
CERTIFICATION—DEIEHVIINATICN 

Pursuant to the authority vested in the Secretary of the Interior, 
under the act approved February 25, 1920, 41 Stat. 437, as amended, 30 
U.S.C. sec. 181, et seq., and delegated to the appropriate 

service under the authority of 43 CFR 3180, I do 
hereby: 

A. Approve the attached agreement for the development and operation of 
the One Tree , Unit Area, State of New Mexico • 

B. Certify and determine that the unit plan of development and opera­
tion contemplated in the attached agreement is necessary and advisable in 
the public interest for the purpose of more properly conserving the natural 
resources. 

C. Certify and determine that the dr i l l i n g , producing, rental minimun 
royalty, and royalty requirements of a l l Federal lease ccnmitted to said 
agreement are hereby established altered, changed, or revoked to conform 
with the terms and conditions of this agreement. 

Dated 

(Name and Title of authorized 
officer of the Bureau of Land 
Management) 

Contract Number 

Effective Date 

YATES PETROLEUM CORPORATION 
Case No. 8355 

11/14/84 Examiner Hearing 
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UNIT AGREEMENT 
FOR THE DEVELOPMENT AND OPERATION 

OF THE 

Unit area One Tree 
County of Chaves and Otero 
State of New Mexico 
No. 

This agreement, entered into as of the 17th day of 
September ,19 84 by and between the parties subscribing, r a t i f y i n g , or 
consenting hereto, and herein 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 

WHEREAS, the Mineral Leasing Act of February 25, 1920, 41 Stat, 437, as 
amended, 30 U.S.C. Sec. 181 et seq., authorizes Federal lessees and their 
representatives to unit with each other, or j o i n t l y or separately with 
others, i n collectively adopting and operating a unit plan of development of 
operations of any o i l and gas pool, f i e l d , or like area, or any part thereof 
for the purpose 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 Ccrtmissioner-of Public Lands of the State of New Mexico is 
authorized by an Act of the Legislature (Sees. 19-10-45, 46, 47N.M. Statutes 
1978 Annoted) 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 interest 
of the State of New Mexico; and, 

WHEREAS the Oil Conservation Division of the State of New Mexico Energy 
and Minerals Department is authorized by an Act of the Legislature (Chapters 
70 and 71, New Mexico Statutes 1978, Annotated) to approve this agreement 
and the conservation provisions hereof; and, 

WHEREAS, the parties hereto hold sufficient interests i n the 
One Tree Unit Area covering the land 

hereinafter described to give reasonably effective control of operations 
therein; and 

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

NOW, THEREFORE, i n consideration of the premises and the promises 
herein contained, the parties hereto conmit to this agreement their respec­
tive interests 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 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 dated 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 in which the 
non-Federal land i s located, are hereby accepted and made a part of this 
agreement. 

2. UNIT AREA. The area specified on the map attached hereto marked 
Exhibit A is hereby designated and recognized as constituting the unit area, 
containing 178, 515. 81 acres more or less. 

Exhibit A shows, i n addition to the boundary of the unit area, the 
boundaries and indentity of tracts and leases i n said area to the extent 
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 interests i n a l l lands i n the unit area. 
However, nothing herein or i n Exhibits A or B shall be construed as a 
representation by any party hereto as to the ownership of any interest other 
than such interest or interests as are shown in the Exhibits as owned by 
such party. Exhibits A and B shall be revised by the Unit Operator whenever 
changes i n the unit area or i n the ownership interests i n the individual 
tracts render such revision necessary, or when requested by the Authorized 
Officer, hereinafter referred to as AO, or when requested by the 
Cenmissioner of Public Lands of the State of New Mexico, and not less than 
four copies of the revised Exhibits shall be f i l e d with the proper BLM 
office, and one (1) copy thereof shall be f i l e d with Land Cenmissioner, and 
one (1) copy with the Oil Conservation Division of the New Mexico Energy and 
Minerals Department, hereinafter referred to as "Division." 

The above-described unit area shall when practicable be expanded to 
include therein any additional lands or shall be contracted to exclude lands 
whenever such expansion or contraction is deemed to be necessary or advis­
able to conform with the purposes of this agreement. Such expansion or 
contraction shall be effected i n the following manner: 

(a) Unit Operator, on i t s own motion (after preliminary concurrence by 
the AO), or on demand of the AO, or on demand of the Land Commissioner 
shall prepare a notice of proposed expansion or contraction describing the 
contemplated changes i n the boundaries of the unit area, the reasons 
therefore, any plans for additional d r i l l i n g , and the proposed effective 
date of the expansion or contraction, preferably the f i r s t day of the month 
subsequent to the date of notice. 

(b) Said notice shall be delivered to the proper BIM office, the Land 
Conrnissioner and the State Division, 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 w i l l be allowed for submission 
to the Unit Cperator of any objections. 
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(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 AO the Land 
Cormiissioner, and State Division,evidence of mailing of the notice of 
expansion or contraction and a copy of any objections thereto which have 
been f i l e d with Unit Operator, together with an application i n t r i p l i c a t e , 
for approval of such expansion or contraction and with appropriate joinders. 

(d) After due consideration of a l l pertinent information, the expan­
sion or contraction shall, upon approval by the AO, the Land Coramssioner, 
and State Division,become effective as of the date prescribed i n the notice 
thereof or such other appropriate date. 

(e) A l l legal subdivisions of lands ( i . e . , 40 acres by Goverrment 
survey or i t s nearest lot or tract equivalent; i n instances of irregular 
surveys, unusually large lots or tracts shall be considered i n multiples of 
40 acres or the nearest aliquot equivalent thereof), no parts of which are 
in or entitled to be i n a participating area on or before the f i f t h anniver­
sary of the effective date of the f i r s t i n i t i a l participating area estab­
lished under this unit agreement, shall be eliminated automatically from 
this agreement, effective as of said f i f t h anniversary, and such lands shall 
no longer be a part of the unit area and shall no longer be subject to this 
agreement, unless diligent d r i l l i n g operations are i n progress on unitized 
lands not entitled to participation on said f i f t h anniversary, i n which 
event a l l such lands shall remain subject hereto for so long as such d r i l l ­
ing operations are continued diligently, with not more than 90-days time 
elapsing between the completion of one such well and the conmencement of the 
next such well. A l l legal subdivisions of lands not entitled to be i n a 
participating area within 10 years after the effective date of the f i r s t 
i n i t i a l participating area approved under this agreement shall be automat­
ic a l l y eliminated from this agreement as of said tenth anniversary. The 
Unit Cperator shall, within 90«days after the effective date of any elimina­
tion hereunder, describe the area so eliminated to the satisfaction of the 
AO and the Land Conrnissioner and promptly notify a l l parties i n interest. 
A l l lands reasonably proved productive of unitized substances i n paying 
quantities by diligent d r i l l i n g operations after the aforesaid 5-year period 
shall become participating i n the same manner as during said f i r s t 5-year 
period. However, when such diligent d r i l l i n g operations cease,, a l l 
nonparticipating lands not then entitled to be i n a participating area shall 
be automatically eliminated effective as the 91st day thereafter. 

Any expansion of the unit area pursuant to this section which embraces 
lands theretofore eliminated pursuant to this subsection 2(e) shall not be 
considered automatic comnitment or reconmitment of such lands. I f con­
ditions warrant extention of the 10-year period specified i n this sub­
section, a single extension of not to exceed 2 years may be accomplished by 
consent of the owners of 90 percent of the working interest i n the current 
nonparticipating unitized lands and the owners of 60 percent of the basic 
royalty interests (exclusive of the basic royalty interests of the United 
States) i n nonparticipating unitized lands with approval of the AD and Land 
Cenmissioner, provided such extension application is submitted not later 
than 60 days prior to the expiration of said 10-year period. 
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3. UNITIZED LAND AND UNITIZED SUBSTANCES. A l l land now or hereafter 
conmitted to this agreement 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 land are unitized under the terms of this 
agreement and herein called "unitized substances." 

4. UNIT OPFJIATGR. Yates Petroleum Corporation i s 
hereby designated as Unit Cperator and by signature hereto as Unit Cperator 
agrees and consents to accept the duties and obligations of Unit Operator 
for the discovery, development, and 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 "working interest 
owner" when used herein shall include or refer to Unit Operator as the owner 
of the working interest only when such an interest is owned by i t . 

5. RESIGNATION GR REMOVAL OF UNIT OPERATOR. Unit Operator shall have 
the right to resign at any time prior to 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 AO and the Land Coirmissioner, and u n t i l a l l 
wells then d r i l l e d hereunder are placed i n a satisfactory condition for 
suspension or abandonment, whichever is required by the AO, and the State 
Division as to State and Privatly owned lands, unless a new Unit Cperator 
shall have been selected and 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 in like manner and subject 
to like limitations as above provided at any time after a participating area 
established hereunder is i n existence, but i n a l l instances of resignation 
or removal, u n t i l a successor Unit Operator i s selected and approved as 
hereinafter provided, the working interest owners shall be j o i n t l y responsi­
ble 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 i n any action to be taken hereunder. 

The resignation of Unit Operator shall not release Unit Cperator from 
any l i a b i l i t y from any default by i t hereunder occurring prior to the 
effective date of i t s resignation. 

Ihe Unit Operator may, upon default or failure i n the performance of 
i t s duties or obligations hereunder, be subject to removal by the same 
percentage vote of the owners of working interest as herein provided for the 
selection of a new Unit Operator. Such removal shall be effective upon 
notice thereof to the AD and the Land Conrnissioner. 

The resignation or removal of Unit Cperator under this agreement shall 
not terminate i t s right, t i t l e , or interest as the owner of working interest 
or other interest i n unitized substances, but upon the resignation or 
removal of Unit Cperator becoming effective, such Unit Operator shall 
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deliver possession of a l l wells, equipment, materials, and appurtenances 
used i n conducting the unit operations to the new duly qualified successor 
Unit Cperator or to the conrnon agent, i f no such new Unit Operator is 
elected, to be used for the purpose of conducting unit operations hereunder. 
Nothing herein shall be construed as authorizing removal of any material, 
equipment, or appurtenances needed for the preservation of any wells. 

6. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator shall tender 
his or i t s resignation as Unit Operator or shall be removed as hereinabove 
provided, or a change of Unit Operator is negotiated by the working interest 
owners, the owners of respective acreage interests i n a l l unitized land 
shall, pursuant to the Approval of the Parties requirements of the unit 
operating agreement, select a successor Unit 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 AO and approved by 
the Land Cenmissioner. 

I f no successor Unit Cperator is selected and qualified as herein 
provided, the K> and the Land Conrnissioner, at their election may declare 
this unit agreement terminated. 

7. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. I f the Unit 
Operator 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 
in accordance with the agreement or agreements entered into by and between 
the Unit Operator and the owners of working 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 i n 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 underlying1 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; however, 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 inconsistency or conflict between this agreement and the unit operating 
agreement, this agreement shall govern. Two copies of any unit operating-
agreement executed pursuant to this section shall be f i l e d i n the proper BLM 
office and one true copy with the Land Conrnissioner, prior to approval of 
this unit agreement. 

8. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except as otherwise 
specifically provided herein, the exclusive right, privilege, and duty of 
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exercising- any and a l l rights of the parties hereto which are necessary or 
convenient for prospecting for, producing, storing, allocating, and dis­
tributing the unitized substances are hereby delegated to and shall be 
exercised by the Unit Cperator as herein provided. Acceptable evidence of 
t i t l e to said rights shall be deposited with Unit Cperator and, together 
with this agreement, shall constitute and define the rights, privileges, and 
obligations of Unit Operator. Nothing herein, however, shall be construed 
to transfer t i t l e to any land or to any lease or operating agreement, i t 
being understood that under this agreement the Unit Operator, i n i t s capaci­
ty as Unit Operator, shall exercise the rights of possession and use vested 
in the parties hereto only for the purposes herein specified. 

9. DRILLING TO DISOOVERY. Within 6 months after the effective date 
hereof, the Unit Operator shall ccrrmence to d r i l l an adequate test well at a 
location approved by the AO or by the Land Conrnissioner, i f on State land, 
or by the Division i f on Fee Lands, unless on such effective date a well is 
being d r i l l e d i n conformity with the terms hereof, and thereafter continue 
such d r i l l i n g diligently u n t i l the Yeso formation has been 
tested or u n t i l at a lesser depth unitized substances shall be discovered 
which can be produced i n paying quantities (to wit: quantities sufficient to 
repay the costs of d r i l l i n g , completing, and producing operations, with a 
reasonable p r o f i t ) or the Unit Operator shall at any time establish to the 
satisfaction of the AO, the Land Conrnissioner i f on State land, or the 
Division i f on Fee land, that further dril l i n g - of said well would be 
unwarranted or impracticable, provided, however, that Unit Cperator shall 
not in any event be required to d r i l l said well to a depth in excess of 
10,000 feet. Until the discovery of unitized substances capable of being 
produced in paying quantities, the Unit Operator shall continue d r i l l i n g one 
well at a time, allowing not more than 6 months between the completion of 
one well and the conmencement of d r i l l i n g operations for the next well, 
u n t i l a well capable of producing unitized substances i n paying quantities 
is completed to the satisfaction of the AO, or of the Land Conrnissioner i f 
on State land, or the Division i f on Fee land, or u n t i l i t is reasonably 
proved that the unitized land is incapable of producing unitized substances 
i n paying quantities i n the formations d r i l l e d hereunder. Nothing i n this 
section shall be deemed to limit the right of the Unit Operator to resign as 
provided in Section 5, hereof, or as requiring Unit Operator to coirmence 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 AO and Land Conrnissioner may modify any of the d r i l ling-
requirements of this section by granting reasonable extensions of time when, 
in his opinion, such action is warranted. 

Notwithstanding anything i n this unit agreement to the contrary, except 
Section 25, UNAVOIDABLE DELAY, six (6) wells shall be d r i l l e d with not 
more than 6-months time elapsing between the completion of the f i r s t well 
and conmencement of d r i l l i n g operations for the second well and with not 
more than 6-months time elapsing between completion of the second well and 
the conmencement of d r i l l i n g operation for the thi r d well, regardless of 
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whether a discovery has been made in any well d r i l l e d under this provision. 
Both the i n i t i a l well and the second well must be d r i l l e d i n compliance with 
the above specified formation or depth requirements i n order to meet the 
dictates of this section; and the second well must be located a minimun of 
six (6) miles from the i n i t i a l well i n order to be accepted by the AO as 
the second unit test well, within the meaning of this section. 
Nevertheless, i n the event of the discovery of unitized substances i n paying 
quantities by any well, this unit agreement shall not terminate for failure 
to complete the six (6) well program but the unit area shall be 
contracted automatically, effective the f i r s t day of the month following the 
default, to eliminate by subdivisions (as defined in Section 2(e) hereof) 
a l l lands not then entitled to be i n a participating area. 

Upon failure to cctrmence any well as provided for i n this (these) 
section(s) within the time allowed, prior to the establishment of a partic­
ipating area, including any extension of time granted by AO and the Land 
Conrnissioner, this agreement w i l l automatically terminate. Upon failure to 
continue d r i l l i n g d i l i g e n t l y any well conmenced hereunder, the AO and the 
Land Coronissioner may, after 15-days notice to the Unit Operator, declare 
this unit agreement terminated. The parties to this agreement may not 
i n i t i a t e a request to voluntarily terminate this agreement during the f i r s t 
6 months of i t s term unless at least one obligation well has been d r i l l e d i n 
accordance with the provisions of this section. 

10. PLAN OF FURTHER DEVFIJOPMENT AND OPERATION. Within 6 months after 
completion of a well capable of producing unitized substances i n paying 
quantities, the Unit Operator shall submit for the approval of the AO and 
the Land Conrnissioner, and State Division an acceptable plan of development 
and operation for the unitized-land which, when approved by the AO, the Land 
Conrnissioner, and State Division, shall constitute the further d r i l l i n g and 
development obligations of the Unit Operator under this agreement for the 
period specified therein. Thereafter, from time to time before the 
expiration of any existing plan, the Unit Operator shall submit for the 
approval of the AO, the Land Conrnissioner, and State Division a plan for an 
additional specified period for the development and operation of the 
unitized land. Subsequent plans should normally be f i l e d on a calender year 
basis not later than March 1 each year. Any proposed modification or 
addition to the existing plan should be f i l e d as a supplement to the plan. 

Any plan submitted pursuant to this section shall provide for the 
timely exploration of the unitized area, and the diligent d r i l l i n g necessary 
for determination of the area or areas capable of producing unitized 
substances i n paying quantities i n each and every productive formation. 
This plan shall be as complete and adequate as the AO, the Land 
Conrnissioner, and State Division may determine to be necessary for timely 
development and proper conservation of the o i l and gas resources i n the 
unitized area and shall: 
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(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 

(b) Provide a summary of operations and production for the previous 
year. 

Plans shall be modified or supplemented when necessary to meet changed 
conditions or to protect the interests of a l l parties to this agreement. 
Reasonable diligence shall be exercised i n complying with the obligations of 
the approved plan of development and operation. The AO and the Land 
Conrnissioner are authorized to grant a reasonable extension of the 6-month 
period herein prescribed for submission of an i n i t i a l plan of development 
and operation where such action is j u s t i f i e d because of unusual conditions 
or circumstances. 

After completion of a well capable of producing unitized substances in 
paying quantities, no further wells, except such as may be necessary to 
afford protection against operations not under this agreement and such as 
may be specifically approved by the AO, the Land Cenmissioner, and State 
Division, shall be d r i l l e d except i n accordance with an approved plan of 
development and operation. 

11. PARTICIPATION AFTER DISCOVERY. Upon completion of a well capable 
of producing unitized substances i n paying quantities, or as soon thereafter 
as required by the AO, the Land Cenmissioner, or the State Division, the 
Unit Cperator shall submit for approval by the AO, the Land Conrnissioner and 
State Division a schedule, based on subdivisions of the public-land survey 
or aliquot parts thereof, of a l l land then regarded as reasonably proved to 
be productive of unitized substances i n paying quantities. These lands 
shall constitute a participating area on approval of the AO, Land 
Conrnissioner, and State Division effective as of the date of completion of 
such well or the effective date of this unit agreement, whichever is later. 
The acreages of both Federal and Non-Federal lands shall be based upon 
appropriate computations from the courses and distances shown on the last 
approved public-land survey as of the effective date of each i n i t i a l 
participating area. The schedule shall also set forth the percentage of 
unitized substances to be allocated, as provided i n Section 12, to each 
conmitted tract i n the participating area so established, and shall govern 
the allocation of production commencing with the effective date of the 
participating area. A different participating area shall be established for 
each separate pool or deposit of unitized substances or for any group 
thereof which is produced as a single pool or zone, and any two or more 
participating areas so established may be combined into one, on approval of 
the AO, the Land Conrnissioner, and State Division. When production from two 
or more participating areas is subsequently found to be from a corrmon pool 
or deposit, the participating areas shall be combined into one, effective as 
of such appropriate date as may be approved or prescribed by AD, the Land 
Conrnissioner, and State Division. The participating area or areas so 
established shall be revised from time to time, subject to the approval of 
AO, to include additional lands then regarded as reasonably proved to be 
productive of unitized substances i n paying quantities or which are neces­
sary for unit operations, or to exclude lands then regarded as reasonably 
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proved not to be productive of unitized substances in paying quantities, and 
the schedule of allocation percentages shall be revised accordingly, The 
effective date of any revision shall be the f i r s t of the month in which the 
knowledge or information is obtained 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 Unit Cperator and approved by the AO, the Land Conrnissioner, 
and State Division. No land shall be excluded from a participating area on 
account of depletion of i t s unitized substances, except that any 
participating area established under the provisions of this unit agreement 
shall terminate automatically whenever a l l completions i n the formation on 
which the participating area is based are abandoned. 

I t is the intent of this section that a participating area shall 
represent the area productive of unitized substances known or reasonably 
proved to be productive i n paying quantities or which are necessary for unit 
operations; 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 AO, the Land Conrnissioner, and State Division as to the proper 
definition or redefinition of a participating area, or u n t i l a participating 
area has, or areas have, been established, the portion of a l l payments 
affected thereby shall, except royalty due the United States, be impounded 
in a manner mutually acceptable to the owners of corrmitted working 
interests. Royalties due the United States shall be determined by the AO 
and the Land Conrnissioner for the State lands and the amount thereof shall 
be deposited, as directed by the AO and the Land Conrnissioner, u n t i l a 
participating area is f i n a l l y approved and then adjusted i n accordance with 
a determination of the sum due* as Federal and State royalty on the basis of 
such approved participating area. 

Whenever i t is determined, subject to approval of the AO, the Land 
Conrnissioner, and State Division, that a well d r i l l e d under this agreement 
is not capable of production of unitized substances i n paying quantities and 
inclusion i n a participating area of the land on which i t is situated in a 
participating area is unwarranted, production from such well shall, for the 
purpose of settlement among a l l parties other than working interest owners, 
be allocated to the land on which the well is located, unless such land is 
already within the participating area established for the pool or deposit 
from which such production is obtained. Settlement for working interest 
benefits from such a nonpaying unit well shall be made as provided i n the 
unit operating agreement. 

12. ALLOCATION OF PRODUCTION. A l l unitized substances produced frcm 
each participating area established under this 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, and other production or development purposes, 
for repressuring or recycling in accordance with a plan of development and 
operations which has been approved by the AO, Land Conrnissioner, and State 
Division or unavoidably lost, shall be deemed to be produced equally on an 
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acreage basis from the several tracts of unitized land of the participating 
area established for such production. For the purpose of determining any 
benefits accruing under this agreement, each such tract of unitized land 
shall have allocated to i t such percentageof said production as the number 
of acres of "such tract included in said participating area bears to the 
total acres of unitized land in 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 owner, shall be on the basis prescribed in 
the unit operating agreement whether in 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 herein regardless of whether any wells are drilled on 
any particular part or tract of the participating area. I f any gas produced 
from one participating area is used for repressuring or recycling purposes 
in another participating area the fi r s t gas withdrawn from the latter 
participating area for sale during the l i f e of this agreement, shall be 
considered to be the gas so transferred, until an amount equal to that 
transferred shall be so produced for sale and such gas shall be allocated to 
the participating area from which i n i t i a l l y produced as such area was 
defined at the time that such transferred gas was finally produced and sold. 

13. DEVELOPMENT GR OPERATION OF NONPARTICIPATING LAND OR FORMATIONS. 
Any party hereto owning or controlling the working interest in any unitized 
land having thereon a regular well location may with the approval of the AD, 
and the Land Conrnissioner, and Division,at such party's sole risk, costs, 
and expense, d r i l l a well to test any formation provided the well is outside 
any participating area established for that formation, unless within 90 days 
of receipt of notice from said party of his intention to d r i l l the well, the 
Unit Cperator elects and corrrnences to d r i l l the well in a like manner as 
other wells are drilled by the*Unit Cperator under this agreement. 

I f any well drilled under this section by a working interest owner 
results in production of unitized substances in paying quantities such that 
the land upon which i t is situated may properly be included in a participat­
ing area, such participating area shall be established or enlarged as 
provided in this agreement and the well shall thereafter be operated by the 
Unit Operator in accordance with the terms of this agreement and the unit 
operating agreement. 

I f any well drilled under this section by a working interest owner that 
obtains production in quantities insufficient to justify the inclusion of 
the land upon which such well is situated in a participating area, such well 
may be operated and produced by the party d r i l l i n g the same, subject to the 
conservation requirements of this agreement. The royalties in amount or 
value of production from any such well shall be paid as specified in the 
underlying lease and agreements affected. 

14. ROYALTY SETTLEMENT. The United States and any State and any 
royalty owner who is entitled to take in kind a share of the substances now 
unitized hereunder shall hereafter be entitled to the right to take in kind 
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i t s share of the unitized substances, and Unit Cperator, or the working 
interest owner i n case of the operation of a well by a working interest 
owner as herein provided for i n special cases, shall make deliveries of such 
royalty share taken i n kind i n conformity with the applicable contracts, 
laws, and regulations. Settlement for royalty interest not taken i n kind 
shall be made by working interest owners responsible therefor under existing 
contracts, laws and regulations, or by the Unit Cperator on or before the 
last day of each month for unitized substances produced during the preceding 
calendar month; provided, however, that nothing i n this section shall 
operate to relieve the lessees of any land from their respective lease 
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 production, or increasing ultimate recovery, in conformity with a plan 
of development and operation approved by the AO and the Land Conrnissioner, a 
like amount of gas, after settlement as herein provided for any gas 
transferred from any other participating area and with appropriate deduction 
for loss from any cause, may be withdrawn from the formation into which the 
gas is introduced, royalty free as to dry gas, but not as to any products 
which may be extracted therefrom; provided that such withdrawal shall be at 
such time as may be provided i n the approved plan of development and 
operation or as may otherwise be consented to by the AO and the Land 
Conrnissioner and Division 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 in 30 CFR 
Group 200 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 i n Section 42 at the rates specified i n the respective 
Federal leases, or at such other rate or rates as may be authorized by law 
or regulation and approved by the AO; 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 regulations 
as though each participating area were a single consolidated lease. 

Royalty due on account of State lands shall be computed and paid on the 
basis of a l l unitized substances allocated to such lands. 

15. RENTAL SETTLEMENT. Rental or minimum royalties due on leases 
ccrrmitted hereto shall be paid by appropriate working interest owners under 
existing contracts, laws, and regulations, provided that nothing herein 
contained shall operate to relieve the lessees of any land from their 
respective lease obligations for the payment of any rental or minimum 
royalty 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 
in the respective leases from the United States unless such rental or 
minimum royalty is waived, suspended, or reduced by law or by 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. 
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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 are corrmenced 
upon the land covered thereby within the time therein specified or rentals 
are paid for the privilege of deferring such d r i l l i n g operations, the 
rentals required thereby shall, notwithstanding any other provision of this 
agreement, be deemed to accrue and become payable during the term thereof as 
extended by this agreement and u n t i l the required d r i l l i n g operations are 
conmenced upon the land covered thereby, or u n t i l some portion of such land 
is included within a participating area. 

16. CONSERVATION. Operations hereunder and production of unitized 
substances shall be conducted to provide for the most economical and e f f i ­
cient recovery of said substances without waste, as defined by or pursuant 
to State or Federal law or regulation. 

17. DRAINAGE. The Unit Operator shall take such measures as the AO 
and Land Conrnissioner deems appropriate and adequate to prevent drainage of 
unitized substances from unitized land by wells on land not subject to this 
agreement, which shall include the d r i l l i n g of protective wells and which 
may include the payment of a f a i r and reasonable compensatory royalty as 
determined by the AO. 

18. LEASES AND CONTRACTS CONFORMED AND EXTENDED. The terms, con­
ditions, 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 
on lands corrmitted to this agreement 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 hereby consent that the Secretary and the Land Conrnissioner, as to 
State leases, shall and by his approval hereof, or by the approval hereof by 
his duly authorized representative, does hereby establish, alter, change, or 
revoke the d r i l l i n g , producing, rental minimum royalty, and royalty 
requirements of Federal and State leases conmitted hereto and the 
regulations i n respect thereto to conform said requirements to the 
provisions of this agreement, and, without limiting the generality of the 
foregoing, a l l leases, subleases, and contracts 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 obligations 
for development and operation with respect to each and every separately 
owned tract subject to this agreement, regardless of whether there is any 
development of any particular tract of this unit area. 

(b) D r i l l i n g and producing operations performed hereunder upon any 
tract at the time, such leases shall be extended for 2 years, and any tract 
of unitized lands w i l l be accepted and deemed to be performed upon 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 produce wells situated on 
the land therein enbraced. 
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(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 AO and the Land Conrnissioner 
shall be deemed to constitute such suspension pursuant to such direction or 
consent as to each and every tract of unitized land. A suspension of 
d r i l l i n g or producing operations limited to specified lands shall be 
applicable only to such lands. 

(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 and State of New Mexico conmitted to this agreement 
which, by i t s terms might expire prior to the termination of this agreement, 
is hereby extended beyond any such term so provided therein so that is shall 
be continued i n f u l l force and effect for and during the term of this 
agreement. 

(e) Any Federal lease ccrrmitted hereto shall continue i n force beyond 
the term so provided therein or by law as to the land conmitted so long as 
such lease remains subject hereto, provided that production of unitized 
substances in paying quantities is established i n paying' quantities under 
this unit agreement prior to the expiration date of the term of such lease, 
or i n the event actual d r i l l i n g operations are corrmenced on unitized land, 
in accordance with provisions of this agreement, prior to the end of the 
primary term of such lease and are being diligently prosecuted at that time, 
such lease shall be extended for 2 years, and so long thereafter as o i l or 
gas is produced i n paying quantities i n accordance with the provisions of 
the Mineral Leasing Act, as amended. 

( f ) Each sublease or contract relating to the operation and develop­
ment or unitized substances from lands of the United States conmitted to 
this agreement, which by i t s terms would expire prior to the time at which 
the underlying lease, as extended by the iirmediately preceding paragraph, 
w i l l expire 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) Any lease embracing lands of the State of New Mexico which is made 
subject to this agreement, shall continue i n force beyond the term provided 
therein as to the lands conmitted hereto u n t i l the termination hereof, 
provided that d r i l l i n g operations on the i n i t i a l test well are conmenced 
prior to the expiration dated of any State lease within the unit area, 
subject to the provisions of subsection (e) of Section 2 and subsection ( i ) 
of this Section 18. 

(h) The segregation of any Federal lease conmitted to this agreement 
is governed by the following provision i n the fourth paragraph of sec. 17(j) 
of the Mineral Leasing Act, as amended by the Act of September 2, 1960 (74 
Stat. 781-784) (30 U.S.C. 226(j): 

"Any [Federal] lease heretofore or hereafter coramtted to any such 
[unit] plan entoracing lands that are i n part within and i n part outside of 
the area covered by any such plan shall be segregated into separate leases 
as to the lands conmitted and the lands not conmitted as of the effective 
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date of unitization: Provided, however, That any such lease as to the 
nonunitized portion shall continue in 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 in paying quantities." 

( i ) Any lease embracing lands of the State of New Mexico having only a 
portion of it s lands conmitted hereto, shall be segregated as to the portion 
conmitted and the portion not conmitted, and the provisions of such lease 
shall apply separately to such segregated portions commencing as of the 
effective date hereof; provided, however, notwithstanding any of the 
provisions of this agreement to the contrary any lease embracing lands of 
the State of New Mexico having only a portion of i t s lands conmitted hereto 
shall continue in f u l l force and effect beyond the term provided therein as 
to a l l lands embraced in such lease, i f o i l or gas is discovered and is 
capable of being produced in paying quantities from some part of the lands 
embraced in such lease at the expiration of the secondary term of such 
lease; or i f , at the expiration of the secondary term, the lessee or Unit 
Cperator i f then engaged in bona fide d r i l l i n g or reworking operations on 
some part of the lands embraced in such lease, the same, as to a l l lands 
embraced therein, shall remain in f u l l force and effect so long as such 
operations are being diligently prosecuted, and i f they result in the 
production of o i l or gas, said lease shall continue in f u l l force and effect 
as to a l l of the lands embraced therein, so long thereafter as o i l or gas in 
paying' quantities is being produced from any portion of said lands. 

( j ) Any lease, other than a Federal lease, having only a portion of 
its lands conmitted hereto shall be segregated as to the portion conmitted 
and the portion not conmitted, and the provisions of such lease shall apply 
separately to such segregated portions corrmencing 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 in propor­
tion to the acreage of the respective tracts. 

19. CDNVENANTS RUN WITH LAND. The covenants herein shall be construed 
to be covenants running with the land with respect to the interests of the 
parties hereto and their successors in interest until this agreement 
terminates, and any grant, transfer or conveyance of interest in land or 
leases subject hereto shall be and hereby is conditioned upon the assumption 
of a l l privileges and obligations hereunder by the grantee, transferee, or 
other successor in interest. No assignment or transfer of any working-
interest, royalty, or other interest subject hereto shall be binding upon 
Unit Operator until the fi r s t day of the calendar month after Unit Operator 
is furnished with the original, photostatic, or certified copy of the 
instrument of transfer. 

20. EFFECTIVE DATE AND TERM. This agreement shall become effective 
upon approval by the AO and the Land Conrnissioner and shall automatically 
terminate 5 years from said effective date unless: 

(a) upon application by the Unit Cperator such date of expiration is 
extended by the AO, and the Land Conrnissioner, or 
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(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 
production of unitized substances i n paying quantities i n the formations 
tested hereunder, and after notice of intention to terminate this agreement 
on such ground is given by the Unit Operator to a l l parties i n interest at 
their last known addresses, this agreement is terminated with the approval 
of the AO, and the Land Cortmissioner, or 

(c) a valuable discovery of unitized substances i n paying quantities 
has been made or accepted on unitized land during said i n i t i a l term or any 
extension thereof, i n which event this agreement shall remain in effect for 
such term and so long hereafter as unitized substances can be produced, and 
are being produced as to State lands i n quantities sufficient to pay for the 
cost of producing same from wells on unitized land within any participating 
area established hereunder. Should production cease and diligent d r i l l i n g 
operations to restore production or new production are not i n progress or 
re-working within 60 days and production is not restored or should new 
production not be obtained i n paying quantities on conmitted lands within 
this unit area, this agreement w i l l automatically terminate effective the 
last day of the month i n which the last unitized production occurred, or 

(d) i t i s voluntarily terminated as provided i n this agreement. 
Except as noted herein, this agreement may be terminated at any time prior 
to the discovery of unitized substances which can be produced i n paying 
quantities by not less than 75 per centum, on an acreage basis, of the 
working interest owners signatory hereto, with the approval of the AO and 
the Land Conrnissioner. The Unit Operator shall give notice of any such 
approval to a l l parties hereto. Voluntary termination may not occur during 
the f i r s t 6 months of this agreement unless at least one obligation well 
shall have been d r i l l e d in conformance accordance with Section 9. 

21. RATE OF PROSPECTING, DEVELOPMENT, AND PRODUCTION. The AO 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 when 
such quantity and rate are not fixed pursuant to Federal or State law, or do 
not conform to any Statewide voluntary conservation or allocation program 
which is established, recognized, and generally adhered to by the majority 
of operators i n such State. The above authority is hereby limited to 
alteration or modifications which are i n the public interest. The public 
interest to be served and the purpose thereof, must be stated i n the order 
of alteration or modification. Without regard to the foregoing, the AO is 
also hereby vested with authority to alter or modify frcm 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 
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 of State law; 
provided, further, that no such alteration or modification shall be 
effective as to any land of the State of New Mexico, as to the rate of 
prospecting and developing i n the absence of the specific written approval 
thereof by the Coirmissioer 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 
Division. 
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Powers i n this section vested i n the AO shall only be exercised after 
notice to Unit Cperator and opportunity for hearing to be held not less than 
15 days from notice. 

22. APPFARANCES. Unit Operators shall, after notice to other parties 
affected, have the right to appear for and on behalf of any and a l l inter­
ests affected hereby before the Department of the Interior and the 
Conrnissioner of Public Lands and to appeal from orders issued under the 
regulations of said Department or Land Conrnissioner, or to apply for r e l i e f 
from any of said regulations, or i n any proceedings relative to operations 
before the Department, the Land Conrnissioner or any other legally 
constituted authority; provided, however, that any other interested party 
shall also have the right at i t s own expense to be heard i n any such 
prodeeding. 

23. NOTICES. A l l notices, demands, or statements required hereunder 
to be given or rendered to the parties hereto shall be i n writing and shall 
be personally delivered to the party or parties, or sent by postpaid regis­
tered or ce r t i f i e d mail, to the last-known address of the party or parties. 

24. NO WAIVER OF CERTAIN RIGHTS. Nothing contained in this agreement 
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 
invalidity of any law of the State where the unitized lands are located, or 
of the United States, or regulations 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. 

25. 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 the Unit Operator, despite the exercise of due care 
and diligence, is prevented from 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 or equipment i n the open market, or 
other matters beyond the reasonable control of the Unit Operator, whether 
similar to matters herein enumerated or not. 

26. NGNDISCRIMINATICN. In connection with the performance of work 
under this agreement, the Unit Operator agrees to comply with a l l the 
provisions of section 202 (1) to (7) inclusive, of Executive Order 11246 (30 
FR 12319), as amended, which are hereby incorporated by reference i n this 
agreement. 

27. LOSS OF 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 by induced to joi n i n this unit agree­
ment, such tract shall be automatically regarded as not conrnitted hereto, 
and there shall be such readjustment 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 to any royalty, working interest, or other interests subject 
thereto, 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 lands or leases, no payments of funds due the United State 
shall be withheld, but such funds shall be deposited as directed by the AO, 
and such funds of the State of New Mexico shall be deposited as directed by 



the Land Conrnissioner, to be held as unearned money pending final settlement 
of the t i t l e dispute, and then applied as earned or returned i n accordance 
with such final settlement. 

Unit Cperator as such is relieved from any responsibility for any 
defect or failure of any t i t l e hereunder. 

28. NONJOINDER AND SUBSEQUENT JOINDER. I f the owner of any substan­
t i a l interest i n a tract within the unit area f a i l s or refuses to subscribe 
or consent to this agreement, the owner of the working interest i n that 
tract may withdraw the tract from this agreement by written notice delivered 
to the proper BLM office, the Land Conrnissioner, the State Division, and the 
Unit Cperator prior to the approval of this agreement by the PO and the Land 
Cenmissioner. Any o i l or gas interests i n lands within the unit area not 
conmitted hereto prior to final approval may thereafter be conmitted hereto 
by the owner or owners thereof subscribing or consenting to this agreement, 
and, i f the interest is a working' interest, by the owner of such interest 
also subscribing to the unit operating agreement. After operation are 
cotrmenced hereunder, the right of subsequent joinder, as provisions i n this 
section, by a working interest owner is subject to such requirements or 
approval(s) i f any, pertaining to such joinder, as may be provided for i n 
the unit operating agreement. After final approval hereof, joinder by a 
nonworking interest owner must be consented to in writing by the working 
interest owner conmitted hereto and responsible for the payment of any 
benefits that may accrue hereunder i n behalf of such nonworking interest. A 
nonworking interest may not be conmitted to this unit agreement unless the 
corresponding working interest i s conmitted hereto. Joinder to the unit 
agreement by a working interest owner, at any time, must be accompanied by 
appropriate joinder to the unit operating agreement, i n order for the 
interest to be regarded as conmitted to this agreement. Except as may 
otherwise herein be provided, "Subsequent joinders to this agreement shall be 
effective as of the date of the f i l i n g with the AO, the Land Conrnissioner, 
and the State Division of duly executed counterparts of a l l or any papers 
necessary to establish effective commitment of any interest and/or tract to 
this agreement. 

29. CCWTERPARTS. This agreement may be executed in any number of 
counterparts, 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 consented 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 or whether or not i t is executed by a l l other parties owning or 
claiming an interest in the lands within the above-described unit area. 

30. SURRENDER. Nothing in this agreement shall prohibit the exercise 
by any working interest owner of the right to surrender vested i n such party 
by any lease, sublease, 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 surrender or by forfeiture as hereafter set 
forth, is bound by the terms of this agreement. 
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I f as a result of any such surrender, the working interest rights as to 
such lands become vested i n any party other that the fee owner of the 
unitized substances, said party may f o r f e i t such right and fo r f e i t benefits 
from operations hereunder as to said land to the party next i n the chain of 
t i t l e who shall be and become the owner of such working interest. 

I f as the result of any such surrender or forfeiture working interest 
rights become vested i n the fee owner of the unitized substances, such owner 
may:-

(a) accept those working interest rights subject to this agreement and 
the unit operating agreement; or 

(b) lease the portion of such land as is included i n a participating 
area established hereunder subject to this agreement and the unit operating 
agreement; or 

(c) provide for the independent operation of any part of such land 
that is not then included within a participating area established hereunder. 

I f the fee owner of the unitized substances does not accept the working 
interest rights subject to this agreement and the unit operating agreement 
or lease such lands as above provided 6 months after the surrendered or 
forfeited, working interest rights become become vested i n the fee owner; 
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 
working interest ownerships, and such owners of working interest shall 
compensate the fee owner of unitized substances i n such lands by paying- suns 
equal to the rentals, minimum royalties, and royalties applicable to such 
lands under the lease i n effeot when the lands were unitized. 

An appropriate accounting and settlement shall be made for a l l benefits 
accruing to or payments and expenditures made or incurred on behalf of such 
surrendered or forfeited working interest subsequent to the date of 
surrender or forfeiture, and payment of any moneys found to be owing by such 
an accounting shall be made as between the parties within 30 days. 

The exercise of any right vested i n a working interest owner to reas­
sign such working interest to the party from whom obtained shall be subject 
to the same conditions as set forth i n this seetion i n regard to the exer­
cise of a right to surrender. 

31. TAXES. The working interest owners shall render and pay for their 
account and the account of the royalty owners a l l v a l i d taxes on or measured 
by the unitized substances i n and under or that may be produced, gathered 
and sold from the land covered by this agreement after i t s effective date, 
or upon the proceeds derived therefrom. The working interest owners on each 
tract shall and may charge the proper proportion of said taxes to royalty 
owners having interest i n said tract, and may currently retain and deduct a 
sufficient amount of the unitized substances or derivative products, or new 
proceeds thereof, from the allocated share of each royalty owner to secure 
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reimbursement for the taxes so paid. No such taxes shall be charged to the 
United States or the State of New Mexico or to any lessor who has 
a contract with his lessee which requires the lessee to pay such taxes. 

32. NO PARTNERSHIP. It is expressly agreed that the relation of the 
parties hereto is that of independent contractors and nothing contained in 
this agreement, expressed or implied, nor any operations conducted hereun­
der, shall create or be deemed to have created a partnership or association 
between the parties hereto or any of them. 

IN WITNESS WHEREOF, the parties hereto have caused this agreement to be 
executed and have set opposite their respective names the date of execution. 

UNIT OPERATOR 

Date of Signature YATES PETROLEUM CORPORATION 

Bv 
At to rney-in-Fac t 

STATE OF NEW MEXICO ) 
: ss 

COUNTY OF EDDY ) 

The foregoing instrument was acknowledged before me this day 
of , 1984 by . , 
Attorney-in-Fact f o r YATES PETROLEUM CORPORATION, a New Mexico corporation 
on behalf of said corporation. 

My commission expires: 
Notary Public 
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i OPERATING AGREEMENT 
2 

3 THIS AGREEMENT, entered into bv and between YATES PETROLEUM CORPORATION, a New M e x i c . 
4 c o r p o r a t i o n , 207 S. 4 " S t r e e t , A r c a s i a New M e x i c o hereinafter designated and 

5 referred to as •"Operator", and the signatory party or parties other than Operator, sometimes hereinafter 

6 referred to individual ly herein as ""Non-Operator", and collectively as ""Non-Operators", 
7 
8 WITNESSETH: 
9 

10 WHEREAS, the parties to this agreement are owners of oil and gas leases and or o i l and gas i n -

11 terests in the land identified in Exhibi t " A " , and the parties hereto have reached an agreement to explore 

12 and develop these leases and or oil and gas interests for the production of o i l and gas to the extent and 

13 as hereinafter provided: 

14 

15 NOW, THEREFORE, i t is agreed as follows: 

16 

17 ARTICLE I . 
18 DEFINITIONS 
19 

20 " As used in this agreement, the following words and terms shall have the meanings here ascribed 
21 to them: 
22 A . The term "o i l and gas" shall mean oil . gas. casinghead gas, gas condensate, and a l l other l iquid 
23 or gaseous hydrocarbons and other marketable substances produced therewith, unless an intent to 
24 l imi t the inclusiveness of this term is specifically stated. 

25 B. The terms '"oil and gas lease", ""lease" and "leasehold" shall mean the oi l and gas leases cov-

26 ering tracts of land lying wi th in the Contract Area which are owned by the parties to this agreement. 
27 C. The term "'oil and gas interests" shail mean unleased fee and mineral interests in tracts of 
28 land lying wi th in the Contract Area which are owned by parties to this agreement. 

29 D. The term "Contract Area" shall mean al l of the lands, oi l and gas leasehold interests and o i l 
30 and gas interests intended to be developed and operated for oil and gas purposes under this agreement. 
31 Such lands, oi l and gas leasehold interests and oi l and gas interests are described in Exhibi t " A " . 
32 E. The term •"drilling un i t " shall mean the area f ixed for the dr i l l ing of one wel l by order or rule 
33 of any state or federal body havintj authority. I f a d r i l l ing unit is not f ixed by any such rule or order, 
34 a d r i l l ing unit shall be the dr i l l ing unit as established by the pattern of d r i l l ing in the Contract Area 
35 or as f ixed by express agreement of the Dr i l l ing Parties. 

36 F. The term "dr i l l s i te" shall mean the oil and gas lease or interest on which a proposed well is to 
37 be located. 

38 G. The terms "Dr i l l i ng Party" and "Consenting Party" shall mean a party who agrees to jo in i n 
39 and pay its share of the cost of any operation conducted under the provisions of this agreement. 
40 H . The terms "Non-Dr i l l ing Party" and "Non-Consenting Party" shall mean a party who elects 
41 not to participate in a proposed operation. 
42 

43 Unless the context otherwise clearly indicates, words used in the singular include the plural , the 
44 plural includes the singular, and the neuter gender includes the masculine and the feminine. 
45 

46 ARTICLE I I . 
47 EXHIBITS 
48 
49 The fol lowing exhibits, as indicated below and attached hereto, are incorporated in and made a 
50 part hereof: 

51 A. Exhibit " A " , shail include the fol lowing informat ion: 
52 (1) Identification of lands subject to agreement, 

53 (2) Restrictions, if any, as to depths or formations, 
54 (3) Percentages or fractional interests of parties to this agreement. 
55 (4) O i l and gas leases and, or oil and gas interests subject to this ag reemen t . "L i s t ed unde r E x h i b i 

56 (5) Addresses of parties for notice purposes. & * 
57 £2 5, S:<r.ifait • 7-jim of Leqjc. 

53 [23 C Exhibit "C", Accounting Procedure. il 

59 21 D. Exhibit " D " . Insurance. 
60 (Xj E. Exhibit "E" , Gas Balancing Agreement. . 
61 [XI F. Exhibit "F", Non-Discrimination and Certification of Non-Segregated Facilities. -r? 
62 i 3 G - E x h i b i t "G", Tax Partnership Agreement ~* 

63 I f any provision of any exhibit, except Exhibit "E", is inconsistent wi th any provision contained 

64 in the body of this agreement, the provisions in the body of this agreement shail prevail. . :'""* 'y. 

65 i f f l - l '\ 
66 ,;; 1 ' " . ''•] 
67 

68 

69 

70 

- I -

•• '• '"— ,v> 
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1 ARTICLE I I I . 
2 INTERESTS OF PARTIES 
3 
4 A. Oil and Gas Interests: 
5 
6 If any party owns an unleased oil and gas interest in the Contract Area, that interest shall be 
7 treated for the purpose of this agreement and during the term hereof as if it were a leased interest 
8 under the form of oil and gas lease attached as Exhibit "B". As to such interest, the owner shall re-
9 ceive royalty on production as prescribed in the form of oil and gas lease attached hereto as Exhibit 

10 "B". Such party shall, however, be subject to all of the provisions of this agreement relating to lessees, 
11 to the extent that it owns the lessee interest. 
12 
13 B. Interest of Parties in Costs and Production: 
14 
15 Exhibit "A" lists all of the parties and their respective percentage or fractional interests under this 
16 agreement. Unless changed by other provisions, all costs and liabilities incurred in operations under 
17 this agreement shall be borne and paid, and all equipment and material acquired in operations on the 
18 Contract Area shall be owned by the parties as their interests are shown in Exhibit "A". All produc-
19 tion of oil and gas from the Contract Area, subject to the payment of lessor's royalties which will bo 
20 borne by tho Joint Aooount. shall also be owned by the parties in the same manner during the term 
21 hereof; provided, however, this shall not be deemed an assignment or cross-assignment of interests cov-
22 ered hereby. 
23 
24 ARTICLE IV. 
25 TITLES 
26 
27 A. Title Examination: 
28 
29 Title examination shall be made on the drillsite of any proposed well prior to commencement of 
30 drilling operations or, if the Drilling Parties so request, title examination shall be made on the leases 
31 and or oil and gas interests included, or planned to be included, in the drilling unit around such well. 
32 The opinion wi l l include the ownership of the working interest, minerals, royalty, overriding royalty 
33 and production payments under the applicable leases. At the time a well is proposed, each party con-
34 tributing leases and or oil and gas interests to the drillsite, or to be included in such drilling unit, shall 
35 furnish to Operator all abstracts (including Federal Lease Status Reports), title opinions, title papers 
36 and curative material in its possession free of charge. Al l such information not in the possession of or 
37 made available to Operator by the parties, but necessary for the examination of title, shall be obtained 
38 by Operator. Operator shall cause title to be examined by attorneys on its staff or by outside a'.torneys. 
39 Copies of all title opinions shall be furnished to each party hereto. The cost incurred by Operator in 
40 this title program shall be borne as follows: 
41 
42 £ Option ?'7o. ! :—Cor.ti inonirori hv Onprntnn in nrnni iiniri n nhntiinptn nnr! Htln p'jnmmntinn < i n r ] , i f j \ n ~ 

43 preliminary, supplemental, shut-in gas royalty opinions mrt " • h ' h "p 'r t i"" 0 ) shall be a 
44 part of the administrative oyrrhmri i hin irirri in ["rniliit "C," and shall not be a direct charge, whether 
45 .'ui.iTSi? oy o'porator'c otaff attornoyo or by outoido attornoyn. 
46 
47 [XJ Option No. 2: Costs incurred by Operator in procuring abstracts and fees paid outside attorneys 
48 for title examination (including preliminary, supplemental, shut-in gas royalty opinions and division 
49 order title opinions) shall be borne by the Drilling Parties in the proportion that the interest of each 
50 Drilling Party bears to the total interest of all Drilling Parties as such interests appear in Exhibit "A". 
51 Operator shall make no charge for services rendered by its staff attorneys or other personnel in the 
52 performance of the above functions. 
5 3 / u t i l i z i n g i t s bes t e f f o r t s t o o b t a i n 
54 Each party shall be responsible for'GC'Cm-ing curative matter and pooling amendments or agreements 
55 required in connection with leases or oil and gas interests contributed by such party. The Operator shall be 
56 responsible for the preparation and recording of Pooling Designations or Declarations as well as the 
57 conduct of hearings before Governmental Agencies for the securing of spacing or pooling ordersfcThis 
58 shall not prevent any party from appearing on its own behalf at any such hearing. 
59 
60 No well shall be drilled on the Contract Area until after (1) the title to the drillsite or drilling unit 
61 has been examined as above provided, and (2) the title has been approved by the examining attorney or 
62 title has been accepted by all of the parties who are to participate in the drilling of the well. J~_ 
63 c*4-*-~-
64 B. Loss of Title: -^Z0^ 

66 1. Failure of Title: Should any oil and gas interest or lease, or interest therein, be. lost through 
. > • , "«j-> ••" • 

67 failure of title, which loss results in a reduction of interest from that shown on Exhibit "A^trn&ae-ree-
68 ment, nevertheless, shall continue in force as to all remaining oil and gas leases and interjatts^aiKt'l. 
69 (a) The party whose oil and gas lease or interest is affected by the title failure'shall bear alone 
70 the entire loss and it shall not be entitled to recover from Operator or the other parties any, development..... 

_ o _ 
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1 or operating costs which it may have theretofore paid, but there shall be no monetary l iabi l i ty on its 
2 part to the other parties hereto for dr i l l ing , development, operating or other similar costs by reason of 

3 such title fa i lure: and 
4 (b) There shall be no retroactive adjustment of expenses incurred or revenues received f rom the 
5 operation of the interest which has been lost, but the interests of the parties shall be revised on an acre-
6 age basis, as of the time i t is determined f inal ly that t i t le fai lure has occurred, so that the interest of 

7 the party whose lease or interest is affected by the t i t le fai lure w i l l thereafter be reduced in the Contract 
8 Area by the amount of the interest lost; and 

9 (c) I f the proportionate interest of the other parties hereto in any producing wel l theretofore dri l led 

10 on the Contract Area is increased by reason of the t i t le fai lure, the party whose tit le has failed shall 
11 receive the proceeds attributable to the increase in such interests (less costs and burdens attributable 

12 thereto) unt i l i t has been reimbursed for unrecovered costs paid by i t in connection w i t h such wel l ; 
13 and 

14 (d) Should any person not a party to this agreement, who is determined to be the owner of any i n -

15 terest in the t i t le which has failed, pay in any manner any part of the cost of operation, development, 
16 or equipment, such amount shall be paid to the party or parties/who bore the costs which are so re fund-

17 ed; and whose t i t l e f a i l e d 
18 (e) Any l iabi l i ty to account to a th i rd party for prior production of oil and gas which arises by 
19 reason of t i t le fa i lure shall be borne by the party or parties/n the same Droportions in which thev shared 
20 in such prior production; and w h o s e t i t l e f a i l e d 

21 ( f ) No charge shall be made to the joint account for legal expenses, fees or salaries, i n connection 
22 wi th the defense of the interest claimed by any party hereto, i t being the intention of the parties 
23 hereto that each shall defend tit le to its interest and bear a l l expenses in connection therewith. 
24 
25 2. Loss by Non-Payment or Erroneous Payment of Amount Due: I f , through mistake or oversight, 
26 any rental, shut-in wel l payment, minimum royalty or royalty payment, is not paid or is erroneously 
27 paid, and as a result a lease or interest therein terminates, there shall be no monetary l iabi l i ty against 
28 the party who failed to make such payment. Unless the party who failed to make the required payment 
29 secures a new lease covering the same interest w i t h i n ninety (90) days f rom the discovery of the f a i l -

30 ure to make proper payment, which acquisition w i l l not be subject to Art ic le VI I I .B . , the interests of 
31 the parties shall be revised on an acreage basis, effective as of the date of termination of the lease i n -

32 volved, and the party who failed to make proper payment w i l l no longer be credited w i t h an interest in 
33 the Contract Area on account of ownership of the lease or interest which has terminated. In the event 

34 the party who failed to make the required payment shall not have been f u l l y reimbursed, at the time of 
35 the loss, f r o m the proceeds of the sale of o i l and gas attributable to the lost interest, calculated on an 

36 acreage basis, for the development and operating costs theretofore paid on account of such interest, i t 
37 shall be reimbursed for unrecovered actual costs theretofore paid by i t (but not for its share of the 
38 cost of any dry hole previously dri l led or wells previously abandoned) f rom so much of the fol lowing 
39 as is necessary to effect reimbursement: 
40 (a) Proceeds of oil and gas, less operating expenses, theretofore accrued to the credit of the lost 
41 interest, on an acreage basis, up to the amount of unrecovered costs; 
42 (b) Proceeds, less operating expenses, thereafter accrued attributable to the lost interest on an 
43 acreage basis, of that portion of oil and gas thereafter produced and marketed (excluding production 
44 f r o m any wells thereafter dri l led) which, in the absence of such lease termination, would be attributable 
45 to the lost interest on an acreage hasis, up to the amount of unrecovered costs, the proceeds of said 
46 portion of the oi l and gas to be contributed by the other parties in proportion to their respective i n -
47 terests; and 

48 (c) Any monies, up to the amount of unrecovered costs, that may be paid by any party who is, or 
49 becomes, the owner of the interest lost, for the privilege of participating in the Contract Area or be-
50 coming a party to this agreement. 
51 

52 3. Other Losses: A l l losses incurred, other than those set fo r th in Articles I V . B . l . and IV.B.2. 
53 above, shall not be considered failure of t i t le but shall be joint losses and shall be borne by all parties 
54 in proportion to their interests. There shall be no readjustment of interests in the remaining portion of 
55 the Contract Area. 
56 
57 ARTICLE V. 
58 • OPERATOR ^ 
59 -• 
60 A . DESIGNATION AND RESPONSIBILITIES OF OPERATOR: \ 
61 ~"r 

62 YATES PETROLEUM CORPORATION, 207 S o u t h 4 t h S t r e e t , A r t e s i a , NM 88210 s h a i I fte t h e 

63 Operator of the Contract Area, and shall conduct and direct and have f u l l control of all operations on 
64 the Contract Area as permitted and required by, and wi th in the limits of, this agreement.. I t shall" con-
65 duct all such operations in a good and workmanlike manner, but it shall have no l iabi l i ty "as Operator 
66 to the other parties for losses sustained or liabilities incurred, except such as may result f rom gross 
67 negligence or w i l l f u l misconduct. .V*: _f • _ 

69 ; 

70 ' • •'--•Z-'.-.l-
- 3 -



A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977 

1 B. llesigiiation <>r Removal of Operator and Selection of Successor: 

3 1. Resignation or Removal of Operator: Operator may resign at any time by giving writ ten notice 
4 thereof to Non-Operators. If Operator terminates its legal existence, no longer owns an interest in tiie 
5 Contract Area, or is no longer capable of serving as Operator, it shall cease to be Operator without any 
6 action by Non-Operator, except the selection of a successor. Operator may be removed i f i t fails or 
7 refuses to carry out its duties hereunder, or becomes insolvent, bankrupt or is placed in receivership, 
3 by the aff irmative vote of two (2) or more Non-Operators owning a majori ty interest based on owner-
9 ship as shown on Exhibit " A " , and not on the number of parties remaining after excluding the voting 

10 interest of Operator. Such resignation or removal shall not become effective unt i l 7:00 o'clock A .M. 
11 on the first day of the calendar month following the expiration of ninety (90) days after the giving of 
12 notice of resignation by Operator or action by the Non-Operators to remove Operator, unless a successor 
13 Operator has been selected and assumes the duties of Operator at an earlier date. Operator, after effect-
14 ive date of resignation or removal, shall be bound by the terms hereof as a Non-Operator. A change of 
15 a corporate name or structure of Operator or transfer of Operator's interest to any single subsidiary, 
16 parent or successor corporation shall not be the basis for removal of Operator. 
17 

18 2. Selection of Successor Operator: Upon the resignation or removal of Operator, a successor Op-
19 erator shall be selected by the Parties. The successor Operator shall be selected f rom the parties owning 
20 an interest in the Contract Area at the time such successor Operator is selected. I f the Operator that 
21 is removed fails to vote or votes only to succeed itself, the successor Operator shall be selected by the 
22 aff i rmative vote of two (2) or more parties owning a majori ty interest based on ownership as shown 
23 on Exhibit " A " , and not on the number of parties remaining after excluding the voting interest of the 
24 Operator that was removed. I n the event of a c o n f l i c t between these p r o v i s i o n s and 
25 the Unit Agreement, s a i d Unit Agreement s h a l l p r e v a i l . 
26 C. Employees: 
27 

28 The number of employees used by Operator in conducting operations hereunder, their selection, 
29 and the hours of labor and the compensation for services performed, shall be determined by Operator, 
30 and all such employees shall be the employees of Operator. 
31 
32 D. Dr i l l ing Contracts: 
33 

34 A l l wells drilled on the Contract Area shall be drilled on a competitive contract basis at the usual 
35 rates prevailing in the area. I f it so desires. Operator may employ its own tools and equipment in the 
36 dr i l l ing of wells, but its charges therefor shail not exceed the prevailing rates in the area and the rate 
37 of such charges shall be agreed upon by the parties in wr i t ing before dr i l l ing operations are com-
38 menced. and such work shall be performed by Operator under the same terms and conditions as are 
39 customary and usual in the area in contracts of independent contractors who are doing work of a sim-
40 ilar nature. 
41 
42 ARTICLE V I . 
43 DRILLING AND DEVELOPMENT 
44 
45 A. Ini t ia l Well: 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 

53 unless granite or other practically impenetrable substance or condition in the hole, which renders 
59 further dri l l ing impractical, is encountered at a lesser depth, or unless all parties agree to complete or 
60 abandon the weil at a lesser depth, a l l s u b j e c t t o t h e t e rms and p r o v i s i o n s o f t h e 
61 U n i t A g r e e m e n t . 
62 Operator shall make reasonable tests of nil formations encountered during dr i l l ing which give m-
63 dication of containing oil and gas in quantities sufficient to test, unless this agreement shall bo limited 
64 in its application to a specific formation or formations, in which event Operator shall be required to 
65 test only the formation or formations to which this agreement may apply. 
66 
67 If , in Operator's judgment, the well w i l l not produce oil or gas in paying quantities, and it wishes 
(53 to plug and abandon the well as a dry hole, it shall first secure the consent of all parties and shall 
69 plug and abandon same as provided in Article V I . E . l . hereof. , s u b j e c t t o t h e t e rms and 
70 p r o v i s i o n s o f t h e U n i t A g r e e m e n t . . 

The i n i t i a l w e l l w i l l be t h e f i r s t w e l l r e q u i r e d b y t h e U n i t Agreement and 
s h a l l be d r i l l e d w i t h due d i l i g e n c e t o a d e q u a t e l y t e s t t h e basement 
a t a p p r o x i m a t e l y 3350 f e e t . 
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1 B. Subsequent Operations: SEE ARTICLE XV. A.FOR ADDITIONAL PROVISIONS 

3 1. Proposed Operations: Should any party hereto desire to d r i l l any well on the Contract Area 
4 othci 1 '-htm '.he weil provided i'or in Article VTn\i, or to rework, deepen or plug back a dry hole dri l led 
5 at the joint expense of all parties or a well jo in t ly owned by all the parties and not then producing 

6 in paying quantities, the party desiring to d r i l l , rework, deepen or plug back such a wel l shall give the '" 
7 other parties wri t ten notice of the proposed operation, specifying the work to be performed, the loca-
8 tion. proposed depth, objective formation and the estimated cost of the operation. The parties receiv- I 
9 ing such a notice shall have s i x t y ( 6 0 ) days after receipt of the notice wi th in which to not i fy the 

10 parties wishing to do the work whether they elect to participate in the cost of the proposed operation. 
11 I f a dr i l l ing rig is on location, notice of proposal to rework, plug back or d r i l l deeper may be given 

12 by telephone and the response period shall be l imited to forty-eight (48) hours, exclusive of Saturday, 
13 Sunday or legal holidays. Failure of a party receiving such notice to reply within the period above f ixed 

14 shall constitute an election by that party not to participate in the cost of the proposed operation. Any 
15 notice or response given by telephone shall be promptly confirmed in wr i t ing . 
16 
17 2. Operations by Less than A l l Parties: I f any party receiving such notice as provided in Art icle 
18 VT.B.l . or V I . E . l . elects not to participate in the proposed operation, then, in order to be entitled to 
19 the benefits of this article, the party or parties giving the notice and such other parties as_ shall elect 
20 to participate in the operation shall, wi th in sixty (60) days after the expiration of the notice period of 
21 s i x t y ( 6 0 ' ) d a y s (or as promptly as possible after the expiration of the forty-eight (48) hour period 
22 where the dr i l l ing rig is on location, as the case may be) actually commence work on the proposed 
23 operation and complete i t w i t h due diligence. Operator shall perform al l work for the account of the 
24 Consenting Parties: provided, however, if no dr i l l ing rig or other equipment is on location, and if Op-
25 erator is a Non-Consenting Party, the Consenting Parties shall either: (a) request Operator to perform 
26 the work required by such proposed operation for the account of the Consenting Parties, or (b) desig-
27 nate one (1) of the Consenting Parties as Operator to perform such work. Consenting Parties, when 
28 conducting operations on the Contract Area pursuant to this Art ic le VI.B.2., shall comply w i t h al l terms 
29 and conditions of this agreement. 
30 
31 I f less than a l l parties approve any proposed operation, the proposing party, immediately after the 
32 expiration of the applicable notice period, shall advise the Consenting Parties of (a) the total interest 
33 of the parties approving such operation, and (b) its recommendation as to whether the Consenting Par-
34 ties should proceed wi th the operation as proposed. Each Consenting Party, wi th in for ty-eight (48) 
35 hours (exclusive of Saturday, Sunday or legal holidays) after receipt of such notice, shall advise the 
36 proposing party of its desire to (a) l imi t participation to such party's interest as shown on Exhibit " A " , 
37 or (b) carry its proportionate part of Non-Consenting Parties' interest. The proposing party, at its 
38 election, may withdraw such proposal if there is insufficient participation, and shall promptly no t i fy 
39 a l l parties of such decision. 
40 

41 The entire cost and risk of conducting such operations shall be borne by the Consenting Parties in 
42 the proportions they have elected to bear same under the terms of the preceding paragraph. Consenting 

43 Parties shall keep the leasehold estates involved i n such operations free and clear of all liens and 

44 encumbrances of every k ind created by or arising f r o m the operations of the Consenting Parties. I f such 
45 an operation results in a dry hole, the Consenting Parties shall plug and abandon the wel l at their sole 
46 cost, risk and expense. I f any well dril led, reworked, deepened or plugged back under the provisions 
47 of this Art icle results in a producer of oil and/or gas in paying quantities, the Consenting Parties shall 
48 complete and equip the wel l to produce at their sole cost and risk, and the well shall then be turned 
49 over to Operator and shall be operated by i t at the expense and for the account of the Consenting Parties. 
50 Upon commencement of operations for the dr i l l ing , reworking, deepening or plugging back of any such 
51 wel l by Consenting Parties in accordance wi th the provisions of this Article, each Non-Consenting Party 
52 shall be deemed to have relinquished to Consenting Parties, and the Consenting Parties shall own and 
53 be entitled to receive, in proportion to their respective interests, a l l of such Non-Consenting Party's 
54 interest in the well and share of production therefrom unt i l the proceeds of the sale of such share, 
55 calculated at the well , or market value thereof i f such share is not sold (after deducting production 
56 taxes, crude o i l excise taxes, royalty, overriding r o y a l t y and other interests existing 
57 on the e f f e c t i v e date hereof, payable out of or measured by the production from such 
58 'well accruing with respect to such i n t e r e s t u n t i l i t reverts ) s h a l l equal.' the t o t a l 
59 of the following; £ 
60 (a) 100% of each such Non-Consenting Party's share of the cost of any newly acquired "surface 
61 equipment beyond the wellhead connections (including, but not l imited to. stock tanks, separators. 
62 treaters. pumping equipment and piping), plus 100% of each such Non-Consenting Party's shara~of the 
63 cost of operation of the well commencing wi th f irst production and continuing unti l each sucii- Non-
64 Consenting Party's relinquished interest shall revert to i t under other provisions of this A>-ft.Fiet'rrrbeing 

65 agreed that each Non-Consenting Party's share of such costs and equipment w i l l be thaV~intereat-, which 

66 would have been chargeable to each Non-Consenting Party had / participated in the welt from-the be-
67 ginning of the oDeration; and all parties V.;'.." ^ 

\ -—.- • .<o . 

69 f h ) 500% of that portion of the costs and expenses of dr i l l ing reworking, deepening, or p lugging ' 

70 back, testing and completing, after deducting any cash contributions received under Art icle VI.II.C.., and . ' 

- 5 -
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1 500% of that portion of the cost of newly acquired equipment in the well (to and including the well-
2 head connections), which would have been chargeable to such Non-Consenting Party if j had partici-
3 pated therein. a l l t i e s 

4 
5 Gas production attributable to any Non - Consenting Party's relinquished interest upon such Party's 
6 election, shail be sold to its purchaser, if available, under the terms of its existing gas sales con-
7 tract. Such Non - Consenting Party shall direct its purchaser to remit the proceeds receivable from 
8 such sale direct to the Consenting Parties until the amounts provided for in this Article are recov-
9 ered from the Non - Consenting Party's relinquished interest. I f such Non -.Consenting .Party has not, 

,n . j <• , e ' i , ,. .. . . ., . , , . o r w i t n i n bU days t n e r e a r t e r 
10 contracted for sale of its gas .at the time, such gas is available for delivery/ or has not made the eiec-

w i t h i n such oTLaav p e r i o d 
11 tion as provided above/, the Consenting Fames shaU own and be entitled to receive and sell such Non-
12 Consenting Party's share of gas as hereinabove provided during the recoupment period. The Non— 
,o Consent ing Pa r ty s h a l l exe rc i s e the e l e c t i o n by g i v i n g to tne Consenting Pa r ty w r i t t * 
1 n o t i c e o t i t s e l e c t i o n to s e l l gas under i t s own c o n t r a c t . 
14 During the period of time Consenting Parties are entitled to receive Non-Consenting Party's share 
15 of production, or the proceeds therefrom, Consenting Parties shall be responsible for the payment of 
16 all production, crude o i l excise taxes, severance, gathering and other taxes, and a l l 
17 royalty, overriding royalty and other burdens applicable to Non-Consenting Party's 
18 share of production. 
19 In the case of any reworking, plugging back or deeper drilling operation, the Consenting Parties shall 
20 be permitted to use, free of cost, all casing, tubing and other equipment in the well, but the ownership of 
21 all such equipment shall remain unchanged; and upon abandonment of a well after such reworking, 
22 plugging back or deeper drilling, the Consenting Parties shall account for all such equipment to the 
23 owners thereof, with each party receiving its proportionate part in kind or in value, less cost of 
24 salvage. 
25 
26 Within sixty (60) days after the completion of any operation under this Article, the party con-
27 ducting the operations for the Consenting Parties shall furnish each Non-Consenting Party with an in -
28 ventory of the equipment in and connected to the well, and an itemized statement of the cost of drilling, 
29 deepening, plugging back, testing, completing, and equipping the well for production; or, at its option, 
30 the operating party, in lieu of an itemized statement of such costs of operation, may submit a detailed 
31 statement of monthly billings. Each month thereafter, during the time the Consenting Parties are being 
32 reimbursed as provided above, the Party conducting the operations for the Consenting Parties shall furn-
33 ish the Non-Consenting Parties with an itemized statement of all costs and liabilities incurred in the 
34 operation of the well, together with a statement of the quantity of oil and gas produced from it and the 
35 amount of proceeds realized from the sale of the well's working interest production during the preceding 
36 month. In determining the quantity of oil and gas produced during any month. Consenting Parties 
37 shall use industry accepted methods such as, but not limited to, metering or periodic well tests. Any 
38 amount realized from the sale or other disposition of equipment newly acquired in connection with any 
39 such operation which would have been owned by a Non-Consenting Party had it participated therein 
40 shall be credited against the total unreturned costs of the work done and of the equipment purchased, 
41 in determining when the interest of such Non-Consenting Party shall revert to it as above provided; 
42 and if there is a credit balance, it shall be paid to such Non-Consenting party. 
43 
44 If and when the Consenting Parties recover from a Non-Consenting Party's relinquished interest 
45 the amounts provided for above, the relinquished interests of such Non-Consenting Party shall auto-
46 matically revert to it, and. from and after such reversion, such Non-Consenting Party shall own the same 
47 interest in such well, the material and equipment in or pertaining thereto, and the production there-
48 from as such Non-Consenting Party would have been entitled to had it participated in the drilling. 
49 reworking, deepening or plugging back of said well. Thereafter, such Non-Consenting Party shall be 
50 charged with and shall pay its proportionate part of the further costs of the operation of said well in 
51 accordance with the terms of this agreement and the Accounting Procedure, attached hereto. 
52 
53 Notwithstanding the provisions of this Article VI.3.2., it is agreed that without the mutual consent 
54 of all parties, no wells shall be completed in or produced from a source of supply from which a well 
55 located elsewhere on the Contract Area is producing, unless such well conforms to the then-existing 
56 well spacing pattern for such source of supply. 
57 
58 The provisions of this Article shall have no application whatsoever to the drilling of the3nitiai" 
59 well described in Article VI.A. except (a) when Option 2, Article VII.D.l . , has been selected,.-or (b) 
60 to the reworking, deepening and plugging back of such initial well, if such well is or thereafter;.shall 
61 prove to be a dry hole or non-commercial well, after having been drilled to the depth specified in'A.rticle 
62 VI.A. I?) 
63 X" " 
64 C. Right to Take Production in Kind: SEE ARTICLE XV.B. FOR ADDITIONAL PR0VISXD:f3 

65 E a ch partly e l e c t i n g tn take In kind or separately dispose of Us proportionate share of the production from the Contract Area 
gg s h a l l keep accurate records of the volume, s e l l i n g p r i c e , r o y a l t y and taxes r e l a t i v e to I t s share of production. Non-Operators 

a h a l l , upon request, f u r n i s h Operator v i t h true and complete copies of the records required to be kept hereunder whenever, under 
DI the terns of t h i s .isreement or any agreement executed in connection herewith. I t l s necessary for the Operator to obtain said inform 
gg t i o n . Any information furnished to Operator hereunder s h a l l be used by Operator only to the extent necessary to carry out i t s 

duties as Operator and s h a l l otherwise be kept c o n f i d e n t i a l 

69 
70 

Each party shall have the right to take in kind or separately dispose of i t s proportionate share of a l l o i l and ;as produced 
from the Contract Area, exclusli-e of production which may be used in development and producing operations and in preparing and 
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Creating o i l for marketing purposes and production unavoidably lost. Any extra expenditure Incurred In tha taking in kind or sepan 
disposition hy any party of Its proportionate share of the production shall be borne by such party. Any party taking I t s share of 

1 production in kind shall be required to pay for only I t s proportionate share of such part of Operator's surface f a c i l i t i e s which l t 
uses. 

2 
3 
4 Each party shall execute such division orders and contracts as may be necessary for the sale of its 
5 interest in production f rom the Contract Area, and. except as provided in Article VI I .B . . shall be entitled . 
6 to receive payment direct f r o m the purchaser thereof for its share of al l production. 

8 In the event any party shall fa i l to make the arrangements necessary to take in kind or separately 

9 dispose of its proportionate share of the oil and gas produced f rom the Contract Area, Operator shall have 
10 the right, subject to the revocation at w i l l by the party owning i t , but not the obligation, to purchase such 
11 oil and gas or sell i t to others at any time and f rom time to time, for the account of the non-taking 

12 party at the best price obtainable in the area for such production. Any such purchase or sale by Op-
13 erator shall be subject always to the right of the owner of the production to exercise at any time its 

14 right to take in kind, or separately dispose of, its share of all oil and gas not previously delivered to a 
15 purchaser. Any purchase or sale by Operator of any other party's share of oil and gas shall be only for 
16 such reasonable periods of time as are consistent w i t h the minimum needs of the industry under the 

17 particular circumstances, but in no event for a period in excess of one (1) year. Notwithstanding the 
18 foregoing. Operator shall not make a sale, including one into interstate commerce, of any other party's 
19 share of gas production without f irst giving such other party th i r ty (30) days notice of such intended 

20 sale. 
21 
22 

In the event any parry hereto i s aot at any time caking or marketing iC3 share of gas 
production and Operator i s e i t h e r ( i ) u n w i l l i n g to purchase or s e l l or ( i i ) unable to 

23 obtain the p r i o r w r i t t e n consent to purchase or s e l l such party's share of gas production, 
2^ or i n the event any party has contracted to s e l l i t s share of gas produced from the Contract 

Area to a purchaser which does not at any cine while chis agreement i3 i n e f f e c t take the 
25 f u l l share of gas a t t r i b u t a b l e to che i n t e r e s t of such party, chen i a any such event the 
2g teras and conditions of the Gas Balancing Agreeaent attached hereto as Ex h i b i t "S" and 

incorporated herein s h a l l automatically become e f f e c t i v e . 

27 
28 
29 D. Access to Contract Area and Information: 
30 
31 Each party shall have access to the Contract Area at al l reasonable times, at its sole risk to inspect 
32 or observe operations, and shall have access at reasonable times to information pertaining to the de-
33 velopment or operation thereof, including Operator's books and records relating thereto. Operator, upon 
34 request, shall furnish each of the other parties w i t h copies of al l forms or reports f i led w i th govern-
35 mental agencies, daily d r i l l ing reports, well logs, tank tables, daily gauge and run tickets and reports 
36 of stock on hand at the f i rs t of each month, and shall make available samples of any cores or cuttings 
37 taken f r o m any well dri l led on the Contract Area. The cost of gathering and furnishing information to 
38 Non-Operator, other than that specified above, shall be charged to the Non-Operator that requests the 
39 information. 
40 
41 E. Abandonment of Wells: 
42 
43 1. Abandonment of Dry Holes: Except for any wel l dr i l led pursuant to Article VI.B.2.. any wel l 
44 which has been dri l led under the terms of this agreement and is proposed to be completed as a dry hole 
45 shail not be plugged and abandoned without the consent of all parties. Should Operator, after diligent 
46 effort , be unable to contact any party, or should any party fa i l to reply wi th in forty-eight (48) hours 
47 (exclusive of Saturday,, Sunday or legal holidays) after receipt of notice of the proposal to plug and 
48 abandon such well , such party shall be deemed to have consented to the proposed abandonment. A l l 
49 such wells shall be plugged and abandoned in accordance wi th applicable regulations and at the cost, 
50 risk and expense of the parties who participated in the cost of dr i l l ing of such well . Any party who ob-
51 jects to the plugging and abandoning such wel l shall have the right to take over the wel l and conduct 
52 fur ther operations in search of oil and or gas subject to the provisions of Art icle V L B . 
53 
54 2. Abandonment of Wells that have Produced: Except for any well which has been dril led or re-
55 worked pursuant to Article VI.3.2. hereof for which the Consenting Parties have not been f u l l y re im-
56 bursed as therein provided, any well which has been completed as a producer shall not be plugged and 
57 -abandoned without the consent of all parties. I f a l l parties consent to such abandonment, the wei t sha l l 
58 be plugged and abandoned in accordance wi th applicable regulations and at the cost, risk and expense 
59 of all the parties hereto. I f , wi thin th i r ty (30) days after receipt of notice of the proposed abandonment 
60 of such well, al l parties do not agree to the abandonment of any well, those wishing to continue its-op-
61 eration shall tender to each of the other parties its proportionate share of the value of the well's salvable 
62 material and equipment, determined in accordance wi th the provisions of Exhibit "C", less the esiirr.ated 
63 cost of salvaging and the estimated cost of plugging and abandoning. Each abandoning part^-.shall 
64 assign to the non-abandoning parties, without warranty, express or implied, as to title or as'Tiycjuahtity, 
65 quality, or fitness for use of the equipment and material, all of its interest in the well and vfelated equip-
66 ment, together wi th its interest i n the leasehold estate as to, but only as to, the interval on intervals o i the 
67 formation or formations then open to production. I f the interest of the abandoning party^is. or.:nchides 
68 an oil and gas interest, such party shall execute and deliver to the non-abandoning party 7^g^i>vrEtieaT^in 
69 oil and gas lease, l imited to the interval or intervals of the formation or formations thert'open to pro'duc-
70 tion, for a term of one year and so long thereafter as oi l and/or gas is produced from the; interval .or inter.—- • 

- 7 -
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1 vals of the formation or formations covered thereby, such lease to be on the form attached as Exhibit 
2 " B " . The assignments or leases so limited shall encompass the "d r i l l ing unit" upon which the weil is 
3 located. The payments by, and the assignments or leases to, the assignees shall be in a ratio based upon 
4 the relationship of their respective percentages of participation in the Contract Area to the aggregate of 
5 the percentages of participation in the Contract Area of al l assignees. There shall be no readjustment 
6 of interest in the remaining portion of the Contract Area. 
7 
8 Thereafter, abandoning parties shall have no fur ther responsibility, l iabi l i ty , or interest in the op- 1 

9 eration of or production f r o m the well in the interval or intervals then open other than the royalties 
10 retained in any lease made under the terms of this Art ic le . Upon request. Operator shall continue to 

11 operate the assigned weil for the account of the non-abandoning parties at the rates and charges con-

12 templated by this agreement, plus any additional cost and charges which may arise as the result of 

13 the separate ownership of the assigned well . 
14 

15 A R T I C L E V I I . 
16 E X P E N D I T U R E S AND L I A B I L I T Y O F P A R T I E S 
17 
18 A. Liab i l i ty of Parties: 
19 

20 The l iabi l i ty of the parties shall be several, not joint or collective. Each party shall be responsible 
21 only for its obligations, and shall be liable only fo r its proportionate share of the costs of developing 
22 and operating the Contract Area. Accordingly, the liens granted among the parties in Art ic le V I I . B . are 

23 given to secure only the debts of each severally. I t is not the intention of the parties -to create, nor shall 
24 this agreement be construed as creating, a mining or other partnership or association, or to render the 

25 parties liable as partners. I t i s n o t t h e i n t e n t i o n o f t h e p a r t i e s t h a t t h i s c o n t r a c t i s mac 
26 o r i n t e n d e d f o r t h e b e n e f i t o f any t h i r d p e r s o n . 

27 B. Liens and Payment Defaults: 
28 

29 Each Non-Operator grants to Operator a lien upon its oi l and gas rights in the Contract Area, and a 

30 security interest in its share of oi l and or gas when extracted and its interest in all equipment, to secure 
31 payment of its share of expense, together wi th interest thereon at the rate provided in the Accounting 
32 Procedure attached hereto as Exhibi t "C". To the extent that Operator has a security interest under the 
33 Uni form Commercial Code of the State, Operator shall be entitled to exercise the rights and remedies 
34 of a secured party under the Code. The bringing of a suit and the obtaining of judgment by Operator 
35 for the secured indebtedness shall not be deemed an election of remedies or otherwise affect the lien 
36 rights or security interest as security for the payment thereof. I n addition, upon default by any Non-
37 Operator in the payment of its share of expense. Operator shall have the right, without prejudice to 
38 other rights or remedies, to collect f rom the purchaser the Droceeds f r o m the sale of such Non-C aerator's 
39 IhaVe o f ^ i ! a ^ ^ ^ n t ^ ^ i n ^ ^ ^ s ^ n ^ a ^ R c y 

40 purchaser shall be entitled to rely upon Operator's wr i t ten statement concerning the amount of any de-

41 fault . Operator grants a l ike lien and security interest to the Non-Operators to secure payment of Op-

42 erator's proportionate share of expense. 
43 

44 I f any party fails or is unable to pay its share of expense wi th in sixty (60) days after rendition of 

45 a statement therefor by Operator, the non-defaulting parties, including Operator, shall, upon request by 
46 Operator, pay the unpaid amount in the proportion that the interest of each such party bears to the i n -
47 terest of al l such parties. Each party so paying its share of the unpaid amount shall, to obtain reimburse-
48 ment thereof, be subrogated to the security rights described in the foregoing paragraph. 
49 
50 C. Payments and Accounting: 
51 
52 Except as herein otherwise specifically provided. Operator shall promptly pay and discharge expenses 
53 incurred in the development and operation of the Contract Area pursuant to this agreement and shall 
54 charge each of the parties hereto wi th their respective proportionate shares upon the expense basis pro-
55 vided in the Accounting Procedure attached hereto as Exhibi t '"C". Operator shall keep an accurate 
56 record of the joint account hereunder, showing expenses incurred and charges and credits made and 
57 received. 

58 ;;: 
59 Operator, at its election, shall have the right f rom time to time to demand and receive from the 
60 other parties payment in advance of their respective shares of the estimated amount of the expanse to 
61 be incurred in operations hereunder during the next succeeding month, which right may be exercised'only 
62 by submission to each such party of an itemized statement of such estimated expense, together:.'with 
63 an invoice for its share thereof. Each such statement and invoice for the payment in advance af-'esti-
64 mated expense shall be submitted on or before the 20th day of the next preceding montti^-^acrr 'party 
65 shall pay to Operator its proportionate share of such estimate wi th in f if teen (15) daysoafter sUch\ es-
66 timate and invoice is received. I f any party fails to pay its share of said estimate wi th in said time,, the 
67 amount due shall bear interest as provided in Exhibit "C" unt i l paid. Proper adjustment >"nalt be 
68 made monthly between advances and actual expense to the end that each party shall bea jL^ ,4 - / c l&^s 

69 proportionate share of actual expenses incurred, and no more. \ . \ . .,,'., 

70 : •'>.-".-'.•'-••.. 
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1 D. Limitat ion of Expenditures: 
o 

3 i . Dr i l l or Deepen: Without the consent of a l l parties, no weil shall be dril led or deepened, ex-
4 cept any well dri l led or deepened pursuant to the provisions of Art icle VI.B.2. of this Agreement, i t being 
5 understood that the consent to the dr i l l ing or deepening shall include: 
6 

7 —Option Xn. I •—Ali neeouaary expenditure;] for the dr i l l ing oi1 deepening,—tooting, completing und 
8 equiprmg oi—the weil, including noooacary tankage and or surface faoilitioo. 
9 

10 [JJ Option Xo. 2: A l l necessary expenditures for the dr i l l ing or deepening and testing of the wel l . When 
11 such wel l has reached its authorized depth, and al l tests have been completed. Operator shall give i m -

12 mediate notice to the Non-Operators who have the right to participate in the completion costs. The parties 

13 receiving such notice shall have forty-eight (48) hours (exclusive of Saturday, Sunday and legal h o l i -

14 days) in which to elect to participate in the setting of casing and the completion attempt. Such election, 

15 when made, shall include consent to all necessary expenditures for the completing and equipping of such 
16 well , including necessary tankage and/or surface facilities. Failure of any party receiving such notice 
17 to reply wi th in the period above f ixed shall constitute an election by that party not to participate in 
18 the cost of the completion attempt. I f one or more, but less than al l of the parties, elect to set pipe and 
19 to attempt a completion, the provisions of Art icle VI.B.2. hereof (the phrase "reworking, deepening or 
20 plugging back" as contained in Article VI.B.2. shall be deemed to include "completing") shall apply to 
21 the operations thereafter conducted by less than a l l parties. 
22 
23 2. Rework or Plug Back: Without the consent of all parties, no weil shall be reworked or plugged 
24 back except a wel l reworked or plugged back pursuant to the provisions of Art icle VI.B.2. of this agree-
25 ment. i t being understood that the consent to the reworking or plugging back of a wel l shall include 
26 consent to all necessary expenditures in conducting such operations and completing and equipping of 
27 said well , including necessary tankage and/or surface facilities. 
28 

29 3. Other Operations: Operator shall not undertake any single project reasonably estimated to require 
30 an expenditure in excess of TWENTY F I V E THOUSAND Dollars fS 2 5 , 0 0 0 . 0 0 ) 

31 except in connection wi th a well , the dr i l l ing , reworking, deepening, completing, recompleting, or p lug-

32 ging back of which has been previously authorized by or pursuant to this agreement: provided, how-
33 ever, that, in case of explosion, f ire, flood or other sudden emergency, whether of the same or different 
34 nature. Operator may take such steps and incur such expenses as in its opinion are required to deal w i t h 
35 the emergency to safeguard l i fe and property but Operator, as promptly as possible, shall report the emer-
36 gency to the other parties. I f Operator prepares "Author i ty for Expenditures" for its own use, 
37 Operator, upon request, shail furnish copies of its "Author i ty for Expenditures" for any single project 
38 costing in excess nf FIFTEEN THOUSAND nnllars 15,000.00— ): 

39 

40 E. Royalties, Overriding Royalties and Other Payments: 
41 

42 Each party shall pay or deliver, or cause to be paid or delivered, all royalties to the extent of 
43 TtvaNTY PERCa^T (20%) d u e o n i t s s h a r e of production and shall hold the other parties free 

44 f rom any l iabi l i ty therefor. I f the interest of any party in any oil and gas lease covered by this agree-
45 ment is subject to any royalty, overriding royalty, production payment, or other charge over and above 

46 the aforesaid royalty, such party shall assume and alone bear all such obligations and shall account 
47 for or cause to be accounted for, such interest to the owners thereof. 
48 

49 No party shall ever be responsible, on any price basis higher than the price received by such party, 
50 to any other party's lessor or royalty owner; and i f any such other party's lessor or royalty owner should 
51 demand and receive settlements on a higher price basis, the party contributing such lease shall bear the 
52 royalty burden insofar as such higher price is concerned. 
53 

54 F. Rentals, Shut-in Well Payments and Min imum Royalties: 
55 
56 Rentals, shut-in well payments and minimum royalties which may be required under the terms of 
57 -any lease shall be paid by the party or parties who subjected such lease to this agreement at its ax. their 

58 expense. In the event two or more parties own and have contributed interests in the same lease^to this 
59 agreement, such parties may designate one of such parties to make said payments for and on behaitiof all 
60 such parties. Any party may request, and shall be entitled to receive, proper evidence of all suchTpay-
61 ments. In the event of failure to make proper payment of any rental, shut-in well payment or minimum 
62 royalty throueh mistake or oversight where such payment is required to continue the lease inTlorce. 
63 any loss which results f rom such non-payment shall be borne in accordance wi th the provisions otJArticie 
64 IV.B.2. .^~'iH 

65 4v"f~~' 
66 Operator shall notify Non-Operator of the anticipated completion of a shut-in gas well , .'or tae:shut-

67 ting in or return to production of a producing gas wel l , at least f ive (5) days (excluding'SarurcSv' ; ' Sun-
63 day and holidays), or at the earliest opportunity permitted by circumstances, prior to t a k j n ^S j j ^^ag i i jm . 
69 but assumes no l iabi l i ty for failure to do so. In the event of failure by Operator to'so no t i fy Non-
70 Operator, the loss of any lease contributed hereto by Non-Operator for failure to make ; .timely payments-, 
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1 of any shut-in wel l payment shall be borne jo in t ly by the parties hereto under the provisions of Art icle 
2 IV.B.3. 
3 

4 G. Taxes: SEE ARTICLE X V . E . FOR ADDITIONAL PROVISIONS 
5 

6 Beginning w i t h the f irst calendar year after the effective date hereof, Operator shall render for ad 

7 valorem taxation all property subject to this agreement which by law should be rendered for such 
8 taxes, and it shall pay all such taxes assessed thereon before they become delinquent. Prior to the ren-
9 dition date, each Non-Operator shall furnish Operator information as to burdens (to include, but not be 

10 l imited to. royalties, overriding royalties and production payments) on leases and oi l and gas interests con-
11 tributed by such Non-Operator. I f the assessed valuation of any leasehold estate is reduced by reason of its 
12 being subject to outstanding excess royalties, overriding royalties or production payments, the reduction in 
13 ad valorem taxes resulting therefrom shall inure to the benefit of the owner or owners of such leasehold 
14 estate, and Operator shall adjust the charge to such owner or owners so as to reflect the benefit of such 

15 reduction. Operator shall b i l l other parties for their proportionate share of all tax payments in the man-
16 ner provided in Exhibit "C". 
17 

18 I f Operator considers any tax assessment improper. Operator may, at its discretion, protest wi th in 

19 the time and manner prescribed by law, and prosecute the protest to a f ina l determination, unless al l 
20 parties agree to abandon the protest prior to f inal determination. During the pendency of administrative 
21 or judicial proceedings. Operator may elect to pay, under protest, all such taxes and any interest and 
22 penalty. " When any such protested assessment shall have been f inal ly determined. Operator shall pay 
23 the tax for the jo in t account, together w i t h any interest and penalty accrued, and the total cost shall then 
24 be assessed against the parties, and be paid by them, as provided in. Exhibit "C". 
25 

26 Each party shall pay or cause to be paid al l production, severance, gathering and other taxes i m -
27 posed upon or w i th respect to the production or handling of such party's share of oil and/or gas pro-
28 duced under the terms of this agreement. 
29 

30 H . Insurance: SEE ARTICLE X V . G . FOR ADDITIONAL PROVISIONS 
31 

32 A t all times while operations are conducted hereunder, Operator shall comply w i t h the Workmen's 

33 Compensation Law of the State where the operations are being conducted; provided, however, that Op-
34 erator may be a self-insurer for l iabi l i ty under said compensation laws in which event the only charge 

35 that shall be made to the jo in t account shall be an amount equivalent to the premium which would have 
36 been paid had such insurance been obtained. Operator shall also carry or provide insurance for the 
37 benefit of the jo in t account of the parties as outlined in Exhibi t " D " , attached to and made a part hereof. 
38 Operator shall require al l contractors engaged in work on or for the Contract Area to comply wi th the 
39 Workmen's Compensation Law of the State where the operations are being conducted and to maintain 
40 such other insurance as Operator may require. 
41 
42 In the event Automobile Public Liabi l i ty Insurance is specified in said Exhibit " D " , or subsequently 

43 receives the approval of the parties, no direct charge shall be made by Operator for premiums paid for 
44 such insurance for Operator's f u l l y owned automotive equipment. 
45 

46 ARTICLE V I I I . 

47 ACQUISITION. MAINTENANCE OR TRANSFER OF INTEREST 
48 ~ 
49 A. Surrender of Leases: 
50 

51 The leases covered by this agreement, insofar as they embrace acreage in the Contract Area, shall 
52 not be surrendered in whole or in part unless all parties consent thereto. 
53 
54 However, should any party desire to surrender its interest in any lease or in any portion thereof, and 
55 other parties do not agree or consent thereto, the party desiring to surrender shall assign, without express 
56 or implied warranty of title, al l of its interest in such lease, or portion thereof, and any well , material and 
57 equipment which may be located thereon and any rights in production thereafter secured, to the-parties 
58 not desiring to surrender it. I f the interest of the assigning-party includes an oil and gas interest, the as-
59 signing party shall execute and deliver to the party or parties not desiring to surrender an oil and gas 
60 lease covering such oil and gas interest for a term of one year and so long thereafter as oil andy'pr gas 
61 is produced f rom the land covered thereby, such lease to be on the form attached hereto as Exhibi t " B " . 
62 Upon such assignment, the assigning party shall be relieved f rom all obligations thereafter accruing, 
63 but not theretofore accrued, w i th respect to the acreage assigned and the operation of any wel l Whereon. 
64 and the assigning party shall have no fur ther interest in the lease assigned and its equipment~arrdipro-
65 duction other than the royalties retained in any lease made under the terms of this Article-. 'The1 parties 
66 assignee shall pay to the party assignor the reasonable salvage value of the latter's interest in any wells 
67 and equipment on the assigned acreage. The value of all material shall be determined*, i i i " accordance 
68 wi th the provisions of Exhibit "C", less the estimated cost of salvaging and the est imated^w^o^Tairfg-
69 ging and abandoning. I f the assignment is in favor of more than one party, the assigned interest shall 

70 l L ;,. .', 
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1 be shared by the parties assignee in the proportions that the interest of each bears to the interest of a l l 

2 parties assignee. 
3 

4 Any assignment or surrender made under this provision shall not reduce or change the assignor's or 

5 surrendering parties' interest, as it was immediately before the assignment, in the balance of the Contract 

6 Area: and the acreage assigned or surrendered, and subsequent operations thereon, shall not thereafter 
7 be subject to the terms and provisions of this agreement. 
8 
9 B. Renewal or Extension of Leases: 

10 
11 I f any party secures a renewal of any oil and gas lease subject to this Agreement, al l other parties 
12 shall be notified promptly, and shall have the right for a period of th i r ty (30) days fol lowing receipt 

13 of such notice in which to elect to participate in the ownership of the renewal lease, insofar as such 
14 lease affects lands wi th in the Contract Area, by paying to the party who acquired i t their several proper 
15 proportionate shares of the acquisition cost allocated to that part of such lease wi th in the Contract Area, 

16 which shall be in proportion to the interests held at that time by the parties in the Contract Area. 
17 

18 I f some, but less than all , of the parties elect to participate in the purchase of a renewal lease, i t 

19 shall be owned by the parties who elect to participate therein, in a ratio based upon the relationship of 

20 their respective percentage of participation in the Contract Area to the aggregate of .the percentages 
21 of participation in the Contract Area of al l parties participating in the purchase of such renewal lease. 
22 Any renewal lease in which less than al l parties elect to participate shall not be subject to this agreement. 
2 3 w i t h o u t w a r r a n t y 
24 Each party who participates in the purchase of a renewal lease shall be given an assignment/of its 
25 proportionate interest therein by the acquiring party. 
26 
27 The provisions of this Art icle shall apply to renewal leases whether they are for the entire interest 
28 covered by the expiring lease or cover only a portion of its area or an interest therein. Any renewal lease 
29 taken before the expiration of its predecessor lease, or taken or contracted for wi th in six (6) months after 
30 the expiration of the existing lease shall be subject to this provision; but any lease taken or contracted 
31 for more than six (6) months after the expiration of an existing lease shall not be deemed a renewal 
32 lease and shall not be subject to the provisions of this agreement. 
33 
34 The provisions in this Art icle shall apply also and in l ike manner to extensions of oi l and gas 
35 leases. The provisions of t h i s A r t i c l e VIII-B s h a l l only apply to leases, or portions of 
36 leases, located w i t h i n the Contract Area, 
37 C. Acreage or Cash Contributions: 
38 
39 While this agreement is in force, i f any party contracts for a contribution of cash toward the dr i l l ing 
40 of a wel l or any other operation on the Contract Area, such contribution shall be paid to the party who 
41 conducted the dr i l l ing or other operation and shall be applied by it against the cost of such dr i l l ing or 
42 other operation. I f the contribution be in the fo rm of acreage, the party to whom the contribution is 
43 made shall promptly tender an assignment of the acreage, without warranty of title, to the Dr i l l ing 
44 Parties in the proportions said Dr i l l i ng Parties shared the cost of dr i l l ing the well . I f all parties hereto 
45 are Dr i l l ing Parties and accept such tender, such acreage shail become a part of the Contract Area and 
46 be governed by the provisions of this agreement. I f less than all parties hereto are Dr i l l i ng Parties and 
47 accept such tender, such acreage shall not become a part of the Contract Area. Each party shall prompt -
48 ly not i fy al l other parties of all acreage or money contributions it may obtain in support of any well or 
49 any other operation on the Contract Area. 
50 
51 I f any party contracts for any consideration relating to disposition of such party's share of substances 
52 produced hereunder, such consideration shall not be deemed a contribution as contemplated in this 
53 Art icle VII I .C. 
54 
55 D. Subsequently Created Interest: 
56 
57 Notwithstanding the provisions of Article VI I I .E . and VI I I .G . . i f any party hereto shall. sub:«quent 
58 to execution of this agreement, create an overriding royalty, production payment, or net proceedswinter-
59 est, which such interests are hereinafter referred to as "'subsequently created interest", such subsequently 
60 created interest shall be specifically made subject to all of the terms and provisions of this agreement, as 
61 follows: T~ 

62 
63 1. I f non-consent operations are conducted pursuant to any provision of this agreement, ahd the 
64 party conducting such operations becomes entitled to receive the production attributable to-'tfre'mtCrest 
65 out of which the subsequently created interest is derived, such party shail receive same/rfreg;arid clear 
66 of such subsequently created interest. The party creating same shall bear and pay all such subsequently 
67 created interests and shall indemnify and hold the other parties hereto free and harmless/frbm^any^and 
68 all l iabi l i ty resulting therefrom. .; 

70 
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1 2. I f the owner of the interest f rom which the subsequently created interest is derived f l ) fails to 
2 pay, when due, its share of expenses chargeable hereunder, or (2) elects to abandon a well under pro-
3 visions of Article VI.S. hereof, or (3) elects to surrender a lease under provisions of Art icle V I I I . A . 
4 hereo:'. the subsequently created interest shall be chargeable wi th the pro rata portion of all expenses 
5 hereunder in the same manner as i f such interest were a working interest. For purposes of collecting _ # 

6 such chargeable expenses, the party or parties who receive assignments as a result of (2) or (3) above 

7 shall have the right to enforce all provisions of Art ic le V I I . B . hereof against such subsequently created >-

8 interest. 
9 

10 E. Maintenance of Uni form Interest: 
11 
12 For the purpose of maintaining uniformity of ownership in the oi l and gas leasehold interests 

13 covered by this agreement, and notwithstanding any other provisions to the contrary, no party shall 
14 sell, encumber, transfer or make other disposition of its interest in the leases embraced wi th in the Con-
15 tract Area and in wells, equipment and production unless such disposition covers either: 
16 
17 1. the entire interest of the party in al l leases and equipment and production; or 

18 
19 2. an equal undivided interest in a l l leases and equipment and production in the Contract. Area. 
20 

21 Every such sale, encumbrance, transfer or other disposition made by any party shall be made ex-

22 pressly subject to this agreement, and shall be made without prejudice to the right of the other parties. 

23 

24 I f , at any time the interest of any party is divided among and owned by four or more co-owners, 
25 Operator, at its discretion, may require such co-owners to appoint a single trustee or agent w i th f u l l 
26 authority to receive notices, approve expenditures, receive billings for and approve and pay such party's 
27 share of the joint expenses, and to deal generally w i t h , and w i t h power to bind, the co-owners of such 
28 party's interests w i th in the scope of the operations embraced in this agreement; however, al l such 
29 co-owners shall have the r ight to enter into and execute a l l contracts or agreements for the disposition 
30 of their respective shares of the oi l and gas produced f r o m the Contract Area and they shall have the 
31 right to receive, separately, payment of the sale proceeds hereof. 
32 
33 F. Waiver of Right to Part i t ion: 
34 
35 I f permitted by the laws of the state or states in which the property covered hereby is located, each 

36 party hereto owning an undivided interest in the Contract Area waives any and all rights i t may have 

37 to parti t ion and have set aside to i t in severalty its undivided interest therein. 

38 

39 -Gt—P?efof«ntiDl Right to Purehaae; 

40 

41 Should any party doeiro to cell all or any part of ita intereata under thia agreement, or ita r igh tg j i ad 
42 interests in the Contract Area, i t shall promptly give wri t ten notice to the other parties, j v j j j i - ^ I i i n f o r -
43 mation concerning its proposed sale, which shall include the name and addresso£^the^prospect : .ve pur-
44 chaser (who must be ready, wi l l ing and able to purchase), the purchase^rrceT and al l other terms of 
45 the offer. The other parties shall then have an optional pr ior^ j igr rCfor a period of ten (10) days after 
46 receipt of the notice, to purchase on the same terms apj3--troriditions the interest which the other party 

47 proposes to sell; and, i f this optional r ight j>-exerc ised . the purchasing parties shall share the pur-

48 chased interest in the proportions th>fc"-tneinterest of each bears to the total interest of a l l purchasing 

49 parties. However, there shaJi--be'"no preferential right to purchase in those cases where any party wishes 

50 to mortgage its inj^eStsTor to dispose of its interests by merger, reorganization, consolidation, or sale 

51 of a l l or_>«b^faritially all of its assets to a subsidiary or parent company or to a subsidiary of a parent 

52 ceTrtaany, or to .any company in which any one party owns a majori ty of tho stock. 

53 
54 ARTICI.E-TX. 

55 I N T ^ R N A L - * E V R W E ' € 0 » & - E L - E e T I O N 

56 

57 - This-agreement is-riot-intended-"to-^rea4e;^nd^hall-^ei--be^e©M^ 
58 nership or an association for profi t between or among the parties hereto. Notwithstanding^-any- pro-
59 visions herein that the rights and liabilities hereunder are several and not joint or collective, or that this 
60 agreement and operations hereunder shall not constitute a partnership, if , for 'Federal income tax.jpur-
61 poses, this agreement and the operations hereunder are regarded as. a partnership, each party fnereby 
62 affected elects to be excluded f rom the application of all of the provisions of Subchapter " K " , Chapter 
63 1, Subtitle " A " , of the Internal Revenue Code of 1954, as permitted and authorized by Sectioned 1 of 
64 the Code and the regulations promulgated thereunder. Operator is authorized and directed, to>t«a;cute on 
65 behalf of each party hereby affected such evidence of this election as may be required hy^thre; Secretary 
66 of the Treasury of the United States or the Federal Internal Revenue Service, including spec i f i c^y , ; but 
67 not by way of limitation, all of the returns, statements, and the data required by Fexifcrapiteij^la-
63 tions 1.761. Should there be any requirement that each party hereby affected give fu j±be t t^a»«s ! sK5k^-^ 
69 this election, each such party shall execute such documents and furnish such other evidence i.as,..may...b&;,.,j 
70 r e ^ : r e d ^ b y - ^ e . ^ e d C T a ^ 
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1 s4j^-pariv-*»ha41--gWe-simt-^^ 

2 I f any present or future income tax laws of the state or states in which the Contracjt-Aretris located or 
3 any future income tax laws of the United States contain provisions^in^ilaT^o^those in Subchapter " K " , 

4 Chapter 1. Subtitle " A " , of the Interna! Revenue Code .of-4954Tunder which an election similar to that 
5 provided by Section 761 of the Code is permitted;" each party hereby affected shall make such election as 

6 may be permitted or required-by such laws. In making the foregoing election, each such party states that 

7 the income derived by such party f rom Operations hereunder can be adequately determined without the 
8 c»mpuiailartea£^4^ctoer£hip^ja^ 
9 

10 A R T I C L E X . 
11 C L A I M S AND L A W S U I T S 
12 
13 Operator may settle any single damage claim or suit arising f rom operations hereunder if the ex-
14 pendiiure does not exceed FIFTEEN THOUSAND Dollars 
15 ($ 1 5 , 0 0 0 . 0 0 ) a n c j j£ payment is in complete settlement of such claim or suit. I f the amount 

16 required for settlement exceeds the above amount, the parties hereto shall assume and take over the 

17 fur ther handling of the claim or suit, unless such authority is delegated to Operator. A l l costs and ex-

18 pense of handling, settling, or otherwise discharging such claim or suit shall be at the joint expense 

19 of the parties. I f a claim is made against any party or i f any party is sued on account of any matter 

20 arising f rom operations hereunder over which such individual has no control because of the rights given 

21 Operator by this agreement, the party shall immediately not i fy Operator, and the claim or" suit shall 
22 be treated as any other claim or suit involving operations hereunder. 
23 

24 A R T I C L E X I . 
25 F O R C E M A J E U R E 
26 

27 I f any party is rendered unable, whol ly or in part, by force majeure to carry out its obligations 
28 under this agreement, other than the obligation to make money payments, that party shall give to al l 

29 other parties prompt wri t ten notice of the force majeure wi th reasonably f u l l particulars concerning i t ; 
30 thereupon, the obligations of the party giving the notice, so far as they are affected by the force majeure, 
31 shall be suspended during, but no longer than, the continuance of the force majeure. The affected party 
32 shall use a i l reasonable diligence to remove the force majeure situation as quickly as practicable. 
33 

34 The requirement that any force majeure shall be remedied wi th al l reasonable dispatch shall not 
35 require the settlement of strikes, lockouts, or other labor d i f f i cu l ty by the party involved, contrary to its 

36 wishes; how all such difficult ies shall be handled shall be entirely wi th in the discretion of the party 
37 concerned. 
38 

39 The term "force majeure", as here employed, shall mean an act of God, strike, lockout, or other 
40 industrial disturbance, act of the public enemy, war, blockade, public riot, l ightning, f i re , storm, flood, 
41 explosion, governmental action, governmental delay, restraint or inaction, unavailability of equipment, 
42 and any other cause, whether of the k ind specifically enumerated above or otherwise, which is not 
43 reasonably wi th in the control of the party claiming suspension. 
44 
45 A R T I C L E X I I . 
46 N O T I C E S 
47 

48 A l l notices authorized or required between the parties, and required by any of the provisions of 
49 this agreement, unless otherwise specifically provided, shall be given in wr i t ing by United States mail 
50 or Western Union telegram, postage or charges prepaid, or by teletype, and addressed to the party to 
51 whom the notice is given at the addresses listed on Exhibi t " A " . The originating notice given under any 
52 provision hereof shall be deemed given only when received by the party to whom such notice is directed, 
53 and the time for such party to give any notice in response thereto shall run f rom the date the originat-

54 ing notice is received. The second or any responsive notice shall be deemed given when deposited in 
55 the United States mail or w i th the Western Union Telegraph Company, w i th postage or charges prepaid, 
56 or when sent by teletype. Each party shall have the r ight to change its address at any time, and f rom 
57 time to time, by giving wri t ten notice hereof to al l other parties. 
58 " ± 

59 ARTICLE X I I I . r~ 
60 TERM OF AGREEMENT 
61 
62 This agreement shall remain in f u l l force and effect as to the oil and gas leases and.'or oil and_gas i n -
63 terests subjected hereto for the period of time selected below; provided, however, no party herein..shall 
64 ever be construed as having any right, t i t le or interest in or to any lease, or oi l and gas.Jnterest-~con-
65 tributed by any other party beyond the term of this agreement. / i v ' i . ?\;A 

66 ! • I 7; ' M
 1 

67 j On;ion ^o, i .—So long, ac anv oi tho oil >nd ..as loaeot; aubioot to thio m;ronmont riimaiti-fn^mia ran-- ——— ' • -
68 tinued in force as to any part of the Contrnr"" ' in '-nrndiifrmn extension, rene^ta^o^CSfigr-
69 y.iuL, ami 'Jl ,u HJIU; UM uii und/or HUJ production continues f rom any iontio or oil mid L;DJ intcro-.it. 

70 jl'.,', ^lil^/ZZ',' 
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I ^—Opt ion No. 3:—Ifl—the—event—the—well desert bed—m—Article VI.A. , or—any subsequent—weil—uriHati* 

2 under any provision of this agreement, results in production of oil and.'or gas in payinf^uar. 'Ttles, this 
3 agreement shall continue in force so long as any such well or wells produce, jir—are" capable of produc-
4 tion, and for an additional period of 180 davs from cessation of-rril 'pfoduction; provided, however. 

5 if , prior to the expiration of such additional period, ono-or"more of the parties hereto are engaged in 
6 dr i l l ing or reworking a well or wells hereundgr^-thTs agreement shall continue in force unt i l such op-
7 erations have been completed andJjL-procluction results therefrom, this agreement shall continue in 

8 force as provided heroin.__^ln--tRecvent the well described in Article V I A . , or any subsequent well 
9 dril led hcreimrJcfr-Tcsults in a dry hole, and no other wel l is producing, or capable of producing oil 

10 and^p^--g3s f rom the Contract Area, this agreement shall terminate unless dr i l l ing or reworking opera-
1 l"-"*^Tronr. ore uommont'cri within 1 d a y s from the dri to of nhnnrionmont. nf .^.iirl WPII — 
12 
13 I t is agreed, however, that the termination of this agreement shall not relieve any party hereto f rom 
14 any l iabi l i ty which has accrued or attached prior to the date of such termination. 
15 

16 ARTICLE X I V . 
17 COMPLIANCE W I T H LAWS A N D REGULATIONS 
18 
19 A. Laws, Regulations and Orders: 
20 

21 This agreement shall be subject to the conservation laws of the state in which the committed 
22 acreage is located, to the valid rules, regulations, and orders of any duly constituted regulatory tody of 
23 said state: and to ali other applicable federal, state, and local laws, ordinances, rules, regulations, and 
24 orders. 
25 
26 B. Governing Law: 
27 
28 The essential validity of this agreement and al l matters pertaining thereto, including, but not l i m -
29 ited to, matters of performance, non-performance, breach, remedies, procedures, rights, duties and i n -
30 terpretation or construction, shall be governed and determined by the law of the state in which the 
31 Contract Area,is located. I f the Contract Area is in two or more states, the law of the state where most 
32 of the land in ' the Contract Area is located shall govern. 
33 
34 ARTICLE X V . 
35 OTHER PROVISIONS 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
5 3 B. Option Well: 
54 
5 5 Within 90 days after the completion of the I n i t i a l Well and, i f d r i l led 
56 the Substitute Well, as a dry hole, Operator shall have the option of commenc-
57 ing an "Option Well" at a lawful location of Operator's selection in the Unit 
58 Area. The Option Well shall be d r i l l ed to the Objective Depth in the same 
59 manner as provided for in the I n i t i a l Well, 
60 '• • ; 
ci 
62 C. Any provision herein concerning the I n i t i t a l Well shall also apply to the 
63 Substitute and Option Wells, and any provision herein excepting the Initial 
64 V/ell shall also except the Substitute and Option Wells. . . 

A. Substitute Well: 

I f , in the drilling of the In i t i a l Well, Operator loses the hole or en­
counters mechanical difficulties rendering i t impracticable, in the opinion 
of Operator, to d r i l l the well to the Objective depth, then and in any of such 
events, on or before 30 days after completion of the Initial Well, Operator 
shall have the option to commence the actual drilling of another well ("Substi­
tute Well") at a lawful location of Operator's selection on the Unit Area, and 
prosecute the drilling of said well with due diligence and in a good and work­
manlike manner to the Objective Depth. For all purposes of this agreement, 
the drilling of the Substitute Well shall be considered as the drilling of 
the In i t i a l Well. 



D. I n a d d i t i o n t o Paragraph E, A r t i c l e V I , and n o t w i t h s t a n d i n g 
Paragraph F, A r t i c l e V I , i f d uring the term of t h i s agreement, a w e l l i s 
r e q u i r e d t o be d r i l l e d , deepened, reworked, plugged back, si d e t r a c k e d , 
or recompleted, or any other o p e r a t i o n t h a t may be r e q u i r e d i n order t o 
( I ) continue a lease or leases i n f o r c e and e f f e c t , or (2) maintain a 
u n i t i z e d area or any p o r t i o n t h e r e o f i n f o r c e and e f f e c t , or (3) earn or 
preserve an i n t e r e s t i n and t o o i l and/or gas and other minerals which 
may be owned by a t h i r d p a r t y or which, f a i l i n g i n such o p e r a t i o n , may 
r e v e r t t o a t h i r d p a r t y , o r , (4) comply w i t h an order issued by a 
r e g u l a t o r y body having j u r i s d i c t i o n i n the premises, f a i l i n g i n which 
c e r t a i n r i g h t s would t e r m i n a t e , the f o l l o w i n g s h a l l apply. Should less 
than a l l o f the p a r t i e s hereto e l e c t t o p a r t i c i p a t e and pay t h e i r 
p r o p o r t i o n a t e p a r t of the costs t o be i n c u r r e d i n such o p e r a t i o n , those 
p a r t i e s d e s i r i n g t o p a r t i c i p a t e s h a l l have the r i g h t t o do so a t t h e i r 
sole c o s t , r i s k , and expense. Promptly f o l l o w i n g the conclusion o f such 
o p e r a t i o n , each of those p a r t i e s not p a r t i c i p a t i n g agree t o execute and 
d e l i v e r an a ppropriate assignment t o the t o t a l i n t e r e s t o f each 
n o n - p a r t i c i p a t i n g p a r t y i n and t o the lease, leases, or r i g h t s which 
would have terminated or which otherwise may have been preserved by 
v i r t u e of such o p e r a t i o n , and i n and t o the lease, leases or r i g h t s 
w i t h i n the balance of the d r i l l i n g u n i t upon which the well_was d r i l l e d 
excepting, however, w e l l s t h e r e t o f o r e completed and capable of producing 
i n paying q u a n t i t i e s . Such assignment s h a l l be d e l i v e r e d t o the 
p a r t i c i p a t i n g p a r t i e s i n the p r o p o r t i o n t h a t they bore the expense 
a t t r i b u t a b l e t o the n o n - p a r t i c i p a t i n g p a r t i e s ' i n t e r e s t . 

E. Notwithstanding any other p r o v i s i o n s h e r e i n , any w e l l proposed 
under the p r o v i s i o n s o f A r t i c l e V I . B . l s h a l l be s u b j e c t t o the 
f o l l o w i n g : 

(1) I n a d d i t i o n t o the D e f i n i t i o n s p r o v i s i o n s o f A r t i c l e I of 
t h i s Operating Agreement, the term " D r i l l i n g Block" s h a l l be added and 
s h a l l mean the proposed d r i l l s i t e s e c t i o n and a l l d i r e c t and diagonal 
o f f s e t t i n g s e c t i o n s . 

(2) Should any p a r t y s u b j e c t t o t h i s Agreement e l e c t not t o 
p a r t i c i p a t e i n the d r i l l i n g of the i n i t i a l w e l l on a D r i l l i n g Block, 
s a i d p a r t y s h a l l assign a l l of i t s working i n t e r e s t i n the leases 
i n c l u d e d w i t h i n the D r i l l i n g Block upon completion o f the i n i t i a l w e l l , 
whether producer or dry h o l e , and the o p e r a t i n g r i g h t s thereunder, to 
the p a r t i c i p a t i n g p a r t i e s i n the p r o p o r t i o n s o f the p a r t i e s 
p a r t i c i p a t i n g i n the d r i l l i n g . 

F. Any p a r t y p a r t i c i p a t i n g i n the d r i l l i n g of the i n i t i a l w e l l on 
a D r i l l i n g Block s h a l l have the r i g h t t o become a "Non-Consenting Party" 
under the p r o v i s i o n s of A r t i c l e VI.B.2 as t o any subsequent w e l l or 
w e l l s proposed on the D r i l l i n g Block. 

G. Only as t o the working i n t e r e s t , the p a r t i e s hereto agree 
t h a t , n o t w i t h s t a n d i n g the terms o f the U n i t Agreement or Paragraph XV-H 
of t h i s Operating Agreement, the working i n t e r e s t i n each w e l l d r i l l e d 
hereunder and the ownership of a l l equipment s h a l l remain f i x e d , and the 
expansion or c o n t r a c t i o n o f P a r t i c i p a t i n g Areas w i l l not cause a 
r e v i s i o n o f the working i n t e r e s t percentages i n any w e l l or i t s 
equipment. 

P r i o r t o the d r i l l i n g of each w e l l , a "Working I n t e r e s t Area" w i l l 
be e s t a b l i s h e d by the U n i t Operator, which s h a l l i n c l u d e a l l acreage 
included i n the l a r g e s t p o s s i b l e P a r t i c i p a t i n g Area which could be 
designated f o r the proposed w e l l , i n the good f a i t h judgment o f the U n i t 
Operator. Each Working I n t e r e s t Area w i l l remain i n e f f e c t f o r a term 
of 90 days and so long t h e r e a f t e r as operations f o r the d r i l l i n g o f a 
w e l l are d i l i g e n t l y being prosecuted, or a w e l l capable o f producing 
u n i t i z e d substances i s l o c a t e d on the Working I n t e r e s t Area. A Working 
I n t e r e s t Area w i l l e x p i r e 90 days a f t e r p r o d u c t i o n ceases, unless 
operations f o r the d r i l l i n g of a new w e l l on the Working I n t e r e s t Area 
are commenced. 
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Portions of previously designated Working Interest Areas may be 
included i n subsequent Working Interest Areas,- however, the percentages 
set by previous Working Interest Areas w i l l remain unchanged. In such 
event the working int e r e s t i n each subsequent Working Interest Area 
sha l l be calculated with regard to the fact that a portion of the 
acreage i s within a previous Working Interest Area by allocating to the 
parties wi t h i n the previous Working Interest Area t h e i r percentage share 
of working int e r e s t as previously established f o r such Working Interest 
Area, as to the acreage included i n both Working Interest Areas, and by 
allocating to the parties wi t h i n the subsequent Working Interest Area 
t h e i r proportionate share of the acreage therein, but not included i n 
the previous Working Interest Area. 

I f any such revision of a Part i c i p a t i n g Area results i n an increase 
or decrease i n t o t a l burdens borne by the working i n t e r e s t , a l l such 
change shall be borne by the parties i n proportion to t h e i r working 
in t e r e s t . 

H. I t i s understood, and accepted, that t h i s Operating Agreement 
i s being made and entered i n t o i n connection with, and as a part of, the 
Unit Agreements f o r the Development and Operation of the One Tree Unit 
Area and that there•are c o n f l i c t s between t h i s Agreement and said-Unit 
Agreements. Except f o r the term of t h i s Operating Agreement, as 
provided i n A r t i c l e X I I I , i n the event any such c o n f l i c t should become a 
controversy between the Unit Operator and any State or Federal agency, 
department or d i v i s i o n , the terms and provisions of said Unit Agreement 
sha l l p r e v a i l . Provided further, except f o r the term of t h i s Operating 
Agreement, i n the event any such c o n f l i c t should cause a controversy 
between Unit Operator and any, or a l l , non-operators hereunder, the 
terms and provisions of the said Unit Agreement sh a l l p r e v a i l and a l l 
the parties hereto s h a l l use utmost good f a i t h i n attempting to resolve 
such c o n f l i c t s . 

I . No production, whether o i l or gas, may be sold from the lease 
acreage, or lands pooled therewith, to any party's subsidiaries, a f f i l i ­
ates, or associates, without p r i o r w r i t t e n consent of other parties. 
A l l production sold from the lease acreage, or lands pooled therewith, 
w i l l be an arm's length trade with a t h i r d party purchaser. 

J. I t i s further understood there i s an agreement dated August 
15, 1983 solely between Yates, et a l and Marathon O i l Company that w i l l 
be the prevailing instrument only between those parties. 
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A.A.P.L. FORM 610 - MODEL FORM OPERATING AGREEMENT - 1977 

SIGNATURE PAGE ATTACHED TO AND MADE A PART OF OPERATING AGREEMENT DATED SEPTEMBER 
17, 1984, BETWEEN YATES PETROLEUM CORPORATION, "OPERATOR", AND MARATHON OIL 
COMPANY, ET AL, "NON-OPERATORS", COVERING LANDS IN CHAVES AND OTERO COUNTIES, 
NEW MEXICO. ARTICLE XVI. 

MISCELLANEOUS 

This agreement shall be binding upon and shall inure to the benefit of the parties hereto and to their 
respective heirs, devisees, legal representatives, successors and assigns. 

This instrument may be executed in any number of counterparts, each of which shall be considered 
8 an original for all purposes. 
9 

IN WITNESS WHEREOF, this agreement shall be effective as of 17th dav of September , 
19 84 , 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 STATE OF NEW MEXICO ) 
39 : SS 
40 COUNTY OF EDDY ) 
41 
42 p i T M fpreooing instrume 
43 U V X M x i K J , 1984 b. 
44 for YATES PETROLEUM CORPORATION 
45 corporation 
46 
47 r t̂y/commiss j,o£ expj^e^; 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
68 
69 
70 

O P E RATOR 

YATES PETROLEUM CORPORATION 

NON-OPERATORS 

-15 



ATTACHED 70 ?4ND MADE A PART OF OPERATING AGREEMENT DATED SEPTEMBER 17, 1984, 

YATES PETROLEUM CORPORATION, "OPERATOR", AND MARATHON O I L COMPANY, ET AL, 

"NON-OPERATORS", COVERING LANDS I N CHAVES AND OTERO COUNTIES, NEW MEXICO. 

I . 1. Lands Subject t o Agreement: 

2. Depth R e s t r i c t i o n : 
None 

3. D r i l l i n g U n i t f o r F i r s t Well: 
P r o r a t i o n U n i t as e s t a b l i s h e d by the New Mexico OCD 

I I . Percentage I n t e r e s t o f P a r t i e s Under Agreement: 

NAME 

INITIAL TEST 
WELL BEFORE 
PAYOUT AND 
SECOND UNIT 
WELL BPO 

INITIAL TEST WELL, 
DRILLING BLOCK, APO 
& SECOND UNIT TEST BALANCE OF 

WELL AFTER OF UNIT AND 
PAYOUT SUBSEQUENT WELLS 

YATES PETROLEUM CORPORATION 22 
MARATHON OIL COMPANY -0-
ABO PETROLEUM CORPORATION 16 
FEGGY A. YATES 10 
MYCO INDUSTRIES, INC. 16 
LILLIE M. YATES 10 
ESTELLE H. YATES 24 
WEED OIL AND GAS 2 

100% 

16.5 16.5 
25.0 25.0 
12.0 12.0 
7.5 7.5 

12.0 12.0 
7.5 7.5 

18.0 18.0 
1.5 1.5 

100.0% 100.0% 

Subject t o those c e r t a i n Farmout Agreements dated August 15, 1983, as amended, 
between Marathon and Yates. 

I I I . Addresses of P a r t i e s t o Which Notices Should be Sent: 

Marathon O i l Ccmpany 
P. O. Box 552 
Midland, Texas 79702 

A t t n : Mr. John P. Duddleston 

Yates Petroleum Corporation 
Abo Petroleum Corporation 
Peggy A. Yates 
Myco I n d u s t r i e s , Inc. 
L i i l i e M. Yates 
E s t e l l e K. Yates 
Weed O i l and Gas 
207 South Fourth S t r e e t 
A r t e s i a , New Mexico 

A t t n : Ms. Kathy K. Colbert 
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EXH 13 IT " c " 

Attacned to and made a part of t h a t c e r t a i n O p e r a t i n g Agreemen t d a t e d 
So.Tiiterib.e_r L7, 1984_jetveej i_ Y a t e s P e t r o l ^ u n . C o r p o r a t i o n as O p e r a t o r 

and M a r a t n o n O i l _Corripany, e t a i , N o n - O p e r a t o r 

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

J O I N T O P E R A T I O N S 

I . GENERAL PROVISIONS 

1. Definitions 

"Joint Property" shall mean the reai and personal property subject to the agreement to which this Accounting 
Procedure is attached. 

"Joint Operations" shall mean a l l operations necessary or proper for the development, operation, protection and 
maintenance of the Joint Property. 

"Joint Account" shall mean the account showing the charges paid and credits received in the conduct of the Joir.t 
Operations and which are to be shared by the Parties. - -_ -

"Operator" shall mean the party designated to conduct the Joint Operations. 

"Non-Operators" shall mean the parties to this agreement other than the Operator. 

"Parties" shail mean Operator and Non-Operators. 

"First Level Supervisors" shall mean those employees whose pr imary function in Joint Operations is the direct 
supervision of other employees and/or contract labor directly employed on the Joint Property in a f ield operat­
ing capacity. 

"Technical Employees" shall mean those employees having special and specific engineering, geological or other 
professional skills, and whose primary function in Joint Operations is the handling of specific operating condi­
tions and problems for the benefit of the Joint Property. 

"Personal Expenses" shail mean travel and other reasonable reimbursable expenses of Operator's employees. 

"Mater ia l" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 

"Controllable Mater ia l" shall mean Material which at the time is so classified in the Material Classification Manual 
as most recently recommended by the Council of Petroleum Accountants Societies of Nor th America. 

2. Statement and Billings 

Operator shall b i l l Non-Operators on or before the last day of each month for their proportionate share of the 
Joint Account for the preceding month. Such bills ' .vill be accompanied by statements which ident i fy the author­
i ty for expenditure, lease or faci l i ty , and all charges and credits, summarized by appropriate classifications of i n ­
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep­
arately identified and f u l l y described in detail. 

3. Advances and Payments by Non-Operators 

Unless otherwise provided for i n the agreement, the Operator may require the Non-Operators to advance their 
share of estimated cash outlay for the succeeding month's operation. Operator shall adjust each monthly bil l ing 
to reflect advances received f r o m the Non-Operators. 

Each Non-Operator shall pay its proportion of al l bills w i t h i n f i f teen (15) days after receipt. I f payment is no: 
made wi th in such time, the unpaid balance shail bear interest monthly at the rate of twelve percent (12%) per 
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Join: 
Property is located, whichever is the lesser, plus attorney's fees, court costs, and other costs in connection wi th 
the collection of unpaid amounts. 

4. Adjustments 

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correct­
ness thereof; provided, however, ai l bills and statements rendered to Non-Operators by Operator during any 
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months fo l lowing 
the end of any such calendar year, unless w i t h i n the said twenty-four (24) month period a Non-Operator takes 
wri t ten exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Cperator shall 
be made unless i t is made wi th in tha same prescribed period. The provisions of this paragraph shall not prevent 
adjustments resulting f r o m a physical inventory of Controllable Material as provided for in Section V. 

5. Audits 

A. Non-Operator, upon notice in wr i t ing to Operator and ai l other Non-Operators, shall have the right to audit Ope­
rator's accounts and records relating to the Joint Account for any calendar year wi th in the twenty-four (24) month 
period following the end of such caiendar year; provided, however, the making of an audit shall not extend the 
time for the taking of writ ten exception to and the adjustments of accounts as provided for in Paragraph 4 of this 
Section I . Where there are two or more Non-Operators, the Non-Operators shail make every reasonable e f for t to 
conduct joint or simultaneous audits in a manner which w i l l result in a minimum of inconvenience to the Opera­
tor. Operator shail bear no portion of the Non-Operators' audit cost incurred under this paragraph unless agreed 
to by the Operator. 

ii . Approval by Non-Operators 

Where an approval or ether agreement of the Parties or Non-Operators is expressly required under other sec­
tions of this Accounting Procedure and i f the agreement to which this Accounting Procedure is attached contains 
no contrary provisions in regard thereto. Operator shail not i fy all Non-Operators of the Operator's proposal, and 
the agreement or approval of a major i ty in interest of the Non-Operators shail be controlling on ai l Non-Opera­
tors. 
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I I . DIRECT CHARGES 

Operator shail charge the Joint Account w i th the fol lowing items: 

1. Rentals and Royalties 

Lease rents.s and royalties paid by Operator for the Joint Operations. 

2. Labor 

A. (1) Salaries and wages of Operator's f ield employees directiy employed on the Joint Property in the conduct 
cf Joint Operations. 

(2) Saiaries of First Level Supervisors in the field. 

(3) Saiaries and wages of Technical Employees directly employed on the Joint Property i f such charges are 
excluded f r o m the Overhead rates. 

3. Operator's cost cf holiday, vacation, sickness and disability benefits and other customary al low--res maid to 
employees whose saiaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section 
I I . Such costs under this Paragraph 2B may be charged on a "when and as paid basis" or by "percentage as­
sessment" on the amount of salaries and wages chargeable to the Joint Account under Paragraon 2A of this 
Section I I . I f percentage assessment is used, the rate shall be based on the Operator's cost experience. 

C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are 
applicable to Operator's costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec­
tion I I . 

D. Personal Expenses of those employees whose salaries and wages are chargeable to the Joint Account under 
Paragraph 2A of this Section I I . 

3. Employee Benefits 

Operator's current ccsts of established plans for employees' group l i f e insurance, hospitalization, pension, re­
tirement, stock purchase, t h r i f t , bonus, and other benefit plans of a like nature, applicable to Operator's labor 
cost chargeable to the Joint Account under Paragraphs 2A and 23 of this Section I I shall be Operator's actual 
cost net tc exceed t h a p e r c e n t a g e most r e c e n t l y recotrjr .er.ded by t h e C o u n c i l o f P e t r o l e u m . 

A c c o u n t a n t s S o c i e t i e s o f N o r t h A m e r i c a . 
4. Material 

Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only 
such Material shall be purchased for or transferred to the Joint Property as may be required for immediate use 
and is reasonably practical and consistent w i t h efficient and economical operations. The accumulation of sur­
plus stocks shail be avoided. 

5. Transportation 

Transportation of employees and Material necessary for the Joint Operations but subject to the fol lowing l im i t a -
tions: 

, A. I f Material is moved to the Joint Property f rom the Operator's warehouse or other properties, no charge shall 
be made to the Joint Account for a distance greater than the distance f r o m the nearest reliable supply store, 
recognized barge terminal, or railway receiving point where like material is normally available, unless agreed 
to by the Parties. 

B. I f surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the 
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized bar tte 
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac ­
count for moving Material to other properties belonging to Operator, unless agreed to by the Parties. 

C. I n the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking cost 
of $4C0or less excluding accessorial charges. 

6. Services 

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by 
Paratrrach 9 of Section I I and Paragraph 1. i i of Section I I I . The cost of professional consultant services and con­
tract services of technical personnel directiy engaged on the Joint Property it' sucn charges are excluded f rom the 
Overhead rates. The cost of professional consultant services or contract services of technical personnel not d i ­
rectly engaged on the Joint Property shail not be charged to the Joint Account unless previously agreed to by 
the Parties. 

7. Equipment and Facilities Furnished by Operator 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com­
mensurate wi th costs of ownership and operation. Such rates shall include costs of maintenance, repairs, other 
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent 
per annum. Such rates shail not exceed average commercial rates currently prevailing in the immediate area 
of the Joint Property. 

B. . In lieu of charges in Paragraph 7A above. Operator may elect to use average commercial rates prevailing in 
the immediate area of the Joint Property less 2 0 ^ . For automotive equipment, Operator may elect to use rates 
published by the Petroleum Motor Transport Association. 

3. Damages and Losses to Joint Property 

A l l costs or expenses necessary for the repair or replacement of Joint Property made necessary because oi dam­
ages or losses incurred bv fire, flood, storm, theft, accident, or other cause, except those resulting f r cm Operator's 
gross negligence or w i l l f u l misconduct. Operator snaii furnish Non-Operator wri t ten notice of damages or looses 
incurred as soon as practicable after a report thereof has been received by Operator. 

3. Legal Expense 

Exner.se of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments 
ana amounts paid for settlement of claims incurred in or resulting f r o m operations under the agreement or 
necossarv to orcteet or recover the Joint Property, except that no charge for services of Operator's legal staff 
or zees or expense of outside attorneys shail ce made unless previously agreed to by the Parties. A i l other legai 
ex cense is considered to ee covered by the overhead provisions of Section I I I unless otherwise agreed to by the 
Parties, except as provided in Section I , Paragrapn 3. 



10. Taxes 

A i l taxes cf ever".' k ind and nature assessed or levied upon or in connection wi th the Joint Proper:;-, the opera­
tion tr.er x : . or tne production :nere:rc:n, ana wnicn taxes have been paid bv tne Operator for the benefit cf the 
Parties. 

11. Insurance 

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par­
ties. In tne event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work­
men's Compensation and/or Empioyers Liabi l i ty under the respective state's laws. Cperator may, at its election, 
include the risk under its self-insurance program and in that event. Operator shall include a charge at Operator's 
cost not to exceed manual rates. 

12. Other Expenditures 

Any other expenditure not covered or dealt w i t h in the foregoing provisions of this Section I I , or in Section I I I . 
and whiten is incurred by the Operator in the necessary and proper conduct of the Join: Operations. 

DJ. OVERHEAD 

1. Overhead - Drilling; and Producing Operations 

i . As compensation for administrative, supervision, office services and warehousing costs. Operator shail charge 
dr i l l ing and producing operations on either: 

: ( XX ) ih-ed P.ate Basis, Paragraph I A , or 
. ( ) Percentage 3asis, Paragraph 13. 

Unless otherwise agreed to by the Parties, such charge shall be in Lieu of costs and expenses of all offices 
and salaries or wages plus applicable burdens and expenses of al l personnel, except those directly chargeable 
under Paragraph 2A. Section I I . The cost and expense of services f r o m outside sources in connection wi th 
matters of taxation, t raff ic , accounting or matters before or involving governmental agencies shall be considered 
as included in the Overhead rates provided for in the above selected Paragraph of this Section I I I unless such 
ccs; anu expense are agreed to by the Parties as a direct charge to the Joint Account. 

i i . The saiaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant 
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shail 
not (•*>->•) be covered by the Overhead rates. 

A. Overhead - Fixed Rate Basis 

(1) Cperator shall charge the Joint Account at the fol lowing rates per wei l per month: 

Dr i l l i ng Well P.ate S 5 . 0 0 0 . 0 0 

Producing Weil Rate $ 500 .00 

(2) Application of Overhead - Fixed P.ate Basis shail be as fellows: 

(a) Dr i l l ing Well Rate 

[ 1 ] Charges for onshore dr i l l ing weils shall begin on the date the weil is spudded and terminate on 
the date the dr i l l ing or completion ng is released, whichever is later, except that no charge shall 
be made during suspension of dri l l ing operations for f i f teen (15) or more consecutive days. 

[ 2 ] Charges for offshore dr i l l ing wells shall begin on the date when dri l l ing or completion equipment 
arrives on location and terminate on the date the dr i l l ing cr completion equipment moves off loca­
tion or ng is released, whichever occurs first , except that no charge shail be maae during suspen­
sion of dr i l l ing operations for i if teen (15) or more consecutive days 

[3] Charges for wells undergoing any type of workover or recompletion for a period of f ive (5) con­
secutive days or more shall be made at the dr i l l ing wel l rate. Such charges shall be applied for 
the period f rom date workover operations, wi th rig, commence through date of r ig reiease. except 
that no charge shail be made during suspension of operations for f if teen (15) or more consecutive 
days. 

(b) Producing Well P.ates 

[1 ] An active well either produced or injected into for any portion of the month shall be considered 
as a one-well charge for the entire month. 

[2] Each active completion in a multi-completed well in which production is not commingled down 
hole snail be considered as a one-well charge providing each completion is considered a separate 
weil by the governing regulatory authority. 

[3 ] An inactive gas weil shut in because of overproduction or failure of purchaser to take the produc­
tion shail be considered as a one-well charge providing the gas weil is directiy connected to a per­
manent sales outlet. 

[4 ] A one-weil charge may be made for the month in which plugging and abandonment operations 
are completed on any wed. 

[5] A i l other inactive weils (including but net limited to inactive wells covered by unit allowable, 
lease aiiowaoie, transferred .allowable, etc.) shail not qualify for an overhead charge. 

(3) The w»il rates shall be adjusted as of the first day of A p r i l each year following the effective date of the 
agreement to which this Accounting Procedure is attacned. The adjustment shail oe computed by m u l t i ­
plying the rate currently in use by the percentage increase cr decrease m ths average weekly :srr.:r..:s o: 
Crude Petroleum and Gas Production Workers :cr the last calendar year compared to the calendar year 
preceding as shown by the index cf average weekly earnings of Crude Petroleum and Gas Fioiris Produc­
tion Wcrxers os puoiisned by tne United States Department of Labor. Bureau of Labor Statistics, cr the 
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates snail be 
the rates currently m use, plus or minus the computed adjustment. 



( I j ' i t e ra to r snail charge the Joint Account at the following rates: 

(a) Development 

) of the cost of Development of tiie Joint Property exclusive 
provided unaer P:rra_graoh 9 of Section I I and all salvage credits, 

(b) Operating 

Percent ( % ) ofHhe cost of Operating the Joint Property exclusive of costs provided 
under Paragraphs 1 and 9 of Section IC^U^salvage credits, the vaiue of injected substances purchased 
for secondary recovery and ail taxes and assessments which are levied, assessed and paid upon the 
eral interest in and to the Joint Property. 

(2) Application of Overhead - Percentage Basis shall be as fo l lows^ 
For the purpose of determining charges on a percentage basis under .Paragraph IB of this Section I I I . 
velopment shall include a i l costs in connection wi th dr i l l ing , rednl l ing, deepening or any remedial opera­
tions on any or al l wells involving the use of dr i l l ing crew and equipment; a lso^p^Jjminary expenditures 
necessary in preparation for dr i l l ing and expenditures incurred in abandoning when tnl?-weil is not com­
pleted as a producer, and original cost of construction or installation of f ixed assets, the exp;int?Kjgi of f ixed 
assets and any other project clearly discernible as a f ixed asset, except Major Construction as de j^ed^in 
•Paragraph 2 of this Section I I I . — A l l other coots- shod be tiornhderod aa Operatim: 

Overhead - Major Construction 

To compensate Operator for overhead costs incurred in the construction and installation of f ixed assets, the ex­
pansion of f ixed assets, and any other project clearly discernible as a f ixed asset required-for the deve.'ocmer.t and 
operation of the Joint Property. Operator shall either negotiate a rate prior to the beginning of construction, or shall 
charge the Joint Account for Overhead based on the fol lowing rates for any Major Construction project in ex"es* 
of S25.0GQ_ : 

A. \ % of total costs i f such costs are more than 3 2 5 . 0 0 0 but less than S 1 0 0 . 0 0 0 ; plus 
3. W a

0 of totai costs i n excess of S 1 0 0 , 0 0 0 but less than $1,000,000; plus 
C. of total costs in excess of Si.000,000. 

Total cost shall mean the gross cost of any one project. For the purpose of this paragraph, the component parts 
of a single project shall not be treated separately and the cost of dr i l l ing and workover weils shall be excluded. 

3. Amendment of Kates 

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

I V . PRICING OF JOINT ACCOUNT M A T E R I A L PURCHASES, TRANSFERS A N D DISPOSITIONS 

Operator is responsible for Joint Account Material and shail make proper and timely charges and credits for al l ma­
terial movements affecting the Joint Property. Operator shall provide a i l Material for use on the Joint Property; how­
ever, at Operator's option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition 
of idle and/or surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in 
kind, or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera­
tors in surplus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera­
tor shail be agreed to by the Parties. 

1. Purchases 

Material purchased shail be charged at the price paid by Operator after deduction of all discounts received. In case 
of Material found to be detective or returned to vendor for any other reason, credit shall be passed to the Joint 
Account when adjustment has been received by the Operator. 

2. Transfers and Dispositions 

Material furnished to the Joint Property and Material transferred f r o m the Joint Property or disposed of by the 
Operator, unless otherwise agreed to by the Parties, shall be priced on the fol lowing bases exclusive of cash dis­
counts: 

A. New Material (Condition A ) 

(1) Tubular goods, except line pipe, shail be priced at the current new price in effect on date of movement on a 
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest 
published price f.o.b. railway receiving point or recognized barge terminal nearest the Joint Property 
where such Material is normally available. 

(2) Line Pipe 

(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of 
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor­
mally available. 

(b) Movement c: 30,000 pounds or more shail be priced under provisions of tubular goods pricing in Para­
graph 2A (1) oi ".his Section IV. 

(3) Other Material shail be priced at the current new price, in effect at date of movement, as listed by a reliable 
sucuiv store or f.o.b. railway receiving point nearest the Joint Property where such Material Is normally 
available. 

B. Good U-ed Material (Condition 3 ) 

Material In sound and serviceable condition and suitable for reuse without reconditioning: 

(1) Material moved to the Joint Property 

(a) At seventy-five percent (75'",' ) of current new price, as determined by Paragraph. 2A of tr.is Section IV. 

(2) Material moved f rom the Joint Property 

(a) At seventv-five oercent (73'" ) of current new price, as determined by Paragraph 2A of this Section IV, 
if Material was originally charged to tne Joint Account as new Material, or 



(b) at i i x t y - t i v o percent (o5^•) ct current new price, as determined by ?~.ragrapn 2A of this Section 
IV, if Material was or.gir.aiIy charged to the Joint Account as gooa used Material at seventy-five per­
cent (?3,-~ ) cr current new price. 

The ccs: of reconditioning, i i any, shall be absorbed by the transferring property. 

C. Other Used Material (Condition C ana D) 

(1) Condition C 

Material which is not in sound and serviceable condition and not suitable for its original function un t i l 
after reconditioning shail be priced at f i f t y percent ( 5 0 ^ ) of current new price as determined by Para­
graph 2A of this Section IV . The cost of reconditioning shall be charged to the receiving property, pro­
vided Condition C value plus cost of reconditioning does not exceed Condition 3 value. 

(2) Condition D 

A l i other Material, including junk, shail be priced at a value commensurate wi th its use or at prevailing 
prices. Material no longer suitable for its original purpose but usable for some other purpose, shail be 
priced on a basis comparable wi th that of items normally used for such other purpose. Operator may dis­
pose of Condition D Material under procedures normally utilized by the Operator without prior approval 
of Non-Operators. 

D. Obsolete Material 

Material which is serviceable and usable for its original funct ion but condition and.'or value of such Material 
is not equivalent to that which would j u s t i fy a price as provided above may be specially priced as agreed to by 
the Parties. Such price shouid result in the Joint Account being charged wi th the value of the service ren­
dered by such Material. 

S. Pricing Conditions 

(1) Loading and unloading costs may be charged to the Joint Account at the rate of t w e n t y - r i v = { 23c"ber 
hundred weight on ail tubular goods movements, in lieu of loading and unloading costs sustained, when 
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section I I . 

(2) Material involving erection costs shail be charged at applicable percentage of the current knccked-down 
price of new Material. 

Premium Prices 

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes 
or other unusual causes over which the Operator has no control, the Operator ma;/ charge the Joint Account for the 
required Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use, 
and in moving it to the Joint Property: provided notice in wr i t i ng is furnished to Non-Operators of the proposed 
charge prior to bi l l ing Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and 
not i fy ing Operator wi th in ten days after receiving notice f rom Operator, to furnish in kind all or part of his share 
of such Material suitable for use and acceptable to Operator. 

Warranty of Material Furnished by Operator 

Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the 
Joint Account un t i l adjustment has been received by Operator f r o m the manufacturers or their agents. 

V. INVENTORIES 

e Operator shall maintain detailed records of Controllable Material. 

Periodic Inventories, Notice and Representation 

A t reasonable intervals, Inventories shail be taken by Operator of the Joint Account Controllable Material. 
Writ ten notice of intention to take inventory shall be given by Operator at least th i r ty (30) days before any inven­
tory is to begin so that Non-Operators may be represented when any inventory is taken. Failure of Non-Operators 
to be represented at an inventory shail bind Non-Operators to accept the inventory taken by Operator. 

Reconciliation and Adjustment of Inventories 

Reconciliation of a physical inventory wi th the Joint Account shall be made, and a list of overages and shortages 
shail be furnished to the Non-Operators wi th in six months fol lowing the taking of the inventory. Inventory ad­
justments shail be made by Operator with . the Joint Account for overages and shortages, but Operator shall be 
heid accountable only for shortages due to lack of reasonable diligence. 

Special Inventories 

Special Inventories may be taken whenever there is any sale or change of interest in the Joint Property. It shail 
be the duty of the party selling to not i fy ail other Parties as quickly as possible after the transfer of interest takes 
place. In such cases, both the seller and the purchaser shall be governed by such inventory. 

Expense of Conducting Periodic Inventories 

The expense of conducting periodic Inventories snail not be charged to the Joint Account unless agreed to by tiie 



Attached rc arid made a parr, of that, certain Operating Agreement dated 
September 17 , 1984 , beweaa Yates Petroleua Corp. Operator, and 
Marathon Oil Company, et-.ai, Non-Operators 

SCgZEULS C7 DISITRANCZ 

I - " n i t Operator 3hail carry v i t h raspect ta Unit operations subject ta 
this agreement: 

1. Wcrirman'3 Compensation Insurance and Employer'3 L i a b i l i t y Insur­
ance to cover l i a b i l i t y imposed by- the lava of the Stata of 

2. Any ether insuranca of any kind w i l l be carried by the Operator 
f o r the j o i n t account of the parties only v i t h the concurrence 
of a l l parties to thia agreeaent. 

I I . Operator shail require a l l contractors and sub-contractors engaged 
in. vork on or for the- Contract Area to ccrrpiy v i t h tha Workmen's 'Compensa­
tion lav of tha Stata of • •and to maintain such other insurance 
as Cperator nay require. 

I I I . A l l contractors performing d r i l l i n g vork shall ba required to carry 
insurance s u f f i c i e n t to cover a l l equipment supplied by contractors, 
including property of i t s sub-contractors, and used i n connection 
v i t h the d r i l l i n g performed hereunder frcm a i l physical less and/ 
cr damage froa any cause whatsoever, including but not limited to 
blovcut and crataring, such insurance to contain a provision for 
valvar of subrogation on tha part of the insurance carrier against 
Cparator. Where equipment i s such that " a l l r i s k s " insurance i s noc 
available, i t shall be insured under most cotrorehensive terms a v a i l ­
able. ' 

17. Any party may procure and maintain at i t 3 sole cost and expense such 
other insurance as i t shall determine, and any such insuranca shail 
inura solely to the benefit of suchrparry procuring the same; pro­
vided, hcvaver, that each such' insurance policy shail contain a valvar 
on tha part of the insurance carrier of a l l rights, by subrogation 
or otherwise, against each party not named as aa insured i n such 
policy, or i f such valvar i s not"secured, tha insured shall indemnify 
and hold harmless each party not'named as an insured i n such policy 
against any claim of tha insurance carrier arising against such party 
by subrogation or otherwise. 



Actachad Co and made a p a r r c f t h a t c e r t a i n O p e r a t i n g Agreement da ted 
September 17, 1984 between "faces Petroleum Corp. C p e r a t o r , and 
Marathon O i l Company, e t a i , Non-Operators 

GAS 3ALA2rcr::G AcriEz:!z:rT 

Tha parties to ihe Operating Agreement to.which thi3 Gas Storaga 
Agraemeat i s attached cvn tha working interest and the gas rights under­
lying tha Contract Area covered by such Agreement i n accordance with t h * per­
centages cf participation as sat forth i n Exhibit "A" to the Operating 
Agreement. 

In Accordance with tha tarms of the Operating Agreement, each parr.— 
shall have the right to caka i n kind and separately dispose of i t s propor­
tionate share of- the gas produced from the Contract Araa.. During thaipericd 
cr periods whara any party hereto has ao market for, cr i t s purchaser 
is unable to take, or i f any party f a i l s to take i t s share of gas, the 
othar party shali.be e n t i t l e d to produce each month 1CC% cf tha allow­
able gas production assigned Co the Contract Araaby the appropriate govern­
mental e n t i t y having j u r i s d i c t i o n , and each of such parties shail taka 
i t s prorata share. A l l parties hereto shall share i n and own Che l i q u i d 
hydrocarbons racoverad from such gas by lease separation equipment i n 
accordance with thair respective intarasts and subject to tha terms cf 
tha above—described operating agreement, but each party taking such gas 
shall cvn a l l the gas delivered to i t s purchaser. 

2. 

Each party urabia to market i t s share cf gas produced shall be credited 
v i t h gas i n storage equal to i t s share of Che gas produced, less i t s share 
of the gas used in. lease operations, vented or lo s t . Each party taking 
ga3 shall furnish the Unit Cperator a monthly statement of gas taken. 
Tha Unit Operator s h a l l maintain a current account of the gas balance 
between tha parties and shall furnish a l l parties hereto monthly state­
ments shoving tha t o t a l quantity of gas produced, used i n lease cpera­
tions, vented or l o s t , and the t o t a l quantity of condensate recovered. 

3. 

After written nocica to tha Operator, any party may begin talcing 
or delivering i t s shara cf tha gas produced. In addition to i t s share, 
each party, u n t i l i t has recovered i t s gas i n storage and balanced i t s 
gas account, shall ba en t i t l e d to taka or deliver a volume of gas equal 
to 15Z of each overproduced party's share of gas produced. I f mora than 
one parry i s entitled ta che additional gas procuced, they shall divide 
such additional gas i n accordanca with uni t participation. 

4. 

71:a Uait Operator, at tha request of any party, may produce cha 
entire vel"L_straati»_ i f nacsssary, for a d e l i v e r a b i l i t y test not to ex­
ceed seventy-two (71) hours duration required under such requesting party's 
gas sales contract and may overproduce i n any othar situation providing 
chat such overproducing would ba consistant with prudent operations. 

At a l l times while gS3 ia produced frcm the Contract Area, each party 
shall make apprccrisca settlement or a l l royalties, overriding rr. 
interests and othar payments cut of or i n l i e u cf production for 
i t is responsible, as i f aach party where taking or delivering to a pur­
chaser ics share, and ics shara only, of such gas production. Each 
party hereto agrees to hold each other party harmless frcm any and a l l 
claims for royalty payments asserted by royalty owners co whom each party 
is accountable. 



Each parry producing and/cr 'delivering gas ro i t s purchaser s'r 
pay any anc a l l production taxas duo- on such gas. 

In the event: production of ga3 permanently ceases prior to the tine 
that the accounts of the parries have been balanced, a correlate balan­
cing shall be accomplished by money settlement. A cash balancing adjust 
rent shall be nada by the overproduced party, or parties, for the over­
produced volumes which have been taken and sold; the price to be paid 
for such adjustment shall be the actual price received for the la s t ac­
crued overproduction ( i n tha ravarsa ordar of accrual taking most recant 
overproduction by months and going back u n t i l net overproduction is ac­
counted for) by the overproduced party, or parties, less appropriate 
deductions for taxa3 and/or royalties paid on such production by the 
overproduced party, 

3. ~-

Inch party hereto hereby indemnifies the othar parties against a l l 
l i a b i l i t y , and agrees to dafend said othar parties against a l i claims 
which may be assarted by t h i r d parties purchasing gas frcm tha unit well 
who now or hereafter have a contractual relationship with such indemnify 
ing party which arisa cut of tha operations of this agreement or a c t i v i ­
ties authorised to be conducted by any party undar i t s provisions; and 
further agrees to save the other parties harmless from a l l judgements 
or damages sustained and costs incurred i n connection therewith. 

9. 

The provisions' cf this agreement shall constitute a separata agree­
ment and be separately applicable to each proration unit and/or reserve! 
to tha end that production from ona raservoir i n a gas wall may not be 
u t i l i n a d for the purpose of balancing undarproducticn froa other reserve 

10. 

Nothing herein shall change or affect each parry'3 obligations to 
pay i t s proportionate share of a l l costs and l i a b i l i t i e s incurred on una, 
cperations as i t s share tharaof i s set f o r t h i n tha Operating Agreement. 

11. 

This agreement shall remain i n effect concurrently with tha terms 
of tha Operating -Agreement. 

12. 

Tha tarm3, covenants and conditions of this agreement shall be bind 
ing upon and shall inure- to tha benefit of tha parties hereto and thair 
respective successors and assigns, i t being agreed that this agreement 
is a covenant running with tha o i l and gas leases. The parties hereto 
agree to give notice of tha existence of ch±3 agreement to any successor 
i n interest and make any transfer of any lease or part thereof subject 
to tha terms cf this agreement. 



Attached t t aad :aada a part c f that c e r t a i n Operating Agreement dated 
September 17, 1984 » between Yates Petroleum Corp. Cperator, and 
Marataon O i l Company, et a l , Non-Operator 

1. EQUAL E^LO^uENT CPCRTUNTTT ??.CVTS-0:T 

During the performance of t h i a c o n t r a c t , the Operator agrees as follows 

(1) Tha Cperator w i l l not discriminate against any employee.or appiican 
f o r employment because of raca, c o l o r , r e l i g i o n , n a t i o n a l o r i g i n , 
or sex. The Operator w i l l t a k a . a f f i r m a t i v e action to ansura that 
applicants ara employed, and tha t employees ara treated during 
employment, without regard to t h e i r race, co l o r , r e l i g i o n , n a t i o n a l 
o r i g i n , o r sex. Such action s h a l l include, but not be l i m i t e d 
to tha f o l l o w i n g : Employment, upgrading, demotion, or t r a n s f e r , 
racruitmant or recruitment a d v e r t i s i n g ; l a y o f f or termination; 
rata3 or pay or other forms of compensation; and sel e c t i o n f o r ~J 

t r a i n i n g , i n c l u d i n g apprenticeship. -Tha Operator agrees to post 
i n conspicons places available to employees and applicants f o r 
employment notices to be provided f o r the contracting o f f i c e r 
s e t t i n g f o r t h tha pro v i s i o n of t h i s non-discrimination clause. 

(2) Tha Cperator w i l l , i n a l l s o l i c i t a t i o n s or advertisements f o r 
employees placed by or cn behalf cf the Cperator, s t a t e t h a t 
a l l q u a l i f i e d applicants w i l l receive consideration f o r employ­
ment without ragard to raca, c o l o r , r e l i g i o n , n a t i o n a l o r i g i n , 
or sex. 

(3) Tha Cperator w i l l send to each labor union or representative of 
workers v i t h which i t has a c o l l e c t i v e bargaining agreement or 
othar contract or understanding, a not i c e to ba provided by the 
.agency contracting o f f i c e r , advising tha labor union or workers' 
representative c f tha Operator's ccmmitmant3 under Section 202 
cf Executive Order 11246 of September 24, 1365, and s h a l l post 
copies of tha nocica i n conspicuous piacas available to employees 
and applicants f o r employment. 

(4) The Cperator w i l l ccmply v i t h a l l provisions of Execution Order 
11246 of September 24, 1955, and cf tha r u l e s , regulations, and 
relevant, orders of the Secretary c f Labor. 

(5) The Operator w i l l f u r n i s h a l i information and reports required 
by Executive Order 11245 cf September 24, 1S55, and by the r u l e s , 
r e g u l a t i o n s , and orders of tha Secretary c f Labor, or pursuant 
thereto, and w i l l permit accass to i t s books, records, and accounts 
by tha contracting agency and tha Secretary of Labor f o r purposes 
c f i n v e s t i g a t i o n to ascertain ccmpiianca w i t h such r u l e s , regula­
t i o n s , and orders. 

(5) I n tha event of the Operator's non—ccmpiianca w i t h tha non-dis­
c r i m i n a t i o n clauses of t h i s contract or w i t h any of such r u l e s , 
regulations, or orders, t h i s contract may ba cancelled, terminated, 
or suspended i n whole _ q r _ i n part and tha Cperator may ba declared 
i n e l i g i b l e f o r " f u r t h e r Government contracts i n accordance v i t h 
procedures authorised i n Executive Ordar 11245 of September 24, 
1965, or by r u l e , r e g u l a t i o n , or order of tha Secretary of Labor, 
or as otherwise provided by law. 

(7) Tha Cperator - . i l l i n d u e s tha provisions of paragraphs (1) through 
(7) i n every subcontract or purchase order unless exempted by 
rales, t a b u l a t i o n s , or orders of tha Secretary of Labor issued 
oumuant to Section 2G4 of Exacutiva Order 11245 of September 
24, 1365, so that ouch provisions w i l l ba binding upon eacn sub­
contractor or vender. The Cperator w i l l taka such action w i t h 
respect to any subcontract or purtnasa order as tha contracting 
agency nay d i r e c t as a means of enforcing 3xich provisions including 

sanctions f o r ton-compliance; Provided, however, that i n tha event 
tha Operator becomes involved i n , or i s threatened w i t h , l i t i g a t i o n 
w i t h a subcontractor or vendor as a r e s u l t of such d i r e c t i o n by 
the contracting agency, the Cperator nay request tha Unitad States 



to antar into such l i t i g a t i o n Zo protect cha interests of cha 
Unitad States. 

Operator acknowledges chat i t may ba required to f i l a Standard 
Term ICO (ZZO-L) promulgated j o i n t l y by tha Offica of Federal Contract 
Ccnoiianca, cha Equal Employment Opportunity Permission and Plans for 
Progress v i t h Joint 3.aporting ̂ Committee, Federal Depot, Jafferscnvilla, 
Indiana, v i t h i n t h i r t y (30) days of the data of contract award i f such 
raport has not been f i l e d for tha currant year, and othervisa comply vi:h 
or f i l a such othar ccmpiianca reports as may be required under Executive 
Order 11246, as amended and Rula3 and Regulations adopted thereunder. 

Cperator further aclctcvledges that i t may be required co develop 
a written affirmative action ccmpiianca program as required by-the Rules 
and Regulations approved by tha Secretary of Labor under authority of 
Executive Order 11246 and supply Mon—Operators v i t h a copy of such pro­
gram i f thay so raquest. 

i i . c^rrr^c^Tic:T OF NCN-SECCRZGATED FACILITIES 

(1) Operator assures Hen—Operators that i t does not and v i l l not 
maintain cr provide for i t 3 employees any sagragated f a c i l i t i e s 
at any of i t s establishments, and that i t does net and v i l l 
not permit i t s employees to perform their services at any loca­
t i o n , under i t s control, where segregated f a c i l i t i e s ara main­
tained. For Chi3 purpose, i t i s undarstocd chat the phrase 
"segragatad f a c i l i t i e s 1 ' includes f a c i l i t i e s which are i n fact 
segregated on a basis of race, color, r e l i g i o n , or national 
o r i g i n , because cf habit; local custom or otherwise. I t i s 
further undarstocd and agraed that maintaining or providing 
segregated f a c i l i t i e s for i t s employees or permitting i t s employ­
ees to perform their services at any location under i t s control 
vhera segragatad f a c i l i t i e s ara maintained i s a vi o l a t i o n of 
tha equal opportunity clause required by Executive Order 11246 
of September 24, 1363. 

(2) Operator further understands and agraas that a braach of the 
assuranca herein contained subjects i t to the provisions of 
tha Order at 41 CTR Chaptar 60 of tha Secretary of Labor dated 
Ifay 21, 1363, and tha provisions of tha equal opportunity clause 
enumerated i n contracts between che Unitad States of Amarica 
and Non-Operators. 

(3) Whoever knowingly and w i l l f u l l y makes any falsa, f i c t i t i o u s 
or fraudulent representation may be l i a b l e co criminal prosecu­
ti o n under 13 U.S.C. 3 IC01. 

I I I . OCCUPATIONAL 3AFETU AND EQLILTE ACT 

Operator w i l l cbsarva and comply with a l l safety and hsalrh standards 
promulgated by tha Secretary cf Labor under Section 107 of tha Ccn-

. tract Work Hour3 and Standards .Act, published i n 29 CTR Part 1513 
and adopted by tha Secretary of Labor a3 occupational safety and 
health standards 'under tha Williams-Steiger Occupational Safety and 
Health .Act of 1970. Such safety and health standards shall apply 
to ^"7 subcontractors and their employees as weil as to the prima 
contractor and i t s employees. 

IT. VLTIPAN'S PPZIETZLECTCZ 

Cperator agrees to comply with tha following insofar as contracta 
i t lets for an amount cf $10,CC0 or nore or which w i l l generate 
400 or mere mandays of employment (each nan-day consisting of any 
day in which an employee performs mora than cna hour of work) and 
further agrees to include tha following provision i n contracts with 
Contractors and Subcontractors: 

(1) As provided by 41 CTR 50-250, Cha contractor agrees chat a l l 
employment openings of the contractor which exist at Cha time 
of tha execution of this contract and chose which occur curing 



;ha caricrmar.ca cf Ohio con t r a c t , i n c l u d i n g these not generated 
by cha contract and inclu d i n g thc3e occurring ac. an e s t a b l i s h ­
ment of cha contractor ochar Chan cha ona wherein cha contract 
i s being performed bus excluding chose c f independently operated 
corporaca a f f i l i t a t e s , s h a l l , to the maxim/! rm extent feasible., 
be o f f e r e d f o r l i s t i n g at an appropriate l o c a l o f f i c e cf the 
State employment service system wherein tha opening cccur3 
and co provide such periodic reports to such l o c a l o f f i c a re­
garding employment openings and hires as may be required: 
Provided, that t h i s p r o v i s i o n s h a l l not apply to openings which 
tha contractor f i l l s frcm w i t h i n the contractor's organization 
or ara f i l l e d pursuant to a customary and t r a d i t i o n a l employer-
union h i r i n g arrangement and that tha l i s t i n g of employment 
openings s h a l l involve only the normal o b l i g a t i o n s which attach 
to tha placing of job orders. 

(2) Tha contractor agrees to placa che above provision i n any sub­
contract d i r e c t l y under t h i s c o n t r a c t . " 

7. CFP/TTFICATTCN CF C~^IANCZ WITH E2T7TP£!a32TTAL LAWS -

Cperator agrees to comply w i t h tha Clean Air. Act (42 U.S.C.3 1357) 
and tha Federal Watar P o l l u t i o n Control Act (33 U.S.Cil 1251) whan 
conducting operations i n v o l v i n g ncnexempt contracts. I n a l l ncnexempt 
contracts w i t h subcontractors, Operator s h a l l r e q u i r e : 

(1) No f a c i l i t y to be u t i l i s e d by Subcontractor i n the performance 
of t h i s contract i s l i s t e d on che Environmental Protection 
Agency (EPA) L i s t of 7 i o l a t i n g F a c i l i t i e s . See Executive Order 
No. 11723 of. September 12, 1973, and 40 OFF. §15.20. 

(2) Prompt w r i t t e n n o t i f i c a t i o n s h a l l be given by Subcontractor 
to Operator of any communication i n d i c a t i n g that any such f a c i l i t y 
i s undar consideration to be included on the EPA. L i s t of V i c l a t - -
ing F a c i l i t i e s . 

(3) Subcontractor s h a l l comply v i t h a l l requirements of Section 114 
of tha Clean A i r Act (42 U.S.C. § 1357) and Section 303 of 
the Federal Watar Pollution. Control Act (33 U.S.C. i 1231), 
r a l a t i n g to inspection, monitoring, entry, r e p o r t s , and information, 
as 1 othar requirements s p e c i f i e d i n these Sections, and a l l 
regulations and guidelines issued thereunder. 

(4) Tha foregoing c r i t e r i a and requirements s h a l l be included i n a l l 
of Subcontractor's ncnexempt subcontracts, and Subcontractor 
s h a l l Cake such action as the Government may d i r e c t as a means 
of enforcing such provisions. See 40 OFF. 2 15.4 a 5. 



EXHIBIT "0" 

Attached to and made a part of Letter Agreement dated Sept. 17 , 1934, between 
Yates Petroleum- Corporation and Marathon Oil Company. 

Tax Partnership 

Genera] Provisions 

1•1 Designation of Documents. This exhibit is referred to in, and is a 
part or, tiie certain Agreement dated August 15, 1983, by and between Yates 
Petroleum Corporation and Marathon Oil Company. Such Agreement (including _al 3. 
exhibits thereto, other than this exhibit, and including a l l other agreements'-
to the extent related to this agreement) is hereinafter referred to as the 
"Agreement"; and this exhibit to the Agreement is hereinafter referred to as 
the or this "Exhibit." Except as may be otherwise provided in this Exhibit, 
terms defined and used in the Agreement shall have the same meaning when used 
in this Exhibit as in the Agreement. 

1.2 Certain Definitions. For purposes of this Exhibit: 

a) The "Operator" is Yates Petroleum Corporation. 

b) The "Contract Premises" are a l l the interests in o i l and gas leases 
contained and described in the Agreement. 

c) A "party" is each party to the Agreement as of i t s effective date and 
each person who thereafter becomes a party to the Agreement, whether 
or not amended. Every party to the Agreement, by incorporation 
therein of this Exhibit, is and agrees to be a party to this Exhibit. 

d) "Property" means property of any kind or description other than cash. 

1.3 Relationship of Parties. The parties understand and agree that the 
arrangement ana undertakings evidenced by the Agreement, taken together, r e s j l t 
in a partnership for purposes of federal income taxation and for purposes of 
certain state income tax laws which incorporate or follow federal income tax 
principles as to tax partnerships. Such partnership for tax purposes is 
hereinafter referred to as the "Tax Partnership". For every other purpose of 
the Agreement, however, and notwithstanding any other provision of the 
Agreement, express or implied, to the contrary, the parties understand and 
agree that their legal relationship to each other under applicable state law 
with respect to a l l property subject to the Agreement, is one of tenants in 
common, or undivided interest owners, or lessee-sublessees, and not one of 
partnership; that the l i a b i l i t i e s of the parties shall be several and not joint 
or collective; and that each party shall be solely responsible for i t s own 
obligations. 

1.4 Continuation of Tax Partnership Status. The parties agree not to 
elect to be, or to nave the Tax Partnership, excluded from the application of 
all cr any part cf Subchapter K cf Chapter One of Subtitle A of the Internal 
Revenue Code of 19b4, as amended (the "Cede"), from any successor provisions 
thereto under the Code, or from any provisions of state income tax laws of 
substantially the same effect. 

be the Yates Petroleum 
Chaves and Otero 

The effective date of the Tax Partnership shall be the 
ar" the Agreement, and the Tax Partnership shall continue in f . i l l 

1.5 Mane. The name of the Tax Partnership shall 
Corpora cioa i-j'63 Marathon Oil Company Tax Partnership -
Counties, iiew Mexico. 
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force ana effect from ana after sucn aate until terminated. 

1.7 Contributes to Tax Partnership. For a l l purposes of this Exbibi t 
ana the Tax Partner-snip, except co the 11 mi ted extent provided otherwise in 
Sections 2.4 ana 2.5 hereof: 

a) Property ana cash wh ich under any of the provisions of tins Exhibit 
are deemed contributed to the Tax Partnership shall be treated and 
referred to hereinafter as though actually contributed to, held and 
owned by the Tax Partnership, regardless of the manner in which t i t l e 
and ownersnip are held for any purpose other than the purposes of this 
Exhibit and Tax Partnership; 

b) Unless a smaller interest is specified in the Agreement, the entire 
interest of each party in the Contract Premises shall be deemed 
contributed to the Tax Partnership on the effective date of the 
Agreement; 

c) Unless a smaller interest is specified in the Agreement, the entire 
interest of each party in property other than the Contract Premises 
which becomes subject to the Agreement at any time on or after the 
effective_date thereof shall be deemed contributed to the Tax -. 
Partnership at the later of such time as such party acquires such 
interest or the property becomes subject to the Agreement. 

d) Subject to subparagraph (e) below, a party shall be deemed to 
contribute cash to the Partnership i f such party pays or incurs a 
fixed obligation to pay a cost, expense or other l i a b i l i t y to any 
person, i f such payment or obligation is on behalf of or in 
furtherance of the Tax Partnership operations or is otherwise pursuant 
to an obligation under the Agreement; 

e) Where a party contributes (or would be deemed to contribute) cash to 
the Tax Partnership which is used to acquire property, the property 
shall be treated as having been purchased by such party and then 
contributed to the Tax Partnership at the time the Tax Partnership 
acquires such property (but the amount of cash otherwise deemed 
contributed by such party under subparagraph (d) above shall be 
reduced by the cost of such property to avoid a double credit to such 
party); 

f) The Tax Partnership's tax basis in property contributed or deemed 
contributed to the Tax Partnership shall be determined under the 
principles of the Code concerning property contributed to a 
partnership; and 

gj The parties intend that each party's respective contribution(s) to the 
Tax Partnership ( i ) shall be s t r i c t l y traced to, identified with, and 
maintained in each item of Tax Partnership property and of Tax 
Partnership exper, directly related to such party's contribution(s) 
and ( i i ) shall not te affected, with respect to any such item of Tax 
Partnership property and of Tax Partnership expense, by the respective 
contribution(s) made by other parties to the Tax Partnership to 
effectuate equalization, redeterminations and/or other adjustments, i f 
any, made pursuant to the Agreement. 

1.8 Priority of Provisions. In the event of a conflict or inconsistency, 
whether direct or indirect, actual or apparent, between the terms and 
conditions of this Exhibit and the terms and conditions of the Agreement or any 
part thereof, the terms and conditions of this Exhibit shall govern and 
control. 

Allocation of Income, Gains • 

Losses, Deductions and Credits 

2.1 Intent of the Parties. The parties intend that the 
income, gam, losses, aeuuctions and credits set forth in Sec 
Section 2.5 hereof Le given fu i1 effect for federal and state 
purccses, and, in keeping wi th that intent, that the pcononir 

allocation of 
tion 2.2 throng!: 
income tax 
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of each such allocation be realized or borne by the party or parties to whom 
allocated. In furtherance of that objective the parties intend and agree that 
a l l such allocations shall be reflected in the parties' respective capital 
accounts estab 1ished pursuant to Section 3.1 hereof, and that, uoon terminatio-
of the Tax Partnership, each party shall receive a bona fide, economic in teres 
(including equitable ownership and t i t l e ) in a l l remaining Tax Partnership 
property and cash which is proportionate to the amount of such party's capital 
account relative to the capital accounts of a l l other parties. 

2.2 Allocation of Interests in Property. The specific tax basis and 
associated tax attributes isuch as the right to depreciation, investment tax 
credit, depletion and other capital cost recovery, as well as potential 
depreciation, credit and other tax recapture) in each item of Tax Partnership 
property shall be allocated to the party who contributed such item to the Tax 
Partnership, (or i f more than one party contributed that item, among the 
contributing parties in proportion to their contribution to the cost of such 
property). 

2.3 Gross Income, Gains and Losses. Except as provided in Section 2.4 
hereof, each item of income, gain and/or loss reported by the Tax Partnership 
on federal and state Partnership returns shall be allocated to the party or 
parties realizing or bearing the economic benefit or burden of such item as 
provided in the Agreement. 

2.4 Certain Gains and Losses. 

a) Gain and/or loss arising from each sale, abandonment, or other 
disposition of property (including any deemed sale of Tax Partnership 
properties pursuant to Section 5.2 (b) of this Exhibit) shall be 
allocated to each party in such manner as w i l l reflect the amount of 
and character of the gain and/or loss that would have been includable 
in such party's federal income tax return i f the parties hereto had 
elected to be excluded from Subchapter K of the Code and/or any 
similar provisions of applicable state laws, owned the interest in 
such property specified in the Agreement and had not contributed or 
been deemed to contribute such property to the Partnership, and had 
made the same elections that were made by the Partnership pursuant to 
Section 4.4. The computation of gain and/or loss shall take into 
account each party's share of the proceeds derived from each such sal 
or other disposition, selling expenses, and the party's contributions 
to the unadjusted cost basis of such property, less any allowed cr 
allowable depreciation, depletion, amortization or other deductions 
which have been allocated to such party. 

b) Except with respect to a deemed sale under Section 5.2 (b) hereof, i f 
the application of Section 2.4 (a) with repsect to any transaction 
results in the allocation of gain and/or loss in excess of the 
"ceiling limitation" imposed by Treasury Regulations Section 1.704-1 
(c) (2) ( i ) , the parties agree that the entire gain and/or loss from 
that transaction shall be determined at the Partnership level. I f 
such determination results in a Partnership gain, such gain shall be 
allocated to the party or parties who otherwise would have been 
allocated a gain under the provisions of Section 2.4 (a). I f such 
determination results in a Partnership loss, such loss shall be 
allocated to the party or parties who otherwise would have been 
allocated a loss under Section 2.4 (a). 

2.5 Deductions and Credits. In furtherance of the principles set forta 
in Section 2.i through 2.4 aoove, and net in limitation thereof, deductions an 
credits reported by the Partnership on federal and state Partnership tax 
returns shall be allocated between the parties as follows: 

a) Deductions for exploration costs, intangible d r i l l i n g and development 
costs, rental costs and production costs shall be allocated to each 
party in accordance with such party's contribution to such costs. An 
subsequent recapture of intangible d r i l l i n g and development costs bv 
reason of a sale cr other disposition of the affected property under 
Section 1254 of the Code or similar state tax law, shall be allocated 
to the party which allocated the deduction for such cost. 

b) Deductions for depreciation and/or capital cost recovery of real ana 
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canaiole personal property snail be al 1 oca tea to each party in 
accordance with such party's contribution to the Tax Partnership's 
au^iscei basis for such property. Any subsequent recapture of 
depreciation and/or captia1 cost recovery by reason or a sale or other 
ui spos i tic;i of the arrected property under* sections 1245 or LZ'iO or 
tne Code or similar state tax law shall oe allocated to the party 
which allocated the deduction for such depreciation and/or capital 
cost recovery. 

c) The deduction for depletion under Section 611 of the Code with respect 
to each separate o i l and gas property shall be computed separately by 
each party rather than by the Tax Partnership in accordance with 
Section 613A (c) (/) 10) of the Code. For purposes of such 
computation, each party shall be considered to own, and shall be 
allocated, i t s proportionate share of the adjusted basis, determinea 
pursuant to Section 1011 of the Code, in each o i l and gas property 
subject to the Agreement. For this purpose, the proportionate share 
cf each party in the adjusted basis of each property subject to the 
Agreement shall be such party's interest in the Tax Partnership 
capital with respect to that property, and shall be determined in 
accordance with such party's contribution to any funds used to acquire 
such property. Each of the parties ( i j shall keep records of i t s " " 
share of the adjusted basis in each o i l and gas property, ( i i ) shall 
adjust such snare of the adjusted basis pursuant to Section 1016 of 
the Code, and ( i i i ) shall use, in accordance with Section 7U4 (c) 12) 
of the Code, such adjusted basis each year in the computation of its 
cost depletion or in i t s computation of gain or loss on the 
disposition of such property. Upon the request of the Operator, each 
party shall furnish i t s percentage or cost depletion calculaton to the 
Operator as computed in accordance with the provisions of this 
subparagraph (c). 

d) For purposes of determining each party's investment tax credit, the 
qualified investment under Section 38 of the Code shall be allocated 
in accordance with Treasury Regulation Section 1.46-3 ( f ) (2) ( i i ) to 
each party in accordance with such party's respective contribution to 
the acquisition of such property. Any subsequent recapture of the 
investment tax credit under Section 47 of the Code or similar state 
tax law by virtue of a sale or other disposition of such property 
shall be allocated to the party which allocated such qualified 
i nvestment. 

e) All costs, expenditures and investments in property giving rise to 
deductions and credits not described in Sections 2.5(a) through 2.5(d)' 
shall be allocated to the parties in accordance with their respective 
contributions to such costs, expenditures and investments in such 
property. Any subsequent recapture of those deductions and/or 
credits, by reason of a sale or other disposition of property, shall 
be allocated to the parties which allocated such deductions ana/or 
credi ts. 

Partnership Capital Accounts 

3.1 Capital Accounts. A separate capital account shall be established 
and mantainea ror eacn party and shall be, from time to time, 

a) Credited with an amount equal to: 

1) the tax basis, upon the effective date of the Tax Partnership, of 
that party's interest in the Contract Premises, and, in the case 
or ;11 other property contributed to the Tax Partnership the 
contributing party's tax basis in such property on the date of 
contribution; 

2) a l l cash contributed to the Tax Partnership; 

3) a l l income or gains allocated to that party under Section 2.1 
through Section 2.4 hereof; and 

4) each party' percentage depletion with respect to any property ias 
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defined in Section 614 of the Code) in excess of that party's 
oasis in such property (determined pursuant to Section l.o \z) 
hereof) i f , and to the extent, such depletion is recorded to that 
party's capital account under Section 2.5 (c) hereof; and 

D) debited with an amount equal to: 

1) a l l losses, expenses and deductions allocated to that party under 
Section 2.1 through Section 2.5 hereof; 

2) cash received by that party with respect to Tax Partnership 
property; and 

3) the Tax Partnership's tax basis, i f any, in property distributed 
by the Tax Partnership to that party. 

c) The Operator shall serve as the "tax matters partner" as defined in 
Section 6231 (a) (7) of the Code and shall act on behalf of each of 
the parties with respect to "partnership items" relating to federal 
income and windfall p r o f i t taxes as appropriate under Sections 6221 
and 6232 of the Code. 

3.2 Tax Matters Partner. 

a) Designation. The tax matters partner (THP) shall be Yates Petroleim 
Corporation. In the case of removal or resignation of the TMP, a 
majority of the partners shall appoint a successor TMP. The TMP 
hereoy agrees not to enter into any settlement and/or compromise, 
extension of the statute of limitations provided in Section 6629 
(b)(1)(3), or in any way bind the remaining partners in any 
proceedings with the Internal Revenue Service without f i r s t obtaining 
prior approval from the majority of the partners. The TMP shall keep 
a l l Parties informed of the progress of any audit and of various 
issues raised by Interna] Revenue Service. 

b) No party shall f i l e a request for an administrative adjustment under 
Section 6227 of the Code or in any judicial proceeding arising under 
the tax laws of the United States without giving reasonable notice cf 
such intended action to the other Parties. In any event a l l Parties 
shall give prompt notice to the other Parties of any communication to 
or from the Internal Revenue Service regarding any aspect of the 
partnership or i t s operations. All Parties shall give prompt notice 
to a l l other Parties of any administrative or judicial proceedings 
including settlement agreements relating to the determination of 
parnership items at the partnership level. 

Tax Partnership Accounting 

a.1 Methcd. For purposes of reporting on federal and state partnership 
returns, the sax Partnership shall keep accounts on the accrual method of 
accounting. 

4.2 Taxable Year. The taxable year of the Tax Partnership for purposes 
of reporting on federal and state partnership returns shall be the calendar 
year. 

4.3 Tax Returns. Federal and state partnership income tax returns shall 
be prepared ana rilea by Operator covering operations reportable by the Tax 
Partnership. Operator agrees to use it s best efforts in the preparation and 
f i l i n g of such tax returns, acting on behalf of i t s e l f and other parties, but 
in. doing so, Operator shall incur no l i a b i l i t y to any other party with regard 
to sucn returns or elections relating thereto. Operator w i l l consult with tae 
other parties to the Agreement and secure their approval prior to f i l i n g of 
such returns. 

4.4 Correspondence Concerning Tax Returns. All correspondence relating 
to the preparation <-.na r i l i n g or Tax PartnerSiHp tax returns shall be ma i lea to 
fhe Ooerator at the following address, or to such, other address as ths Operator 
shall 1 direct: YATES PETROLEUM C0RP0RT10N 

207 SOUTH 4i'H STREET 
ARicSiA, iiLi'J MLXi'̂ 0 36210 
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•i.5 E l ^ t i ^ s . All parties agree that the Operator shall make the 
following elections on Pehalr of the Fax Partnership on a i l federal (and to the 
extent comparable provisions are in force, on a l l state) income tax returns, 
and t.-ac eacn party w; i 1 not at any time f i l e a state or feaeral tax return »,r 
take any other action inconsistent with sucn Tax Partnership elections: 

a) To deduct as expenses a l l intangible d r i l l i n g and development costs in 
accordance with Section 263 (c) of the Code and comparable provisions 
of state law; 

b) To compute depreciation and/or capital cost recovery allowances with 
respect to a l l depreciable property using the most accelerated method 
and shortest useful l i f e authorized by law (consistent with the 
maximization of the deductions and the credits allowed under the Code 
or similar state law); 

c) To deduct as expenses a l l research and experimental expenditures in 
accordance with Section 174 (b) of the Code and comparable provisions 
of state law; 

d) To elect to deduct minimum advance royalties from gross income for. the 
year the minimum advance royalties are paid or accured; 

e) To elect to amortize start-up expenditures over a sixty (60) month 
period in accordance with Section 195 (c) of the Code and comparable 
provisions of state law; and 

f) The partners agree to elect pursuant to Code Section 6232 not to treat 
the partnership as authorized to act for each partner with respect to 
the determination, assessment, or collection of the windfall pro f i t 
tax. 

g) To elect pursuant to Section 6232 not to treat-the partnership as 
authorized to act for each partner with respect to the determination, 
assessment, or collection of the Windfall Profit Tax. 

h) Such other elections as may be approved by the parties. 

4.6 Transfers. 

a) Each party hereby agrees and obligates i t s e l f never to transfer a l l or 
any portion of i t s interest in the Tax Partnership such that the 
transferred interest when added to the previous transfers by a l l other 
parties during any twelve (12) month period would cause a termination 
of the Tax Partnership (under the Code) unless there is unanimous 
agreement by the parties that the transfer should be allowed. 

b) I f any party transfers all or any portion of i t s interest in the Tax 
Partnership, both the party's and the transferee's distributive shares 
of Tax Partnership items of income, gain, loss, deduction and credit 
shall be precisely computed on the basis of an interim closing of Tax 
Partnership books as of the date of transfer in accordance with 
Section 705 of the Code, the income tax regulations promulgated 
thereunder and/or comparable provisions of state law. 

4.7 Amendments. The Parties recognize that in some instances there are 
no regulations of tne Code regarding the provisions used in this Exhibit and 
agree to amend this Exhibit as may De necessary and desirable so as to give 
effect to the intent expressed in the provisions set out in this Exhibit. 

Termination 

5.1 Termi nation. The Tax Partnership shall terminate in accordance with 
the tents or tr.o Agreement, or as provided by law. 

5.2 '.-{ind inn 'Ju. Upon termination, the Tax Partnership w i l l distribute cr 
be deemed to distribute back to each party any property contributed by that 
party where no interest has been earned in that property by any other party, 



and snail distribute or be deemed to distribute any other property which a 
party is required co reassign by terms of the Agreement to the party wno 
originally contributed the property. The capital account or each party shall 
be reduced by the amount of the Tax Partnership's tax basis in the property so 
distributed to such party. 

After taking into account any distributions of property provided for in the 
preceding paragraph, i f the capital account of each party (stated as a 
percentage of the aggregate capital accounts of a l l parties) is not equal tc 
that party's Ownership Interest Percentage (determined as hereinafter provided) 
a l l tne parties nereby agree and obligate themselves as follows: 

a) Any party who has a negative capital account, that i s , one whose 
balance is less than zero, shall contribute an amount of cash to the 
Tax Partnership sufficient to achieve a zero balance capital account; 

b) Following any contribution pursuant to Section 5.2 (a), i f the capital 
account of each party (stated as a percentage of the aggregate capital 
accounts of a l l parties) is s t i l l not equal to the party's Ownership 
Interest Percentage, then the Tax Partnership shall thereupon be 
deemed to have sold each and every property of the Tax Partnership 
(otner than property distributed pursuant to the f i r s t paragraph of -
this Section 5.2) for a price equal to i t s f a i r market value at the 
time of termination, and the capital account of each party shall be­
ad justed with the appropriate debits and credits pursuant tc a l l of 
Sections 2 and 3 of this Agreement to reflect such sale, with no 
deemed distribution of the proceeds. 

The parties shall agree upon the f a i r market value of the property of 
the Tax Partnership as of such time of termination, provided, however, 
in the event that the parties f a i l to agree, the Operator shall cause 
a nationally recognized independent engineering firm to decide the 
f a i r market value of such property; and 

c) Following the deemed sale pursuant to Section 5.2 (b), i f the capital 
account of each and every party (stated as a percentage of the 
aggregate capital accounts of a l l parties) is s t i l l not equal to that 
party's Ownership Interest Percentage, then each party lacking sucn 
equality shall, upon ten (10) days notice by Operator, contribute a 
sufficient amount of cash to the Tax Partnership to cause that party's 
capital account (stated as a percentage of the aggregate capital 
accounts of a l l the parties) and i t s Ownership Interest Percentage to 
be equal. 

5.3 Distribution of Tax Partnership Property. After making the 
adjustments ana/or contrioutions provided ror in Section 5.2, a l l remaining Tax 
Partnership properties and cash shall thereupon be distributed (or deemed 
distributed) to the parties in accordance with their capital accounts. 

5 A Effect of Distribution. The parties specifically intend and agree 
that any distribution or aeemea distribution made under any of Sections 5.2 and 
5.3 hereof shall confer upon the distributee the actual economic ownership 
equitable t i t l e , to a l l such properties distributed (or deemed distributed) in 
respect of such distributee's Partnership capital account. I f the t i t l e or 
form of ownership by which any Tax Partnership property is held under the 
Agreement, or for purposes other than Tax Partnership purposes, is different 
frcm that necessary to f u l l y accomplish the foregoing intent, then a l l parties 
agree to execute and deliver such deeds, b i l l s of sale and other documents, and 
to take such other steps, as may be necessary or appropriate to secure to each 
party the f u l l economic ownership and t i t l e in such property to which such 
party is so entitled. 

5.5 Ownership Interest Percentage. The "Ownership Interest Percentage" 
of r-r- -n r.,irr.v sr./: i i :•>,-• .i <; ne rerun nrn. rrom time to time-. nurs-iianf. tn t'c^ 
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INTRODUCTION AND LOCATION 

The proposed One Tree Federal Unit l i e s i n an area 

encompassed by Pinon (34-19S-15E), Mayhill (26-16S-14E) and 

Dunken (22-17S-17E) of the counties of Chaves and Otero, i n 

the State of New Mexico (Figure 1). The area l i e s just 

south of U. S. Highway 82 from Artesia to Cloudcroft and i s 

about 90 miles west of Artesia. The climate i s semi-arid. 

The l o w - r e l i e f , r o l l i n g surface rises gradually from 5500 

fee t , the southeast corner, to over 7300 feet i n the south­

west corner of the proposed u n i t . A range of h i l l s that 

extends south across the proposed u n i t i s the exception to 

the r e l a t i v e l y f l a t , t i l t e d p l a i n . This range of h i l l s 

rises to an a l t i t u d e of 6900-7000 feet , approximately 700 

feet above the surface of the adjoining l o w - r e l i e f , r o l l i n g 

h i l l country. The range of h i l l s i.s the Bluewater a n t i -
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clinorium 1. The h i l l s are i n stark topographical contrast 

with the adjoining areas (Figure 2). The r o l l i n g plains of 

the Pecos Slope rise westward almost unbroken from the Pecos 

River to the Bluewater anticlinorium at an elevation of 

about 5500 feet. The anticlinorium rises abruptly to 

6900-7000 feet then drops westward to an intermontane p l a i n 

that rises westward to the summit of the Sacramento Mountains. 

At the southwest corner of the unit the elevation i s about 

7300 feet i n a l t i t u d e . This upland pla i n i s formed pri m a r i l y 

by the upper surface of the San Andres Formation and i s rather 

deeply dissected. Even so, the slopes are mostly gentle 

ones. An area known as McDonald Flats l i e s west of the 

ridge i n Township 17S and Range 15E. McDonald Flats i s a 

nearly f l a t upland surface of low r o l l i n g h i l l o c k s and c i r c u l a r 

depressions with only i n t e r i o r drainage. The area i s v i r t u a l l y 

undissected and lacks throughgoing drainage. The southern 

part of the area i s a well dissected upland limestone surface 

r i s i n g to about 7300 feet at the western edge of the u n i t . 

New Mexico State Highway 24 runs from Mayhill southward 

to Pinon and hence northeast to Dunken and U. S. Highway 82 

(Figure 1). U. S. Highway 82 and N. M. Highway 24 are black 

-topped. County maintained roads extend across several 

portions of the proposed u n i t . Most of the area i s accessible 

i K e l l y (1971, page 38) referred to t h i s range of h i l l s 
as the Dunken U p l i f t . However, Bates (1942, page 4) designated 
the area i n Township 17S and Range 16E as the Bluewater 
A n t i c l i n e . He (Bates, 1942, page 4) located the Dunken Dome 
i n Township 17S and Range 18E. Therefore, I am using the term 
Bluewater Anticlinorium i n l i e u of Bates' Bluewater A n t i c l i n e . 
The term Dunken U p l i f t most l o g i c a l l y should apply to the Dunken 
Dome. 
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by car. However, parts of the Bluewater anticlinorium are 

inaccessible to automobiles. Access to almost any part of 

the anticlinorium can be achieved via r e l a t i v e l y low slopes. 

However, much of the surface i s bare limestone or has only a 

t h i n s o i l cover on the limestone. Roadwork required to 

gain access to some d r i l l sites w i l l be expensive. 

There i s very l i t t l e w ell control i n the area of the 

proposed u n i t . The structures of the San Andres that i s the 

surface over most of the area i s r e l a t i v e l y simple. However, 

structure and stratigraphy beneath the Abo i s very complex 

(Plate 1). The area was strongly folded, faulted and eroded 

before inundation by the Abo-Yeso sediments. Therefore, 

although the general s t r u c t u r a l features are obvious, the 

de t a i l s required f o r selection of d e f i n i t i v e well sites are 

lacking. Lack of well control i s a strong handicap to explor­

ation. Furthermore, only Yates Petroleum Corporation i s 

currently d r i l l i n g i n t h i s rank wildcat area. We do not get 

information from competitive wildcats. The area i s remote 

from product gathering l i n e s . Such f a c i l i t i e s w i l l not be 

accessible u n t i l large reserves are established i n the area. 

Prior to i n s t a l l a t i o n of product l i n e s , the crude o i l w i l l 

have to be trucked f o r more than 90 miles to the nearest 

market f a c i l i t y which is Navajo Refining Company i n Artesia, 

and gas wells w i l l remain shut-in. The area is remote from 

the headquarters of support services, thereby r e s u l t i n g i n 

high mileage costs f o r mobilization and crews. Water i s 

available l o c a l l y and must be hauled by tank truck to most 
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d r i l l i n g locations. Water i s , therefore, expensive f o r 

d r i l l i n g i n the area of the u n i t . Because of l i m i t e d i n f o r ­

mation on the pre-Permian traps, exploration at present i s 

by plays. D r i l l i n g w i l l be extensive and expensive. Our 

present state of knowledge of older geologic structures 

makes i t d i f f i c u l t to locate d e f i n i t i v e d r i l l i n g s i t e s . We 

must work over a large area. 

Por these reasons i t i s desired to have a large un i t 

created i n t h i s area (Plate 2). Creation of a large u n i t 

w i l l make the large expenditures i n wildcat d r i l l i n g more 

a t t r a c t i v e as a means of searching f o r o i l i n the McDonald 

Plats Basin and the Bluewater anticlinorium. Exploration i n 

the area has been non-productive, piecemeal and sporadic 

f o r nearly 55 years. The area has p o t e n t i a l . Establishing 

a large un i t i n the area w i l l foster a r a t i o n a l exploration 

plan and continuing evaluation of the Federal acreage wi t h i n 

the proposed u n i t w i l l r e s u l t . Unless exploration here 

remains a t t r a c t i v e the area may again be subject to a minimum 

of a c t i v i t y f o r many years. Because of the net shortage of 

o i l production i n the United States, such areas as that i n 

the proposed One Tree Federal Unit should be evaluated by 

d r i l l i n g promptly. 

GEOLOGICAL DISCUSSION OF THE UNIT AREA 

A variety of traps of various geologic ages i s present 

w i t h i n the proposed One Tree Federal Unit. However, i t i s 

d i f f i c u l t to evaluate the numerous traps because of our present 

lack of knowledge res u l t i n g from the paucity of wells i n the 

area. Geologic timing and s t r u c t u r a l types are largely 

unknown. 



O i l shows were encountered i n Yeso sandstones and 

dolomites i n the wells around the Dunken Dome, the Dog Canyon 

we l l , the Mesa Verde Ranch well and the Liberty O i l Company 

No. 1 T. L. Watts. The zone at about 1500 feet from the 

top of the Yeso is a p o t e n t i a l producing reservoir on the 

crests of some of the structures of the area. No well has 

yet d e f i n i t i v e l y tested t h i s zone. 

Truncated Paleozoic rocks, including Pennsylvanian, are 

believed to be the most a t t r a c t i v e reservoirs because of 

p o t e n t i a l secondary porosity development. Such porous zones 

when overlapped by the impermeable redbeds of the Abo-Yeso 

should be excellent reservoirs. Timing and maturation are 

suitable f o r accumulation of o i l and/or gas i n these traps. 

These traps are expected along the flanks of the Bluewater 

anticlinorium (Figure 1). 

The Bluewater anticlinorium appears to be a result 

of Tertiary movement along buried ridges of the eastern 

margin of the "Pedernal Landmass". The Gulf O i l Company No. 

1-Y Chaves State well located i n the NW/4 of Section 

10-18S-16E encountered an abbreviated sequence of the El 

Paso Limestone (Ordovician) beneath the basal Abo unconformity 

(Plate 1). This well shows that 2100 feet of Pennsylvanian, 

Mississippian, Fusselman, Montoya and, i n part, El Paso have 

been eroded as compared to the Liberty O i l Company No. 1 T. 

L. Watts (21-17S-17E) and 4744 feet as compared to the Dog 

Canyon No. 1 (15-18S-15E) (Plate 1). 

The simpliest possible i n t e r p r e t a t i o n of relations among 

the four wells i n the area of the u n i t i s shown i n Plate 1. 
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However, Paleozoic u p l i f t s , i n general, are epeiorogenic. 

That i s , they were the result of gentle warping and block 

f a u l t i n g . Most f a u l t s appear to be normal but a few are 

reverse f a u l t s of high angle. Steep dips and strong f o l d i n g 

results from the v e r t i c a l f a u l t i n g . The compound f o l d i n g 

of the Bluewater anticlinorium almost certa i n l y r e f l e c t s i n 

one way or another the complex block f a u l t i n g of the basement 

that controlled the u p l i f t . This same f a u l t i n g controlled 

the u p l i f t and truncation of f a u l t blocks p r i o r to deposition 

of the Abo-Yeso redbeds. However, the f o l d i n g of the a n t i ­

clinorium i s Tertiary and represents subsequent movement of 

the structures. Low amplitude a n t i c l i n e s not determinable 

from the surface may also be present i n older rocks. However, 

the i n t e n s i t y and location of the f a u l t i n g and f o l d i n g i s 

unknown. Therefore, i t i s not now possible to accurately 

delineate any one of the truncation traps. The hydrodynamic 

r e l a t i o n are not known along the anticlinorium but w i l l have 

been responsible f o r the accumulations of o i l and gas i n the 

traps. The traps w i l l be narrow and d i f f i c u l t to f i n d . I t 

w i l l require expensive exploratory d r i l l i n g to delineate and 

test the traps. 

E a r l i e r writers described a rather wide "Pedernal Landmass" 

wi t h i n the area of the proposed u n i t . However, the Marathon 

Oi l Company No. 1 Mesa Verde Ranch and the Yates Petroleum 

Corporation No. 1 Dog Canyon encountered suprisingly thick 

Pennsylvanian sediments of basinal facies. The eastern margin 

of the basin l i e s between the Dog Canyon and the Gulf O i l Company 
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No. 1-Y Chaves State; along the west flank of the Bluewater 

anticlinorium (Plate 1). The northern and western margin of 

the basin i s formed of u p l i f t e d basement blocks to the north 

and west of the Border H i l l s flexure (Figures 2 and 3; Plate 1); 

"The Pedernal Landmass". The basin i s bordered on the south by 

the u p l i f t e d blocks south of the "YO" Flexure (Figure 3). This 

Pennsylvanian depositional basin i s herein called the McDonald 

Flats Basin 2. An unusually thick sequence of Pennsylvanian 

s t r a t a , basinal facies at least 3225 feet t h i c k , accumulated i n 

the McDonald Flats Basin. Stratigraphic control f o r the area 

p r i o r to d r i l l i n g of Marathon O i l Companys No. 1 Mesa Verde 

Ranch and Yates Petroleum Corporation No. 1 Dog Canyon indicated 

only about 750 feet of Pennsylvanian strata f o r t h i s area (Meyers, 

1966, Figure 48). 

The entire area of the McDonald Flats Basin i s included i n 

the proposed One Tree Federal Unit (Figures 2 and 3) because of 

the uncertainity of location and trends of de l t a i c , beach and 

bar facies i n the Pennsylvanian s t r a t a . Carbon i n the base of 

the Pennsylvanian strata i n Dog Canyon No. 1 is moderately 

mature. The percent of carbon i s high enough to characterize 

some zones as moderately mature source beds. Source beds of 

moderate maturity i n the Pennsylvanian rocks indicate that 

o i l generation and timing of s t r u c t u r a l formation are r i g h t 

to have resulted i n o i l and gas accumulation i n traps around 

the flanks of the McDonald Flats Basin. Therefore, 

2 K e l l y (1971, page 54) proposed the term Elk Basin. The 
term applies to a Laramide (?) syncline (structure) that 
includes the area of the McDonald Flats Basin but also extends 
northward from i t f o r about 15 miles. The term McDonald Flats 
Basin refers to a Pennsylvanian depositional basin. The two 
are not co-extensive. 
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MAJOR STRUCTURAL FEATURES 
w i t h i n 

THE PROPOSED ONE TREE FEDERAL UNIT 
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Pennsylvanian deltas, beaches and bars are highly prospective. 

Sands are lacking i n the Marathon and Yates wells but w i l l 

be found on the flanks of the basin. The Southern Production 

No. 1 Cloudcroft (SW/NE of Section 5-17S-12E) encountered 

only 800 feet of "normal" shelf facies i n the Pennsylvanian. 

This shelf sequence i s nearly 2425 feet thinner than the basinal 

facies i n the Dog Canyon No. 1. 

Pennsylvanian d e l t a i c , beach and bar sands are expected on 

the basin side west of the Border H i l l s f a u l t zone w i t h i n 

the McDonald Flats Basin and along the western margin of the 

proposed One Tree Federal Unit. Similar sand reservoirs are 

expected on both flanks of the Bluewater anticlinorium and 

north of the "Y0" Flexure (Figure 3). These areas are enclosed 

by the proposed u n i t because of uncertain knowledge of nature 

and d i s t r i b u t i o n of these very favorable reservoirs. Figure 

3 i s an aeromagnetic map showing major s t r u c t u r a l features 

of the Precambrian basement. 

The area adjacent to Dunken (21-17S-17E) i s not included 

i n the proposed u n i t (Figure 2) because i t encompasses a large 

syncline (Plate 2). Also the Liberty O i l Company No. 1 T. L. 

Watts (21-17S-17E) penetrated a normal Paleozoic sequence and 

terminated i n the Fusselman at 5484 fee t . This well was 

dry and abandoned. The truncation of the Pennsylvanian and 

older rocks l i e s farther west i n the Bluewater anticlinorium. 

A l l sections cut by the 5600 foot contour are included i n 

the u n i t (Plate 2). 

Part of Township 18S and Range 17E i s included i n the u n i t 

because the compound structures i n the San Andres at the surface, 
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Aeromagnetic map (50 gamma contours) and 
s t r u c t u r a l i n t e r p r e t a t i o n of the 
One Tree Federal Unit (proposed) 
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Laramide i n age, are interpreted as re s u l t i n g from complex 

f o l d i n g and f a u l t i n g of the pre-Abo strata and offers traps f o r 

hydrocarbons. Because of north plunge to a l l the structures, 

accumulation of o i l and gas may be expected where the structures 

terminate southward at the "YO" Flexure (Figure 3). Structures 

and traps here may be similar to those along the flanks of 

the Bluewater anticlinorium. 

STRATIGRAPHY AND OBJECTIVE PAY ZONES 

The San Andres Formation, the Glorieta Sandstone and the 

upper part of the Yeso are well exposed i n the area of the 

proposed One Tree Federal Unit. Abo and Yeso are known from 

wells to be well developed and an unusually t h i c k Pennsylvanian 

sequence occurs i n the McDonald Flats Basin. The Mississippian, 

Devonian, S i l u r i a n and Ordovician strata are similar to 

those i n the western face of the Sacramento Mountains. 

O i l shows are common i n middle Yeso and gas occurs 

i n the Abo. However, no well has yet tested the Yeso i n a 

location where s t r u c t u r a l closure f o r entrapment occurs. 

The Yeso i s prospective at shallow depths, ca. 1500, on the 

top of structures i n the area. I t i s underpressured. 

Sands of the Abo i n the McDonald Flats Basin and along 

the east side of the Bluewater anticlinorium are expected to 

be productive of gas. These elusive sands appear to be 

channels, deltas or bars. 

Deltaic, shoreline, channel and bar sands of the 

Pennsylvanian around the flanks of the McDonald Flats Basin 

and the Bluewater anticlinorium are very a t t r a c t i v e reservoirs 

f o r o i l and gas. However, at present we have no control f o r 
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mapping the trends of these traps. Nonetheless the traps 

are very a t t r a c t i v e and j u s t i f y an exploration program to 

search f o r and delineate them. Por t h i s purpose we seek a 

large u n i t . 

Truncation traps i n the Mississippian, Devonian, Fussel­

man, Montoya and El Paso with overlying Abo or Yeso red 

clays are very a t t r a c t i v e . Truncation of these units i n 

connection with the complex f a u l t i n g and f o l d i n g of the 

basement i n the Bluewater anticlinorium i s of great i n t e r e s t . 

Such features are highly prospective. However, the geometry 

of the structures and the hydrodynamics of the anticlinorium 

w i l l require an extensive and expensive exploration over a 

wide area of the anticlinorium and adjacent environs. 

CONCLUSION 

The area of the One Tree Federal Unit i s designed to 

encompass the McDonald Flats Basin and the Bluewater a n t i ­

clinorium. The eastern edge of the Bluewater Anticlinorium 

forms the eastern margin of the u n i t . A l l sections cut 

by the 5600 feet contour would be included i n the u n i t area. 

The Border H i l l s Flexure forms the western and northern border 

and a l l sections inside the Border H i l l s Flexure would be 

included i n the u n i t . The "YO" Flexure forms the southern 

border of the basin. A l l half sections inside the YO Flexure 

would be included i n the u n i t , with exception of Section 13 

thru 16 of Township 19S and Range 15E which are put by the 

6400' contour. The two s t r u c t u r a l - features are coupled 

together; the basin and adjoining anticlinorium. They are 



big. They are complex. They w i l l require extensive long-term 

exploration f o r assessment. They are highly prospective. 

Knowledge and control i s low. Exploration w i l l be expensive 

and these large features must be attacked as an e n t i t y . 

Establishment of a uni t to encompass the whole of the basin 

and the anticlinorium w i l l j u s t i f y the expense of the search 

fo r o i l and gas i n the McDonald Plats Basin and the Bluewater 

anticlinorium. Furthermore, creation of the uni t w i l l r e s u l t 

i n the most ef f e c t i v e e f f o r t to evaluate and develop federal 

mineral resources of the eastern part of the Sacramento 

Mountains. 


