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1 UNIT AGREEMENT 

2 FOR THE DEVELOPMENT AND OPERATION 

3 OF THE 

4 MARTIN RANCH UNIT AREA 

COUNTIES OF CHAVES AND 
DeBACA 

6 STATE OF NEW MEXICO 

7 No. 

, > O A _ / / 70 
THIS AGREEMENT, entered into as of the /H ~~ day of A j> r / J *95&7 8 

9 

10 

11 

8 

9 by and between the parties subscribing, r a t i f y i n g , or consenting hereto, and here-

10 i n referred to as the "parties hereto", 

11 WITNESSETH0. 

12 WHEREAS, the parties hereto are the owners of working, royalty, or other o i l 12 

13 and gas interests i n the unit area subject to this agreement; and 13 

14 WHEREAS, the term ("Working Interest" as used herein shall mean the interest 14 

15 held i n unitized substances or i n lands containing unitized substances by virtue of 15 

16 a lease, operating agreement, fee t i t l e , or otherwise, which Is chargeable with and l 6 

17 obligated to pay or bear a l l or a portion of the cost of d r i l l i n g , developing,pro- 17 

18 dueing, and operating the land under the unit or cooperative agreement. The right 18 

19 delegated to Unit Operator as such by this agreement is not to be regarded as a 19 

20 working interest; and 20 

21 WHEREAS, the Mineral Leasing Act of February 25, 1920, 4 l Stat. 437, as 21 

22 amended, 30 U.S.C., Sees, l 8 l et seq., authorizes Federal lessees and their repre- 22 

23 sentatives to unite with each other, or j o i n t l y or separately with others i n col- 23 

24 lectively adopting and operating a cooperative or unit plan of development or opera- 24 

25 t i o n of any o i l or gas pool, f i e l d , or like area, or any part thereof for the pur- 25 

26 pose of more properly conserving the natural resources thereof whenever determined 26 

27 and cer t i f i e d by the Secretary of the Interior to be necessary or advisable i n the 27 

public interest; and 28 

WHEREAS, the Commissioner of Public Lands of the State of New Mexico is 29 

authorized by an Act of the Legislature (Sec. 1, Chap. 62, Laws of 1951, Chap. 7, 30 

Art. 11, Sec. 4 l , N.M. Stat. 1953, Anno.) to consent to or approve thi s agreement on 31 

behalf of the State of New Mexico, insofar as i t covers and includes lands and 32 

mineral interests of the State of New Mexico; and 33 
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33 



1 

2 

3 

k 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

2h 

25 

26 

27 

28 

29 

30 

31 

32 

WHEREAS, the O i l Conservation Commission of the State of New Mexico i s 

authorized by an Act of the Legislature (Chap. 168, Laws, 19^9) to approve t h i s 

agreement and the conservation provisions hereof; and 

WHEREAS, the parties hereto hold s u f f i c i e n t interests i n the Martin Ranch 

Unit Area covering the land hereinafter described to give reasonably effective con

t r o l of operations therein; and 

WT-IEREAS, i t i s the purpose of the parties hereto to conserve natural re

sources, prevent waste, and secure other benefits obtainable through development 

and operation of the area subject to t h i s agreement under the terms, conditions, 

and limitations herein set forth. 

NOW, THEREFORE, i n consideration of the premises and the promises herein con

tained, the parties hereto commit to t h i s agreement t h e i r respective interest i n the 

below-defined unit area, and agree severally among themselves as follows: 

1. ENABLING ACT AND REGULATIONS. The Mineral Leasing Act of February 25, 

1920, as amended, supra, and a l l v a l i d pertinent regulations, including operating 

and unit plan regulations, heretofore issued thereunder or v a l i d , pertinent, and 

reasonable regulations hereafter issued thereunder are accepted and made a part of 

th i s agreement as to Federal Lands, provided such regulations are not inconsistent 

with the terms of t h i s agreement; and as to non-Federal lands, the o i l and gas 

operating regulations i n effect as of the effective date hereof governing d r i l l i n g 

and producing operations, not inconsistent with the terms hereof or the laws of the 

State i n which the non-Federal land is located, are hereby accepted and made a part 

of t h i s agreement. 

2. UNIT AREA. The following described land is hereby designated and re

cognized as constituting the unit area: 
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New Mexico Principal Meridian, New Mexico fe6 

Acres i27 
5 
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Township 3 South, Range 22 East ^8 

Section 1: Lots 1, 2, 3, 4, Ŝ  N̂ , S| ( A l l ) 639.80 29 

Sections 12 and 13: ( A l l ) 1280.00 [30 
i 

Sections 22 to 27 inclusive: ( A l l ) 3840.00 31 

Sections 34 to 36 inclusive: ( A l l ) 1920.00 32 
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Township 3 South, Range 23 East 

Section 1: Lots 1, 2, 3, k, S-| N|, S| (All) 640.60 

Lots 1, 2, 3, ̂ , S-g- N|, Ŝ  (All) 640.88 

Lots 1, 2, 3, ̂ , Ŝ- S|- (All) 640.32 

lots 1, 2, 3, S§ N-|, S§ (All) 640.44 

Lots 1, 2, 3, ̂ , s| N|, S| (All) 640.56 

Section 2 

Section 3 

Section 4 

Section 5 

Section 6 Lots l. 2, 3, 4, 5, 6, 7, S| UE£, 
SE£ Ntf£, E| Sw£, SE£ (All) 622.28 

Section 7: Lots 1, 2, 3, ̂ , E| W|, E|- (All) 63O.60 

Sections 8 to 12 inclusive: (All) 3200.00 

Sections 14 to 17 inclusive: (All) 2560.OO 

Section 18: Lots 1, 2, 3, k, E|- W|, E| (All) 635.32 

Section 19: Lots 1, 2, 3, k, E^ Wj, E| (All) 636.12 

Sections 20 to 23 inclusive: (All) 2560.OO 

Sections 27 to 29 inclusive: (All) 1920.00 

Section 30: Lots 1, 2, 3, k, E-g- E| (All) 640.88 

Section 31: Lots 1, 2, 3, k, E^ W|, E^ (All) 645-20 

Sections 32 to 34 inclusive: (All) 1920.00 

Township 4 South, Range 22 East 

Section 1: Lots 1, 2, 3, 4, S| EF|, S| (All) 640.40 

Section 2: Lots 1, 2, 3, 4, s| W|, (All) 640.68 

Section 3: Lots 1, 2, 3, 4, S| N|, S|- (All) 640.76 

Sections 10 to 15 inclusive: ( All) 3840.00 

Township 4 South, Range 23 East 

Section 4: Lots 1, 2, 3, 4, S| S| (All) 640.00 

Section 5: Lots 1, 2, 3, k, s| S£ (All) 639.64 

Section 6: Lots 1, 2, 3, 4, 5, 6, 7. sh NÊ , 
SE£ nw£, E-| Sw£, SEj- (All) 647.83 

Section 7: Lots 1, 2, 3, 4, E| Ŵ, E| (All) 65O.60 
TOTAL 35,192.91 

Exhibit A attached hereto is a map showing the unit area and the bound

aries and identity of tracts and leases i n said area to the extend known to the Unit 

Operator. Exhibit B attached hereto is a schedule showing to the extent known to 

the Unit Operator the acreage, percentage, and kind of ownership of o i l and gas 
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interests in a l l land in the unit area. However, nothing herein or iir na W .<?cherh.i.1<; 

or map shall be construed an a representation by any party hereto aa to tbe owner

ship of any interest other than such inherent or interests an shown in naid map or 

schedule as owned by such party. Exhibits A and B shall be revised by the Unit 

Operator whenever changes in the unit area render such revision necessary, or when 

requested by the Oil and Gas Supervisor, hereinafter referred to as "Supervisor" 

and not less than six copies of the revised exhibits shall be filed with the Super

visor, and two copies each with the Commissioner of Public Lands of the State of 

New Mexico, hereinafter referred to as "Commissioner", and the Oil Conservation Com

mission, hereinafter referred to as "Commission", 

The above-described unit area shall when practicable he expanded to in

clude therein any additional tract or tracts regarded as reasonably necessary or 

advisable for the purposes of this agreement, or shall be contracted to exclude land 

not within any participating area whenever such expansion or contraction is neces

sary or advisable to conform with the purposes of this agreement. Such expansion 

or contraction shall be effected in the following manner: 

(a) Unit Operator, on its own motion or on demand of the Director of 

the Geological Survey, hereinafter referred to as "Director", or oh demand of the 

Commissioner, after preliminary concurrence by the Director, shall prepare a notice 

of proposed expansion or contraction describing the contemplated changes in the 

boundaries of the unit area, the reasons, therefor, and the proposed effective date 

thereof, preferably the f i r s t day of a month subsequent to the date of notice. 

(b) Said notice shall be delivered to the Supervisor and the Commis

sioner, and copies thereof mailed to the last known address of each working interest 

owner, lessee, and lessor whose interests are affected, advising that 30 days will 

bo allowed for submission to the Unit Operator of any objections. 

(c) Upon expiration of the 30-day period provided i n the preceding 

item (b) hereof, Unit Operator shall f i l e with the Supervisor and the Commissioner 

evidence of mailing of the notice of expansion or contraction and a copy of any 

obJeetion.fi thereto which have been f i l e d with the Unit Operator, together with an 

application i n sufiicient number, for approval of such expansion or contraction 

and with appropriate joinders. 

(d) After due conniderntion of a l l pertinent information, the expansion 
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or contraction shall, upon approval hy the Director and tbe Oonmdnnioner, beeow 

effective as of the date prescribed In the notice thereof. 

(e) A l l legal subdivisions of unitized lands ( i . e . , '+0 acreo by Govern

ment survey or i t s nearest l o t or tract equivalent i n lnatanceo of irregular m>r-

veys, however, unusually large lots or tracts shall be considered i n multiples of 

hO acres, or the nearest aliquot equivalent thereof, for the purpose of elimination 

under this subsection), no parts of which are entitled to be in a participating area 

within 5 years after the f i r s t day of the month following the effective date of the 

f i r s t i n i t i a l participating area established under this unit agreement, shall be 

eliminated automatically from this agreement, effective as of the f i r s t day there

after, and such lands shall no ionger be a part of the unit area and shall no long

er be subject to thi s agreement, unless at the expiration of said 5-year period 

diligent d r i l l i n g operations are i n progress on unitized lands not entitled to p a r t i 

cipation, i n which event a l l such lands shall remain subject hereto for so long as 

such d r i l l i n g operations are continued d i l i g e n t l y , with not more than 9° day3' t i - m e 

elapsing between the completion of one such well and the commencement of the next 

such well, except that the time allowed between such wells shall not expire earlier 

than 30 days after the expiration of any period of time during which d r i l l i n g opera

tions are prevented by a matter beyond the reasonable control of unit operator as 

set forth i n the section hereof entitled "Unavoidable Delay"; provided that a l l 

legal subdivisions of lands not i n a participating area and not entitled to become 

participating under the applicable provisions of this agreement within 10 years 

after said f i r s t day of the month following the effective date of said f i r s t i n i t i a l 

participating area shall be eliminated as above specified. Determination of credit

able "Unavoidable Delay" time shall be made by unit operator and subject to approv

a l of the Director and the Commissioner. The unit operator shall, within 90 days 

after the effective date of any elimination hereunder, describe the area oo elimi

nated to the satisfaction of the Director and the Commissioner, and promptly notify 

a l l parties i n interest. 

I f conditions warrant extension of the 10-year period specified i n this 

subsection 2(e), a single extension of not to exceed 2 years may be accomplished by 

consent of the owners of 90$ of the current unitized working interests and 60$ of 

the current unitized basic royalty interests (exclusive of the basic royalty 
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intercsto of the United States and the State of New Mexico), on a total-nonpartiel-

pating-acreage basis, respectively, with approval of the Director and the Commis

sioner, provided such extension application is submitted to the Director and the 

Commissioner not later than 60 days prior to the expiration of said 10-year period. 

Any expansion of the unit area pursuant to this section which embracer) 

lands theretofore eliminated pursuant to this subsection 2(e) shall not be consider

ed automatic commitment or recommitment of such lands. 

3. UNITIZED IAND AND UNITIZED SUBSTANCES. A l l land committed to this agre 

ment shall constitute land referred to herein as "unitized land" or "land subject 

to this agreement". A l l o i l and gas i n any and a l l formations of the unitized Ian-' 

are unitized under the terms of this agreement and herein are called "unitized sub

stances". 

h. UNIT OPERATOR. Pan American Petroleum Corporation is hereby designated 

as Unit Operator and by signature hereto as Unit Operator agrees and consents to ac 

cept the duties and obligations of Unit Operator for the discovery, development, an 

production of unitized substances as herein provided. Whenever reference is made 

herein to the Unit Operator, such reference means the Unit Operator acting i n that 

capacity and not as an owner of interest i n unitized substances, and the term "work 

ing interest owner" when used herein shall include or refer to Unit Operator as the 

owner of a working interest when such an interest is owned by i t . 

5. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall have the 

right to resign at any time prior to the establishment of a participating area or 

areas hereunder, but such resignation shall not become effective so as to release 

Unit Operator from the duties and obligations of Unit Operator and terminate Unit 

Operator's rights as such for a period of 6 months after notice of intention to 

resign has been served by Unit Operator on a l l working interest owners and the 

Director and the Commissioner, and u n t i l a l l wells then d r i l l e d hereunder are plac

ed i n a satisfactory condition for suspension or abandonment whichever is required 

by the Supervisor and the Commissioner, and unless a new Unit Operator shall have 

been Delected mid approved and ohall have taken over and assumed the duties and 

obligations of Unit Operator prior to the expiration of said period. 

Unit Operator shall have the right to resign i n l i k e manner and subject 

to li k e limitations n3 above provided at any time a participating area established 
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hereunder 1B in existence, but, in a l l instances of resignation or removal, u n t i l a 

successor unit operator is selected and approved ars hereinafter provided, the work

ing interest owners shall be jointly responsible for performance of the duties of 

unit operator, and shall not later than 30 days before such resignation or removal 

becomes effective appoint a common agent to represent them in any action to be token 

hereunder. 

The resignation of Unit Operator shall not release Unit Operator from 

any l i a b i l i t y for any default by i t hereunder occurring prior to the effective date 

of i t s resignation. 

The Unit Operator may, upon default or failure in the performance of it s 

duties or obligations hereunder, be subject to removal by the same percentage vote 

of the owners of working interests determined in like manner as herein provided for 

the selection of a new Unit Operator. Suah removal shall be effective upon notice 

thereof to tha Director and the Commissioner. 

The resignation or removal of Unit Operator under this agreement shall 

not terminate Its right, t i t l e or interest as tho owner of a working Interest or 

other Interest in unitized [substances, but upon tho resignation or removal of Unit 

Operator becoming effective, cuch Unit Operator shall deliver possession of a l l 

equipment, materials, end appurtonauaeo used in conducting the unit operations and 

owned by tho working Interest owners to tho new duly qualified successor Unit Opera

tor or to tho owners tharoof i f no cuch now Unit Operator is olootod, to be used for 

tho purpose of conducting unit operations hereunder. Nothing heroin ohall be con

strued as authorising rowoval of any Material, equipment ond appurtenances needed 

for tho preaorvation of any voiles* 

6. DUCCFiCOOR UNIT oi'MJAfflOR. Whenever tho Unit Operator shall tender his or 

its resignation as Unit Opi/rrvbox* or shall bo removed aa hereinabove provided, the 

owners of tho working intuvu'.tn in tho pnxbicipatl»3 area or areas according to 

their respective acreage intercuts in such participating area or areas, or, u n t i l 

a participating area shall have boon eotobliohed, tho owners of the working i n 

terests according bo their respective acreage Interests in a l i unitized land, shall 

by majority vote select a [successor Unit Operator . Provided, That, i f a majority 

but loss than 75 por cunb of tho working interests qualified to vote are owned by 

one party to thin r.-xe JIU .ut, a concurring vote of one or more additional working 
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interest owners shall be required to select a new operator. Such selection shall 

not become effective u n t i l 

(a) a Unit Operator so selected shall accept i n writing the duties and 

responsibilities of Unit Operator, and 

(b) the selection shall have been approved by the Director and the 

Commissioner. I f no successor Unit Operator is selected and qualified as herein 

provided, the Director and the Commissioner at their election may declare this unit 

agreement terminated. 

7. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. I f the Unit Opera

tor is not the sole owner of working interests, costs and expenses incurred by Unit 

Operator i n conducting unit operations hereunder shall be paid and apportioned among 

and borne by the owners of working interests, a l l i n accordance with the agreement 

or agreements entered into by and between the Unit Operator and the owners of work

ing interests, whether one or more, separately or collectively. Any agreement or 

agreements entered into between the working interest owners and the Unit Operator 

as provided i n this section, whether one or more, are herein referred to as the "unit 

operating agreement." Such unit operating agreement shall also provide the manner 

in which the working interest owners shall be entitled to receive their respective 

proportionate and allocated share of the benefits accruing hereto In conformity with 

their underlying operating agreements, leases, or other independent contracts, and 

such other rights and obligations as between Unit Operator and the working Interest 

owners as may be agreed upon by Unit Operator and the working interest owners; how

ever, no such unit operating agreement shall be deemed either to modify any of the 

terms and conditions of this unit agreement or to relieve the Unit Operator of any 

right or obligation established under this unit agreement, and i n case of any i n 

consistency or conflict between the unit agreement and the unit operating agreement, 

this unit agreement shall prevail. Three true copies of any unit operating agree

ment executed pursuant to this section should be f i l e d with the Supervisor and two 

true copies with the Commissioner, prior to approval of this unit agreement. 

8. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except as otherwise specifi

cally provided herein, the exclusive right, privilege, and duty of exercising any and 

a l l rights of the parties hereto which are necessary or convenient for prospecting 

for, producing, storing, allocating, and distributing the unitized substances are 



1 hereby delegated to and shall be exercised by the Unit Operator as herein provided. 1 

2 Acceptable evidence of t i t l e to said rights shall be deposited with said Unit Opera 2 

3 tor and, together with t h i s agreement, shall constitute and define the rights, p r i  3 

4 vileges, and obligations of Unit Operator. Nothing herein, however, shall be con k 

5 strued to transfer t i t l e to any land or to any lease or operating agreement, i t be 5 

6 ing understood that under this agreement the Unit Operator, i n i t s capacity as Unit 6 

7 Operator, shall exercise the rights of possession and use vested i n the parties here 7 

8 to only for the purposes herein specified. 8 

9 9. DRILLING TO DISCOVERY. Within six (6) months after the effective date 9 

10 hereof, the Unit Operator shall begin to d r i l l an adequate test well at a location 10 

11 approved by the Supervisor, i f such location i s upon lands of the United States, 11 

12 and i f upon State or Patented lands, such location shall be approved by the Commis 12 

13 sion and the Commissioner, unless on such effective date a well is being d r i l l e d con 13 

14 formably with the terms hereof, and thereafter continue such d r i l l i n g d iligently un 14 

15 t i l the entire Pennsylvanian System has been tested or u n t i l at a lesser depth u n i t i  15 

16 zed substances shall be discovered which can be produced i n paying quantities (to- 16 

17 wit: quantities sufficient to repay the costs of d r i l l i n g , and producing operations, 17 

18 with a reasonable p r o f i t ) or the Unit Operator shall at any time establish to the 18 

19 satisfaction of the Supervisor as to wells on Federal lands, or the Commission and 19 

20 the Commissioner as to wells on State lands or Patented lands, that further d r i l l  20 

21 ing of said well would be unwarranted or impracticable, provided, however, that the 21 

22 Unit Operator shall not i n any event be required to d r i l l said well to a depth i n 22 

23 excess of 5500 feet. U n t i l the discovery of a deposit of unitized substances cap 23 

24 able of being produced i n paying quantities, the Unit Operator shall continue d r i l l  24 

25 ing d iligently one well at a time, allowing not more than 6 months between the com 25 

26 pletion of one well and the beginning of the next well, u n t i l a well capable of pro 26 

27 ducing unitized substances i n paying quantities is completed to the satisfaction 27 

28 of said Supervisor, the Commission and the Commissioner, or u n t i l i t i s reasonably 28 

29 proved that the Unitized land is incapable of producing unitized substances i n pay 29 

30 ing quantities i n the formations d r i l l e d hereunder. Nothing i n this section shall be 30 

-9-
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deemed to l i m i t the right of the Unit Operator to resign as provided i n Section 5 

hereof, or as requiring Unit Operator to commence or continue any d r i l l i n g during 

the period pending such resignation becoming effective i n order to comply with the 

requirements of this section. The Director and Commissioner may modify the d r i l l 

ing requirements of this section by granting reasonable extensions of time when, 

in their opinion, such action is warranted. 

Upon failure to comply with the d r i l l i n g provisions of this section, the 

Director and Commissioner may, after reasonable notice to the Unit Operator, and 

each working Interest owner, lessee, and lessor at their last known addresses, de

clare this unit agreement terminated. 

10. PLAN OF FURTHER DEVELOPMENT AND OPERATION. Within 6 months after com

pletion of a well capable of producing unitized substances i n paying quantities, the 

Unit Operator shall submit for the approval of the Supervisor, the Commissioner and 

the Commission an acceptable plan of development and operation for the unitized land 

which, when approved by the Supervisor, the Commissioner and the Commission, shall 

constitute the further d r i l l i n g and operating obligations of the Unit Operator under 

this agreement for the period specified therein. Thereafter, from time to time be

fore the expiration of any e'xisting plan, the Unit Operator shall submit for the ap

proval of the Supervisor, the Commissioner and the Commission a plan for an addition 

a l specified period for the development and operation of the unitized land. Any 

plan submitted pursuant to this section shall provide for the exploration of the 

unitized area and for the diligent d r i l l i n g necessary for determination of the area 

or areas thereof capable of producing unitized substances i n paying quantities in 

each and every productive formation and shall be as complete and adequate as the 

Supervisor, the Commissioner and the Commission may determine to be necessary for 

timely development and proper conservation of the o i l and gas resources of the 

unitized area and shall: 

(a) specify the number and locations of any wells to be d r i l l e d and 

the proposed order and time for such d r i l l i n g ; and 
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(b) to the extent practicable specify the operating practices regard

ed as'necessary and advisable for proper conservation of natural re

sources. Separate plans may be submitted for separate productive zones, |3 

subject to the approval of the Supervisor, the Commissioner and the Com- f+ 

mission. Said plan or plans shall be modified or supplemented when b 

necessary to meet changed conditions or to protect the interests of a l l t 

parties to this agreement. Reasonable diligence shall be exercised i n 1 

complying with the obligations of the approved plan of development. The 

Supervisor and the Commissioner are authorized to grant a reasonable ex- !< 

tension of the 6-month period herein prescribed for submission of an 

i n i t i a l plan of development where such action is j u s t i f i e d because of 

unusual conditions or circumstances. After completion hereunder of a 

well capable of producing any unitized substance in paying quantities, 

] 

] 

J 

] 

] no further wells, except such as may be necessary to afford protection 

against operations not under this agreement or such as may be specifi- p 

cally approved by the Supervisor and the Commissioner, shall be d r i l l e d p 

except in accordance with a plan of development approved as herein pro- \i 
'i 

vided. ;] 

11. PARTICIPATION AFTER DISCOVERY. Upon completion of a well capable of pro-'] 

ducing unitized substances in paying quantities or as soon thereafter as required by 2̂ 

the Supervisor and the Commissioner, the Unit Operator shall submit for approval by 2 
r 

the Director, the Commissioner and the Commission a schedule, based on subdivisions 

of the public-land survey or aliquot parts thereof, of a l l unitized land then regard

ed as reasonably proved to be productive of unitized substances i n paying quantities; 

a l l lands i n said schedule on approval of the Director, the Commissioner and the Com

mission to constitute a participating area, effective as of the date of completion of 

such well or the effective date of the unit agreement, whichever is later. Said 

schedule also shall set forth the percentage of unitized substances to be allocated 

as herein provided to each unitized tract i n the participating area so established, 

' r 

r 

r 

r 
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and shall govern the allocation of production from and after the date the participat

ing area becomes effective. A -separate participating area shall be established i n 

l i k e manner for each separate pool or deposit of unitized substances or for any 

group thereof produced as a single pool or zone, and any two or more participating 

areas so established may be combined into one with the consent of the owners of a l l 

working interests i n the lands within the participating areas so to be,combined, on 

approval of the Director, the Commissioner and the Commission. The participating 

area or areas so established shall be revised from time to time, subject to l i k e ap

proval, whenever such action appears proper as a result of further d r i l l i n g opera

tions or otherwise, to include additional land then regarded as reasonably proved to 

be productive i n paying quantities, or to exclude land then regarded as reasonably 

proved, not to be productive i n paying quantities and the percentage of allocation 

shall also be revised accordingly. The eweetive date of any revision shall be the 

f i r s t of the month i n which is obtained the knowledge or Information on which such 

revision is predicated, provided, however, that a more appropriate effective date 

may be used i f j u s t i f i e d by the Unit Operator and approved by the Director, the Com

mission and the Commissioner. No land shall be excluded from a participating area 

on account of depletion of the unitized substances. 

I t i s the Intent of this section that a participating area shall repre

sent the area known or reasonably estimated to be productive i n paying quantities; 

but, regardless of any revision of the participating area, nothing herein contained 

shall be construed as requiring any retroactive adjustment for production obtained 

prior to the effective date of the revision of the participating area. 

In the absence of agreement at any time between the Unit Operator and 

the Director, the Commissioner and the Commission as to the proper definition or re

definition of a participating area, or u n t i l a participating area has, or areas have, 

been established as provided herein, the portion of a l l payments affected thereby may 

be impounded i n a manner mutually acceptable to the owners of working interests, ex

cept royalties due the United States and the State of New Mexico, which shall be 

determined by the Supervisor and the Commissioner, respectively, and the amount there 

of deposited, as directed by the Supervisor, and the Commissioner, respectively, to 

be held as unearned money u n t i l a participating area is f i n a l l y approved and then ap

plied as earned or returned i n accordance with a determination of the sum due as 
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Federal and State royalty on the 'banIn of r.nch approved participating area. 

Whenever i t in determined, raib.'loct i;o the approval of the Hupervlsor 11 n 

to wells on Fedei-al landn, the Commlnoioncr aa to wclla on State lands, and the Com

mission as to veils on ratanted Imtdo, that a well d r i l l e d under this agreement is 

not capable of production i n psying quantities and inclusion of the land on, which i t 

is situated in a participating area is unwarranted, production from ouch well shall, 

for the purposes of settlement among a l l parties other than working interest owners, 

be allocated to the land on which the well is located so long as such land is not 

within a participating area established for the pool or deposit from which such pro

duction is obtained. Settlement for working interest benefits from such a well shall 

be made an provided i n the unit operating agreement. 

12. ALLOCATION OF PRODUCTION. A l l unitized substances produced from each 

participating area established under thi s agreement, except any part thereof used 

i n conformity with good operating practices within the unitized area for d r i l l i n g , 

operating, camp and other production or development purposes, for repressurlng or 

recycling i n accordance with a plan of development approved by the Supervisor, the 

Commissioner and the Commission, or unavoidably lost, shall be deemed to be produced 

equally on an acreage basis from the several tracts of unitized land of the p a r t i 

cipating area established for such production and, for the purpose of determining 

any benefits accruing under this agreement, each such tract of unitized land shall 

have allocated to i t such percentage of said production as the number of acres of 

such tract included i n said participating area bears to the t o t a l acres of unitized, 

land i n said participating area, except that allocation of production hereunder for 

purposes other than for settlement of the royalty, overriding royalty, Or payment out 

of production obligations of the respective working interest owners, shall be on the 

basis prescribed in. the unit operating agreement whether i n conformity with the basis 

of allocation herein set forth or otherwise. I t is hereby agreed that production 

of unitized substances, from a participating area shall be allocated as provided here

i n regardless of whether any wells are d r i l l e d on any particular part or tract of 

«'•'>.id partieipatire; area. I f any gas produced from one participating area is used for 

repressurlng or recycling .pureeson in another participating area, the f i r s t gas with

drawn from such layt-irontlo.iod participating area for sale during the l i f e of this 

agreement shall be considered to be the can so transferred u n t i l an amount equal to 



that transferred Khali be so produced for sale aud such gno cl i a l l he allocated to i;1i< 
i 

2 participating area from which i n i t i a l l y produced an constituted at the time of such 

3 f i n a l production. 

k 13. DEVELOPMENT OR OPERATION OF NON-PARTICIPATING LAND OR FORMATIONS * Any 

5 party hereto owning or controlling the working interest i n any unitized land having 

6 thereon a regular well location may with the approval of the Supervisor, the Comml«-

7 sloner or the Commission, at such party's sole r i s k , cost, and expense, d r i l l a well 

8 to test any formation for which a participating area has not been established or to 

9 test any formation for which a participating area has been established i f such locrt.-

10 

11 

12 

13 

Ik 

15 

16 

17 

18 

19 

20 

21 

23 

2k 

25 

26 

( 

28 

29 

•V.i 

' i 1 

6 

7 

8 

9 

10 ti o n is not within said participating area, unless within 90 days of receipt of notic. 

from said party of his intention to d r i l l the well the Unit Operator elects and com- 11 

menees to drill such a well in like manner as other wells are drilled by the Unit 12 

Operator under this agreement. 13 

If any well drilled as aforesaid by a working interest owner results in ik 

production such that the land upon which i t is situated may properly be included i n a 15 

participating area, such participating area shall be established or enlarged as pro- 16 

vided i n this agreement and the well shall thereafter be operated by the Unit Opera- 17 

tor i n accordance with the terms of this agreement end the unit operating agreement, 18 

I f any well d r i l l e d as aforesaid by a working interest owner obtains 19 

production i n quantities insufficient to j u s t i f y the inclusion i n a participating 20 

area of the land upon which such well is situated, such well may be operated and pro- 2.1 

duced by the party drilling the same subject to the conservation requirements of this 22 

agreement. The royalties i n amount or value of production from any such well shall 23 

be paid as specified in the underlying lease and agreements affected. 2k 

I k . ROYALTY SETTLEMENT. The United States and the State of !-vw Mexico and 2? 

all royalty owners who, under existing contract, are entitled to take in kind a share 2.6 

of the substances now unitized hcrotuHlor produced from any tract, shall hereafter be 27 

entitled to the: right to take in kind their share of the unitized substances allocat- 28 

(cd to such t r a c t , end Unit Operator, or i n cane of the operation of a well by a work- 29 

fng interest owner as herein :in ey-evnl. cas-'-n jvcv.id.od for, such working interest 30 

oarer, shall irrke deilvor.i.e ; of r.ieh royalty si- ec- levari In kind i n conformity with 31 

the applicable evv:.eie, ' -eel re/i.e! al;:' ova, a,.yt]evevt for royalty interest not 32 

taken in lave.' r.e 1 • :• re •• ey 'evavivy .interest oarers responsible therefor under i3 
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existing contracts, laws and regulations on or before the last day of each month for 

unitized substances produced during the preceding calendar month; provided, however, 

that nothing herein contained shall operate to relieve the lessees of any land from 

their respective iease obligations for the payment of any royalties due under their 

leases. 

I f gas obtained from'lands not subject to this agreement i s introduced 

into any participating area hereunder, for use i n repressuring, stimulation of pro

duction, or increasing ultimate recovery, which shall be i n conformity with a plan 

f i r s t approved by the Supervisor and the Commissioner, a l i k e amount of gas, after 

settlement as herein provided for any gas transferred from any other participating 

area and with due allowance for loss or depletion from any cause, may be withdrawn 

from the formation into which the gas was introduced, royalty free as to dry gas, 

but not as to the products extracted therefrom; provided that such withdrawal shall 

be at such time as may be provided i n the plan of operations or as may otherwise be 

consented to by the Supervisor, the Commissioner and the Commission as conforming 

to good petroleum engineering practice; and provided further, that such right of 

withdrawal shall terminate on the termination of this unit agreement. 

Royalty due the United States shall be computed as provided i n the 

operating regulations and paid i n value or delivered i n kind, as to a l l unitized sub

stances on the basis of the amounts thereof allocated to unitized Federal land as 

provided herein at the rates specified i n the respective Federal leases, or at such 

lower rate or rates as may be authorized by law or regulation; provided, that for 

leases on which the royalty rate depends on the daily average production per well, 

said average production shall be determined i n accordance with the operating regula

tions as though each participating area were a single consolidated lease. 

15. RENTAL SETTLEMENT. Rental or minimum royalties due on leases committed 

hereto shall be paid by working Interest owners responsible therefor under existing 

contracts, laws, and regulations, provided that nothing herein contained shall oper

ate to relieve the lessees of any land from their respective lease obligations for 

the payment of any rental or minimum royalty i n l i e u thereof due under their leases. 

Rental or minimum royalty for lands of the United States subject to this agreement 

shall be paid at the rate specified i n the respective leases from the United States 

unless such rental or minimum royalty is waived, suspended, or reduced by law or by 

-15-
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. approval of the Secretary or his duly authorized representative. Rentals on State 

of New Mexico lands subject to this agreement shall be paid at the rates specified 

i n the respective leases, or may be reduced and suspended upon the order of the Com

missioner of Public Lands of the State of New Mexico pursuant to applicable laws and 

regulations. 

With respect to any lease on non-Federal land containing provisions 

which would terminate such lease unless d r i l l i n g operations were within the time 

therein specified commenced upon the land covered thereby or rentals paid for the 

privilege of deferring such d r i l l i n g operations, the rentals required thereby shall, 

notwithstanding any other provisions of this agreement, be deemed to accrue and be

come payable during the term thereof as extended by this agreement and u n t i l the re

quired d r i l l i n g operations are commenced upon the land covered thereby or some por

tion of such land is included within a participating area. 

16. CONSERVATION. Operations hereunder and production of unitized sub

stances shall be conducted to provide for the most economical and efficient recovery 

of said substances without waste, as defined by or pursuant to State or Federal laws 

or regulations. 

17. DRAINAGE. The Unit Operator shall take appropriate and adequate measu

res to prevent drainage of unitized substances from unitized land by wells on land 

not subject to this agreement, or pursuant to applicable regulations pay a f a i r and 

reasonable compensatory royalty as determined by the Supervisor and the Commissioner 

18. LEASES AND CONTRACTS CONFORMED AND EXTENDED. The terms, conditions, and 

provisions of a l l leases, subleases, and other contracts relating to exploration, 

d r i l l i n g , development, or operation for o i l or gas of lands committed to this agree

ment are hereby expressly modified and amended to the extent necessary to make the 

same conform to the provisions hereof, but otherwise to remain i n f u l l force and 

effect; and the parties hereto holding interests embracing unitized land of the 

United States or of the State of New Mexico hereby consent that the Secretary and 

the Commissioner, respectively, Bhall and by their approval hereof, or by the ap

proval hereof by their duly authorized representatives, do hereby establish, alter 

change, or revoke the d r i l l i n g , producing, rental, minimum royalty, and royalty re

quirements of Federal and State leases committed hereto and the regulations i n re

spect thereto to conform said requirements to the provisions of this agreement, and, 

-16-
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without l i m i t i n g the generality of the foregoing, a l l leaner!, subleases, and con

tracts are particularly modified i n accordance with the following: 

(a) The development and operation of lands subject to this agreement 

under the terms hereof shall be deemed f u l l performance of a l l obliga

tions for development and operation with respect to each and every pari-, 

or separately owned tract subject to.this agreement, regardless of 

whether there i s any development of any particular part or tract of the 

unit area, notwithstanding anything to the contrary i n any lease, opera 

ti n g agreement or other contract by and between the parties hereto, or 

their respective predecessors In interest, or any of them. 

(b) D r i l l i n g and producing operations performed hereunder upon any 

tract of unitized lands w i l l be accepted and deemed to be performed up

on and for the benefit of each and every tract of unitized land, and no 

lease shall be deemed to expire by reason of failure to d r i l l or pro

duce wells situated on the land therein embraced. 

(c) Suspension of d r i l l i n g or producing operations on a l l unitized 

lands pursuant to direction or consent of the Secretary or his duly 

authorized representative, and on a l l unitized lands of the State of 

New Mexico pursuant to the direction and consent of the Commissioner, 

or his duly authorized representative, shall be deemed to constitute 

such suspension pursuant to such direction or consent as to each and 

every tract of unitized land. 

(d) Each lease, sublease or contract relating to the exploration, 

d r i l l i n g , development or operation for o i l or gas of lands other than 

those of the United States committed to this agreement, which, by i t s 

terms might expire prior to the termination of this agreement, is here

by extended beyond any such term so provided therein so that i t shall 

be continued i n f u l l force and effect for and during the term of this 

agreement, 

(e) Any Federal lease for a fixed term of twenty (20) years or any re

newal thereof or any part of such lease which'is made subject to this 

agreement shall continue i n force beyond the term provided therein 

u n t i l tho termination hereof. Any other Federal lease committed hereto 
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shall continue i n force beyond the term so provided therein or by law as 

to the land committed so long as such lease remains subject hereto, pro

vided that production is had i n paying quantities under this unit agree

ment prior to the expiration date of the term of such lease. 

( f ) Each sublease or contract relating to the operation and development 

of unitized substances from lands of the United States committed to this 

agreement, which by i t s terms would expire prior to the time at which the 

underlying lease, as extended by the immediately preceding paragraph, 

w i l l expire, is hereby extended beyond any such term so provided therein 

so that i t shall be continued i n f u l l force and effect for and during the 

term of the underlying lease as such term is herein extended. 

(g) The segregation of any Federal lease committed to this agreement i s 

governed by the following provision i n the fourth paragraph of Sec.17(b) 

of the Act, as amended by the Act of July 29, 1954 (68 Stat. 583, 585): 

"Any (Federal) lease hereafter committed to any such (unit) plan embrac

ing lands that are i n part within and i n part outside of the area cover

ed by any such plan shall be segregated into separate leases as to the 

lands committed and the lands not committed as of the effective date of 

unitization: Provided, however, That any such lease as to the nonunitiz-

ed portion shall continue i n force and effect for the term thereof hut 

for not less than two years from the date of such segregation and so lonf 

thereafter as o i l or gas is produced i n paying quantities." 

(h) Any lease (covering State or privately-owned land), other than a 

Federal lease, having only a portion of i t s lands committed hereto shall 

be segregated as to the portion committed and the portion not committed, 

and the provisions of such lease shall apply separately to such segre

gated portions commencing as of the effective date hereof. In the event 

any such lease provides for a lump-sum rental payment, such payment 

shall be prorated between the portions so segregated i n proportion to 

the acreage of the respective tracts. 

19. COVENANTS RUN WITH LAND. The covenants herein shall be construed to be 

covenants running with the land with respect to the interest of the parties hereto 

and their successors i n interest u n t i l this agreement terminates, and any grant, 

transfer, or conveyance of Interest i n land or leases subject hereto shall be and 
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hereby la conditioned upon the assumption of a l l privileges and obligations here

under by the grantee, transferee, or other successor i n Interest. No assignment or 

transfer of any working Interest, royalty, or other interest subject hereto shall be. 

binding upon Unit'Operator u n t i l the f i r s t day of the calendar month after Unit 

Operator is furnished with the original, photostatic, or c e r t i f i e d copy of the i n 

strument of transfer. 

20. EFFECTIVE DATE AND TERM. This agreement shall become effective upon ap

proval by the Secretary and the Commissioner or their duly authorized representatives 

and shall terminate five (5) years from said effective date unless: 

(a) such date of expiration i s extended by the Director and the Com

missioner, or 

(b) i t is reasonably determined prior to the expiration of the fixed 

term or any extension thereof that the unitized land i3 Incapable of pro

duction of unitized Bubstances i n paying quantities i n the formations 

tested hereunder and after notice of intention to terminate the agree

ment on such ground is given by the Unit Operator to a l l parties i n i n 

terest at their last known addresses, the agreement is terminated with 

the approval of the Director and the Commissioner, or 

(c) a valuable discovery of unitized substances has been made on u n i t i 

zed land during said i n i t i a l term or any extension thereof, i n which event 

the agreement shall remain i n effect for such term and so long as u n i t i 

zed substances can be produced i n paying quantities, i . e., i n this 

particular Instance i n quantities sufficient to pay for the cost of pro

ducing same from well3 on unitized land within any participating area 

established hereunder and, should production cease, so long thereafter as 

diligent operations are i n progress for the restoration of production or 

discovery of new production and so long thereafter as the unitized sub

stances so discovered can be produced as aforesaid, or 

(d) i t is terminated as heretofore provided In this agreement. 

This agreement may be terminated at any time by not less than 75 per cen 

turn, on an acreage basis, of the owners of working Interests signatory hereto, with 

the approval of the Director and the Commissionerj notice of any such approval to be 

given by the Unit Operator to a l l parties hereto. 
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21. RATE OF PROSPECTING DEVELOPMENT, AND PRODUCTION. The Director ir, 

hereby vested with authority to alter or modify from time to time i n his discretion 

the quantity and rate Of production under this agreement when such quantity and rate 

is not fixed pursuant to Federal or State law or does not conform to any state-wide 

voluntary conservation or allocation program, which is established, recognized, and 

generally adhered to by the majority of operators i n such State, such authority be

ing hereby limited, to alteration or modification i n the public interest, the purpose: 

thereof and the public interest to be served thereby to be stated i n the order of 

alteration or modification. Without regard to the' foregoing, the Director is also 

hereby vested with authority to alter or modify from time to time in. his discretion 

the rate of prospecting and development and the quantity and rate of production under 

this agreement when such alteration or modification is i n the Interest of attaining 

the conservation objectives stated i n this agreement and is not i n violation of any 

applicable Federal or State law; provided, further, that no such alteration or modi

fication shall be effective as to any land of the State of New Mexico as to the rate 

of prospecting and development i n the absence of the specific written approval there

of by the Commissioner and as to any lands of the State of New Mexico or privately-

owned lands subject to this agreement as to the quantity and rate of production i n 

the absence of specific written approval thereof by the Commissioner. 

Powers i n this section vested i n the Director shall only be exercised 

after notice to Unit Operator and opportunity for hearing to be held not less than 

15 days from notice, 

22. CONFLICT OF SUPERVISION: Neither the Unit Operator nor the working i n 

terest owners nor any of them shall be subject to any forfeiture, termination, or 

expiration of any rights hereunder or under any leases or contracts subject hereto, 

or to any penalty or l i a b i l i t y for delay or failure i n whole or i n part to comply 

therewith to the extent that the said Unit Operator, working interest owners or any 

of them are hindered, delayed, or prevented from complying therewith by reason of 

failure of the Unit Operator to obtain,with the exercise of due diligence the con

currence of the representatives of the United States and the representatives of the 

State of New Mexico i n and about any matters or thing concerning which i t is requir

ed herein that such concurrence be obtained. The parties hereto, including the Com

mission, agree that a l l powers and authority vested i n the Commission i n and by any 

_pn_ 
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provislono of thin contract arc vested. i n the Coimuf.nrrion and shall be exorcised b.y I 

pursuant to the provisions of the lawn .of the Skate of New Mexico and subject- in on/ 

case to appeal or j u d i c i a l review as may now or hereafter be provided, by the Jaws oi 

the State of New Mexico. 

23. APPEARANCES. Unit Operator shall, after notice to other parties af

fected, have the right to appear for ond on behalf of any and a l l interests affect

ed hereby before the Department of the Interior end to appeal from orders issued un

der the regulations of said Department or to apply for r e l i e f from any of said regu

lations or i n any proceedings relative to operations before the Department of the 

Interior or any other legally constituted authority; provided, however, that any 

other interested party shall also have the right at his own expense to be heard i n 

any such proceeding. 

2k. NOTICES.. A l l notices, demands or statements required hereunder to be 

given or rendered to the parties hereto shall be deemed f u l l y given i f given i n 

writing and personally delivered to the party or sent by postpaid registered mail, 

addressed to such party or parties at their respective addresses set forth in con

nection bh the signatures hereto or to the r a t i f i c a t i o n or consent hereof or to 

such other address as any such party may have furnished i n writing to party sending 

the notice, demand or statement. 

25. NO WAIVER OF CERTAIN RIGHTS. Nothing i n this agreement contained shall 

be construed as a waiver by any party hereto of the right to assert any legal or 

constitutional right or defense as to the v a l i d i t y or in v a l i d i t y of any law of the 

State wherein said unitized ].snds are located, or of the United States, or regula

tions issued thereunder i n any way affecting 3uch party, or as a waiver by any such 

party of any right beyond his or i t s authority to waive. 

26 UNAVOIDABLE DELAY. A l l obligations under this agreement requiring the 

Unit Operator to commence or continue d r i l l i n g or to operate on or produce unitized 

substances from any of the lands covered by this agreement shall be suspended while, 

but only so long as, the Unit Operator despite the exercise of due care and diligenc-

3.prevented fron complying with such obligations, i n whole or i n part, by strikes, 

acts of God, Federal, State, or municipal law or agencies, unavoidable accidents, 

uncontrollable delays i n transportation, i n a b i l i t y to obtain necessary materials 

in open market, or other matters beyoed the reasonable control of the Unit Operator 
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whether similar to mathem herel.n. < nnurral.'jd or nob. 

27. FAIR EMl'IDYMKNT. Tn connection with the performance of vmrl- under the 

agreement, tho operator agrees not to discriminate against any employee or appll -

cant for employment because of race, religion, color, or national origin. The ai'oix 

said provision shall include, but not be limited t o , tho following: employm- n L, up

grading, demotion, or transfer; recruitment or recruitment advertising, layoff ex

termination; rates of pay or other forms of compensation; and selection for t r a i n 

ing, including apprenticeship. Tho operator agrees to post hereafter i n couopteuoue 

places, available for employees and applicants for employment, notices to he pro

vided by the contracting officer setting forth the provisions of the nondiscrimina

tion clause. 

The operator agrees to insert the foregoing provision i n a l l subcon

tracts hereunder, except subcontracts for standard commercial supplies or raw mater 

ia l s . 

28. LOSS OP TITLE. In the event t i t l e to any tract of unitized land shall 

f a i l and the true owner cannot be induced to j o i n i n this unit agreement, such tract 

shall be automatically rego.rd.ed as not committed hereto and there shall be such re 

adjustment of future costs and benefits o,s may be required on account of the loss o: 

such t i t l e . In the event of a dispute as to t i t l e as to any royalty,working i n 

terest, or other interest subject hereto, payment or delivery on account thereof 

may be withheld without l i a b i l i t y for interest u n t i l the dispute is f i n a l l y settled 

provided, that, as to Federal and State land or leases, no payments of funds due tin 

United States or the State of New Mexico should be withheld, bub such funds shall to-

deposited as directed by the Supervisor and the Commissioner, respectively, to bo 

held as unearned money pending f i n a l settlement of the t i t l e dispute, and then ap

plied as earned or returned i n accordance with such .final settlement. 

Unit Operator as such i s relieved from any responsibility for any de

fect or failure of any t i t l e hereunder., 

In order to avoid t i t l e failures which might incidentally cause the 

t i t l e to a working interest or inter .aits to f a i l , the owners of (a) the surface 

rights to lands lying within the Unit Area, (b) severed minerals or royalty i n -
1. 

terests in said lands, and (c) improvements located on said, lands but not u t i l i z e d 

for unit operations, ska3.1 Individually be responsible for the rendition and assess 
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mcnt, for ad valorem tn:< pnvpoces, ol' al .1 such proper Ivy, IH.K'I for l;1te puyj." <»•• of such 

taxes except an otherwise provided I n any contract or o{̂i'ef;w,-i»l; between nweh ov/a-oa 

and a working Intercut owner or owners or i n the u n i t operating agreement. I f r-ny ;>/» 

valorem taxes are not paid by such owners responsible therefor when due, t b " Unit 

Operator may, at any time p r i o r t o tax sale, pay the name, redeem such property, and 

discharge ouch tax liens as may arise through non-payment. I n the event the Unit 

Operator makes any such payment or redeems any such property from tax sale, the Unit 

Operator s h a l l be reimbursed therefor by the working i n t e r e s t owners i n proportion to 

t h e i r percentages of p a r t i c i p a t i o n ; and the Unit Operator s h a l l withhold from the pro 

seeds otherwise due to said delinquent taxpayer or taxpayers, an amount s u f f i c i e n t to 

defray the costs of such payment or redemption, such withholdings t o be d i s t r i b u t e d 

among the working i n t e r e s t owners i n proportion t o t h e i r respective contributions t o 

ward such payment or redemption. 

29. NON-JOINDER AND SUBSEQUENT JOINDER. I f the owner of any substantial i n 

terest i n a t r a c t w i t h i n the u n i t area f a i l s or refuses to. subscribe or consent to 

thi s agreement, the owner of the working i n t e r e s t i n th a t t r a c t may withdraw said 

t r a c t from t h i s agreement by w r i t t e n notice to the Director, the Commissioner and the 

Unit Operator p r i o r to approval of t h i s agreement by the Director and the Commission

er. Any o i l or gas interests i n lands w i t h i n the u n i t area not committed hereto prlo 

t o submission of t h i s agreement f o r f i n a l approval may thereafter be committed hereto 

by the owner or owners thereof subscribing or consenting t o t h i s agreement, and, i f 

the i n t e r e s t i s a working i n t e r e s t , by the owner of such i n t e r e s t also subscribing 

to the u n i t operating agreement. Af t e r operations are commenced hereunder, the r i g h t 

of subsequent joinder, as provided i n t h i s section, by a working i n t e r e s t owner i s 

subject t o such requirements or approvals, i f any, pertaining t o such joinder, as may 

be provided f o r i n the u n i t operating agreement. After f i n a l approval hereof joinder 

by a non-working Interest owner must be consented, to i n w r i t i n g by the working i n 

terest owner committed hereto and responsible f o r the payment of any benefits that 

may accrue hereunder i n behalf of such non-working i n t e r e s t . Joinder by any owner of 

a 'non-working i n t e r e s t , ut any time, must be accompanied by appropriate joinder by 

the owner of the corresponding working i n t e r e s t i n order f o r the interest to be re

garded as e f f e c t i v e l y committed hereto. Joinder t o the u n i t agreement by a working 

i n t e r e s t owner, at any time, must be accompanied by appropriate joinder to the u n i t 
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operating agreement, I f more than one coinmitbed. w<>rking-lntorosI; owner ir: involved, 

in order for the interest to be regarded aa effectively committed to the unit agree

ment. Except as may otherwise herein be provided subsequent joinders to this agree

ment shall be effective as of the f i r s t day of the month following the f i l i n g with 

the Supervisor and the Commissioner of duly executed counterparts of a l l or any 

papers necessary to establish effective commitment of any tract to this agreement un

less objection to such joinder is duly made within 60 days by the Director or Com

missioner. 

30. COuTJTERPARTS. This agreement may be executed in any number of counter

parts no one of which needs to be executed by a l l parties or may be r a t i f i e d or con

sented to by separate instrument i n writing specifically referring hereto and shall 

be binding upon a l l those parties who have executed such a counterpart, r a t i f i c a t i o n , 

or consent hereto with the same force and effect as i f a l l such parties had signed 

the same document and regardless of whether or not i t i s executed by a l l other parties 

owning or claiming an interest i n the lands within the above-described unit area, 

31. SURFvENDER. Nothing i n this agreement shall prohibit the exercise by any 

working Interest owner of the right to surrender vested i n such party i n any lease, 

sub-lease, or operating agreement as to a l l or any part of the lands covered thereby, 

provided that each party who w i l l or might acquire such working Interest by such sur

render or by forfeiture as hereafter set forth, is bound by the terms of this agree

ment. 

I f as a result of any such surrender, the working interest rights as to 

such lands become vested i n any party other than the fee owner of the unitized sub

stances, said party shall f o r f e i t such rights and no further benefits from operation 

hereunder as to said land shall accrue to such party, unless within ninety (90) days 

thereafter said party shall execute this agreement and the unit operating agreement 

as to the working interest acquired through such surrender, effective as though such 

land had remained continuously subject to this agreement and the unit operating agree

ment. And i n the event such agreements are not so executed, the party next i n the 

chain of t i t l e shall be ond become the owner of such working interest at the end of 

such ninety (90) day period, with the same force and effect as though such working 

interest had been surrendered to such party. • 

I f as a result of any such surrender or forfeiture the working interest 

rights as to such lands become vested i n the fee owner of the unitized substances, 



1 such owner my: 

rc ( l ) Execute this agreement and the unit operating agreement as a work-

l ing interest owner, effective as though such land had remained conhi mi

ll ously subject to this agreement and the unit operating agreement. 

5 (2) Again lease 3uch lands but only under the condition that the bold- > 

f of such lease shall within t h i r t y (30) days after such lands are so 

7 leased execute this agreement and the unit operating agreement as to 

8 each participating area theretofore established hereunder, effective as 

9 though such land had remained continuously subject to this agreement and 

10 the unit operating agreement. 

11 (3) Operate or provide for the operation of such land Independently of 

12 this agreement a3 to any part thereof or any o i l or gas deposits therein 

13 not then included within a participating area. 

I f the fee owner of the unitized substances does not execute this agree-

15 ment and the unit operating agreement as a working Interest owner or again lease such 

16 lands as above provided with respect to each existing participating area, within six 

17 (6) months after any such surrender or forfeiture, such fee owner shall be deemed to 
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have waived the right to execute the unit operating agreement or lease such lands e.s 

to each such participating area, and to have agreed i n consideration for the compos, 

sation hereinafter provided, that operations hereunder as to any such participating 

area or areas shall not be affected by such surrender. 

For any period the working interest i n any lands are not expressly com

mitted to the unit operating agreement as the result of any such surrender or for

feiture, the benefits and obligations of operations accruing to such lands under this 

agreement and the unit operating agreement shall be shared by the remaining owners of 

unitized working interests i n accordance with their respective participating working 

interest ownership i n any such participating area or areas, and such owners of work

ing interests shall compensate the fee owner of unitized substances i n such lands by-

paying sums equal to the rentals, minimum royalties, and royalties applicable to such 

lands under the lease i n effect when the loads were unitized, as to such participating 

area or areas. 

Upon commitment of a working interest to this agreement and the unit 

operating agreement as provided in this section, an appropriate accounting and set

tlement shall be made, to reflect the retroactive effect of the commitment, for a l l 
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V) one l i t a aeomlrp; to or paean' :uis and erpendi to res foule or :! iicrrrod on bobal f of ;nid>, 

surrendered, working interns I.; dnrlnp; t))o period between the date.- of surrender and i;h 

date of recommitment, and payment of .any moneya found to be -a fog by nucli as account

ing shall be made- ns between the parties then signatory to the uuit operating agree 

ment and this agreement within thirty (30) days after the recommitment. Tho right 

to become a party to this agreement and the unit operating agreemeo . as a working 

interest owner by reason of a surrender u r forfeiture as provided in this section 

shall not be defeated by the non-existence of a unit operating agreement and in the 

event no unit operating agreement is in existence and a mutually acceptable agreement 

between the proper parties thereto cannot be consummated, the Supervisor may pre

scribe such reasonable and equitable agreement as he deem3 warranted under the cir

cumstances . 

Nothing in this section shall be deemed to limit the right of joinder or 

subsequent joinder to this agreement as r .aided elsewhere in this agreement. The 

exercise of airy right vested in a working interest owner to reassign such working 

interest to the party from whom obtained shall be subject to the same conditions as 

set forth in this section in regard to the exercise of a right to surrender. 

32. ROYALTY OWNERS' TAXES. Each royalty owner shall render and pay all- ad 
1 

valorem taxes, including ad valorem taxes measured by production levied against i t s 

royalty or mineral interest. Unit Operator shall pay, as an agent for the working 

interest owners, each royalty owner's share of a l l taxes other than ad valorem taxes 

levied on, or measured by, the unitized substances i n and under, or that may be pro

duced, gathered, and sold from the lands subject hereto, or upon the proceeds or net 

proceeds derived therefrom, to the extent that the same are made payable by law by 

any working interest owner. Each working interest owner shall reimburse Unit Opera

tor for taxes so paid on i t s behalf and such working interest owner shall make pro

portionate deductions of said amo\ints i n settling with i t s royalty owners i n each 

separately owned tract. No such taxes shall be charged to the United States or the 

State of New Me.xl.co. 

33' NO F.ARTNERSHIP, I t is expressly agreed that the relation of the parties 

hereto is that of independent contractors and' nothing in this agreement contained, 

expressed or implied, nor any operations conducted hereunder, shall create or be 

deemed to have created a partnership :>.r association between the parties hereto or 

any of them,.- •> 

-of,.. 



IN WITNESS WHEREOF, the parties hereto have caused this agreement to be ex- 1 

ecuted and have set opposite their respective names the date of execution. 2 

ATTEST 

Addr< 

ATTEST: 

Address 

ATTEST: 

Address: 

ATTEST: 

Address: 

UNIT OPERATOR AND WORKING INTEREST OWNER 

DATE: PAN AMERICAN PETROLEUM CORPORATION 

ant Secretary 

P. 0. Box l4lO, Fort Worth, Texas 

Secretary 

Secretary 

Secretary 

WORKING INTEREST OWNERS 

By 

By 

By_ 

President 

President 

President 

ADDRESS: DATE: 

-27-



OTHER PARTIES 

ADDRESS: DATE j 

-28-



STATE OF TEXAS ) 
) 

COUNTY OF TARRANT ) 

On this f ( i - day of t t , ^ ^ , 19-£_/_, before me appeared 
fffl„ j . far./- > ./to me personally known, who, being by me duly sworn 

did say that he is the Attorney i n Fact of PAN AMERICAN PETROLEUM CORPORATION, a cor
poration, and that the seal affixed to said instrument is the corporate seal of said 
corporation and that said instrument was signed and sealed i n behalf of said corpora
ti o n by authority of i t s board of directors, and said Wm. .T Holto 
acknowledged said instrument to be the free act and deed of said corporation. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on this, 
the day and year first above written. <- ^. 

My Commission expires: v /c /it; • L-
, Notary Public in and for/ ^LA.-I^ZT' 

^ ' 1 - r f County, ;7^ ^ 

STATE OF ) 
) 

COUNTY OF ) 

On this day of , 19 , before me appeared 
, to me personally known, who, being by me duly sworn 

did say that he is the President of , 
a corporation, and that the seal affixed to said instrument is the corporate seal of 
said corporation and that said instrument was signed and sealed i n behalf of said cor
poration by authority of i t s Board of Directors, and said 
acknowledged said instrument to be the free act and deed of said corporation. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on t h i s , 
the day and year f i r s t above written. 

My Commission expires: 
Notary Public i n and for 

County, 

STATE OF ) 
) 

COUNTY OF ) 

On this day of , 19 , before me appeared 
, to me personally known, who, being by me duly sworn 

did say that he is the President of ____________________ , 
a corporation, and that the seal affixed to said instrument is the corporate seal of 
said corporation and that said instrument was signed and sealed i n behalf of said cor
poration by authority of i t s Board of Directors, and said 
acknowledged said instrument to be the free act and deed of said corporation. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on t h i s , 
the day and year f i r s t above written. 

My Commission expires: 
Notary Public i n and for 

County, 

-9Q. 



STATE OF ) 
) 

COUNTY OF ) 

On this day of , 19 > before me appeared 
, to me personally known, who, being by me duly sworn 

did say that he is the President of , 
a corporation, and that the seal affixed to said instrument is the corporate seal 
of said corporation and that said instrument was signed and sealed i n behalf of said 
corporation by authority of i t s Board of Directors, and said 
acknowledged said instrument to be the free act and deed of said, corporation. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on this , 
the day and year f i r s t above written. 

My Commission expires: 
Notary Public i n and For 

County, • 

STATE OF ) 
) 

COUNTY OF ) 

On this day of , 19 , before me personally appeared 
, to me known to be the person described i n 

and who executed the foregoing instrument, and acknowledged that executed the 
same as free act and deed. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on t h i s , 
the day and year firs-c above written. 

My Commission expires: 
Notary Public i n and for 

County, 

STATE OF ) 
) 

COUNTY OF ) 

On this day of , 19 , before me personally appeared 
_ , to me known to be the person described i n and 
who executed the foregoing instrument, and acknowledged that executed the 
same as free act and deed. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on t h i s , 
the day and year f i r s t above written. 

My Commission expires: 
Notary Public i n and for 

County, 

-30-



STATE OF ) 
) 

COUNTY OF ) 

On this day of , 19 > before me personally 
appeared , to me known to be the person described 
i n and who executed the foregoing instrument, and acknowledged that executed 
the same as free act and deed. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on t h i s , 
the day and year f i r s t above written. 

My Commission expires: 
Notary Public i n and for | 

County, 

STATE OF ) 
) 

COUNTY OF ) 

On this day of , 19 , before me personally 
appeared , to me known to be the person described i n 
and who executed the foregoing instrument, and acknowledged that executed the 
same as free act and deed. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on t h i s , 
the day and year f i r s t above written. 

My Commission expires : 
Notary Public i n and for 

County, 

STATE OF ) 
) 

COUNTY OF ) 

On this day of , 19 , before me personally 
appeared , to me known to be the person described i n 
and who executed the foregoing instrument, and acknowledged that executed the 
same as free act and deed. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on t h i s , 
the day and year f i r s t above written. 

My Commission expires: 
Notary Public in and for 

County, 

-n -



STATE OF ) 
) 

COUNTY OF ) 

On this day of , 19 , before me personally ap
peared , to me known to be the person described 
i n and who executed the foregoing instrument, and acknowledged that executed 
the same as free act and deed. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on t h i s , 
the day and year f i r s t above written. 

My Commission expires : " 
Notary Public i n and for 

County, 

STATE OF ) 
) 

COUNTY OF ) 

On this day of , 19 , before me personally ap
peared , to me known to be the person described i n 
and who executed the foregoing instrument, and acknowledged that executed 
the same as free act and deed. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on t h i s , 
the day and year f i r s t above written. 

My Commission expires: 
Notary Public i n and for 

County, 

STATE OF ) 
) 

COUNTY OF ) 

On this day of , 19 , before me personally ap
peared , to me known to be the person described i n and 
who executed the foregoing Instrument, and acknowledged that executed the 
same as free act and deed. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on t h i s , 
the day and year f i r s t above written. 

My Commission expires: 
Notary Public i n and for 

County, 
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UNIT AGREEMENT 

FOR THE DEVELOPMENT AND OPERATION 

OF THE 

MARTIN RANCH UNIT AREA 

COUNTIES OF CHAVES AND 
DeBACA 

STATE OF NEW MEXICO 

No. 

THIS AGREEMENT, entered into as of the /V day of / j - F > r ' l V » 195&T 

by and between the parties subscribing, r a t i f y i n g , or consenting hereto, and here

i n referred to as the "parties hereto", 

WITNESSETH: 

WHEREAS, the parties hereto are the owners of working, royalty, or other o i l 

and gas interests i n the unit area subject to this agreement; and 

W}3EREAS, the term, "Working Interest" as used herein shall mean the interest 

held i n unitized substances or i n lands containing unitized substances by virtue of 

a lease, operating agreement, fee t i t l e , or otherwise, which is chargeable with and 

obligated to pay or bear a l l or a portion of the cost of d r i l l i n g , developing,pro

ducing, and operating the land under the unit or cooperative agreement. The right 

delegated to Unit Operator as such by this agreement is not to be regarded as a 

working interest; and 

WHEREAS, the Mineral Leasing Act of February 25, 1920, k l Stat. k j f , as 

amended, 30 U.S.C., Sees. l 8 l et seq., authorizes Federal lessees and their repre

sentatives to unite with each other, or j o i n t l y or separately with others i n col

lectively adopting and operating a cooperative or unit plan of development or opera

ti o n of any o i l or gas pool, f i e l d , or like area, or any part thereof for the pur

pose of more properly conserving the natural resources thereof whenever determined 

and ce r t i f i e d by the Secretary of the Interior to be necessary or advisable i n the 

public interest; and 

WHEREAS, the Commissioner of Public Lands of the State of New Mexico i s 

authorized by an Act of the Legislature (Sec. 1, Chap. 62, Laws of 1951, Chap. 7, 

Art. 11, Sec. k l , N.M. Stat. 1953, Anno.) to consent to or approve this agreement on 

behalf of the State of New Mexico, insofar as i t covers and includes lands and 

mineral interests of the State of New Mexico; and 



1 

2 

3 

h 

5 

o 

7 

8 

9 

10 

11 

12 

13 

ih 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

32 

WHEREAS, the Oil Conservation Commission of the State of New Mexico is 

authorized by an Act of the Legislature (Chap. 168, Laws, 19^9) to approve this 

agreement and the conservation provisions hereof; and 

WHEREAS, the parties hereto hold sufficient interests i n the Martin Ranch 

Unit Area covering the land hereinafter described to give reasonably effective con

t r o l of operations therein; and 

WHEREAS, i t is the purpose of the parties hereto to conserve natural re

sources, prevent waste, and secure other benefits obtainable through development 

and operation of the area subject to this agreement under the terms, conditions, 

and limitations herein set forth. 

WOW, THEREFORE, in consideration of the premises and the promises herein con 

tained, the parties hereto commit to this agreement their respective interest i n the 

below-defined unit area, and agree severally among themselves as follows: 

1. ENABLING ACT AND REGULATIONS. The Mineral Leasing Act of February 25, 

1920, as amended, supra, and a l l valid pertinent regulations, including operating 

and unit plan regulations, heretofore issued thereunder or valid, pertinent, and 

reasonable regulations hereafter issued thereunder are accepted and made a part of 

this agreement as to Federal Lands, provided such regulations are not inconsistent 

with the terms of this agreement; and as to non-Federal lands, the o i l and gas 

operating regulations i n effect as of the effective date hereof governing d r i l l i n g 

and producing operations, not inconsistent with the terms hereof or the laws of the 

State i n which the non-Federal land is located, are hereby accepted and made a part 

of this agreement. 

2. UNIT AREA. The following described land is hereby designated and re

cognized as constituting the unit area: 

New Mexico Principal Meridian, New Mexico 

Acres 

Township 3 South, Range 22 East 

Section 1: Lots 1, 2, 3, h, s|- N|-, S| (All) 639.80 

Sections 12 and 13: (All) 1280.00 

Sections 22 to 27 inclusive: (All) 3840.00 

Sections to ̂6 inclusive: ( All) 1020.00 
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Acres 

Township 3 South, Range 23 East 

Section 1: Lots 1, 2, 3, 4, S| Nj, S| (All) 640.60 

Section 2: Lots 1, 2, 3, 4., S-̂  s£ (All) 640.88 

Section 3: Lots 1, 2, 3, 4, Ŝ  N|, Ŝ  (All) 640.32 

Section 4: Lots 1, 2, 3, 4, Ŝ  N̂ , S§- (All) 640.44 

Section 5: Lots 1, 2, 3, 4, S| N̂ , Si (All) 640.56 

Section 6: Lots 1. 2, 3, 4, 5, 6, 7, Ŝ  NÊ , 

SE£ NV4, l£ SW£, SE-£- (All) 622.28 

Section 7: Lots 1, 2, 3, 4, E| Ŵ, E^ (All) 630.60 

Sections 8 to 12 inclusive: (All) 3200.00 

Sections 14 to 17 inclusive: (All) 2560.OO 

Section 18: Lots 1, 2, 3, 4, E| W|, E§ (All) 635.32 

Section 19: Lots 1, 2, 3, 4, E-g- Ŵ, E| (All) 636.12 

Sections 20 to 23 inclusive: (All) 2560.OO 

Sections 27 to 29 inclusive: (All) 1920.00 

Section 30: Lots 1, 2, 3, 4, E§- W£, E| (All) 640.88 

Section 31: Lots 1, 2, 3, 4, B| W|, E ? (All) 645.20 

Sections 32 to 34 inclusive: (All) 1920.00 

Township 4 South, Range 22 East 

Section 1: Lots 1, 2, 3, 4, s| N|, S| (All) 640.40 

Section 2: Lots 1, 2, 3, 4, Ŝ- N-|, S| (All) 640.68 

Section 3: Lots 1, 2, 3, 4, S| N|, S£ (All) 640.76 

Sections 10 to 15 inclusive: (All) 3840.00 

Township 4 South, Range 23 East 

Section 4: Lots 1, 2, 3, 4, S| N§, S| (All) 640.00 

Section 5: Lots 1, 2, 3, 4, s| ]tf-§, Ŝ- (All) 639.64 

Section 6: Lots 1, 2, 3, 4, 5, 6, 7. sk NE£, 
SE£ NŴ , E~| SW£, SÊ  (All) ' 647.83 

Section 7: Lots 1, 2, 3, 4, E|r W|, E£ (All) 65O.6O 
TOTAL 35A92.91 

Exhibit A attached hereto is a map showing the unit area and the bound

aries and identity of tracts and leases i n said area to the extend known to the Unit 

Operator. Exhibit B attached hereto is a schedule showing to the extent known to 

the Unit Operator the acreage, percentage, and kind of ownership of o i l and gas 



1 interests in a l l land i n the unit area. However, nothing bore.ln or in: naM. »cbodi.i.|.: 

2 or map shall be construed an a rcpreoentation by any party hereto an to the owner-

3 ship of any interest other than such intereat or InteroBto ao ohown i n Raid map or 

k schedule as owned by Buch party. Exhibits A and B shall be rcvloed by tbe Unit 

5 Operator whenever changes in the unit area render such revision necessary, or vhen 

6 requested by the Oil and Gas Supervisor, hereinafter referred to as "Supervisor" 

7 and not less than six copies of the revised exhibits shall be f i l e d with the Super-

8 visor, and two copies each with the Commissioner of Public Lands of the State of 

9 New Mexico, hereinafter referred to as "Commissioner", and the Oil Conservation Com-

10 i^ssj^j^Jbe^inafier referred to as "G^Bmrtssion". 

11 / " The above-described unit area shall when practicable be expanded to in-

12j elude therein any additional tract or tracts regarded as reasonably necessary or 
/ 

13 advisable for the purposes of this agreement, or shall be contracted to exclude landr 

lH not within any participating area whenever such expansion or contraction is neces-

15\ sary or advisable to conform with the purposes of this agreement. Such expansion 

l6\ or contraction shall be effected in the following manner; 

17 V_ (a) Unit Operator, on its own motion or on demand of the Director of 

18 the Geological Survey, hereinafter referred to as "Director", or oh demand of the 

19 Commissioner, after preliminary concurrence by the Director, shall prepare a notice 

20 of proposed expansion or contraction describing the contemplated changes in the 

21 boundaries of the unit area, the reasons^therefor, and the proposed effective date 

22 thereof, preferably the f i r s t day of a month subsequent to the date of notice. 

23 (b) Said notice shall be delivered to the Supervisor and the Commis

s i Bioner, and copies thereof mailed to the last known address of each working interest 

25 owner, lessee, and lessor whose interests are affected, advising that 30 days will 

26 be allowed for submission to the Unit Operator of any objections. 

27 (c) Upon expiration of the 30-day period provided in the preceding 

28 item (b) hereof, Unit Operator Bhall fil e with the Supervisor and the Commissioner 

29 evidence of moiling of the notice of expansion or contraction and a copy of any 

30 objections thereto which have been filed with the Unit Operator, together with an 

31 application in sufiicient number, for approval of such expansion or contraction 

32 and with appropriate joinders. 
33 (d) After due connideration of a l l pertinent information, the expansion 
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or contraction shall, upon approval by tho Director and the (lommicinlonor, h'-cow 

y 
effective as of tho date prescribed In the notice thereof. 

(e) A l l legal subdivisions of unitized lands ( i . e . , 'lO acreo by Govern

ment survey or I t s nearest l o t or tract equivalent i n instanceo of irregular rcur-

veys, however, unusually large lots or tracts shall be considered i n multiples of 

kO acres, or the nearest aliquot equivalent thereof, for the purpose of elimination 

under this subsection), no parts of which are ent i t l e d to be i n a participating area 

within 5 years after the f i r s t day of the month following the effective date of the 

f i r s t i n i t i a l participating area established under this unit agreement, shall be 

eliminated automatically from this agreement, effective as of the f i r s t day there

after, and such lands shall no ionger be a part of the unit area and shall no long

er be Bubject to thi s agreement, unless at the expiration of said 5-year period 

diligent d r i l l i n g operations are i n progress on unitized lands not entitled to p a r t i 

cipation, i n which event a l l such lands shall remain subject hereto for so long as 

such d r i l l i n g operations are continued d i l i g e n t l y , with not more than 90 days' time 

elapsing between the completion of one such well and the commencement of the next 

such well, except that the time allowed between such veils shall not expire earlier 

than 30 days after the expiration of any period of time during which d r i l l i n g opera

tions are prevented by a matter beyond the reasonable control of unit operator as 

set forth i n the section hereof entitled "Unavoidable Delay"j provided that a l l 

legal subdivisions of lands not i n a participating area and not entitled to become 

participating under the applicable provisions of thi s agreement within 10 years 

after said f i r s t day of the month following the effective date of said f i r s t i n i t i a l 

participating area shall be eliminated as above specified. Determination of credit

able "Unavoidable Delay" time shall be made by unit operator and subject to approv

a l of the Director and the Commissioner. The unit operator shall, within 90 days 

after the effective date of any elimination hereunder, describe the area so elimi

nated to the satisfaction of the Director and the Commissioner, and promptly notify 

a l l parties i n interest. 

I f conditions warrant extension of the 10-year period specified i n this 

subsection 2(e), a single extension of not to exceed 2 years may be accomplished by 

consent of the owners of 90fo of the current unitized working interests and 60$ of 

the current unitized basic royalty interests (exclusive of the basic royalty 
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Interest o of the United States and the State of Now Mexico), on a t o t a l -nonpar fci o :l •-

pating-acreage basis, respectively, with approval of the Director and the Commis

sioner, provided such extension application is submitted to the Director and the 

Commissioner not later than 60 days prior to the expiration of said 10-year period. 

Any expansion of the unit area pursuant to this section which embracer) 

lands theretofore eliminated pursuant to this subsection 2(e) shall not be consider

ed automatic commitment or recommitment of such lands. 

3. UNITIZED LAND AND UNITIZED SUBSTANCES. A l l land committed to this ngrn'-

ment shall constitute land referred to herein as "unitized land" or "land subject 

to this agreement". A l l o i l and gas i n any and a l l formations of the unitized lan ' 

are unitized under the terms of this agreement and herein are called "unitized sub

stances". 

k. UNIT OPERATOR. Pan American Petroleum Corporation is hereby designated 

as Unit Operator and by signature hereto as Unit Operator agrees and consents to ac

cept the duties and obligations of Unit Operator for the discovery, development, an:l 

production of unitized substances as herein provided. Whenever reference is made 

herein to the Unit Operator, such reference means the Unit Operator acting i n that 

capacity and not as an owner of interest i n unitized substances, and the term "work

ing interest owner" when used herein shall include or refer to Unit Operator as the 

owner of a working interest when such an interest is owned by i t . 

5. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall have the 

right to resign at any time prior to the establishment of a participating area or 

areas hereunder, but such resignation shall not become effective so as to release 

Unit Operator from the duties and obligations of Unit Operator and terminate Unit 

Operator's rights as such for a period of 6 months after notice of Intention to 

resign has been served by Unit Operator on a l l working interest owners and the 

Director and the Commissioner, and u n t i l a l l wells then d r i l l e d hereunder are plac

ed i n a satisfactory condition for suspension or abandonment whichever is required 

by the Supervisor and the Commissioner, and unless a new Unit Operator shall have 

been cc;lected mid approved and shall have taken over and assumed the duties and 

obligations of Unit Operator prior to the expiration of said period. 

Unit Operator shall have the right to resign i n l i k e manner and subject 

to li k e limitations as above provided at any time a participating area established 
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hereunder is in existence, but, In a l l instances of resignation or removal, u n t i l a 

successor unit operator is selected and approved an hereinafter provided, the work

ing interest owners shall be jointly responsible for performance of the duties of 

unit operator, and shall not later than 30 days before such resignation or removal 

becomes effective appoint a common agent to represent them in any action to be taken 

hereunder. 

The resignation of Unit Operator shall not release Unit Operator from 

any l i a b i l i t y for any default by i t hereunder occurring prior to the effective date 

of i t s resignation. 

The Unit Operator may, upon default or failure in the performance of i t s 

duties or obligations hereunder, be subject to removal by the same percentage vote 

of the owners of working interests determined in like manner as herein provided for 

the selection of a new Unit Operator. Such removal shall be effective upon notice 

thereof to tho Director and the Commissioner. 

Tho resignation or removal of Unit Operator under this agreement shall 

not terminate Its right, t i t l e or interest an tho owner of a working interest or 

other Interest in unitized rjubataucca, but upon tho resignation or removal of Unit 

Operator becoming effective, cv.oh Unit Operator shall deliver possession of a l l 

equipment, materials, end uppux'tonancoo used in conducting the unit operations and 

owned by tho working Interest owners to tho new duly qualified Buaoosflor Unit Opera

tor or to tho owners thereof i f no cuch now Unit Operator in ©looted/ to be used for 

tho purpose of conducting unit oporatlono hereunder. Nothing heroin oball be con

strued as authorising removal of any Material, equipment and appurtcnanceo needed 

for tho prcoornvbion of r.uy wo Ho. 

6. SUCCESSOR Vim Ol'J'HlM'OH. Whenever tho Unit Operator shall tender his or 

it s resignation as Unit OpwiV.tor or s k i l l bo removed aa hereinabove provided, the 

owners of tho working Intuivrbn in tho participating area or areas according to 

their respective acreage luterefjtu in ouch participating area or areas, or, u n t i l 

a participating are.-.*, shall have boon established, tho owners of the working i n 

terests according t;o thalr respective acreage Interests In a l i unitized land, shall 

by majority vote select n Kuccoooor Unit Operator: Provided, That, i f a majority 

but loss them 75 per cent of tho working interooto qualified to vote are owned by 

one party to thl:; agx-cc-incut, a concurring vobe of one or more additional working 
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interest owners shall he required to select a new operator. Such selection shall 

not become effective u n t i l 

(a) a Unit Operator so selected shall accept i n writing the duties and 

responsibilities of Unit Operator, and 

(b) the selection shall have been approved by the Director and the 

Commissioner. I f no successor Unit Operator is selected and qualified as herein 

provided, the Director and the Commissioner at their election may declare this unit 

agreement terminated. 

7. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. I f the Unit Opera

tor is not the sole owner of working interests, costs and expenses incurred by Unit 

Operator i n conducting unit operations hereunder shall be paid and apportioned among 

and borne by the owners of working interests, a l l i n accordance with the agreement 

or agreements entered into by and between the Unit Operator and the owners of work

ing interests, whether one or more, separately or collectively. Any agreement or 

agreements entered into between the working interest owners and the Unit Operator 

as provided i n this section, whether one or more, are herein referred to as the "unit 

operating agreement." Such unit operating agreement shall also provide the manner 

in which the working interest owners shall be entitled to receive their respective 

proportionate and allocated share of the benefits accruing hereto i n conformity with 

their underlying operating agreements, leases, or other independent contracts, and 

such other rights and obligations as between Unit Operator and the working interest 

owners as may be agreed upon by Unit Operator and the working interest owners; how

ever, no such unit operating agreement shall be deemed either to modify any of the 

terms and conditions of this unit agreement or to relieve the Unit Operator of any 

right or obligation established under this unit agreement, and i n case of any i n 

consistency or conflict between the unit agreement and the unit operating agreement, 

this unit agreement shall prevail. Three true copies of any unit operating agree

ment executed pursuant to this section should be f i l e d with the Supervisor and two 

true copies with the Commissioner, prior to approval of this unit agreement. 

8. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except as otherwise specifi

cally provided herein, the exclusive right, privilege, and duty of exercising any and 

a l l rights of the parties hereto which are necessary or convenient for prospecting 

for, producing, storing, allocating, and distributing the unitized substances ar«=> 



hereby delegated to and shall be exercised by the Unit Operator as herein provided. 

Acceptable evidence of t i t l e to said rights shall be deposited with said Unit Opera

tor and, together with this agreement, shall constitute and define the rights, p r i 

vileges, and obligations of Unit Operator. Nothing herein, however, shall be con

strued to transfer t i t l e to any land or to any lease or operating agreement, i t be

ing understood that under this agreement the Unit Operator, i n i t s capacity as Unit 

Operator, shall exercise the rights of possession and use vested i n the parties here^ 

to only for the purposes herein specified. 

9„ DRILLING TO DISCOVERY. Within six (6) months after the effective date 

10 hereof, the Unit Operator shall begin to d r i l l an adequate test well at a location 

11 approved by the Supervisor, i,f such location is upon lands of the United States, 

12 and i f upon State or Patented lands, such location shall be approved by the Commis-

13 sion and the Commissioner, unless on such effective date a well i s being d r i l l e d con-

l k formably with the terms hereof, and thereafter continue such d r i l l i n g diligently un-

15 t i l the entire Pennsylvanian System has been tested or u n t i l at a lesser depth u n i t i -

16 zed substances shall be discovered which can be produced i n paying quantities (to-

17 wit: quantities sufficient to repay the costs of d r i l l i n g , and producing operations, 

18 with a reasonable p r o f i t ) or the Unit Operator shall at any time establish to the 

19 satisfaction of the Supervisor as to wells on Federal lands, or the Commission and 

20 the Commissioner as to wells on State lands or Patented lands, that further d r i l l -

21 ing of said well would be unwarranted or impracticable, provided, however, that the 

22 Unit Operator shall not In any event be required to d r i l l said well to a depth i n 

23 excess of 5500 feet. U n t i l the discovery of a deposit of unitized substances cap-

2k able of being produced in paying quantities, the Unit Operator shall continue d r i l l -

25 ing diligently one well at a time, allowing not more than 6 months between the com-

26 pletion of one well and the beginning of the next well, u n t i l a well capable of pro-

27 ducing unitized substances i n paying quantities is completed to the satisfaction 

28 of said Supervisor, the Commission and the Commissioner, or u n t i l i t i s reasonably 

29 proved that the Unitized land is incapable of producing unitized substances i n pay-

30 ing quantities i n the formations d r i l l e d hereunder. Nothing i n th i s section shall be 
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deemed to l i m i t the right of the Unit Operator to resign as provided i n Section 5 

hereof, or as requiring Unit Operator to commence or continue any d r i l l i n g during 

the period pending such resignation becoming effective i n order to comply with the 

requirements of this section. The Director and Commissioner may modify the d r i l l 

ing requirements of this section by granting reasonable extensions of time when, 

in their opinion, such action is warranted. 

Upon failure to comply with the d r i l l i n g provisions of this section, the 

Director and Commissioner may, after reasonable notice to the Unit Operator, and 

each working interest owner, lessee, and lessor at their last known addresses, de

clare this unit agreement terminated. 

10. PLAN OF FURTHER DEVELOPMENT AND OPERATION. Within 6 months after com

pletion of a well capable of producing unitized substances i n paying quantities, the 

Unit Operator shall submit for the approval of the Supervisor, the Commissioner and 

the Commission an acceptable plan of development and operation for the unitized land 

which, when approved by the Supervisor, the Commissioner and the Commission, shall 

constitute the further d r i l l i n g and operating obligations of the Unit Operator under 

this agreement for the period specified therein. Thereafter, from time to time be

fore the expiration of any existing plan, the Unit Operator shall submit for the ap

proval of the Supervisor, the Commissioner and the Commission a plan for an addition 

a l specified period for the development and operation of the unitized land. Any 

plan submitted pursuant to this section shall provide for the exploration of the 

unitized area and for the diligent d r i l l i n g necessary for determination of the area 

or areas thereof capable of producing unitized substances i n paying quantities i n 

each and every productive formation and shall be as complete and adequate as the 

Supervisor, the Commissioner and the Commission may determine to be necessary for 

timely development and proper conservation of the o i l and gas resources of the 

unitized area and shall: 

(a) specify the number and locations of any wells to be d r i l l e d and 

the proposed order and time for such d r i l l i n g ; and 

-10-
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(b) to the extent practicable specify the operating practices regard

ed as'necessary and advisable for proper conservation of natural re

sources. Separate plans may be submitted for separate productive zones, ]3 

subject to the approval of the Supervisor, the Commissioner and the Com- f+ 

mission. Said plan or plans shall be modified or supplemented when 

necessary to meet changed conditions or to protect the interests of a l l t 

parties to this agreement. Reasonable diligence shall be exercised in 1 

complying with the obligations of the approved plan of development. The t 

Supervisor and the Commissioner are authorized to grant a reasonable ex- [ 

tension of the 6-month period herein prescribed for submission of an ] 

i n i t i a l plan of development where such action is j u s t i f i e d because of 1 

unusual conditions or circumstances. After completion hereunder of a J 

well capable of producing any unitized substance i n paying quantities, ] 

no further wells, except such as may be necessary to afford protection ] 

against operations not under this agreement or such as may be specifi- j] 

i 

cally approved by the Supervisor and the Commissioner, shall be d r i l l e d p 

except in accordance with a plan of development approved as herein pro- \i 
i 
i 

vided. ;] 

11. PARTICIPATION AFTER DISCOVERY. Upon completion of a well capable of pro-h 

ducing unitized substances i n paying quantities or as soon thereafter as required by L 
I 

the Supervisor and the Commissioner, the Unit Operator shall submit for approval by \c 

the Director, the Commissioner and the Commission a schedule, based on subdivisions 
of the public-land survey or aliquot parts thereof, of a l l unitized land then regard

ed as reasonably proved to be productive of unitized substances i n paying quantities; 

a l l lands i n said schedule on approval, of the Director, the Commissioner and the Com

mission to constitute a participating area, effective as of the date of completion of 

such well or the effective date of the unit agreement, whichever is later. Said 

schedule also shall set forth the percentage of unitized substances to be allocated 

as herein provided to each unitized tract i n the participating area so established, 

2 
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and shall govern the allocation of production from and after the date the participat

ing area becomes effective. A separate participating area shall be established i n 

l i k e manner for each separate pool or deposit of unitized substances or for any 

group thereof produced as a single pool or zone, and any two or more participating 

areas so established may be combined into one with the consent of the owners of a l l 

working interests i n the lands within the participating areas so to be,combined, on 

approval of the Director, the Commissioner and the Commission. The participating 

area or areas so established shall be revised from time to time, subject to l i k e ap

proval, whenever such action appears proper as a result of further d r i l l i n g opera

tions or otherwise, to include additional land then regarded as reasonably proved to 

be productive i n paying quantities, or to exclude land then regarded as reasonably 

proved not to be productive i n paying quantities and the percentage of allocation 

shall also be revised accordingly. The ewective date of any revision shall be the 

f i r s t of the month i n which is obtained the knowledge or information on which such 

revision is predicated, provided, however, that a more appropriate effective date 

may be used i f j u s t i f i e d by the Unit Operator and approved by the Director, the Com

mission and the Commissioner. No land shall be excluded from a participating area 

on account of depletion of the unitized substances. 

I t i s the intent of this section that a participating area shall repre

sent the area known or reasonably estimated to be productive i n paying quantities; 

but, regardless of any revision of the participating area, nothing herein contained 

shall be construed as requiring any retroactive adjustment for production obtained 

prior to the effective date of the revision of the participating area. 

In the absence of agreement at any time between the Unit Operator and 

the Director, the Commissioner and the Commission as to the proper definition or re

definition of a participating area, or u n t i l a participating area has, or areas have, 

been established as provided herein, the portion of a l l payments affected thereby may 

be impounded i n a manner mutually acceptable to the owners of working interests, ex

cept royalties due the United States and the State of New Mexico, which shall be 

determined by the Supervisor and the Commissioner, respectively, and the amount there 

of deposited, as directed by the Supervisor, and the Commissioner, respectively, to 

be held as unearned money u n t i l a participating area is f i n a l l y approved and then ap

plied as earned or returned i n accordance with a determination of the sum due as 

-12-
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Federal and State royalty on the hanlo of ouch approved i>arh;i.c.l pating area. 

Whenever I t In determined, r.ub.lcct to tho approval of the Supervisor ;a; 

to wells on Federal land-;, the Comminaioncr aa to wells on State lands, and the Com-

mission as to wells on Patented lands, that a well d r i l l e d under this agreement in 

not capable of production In paying qua/at:!, t i c a .and inclusion of the land on which 1!; 

is situated In a partici;patlng area is unwarranted, production from such well shall, 

for the purposes of settlement among a l l parties other than working Interest owners, 

be allocated to the land on which the well is located so long as such land is not 

within a participating area established for the pool or deposit from which such pro

duction Is obtained. Settlement for working interest benefits from such a well shall 

be made as provided i n the unit operating agreement. 

12, ALLOCATION OF PRODUCTION. A l l unitized substances produced from each 

participating area established under thi s agreement, except any part thereof used 

in conformity with good operating practices within the unitized area for d r i l l i n g , 

operating, camp and other production or development purposes, for repressuring or 

recycling i n accordance with a plan of development approved by the Supervisor, the 

Commissioner and the Commission, or unavoidably lost, shall be deemed to be produced 

equally on an acreage basis from the several tracts of unitized land of the p a r t i 

cipating area established for such production and, for the purpose of determining 

any benefits accruing under this agreement, each such tract of unitized land shall 

hove allocated to i t such percentage of said production as the number of acres of 

such tract included i n said participating area bears to the t o t a l acres of unitized, 

land i n said participating area, except that allocation of production hereunder for 

purposes other than for settlement of the royalty, overriding royalty, Or payment out 

of production obligations of the respective working interest owners, shall be on the 

basis prescribed i n the unit operating agreement whether i n conformity with the basis 

of allocation herein set forth or otherwise. I t is hereby agreed that production 

of unitized substances, from a participating area ahe.ll be allocated as provided here

in regardless of whether any wells ore d r i l l e d on any particular part or tract of 

.';'•>.id participating area. I f any gas produced from one participating area is used for 

reprecwuring or recycling pure on or, in another participating area, the f i r s t gas with

drawn from ouch last--in:.'ui;j.onc-d. participating aver, for sale during the l i f e of this 

apreemont s h a l l be cons1 dornd to be t.bo aer; no 1;ranr.ff>rrod nnirl 1 nn nmnimt. r>mm 1 t o 



that transferred shall he so produced for na.'l.c and rmeh gen cli a l l be allocated to i;.h<: 

2 participating area from which i n i t i a l l y produced an constituted at the time of such 

3 f i n a l production. 

k 13. DEVELOPMENT OR OPERATION OF NON-PARTICIPATING LA.ND OR FORMATIONS. Any 

5 party hereto owning or controlling the working interest i n any unitized land having 

6 thereon a regular well location may with the approval of the Supervisor, the Commit*-

7 sioner or the Commission, at such party's sole risk, cost, and expense, d r i l l a wo31 

8 to test any formation for which a participating area has not been established or to 

9 test sny formation for which a participating area has been established i f such loca-

10 t i o n is not within said participating area, unless within 90 days of receipt of notic 

11 from said party of his intention to d r i l l the well the Unit Operator elects and com-

12 mences to d r i l l cuch a well i n l i k e manner as other wells are d r i l l e d by the Unit 
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Operator under this agreement. 

I f any well d r i l l e d as aforesaid by a working interest owner results in 
1 

production such that the land upon which i t is situated may properly be included in a, 

participating area, such participating area shall be established or enlarged as pro

vided i n this agreement and the well shall .thereafter be operated by the Unit Opera

tor i n accordance with the terms of this agreement ond the unit operating agreement. 

I f any well d r i l l e d as aforesaid by a working interest owner obtains 

production i n quantities insufficient to j u s t i f y the inclusion i n a participating 

area of the land upon which such well is situated, such well may be operated and pro

duced by the party d r i l l i n g the same subject to the conservation requirements of this 

agreement. The royalties i n amount or value of production from any such well shall 

be paid as specified i n the underlying lease and agreements affected. 

1'+. ROYALTY SETTLEMENT. The United States an 1 the State of r-.-w Mexico and 

a l l royalty owners who, under existing contract, are entitled to take i n kind a shore 

of tbe substances now unitized hereunder produced from any tr a c t , shall hereafter be 27 

entitled to the right to take i n kind their share of the unitized substances allocat- 2.3 

ed to such tract, and Unit Operator, or in. cane of the operation of a well by a work- 29 

ing Interest ovmov 0.0 herein ;h> rg—crel c?.:::ei ivcvlded for, such working interest 30 

oaner, nhall make d.rlivor.v:.-! of r.ucu royalty :;•.)•• re t.vkcn i n kind i n conformity with J>.I. 

the applicable- c a t e t n , 1' "!. ' . aa/1 regelate' or e. e:erp .---.a- for royalty interest not 
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existing contracts, laws and regulations on or before the last day of each month for 

unitized substances produced during the preceding calendar month; provided, however, 

that nothing herein contained shall operate to relieve the lessees of any land from 

their respective iease obligations for the payment of any royalties due under their 

leases. 

I f gas obtained from'lands not subject to this agreement is introduced 

into any participating area hereunder, for use i n repressuring, stimulation of pro

duction, or increasing ultimate recovery, which shall be i n conformity with a plan 

f i r s t approved by the Supervisor and the Commissioner, a l i k e amount of gas, after 

nettlement as herein provided for any gas transferred from any other participating 

area and with due allowance for loss or depletion from any cause, may be withdrawn 

from the formation into which the gas was introduced, royalty free as to dry gas, 

but not as to the products extracted therefrom; provided that Buch withdrawal shall 

be at such time as may be provided i n the plan of operations or as may otherwise be 

consented to by the Supervisor, the Commissioner and the Commission as conforming 

to good petroleum engineering practice; and provided further, that such right of 

withdrawal shall terminate on the termination of this unit agreement. 

Royalty due the United States shall be computed as provided i n the 

operating regulations and paid i n value or delivered i n kind as to a l l unitized sub

stances on the basis of the amounts thereof allocated to unitized Federal land as 

provided herein at the rates specified i n the respective Federal leases, or at such 

lower rate or rates as may be authorized by law or regulation; provided, that for 

leases on which the royalty rate depends on the daily average production per well, 

said average production shall be determined i n accordance with the operating regula

tions as though each participating area were a single consolidated lease. 

15. RENTAL SETTLEMENT. Rental or minimum royalties due on leases committed 

hereto shall be paid by working interest owners responsible therefor under existing 

contracts, laws, and regulations, provided that nothing herein contained shall oper

ate to relieve the lessees of any land from their respective lease obligations for 

the payment of any rental or minimum royalty i n l i e u thereof due under their leases. 

Rental or minimum royalty for lands of the United States subject to this agreement 

shall be paid at the rate specified i n the respective leases from the United States 

unless such rental or minimum royalty is waived, suspended, or reduced by law or by 

-15-
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. approval of the Secretary or his duly authorized representative. Rentals on State 

of Nev Mexico lands subject to this agreement shall be paid at the rates specified 

in the respective leases, or may be reduced and suspended upon the order of the Com

missioner of Public Lands of the State of New Mexico pursuant to applicable laws and 

regulations* 

With respect to any lease on non-Federal land containing provisions 

which would terminate such lease unless drilling operations were within the time 

therein specified commenced upon the land covered thereby or rentals paid for the 

privilege of deferring such drilling operations, the rentals required thereby shall, 

notwithstanding any other provisions of this agreement, be deemed to accrue and be

come payable during the term thereof as extended by this agreement and u n t i l the re

quired drilling operations are commenced upon the land covered thereby or some por

tion of such land is included within a participating area. 

16. CONSERVATION. Operations hereunder and production of unitized sub

stances shall be conducted to provide for the most economical and efficient recovery 

of Baid substances without waste, as defined by or pursuant to State or Federal laws 

or regulations. 

17. DRAINAGE. The Unit Operator shall take appropriate and adequate measu

res to prevent drainage of unitized substahces from unitized land by wells on land 

not subject to this agreement, or pursuant to applicable regulations pay a fair and 

reasonable compensatory royalty as determined by the Supervisor and the Commissioner 

18. LEASES AND CONTRACTS CONFORMED AND EXTENDED. The terms, conditions, and 

provisions of a l l leases, subleases, and other contracts relating to exploration, 

d r i l l i n g , development, or operation for o i l or gas of lands committed to this agree

ment are hereby expressly modified and amended to the extent necessary to make the 

same conform to the provisions hereof, but otherwise to remain in f u l l force and 

effect; and the parties hereto holding interests embracing unitized land of the 

United States or of the State of New Mexico hereby consent that the Secretary and 

the Commissioner, respectively, shall and by their approval hereof, or by the ap

proval hereof by their duly authorized representatives, do hereby establish, alter 

change, or revoke the d r i l l i n g , producing, rental, minimum royalty, and royalty re

quirements of Federal and State leases committed hereto and the regulations in re

spect thereto to conform said requirements to the provisions of this agreement, and, 
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without l i m i t i n g the generality of the foregoing, a l l leaders, subleases, nnt'J con 

tracts are particularly modified i n accordance with the following: 

(a) The development and operation of lands subject to t h i s agreement 

under the terms hereof shall be deemed f u l l performance of a l l obliga

tions for development and operation with respect to each and every pari, 

or separately owned tract subject to,this agreement, regardless of 

whether there is any development of any particular part or tract of the 

unit area, notwithstanding anything to the contrary i n any lease, opera 

ti n g agreement or other contract by and between the parties hereto, or 

their respective predecessors In interest, or any of them. 

(b) D r i l l i n g and producing operations performed hereunder upon any 

tract of unitized lands w i l l be accepted and deemed to be performed up

on and for the benefit of each and every tract of unitized land, and no 

lease shall be deemed to expire by reason of failure to d r i l l or pro

duce wells Bltuated on the land therein embraced. 

(o) Suspension of d r i l l i n g or producing operations on a l l unitized 

lands pursuant to direction or consent of the Secretary or his duly 

authorized representative, and on a l l unitized lands of the State of 

New Mexico pursuant to the direction and consent of the Commissioner, 

or his duly authorized representative, shall be deemed to constitute 

such suspension pursuant to such direction or consent as to each and 

every tract of unitized land. 

(d) Each lease, sublease or contract relating to the exploration, 

d r i l l i n g , development or operation for o i l or gas of lands other than 

those of the United States committed to this agreement, which, by i t s 

terms might expire prior to the termination of this agreement, is here

by extended beyond any such term so provided therein so that i t shall 

be continued i n f u l l force and effect for and during the term of this 

agreement. 

(c) Any Federal lease for a fixed term of twenty (20) years or any re

newal thereof or any part of such lease which'is made subject to this -

agreement shall continue i n force beyond the term provided therein 

u n t i l the termination hereof. Any other Federal lease committed hereto 
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shall continue i n force beyond the term so provided therein or by law as 

to the land committed so long as such lease remains subject hereto, pro

vided that production is had i n paying quantities under this unit agree

ment prior to the expiration date of the term of such lease. 

( f ) Each sublease or contract relating to the operation and development 

of unitized substances from lands of the United States committed to this 

agreement, which by i t s terms would expire prior to the time at which the 

underlying lease, as extended by the immediately preceding paragraph, 

w i l l expire, is hereby extended beyond any such term so provided therein 

so that i t shall be continued i n f u l l force and effect for and during the 

term of the underlying lease as such term is herein extended. 

(g) The segregation of any Federal lease committed to this agreement is 

governed by the following provision i n the fourth paragraph of Sec.17(b) 

of the Act, as amended by the Act of July 29, 195^ (68 Stat. 583, 585): 

"Any (Federal) lease hereafter committed to any such (unit) plan embrac

ing lands that are i n part within and i n part outside of the area cover

ed by any such plan shall be segregated into separate leases as to the 

lands committed and the lands not committed as of the effective date of 

unitization: Provided, however, That any such lease as to the nonunitiz-

ed portion shall continue i n force and effect for the term thereof but 

for not less than two years from the date of such segregation and so long 

thereafter as o i l or gas is produced i n paying quantities." 

(h) Any lease (covering State or privately-owned land), other than a 

Federal lease, having only a portion of i t s lands committed hereto shall 

be segregated as to the portion committed and the portion not committed, 

and the provisions of such lease shall apply separately to such segre

gated portions commencing as of the effective date hereof. In the event 

any such lease provides for a lump-sum rental payment, such payment 

shall be prorated between the portions so segregated i n proportion to 

the acreage of the respective tracts. 

19. COVENANTS RUN WITH LAND. The covenants herein shall be construed to be 

covenants running with the land with respect to the interest of the parties hereto 

and their successors i n interest u n t i l this agreement terminates, and any grant, 

transfer, or conveyance of interest i n land or leases subject hereto shall be and 
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hereby la conditioned upon the assumption of a l l privileges and obligations here

under by the grantee, transferee, or other successor i n Interest. Ho assignment or 

transfer of any working interest, royalty, or other interest subject hereto nhall be 

binding upon Unit'Operator u n t i l the f i r s t day of the calendar month after Unit 

Operator is furnished with the original, photostatic, or c e r t i f i e d copy of the i n 

strument of transfer. 

20. EFFECTIVE DATE AND TERM. This agreement shall become effective upon ap

proval by the Secretary and the Commissioner or their duly authorized representatives 

and shall terminate five (5) yearB from said effective date unless: 

(a) such date of expiration is extended by the Director and the Com

missioner, or 

(b) i t is reasonably determined prior to the expiration of the fixed 

term or any extension thereof that the unitized land is incapable of pro

duction of unitized substances in paying quantities in the formations 

teBted hereunder and after notice of intention to terminate the agree

ment on such ground is given by the Unit Operator to al l partiea in in

terest at their last known addresses, the agreement ia terminated with 

the approval of the Director and the Commissioner, or 

(c) a valuable discovery of unitized substances has been made on uniti

zed land during said initial term or any extension thereof, in which event 

the agreement shall remain in effect for such term and so long as uniti

zed substances can be produced in paying quantities, i . e., in this 

particular Instance in quantities sufficient to pay for the oost of pro

ducing same from veils on unitized land within any participating area 

established hereunder and, should production cease, so long thereafter as 

diligent operations are in progress for the restoration of production or 

discovery of new production and so long thereafter as the unitized sub

stances so discovered can be produced as aforesaid, or 

(d) i t is terminated as heretofore provided in this agreement. 

This agreement may bo terminated at any time by not less than 75 per cen 

turn, on an acreage basis, of the owners of working Interests signatory hereto, with 

the approval of the Director and the Commissioner; notice of any.such approval to be 

given by the Unit Operator to all parties hereto. 
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21. RATE OF PROSPECTING DEVELOPMENT, AND PRODUCTION. The Director is 

hereby vested with authority to alter or modify from time to time i n his discretion 

the quantity and rate of production under this agreement vhen such quantity and rate 

is not fixed pursuant to Federal or State law or does not conform to any state-wide 

voluntary conservation or allocation program, which is established, recognized, and 

generally adhered to by the majority of operators i n such State, such authority be

ing hereby limited to alteration or modification i n the public Interest, the purpose 

thereof and the public interest to be served thereby to be stated i n the order of 

alteration or modification. Without regard to the'foregoing, the Director is also 

hereby vested with authority to alter or modify from time to time i n his discretion 

the rate of prospecting and development and the quantity and rate of production under 

this agreement when such alteration or modification i s i n the interest of attaining -

the conservation objectives stated In this agreement and Is not i n violation of any 

applicable Federal or State law; provided, further, that no such alteration or modi

fication shall be effective as to any land of the State of New Mexico as to the rate 

of prospecting and development i n the absence of the specific written approval there

of by the Commissioner and as to any lands of the State of New Mexico or privately-

owned lands subject to this agreement as to the quantity and rate of production i n 

the absence of specific written approval thereof by the Commissioner. 

Powers i n this section vested i n the Director shall only be exercised 

after notice to Unit Operator and opportunity for hearing to be held not less than 

15 days from notice. 

22. CONFLICT OF SUPERVISION: Neither the Unit Operator nor the working i n 

terest owners nor any of them shall be subject to any forfeiture, termination, or 

expiration of any rights hereunder or under any leases or contracts subject hereto, 

or to any penalty or l i a b i l i t y for delay or failure i n whole or i n part to comply 

therewith to the extent that the said Unit Operator, working interest owners or any 

of them are hindered, delayed, or prevented from complying therewith by reason of 

fallure of the Unit Operator to obtain .with the exercise of due diligence the con

currence of the representatives of the United States and the representatives of the 

State of New Mexico i n and about any matters or thing concerning which i t is requir

ed herein that such concurrence be obtained. The parties hereto, including the Com

mission, agree that a l l powers and authority vested in the Commission i n and by any 
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provisions of thin contract arc vested In the Commit c: ion and nhall ho excre l.ra-r! by l1, 

pursuant to the provisions of the laws .of the State of New Mexico and subject in on/ 

case to appeal or j u d i c i a l review an may now or hereafter be provided by the Jawr; oi 

the State of New Mexico. 

23. APPEARANCES. Unit Operator shall, after notice to other parties ef

fected, have the right to appear for and on behalf of any and a l l interests affect

ed hereby before the Department of the Interior end to appeal from orders issued un

der the regulations of said Department or to apply for r e l i e f from any of said reran-

lations or in any proceedings relative to operations before the Department of the 

Interior or any other legally constituted authority; provided, however, that any 

other interested party shall also have the right at his own expense to be heard i n 

any such proceeding. 

2k. NOTICES.. A l l notices, demands or statements required hereunder to be 

given or rendered to the parties hereto shall be deemed f u l l y given i f given i n 

writing and personally delivered to the party or sent by postpaid registered mail, 

address- : to such party or parties at their respective addresses set forth in con

nection .th the signatures hereto or to the r a t i f i c a t i o n or consent hereof or to 

such other address as any such party may have furnished i n writing to party sendii-.7, 

the notice, demand or statement. 

25. NO WAIVER OF CERTAIN RIGHTS. Nothing in this agreement contained shell 

be construed as a waiver by any party hereto of the right to assert any legal or 

constitutional right or defense as to the v a l i d i t y or i n v a l i d i t y of any law of the 

State wherein Baid unitized lands are located, or of the United States, or regula

tions issued thereunder i n any way affecting such party, or as a waiver by any such 

party of any right beyond his or i t s authority to waive. 

26 UNAVOIDABLE DELAY. A l l obligations under this agreement requiring the 

Unit Operator to commence or continue d r i l l i n g or to operate on or produce unitized 

substances from any of the lands covered by this agreement shall be suspended while, 

but only so long' as, the Unit Operator despite the exercise of due care and diligenc 

2f> prevented fron complying with such obligations, i n whole or in part, by strikes, 

acts of God, Federal, State, or municipal law or agencies, unavoidable accidents, 

uncontrollable delays i n transportation, i n a b i l i t y to obtain necessary materials 

in open market, or other matters boyord the reasonable control of the Unit Onerntov-
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whether similar to mattery herel.n ennui aaLcrl or not. 

27, FAIR EMTI/OYMKNT. In connection, with the performance o l work up-b.-r Uii-

agreement, the operator agrees not to discriminate against -'my employee or appli

cant for employment because of race, religion, color , or national origin. The- 0.1 ore 

said provision shall include, but not be limited t o , the following: employ m--nt, up

grading, demotion, or transfer; recruitment or recruitment advertising, layoff ex

termination; rates of pay or other forms of compensation; and selection for t r a i n 

ing, including apprenticeship. The operator agrees to post hereafter i n conspicuous 

places, available for employees and applicant's for employment, notices to he pro

vided by the contracting officer setting forth the provisions of the nondiscrimina

tion clause. 

The operator agrees to insert the foregoing provision i n a l l subcon

tracts hereunder, except subcontracts for standard commercial supplies or raw mater

i a l s . 

28. LOSS OP TITLE. In the event t i t l e to any tract of unitized land shall 

f a i l and the true owner cannot be induced to j o i n i n this unit agreement, such tract, 

shall be automatically regarded as not committed hereto and there shall be such, re

adjustment of future costs and benefits as may be required on account of the loss of 

such t i t l e . In the event of a dispute as to t i t l e as to any royalty,working i n 

terest, or other interest subject hereto, payment or delivery on account thereof 

may be withheld without l i a b i l i t y for interest u n t i l the dispute is f i n a l l y settled; 

provided, that, as to Federal and State land or leases, no payments of fund3 due the 

United States or the State of New Mexico should be withheld, but, such funds shall be 

deposited as directed by the Supervisor and the Commissioner, respectively, to bo 

held as unearned money pending f i n a l settlement of the t i t l e dispute, and then ap

plied as earned or returned in accordance with such f i n a l settlement. 

Unit Operator as such is relieved from any responsibility for any de

fect or failure of any t i t l e hereunder. 

In order to avoid t i t l e failures which might incidentally cause the 

t i t l e to a working interest or Interests to f a i l , the owners of (a) the surface 
1 

rights to lands lying within the Unit Area, (b) severed minerals or royalty i n -
1. 

terests in said lands, and (c) improvements located on said, lands but not u t i l i z e d 

for unit operations, shall Individually be responsible for the rendition and assess-
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ticnt, for ad valorem tax pnep< ia.<a?, ol' al .1. such property, mid for pn.yj;'' nl. of ,*:ncli 

taxes, except an otherwise provided In any contract or ngrccmenb between such owi'- re. 

vnd a working interest owner or owners or in the unit operating agreement. IT any n/i 

ralorem taxes are not paid by such owners responsible therefor when due, the Unit 

Operator way, at any time prior to tax oale, pay the oamc, redeem such property, and 

lischarge such tax liens as may arise through non-payment. In the event the Unit 

Operator makes any such payment or redeems any such, property from tax sale, the Unit 

)perator shall be reimbursed therefor by the working interest owners i n proportion to 

;heir percentages of participation; and the Unit Operator shall withhold from the pro 

;eeds otherwise due to said delinquent taxpayer or taxpayers, an amount sufficient to 

lefray the costs of 3uch payment or redemption, such withholdings to be distributed 

ynong the working interest ownerB i n proportion to their respective contributions to 

rard such payment or redemption. 

29. NON-JOINDER AND SUBSEQUENT JOINDER. I f the owner of any substantial i n 

terest i n a tract within the unit area f a i l s or refuses to. subscribe or consent to 

;his agreement, the owner of the working interest In that tract may withdraw said 

;ract from this agreement by written notice to the Director, the Commissioner ojid the 

fait Operator prior to approval of this agreement by the Director and the Commlssion-

;r. Any o i l or ga3 interests i n lands within the unit area not committed hereto prio: 

;o submission of this agreement for f i n a l approval may thereafter be committed hereto 

)y the owner or owners thereof subscribing or consenting to this agreement, and, i f 

;he interest is a working interest, by the owner of such Interest also subscribing 

;o the unit operating agreement. After operations are commenced hereunder, the right 

)f subsequent joinder, as provided i n this section, by a working interest owner is 

jubject to such requirements or approvals, i f any, pertaining to such joinder, as may 

?e provided for i n the unit operating agreement. After f i n a l approval hereof joinder 

ry a non-working interest owner must be consented to In writing by the working i n 

terest owner committed hereto and responsible for the payment of any benefits that 

>iay accrue hereunder i n behalf of such non-working interest. Joinder by any owner of 

1 non-working interest, at any 13me, must be accompanied by appropriate joinder by 

.he owner of the corresponding working interest i n order for the Interest to be re

garded as effectively committed hereto. Joinder to the unit agreement by a working 

interest owner, at any time, mart be accompanied by appropriate joinder to the unit 
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operating agreement, i f more than one committed workJ.t:g~lnl;erorjl; owner in involved, 

in order for the interest to he regarded as effectively committed to the unit agree 

ment. Except as may otherwise herein bo provided subsequent joinders to this agree

ment shall be effective as of the f i r s t day of the month following the f i l i n g with 

the Supervisor and the Commissioner of duly executed counterparts of a l l or any 

papers necessary to establish effective commitment of any tract to this agreement un

less objection to such joinder is duly made within 60 days by the Director or Com

missioner. '5' 

30. COUNTERPARTS. This agreement may be executed in any number of counter- 9 

parts no one of which needs to be executed by all parties or may be ratified or con- 1.0 

sented to by separate instrument in writing specifically referring hereto and shall 11 

be binding upon all those parties who have executed such a counterpart, ratification, 12 

or consent hereto with the same force and effect as if all such parties had signed 13 

the same document and regardless of whether or not it is executed by all other parties I'I 

owning or claiming an interest in the lands within the above-described unit area. V) 

31. SURRENDER, Nothing i n this agreement shall prohibit the exercise by any 16 

working interest owner of the right to surrender vested i n such party i n any lease, .1.7 

sub-lease, or operating agreement as to a l l or any part of the lands covered thereby, lO 

provided that each party who w i l l or might acquire such working interest by such sur- 12 

render or by forfeiture as hereafter set forth, is bound by the terms of this agree- 20 

ment. 21 

I f as a result of any such surrender, the working interest rights as to 

such lands become vested i n any party other than the fee owner of the unitized sub- 23 

stances, said party shall f o r f e i t such rights and no further benefits from operation 

hereunder as to said land shall accrue to such party, unless within ninety (90) days 

thereafter said party shall execute this agreement and the unit operating agreement 26 

as to the working interest acquired through such surrender, effective as though such 27 

land had remained continuously subject to thi s agreement and the unit operating agree-28 

ment. And in the event such agreements are not so executed, the party next i n the 29 

chain of t i t l e shall be ond become the owner of such working interest at the end of 30 

such ninety (90) day period, with the same force and effect as though such working 31 

interest had been surrendered to such party. • 32 

I f as a result of any such surrender or forfeiture the working interest 33 

rights as to such lands become vested in the fee owner of the unitized substances, 3k 

-24-



such owner may: 

(1) Execute this agreement and the unit operating agreement as a work

ing interest owner, effective as though such land had remained continu

ously subject to this agreement and the unit operating agreement, 

sj (2) Again lease such lands but only under the condition that the ho.ld< 1 

of such lease shall within t h i r t y (30) days after such lands are so 

7 leased execute this agreement and the unit operating agreement as to 

8 each participating area theretofore established hereunder, effective ;r; 

9 though such land had remained continuously subject to this agreement and 

10 the unit operating agreement. 

11 (3) Operate or provide for the operation of such land independently ef 

12 this agreement a3 to any part thereof or any o i l or gas deposits therein 

13 not then included within a participating area. 

l'+ I f the fee owner of the unitized substances does not execute this agree--

15 ment and the unit operating agreement as a working interest owner or again lease such 

16 lands as above provided with respect to eo.ch existing participating area, within, six 

17 (6) months after any such surrender or forfeiture, such fee owner shall be deemed to 
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16 

17 

18 

19 

2.0 

21 

have waived the right to execute the unit operating agreement or lease such land;; a: 

to each such participating area, and to have agreed i n consideration for the compen

sation hereinafter provided, that operations hereunder as to any such participating 

area or areas shall not be affected by such surrender. 

For any period the working interest i n any lands are not expressly com

mitted to the unit operating agreement as the result of any such surrender or for

feiture, the benefits and obligations of operations accruing to such lands under t h i 

agreement and the unit operating agreement shall be shared by the remaining owners 01. ,p? 

unitized working interests i n accordance with their respective participating working 2o 

interest ownership i n any such participating area or areas, and such owners of work- 27 

ing interests shall compensate the fee owner of unitized substances i n such lands by 12 0 

paying sums equal to the rentals, minimum royalties, and royalties applicable to such 22 

lands under the lease i n effect when, the lands were unitized, as to such particlpatinftao 

rea or area3, 31 

Upon commitment of a working interest to this agreement and the unit [32 

operating agreement as provided in this section, an appropriate accounting and set- (33 

tlement shall be made, to reflect the retroactive effect'of the coimnitment, for a l l 



1 
..L 
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!|. 
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9 

10 

11 

12 

13 

l l * 

15 

16 

17 

18 

19 

20 

21 

22 

23 

21+ 

25 

26 

27 

28 

29 

30 

31 

32 

33 

3U 

benefits accruing to or pay-mints and e>:.penditu re:: fane or Inci-reed on bebnl.f of such 

surrendered working intorcnt during the period botueeai the date of Rurrond/rr and kh • 

date of recommitment, and payment of any moneys found to ho '.".ring by such art account

ing shall be made- aa between the parties then signatory to the unit operating agree 

ment and this agreement within thirty (30) days after the recommitment. The right 

to becoma a party to this agreement and the unit operating agreem .. , as a -working 

interest owner by reason of a aarreaaar or forfeiture as provided in this section 

shall not be defeated by the non-existence of a unit operating agreement and in the 

event no unit operating agreement is in existence end. a mutually acceptable agreement 

between the proper parties thereto cannot be consummated, the Supervisor may pre

scribe such reasonable and equitable agreement as he deems warranted under the cir

cumstances . 

Nothing in this section shall be deemed to limit the right of joinder or 

subsequent joinder to this agreement as provided elsewhere in this agreement. The 

exercise of airy right vested in a working interest owner to reassign such working 

interest to the party from whom obtained shall be subject to the same conditions as 

set forth in this section in regard to the exercise of a right to surrender. 

32. ROYALTY OWNERS' TAXES. Each royalty owner shall render and pay a l l - ad 

valorem taxes, including ad valorem taxes measured by production levied against i t s 

royalty or mineral interest. Unit Operator shall pay, as an agent for the working 

interest owners, each royalty owner's share of a l l taxes other than ad valorem taxes 

levied on, or measured by, the unitized substances i n and under, or that may be pro

duced, gathered, and sold from the lands subject hereto, or upon the proceeds or net 

proceeds derived therefrom, to the extent that the same are made payable by law by 

any working interest owner. Each working interest owner shall reimburse Unit Opera

tor for taxes so paid on i t s behalf and such working interest owner shall make pro

portionate deductions of said amounts i n settling with I t s royalty owners i n each 

separately owned tract . No such taxes shall be charged to the United States or the 

State of New Mexico. 

33. NO PARTNERSHIP, It is expressly agreed that the relation of the parties 

hereto is that of independent contractors and nothing in this agreement contained, 

expressed, or implied, nor any operations conducted hereunder, shall create or be 

deemed to have created a partnership :>r association between the parties hereto or 

any of them. 



ITT WITNESS WHEREOF, the parties hereto have caused this agreement to be ex- 1 

ecuted and have set opposite their respective names the date of execution. 2 

ATTEST: 

Address 

UNIT OPERATOR AND WORKING INTEREST OWNER 

Xli.-t 

DATE: PAN AMERICAN PETROLEUM CORPORATION 

1 ^ ^ ^ ^ B y 
sHjarnT4 Secretary 

P. 0. Box llHO, Fort Worth, Texas 

WORKING INTEREST OWNERS 

ATTEST: 

Address 

ATTEST: 

Address: 

ATTEST: 

Address; 

By 
Secretary President 

By 
Secretary President 

By-
Secret ary President 

ADDRESS: DATE: 

-27-



OTHER PARTIES 

ADDRESS: DATE: 

-28-



STATE OF TEXAS ) 
) 

COUNTY OF TARRANT ) 

On this '<f day of ( t ^ f H ^ < f 19_£j2£, before me appeared 
ffm. J. : - . . y . . , ''to me personally known, who, being by me duly sworn 

dioTsaytS^ he is the Attorney i n Fact of PAN AMERICAN PETROLEUM CORPORATION, a cor
poration, and that the seal affixed to said instrument i s the corporate seal of said 
corporation and that said instrument was signed and sealed i n behalf of said corpora
ti o n by authority of i t s board of directors, and said ffm. J. Nolle 
acknowledged said instrument to be the free act and deed of said corporation. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on t h i s , 
the day and year f i r s t above written. 

My Commission expires: v M / ' - ^ t i sty* * ^ ̂  £ 1 ? c 7 

^ Notary Public in and fdfr ^j-^-yi^^f 
i - i - -I Y County, 

STATE OF ) 

COUNTY OF | 

On this day of , 19 , before me appeared 
, to me personally known, who, being by me duly sworn 

did say that he is the President of , 
a corporation, and that the seal affixed to said instrument is the corporate seal of 
said corporation and that said instrument was signed and sealed i n behalf of said cor
poration by authority of i t s Board of Directors, and said 
acknowledged said instrument to be the free act and deed of said corporation. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on th i s , 
the day and year f i r s t above written. 

My Commission expires: 
Notary Public i n and for 

County, 

STATE OF ) 
) 

COUNTY OF ) 

On this day of , 19 , before me appeared 
, to me personally known, who, being by me duly sworn 

did say that he is the President of > 
a corporation, and that the seal affixed to said instrument is the corporate seal of 
said corporation and that said instrument was signed and sealed i n behalf of said cor
poration by authority of i t s Board of Directors, and said 
acknowledged said instrument to be the free act and deed of said corporation. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on t h i s , 
the day and year f i r s t above written. 

My Commission expires: 
Notary Public i n and for 

County, 



STATE OF 

COUNTY OF 

) 
) 
) 

On this day of , 19 , before me appeared 
, to me personally known, who, being by me duly sworn 

did say that he is the President of , 
a corporation, and that the seal affixed to said instrument is the corporate seal 
of said corporation and that said instrument was signed and sealed i n behalf of said 
corporation by authority of i t s Board of Directors, and said 
acknowledged said instrument to be the free act and deed of said corporation. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on th i s , 
the day and year f i r s t above written. 

My Commission expires : 
Notary Public i n and For 

County, 

STATE OF ) 
) 

COUNTY OF ) 

On this day of , 19 , before me personally appeared 
, to me known to be the person described i n 

and who executed the foregoing instrument, and acknowledged that executed the 
same as free act and deed. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on t h i s , 
the day and year f i r s t above written. 

My Commission expires: 
Notary Public i n and for 

County, 

STATE OF ) 
) 

COUNTY OF ) 

On this day of , 19 , before me personally appeared 
, to me known to be the person described i n and 

who executed the foregoing instrument, and acknowledged that executed the 
same as free act and deed. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on t h i s , 
the day and year f i r s t above written. 

My Commission expires: 
Notary Public i n and for 

County, 



STATE OF ) 
) 

COUNTY OF ) 

On this day of , 19 , before me personally 
appeared , to me known to be the person described 
i n and who executed the foregoing instrument, and acknowledged that executed 
the same as free act and deed. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on t h i s , 
the day and year f i r s t above written. 

My Commission expires : 
Notary Public i n and for 

County, 

STATE OF ) 
) 

COUNTY OF ) 

On this day of , 19 , before me personally 
appeared , to me known to be the person described i n 
and who executed the foregoing instrument, and acknowledged that executed the 
same as free act and deed. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on t h i s , 
the day and year f i r s t above written. 

My Commission expires: 
Notary Public i n and for 

County, 

STATE OF ) 
) 

COUNTY OF ) 

On this day of , 19 , before me personally 
appeared , to me known to be the person described i n 
and who executed the foregoing instrument, and acknowledged that executed the 
same as free act and deed. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on t h i s , 
the day and year f i r s t above written. 

My Commission expires: 
Notary Public i n and for 

County, 



STATE OF ) 
) 

COUNTY OF ) 

On this day of , 19 , before me personally ap
peared , to me known to be the person described 
i n and who executed the foregoing instrument, and acknowledged that executed 
the same as free act and deed. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on t h i s , 
the day and year f i r s t above written. 

My Commission expires: 
Notary Public i n and for 

County, 

STATE OF ) 
) 

COUNTY OF ) 

On this day of , 19 , before me personally ap
peared , to me known to be the person described i n 
and who executed the foregoing instrument, and acknowledged that executed 
the same as free act and deed. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on t h i s , 
the day and year f i r s t above written. 

My Commission expires: 
Notary Public i n and for 

County, 

STATE OF ) 
) 

COUNTY OF ) 

On this day of , 19 , before me personally ap
peared , to me known to be the person described i n and 
who executed the foregoing instrument, and acknowledged that executed the 
same as free act and deed. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on t h i s , 
the day and year f i r s t above written. 

My Commission expires: 
Notary Public i n and for 

County, 
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UNIT OPERATING AGREEMENT 
MARTIN RANCH UNIT AREA 
COUNTIES OF CHAVES AND 

DeBACA 
STATE OF NEW MEXICO 

THIS AGREEMENT, made and entered into, as of the _/^_ r^ay of $ ^ •'" / / , 

19 , *>y and between PAN AMERICAN PETROLEUM CORPORATION, a corporation^ hereinafter 

designated as "Unit Operator", and the undersigned as owners of working interests i n 

the unitized substances within the Unit Area subject to the Unit Agreement herein be

low described, as may subscribe this agreement and become parties hereto, which owners 

are hereinafter referred to as "Working Interest Owners"; 

WITNESSETH: THAT, 

WHEREAS, the parties hereto have executed, as of the date hereof a certain 

Unit Agreement for the Development and Operation of the Martin Ranch Unit Area, Counties 

cf Chaves and DeBaca, State of New Mexico, hereinafter referred to as "Unit Agreement"; 

and 

WHEREAS, the parties enter into this agreement pursuant to Section 7 of the 

Unit Agreement. 

NOW, THEREFORE, i n consideration of the mutual agreements herein contained, 

i t is agreed as follows: 

ARTICLE I 

UNIT PLAN CONFIRMED: The aforesaid Unit Agreement and a l l exhibits attached 

thereto are hereby confirmed and made a part of this agreement. In the event of any 

inconsistency or conflict between provisions of thi s agreement and the Unit Agreement, 

the Unit Agreement shall prevail. 

ARTICLE I I 

MANAGEMENT OF UNIT 

2.1 UNIT OPERATOR AND EMPLOYEES: Pan American Petroleum Corporation, the 

party hereto named as Unit Operator of the Unit Area under the provisions of the Unit 

Agreement, or i t s duly appointed successor Unit Operator, shall have the exclusive 

right to develop and operate the Unit Area subject to the provisions of this agreement 

and of the Unit Agreement. A l l individuals employed by Unit Operator i n the conduct 

of operations hereunder shall be the employees of Unit Operator alone, and their work

ing hours, rates of compensation, and a l l other matters relating to their employment 

s h a l l be determined SOIPIV hv Unit. 0-npra.tfi-r. 



2,2. UNIT OPERATOR -- DUTIES: Unit Operator shall i n the conduct of opera

tions hereunder: 

(a) Conduct the operations i n a good and workmanlike manner, and i n 

the exercise of i t s judgment and discretion, acting i n good f a i t h ; 

(b) Consult with Working Interest Owners concerning unit operations, 

and keep Working Interest Owners informed of a l l matters arising during the operation 

of the Unit Area which Unit Operator, i n the exercise of i t s best judgment, considers 

important; 

(c) Keep f u l l and accurate records of a l l costs incurred, unitized sub

stances produced, and controllable materials and equipment, which records, and re

ceipts and vouchers i n support thereof, shall be available for inspection by author

ized representatives of the Working Interest Owners at reasonable intervals during 

usual business hours, at the Office of Unit Operator. 

(d) Permit each of the Working Interest Owners, through i t s duly author

ized representatives to have access to the Unit Area at a l l times, and to the derrick 

floor of each well d r i l l e d or being d r i l l e d hereunder, for the purpose of observing 

operations conducted hereunder and inspecting j o i n t l y owned materials, equipment and 

other property, and to have access at reasonable times to information and data i n the 

possession of Unit Operator concerning the Unit Area; 

(e) Furnish to each of the other parties who makes timely written request 

therefor, copies of Unit Operator's authorizations for expenditures or itemizations 

thereof i n excess of One Thousand Dollars ($1,000), and copies of a l l d r i l l i n g reports, 

well logs, basic engineering data, tank tables, gauge reports, and run tickets, and re

ports of stock on hand at the f i r s t of each month, i f available, samples of cores or 

cuttings taken from wells d r i l l e d hereunder, containers therefor to be furnished by 

the party requesting such samples; 

(f ) Comply with the terms and conditions of the Unit Agreement and 

a l l valid applicable Federal and State Laws and Regulations; 

(g) Keep the land i n the Unit Area free from liens and encumbrances 

occasioned by i t c operations, except such liens as the Working Interest Owners elect 

to contest, and save only the lien granted the Unit Operator under this agreement. 

2.3 UNIT OPERATOR--RESTRICTIONS: The Unit Operator shall not do any of the 

following things without the consent of the Working Interest Owners obtained as herein 

-2-



provided: 

(a) Locate, d r i l l , deepen, or plug back any well or l e t any contract 

therefor. The approval of the d r i l l i n g , deepening, or plugging back of any well 

shall be construed to mean and include the approval of any necessary expenditures for 

the d r i l l i n g , deepening, or plugging back, and completing and equipping of such well, . 

including the necessary lines, separators, and necessary tankage i f a producer, and, 

i f a dry hole, the plugging and abandonment thereof, except as otherwise provided in 

Article IV hereof; 

(b) Make any expenditures i n excess of Fifteen Thousand Dollars ($15,000) 

other than normal operating expenses; 

(c) Use any f a c i l i t i e s owned by one participating area for purposes of 

operation and development outside of said area, or determine the amount of any charges 

therefor, unless otherwise provided for i n this agreement or i n the Unit Agreement; 

(d) Make any expenditure for expert technical advice, including any 

extra services, i n excess of One Thousand Dollars ($1,000) rendered by Unit Operator's 

technical staff, not contemplated by the provisions of Exhibit "1" attached hereto, 

and not covered by the overhead, d i s t r i c t , and camp expenses therein authorized, which 

overhead i n Exhibit "1" is intended to cover only normal development and operations. 

(e) Make any par t i a l relinquishment of the rights of the Unit Operator. 

( f ) Abandon any well or wells or dispose of any major items of surplus 

material or equipment other than junk, having an original cost of One Thousand Dol

lars ($1,000) or more (any such item or items of less cost may be disposed of without 

such approval), except as otherwise provided i n Section k.6 hereof. 

(g) Propose any plan for development of the Unit Area or any participat

ing area or amendment thereof, or any expansion or contraction of the Unit Area or any 

designation or enlargement of a participating area; provided, i f such consent cannot 

be obtained, he shall propose that plan or area having the approval of the largest 

plu r a l i t y . 

(h) D r i l l or abandon any injection wells or convert any well into an 

injection well. 

( i ) Determine whether to d r i l l a demanded offset well or pay compensa

tory royalty. 

TO Determine the basis of investment adjustment and the adiiis+.^fl has-is 



of prorated future development and operating costs and readjustment percentages of 

participation on enlargement or reduction of Unit Area or enlargement of any p a r t i 

cipating area or on elimination of acreage for failure of t i t l e . 

(k) Make any arrangements for repressuring, cycling, or pressure main

tenance, or approve or disapprove any change i n the existing method of operation. 

( l ) Contest any encumbrance or lien. 

In case of blow-out, explosion, f i r e , flood, or other sudden emergency, 

Unit Operator may take such steps, and incur such expense, as i n i t s opinion are re

quired to deal with the emergency and to safeguard l i f e and property; provided, that 

Unit Operator shall, as promptly as possible, report the emergency to the other parties 

and the action taken. 

Subject to the provisions hereof, Unit Operator shall have f u l l control 

of the premises subjected hereto and shall conduct and manage the development and opera

tion of unitized lands for the production of unitized substances therefrom for the 

account of the parties hereto. 

2.k CONSENT OF WORKING INTEREST OWNERS: On matters on which the consent of 

Working Interest Owners is required, each Working Interest Owner shall have a vote 

equal to the proportionate or fractional acreage interest owned by him i n the p a r t i 

cipating area or on any separately operated lease involved i n any determination to be 

made, or i n the Unit Area where the determination concerns any matter affecting the 

Unit Area as a whole. Designation of a participating area shall be by vote of a l l 

Working Interest Owners i n the Unit Area. Enlargement of a participating area shall 

be by vote of the Working Interest Owners i n the area before enlargement and those 

on the lease embracing the extension well causing the enlargement. Any party hereto 

not satisfied by any such decision may object to the Supervisor and may renew his 

objection to the Director. Except as otherwise specified herein or i n the Unit Agree

ment, an affirmative vote of 65$ of the voting power of the Working Interest Owners, 

on any matters on which they are authorized to act, shall constitute the decision of ' 

the Working Interest Owners, which decision shall be binding upon a l l ; provided, how

ever, that should any Working Interest Owner own as much as 65$, but less than 100$, 

voting interest i n the Unit Area or i n a participating area, as the case may be, his 

vote must be supported by the affirmative vote of at least one additional Working 

Interest Owner to bind a l l the parties hereto, and provided further that i f one party 



owns 35$ or more voting interest, but less than 50$, the vote of such party shall not 

serve to defeat or disapprove any matter approved by the majority (over 50$) unless 

supported by at least one additional voting interest. 

The Working Interest Owners shall meet i n regular or special meetings 

for the purpose of discussing unit business and of voting on the matters set out i n 

Section 2.3 hereof, and of exercising any other powers by this agreement or by the 

Unit Agreement committed to the Working Interest Owners. Each Working Interest 

Owner shall designate a representative and an alternate to represent him at such 

meeting, who shall have such powers as are conferred on him by his principal, which 

powers shall be sufficiently broad to enable the representative to vote on matters 

coming before said meeting. Notices of meetings and ether notices shall be served 

on such representative by the Unit Operator. The representative of the Unit Opera

tor shall act as Chairman at a l l meetings. Each Working Interest Owner shall have 

the right from time to time, on notice to the Unit Operator, to change i t s repre

sentative or the alternate. I t shall be competent for the Working Interest Owners 

to provide by rule or regulation for the polling of the Working Interest Owners by 

the Unit Operator on urgent matters without calling a meeting, and any vote so taken 

pursuant to such rule or regulation shall be as binding on the Working Interest Owners 

as i f done at a regular meeting at which a quorum was present. 

2.5 UNIT OPERATOR—LIABILITIES: Unit Operator shall not be liable to any of 

the Working Interest Owners for anything done or omitted to be done by i t i n the 

conduct of operations hereunder i n compliance with Section 2.2(a) hereof. 

2.6 UNAVOIDABLE DELAY: The obligations of Unit Operator shall be suspended 

to the extent that, and only so long as, performance thereof is prevented by f i r e , 

action of the elements, strikes, or other differences with workmen, acts of c i v i l or 

military authorities, acts of the public enemy, acts of God, restrictions or restraints 

imposed by law or by regulation or order of Governmental authority, whether Federal, 

State, or local, i n a b i l i t y to obtain necessary rights of access, unavoidable accidents, 

uncontrollable delays i n transportation, i n a b i l i t y to obtain necessary materials i n 

the open market, or other matters beyond the reasonable control of the Unit Operator, 

whether or not similar to any cause above enumerated. 

ARTICLE I I I 

COST OF OPERATIONS 

3.1 HOW KEPT: The actual cost to the Unit Operator of performing i t s 



obligations as Unit Operator hereunder shall be kept separately for each participat

ing area, and i n each area such coat shall be apportioned to each tract i n the same 

ratio as that defined in the Unit Agreement for the allocation of production in that 

area, and among the Working Interest Owners in each tract i n proportion to their 

comparative interests therein, and as so allocated shall be paid as hereinafter pro

vided by the several Working Interest Owners, and as nearly as may be done a l l costs 

shall be charged direct.!;/ to each participating area and the operations served. The 

coct of other separate operations shall likewise be separately kept, and charged to 

the Working Interest Owners affected. A l l materials, equipment, and other property, 

whether real or personal, charged as a part of cost of operations hereunder shall be 

owned by the Working Interest Owners in the same proportion as they were charged 

therefor. A l l such costs, expenses, credits, and related matters and the method of 

handling the accounting with respect thereto shall be i n accordance with the provi

sions of the Accounting Procedure attached hereto, made a part hereof, and marked 

for identification as Exhibit "1". In the event of any inconsistency or conflict 

between provisions of this agreement and Exhibit "1", this agreement shall prevail, 

3*2 OPERATOR'S LIEN: Unit Operator is hereby granted a prior l i e n on the 

rights and interests of each Working Interest Owner in the Unit Area and the unitized 

substances allocated to each such Working Interest Owner, and the material and equip

ment thereon, to secure the payment of i t s proportionate part of the said costs and 

expenses. Should any Working Interest Owner f a i l to pay i t s proportionate part of 

said co'cts and expenses within t h i r t y (30) days after being b i l l e d therefor as pro

vided i n the referred to Accounting Procedure, Exhibit "1", Unit Operator shall have 

tho right at its option at any time thereafter, such default continuing, to foreclose 

said lien on the respective interests of such Working Interest Owner. In lieu of 

or in addition to such remedy, the parties hereto agree that i n the event of default, 

the Unit Operator may notify the purchaser of the defaulting party's shaije of the 

unitized, substances and thereupon the purchaser shall pay to the Unit 'Operator the 

proceeds of the sale of defaulting party's share of unitized substances u n t i l said 

obligation is extinguished without any l i a b i l i t y to the defaulting party. In lieu 

of or i n addition to the remedy ebove specified for such default, Unit Operator may 

have any other remedy afforded by law or equity against the defaulting party for 

^uch d e f a u l t . 



3-3 ADVANCES: Unit Operator, at i t s election, may require each Working In

terest Owner hereto to advance i t s respective proportion of the development and 

operating costs hereunder in accordance with an estimate by Unit Operator to be made 

not less than ten (10) days i n advance of the month i n which the costs and expenses 

are to be incurred. Adjustment between estimates and actual costs shall be made by 

the Unit Operator at the close of each calendar month and the accounts of the Working 

Interest Owners adjusted accordingly. 

3.k WORKING INTEREST OWNERS' TAXES: The Unit Operator shall render, for ad 

valorem tax purposes, the entire leasehold rights and interests covered by this agree

ment and a l l physical property located thereon or used i n connection therewith, or 

such part thereof as may be subject to ad valorem taxation under existing laws, or 

which may be made subject to taxation under future laws, and shall pay, for the bene

f i t of the jo i n t account, a l l such ad valorem taxes at the time and i n the manner re

quired by law which may be assessed upon or against a l l or any portion of such lease

hold rights and interests and the physical property located thereon or used i n con

nection therewith. The Unit Operator shall b i l l each Working Interest Owner for i t s 

proportionate share of such tax payments as provided by the Accounting Procedure, be

ing said Exhibit "1". 

Each Working Interest Owner shall reimburse the Unit Operator for (a) 

the percentage of the ad valorem taxes on personal property which is equal to such 

Working Interest Owner's percentage of participation i n production, and (b) the ad 

valorem taxes levied on such Working Interest Owner's leasehold interest or interests 

covered by this Agreement; provided, however, that a Working Interest Owner owning 

less than the entire seven-eighths (7/8) leasehold interest or interests covered by 

this Agreement shall reimburse the Unit Operator for i t s proportion of the ad valorem 

taxes levied on the f u l l leasehold interest, adjusted so ss to reflect a credit for 

payments based upon values assigned to and made on behalf of outstanding excess royal

t i e s , overriding royalties, and production payments. 

In the event that any taxable valuation is assessed upon or against 

said property or uny portion thereof, which the Unit Operator deems to be unreason

able, i t shall be the duty of the Unit Operator to protest said taxable valuation 

within the time and manner as prescribed by law and to prosecute such protest to a 

f i n a l determination unless the parties agree to abandon such protest prior to f i n a l 



determination. When any such protested valuation of such property shall have been 

determined, the Unit Operator shall pay for the j o i n t account the taxes thereon, to

gether with any interest or penalty accrued by reason of such protest, and shall b i l l 

each Working Interest Owner for i t s proportionate share of such payments i n accordance 

with the accounting procedure, being said Exhibit " l " . 

3.5 INSURANCE: Insurance shall be carried by the Unit Operator and i t s con

tractors or Sub-Contractors as provided i n Exhibit "2" attached hereto. 

ARTICLE IV 

WELLS 

4.1 GENERAL PROVISIONS: 

(a) A l l wells subject to this agreement shall be d r i l l e d and operated 

by the Unit Operator for the account of the affected Working Interest Owners. 

(b) A l l wells shall be d r i l l e d on a competitive contract basis at the 

usual rates prevailing i n the region of the unit area, provided, however, Unit Opera

tor may employ i t s own tools and equipment in the d r i l l i n g of such wells, but i n such 

event the charges therefor shall not exceed the competitive prevailing rate charged by 

independent contractors doing work of a similar nature. 

(c) "Well costs" (referred to i n this Article IV) shall be a l l those 

costs necessary to d r i l l , complete and equip any well, including necessary lines, 

separators and tankage i f a producer, and i f a dry hole the plugging and abandonment 

thereof, and such costs shall be authorized and paid for by the Working Interest 

Owners affected i n proportion to their interests as applicable to the specific well 

categories enumerated in the succeeding provisions of this Article TV. 

k.2 TEST WELLS: 

(a) A "test well" is any well d r i l l e d to a formation before the estab

lishment of a participating area for that formation. 

(b) Well costs of the test well provided for i n Section 9 of the Unit 

Agreement shall be paid by a l l the working interest owners i n proportion to their i n 

terest i n the unit area. Said test well shall be located at a point designated by 

Unit Operator or at such other location as may be approved by the Department of the 

Interior. 

(c) Well costs of any test well d r i l l e d subsequent to the test well 
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provided for in Section 9 of the Unit Agreement and subparagraph (b) of this Sec

tion h.2, shall be paid by the Working Interest Owners or any consenting majority 

thereof on their lease as provided in Section 13 of the Unit Agreement or by other 

Working Interest Owners as they may decide by separate agreement. 

U.3 PARTICIPATING AREA WELLS: 

(a) A "participating area well" is any well drilled within the sur

face boundaries of an established participating area to the formation for which the 

participating area was established. 

(b) Well costs of such wells will be paid by all Working Interest 

Owners in the participating area as provided in Section 3.1 and upon consent of said 

owners as provided in Section 2.k. 

k.k EXTENSION WELLS: 

(a) An "extension well" is any well drilled to the formation for which 

a participating area or areas have been established but which well location is out

side the surface boundaries of said participating area. 

(b) Well costs of such wella shall be paid as follows: 

(1) By the Working Interest Owners in the participating area 

established for the objective formation, tbe boundary of which is closest to the well 

site, upon obtaining consent therefor in accordance with Section 2.k provided, how

ever, any such owner who did not vote in favor of drilling the well may be relieved 

of the obligation to pay his proportionate share thereof by notifying the Unit Opera

tor in writing to that effect within thirty (30) days after the date of the decision 

of the other participating area Working Interest Owners to d r i l l the well, or 

(2) By the Working Interest Owners or any consenting majority 

thereof on their own lease as provided in Section 13 of the Unit Agreement, provided 

they give ninety (90) days' written notice to the Working Interest Owners in the parti

cipating area established for the formation to which the well is to be drilled or, 

i f there is more than one participating area established for the formation, to the 

participating area that has a boundary line nearest the well location. During said 

ninety (90) days the Working Interest Owners in the participating area may elect to 

pay for the well costs as in (b) ( l ) .ibove, but i f said Working Interest Owners, v. 

ing in accordance with the provisions of Section 2.k, elect not to pay for the we-V , 

then the well costs shall be paid by the Working Interest Owners on the said lease 
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who have elected to d r i l l i t . 

k.5 FORCED WELLS: 

(a) A forced well is any well required by the Department of the Interior 

whether required independently of any plan of development or as a substitution there

for or an addition thereto. Any one or more of the Working Interest Owners herein 

may elect to pay for the cost of a forced well, proportionately according to their 

comparative acreage interests in the Unit Area, or as they may otherwise agree. I f 

no Working Interest Owner is willing to pay for said well, the parties may determine 

by vote under Section 2.h hereof, on payment of compensatory royalty, contraction of 

the unit area, dissolution of the agreement, or any other measure satisfactory to the 

Department of the Interior, whereby the obligation to d r i l l the well may be avoided. 

I f no such measure can be agreed upon as above and, i f the demanded well is a test 

well, i t shall be drilled at the cost of a l l the parties hereto proportionate to their 

respective interests, but i f the well is not a test well, i t shall be drilled at the 

cost of a l l the Working Interest Owners having interests in the participating area or 

areas established for the objective formation to which the well is to be drilled. 

h.6 DEEPENING, PLUGGING BACK AND ABANDONING WELLS: 

(a) Any well which upon completion in its objective formation is either 

a dry hole or produces unitized substance- in less than paying quantities, or any for

merly producing well which ceases to produce in quantities sufficient to justify con

tinued operation in the formation in which it is then completed, may be deepened or 

plugged back to another formation, or plugged and abandoned, as provided in this 

Section h.6. 

(b) Any one or more of those Working Interest Owners (hereinafter 

called well owners) who have borne the well costs theretofore incurred in a well in

capable of producing in paying quantities may elect tc deepen or plug back the well 

at its or their expense provided, however, no well shall be deepened or plugged back 

to the formation covered by an established participating area except with the con

sent of the Working Interest Owners in such area as determined under the provision 

of Section 2.k. I f Mess tlr-n e l l of the veil owners vish to deepen or plug beck 

vrall, the condition-;; vncbr vhloh t,}>.; v.:ll j.-.y be taker, over by the parties visiting 

to conduct cuch o^rrection?, tho be rln oi' sharing the costs of deepening and plurv:h ••; 

beck, end ti'.-- flr.?£ i/l;ju;rcr :<;!'; or disposition of total well costs (including co-J ; 



of the deepening or plugging back operation) as between the parties who have borne 

a share of such t o t a l costs, shall be made the subject of a special agreement be

tween such parties. In the event that none of the well owners wish to deepen or 

plug back the well, the majority Working Interest Owners of the lease embracing 

the well site ( i f they be parties other than the well owners) may deepen or plug 

back the well subject to a special agreement with the well owners concerning well 

costs and related matters mentioned i n the preceding sentence. Arrangements to 

deepen or plug back a well,as aforesaid, shall be completed within k& hours after 

notice by Unit Operator that the well has been completed as a dry hole when a d r i l l 

ing r i g is on the well location, otherwise, within 30 days after Unit Operator's 

notice of completion or advice concerning the non-paying status of the well. 

(c) In the event any well described i n paragraph (a) of this Section 

4.6 is proposed for abandonment by a well owner, and no arrangements to deepen or 

plug back are completed or in process in accordance with paragraph (b) of this Sec

tion k,6, the well may be abandoned or continued i n operation subject to the follow

ing conditions: I f the well be a participating area well, i t shall be plugged and 

abandoned or continued in operation as determined by the participating area Working 

Interest Owners in accordance with Section 2.4 hereof. I f the well is not a p a r t i c i 

pating area well, i t may be plugged and abandoned by unanimous consent of the well 

owners. I f some but not a l l of the well owners do not agree to abandonment of a well 

other than a participating area well, said parties shall pay the owners wishing to 

abandon a sum equal to the latters ' proportionate share of the value of salvable 

material and equipment i n and on the well, said value to be, determined on the price 

basis set forth i n Exhibit "1" attached less the estimated costs of salvaging. Upon 

receipt of said sum, the abandoning parties w i l l execute proper b i l l s of sale and 

division orders necessary to transfer their rights i n said well and to i t s production 

from the formation i n which completed to the parties not wishing to abandon; however, 

there shall be no formal conveyance of rights i n and to any land or leasehold rights • 

in the acreage surrounding said well and the percentage of participation of the partie 

hereto with respect to other wells and as to land and Leasehold rights under this agre 

ment and the Unit Agreement shall be unaffected by this transfer. No further wells 

shall be d r i l l e d to the same formation within the drainage area of said well, which 

shall be the spacing pattern then i n use in the f i e l d , or i n the absence of an estab

lished pattern, a square area of 640 acres for a gas well or 40 acres for an o i l well 



with the well at the center thereof. After such transfer of interests the well shall 

he operated for the account of the non-abandoning parties. 

k.J OPERATION OF COMPLETED WELLS: Any well completed hereunder which is 

capable of producing unitized substances and is included i n a participating area 

shall be operated for the account of the parties included i n such area and there shall 

be an adjustment of well costs in accordance with Article V hereof. Any well d r i l l e d 

outside a participating area which produces in such small quantity or poor quality as 

not to j u s t i f y i t s inclusion i n a participating area shall be operated for the account 

of the Working Interest Owners who paid for the well and said Working Interest Owners 

shall discharge the royalty obligation on the production taken by them from said lease, 

ARTICLE V 

INVESTMENT ADJUSTMENT 

5.1 ON ESTABLISHMENT OF PARTICIPATING AREA: In the event any test well or 

wells d r i l l e d shall encounter the unitized substances in quantity sufficient to j u s t i f y 

the establishment of a Participating Area for the formation encountered, such p a r t i c i 

pating area shall be formed as provided in Section 11 of the Unit Agreement, and there 

shall be those investment adjustments hereinafter provided, and thereafter the costs 

incurred and benefits derived from the operation of the well shall be borne by and 

inure to the benefit of the Working Interest Owners i n the Participating Area, and the 

working interests attributable to the non-participating portion of the Unit Area shall 

thereafter be liable for no part of the costs and entitled to no part of the benefits 

derived therefrom, i n the absence of a subsequent enlargement of the participating 

area. 

(a) Investment Adjustment of Intangibles: On the establishment of the 

participating area there shall be retroactive adjustment of the actual intangible cost 

incurred i n d r i l l i n g , completing and equipping for production the said producing test 

well or wells to the effective date of the establishment of the participating area to 

the end that the owners of working interests i n the participating area established 

shall, i n proportion to their respective percentagesof participation i h the p a r t i 

cipating area, reimburse without interest i n the manner hereinafter provided the party 

or parties who paid for said intangible cost and expense of d r i l l i n g , completing, and 

equipping for production the producing well or wells, i t being understood that i n 

terests in intangibles shall be exchanged only for interest i n intangibles or for 



cash in order to effect said adjustment. 

(b) ' Investment Adjustment of Tangibles: On the establishment of the 

participating area, there shall be a separate retroactive investment adjustment as 

to the tangible property i n and appurtenant to said producing well or wells, tankage, 

pipelines, camps, separators, and without limitation a l l other structures, f a c i l i t i e s , 

appliances, and property employed in the d r i l l i n g , completion, equipping, and opera

tion of said well, to the end that the owners of working interests i n the Participat

ing Area established shall reimburse without interest i n the manner hereinafter pro

vided the Working Interest Owners who purchased and paid for said equipment, for the 

actual cost thereof to the end that a l l of said property shall be owned by the Work

ing Interest Owners i n the Participating Area by undivided interests i n proportion ••-> 

their respective percentages of participation i n the participating area, and to the 

end that the former owners thereof shall be reimbursed for their expenditures on the 

basis herein set out, i t being understood that interests i n tangibles shall be ex

changed for interests i n tangibles or for cash i n order to effect said adjustment. 

Separate participating areas for different formations may be establish

ed and any participating area may be diminished on account of failure of t i t l e or 

may be enlarged a l l as provided by the Unit Agreement and this agreement. 

5.2 ENLARGEMENT OF PARTICIPATING AREA; On the enlargement of any p a r t i c i 

pating area as provided i n the Unit Agreement, there shall be investment adjust

ments between the Working Interest Owners in. the enlarged participating area who are 

parties hereto and the Working Interest Owners in the former participating area who 

are parties hereto, to the end that costs and investments within the enlarged p a r t i 

cipating area shall be paid for by the affected Working; Interest Owners in the enlarged 

participating area proportionate to the interest of each in the enlarged participating 

area, and also to the end that the Working Interest Owners who have previously paid 

said costs shall be reimbursed on the basis hereafter set forth, and otherwise as set 

forth i n Section 5-1 hereof, except: 

(a) The affected Working Interest Owners i n the participating area be

fore i t s enlargement and those who paid for intangibles i n the area to be admitted 

to the enlarged participating area, sb-11 receive credit for the intangible cost of 

d r i l l i n g , completing, end equipping for production a l l wells capable of producing the 

unitized substances within se.id enlarged participating area. The costs to be so 



credited shall be measured by the average cost of d r i l l i n g , completing, and equipping 

for production wells of like character and depth in the region i n a good and workman

like manner at the time when said wells were d r i l l e d . Credits for tangibles i n the 

participating area before enlargement and i n the area to be included i n the enlarge

ment shall be given i n accordance with a classification and appraisal thereof by the 

Working Interest Owners or a committee thereof, valued i n accordance with the method 

set out i n Section V of Exhibit "1" attached hereto, or otherwise as agreed to by the 

Working Interest Owners. The sum t o t a l of said credits shall be apportioned to the 

enlarged participating area, and separate cash adjustment of tangibles and intangibles 

as set forth i n Section 5-1 shall be made among the Working Interest Owners through the 

Unit Operator. No credit shall be given for the previous cost of operating any wells 

or for the intangible cost of repairing or maintaining other property, nor shall there 

be any debit for and on account of production taken from wells prior to the effective 

date of the enlargement of the participating area. 

(b) I f the extension well which caused the enlargement of the Par t i c i 

pating Area was d r i l l e d under the provisions of Section 4.4(b) (2) hereof, the Work

ing Interest Owners who paid for the d r i l l i n g of said well shall be credited on the i n 

vestment adjustment with 150$ of the intangible cost and 150$ of the tangible cost 

as set out i n Section 5.1 hereof, of d r i l l i n g , completing, and equipping said well 

for production, provided, however, that i f any Working Interest Owner or group of 

Owners shall request the d r i l l i n g of more than one well at a time under Section 

4.4(b) (2) hereof, and the Participating Area shall not elect to d r i l l any of them 

and said wells are thereafter d r i l l e d under Section 4.4(b) (2) hereof, the 150$ credit 

shall, as to any one owner or group of owners, apply only to the f i r s t well so d r i l l e d 

and completed as a paying producer, and the normal 100$ credit shall be given on the 

remaining wells but i f the Participating Area, pursuant to such requests, elects to 

d r i l l one or more of the wells, either successively or concurrently, the 150$ credit 

shall not apply to any of the remaining wells embraced in the requests and d r i l l e d by • 

the Owners under Section 4.4 (b) (2) hereof. 

(c) In the event the extension well, which causes the enlargement of 

the Participating Area, is d r i l l e d under Section 4.4(b) ( l ) hereof and one or more 

Working Interest Owners i n the Participating Area before enlargement elected not to 

participate i n the cost and risk of the extension well, there shall be the normal i n 

vestment adjustment as provided i n Section 5.2 and 5.2(a) hereof and i n addition 



thereto the Non-Consenting Working Interest Owners shall be charged with and shall 

pay an additional one-half of what would have been their respective shares of the i n 

tangible cost and an additional one-half of what would have been their respective shares 

in the tangible cost of d r i l l i n g , completing and equipping the extension well had they 

participated therein, and said sum shall be distributed pro rata to the Working Inter

est Owners who paid for the cost of the extension well. 

5-3 CONTRACTION OF PARTICIPATING AREA: On the contraction of a participating 

area to exclude land then regarded as reasonably proved not to be productive, as provided 

in Section 11 of the Unit Agreement, where i t appears that the sum t o t a l of the intan

gible and tangible costs charged to the excluded land up to the date of exclusion have 

exceeded the proceeds of the sale of the working interest shares of the unitized sub

stances (or the value thereof, i n the event the same are not sold), allocated to said 

excluded lands after deducting the taxes and operating expenses attributable to said 

excluded lands, up to the date of exclusion, the Working Interest Owners i n the con

tracted participating area, i n proportion to their respective interests therein, shall 

reimburse i n cash the working interest owners i n the excluded lands for the excess of 

such costs. In making the adjustment to the end of securing this reimbursement, revenues 

allocated to the excluded acreage shall f i r s t be applied to the extinguishment of the 

operating costs, and second to the extinguishment of the intangible investment, and 

th i r d , whatever i f any remains shall be applied on the tangible investment. But i f 

the proceeds or value of the production allocated to the excluded lands shall exceed 

the costs charged thereto, the Working Interest Owners in the excluded lands may re

tain the same and there shall be no reimbursement. In any case there shall be no ad

justment of settlements which were made to royalty owners prior to the contraction of 

the participating area. Following the effective date of the contraction of a p a r t i c i 

pating area, costs w i l l be borne and tangibles w i l l be owned (including any tangibles 

located on the excluded area) by the Working Interest Owners i n the contracted p a r t i c i 

pating area, and the benefits shall be allocated to them, and to the royalty holders 

in such contracted participating area, i n proportion to their acreage basis ownership 

therein. 

ARjTOIJM/I 

FI10PUCTT0H 

6.1 RENTALS; Tho Working Interact Owners on each tract shall pay a l l rentals, 



advance rentals, or delay rentals due under the lease thereon, and shall concurrently 

submit to the Unit Operator evidence of payment. I f the Working Interest Owners on 

any tract determine not to pay any such rental, they shall notify Unit Operator at 

least sixty days before the due date, and shall thereupon assign to a l l other Work

ing Interest Owners in the Unit Area requesting such assignment, proportionate to their 

then interest, a l l their right, t i t l e and interest under said lease. I f the Working 

Interest Owners on any tract f a i l to pay the rental and f a i l to notify the Unit Opera

tor of their intention not to pay the same, the Unit Operator may, but shall not be 

obligated to, pay said rental, and shall charge the same to their account. In the 

event of loss of t i t l e to a lease for failure to pay rental, a l l loss occasioned there

by shall be that of the Working Interest Owners who should have paid the same, and they 

hereby expressly indemnify and agree to hold harmless the Unit Operator and a l l other 

Working Interest Owners hereunder from any damages, claims, or l i a b i l i t y occasioned 

by said loss of t i t l e , and the parties losing such t i t l e shall lose their interest 

hereunder represented thereby, but except as above set out, no Working Interest Owner 

shall, i n the absence of bad f a i t h sustain any l i a b i l i t y to the Unit Operator or to 

any other Working Interest Owner hereunder on account of such loss of t i t l e . 

6.2 ROYALTIES, COMPENSATORY ROYALTY: Except as provided i n Section 4.7 and 

6.3(c) hereof, each Working Interest Owner shall pay and satisfy a l l obligations for 

royalties, overriding royalties, and payments out of production payable on the lease 

interests contributed by such Working Interest Owner to the Unit Agreement and this 

agreement. In the event that any such royalty owner has not committed his interest 

to the Unit Agreement, and the Working Interest Owners having interests i n said tract 

have not withdrawn their signatures from this agreement prior to the approval of the 

Unit Agreement by the Department of the Interior, such Working Interest Owners shall 

be responsible for payment of a l l royalty obligations to such non-consenting royalty 

owner and for a l l claims for damages for drainage or otherwise, and do hereby Indemnify 

and hold the other parties hereto harmless for and on account of any and a l l royalty 

claims and a l l demands of any nature by said non-consenting royalty owner under this 

Section. 

In cases where the affected Working Interest Owners determine to pay com

pensatory royalty or damages i n li e u of d r i l l i n g a demanded offset well, such compen

satory royalty shall be paid by the Unit Operator. Compensatory royalty for drainage 
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of lauds within a Participating Area shall be apportioned to a l l the Working Interest 

Owners having interests therein, i n proportion to their respective interests. Com

pensatory royalty for drainage of lands situated outside any Participating Area shall 

be apportioned to those Working Interest Owners having interests i n such lands, 

6.3 DISPOSAL OF PRODUCTION; 

(a) Each Working Interest Owner shall own and, at i t s own expense, shall 

take in kind and separately dispose of i t s proportionate part of a l l the unitized sub

stances produced and saved from the lease acreage covered hereby, exclusive of the 

production that the Unit Operator may use i n developing and producing operations and 

in preparing and treating o i l for market purposes and of production unavoidably lost; 

provided, that each of the parties shall pay or secure the payment of the royalty 

interest i n i t s proportionate part of the production. 

(b) During such time or times as a Working Interest Owner shall f a i l or 

refuse to take in kind or separately dispose of his proportionate part of the unitized 

substances, the Unit Operator, except as otherwise provided i n Sub-section (c) hereof, 

shall have the authority, revocable by the Working Interest Owner at w i l l , to purchase 

at not less than the prevailing f i e l d market price, or to s e l l , a l l or part of such 

unitized substances to others at the same price that the Unit Operator receives for 

i t s own portion of unitized substances. A l l such sales by the Unit Operator of the 

working Interest share of others shall be only for such reasonable periods of time 

as ere consistent with the minimum needs of the Industry under the circumstances, but 

i n no event shall any such sale be for a period i n excess of one year. 

(c) Any Working Interest Owner may withhold the production and sale of 

his or their allocated working interest shares of natural gas or casinghead gas pro

duced hereunder by giving the Unit Operator notice to such effect. The remaining 

parties desiring to s e l l their allocated shares hereinafter called "selling parties" 

may, and i f lawfully required, shall thereupon proceed to produce and s e l l a l l or any 

part of the gas and casinghead gas production for which they have a market, or for which 

a market exists, and the gas purchasers shall pay the royalty, overriding royalty, and 

o i l payment shares of such production to the Unit Operator who shall make settlement 

with said royalty owners on the basis r f allocation otherwise set out i n the Unit Agree

ment and herein as though there had been no withholding. The working interest shares 

of the gas so produced and sold shall be the property of the selling parties and they 
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shall receive direct payment and credit therefor as an advance on their allocated 

shares of gas and casinghead gas to be produced i n the future, and subject to future 

adjustment of production as hereafter provided on account of the overage thus created. 

Unit Operator shall receive copies of records of a l l gas sales and shall supervise the 

adjustment of overages and underages to conform to allocated shares of production. 

There shall be an adjustment out of production of current overages and underages among 

the selling parties at the end of each calendar year. At any future time any withhold

ing party may by written notice to Unit Operator elect to dispose of his allocated 

share under Sub-sections (a) or (b) of this Section and Unit Operator shall notify 

the gas purchasers of the selling parties. Thereupon the withholding party who has 

elected to s e l l shall be entitled to s e l l to his purchaser not only his current allocat

ed share of the gas and casinghead gas, but also f i f t y per cent (50$) of the current 

allocated shares of gas of the previously selling parties u n t i l the cumulative over

age and underage as between them has been equalized. I f the gas supply is depleted 

before such equalization occurs, there shall be no further adjustment. A l l contracts 

for the sale and purchase of gas or casinghead gas shall be confined to the shares of 

gas allocated to the seller under the terms of the Unit Agreement and this Agreement, 

and shall be made subject to the provisions of this Sub-section, and a l l attempted 

sales in violation of the provisions hereof shall be void and unenforceable. The Work

ing Interest Owners may adopt detailed procedures for carrying this Sub-section into 

effect. 

ARTICLE VII 

TITLES TO UNITIZED INTERESTS 

7.1 TITLE EXAMINATION--FIRST WELL: Each Working Interest Owner hereby repre

sents that i t is now the owner of the interests in tracts of land i n the Unit Area as 

set out i n Exhibit "B" attached to the Unit Agreement. On the execution of this agree

ment, the Working Interest Owners on each and every leasse covering land, any part of 

which is situated within a 2,560-acre area surrounding the location for the f i r s t test, 

well i n such an outline as may be delineated by the Working Interest Owners in the 

Unit Area, shall furnish the Unit Operator with: (a) up-to-date abstracts of t i t l e , 

(b) copies of a l l t i t l e opinions and t i t l e documents in i t s possession, and (c) i n 

addition, for lands of the United States or of Indian Tribes or restricted Indians, 

accentable up-to-date reports as to the status of said lands as appears from the 



records of the Department of the Interior, and (d) i n addition, for State lands, an 

acceptable report or transcript showing the status of lands as appears on the records 

of the State Land Office. The Working Interest Owners within the 2,560-acre area shall 

by majority vote promptly appoint a t i t l e committee who shall examine or cause to be 

examined a l l of said t i t l e s and have t i t l e opinions prepared and copies thereof dis

tributed to a l l of the aforesaid Working Interest Owners. A l l expenses of and i n con

nection with said t i t l e examination shall be charged to the Working Interest Owners 

within the area of the t i t l e examination i n proportion to the acreage ownership, and 

each Working Interest Owner shall severally pay the cost of a l l curative work on i t s 

own t i t l e s . The Working Interest Owners within the 2,;>60-acre area shall by vote as 

provided i n Section 2.4 hereof accept or disapprove a l l t i t l e s . In the event that t i t l e 

to any tract or interest therein shall be disapproved, such tract or interest shall be 

treated as uncommitted to the Unit Agreement and this agreement, unless the true owner 

shall commit said interests to said agreements. 

7.2 TITLE EXAMINATION—SUBSEQUENT WELLS: Prior to the d r i l l i n g of any ad

ditional well hereunder t i t l e shall i n lik e manner be examined and accepted as above 

described covering a l l leases any part of which are within a 2,560-acre area surround

ing the proposed well i n such an outline as may be delineated by the Working Interest 

Owners, except as to t i t l e s previously accepted as above set out. 

The Working Interest Owners i n any participating area affected may by 

vote as provided i n Section 2.4 hereof waive or modify the requirements of this section 

to meet special conditions as they may arise, or may require the examination of t i t l e 

to additional lands. 

7.3 LOSS OF TITLE—BEFORE APPROVAL: In the event that, prior to approval 

of t i t l e by the Working Interest Owners, t i t l e to any tract of land or interest therein 

shall f a i l , the parties hereto who improperly claimed an interest i n said land shall 

sustain the entire loss occasioned by such failure of t i t l e , and do hereby expressly 

relieve and indemnify the Unit Operator and a l l other Working Interest Owners from 

any and a l l l i a b i l i t y on account thereof, and unless the true owner shall commit said 

interest to this agreement, said tract or interest shall be eliminated from this agree

ment, and the Unit Agreement. 

7-4 LOSS OF TITLE--AFTER APPROVAL: In the event that t i t l e to any tract of 



land within a participating area shall f a i l after acceptance of t i t l e by the Working 

Interest Owners, the loss and any ensuing l i a b i l i t y shall be charged as a common loss 

of the Working Interest Owners having interests in that participating area, but the 

percentages of participation of the parties whose t i t l e has failed shall not be chang

ed as to other lands within any participating area that embraces any of such land as 

to which t i t l e has failed. I f t i t l e to a tract without any participating area shall 

f a i l after acceptance, the loss and l i a b i l i t y shall be confined to the Working Interest 

Owners having interests i n that tract. I f , however, the true owner of the interests 

shall commit his said interest to the Unit Agreement and this agreement, then the per

centage of participation of a l l affected parties shall be reduced proportionately to 

permit the admission of the true owner to his proper percentage of participation. 

Admission of the true Working Interest Owner shall be on such terms and conditions as 

may be approved by the Working Interest Owners, but otherwise, subject to any valid 

claims of the true owner, there shall be no adjustment of past cost, investment, pro

duction, or proceeds on failure of a previously approved t i t l e , except as otherwise 

provided by any indemnity contract which may be given. 

ARTICLE VIII 

CHANGE OF OWNERSHIP 

8.1 ASSIGNMENTS: Except as otherwise may be provided in this Article, any 

Working Interest Owner may, at any time, transfer or assign all of his working interest 

to any other Working Interest Owner who is then a party to the Unit Agreement and to 

this agreement, or to any other person, association, or corporation, when such assign

ment Is made expressly subject to the terms of the Unit Agreement and the terms of this 

agreement, and wherein the assignee shall accept and agree to perform all duties, obli

gations, and liabilities thereof. On the making of such assignment, the assignor shall 

thereupon be relieved of all future duties, obligations, and liabilities of a Working 

Interest Owner under this agreement and under the Unit Agreement. A.partial assignment 

of working interest shall be effective as above described to the extent of the interest 

so assigned. No assignment made under the provisions of this Section shall be binding 

upon the Unit Operation until a certified copy of said assignment has been delivered 

to Unit Operator. The terms of this agreement shall be deemed to be covenants runn

ing with the land and leasehold estates and interests therein of the parties hare/to, 

and shall be binding upon and inure to the benefit of the parties hereto, their he): . 



devisees, personal representatives, successors, and assigns. 

8.2 WITHDRAWAL OF PARTY: I f any party hereto so desires, i t may withdraw 

from this agreement by conveying, assigning, and transferring, without warranty, either 

express or implied to the other Working Interest Owners requesting the assignment who 

do not desire to withdraw a l l of i t s right, t i t l e , and interest i n and under the leases 

included i n the Unit Area, together with the withdrawing party's interest i n a l l wells, 

casing, material, equipment, fixtures, and other personal property belonging to the 

joi n t account, but such conveyance or assignment shall not relieve said party from 

any obligation or l i a b i l i t y accruing or incurred prior to the date thereof. I f no 

one requests an assignment, the party may exercise his right of surrender as provided 

i n the Unit Agreement. The interest so conveyed and assigned shall be held and owned 

by the assignees i n the proportion set out i n applicable percentage participation 

schedules and thereupon the withdrawing party shall be relieved from a l l obligations 

and l i a b i l i t i e s thereafter to accrue under this contract, and the right of such party 

to any benefits subsequently accruing hereunder shall cease; but assignees shall pay 

assignor for i t s interest i n a l l casings, material, equipment, fixtures, and other 

personal property owned by the joint account at the salvage value thereof computed i n 

accordance with the Accounting Procedure, Exhibit "l", hereto attached. 

8.3 SUBSEQUENT JOINDER: Prior to commencement of operations under the Unit 

Agreement, a l l owners of working interests i n the Unit Area who have not joined i n the 

Unit Agreement shall be privileged to join i n this agreement by subscribing the Unit 

Agreement and this agreement. After commencement of operations under the Unit Agree

ment, however, subsequent joinder i n the Unit Agreement and i n this agreement by any 

party owning a working interest i n the Unit Area shall be on such reasonable terms 

and conditions as the Working Interest Owners who are then committed to the Unit Agree

ment and this agreement may require i n view of the circumstances existing at the time 

such subsequent joinder is sought. 

ARTICLE IX 

MISCELLANEOUS PROVISIONS 

9.1 FAIR EMPLOYMENT: In connection with the performance of work under this 

agreement, the Operator agrees not to discriminate against any employee or applicant 

for employment because of race, religion, color, or national origin. The aforesaid 

provision shall include, but not be limited to, the following: employment, upgrading, 
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demotion, or transfer; recruitment or recruitment advertising, layoff or termination; 

rates of pay or other forms of compensation; and selection for training, including 

apprenticeship. The Operator agrees to post hereafter i n conspicuous places, avail

able for employees and applicants for employment, notices to be provided by the con

tracting officer setting forth the provisions of the nondiscrimination clause. 

The Operator agrees to insert the foregoing provision i n a l l subcontracts 

hereunder, except subcontracts for standard commercial supplies or raw materials. 

9.2 NOTICES: A l l notices required or permitted to be given hereunder shall be 

in writing and shall be deemed to have been properly served and addressed when sent 

by mail or telegram to the parties executing this agreement at the addresses set 

opposite their respective names, or such other addresses as may thereafter be fur

nished. 

9.3 LIABILITY: The l i a b i l i t y of the parties hereunder shall be several and 

not jo i n t or collective. Each party shall be individiially responsible only for i t s 

own obligations as set out i n this agreement and shall be liable only for i t s propor

tionate share of the costs and expenses as provided by this contract, and nothing here

in contained or implied shall be deemed to create a partnership or jo i n t l i a b i l i t y be

tween or among the parties hereto. No funds received by Unit Operator under this 

agreement, whether received as proceeds from the sale of unitized substances, or as 

advances or as payments on account of costs or expenses, or otherwise, need be segre

gated by Unit Operator or maintained by i t as a jo i n t fund, but may be comingled 

with i t s own funds and distributed by Unit Operator as provided for i n this agreement. 

Each party hereto hereby elects to be excluded from the application of Subchapter K 

of Chapter 1 of Subtitle A of the Internal Revenue Code of 1954, insofar as such Sub

chapter or any portion or portions thereof may be applicable to the parties i n res

pect of the operations covered by this agreement. Unit Operator is hereby author

ized and directed to execute on behalf of each of the parties hereto such additional 

or further evidence of said election as may be required by regulations issued under 

said Subchapter K, or, should said regulations require each party to execute such 

further evidence, each party agrees to execute such evidence, or to join i n the execu

tion thereof. 

9.4 HEADINGS: The Index and the headings used i n this agreement are inserted 

for convenience only and shall be disregarded i n construing the instrument. 



9.5 LAWS AND REGULATIONS; This agreement shall be subject to a l l v a lid and 

applicable State and Federal laws, rules, regulations and orders, and the operations 

conducted hereunder shall be performed i n accordance with said laws, rules, regula

tions and orders. In the event this agreement, or any provision hereof i s , or the 

operations contemplated hereby are found to be, inconsistent with or contrary to any 

such law, rule, regulation or order, the l a t t e r shall be deemed to control and this 

agreement shall be regarded as modified accordingly and, as so modified, shall con

tinue i n f u l l force and effect. 

9.6 EFFECTIVE DATE AND TERM: This agreement shall become effective as to a l l 

parties executing the same on the effective date of the Unit Agreement and the term 

hereof shall be the same as that of the Unit Agreement Notwithstanding the termina

tion of this agreement, the provisions thereof relating to the charging and payment 

of costs and the disposition of materials and equipment and distribution of proceeds 

shall remain i n force u n t i l f i n a l accounting therefor. This agreement may be termi

nated i n any manner by which the said Unit Agreement may be terminated. 

parts with the same force and effect as i f a l l the parties had signed the same docu

ment. 

9.7 COUNTERPARTS; This agreement may be executed i n any number of eounter-

IN WITNESS WHEREOF, the parties have executed this contract the day and year 

f i r s t above written. 

UNIT OPERATOR AND WORKING INTEREST 
OWNER 

APPROVED 

WORKING INTEREST OWNERS 

ATTEST: DATE: 

Secretary 

Address 

By 
President 



ATTEST: DATE: 

By 
Secretary President 

Address: 

ATTEST: DATE: 

By 
Secretary President 

Address: 

ADDRESS: DATE: 



STATE OF TEXAS ) 
) 

COUNTY OF TARRANT ) 

On this /4~ day of u /.• { L c , 19 ̂  V, before me appeared 
Molte / , to me personally known, who, being by me duly 

sworn did say that he is the Attorney i n Fact of PAN AMERICAN PETROLEUM CORPORATION, 
a corporation, and that the seal affixed to said instrument i s the corporate seal of 
said corporation and that said instrument was signed and sealed i n behalf of said 
corporation by authority of i t s Board of Directors, and said Wm. J. Nolte 
acknowledged said instrument to be the free act and deed of said corporation. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on t h i s , 
the day and year f i r s t above written. / / -

My Commission expires : (j>A^*-
j . Notary Public i n and for farrant County, 
(- -~ /- 7 Texas 

STATE OF ) 
_ _ ) 

COUNTY OF ) 

On this day of , 19 , before me appeared _______ 
, to me personally known, who, being by me duly sworn 

did say that he is the President of 
a corj«ration, and that the seal affixed to said instrument is the corporate seal of 
said corporation and that said instrument was signed and sealed i n behalf of said 
corporation by authority of i t s Board of Directors, and said 

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

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on th i s , 
the day and year f i r s t above written. 

My Commission expires : _____ 
Notary Public i n and for 

County, 

STATE OF ) \ 
) 

COUNTY OF ) 

On this _____ day of , 19 , before me appeared 
, to me personally known, who, being by me duly 

sworn did say that he is the President of , 
a corporation, and that the seal affixed to said instrument is the corporate seal 
of said corporation and that said instrument was signed and sealed i n behalf of 
said corporation by authority of i t s Board of Directors, and said 

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

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on t h i s , 
the day and year f i r s t above written. 

My Commission expires: 
Notary Public i n and for 

County, 



STATE OF ) 
) 

COUNTY OF ) 

On this day of , 19 , before me personally ap 
peared ,to me known to be the person 
described i n and who executed the foregoing instrument, and acknowledged that 
executed the same as free act and deed. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on t h i s , 
the day and year f i r s t above written. 

My Commission expires: 
Notary Ftiblic i n and for 

County, 

STATE OF ) 

COUNTY OF ] 

On this day of , 19 , before me personally ap
peared , to me known to be the person 
described i n and who executed the foregoing instrument, and acknowledged that 
executed the same as free act and deed. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on t h i s , 
the day and year f i r s t above written. 

My Commission expires: 
Notary Public i n and for 

County, 

STATE OF ) 
) 

COUNTY OF ) 

On this day of , 19 , before me personally ap
peared , to me known to be the person de
scribed i n and who executed the foregoing instrument, and acknowledged that 
executed the same as free act and deed. 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my seal on t h i s , 
the day and year f i r s t above written. 

My Commission expires: 
Notary Public i n and for 

County, 



EXHIBIT " 1 " 
PASO-T-195 5-2 

Attached to and made a part of ...UNIT OPERATING,. AGREEMENT. 
Martin Ranch 
Chaves and L-eHaca Counties, 
New Mexico 

A C C O U N T I N G P R O C E D U R E 
(UNIT AND JOINT L E A S E OPERATIONS) 

I. GENERAL PROVISIONS 
1. Definitions 

"Joint property" as herein used shall be construed to mean the subject area covered by the agreement to which this "Accounting Procedure" is at

tached. 

"Operator" as herein used shall be construed to mean the party designated to conduct the development and operation of the subject area for the 

joint account of the parties hereto. 

"Non-Operator" as herein used shall be construed to mean any one or more of the non-opcratini parties. 

2. Statements and Billings 
Operator shall bill Non-Operator on or before the last day of each month for its proportionate share of costs and expenditures during the preced

ing month. Such bills wil l be accompanied by statements, reflecting the total costs and charg.-s as set forth under Subparagraph B below: 

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

B. Statement of all charges and credits to the joint account, summarized by appropriate classifications indicative of the nature thereof. 

C. Statements as follows: 

(J) Detailed statement oi material ordinarily considered controllable by operators of oil and gas properties; 

(2) Statement of ordinary charges and credits to the joint account summarized by appropriate classifications indicative of the nature thereof; 

and 

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

3. Payments by Non-Operator 
Each party shall pay its proportion of all such bills within fifteen (15) days after receipt thireof. I f payment is not made within such time, the 

unpaid balance shall bear interest at the rate of six per cent (6%) per annum until paid. 

4. Adjustments 
Payment of any such bills shall not prejudice the right of Non-Operator to protest or question the correctness thereof. Subject to the exception 

noted in Paragraph 5 of this section I , all statements rendered to Non-Operator by Operator d i r ing any calendar year shall conclusively be presumed 

to be true and correct after twenty-four (24) months following the end of any such calendar year, unless within the said twenty-four (24) month 

period Non-Operator takes written exception thereto and makes claim on Operator for adjustnent. Failure on the part of Non-Operator to make 

claim on Operator for adjustment within such period shall establish the correctness thereof and preclude the filing of exceptions thereto or making 

of claims for adjustment thereon. The provisions of this paragraph shall not prevent adjustnicnls resulting from physical inventory of property as 

provided for in Section V I , Inventories, hereof. 

5. Audits 
A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall haw the right to audit Operator's accounts and records 

relating to the accounting hereunder for any calendar year within the twenty-four (24) month period following the end of such calendar year, pro

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

audit within said twenty-four (24) month period. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable 

effort to conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to the Operator. 

I I . DEVELOPMENT AND OPERATING CHARGES 

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

1. Rentals and Royalties 
Delay or other rentals, when such rentals are paid by Operator for the joint account; royal :ies, when not paid directly to royalty owners by chc 

purchaser of the oil, gas, casinghead gas, or other products. 

2. Labor 

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

including salaries or wages paid to geologists and other employees who arc temporarily assgned to and directly employed on a drilling well. 

B. Operator's cost of holiday, vacation, sickness and disability benefits, and other customary allowances applicable to the salaries and wages charge

able under Subparagraph 2 A and Paragraph I 1 of this Section I I . Costs under this Subparagraph 2 B may be charged on a "when and as 

paid basis" or by "percentage assessment" on the amount of salaries and wages chargeable under Subparagraph 2 A and Paragraph 11 of this 

Section I I . I f percentage assessment is used, the rate shall be based on the Operator's cost experience. 

C. Costs of expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable to Operator's labor 

cost of salaries and wages as provided under Subparagraphs 2 A, 2 IS, and Paragraph I I of this Section I I . 

3. Employee Benefits 
Operator's current cost of established plans for employees' group life insurance, hospitalizatiDn, pension, retirement, stock purchase, th r i f t , bonus, 

and other benefit plans of a like nature, applicable to Operator's labor cost, provided that the total of such charges shall not exceed ten per cent 

(I0 c /c) of Operator's labor costs as provided in Subparagraphs A and B of Paragraph 2 of this Section I I and in Paragraph 11 of this Section I I . 

4. Material 

Material, equipment, and supplies purchased or furnished by Opcr.-tor for use of the joint property. So far as it is reasonably practical and con

sistent with efficient and economical operation, only such material shall be purchased for or transferred to the joint property as may be required for 

immediate use; and the accumulation of surplus stocks shall be avoided. 

5. Transportation 

I ransportation of employees, equipment, material, and supplies necessary for the development, maintenance, and operation of the joint property 
subject to the following limitations: 

A. I f material is moved to the joint property from vendor's or from the Operator's warehoj.se or other properties, no charge shall be made to the 

joint account tor a distance greater than the distance from the nearest reliable supply itorc or railway receiving point where such material is 
as .uhMe, c\cep[ by <;v<.ial .u:ria.mcnt w ilh Xon -Operator. 
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B. I f surplus material is moved to Operator's warehouse or other storage point, no charge shal be made to the joint account for a distance greater 

than the distance from the nearest reliable supply store or railway receiving point, except by special agreement with Non-Operator. No charge 

shall be made to the joint account for moving material to other properties belonging to Operitor, except by special agreement with Non-Operator. 

6. Service 
A. Outside Services: 

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

B. Use of Operator's Equipment and Facilities: 

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

clusively Owned Facilities." 

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

trollable by Operator through the exercise of reasonable diligence. Operator shall furnish Nor-Operator written notice of damages or losses in

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

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

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

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

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

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

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

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

parties hereto. 

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

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

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

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

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

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

ages, judgments, and any other expenses, including legal services, shall be charged to the joint account. 

11. District and Camp Expense (Field Supervision and Camp Expense) 
A pro rata portion of the salaries and expenses of Operator's production superintendent and other employees serving the joint property and other 

properties of the Operator in the same operating area, whose time is not allocated directly to the properties, and a pro rata portion of the cost of 

maintaining and operating a production office known as Operator's ".ob'OS ATCB. 

office located at or near .. Hpl^bS.?. . ITCW MeX.lC.O (or a comparable office if location changed), and 

necessary subofficcs ( i f any), maintained for the convenience of the above-described office, anc all necessary camps, including housing facilities for 

employees if required, used in the conduct of the operations on the joint property and other properties operated in the same locality. The expense 

of, Jess any revenue from, these facilities should be inclusive of depreciation or a fair monthly rental in lieu of depreciation on tbe investment. Such 

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

12. Administrative Overhead 
Operator shall have the right to assess against the joint property covered hereby the followir g management and administrative overhead charges, 

which shall be in lieu of all expenses of all offices of the Operator not covered by Section I I , Paragraph 11, above, including salaries and expenses 

of personnel assigned to such offices, except that salaries of geologists and other imployccs of Operator who are temporarily assigned to and directly 

serving on the joint property will be charged as provided in Section I I , r.iragrap!; 2, above. Salaries and expenses of other technical employees as

signed to such offices will be considered as covered by overhead charges in this paragraph ui less charges for such salaries and expenses are agreed 

upon between Operator and Non-Operator as a direct charge to the joint property. 

W E L L BASIS (Rate Per Well Per Month) 

DRILLING WELL 
RATE 

PRODUCING WELL RATE 
(Use Complet ion Depth) 

Well Depth Eoch Well Next Five 
Al l Wel ls 
Over Ten 

0\ - liOOO' 

4000-' 0000' 
gOOQ-J 12000 • 

Oyer 12000' 

-£150 
...225.. 

300 
50 
.65.. 
75. 

v25.. 
ho.. 

. .55.. 
65 

..$15-
30 

.....55.-. 
A. Overhead charges for drilling wells shall begin on the date each well is spudded and terminate when it is on production or is plugged, as the 

case may be, except that no charge shall be made during the suspension of drilling operations for fifteen (IS) or more consecutive days. 

B. In connection with overhead charges, the status of wells shall be as follows: 

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

(2) Vater supply wells utilized for water flooding operations shall be included in the overhead schedule the same as producing oil wells. 

(3) Producing gas wells shall be included in the overhead schedule the same as producirg oil wells. 



(4) W ells permanently shut down hut on which plugging operations are deferred shall he dropped from the overhead schedule at the time the 

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

plugging operation. 

(5) Wells being plugged back, drilled deeper, or converted to a source or input well slul' be included in the overhead schedule the same as dr i l l 

ing wells. 

(6) Temporarily shut-down wells (other than by governmental regulatory body) which are not produced or worked upon for a period of a f u l l 

calendar month shall not be included in the overhead schedule; however, wells shut in by governmental regulatory body shall be included 

in the overhead schedule only in the event the allowable production is transferred to other wells on the same property. In the event of a 

unit allowable, all wells capable of producing will be counted in determining the overhead charge. 

(7) Wells completed in dual or multiple horizons shall be considered as two wells in the producing overhead schedule. 

(8) Lease salt water disposal wells shall not be included in the overhead schedule unless such wells are used in a secondary recovery program 

on the joint property. 

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

this accounting procedure is attached, irrespective of individual leases. 

D. It is specifically understood that the above overhead rates apply only to drilling and prtducing operations and are not intended to cover the 

construction or operation of additional facilities such as, but not limited to, gasoline plants, compressor plants, repressuring projects, salt water 

disposal facilities, and similar installations. I f at any time any or all of these become teccssary to the operation, a separate agreement wi l l be 

reached relative to an overhead charge and allocation of district expense. 

K. The above specific overhead rates may be amended from time to time by agreement between Operator and Non-Operator i f , in practice, they arc 

found to be insufficient or excessive. 

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

}Jo charge, either direct or indirect w i l l be nade to the jo in t account 
for operating and raintenance expense of Operator's fully-owned warehouse. 

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

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 

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

2. Material Furnished by Operator 
Material required for operations shall be purchased for direct charge to joint account whenever practicable, except that Operator may furnish such 

material from Operator's stocks under the following conditions; 

A. New Material (Condition " A " ) 

(1) New material transferred from Operator's warehouse or other properties shall be priced f.o.b. the nearest reputable supply store or railway 

receiving point, where such material is available, at current replacement cost of the same kind of material. This wil l include material such 

as tanks, pumping units, sucker rods, engines, and other major equipment. Tubular goods, two-inch (2") and over, shall be priced on car

load basis effective at date of transfer and f.o.b. railway receiving point nearest the joint account operation, regardless of quantity transferred. 

(2) Other material shall be priced on basis of a reputable supply company's preferential price list effective at date of transfer and f.o.b. the store 

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

(3) Cash discount shall not be allowed. 

B. Used Material (Condition " B " and "C") 

(1) Material which is in sound and serviceable condition and is suitable for reuse without reconditioning shall be classed as Conditiun " B " and 

priced at seventy-five per cent (75%) of new price. 

(2) Material which cannot be classified as Condition " B " but which, 

(a) After reconditioning wil l be further serviceable for original function as good seiondhand material (Condition " B " ) , or 

(b) Is serviceable for original function but substantially not suitable for reconditioning, 

shall be classed as Condition "C" and priced at f i f t y per cent (SO^t) of new prict. 

(3) Material which cannot be classified as Condition " B " or Condition "C" shall be priced at a value commensurate with its use. 

(4) Tanks, buildings, and other equipment involving erection costs shall be charged at applicable percentage of knocked-down new price. 

3. Premium Prices 

Whenever materials and equipment are not readily obtainable at the customary supply pomi and at prices specified in Paragraphs 1 and 2 of this 

Section I I I because of national emergencies, strikes or other unusual causes over which the Operator has no control, the Operator may charge the 

joint account for the required materials on the basis of the Operator's direct cost and expense incurred in procuring such materials, in making it 

suitable for use, and in moving it to the location, provided, however, that notice in writing is furnished to Non-Operator of the proposed charge prior, 

to billing the Non-Operator for the material and/or equipment acquired pursuant to this provision, whereupon Non-Operator shall have the rigFit, 

by so electing and notifying Operator within 10 days after receiving notice from the Operator, to furnish in kind, or in tonnage as the parties may 

agree, at the location, nearest railway receiving point, or Operator's storage point within a comparable distance, all or part of his share of material 

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

point other than at the location, shall be borne by such Non-Operator. I f , pursuant to the provisions of this paragraph, any Non-Operator furnishes 

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

4. Warranty of Material Furnished by Operator 

Operator does not warrant the material furnished beyond or back of the dealer's or manufacturer's guaranty; and in case of defective material, cred

it shall not be passed until adjustment has been received by Operator f rom the manufacturers or their agents. 

5. Operator's Exclusively Owned Facilities 

The following rates shall apply to service rendered to the joint account by facilities owned exclusively by Operator: 

A. Water, fuel, power, compressor and other auxiliary services at rates commensurate with cost of providing and furnishing such service to the 

joint account but nut exceeding rates currently prevailing in the field where the joint property is located. 



B. A u t o m o t i v e equipment at rates commensurate w i t h cost o f ownership and operation. Such -ates should generally be in line w i t h the schedule o f 

rates adopted by the Petroleum M o t o r Transport Association, or some other recognized ori. anization, as recommended u n i f o r m charges against 

jo in t account operations and revised f r o m t ime to t ime. A u t o m o t i v e rates shall include cos: o f o i l , gas, repairs, insurance, and other operating 

expense and depreciation; and charges shall be based on use in actual service on, or in connection w i t h , the jo in t account operations. T r u c k 

and t rac tor rates may include wages and expenses o f driver . 

C. A f a i r rate shall be charged fo r the use of d r i l l i n g and cleaning-out tools and any other items of Operator 's f u l l y owned machinery or equip

ment w h i c h shall be ample to cover maintenance, repairs, depreciation, and the service f u r n h h e d the jo in t p roper ty ; provided that such charges 

shall not exceed those c u r r e n t l y prevail ing in the f ie ld where the jo in t property is located. Pu l l i ng units shall be charged at hou r ly rates com

mensurate w i t h the cost o f ownership and operation, wh ich shall include repairs and maintenance, operating supplies, insurance, depreciation, and 

taxes. Pu l l ing un i t rates may include wages and expenses of the operator. 

D . A f a i r rate shall be charged f o r laboratory services performed by Operator fo r the benefit of the jo in t account, such as gas, water, core, and any-

other analyses and tests; provided such charges shall not exceed those c u r r e n t l y prevai l ing i l per formed by outside service laboratories. 

E. Whenever requested, Operator shall i n f o r m Non-Opera tor in advance o f the rates i t proposes to charge. 

V. Rates shall be revised and adjusted f r o m t ime to t ime when f o u n d to be cither excessive or i n su f f i c i en t . 

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 obl igat ion to purchase interest of Non-Opera to r in surplus new or secondhand material . The disposition o f ma jo r 

items o f surplus material , such as derricks, tanks, engines, pumping un i t s , and tubular goods, s Ii i l l be subject to mu tua l determinat ion by the parties 

hereto; provided Operator shall have the r i gh t to dispose o f normal accumulations o f j u n k and scrap material either by t ransfer or sale f r o m the 

j o i n t proper ty . 

1. Material Purchased by the Operator or Non-Operator 
Mater ia l purchased by either the Operator or Non-Opera to r shall be credited by the Opcratol to the jo in t account f o r the m o n t h in w h i c h the 

material is removed by the purchaser. 

2. Division in Kind 
Divis ion o f material in k i n d , i f made between Operator and Non-Opera tor , shall be in propor t ion to their respective interests in such material . Each 

par ty w i l l thereupon be charged ind iv idua l ly w i t h the value of the material received or rcceiv able by each par ty , and corresponding credits w i l l be 

made by the Operator to the jo in t account. Such credits shall appear in the m o n t h l y statement o f operations. 

3. Sales to Outsiders 
Sales to outsiders o f material f r o m the jo in t property shall be credited by Operator to the jo in t account at the net amount collected by Operator 

f r o m vendee. A n y claims by vendee fo r defective material or otherwise shall be charged bac s to the jo in t account i f and when paid by Operator . 

V . B A S I S O F P R I C I N G M A T E R I A L T R A N S F E R R E D F R O M J O I N T A C C O U N T 

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

1. New Price Defined 
N e w price as used in the f o l l o w i n g paragraphs shall ha\e the same meaning and application a. that used above in Section I I I , "Basis o f Charges to 

Joint A c c o u n t . " 

2. New Material 
N e w material (Cond i t ion " A " ) , being new material procured fo r the jo in t account but never iscd thereon, at one hundred per cent ( 1 0 0 % ) of cur 

rent new price (plus sales tax i f a n y ) . 

3. Good Used Material 
Good used material (Cond i t ion "IS " ) . being u^cd materia! in sound and serv iceable condi t ion , suitable f o r reuse w i t h o u t recondi t ioning: 

A . A t seventy-five per cent ( 7 5 % ) of tsurrcnt new price i f material was charged to j r i n t account as new, or 

B. A t s i x t y - f i v e per cent ( 6 5 / r ) of current new price i f material was or ig ina l ly charged to the j o in t proper ty as secondhand at seventy-five per 

cent ( 7 5 % ) of new price. 

4. Other Used Material 
Used material (Cond i t i on " C " ) , at f i f t y per cent ( S 0 % ) of current new price, being used m. tcrial w h i c h : 

A . A f t e r recondi t ioning w i l l he f u r t h e r serviceable f o r original f u n c t i o n as good secondhand material (Cond i t i on " B " ) , or 

B. Is serviceable fo r original f u n c t i o n but substantially not suitable fo r recondit ioning. 

5. Bad-Order Material 
Material ami equipment (Condi t ion " D " ) , wh ich is no longer usable f o r its original purpose n i t h o u t excessive repair cost but is f u r t h e r usable f o r 

some other purpose, shall be priced on a basis comparable w i t h that of items normal ly used f o r that purpose. 

6. Junk 
Junk ( C o n d i t i o n " 1 \ " ) , being obsolete and scrap material , at prevail ing prices. 

7. Temporarily Used Material 
When the use of material is temporary and its service to the jo in t account does not j u - t i f y the reduction in price as provided in Paragraph 3 B, 

above, such material shall be priced on a basis that w i l l leave a net charge to the jo in t accour t consistent w i t h the value o f the service rendered. 

VI. INVENTORIES 

1. Periodic Inventories, Notice and Representation 
A t reasonable intervals, inventories shall be taken, by Operator o f the j o i n t account material , svhich shall include all such material as is o r d i n a r i l y 

considered contreillable by operators of oi l and gas properties. 

W r i t t e n notice o f in ten t ion to take inventory shall be given by Operator at least t h i r t y ( 3 0 ) days before any inven to ry is to begin so that N o n -

Operator may be represented when any inventory is taken. 

Failure o f Non-Opera tor to be represented at an inventory shall b ind Non-Opera to r to accept the inventory taken by Operator, who shall in that 

event f u r n i s h Non-Opera to r w i t h a copy thereof. 

2. Reconciliation and Adjustment of Inventories 
Reconcil iat ion o f inven to ry w i t h charges to the j o in t account shall be made by each pa r ty i t interest, and a list o f overages and shortages shall be 

j o i n t l y determined by Operator and Non-Opera tor . 

I nven to ry adjustments shall be made by Operator w i t h the jo in t account f o r overages and shortages, bu t Operator shall be held accountable to N o n -

Operator only f o r shortages due to lack o f reasonable diligence. 

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

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

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



EXHIBIT "2" 

Attached to and made a part of Unit Operating 
Agreement, Martin Ranch Unit Area, Chaves and 
DeBaca Counties, New Mexico. 

INSURANCE 

I . For Operations by Unit Operator: The Unit Operator shall carry for the benefit 

of the joi n t account insurance to cover the Unit Operator's operations on the lands 

covered by this agreement, as follows: 

(a) Workmen's compensation insurance: In compliance with the workmen's com

pensation laws of the State of New Mexico, including employer's l i a b i l i t y . 

(b) Comprehensive general l i a b i l i t y insurance, excluding products: In 

amounts of $100,000.00 for injuries to one person, $500,000.00 for injuries i n one 

accident, for property damage i n the amounts of $100,000.00 for each accident and 

$250,000.00 aggregate. 

(c) Automobile public l i a b i l i t y and property damage insurance: In amounts 

of $100,000.00 for injuries to one person, $300,000.00 for injuries i n one accident 

and $10,000.00 for property damage. 

I I . For Contracted Operations: The Unit Operator shall require i t s contractors and 

subcontractors working or performing services on the lands covered hereby to comply 

with the workmens' compensation laws of the State of New Mexico and to carry such 

other insurance and i n such amounts as the Unit Operator shall deem necessary. 



BEFORE EXAMINER NUTTER 
OIL CONSERVATION COMMISSION 

j ^ X ^ EXHIBIT NO._____ 

CASE NO., / ^ • 

June 19, 1958 

GEOLOGICAL MEMORANDUM 

Concerning 

Proposed Martin Ranch Unit 
Townships 3 and 4-S, Ranges 22 and'-gj-ifr-
Chaves and DeBaca Counties, New Mexico 

The proposed Martin Ranch Unit located approximately 45 miles 

northeast of the city of Roswell i s outlined i n red on "Exhibit No. 1", 

embracing parts of T-3-S, R-22-E, T-3-S, R-23-E, i n DeBaca County, New 

Mexico; parts of T-4-S, R-22-E, and T-4-S, R-23-E, Chaves County, New 

Mexico. A high percentage of lands within th i s outline are Federal and 

hence we believe i t would be i n the public interest to join them i n a 

unit agreement before d r i l l i n g a test well for o i l or gas. I t i s recom

mended that the unitized substances include a l l horizons from Surface to 

Basement Complex. 

The attached structural contour map on Top of Basement Complex, 

"Exhibit No. 1", which is based on aeromagnetic depth determinations and 

well data, shows an east-west trending basement ridge with the proposed 

Unit located on the south flank thereof. Regionally, the area i s located 

on the extreme northwestern flank of the Northwestern Shelf of the Permian 

Basin. The basement ridge i s apparently- a peninsula of the ancestral 

Pedernal Land Mass. 

This area i s thought favorable for the occurrence of stratigraphic 

type traps i n Pennsylvanian sands analogous to the gas and d i s t i l l a t e reser

voir of the Newmill Pennsylvanian Pool located approximately 14 miles 

southeast. Cross-section A-A', "Exhibit No. 2", shows stratigraphic correla

tions between the Newmill Pool and the recently d r i l l e d Eugene Talbert No. 1 

Andree, traversing the proposed unit i n a southeasterly direction. 



Page -2- June 19, 1958 
Geological Memorandum 
Proposed Martin Ranch Unit 

The following is a tabulation of the geologic formations a n t i c i 

pated i n the area as interpolated from "Exhibit No. 2": 

Approximate 
Age Formation Depth 

Permian Whitehorse Group Surface 

San Andres 1001 

Glorieta 800' 

Yeso 1100' 

Drinkard 2500' 

Abo 3000' 

Wolfcamp 3600' 

Pennsylvanian Se rie s Undiffere ntiated 4300' 

Pre-Cambrian Basement Complex 5500' 

Possible pay zones include the San Andres, Wolfcamp, and 

Pennsylvanian. A test well i s recommended at a location i n SE/4 SE/4 

Section 24, T-3-S, R-22-E. This test should be d r i l l e d to Basement Complex 

which i s estimated at a depth of approximately 5500'. 

Center of the proposed Unit i s about 13 miles northeast of El Paso 

Natural Gas Company's 30 inch San Juan Loop. This w i l l provide a market 

outlet as soon as sufficient reserves are proven. 

I t i s requested that the infor:.nation contained herein, and the 

Exhibits attached hereto, be kept i n s t r i c t confidence. 

PAN AMERICAN PETROLEUM CORPORATION 

Wm. T. Smith, Division Geologist 
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