".ccer the saze or s imilar ciJrcfflBataEces. Belt 



, 7 , 3 Liens and fehcuftbVhees'.1 Unit Operator shalj. keep the lands 

and leases i n the Unit Area f"ree from a l l liens and encumbrances occa-

sloned by i t s operations hereunder, except the l i e n of Unit', Operator 

granted'hereunder. ' , , 

7 A Employees. "The number of employees used by Unit .Operator' i n 

conducting operations hereunder, the selection of such empldyees^ the 

hours of labor, and the compensation for services to be paid any and a l l 

such employees shall be determined by Unit Operator. Such employees 

shall be the employees 6f Unit Operator. ' 

7-5 Records. Unit' Operator shall keep true and correct books, 

accounts and records of i t s operations hereunder. 

7 , 6 RepOrtB to Working interest Owners. Unit Operator shall fu r 

nish to each Working Interest Owner monlhly, Injection and production 

reports for each well i n the Unit, as well as periodic reports of the 

development and operation of the Unit Area. 

7 -? Reports to Governmental Authorities. Unit Operator shall make 

a l l necessary reports to governmental authorities. 

7 ' 8 Engineering and Geological Information. Unit Operator shall 

furnish to each Working Interest Owner, upon written request, a copy of 

the log of, and copies of engineering and geological data pertaining to, 

wells d r i l l e d by Unit Operator. 

7-9 Expenditures. Unit Operator i s authorized to make single ex

penditures not i n excess of Five Thousand and Ho/lOO ($5,000.00) Dollars 

without prior approval of Working Interest Owners, provided, however, 

that nothing in this A r t i c l e (nor i n A r t i c l e 3-Z.h) shall be deemed to 

prevent Unit Operator from making an expenditure i n excess of said 

amount I f such expenditure becomes necessary because of a Sudden emer

gency which may otherwise cause loss of l i f e or extensive damage to 
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sue* c a m A U c l a l s i a . x o s B c C * COO 0 ust b » i $ ( e 4 by.tbe <s ' \ 

Work ng I r te reo t Owneis J j j f t V It' ¥t 1,^ ' "< 

J-L rai—hnpn.-nent In r nne tl i vit ho t^f/m^^oMVormzW^ 

" idlaerlmlriate:;agaln8ti'i">'i:: 

any employee o r ^ l i c a i ^ ^ r e l i g ion , color 

or ^ l ^ A ^ ^ ,ut be 

t l i m i t e d t o / i h A i foil'ovlngi , e ^ > l o ^ / 4 ^ » W m o U o n or transfer, 

recruitment ̂ " r ecruitment advertising, layoff^or termination! rates of t 

pay br other ^ormi of compensation^ahd seletjlon *f or ̂ training, Including 

apprenticeship." The Dnlt Operator ̂agrees ,to 'post hereafter i n conspic-

uous places, available f o r employees and applicants for employment, 

notices to be provided by the contracting officer setting f o r t h the pro

visions of t h i s nondiscrimination clause. The Unit Operator agrees to 

insert the foregding provision I n a l l subcontracts hereunder, except sub

contracts for standard commercial supplies or raw materials. 

7 , 1 2 Mathematical Errors i t i s hereby agreed by a l l parties to 

this Agreement that Unit Operator IS empowered to correct any mathemati

cal errors which might exist In the pertinent exhibits to this Agreement 

upon approval of the Commissioner and the Director 

ARTICLE 8 

TAXES 

8-i Ad Valorem TaxeB. Unit Operator after consulting with Work

ing Interest Owners, Bhall make and f i l e for ad valorem tax purposes a l l 

necessary renditions and returns with the proper taxing authorities or 

governmental subdivisions covering a l l real and personal property of each 

Working Interest Owner within the Unit Area and used in connection with 

the development and operation of the Unit Area. Any Working Interest 

Owner dissatisfied with any proposed rendition or assessment of i t s inter

est i n real or personal property Bhall have the r i g h t , at i t s own expense, 

to protest and resist the same. Alp. such ad valorem taxes due and payable 

A\ if 

i y 
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other direct taxes 

ductionVOr' handling 
i f 

t(i r ^ * r ,*! DISURAHCE . j ' / ' 

9-1, lUrance * , « operator ^ ^ ^ ^ 

operation subject to this Agreement! . ' ' 
O l i T

 1 ? !» ' I 1 1 

9-1.1 Insurance as set f o r t h i n , Exhibit "E". 

ARTICLE 10 

ADJTOTOEBT OF IRVESTMKHTS 

1 0 - 1 r " a 0 n ° 1 » " ™ ^ r . Upon the effective date here

of, Working interest Owners shall deliver to Unit Operator possession of: 

10-1.1 Wells and Caslnff. A l l wells completed m the Unitized 

Formation together with, the casing therein, 

" J 2 V e l 1 M d L e a a e Equipment. The tubing and rods i n each 

such well, together w!th the wellhead connections thereon, and a l l 

other lease and operating equipment Used In the operation of such 

veils which Working Interest Owners determine i s necessary or desir

able for conducting Unit operations; and 

10.1 3 Records. A copy of a l l production and well records 

pertaining to such wells. 

1 0 - 2 -I-nvent0'Y Evaluation of Personal Property working 

Interest Owners shall (at Unit expanse) inventory and evaluate (1) a l l 

controllable material m accordance with provisions of Exhibit "D" and 

( i i ) a l l personal property so taken over under Ar t i c l e 10 1 2 above, and 

Working Interest Owners shall appoint a committee for such purpose/ Such 

inventory and evaluation shall, with the exception of sucker rods, be 

limited to Items considered controllable, as recommended i n the Material 

-10-



M'alMbersOnal prop-

10J..2, and charged ' 

nggfch&total valuebQf,. .•' 
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10.' " ' 

i s" l«n s i T H f —t^$rltdr)*uhder Artie 

1 2 by such, Working Interest1 Ownei'fs>nit»Partioipation^ Jas shown on ' 

Exhibit "c"< I f the cha^gerMgalnst'iany/Workingilnlerfestjowher is 

s f f * i " ' * 

greater than the amount,credited* toSsuc^ Working*Interest Owner, the 

resulting net charge shall be/paid and i n all^other i-espects be treated 

as any other lt^m, of Unit/expense ehar^eable faja\hst such'!Working Inter-

est Owner, i f the credit'to any^Working Interest Owner iB*£reater than 

' the amount 'charged against such Working ilnterest Owner) the resulting ' 

net credlt ( shajU. be paid to such Working Interest Owner ,by Unit Operator 

out of funds received by i t i n settlement'of th,e net charges described 

above Prlcinfe^of Inventory w i l l be i n hecordance with A r t i c l e V of 

Exhibit "D1' hereof. 1 

10 k 06neral:-,Facllltle^;;, ;;The-:acquisition of warehouses, warehouse 
t 

stocks, lease houses, camps, f a c i l i t y systems, and office buildings nec-

essary f o r operations hereunder shall be by negotiation by and between 

the owners thereof and Unit Operator, subject to the apprbval of Wo king 

Interest Owners. „ u

 1 4i t ' 

10-5 Owne ship 'of Personal Property and FaelJ.it3.es. Each Working 

Interest Owne , individually, shall'by virtue^hereof"own an Undivided 

Interest i n a l l personal property ahd f a c i l i t i e s ^ taken over or otherwise 

acquired by Unit Operator pursuant to this Agreement i n an amount eciual 

to itB Unit Participation, shown on Exhibit "0 1 , i 
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date hereof, Unit # H f o ^ Shall! P rSpare tai»i.Sdget̂ of ( S s t l ^ t e d ^ t ! . s^d 

set forth the estimated'Costs and. expenses £ f 'iu^rterly peUoukt Unless 

otherwise specified i n (the> budget, i t Bhall befpresumed for the purpose 

of advance b i l l i n g s that the estimated costs ahd'expenses for each month 

of a quarterly period shall be one-third, (1/3) of the estimate for the 

quarterly period Budgets ad "prepared Bhall be estimates only and shall 

be subject tb adjustment and ̂ correction" by Working Interest Owners and 

Unit Operator from time to time whenever i t Bhall* appear that an adjust

ment oi* correction i s proper A copy of each such budget aAd adjusted 

budget shall be p omptly furnished each Working Interest Owner. 

1 1 3 Advance B i l l i n g Unit Operator shall have the right at i t s 

option to require Working Interest Owners to advance their respective 

proportion of such costs and expenses by submitting to Working Interest 

Owners, on or before the 15th day of any month, an itemized estimate of 

such costs and expenses for the succeeding month v i t h a request for pay

ment In advance. Within f i f t e e n (15) days thereaTte , each Working 

Interest Owner shall pay to Unit Operator i t s proportionate part of such 

estimate Adjustment between estimates and the actual costs shall be 

made by Unit Operator at\the close of each calendar month, and the 

counts of the Working Interest'Owners shall be adjusted accordingly. 



r"*v -7 ^ ' i • jf^-ir; w 1' '̂ w=̂ 3?̂ T?rr>~ •* " v<TEST 

; 

<?'>> ,<» interest i n a l l Unitized Substances j\,as seourity'for payment of the 

1 'u-' \ costs and1 expenses chargeable to" i t , together with, interest thereon at 

6 the.rat* of six, (6$) 'percent per annum. Unit Operator shal'l have the 

» - K ,f 

•? f" 

r i g h t to bring khy action at lav or i n equity'to* enforce o b j e c t i o n of 

•> ..such coats: and:flexpenses,'-,-with::.or vwithout:':'foreclosure^-of:^iBuch'i:lien. ̂ : In 

• laddition,v upon; default .'by1 any':iWorfelng::In^ 

costs and expenses chargeable to it,•Unit.Operator shall have the right , 

:;v to collect and^reeeive.-.from^.the .purchaser i or.ipurchasers^all'proceeds.rof•; 

.''.suchsWorkingflnterest'.Cw^ 

amount owing by. such Working Interest Owner plus interest, as aforesaid, 

• u n t i l * paid. Each ouch purchaser shall be entitled to • rely'.upon Unit 

siiOperatoRVskstatementaconcerningith^ 

g.?fSultfî 5;j§ 

11.6 Wells D r i l l e d by Unit Ope ator. A l l wells d r i l l e d by Unit 

• Operator shall'be • d r i l l e d on a competitive basis at the. usual rater, pre- •. 

i i v a i l i n g i n •.the>areai; Unit iOperatOr; may employ i t s ;own: • tools and equip

ment i n the:: d r i l l i n g of wells ;;.but;.'.inV'such:;event;.,,the.;charge-therefor :-' < 

' shall , riot . exceed- the prevailing; rate?ln: the»,area > : and jsuch,,work ,shall,be 

performed by Unit Operator under the sar.e terms and condition-.' as are, 

:o customary- and usual' i n , the: area in-.contractsi'of ,: independent contractors 

doing work of a similar nature 

11.7 Burden of Unsigned One-eighth (1/8) Royalty Interest. Should 

.'̂ i.the vowner of: a: Royalty I 

,13- -

4 P 

I 

6̂  JS. 
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} '*heir , ,E«ape4tiyeiUnili{l 'a*ticipaiiona, ASMovn i i a Exhibit C l - ' ' ' 

> ' l i ; 8 BUrden of EjfceBiT Royalty and'Other ihterests ' i f I f any in te r -

est contributed by a Wdrking Interest 'Owner i s burdened with a Royalty 

i n excess of one-eighth ( l /8) , ! , such excess'burden shal l be"lb6rne solely 

by thajWorking Interest^Owner contributing sueh^interest.f \ " ' n 

» ' r ' i j ) ARTICLE! 12' t 1 J > i 

OIL LEASE TANKAGE ON EFFEctflVIi DATE ' 
1 ' ' . M i , ' 

12.1 Gauge ofi Merchantable Oil• Unit Operator" shall make a pr6per 

and timely gauge of a l l lease and other tanks within the Unit Area i n 

order to ascertain the amount cf merchantable o i l above the.pipe 3ir.e 
'.':.;:. ̂ ''^v^'::::?;;^ ^^S^X'-r^:*:^^:^''-/*'.:}'-. ;•':'', 

.; connection i n such tanks ns of 7:00 A.M. on the effective date hereof. 

.All such o i l which: has ;;then .been produced legally- shall.be^and- remain.'; :': 

the property of the Working Interest Owner enti t l e d thereto the same an '•• 

. I f the: Unit had not been formed; and such Working Interest-Owner'shall . 

promptly, remove said o i l from the Unit Area. Any ouch o i l .-.ct so.re-

. • moved ..shall be sold ;by: Um t . Operator.': for-the • account . ofsuch' Working •-:. :; 
: .... ''•:';';, -,:_ :: • ;̂\.:.-'-.*:,,,:.v,::.-',:-,::V.''..̂V;':•;•::''.'::'̂'iîlV-̂'.'i-.:-': i:;1::':;̂ ;'̂ :''';:;;;'̂  

Interest Owner, subject to the payment of a l l Royalty to Royalty Owners 
. under the terms and provisions of ;the 'Unit. Agreement', and.-any .applicable • • 

• lease or leases and other contracts; : •..' 

ARTICLE 13 

OPERATION OF NON-UNITIZED FORMATIONS 

13«1 Rlght..;to :Operate.!in :Hon-Unitlged',Formatlons. • . Any. Worklngi: • 

Interest Owner now having j: or, :hereafter::acq.uiringj':.the-right .to d r i l l . 

for and produce o i l , gas or other minerals, other than Unitized Sub-• 
';.*•; 7;; , 0:;̂:::-,V'V-;;:v̂Jv:.\-:

,f'.-;:Nv:;;'; •' '0:~:r^-< ̂W:/V::'-:̂^ '^OH'--':i;i:;::vv';:':):-:i::V'/ '. • 
stances:,, withinv the. Unit. Area: shall' .have .the : f u l l 1 right: to: do- so not-

: withstanding this .'AgreementIn'; exercising :;said.:-right', however i ;. such -

' Working .Interest; Owner:'.shall;exercise every:reasonable.iprecaution 1 to-•: - ' 

-1U-
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1 Unitifcea^ Formation and. eEnA?^t^ 

1 1 ' * ATforonrlated l a t e r RiRn^ffi' 'Any'working gnierea,t Owner who ; 

-rrr -v, ' n ,V -Â lr ^ - - • 
> has aoprop iated water rights i n the'tea CoWtyiUildergrOUnd Water Basin 

i i ~i 't' '<? f t p- 1 i, 

within the Unit Area agrees to thet allocation of stich amount of water as 

1 i s required f o r i the operation of^the Unit up to l i m i t appropriated to 

' 1 such owner*bj^Lea 'County Underground Water feasih. This Agreement shall 

not be deemed as an assignttfebt Of the appropriated Water rights to the 

Unit, but i s a covenant to,allow t h e Unit so much f tba appropriated 
water as is required for efficient,operations of the secondary recovery 

, - t i i ^ <( ' ' ?t» > > 
operations contemplated by the Unit Agreement, subject to the l l m l t a -
tions and requirements of the State Engineer's Office of the State of 
New Mexico. 1 

ARTICLE l h 

, TITLES * i 

ll + . l Warranty and Indemnity. Each Working Interest Owner repre

sents and warrants that i t i s the owne ^ f the espective Working Inter

est set f o r t h opposite i t s name i n Exhibit "B" of the Unit Agreement and 

hereby indemnifies and ag ees to hoia the other Working Interest Owners 

harmle s from any loss and l i a b i l i t y for damages due to fa i l u r e ( i n 

whole or In part) of i t s t i t l e to any such interest, except fa i l u r e of 

t i t l e a r i ing out of operations hereunder Each fa i l u r e of t i t l e shall 

* f 

be effective, insofar as this Agreement i s concerned, as of the f i r s t 

day of the calendar month i n whlqh such f a i l u r e IS f i n a l l y determined 
1 • " i MVd , 1 ' > 

and there shall be no etroactive adjustment of development and opera-V t <• ' •iluC , iting esrtenses, Unitized Substances or the proceeds therefrom, as a 
result of t i t le* f a i l u r e . , V ' 
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n e r 8 W P " " ^ 4 4 ^ * » Wbetwejf 
or among forking Interest'owners. . 1' n " t 

15 2 Settlements In the event Claim is.made again y Working 

interest Owner, or any Working Interest Owner i i sued on amount of any 

- t t e r or thing arising f r m'the development1 and, ope ation pt the Unit 

Area and over wbloh such Working interest Owner individually'has he .con

trol because of the rights, powers and duties granWd by this Agreement 

and the Unit Agreement, said Working Interest owner sh^ll immediately 

notify the Unit Operator of such claim or suit Unit Operator shall 

assume ahd take over the further handling of such claim or suit and a l l 

costs and expenses of handling, settling or otherwise discharging such 

claim or suit shall be borne by Working Interest Owners as any other 

cost or expense of ope ating the Unit Area. 

ARTICLE 16 

INTERNAL REVENUE PROVISION 
1 6 1 ?."*ernal Avenue Provision Each party hereto hereby 'irrev

ocably elects that I t and the operations covered by this Agreement be 

excluded f r o m the application of Subchapter K of Chapter 1 of Subtitle 

A of the Internal Revenue Code of 195^ as permitted and authorized by 

Section 761 of said Code and the regulations promulgated thereunder 

Unit Operate is hereby irrevooabl^auihorlzed and directed to execute 

on benal'f 'of each party hereto such'additional or'further'evidence of 



^;ah%d$^ 

itlilnlS 

t h e . 

b y . 

t a l \ i t fi-oid fefoperdlionS^gdir t h i ? Agreement c a l pe Vdea j i t e ly determined 

i Hi \ without ithe^bmputetWW^.pa' tnership taiab'le ( i n c o m e l E 

, > ' * (i ^ ARTICLE ^ l f V 

17 1 Notices > AU notices Required hereunder shall be in writing 
, ' ' ' t < i Vi > i , \ 
" \ and shal l be deemed to have been'projierly served when sent by mail or 

telegram to the address of the representative of t each Working Interest 

Ownei1 as furnished to Unit Operator i n accordance with A r t i c l e k hereof 

' ARTICLE 18 

WITHDRAWAL OF,WORKING INTEREST OWNER 

18 1 Withdrawal I f any Working Interest Owner so desires, i t may 

I withdraw from t h i s Agreement by conveying, assigning and transferring, 

\ without warranty of t i t l e (either expressed or implied) to the other t 

Working Interest Owners who do not desire to withdraw herefrom, a l l of 

the forme 's rights, t i t l e and Interest i n and to i t s lease or leases, 

1 or other operating rights In the Unit Area, insofar as said l,ease, 

lea es or rights pertain to the Unitized Formation, together with the 

withdrawing Working Interest Owner's interest lp a l l wells, pipe lines, 

casing, injection equipment f a c i l i t i e s and other personal prope ty used 

i n conjunction with the development and operation of the Unit Area, pro

vided, that such transfer, assignment or coaveyanceVshall not relieve 

said Working Interest Owner,from any obligation or l i a b i l i t y incurred 

prior to„ihe date of the execution and delivery thereof The interest 



1 «» 

right Of such Wprl^iWli^rasiiOw^r to any, benef i ,} ; / subsequently aoc 

lag hereunder ^nd^undeVl said Unit !Agreement\ shall' oea\ejS*prnvidea, that 
' f 1 - i ' 1 ' \ 1 >, If' 

upon delivery of said transfer, assignment or conveyance,'1 the assignees, 

i n the r a t i o of the respective interests so acquired, Shall pay to the, 

assignor/for i t s interest i n a l l Jointly-owned equipment, "•casing and 
; " <> 1 t f " * i i 

other personal property;* the* f a i r salvage value thereof, as estimated 
and fixed by the remaining Working Interest Owners. 

:'-:•:'/* ?;\vM#:̂  
« ARTICLE 19 

i 

ABAHDONMEHT OF WELLS k 

19 1 Rights of Former Owners. I f Working Interest Owners decide 

to permanently abandon any well within the Unit Area.prior to termina

tion of the Unit Agreement;. .Unit. Operator shalloglVe. written' notice: of • ' 

, such fact to the former Working Interest Owner of the tract on which ;*••'•'• 

.such, well ,is located,..,,toge.ther. with: the "amount''(as: estimated-arid-fixed-r; 

by the Working Interest Owners) to be the net salvage value of the 

casing ,and .equipment ; i n and< on. said/:well; said: fomer,.Working: Interest 

Omer shall have the right and option -for,; a period of ninety (90) days -

after receipt of such notice to notify Unit Operator of i t s election to 
•V;:̂ v-;::'<:::V̂ :̂4!;̂  

take over, and own .said Well and to deopo.n or plug back said well to a 

formation other than the Unitized Formation Within ten (10) days after 

said former Working Interest Owner of the tr a c t has so notified Unit 

Operator of i t s desire to take over such well, i t shall pay to Unit 

Operator, for credit to the j o i n t account of the Working Interest Owners, 

the amount of the net salvage value above described. At the same time 

the former Working Interest Owner taking over the well shall agree, by 
-18-
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thereon ^ d o s d fe , • well or v e U s 
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ARTICLE 22' 
1 , 

' ** f 11 ; 1 f , ,vs t ,i-r I 

COUNTERPART EXECUTION " ^ 
*v | '> ' , " , 

22.1 Execution by 1 Separate Counterparts or,Ratifications. This 

Agreement may be. executed i n any number of counterparts and each counter-

part so executed shall have, the same force and effect as un original 1:-.-

strument and as i f a i l of the parties to the aggregate counterparts had 

•signed the same instrument; cr may be r a t i f i e d , by a separate instrument 

in writing referring ,to this Agreement. Each, such r a t i f i c a t i o n shall 

have the force and effect of, an executed counterpart and of adopting by 

reference a l l of the provisions hereof 

ARTICLE 23 

SUCCESSORS AND ASSIGNS 

; .23^1 Successors. andAssigns.• • The, terms:and:provisions; hereof '•'•': :v; ' 

shall be covenants running with the.lands and unitized leases co/ercd 

hereby and shall be binding upon and inure to the benefit of the re-* . 

. spective. heirs/ successors.and-assigns of • the parties hereto. : 

IN,WITNESS:.WHEREOFy :the i.par.ties v hereto- have 'executed this Agreement; 

• upon the., reBpective>datesr indicated;.opposite, .their:, respective ̂ signatures. 

- I " » '* 

..ATTEST 

r , cJvSssi<stant Secretary , 

, , f >VS DaW5 OCT 1 WO 

GREAT WESTERN DRILLING COMPANY 
:̂';;;;';.;V.':;';:-'*::'̂  "̂V"̂*;̂-̂  ll̂ ;>;v:i-;;. :.\:'̂ '.V> ̂ /̂ •:k;̂ -: '̂ '7} • :V̂ ;̂ :'*:; 

B y . 
* * „ } ji / President 
UNIT OPERATOR * f WORKINO -INTEREST J OWNER 

-20-
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1 [ EXHIBIT C 

' ' " i x ROCK QUEEN UNIT 

CHIT PARTICIPATION 

WORKING INTEREST OWNERS 

Nathan Adams 

Ambassador Oil Corporation 

Amerada'Petroleum Corporation 

Morris R. Antvell 

J. Weldon Bateson 

S. H. Bazell 

S. R. Bazell 

J. Russell Bond 

EdwardW. Bradley 

Henry A. Brawn 

Carper Drilling.Company 

Cities Service Oil Company 

City National Bank & Trust Company; Trustee 
for Estate of F\ Raymond Shaw, Deceased 

David J. Cooper 

Leonard E. Cooper 

Dal fern Oil Company 

H. L. Dillon, Jr 

Geror Oil Corporation 

Jos. B. Gould 

Great Western D r i l l i n g Company 

Gulf Oil Corporation 

B. Felix Harris 

Mra. C. M. Harris 

HoW8pln Corporation 

Incerlaken Corporation 

TOTAL UNIT 
PARTICIPATION 

.0135021 

2.7417427 

1.3926451 

1.9142337 

.0144025 

.0044003 

.0044003 

.0067511 

.0135021 

.0135021 

5.6507356 

.2614120 

.0684110 

.0088005 

.0352020 

1.1599481 

.3880667 

12.4774751 

• . .0484027. 

.18.2693387 

22.2313970 

.0135021 

.0067511 

.0115224 

.0057612 

* r V -v 
I - - ' . ; -
for**-' 

hf^,"' -'i-l-ai 
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E X H I B I T " D " 

A'.tachcd to and made a port of ....Unit. .Operating. Agreement.. 
ROCK QUEEN UNIT 

tea and Chaves Counties, New Mexico 

.?/\so-r.mj-2 : 

A C C O U N T I N G PROCEDURE 
( L N I T AND JOINT L E A S E OPERATIONS) 

I G F N F R A L PROVISIONS 

I used shall b< < rued to - roe an the subject area1 covered, by-ihc^agrcenten 

io: mean, the, party' designated to conduct .the, dc v clop nie 

y.one or more of tin non-operating" panic: 

which rtlus ."Accounting Procedure 

mJ s operation of dte subject area ft 

1. Definitions 
Joint property 

.-. Operator. :*i herein tied shall be construed to me 

joint' account of die- parties, h e r e t o . : ^ " •• 

-Non-Operator , as herein used shall be construed Ho 

. 2. Statements and Billings 

Operator thill , bill -'Non-Operator, on or before' the lilt day of.' each- month foi 

.ins month: Such .bill) will, be- accompanied by ititementi. reflecting. the:total 

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

B. Statement of all charges and credit! to the. joint account: sitmmarir-cd .bv appropriate cla* 

C . Statements ai follows: .-< . . 

(1) . Detailed statement of material-ordinarily, comidrrcd controllable by operators of. oil 

(2) Statement of ordinary charges and crediti to the.mint account jummirutd by appropriate 

( ! ) Detailed statement of any other charges-and-credits..-:. >•_.., - • v 

3. - Payments .by Non-Operator . • " ' - t h i r t y ' ( 3 0 ) ' ;: 
Lath parly lhall pay its proportion of i l l such b i l k w i t h i n ^ j r j r r j r J C X X days a f » " receipt ihereof.-. I f | 

unpaid balance shall hear interest at the rate of six per cent ( 6 % ) peranni im unti l paid. ' . : ' . 

4. Adjustments . 

I'aymcnt of any such bills-shall not preiudice the right of '.Non-Operator to protest., or, question t l x f o r t 

• nou-d in Paragraph 1 of this.section I . all statements rendered to Non-Opcrator bv Operator <j 

•• tu be true and correci alter iwcniv- four (24). months folio wiiijt the end of any'such calend 

period Nun-Operator, takes written exception .thereto and-makes claim, on Operator for adfust 

claim on Oprramr for adjustment witbin-:such period shall eiiahlish the correctness thereof J 

of claims lor adjustment thereon. The provisions of- d m paragraph shall not prevent. adjUM 

provided l«r in bet I ion V I . Inventories, hereot. 

5. Audits • 

A Non-Operator, upon notice in wri t ing to Operator and all other Non-Operatori. shall have-the. right, to audit Operators accounts and. record) 

• relating to the atcnuntinn hereunder for any calendar vcar within the twenty-four (2-4) month period following the end of such calendar year, pro

vided, however, that Non-Operator, must take written • exception to : and make claim upon the Operator • for , all discrepancies disclosed by said 

audit within laid twenty-four (2« ) month, period. U here there ate two or more. Nim-Operainrt: the Non-Operators lhall mike every reasonable 

effor t to conduit mint or simultaneous audits in a manner which wil l result n i l mini mum ol inconvenience to the Operator. 

import innate; shire of costs.and expenditure! during the preced-

and charges as set for th under Subparagraph :....C below: 

(See Sec.10.2 Operating 
d gis p r o p e r t . e s ; / ; A g r e e m e n . t ) -," 

riatc classifications indicative of the nature thereof; 

the.1 correctness, (hereof. . Subject io the exception 

K any calendar-year shall concluiively be presumed 

car. unlets wi th in- thr , said, twenty-four (24) month . 

t. . t-ailurc on the part of Non-Operator to make , 

preclude the fi l ing, of exception, thereto or 'making 

; i resulting from physical. inventory of properly ai 

I I . D E V E L O P M E N T AND O P E R A T I N G C H A R G E S 

Subject to limitations, hereinafter prescribed, Operator shall charge the -joint account with the following items: 

Kenlals.and Royalties 
Delay or other rental*, when such rentals are paid by Operator for the ioiot account; .royalties, when not paid directly to royalty owners by the for the joint a. 

purchaser of the oil. gas. casinghead (as. or oilier products! • • 

. 2. Labor 
, A. Salaries and want's of Operator's employees directly enjtaj-ed , on the joint ;proj>irty in the development, .maintenance, and operation thereof, 

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

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

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

3. Employee Benefits 
Operator's current, cost of established plans for employees' group life insurance, hospitalization, pension, retirement,'stock purchaic, thrift, bonus, 
and other benefit plans of a like nature, applicable 10 Operator's labor cost, provided thai, the total of -such charges shall not exceed ten per cent 
(lO^V) of Operator's labor costs a, provided'in Subparagraph; A and H of Paragraph 2 of this Section 11 and in Paragraph M of this Section 11. 

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

5. Transportation ' , 
Transportation of employees, equipment, .material, and supplies' • necessary' for .the development;, maintenance; and operation of the joint property 
subject to the following limitations: • . 

A. If material is moved to the joint property from vendor's or froiii the Operator's warehouse or other properties, iio'-charge shall be made to the 
joint account for a distance greater :than the distance 'from' the nearest reliable supply store or. railway receiving point where such material is 
available, except by special agreement .with Non-Operator. " » . * ̂  — 



t jkpvided i i-Parasrapli.f of? Sect tilled,:-Operator t E*-

• ...'...The coil o f coiitraex-Mrvleei m d . utilities;.procured . f rOni , out tide - sources. 

B Uie o f Operator i E-jii pmcnt and Fact) t el 

Uie of and: strv.ctr.by Operator.! exclusively gowned equipment - and facilit 

clusivcly Owned Facilities 

7 Damage and Losses to Joint Property and Equipment 
'•:!•• Al l com or 'expenses'' necessary to .replace tor , repair damage* .or. loisej incurred by.' fire.^i^opd.ittormi-iliefti;-.accident, v or : ihy^otlier,.-citiier not: eon- • 

••" • tradable by • Operator thrciuxh .the exercise of : reasonable .diligence.? ..Operator , shall -furnish vision-Operator- writ ten "notice . of damages or losses in- :•-

-'< curred at soon at practicable-after report, of ;the same has-been, received :by. Operators v , j v v *•:;!., •••--S"; : • . . ' - , > - - , .'. - Y-<;: '<-

8. Lit igation Expense 
•-'. A l l costs and cupentei of l i t i i jation. or legal, services [otherwise necessary or .expedient fbr [the'protection of the joint interests, including attorneys 

fees and expense* as hereinafter .provided/ together.'with all judgments obtained against : t h i ; p i r t i e i o r any of them on account of .the joint operations 1 

- under this agreement, and actual expenses 'incurred,by any party 'or panics hereto - in .securing evidence /or the purpose of -defending against any 

actum or claim' prosecuted or urged against the joint account-or the 'subject • matter of this: agreement. • :• =/, :• -r.-i . •. e -..' 

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

staff of one or more .of the parties hereto:: and • i ; ch i rge commensurate 'with:,cost,of providing, and furnishing sudv-servicei^'rendered may be 

made .against the, joint account; ibut no such, charge shall : be made unt i l ; approved by the. legal departments of or attorneys- for the respective: 

parties hereto. i. • • •. • ' .'-.:.• ,»:.:.';f v "•':.! • " :•'••'•• i •.-•••;'. •:, 

i : - , B. Fees and expenses of* outside attorneys: shall ;not be-ihtrged to the joint accouhi-unless authorised by the majority o f the, incrretii hereunder. -

5S& ISM 
0.AXES " 

• .-^>.'.M 

A l l taxes of every kind and nature assessed or. levied upon or i n oon.-iec.icn with 
the properties which are .the subject of .this agreement, the production thtsrefroir. 
or the operation thereof) and which taxes have been paid by the Operator fo r the 
benefit of the portlas hereto. An to ad valorer. taxeo f o r the year i n which th i s 
agreementsbecomes ,ef fec t ive , only-the ;pro-ratio part ithereofi shall"be chargeable 
hereunder. ^ 

. therrfror 

i kind, and nature 

• th«' operation the: 

rV.ed ol levied upex 

f. i nd which.taxes ; been pa.d by the Opt 

t l i the properties which are. 

~ n e bene I I n 

lubjret of this lagreem 

10. Insurance and Claims 
A. Premiums paid for insu 

If no ins 

rceV-rrd to b e c a r m d tor the benefit ol iVcejoint account. tv.Rtt.li 

.{ any ,»d all losse.. claims, damages, judgments, and other expenses, including legal , .eryicc 

n-e » required to be carried, all actual cxpend.turrs incurred.and paid by Operator in .ettlc. 

age., judgments, and any other expenses, including legal set nets, .hall be charged to the ,o,ni amount. 

District and Camp Expense (Field Supervision and Camp Expense) 

A nre. tats nor.ion of ihe ial.rics and rxpen.es o f ' Opc.aior', production' superintendent and oilier employe. 

..v..- operating >„a . ' I w c time is not allocated directly ' to the properties, 

Hun u.ficc knnvn ... Operator s C a P - T O C * . ,D1 S t T t c t 

mar"*." C a p r O C k , . N e V M e X i C O (or a com, 

(if Jnv) ii i i iruainrd for the coiivenii'iue .ul 1 he abovc-dcMiibrd office, ami all m-.citar 

d. used in the cm-duct of the op. rations on' the joint property . and 'other properties ope 

[,,„„, , 1 , . , , f a o l i . i o should to mclu.iee of d. preciition or a fair mnnthly.rental in lieu 

onioned ... all pinpenic served o oiuitaMc b..i> co««M<..t - i l l . Operator', accou 

,ih »U expenditures trtcucred and paid 

c< not recovered from-insurance carr 

C"ic"t of any and all lasses, claims, d: 

,.1 tlse Ops-i 

if re.)..i 

r i ing the joint property and othei 

a prii rata portion of the cost o: 

Distribution of charges to be made on a per wel l basis. D r i l l i n g well to be considered 
as equivalent of f ive producing, wells . 

12. Administrative Overhead ^ ) J - ' I J il>>..« 

r i m i ! ' t ' Z ^ ~ - ' 4 M M Z , ' ' ' T , , I J ^ L ! , , t.,.,„j ^ n . r»«..H. . i . •>•••«• "••'»• .«**• «-• «*«"-• 

l , H 7 Z , h ' Z ^ p.™. -iii ' I ' - ' f j » i - " i j < j " ' 5« I ' - " " " ' ' 1 ' '• s ' i , r i " " d " , i " 1 " " i ' 1 " ^ ' " *-, 
,-• r J ,,. ... I, '.It;,.. b.- .•„„.i.l...<< .> ,.,v.r.-J 1„ ,„ . r ! , t .J . I , . . * . . i„ <',i. p . r ^ . f h „,, lc. c ! , . r E . , f,,r u.d, ..l.ri.-. . , , J c.ptl , . . . a«r«d 

l l ( * . . • ,„ . . , , O! ' , . . , , , . .„.l N L . t - O r " 3 1 ' " , l " ' 1 ' ' ^ ' . ' " rBf lo tl, . i„i„t prop.rty. 

H E L L BASIS (Kale Per Well Per Month) 

$175.00 $35-00 

0...1....I «lt"<« lor .lr,IN»t w.ll...h.ll b«fin » th. J... ..tl. —II i. T-JJ"! i.rmin.i. «h.. i. i. on pr.dM.ion or it Plut<.d. : 
c m „,iy Sc. ' I " ' "» <>'"!« * • n»'' 1 ' ' during i h . , u . r ,n . ion o< drilling „, i . , . . i„„ . tor »<<«.- (I l l or m m con.ctul, . . d.y.. 

In connt.tion -iil> ovc.hr.d clt .r^c, lite itttui of . r l l i tl.ill br . . follow,:' ' . 
| l ) Iniallon »<ll, Io* . . c o - " ) - . ,p.mio.„, ,otl, lor rtprnio.. or 'wain (loot), .hill, be .included in lite overlte.d .chedole ihe .,„-. . . . p. 

ine oil . t i l t . , • • •, : t, 
, , , W.te, . .ppl , well, otili.ed fo, . . l e t floodtn, ooer.tionl. .Ii.ll be indoded in lite o.r.he.d .elt.dnl. lb . ,„..< ,,to.l»e,n. otl well,. 
( IJ I'.odniitte . . t well, .It.ll be inclo.led in tl.e overbed .cl.edolc tlte ..me producing oil well,: 



permaritiitly thu t dowrtj-butjon. wnicn^piuggjiiK operations rare1! deferred'shall-

iu-.li j t . i l 

1G9 

Shutdown it effected W l 

/ L.•>.! ..plugging, operation. 

• (l)-./WeIiiL being,plugged back, drilled: deeper, qr ^converted, 

i n , well . 

. (*V^T*mpot»ri .y, . ihut-down -wilisy { t j i h M : than €y gDvt tnmtmi l regulatory o y j y ) - which 

-jcilendar month shall not be'inctudcd . i n , t h e overhead schedule: however Vel l s - ihu 

, i n the overhead schedule: only in the event the allowable:production^ii t r intferred t 

allowable; all .well* capable of. producing wi l l be counted in determining the bv 

plujcged; ;ovcrhead: i l ial l i t^charget/ i t the. producing; w'ell-&ate\^ 

i f e jnorp rpdu for a period of ,1 , f u l l 

-in^hy.; governmental: regulatory,'body . H i l l be included v h 

{ o i h e r p w c i l . ^ o i i 

rhcad charge. •-=•-• i :'* .' 

(7) Wel l , completed in dual or multiple • honions shall be. considered as two'wells in the producing overhead ichedule ' 

- < , ) ' L * . l . k »»lt *ater dispoial welli i h i H . not. be. included in , |he 6 v e r h « a d ; k l i e d u l * p r o g r a m 

oft iKe jomt property k 

5 * ! > 1 , « r „ . t f l \ \ -X 

(S>V'feach water injection* plant s W l be IhcUuaea'inHht overhead Schedule the 
same as two (2) producing wells . , 

The above schedule f o r producing' wells shall be applied to the' t o t a l number of 
wells operated under the Operating Agreement to which th i s .accounting procedure 
i s attachedt irrespective of Individual leases. 

I t is spec i f i ca l ly 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 construction 
or operation of addit ional f a c i l i t i e s such as, but not l imi ted to, gasoline 

, plants, compressor plants, repressuring projects, salt water disposal f a c i l i t i e s , 
and similar ins ta l l a t ions . I f at any time any or a l l of these become necessary 
to the operation, a separate agreement w i l l be reached rela t ive to an overhead 
charge and a l locat ion of d i s t r i c t expense. 

The above specif ic overhead rates may be amended from time to time by agreement 
between Operator and Non-Operator i f , i n practice, they are found to be i n s u f f i 

c i e n t or excessive. ^ ( 1 > 

fe 
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mi 
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13. Operator's Ful ly Owned Warehouse Operating and maintenance Expense 
t l> . - . . r i l * lu l lv l b . .y.ccJ p i c t u r e 10 i.e followi-d by iby Optr 

1*4 • 

14. Other Expenditures 
Any e.penditure. other than r*| 

tor lor the necessary and pmpci 

,•<! and dealt r for ; prnv 
of ihe roper 

Purchases 
Material and equipment purchased and lersice pro. 

Material Furnished by Operator 
Material required for operation, shall be purchased for direct 

material from Operator's stiicks under the following condition.: 

A. New Materia! (Condition " A " ) 

( I } New material transferred f rom Operator's warrhouie 

I I I . B A S I S O F C H A R G E S T O J O I N T A C C O U N T ' 

lersicc pro.ur .d shall be c lururd at' price paid by 6 j . f r .uor .iftee 

ial i lablr. 

> i h j l l be priced f.n.h. the nearest reputable supply fiorc or 

cost of the ...me kind of material.. This wi l l include .mate, 

it. Tubular jrondi. two-inch (2~) and over, shall be priced 

g jioint nearest the joint account operation, rewardlesi of quantity tra 

oipjiiy's preferential pr iu ' list effective at date of transfer and f.o.b. ' 

equipme 

rial (Conditio I function as cood sccondh. 

»it..blr for . reconditioning, 

l . W , i ) of new price. 

:iou " C " sh-ill be priced at 

shall be charged at applicable percentile of knocked-down new price 

as tanks, jtumpinj; units, sucker rods, engines, and other ma, 

load basis e/fecti.e at dale of transfer and f.o.h. railway recti 

(.') Other material shall be priced on basis of a reputable supply 

. or railway receiving point nearest the joint account operation where such material it available. 

( ) ) Cash discount .hall not be allowed. 

II. Used Material (Condition " B " and "C"> 

(1) Material which is in soond and serviceable condition and is suitable lor re,.-.' - i l l . , L.. tccondii inning .hall be classed a. Gondii. 

priced at seventy-five per cent ( 7 1 ^ ) of new price. 

(?) Material which cannot be classified ** Condition " I t " but which. 

(a) Af ter reconditioning wil l be further serviceable for oris: 

(b) Is serviceable for original function but substantially not si 

shall be classed as Condition. C and priced at f i f t y per cem 

( l ) Material which cannot be classified at Condition "U or Condi 

(4) Tanki . buildings, and other equipment involving erection- cost: 

3. Premium Prices 
W henever materials and equipment are not. readily obtainable at the custoi 

Section HI because of national emergencies, strikes or other unusual causes 

joint account for ihe required materials on the basil of the Operators direct 

suitable lor use. and'in moving it to the location, provided, however, that ne 

to b.llini: the Non-Operator for the material and/or equipment acquired pursuant to tins provision. < whereupon Non-Operator shall have the rign 

by so electing and notifying Operator within 10 days after receiving notice f rom the. Operator: co furnish in kind.' or in tonnage as the parties ma 

aprer, at the location, nearest radwav receiving point, or Operators storage point within a comparable distance, all or part of hit share 

and/or- equipment suitable'for use and acceptable to the Operator. - I r importation 'costs on any. such material furnished by Non-Operator, at any 

point other.than i t the location, shall be borne by Such Non-Operator. • I f . pursuant to the provisions of tins paragraph, any Non-Operator furnishes 

material and/or -equipment tn kind, the Operator shall make appropriate credits therefor to the account of said Non-Operator. . 

4. Warrant}" of Material l-uinislied by Operator 
. Operator doe. not warrant 1 lie material furnished beyond or back of the dealer s or manufacturer 1 guaranty; and-in-case of defective material, crcd- -

it shall not be passed unlit adjustment has been1 received by Operator f r o m the manufacturer! or their agents. 

5. Operator's Exclusively Owned Facilit ies ' 
The following rates shall apply, to service . rendered to the. joint account' by facilities owned .delusively by: Operator; • 

A. Water: ' fuel , power, compressor and other- iumliary; services ne 1 , rates - commensurate -with cost of ' providing . and . furnishing such service t c the 

• supplv point and at pr 

r-which the Operator lu 

t and expense incurred 

in writing i l furnished I 

specified in Paragraph. I and 2 of (h i . 

o control, the Operator may charge the 

procuring such materials, in making it 

Non-Operator of the proposed charge prior 

ial 

H o i * 

ft 

ill 
I 



Autumo(ivc,co/i ipincri^it urates ;,coinrrienlurate :w\tK co**, of; ownership,and operation;^ sucli 'ratw. ihould: generally be-in line with .the schedule of ' 

<:-:•.- rates adopted' by." the-: PHfolf-untV Motor: Transport Assoclatioit,-. at- some^ either -recognised.,oritiiiii.ationt'ai recommended, uniform charges -against: •', 

joint account. Operations i n j : revised f rom: time to tune. - Automotive rates s^ail^ 1ncio.11e. cott• of-Oil- gas,: repairs:: insurance, and other' operating ': 

... ^expense and' depreciation J- and charges shall ibe\based on-just^ni .actual' service on , ,on iu connection >with, the ' (Qim:iiccount lopetiUant.•>••: Truck, u 

and traitor ratci tnay Include waftc's and expenses of dVtyer ' ^ ' f ^ T 

C. - A fair r i te .shall be charged;Tor the :usc of .drilling:/and ttcamng.out. tools and any .othcrr.itenu of .Ortc»^ 

- • l imit which (hall be- ample ? ta ' cover maintenance,) repairs, .depreciation:-and: the.itervs.ee 'furnished: the sjomt prbptttyJ.'provided ;"tKaei-fiucK'- charges 

• • H shall, not exceed those, currently prevailing• in the - field Where. the : joint property, it located. '. Pulling': unit* shall be Charged at hourly: ' r j t t t ' com-;.';. 

: mcmuratr with the cost of•ownership .and .operation, which shajl include repairs and maintenance', operating supplies.: insurance, depreciation; and. ;' 

• .taxes. - Pulling unit.'rates-may. include ; wages and ,.exp»:nics,.-of.> the operator. j ;. - -. ..'. v -JT-V-.'6-%r • !!.(,•: v •,:.;.'/' 

D . ' A f u r rue thall be,ihargedi'(or.laboratory-services performed, by Operator- for. the benefit, of • the. u n i u account:' isich :.as gat. water,' tore, - i in l 'any.-'-

, other- analyses: and testi: provided ; such charges shall: not ̂ exceed those currently prcvailnifi i f : performed by dutsije service i ,iibor»torieiV/. ,'<7V': :'' 

I ; . - . Whenever requested:' Operator shall in form. Non-OpetatoV' in advance, of the rate* it proposes to charge. .' - ...' / - .• ;'.- .•" 1 -

Rales iliatl' oe revised and: adjusted from- time to lime when found: to be either excelsivc or insufficient. - :• ", 

I V D I S P O S A L O F L E A S E E Q U I P M E N T A N D M A T E R I A L 

The Operator, shall .be under no obligation, to: purchase, interest af Non-Operator. in surplus .new or' secondhand material.." -The disposition'of major 

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

hereto:, provided'• Operator, shall .have the right to .dispose of; normal accumulations, of junV and^ scrip .material either' by 'transfer or safe '.from'; the : 

joint property:' . , <,. • •'• :•?<•::>•.-,:••.•, - • •>•• : •.•,-....>:.-. . - ; . . • , • - - , -> • • . ->.-'.•'.•. 

for the month' ' 

n' such material. Each > 

ponding credits, wi l l be 

• agreed, shall be 

1. Material Purchased by the- Operator or Non-Operator 

• Material purchased-by either the Operator or Non-Operator shall be credited by the ,Operator .,to the-joint" acco 

.material n removed by . the purchaser. -,, " . ' - . . : . ' . • . - • . 

2. Division in Kind 
Division of material in .kind, if made .between Operator and - Non-Operator, shall be in proportion' to ' their rc.ipcctiv 

party wnl ihereupon be charged individually with the value of., the material received or receivable by cach party 

made bv. the Operator to the. joint -account.. Such credits shall - appear, m: the month!v - statement of. operations: . • 1 

3 Sales to Outsiders 

. Sales to outsiders of material f rom the joint 'property' shall .be. "credited, bv Operator to-the joint .account, at the net' amount' collected by Opera I 

f rom vendee. Any claims by vendee' for defective hi.sterial'or otherwise shall be charged-:back; to the joint'account i f and when'paid by Opera t 

V. BASIS OF PRICING M A T E R I A L TRANS* ERRED.' FROM JOINT ACCOUNT:. 

Material purchased by either Operator or /Non-Operator or divided in kind, unless, other 
valued on the following basis: 

1. New Price Defined 

Ntu- price as used 'in the, following paragraphs shall ha.e ihe same meaning and appl.catioi. i> that mcd above in Sect" 

joint Account.- . . -

2. New Material 

New material (Condition " A ' j / . b t i nK new material procured for the joint account but never used ihcreon: at oiW hondr. 

rent new price (plus .ales t i« . if any). 

3. Good Used Material 
Good UH'd i.iateri..! (Condition "1!"). heinj; uved n,'a,eiial ,„ 

A. At icvemy-fisc per Cent of. Current new'ptice 

U. A t ' s i M i - f i v e per tern l , * ' l ^ i ) of current new price if 

cent (71?, ) of new price. 

4. Other Used Material 
l . ' . id maierial (Cwidiimn " C " ) . ar f i f t y per cent ( 1 " ^ ) . 

A. After rcc.ndiiioning wil l he further serviceable for ori 

H. !> senkrable fur' original function but substantially n 

5. Bad-Order Material 

Material ,i„d equipment (Conditio:, " U ' l . which is no lim 

M..»e mlicr purpose, .hall be priced on J basis comparable » 

G. Junk-

Junk (Condition ' ' l i " ) . being obsolete and icrap material. 

7- TEMPORARILY USED MATERIAL ( i n s e r v i c e 60 days or l e s s ) 

When the use o f m a t e r i a l i s temporary and i t s s e r v i c e : t o . the j o i n t account does 

not j u s t i f y the r e d u c t i o n i n p r i c e as provided i n Paragraph 3:above, such 

material shal l "be priced on a basis that- w i l l leave a net charge to the j o in t 
account of 10$ of price charged i f material charged out as nev and 5$ i f 
material charged out as second-hand. 

V I , Inventories .. . . 

1. PERIODIC INVENTORIES, NOTICE AND REPRESENTATION 

At reasonable i n t e r v a l s , i n v e n t o r i e s s h a l l - be taken by Operator of the J o i n t 

account material, which shal l Include a l l such material as i s ordinar i ly con
sidered controllable. . (See Sec; 10.2, Operating Agreement). • 

ual function 

suitable for 

l ie cable Condi 

charted in ir 

„ri«i.i4lly Cha 

giK.d secondhand . 

' i s ' i ,7, f «T», 

IBP**. X*r> V ' - i 

Wjjw v . , ; t , Va5 * 
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\. Periodic Inventories, Notice and R^razMerrtaTion 
shall be taken by Oj> 

s of nil .mil gas propyl 

,Ai reasonable intejltiil»»-^siYIni 

:«mitttTeu~eontrollable by o 

W i . u a , ...nice of intern inn tu take in ' 

Operator may be represented when iny in 

r.nlure of Non-Operator lo be represented at an inventor 

event furnish Non-Opcrnor with a copy tlitreof. 

2. Reconciliation and Adjustment of Inventories 

aken: 

J i . l l bind Nou-Optr ' 

hirty ' ( id ) days before any inventory it 

• taken by. Opera who s lu i r in that 

cilia. i of i tory v i l l i d l l : shall be made by each | 

ivcrages :i 

liarges to the .joint 

jointly determined by Operator and Non-Operator. 

Inventory adjustments shall be made hv Operator with the ioint 

Opcritor only for shortages due. to lack of reasonable diligence. 

3. Special Inventories 

Special inventories rnay be taken, at the expense of the purchaser, whenever there is Jny sale or change of >nt 

be the duty of the party selling to not i fy all other parties hereto as quickly at possible after the transfer of : 

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

t of ovrraises and shortages shall be 

t shall be held accountable to Non-

-£«'^-* --it 
» 'r>V*f 

m-ilie joint proptrt^: 
;n like. pl»c In iuch < . both 

Ft*!-* 

. -•>*--• ; - i ^ u3» 
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w i t i j $100,000101 

(3) Automobile Jpublj 

-— to one'perspn^'' . ^ f ^ ^ ^ i K M ^ ' ^ l ^ f i ^ ^ f i i i i f ^ - ' • 
accident). ar.& $100;000.00 roi'.property damage. 1 

•> < " i ' • t 
(B) Wtth respect to Unit operations (other than! a f i o i n g opera-

t , ' ',.'•> * ''» 'f* 1' ' 
tions) on a l l lands [Subject to this Agreement, Unit Operator shall 

carry Workmen.'s Compensation Insurance as required by the laws of the 

State of Heir Mexico, and Ijmployer's L i a b i l i t y Insurance with minimum 

. j A f f rimits of $100,000.00, public l i a b i l i t y and Property Damage Insurance 

' i i 1 ' * s ' >. 
amounts of $100,000.00 f o r i n ju ry or death to one pereon, $300,000.00 . 

" ;*J | f o r one accident, and $100,000.00 Property Damage, Alltomobile Public 

, j f L i a b i l i t y and Property Damage^Insurance i n amounts(of $100,000 00 f o r 
J Nk .WW 

injury or death to one person, $250,p0O 00 for, one'accident, and 

$100,000 00 for'property damage, • 'f ' ' ' 

(C) A l l insurance coverage required hereby shall be carried at 

the Joint expense and for.the benefit of-'the parties hereto. However, 

(jpremiums :f or.-Automobile,;.vPublict:tiaBip;ttytaM+Ptap^rty Damage Insur- . 

I i ' , ance on Unit Operator's f u l l y owned equipment shall not be charged 

d i r e c t l y to the JoJr.t. account, Hit wl3l be covered by the f l a t rate 

charges assessed for use of such equipment Unit Operator w i l l not 

( carry f i r e , windstorm and explosion insurance covering operations here-

under. Unit operator agrees to promptly furnish Working.Interest 

a 




