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PHILLIPS PETROLEUM COMPANY %

' LLE, OKLAHOMA . +
Suite 7, 31b; So. Dewey Ave, W

Jamuary 7, 1..952.

te1 3an Juan 316 Unit
Rio Arriba and —

3an Juan Counties,

Hew Fexieo

Gk OF 013

Department 6f-the lnterior
¥ashingten 25, D. Cv

Dear 3ir: JAN 121953
This letter supersedes prior esorresponde:ce in connection with eaptioned
matter, :

You are informed of a discovery ef unitised substances in paylng cuantities
upen the eaptioned proposed unit in the followin: well lecated thereont

El Pase Natural Gas Company's #1 Seymour, located in
the NE/h Section 6, Township 30 Nerth, Raage & test,
ﬂoﬂ;?-i‘%-, Rio Arvibe mt;;, New Hexieoo,

This well was spudded on iugust 17, 1952, and comoleted o December 30, 1952,
The well was drilled to a total depth of 6034'. The pa’ sestion in the Mesa-
verde formation was from 5334' to 6034' which was shot with 1,800 quarte of
altroglycerin.

This well was given a potential of 643 MOFOPD on & six hour blew down tast
gauged with pitet tube o December 32, 1952, date of discevery.

The 320 acre drilling block upon whieh this well 1s located is conmitted to
San Juan 316 Unit igrcement and pursuant te Section 11 of the Unit Agreement
it is determined by hillics Fetroleus Company, inlt Operater, that this well
is oapsble of preducing uwnitised substanses in ;aying quantities. You are
advised this establishes tie initial partieipating area of the 320 acres de-
scribed as the 5/2 of Sectlen §, Tewnshlp 30 North, Range 6 West, ¥W.M.P M.,
Rio Arriba County, New Mexico, for the Mesaverde formation,

We ask that you notify the Buresu of Lend Hanagement of your finding in this
connection and would appreciste ssinowledgenent of this letter.

Yours very truly

VHILLIPS TR LEUM COMPANY
Unic Operator

By, /fﬁl o0 A7 .

Re ¥, ROOD

RPstpwr



RMrester - U,3.5.5. -2 January 7, 1952

co?

the State of New Mexice

El Paso Hatural Jas Company
Delhi Uil Corporatiom
General Ameriean Oll Comusny of lexss
Slick-Hoorman 0il Com.any
Southern Pelroleum ix;leraiion, Ine.
3kelly 041 Company
Stanolind 01l and G:s Company
Hessrs. J. A. Delany

John A. Anderson

A. ¥, Rippel

Le Za ﬁtﬁjﬂmld

De Ca Hemgall

G' Te Baﬂskin

J. 1. Jones



il CONSERVATICN COMMISSION
SANTA FE. NEW MEXO.

FL/F T—j( ‘\ ,5{"]
DEC 24 1952 |

1SS uu‘

M, mrg Somel
Philld-e etraleus Comoeny
Burtlesville, Ckls «a

£g: San Jun -6 Unit izrecnent
Ale sreibs County

Dacr Sin

1 psve emalned Lie sroposed form af Lie San dum 316
Gnit dgresamvd recently submittad by your sffiee for our study
smd amsidervidon,

3& spoears thet the Unit ‘gresnsnt scaforvs with sisdler
keretofors sporoved by this office. @ are witholding
fﬁi%%i aporovel peniiug Lis outcoa of « heering befors the
0f1 Cemservation Camip:las,

GUY SUECARD
ﬁmgm sf ‘ubi 2 Lands

P
an: ‘ff‘i,;?s. ;wsarﬂium L ST LA W) v
z Felies i -
realo survay (3)
i h&ﬁi, Lew Vexzlen
2, ©, Fosber {1}
A priile, Se. berice T e —— -

,,, LLEGIBLE



PHILLIPS PETROLEUM COMPANY

BARTLESVILLE, OKLAHOMA

Vegember 17’ 1952

Commissiomer of Public lands
State of Kew Mexioco

State Capitol Building
Santa Fe, Kew Mexioo

Attention: lani Department
Dear Sir:
There are hor;sith enalosed:

1. Application of Phillips ~etroleum Company to the Commissioner
of Publie Lands for approval of the Upit igreement for the
development and opsration of the san Juan 31-6 Uuit irea, Rio
Arriba County, New Mexigo, with a copy of the Unit sgreement
attached.

2+ Application of Fhillipe retroleum lompany te the New Kexioce (il
Conservation Comnission for approval of the Can Juan 31-6 Unit,
with three copies of the Unit Agresment attached.

3. Phillips Petroleum Company's eheck in the amount of $80 to ocover
the filing fee applicable to 1ts application te the Commisaioner,

These documents are being forwarded in acoord with the understand-
ing between your office and repesentatives of Phillips Petroleum Company
that this catter will be aset on the Janvary 15 docket. Your sourtesy in
this connection is sincerely sppreciated,

Very truly yours,
George L., Sneed

GL3mle
Enes,

ce: Mr. «., B. Hacey w/enc.
¥r. George Graham w/ene,



UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION.. '
OF THE SAN JUAN 31-6 UNIT AREA’&;,i‘;.u' i
COUNTY OF RIO ARRIBA P vl

STATE OF NEW MEXICO PAng N 4ORT

SERIATION B
W g 1u0d

e ?\. RECEIWED

JAN 26 1953

P T 1 T A
GO%, GliswlCAL 5

. CASWELL, MEW 8
I=s=%. No.ugg_eel_ 464
2 X 29 Y svernhan
This agreement entered into as of the Zg:f day of ¢4Lt255n={§:L

3

1952, by and between the parties subscribing, ratifying, or consenting hereto, and
herein referréd to as the "parties hereto,"

WITNESSETH: Whereas the parties hereto are the owners of working, royalty
or other o0il and gas interests in the unit area subject to this agreement; and

Whereas the Act of February 25, 1920, 41 Stat. 437, as amended by the
Act of August 8, 1946, 60 Stat., 950, 30 U.S.C, Secs. 181 et seq., authorizes
Federal lessees and their representatives to unite with each other, or jointly
or separately with others, in collectively adopting and operating a cooperative
or unit plan of development or operation of any oil or gas pool, field, or
like area, or any part thereof, for the purpose of more properly conserving
the natural resources thereof whenever determined and certified by the Secretary
of the Interior to be necessary or advisable in the public interest;
and

Whereas the Commissioner of Public lands of the State of New Mexico is
authorized by an act of the legislature (Chapter 88, Laws 1943, New Mexico
Statutes 1941 Annotated, Sections 8-1138 to 8-1141) to consent to and approve
the development or operation of lands of the State of New Mexico under this
agreement; and

Whereas the pil Conservation Commission of the State of New Mexico is
authorized by an act of the Legislature (Chapter 72, laws 1935, New Mexico
Statutes 1941 Annotated, Sections 69-201 et seqg.) to approve this agreement
and the conservation provisions hereof; and

Whereas the parties hereto hold sufficient interest in the San Juan 31-6
Unit Area covering the land heréinafter described to give reasonably effective

control of operations thereinj and

* saﬁ tomeetias, o.,.dckm,b,ﬁ H Lt of 2-20-53



Whereas it is the purpose of the parties hereto to conserve natural
resources, prevent waste, and secure other benefits obtainable through develop-
ment and operation cf the area subject to this agreement under the terﬁs,
conditions, and limitations herein set forth;

Now, therefore, in consideration of the premises and the promises herein
contained, the parties hereto commit to this agreement their respective interests
in the below-defined unit area, and agree severally among themselves, as follows:

1. Enabling act and regulations.

The Act of February 25, 1920, as amended, supra, ahd all valid pertinent
regulations, including operating and unit plan regulations, heretofore issued
thereunder or valid pertinent and reasonable regulations hereafter issued
thereunder are accepted and made a part of this agreement as to Federal lands,
provided such regulations are not inconsistent with the terms of this agreement;
and as to non-Federal lands, the oil and gas operating regulations in effect as
of the effective date hereof governing drilling and producing operations, not
inconsistent with the terms hereof or the laws of New Mexico are hereby accepted
and made a part of this agreement,

2. Unit area.

The following-described land is hereby designated and recognized as
constituting the unit area:

New Mexico Principal Meridian:

Township 31 North, Range 6 West

Sections 27.28,29,31,32,33,34,35,36: All

Township 30 North, Range 6 West

Sections 1,2,3,4,5,6: All

Township 30 North, Range 7 West

Section 1l: All

Containing 10,04%9.38 acres, more or less

31-6 UA



Exhibit A attached hereto is a map showing the unit area and the boundaries
and identity of tracts and leases in 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 oil and
gas interests in all land in the unit area., However, nothing herein or in said
schedule or map 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 said map or schedule as owned by such party. Exhibits A and B shall be revised
by the Unit Operator whenever changes in the unit area render such revision necessary,
or when requested by the 0il and Gas Supervisor, hereinafter referred to as "Supervisor,"
or when requested by the Commissioner of Public Lands of the State of New Mexico,
hereinafter referred to as "Commissioner," and not less than six copies of the
revised exhibits shall be filed with the Supervisor and copies thereof shall
be filed with the Commissioner and the New Mexico Oil Conservation Commission,
hereinafter referred to as the "Commission'".

The above-described unit area shall when practicable be expanded to include
therein any additional tract or tracts regarded as reasonably necessary or advisable
for the purposes of this agreement, or shall contracted to exclude lands not within
any participating area, whenever such expansion or contraction is necessary or advisable
to conform with the purposes of this agreement. Such expansion or contraction shall
be effected in the following manner:

(a) Unit Operator, on its own motion or on demand of the Director of the
Geological Survey, hereinafter referred to as "Director", or on demand of the
Commissioner and/or the Commission, shall prepare a notice of proposed expansion
or contraction describing the contemplated changes in the boundaries of the unit
area, the reason therefor, and the proposed effective date thereof,

(b) Said notice shall be delivered to the Supervisor and Commiisioner
and/or the Commission, and copies thereof mailed to the last known add;ess of
each working interest owner, lessee, and lessor whose interests are affected,
advising that 30 days will be allowed for submission to the Unit Operator of
any objections.

(¢) Upon expiration of the 30-day period provided in the preceding
item (b) hereof, Unit Operator shall file with the Supervisor, Commissioner

and the Commission evidence of mailing of the notice of expansion or contraction and



a copy of any objections thereto which have been filed with the Unit Operator.,
(d) After due consideration of all pertinent information, the expansion
or conptraction shall, upon approval by the Director, Commissioner, and.the Com-
mission, become effective as of the date prescribed in the notice thereof.
A1l land committed to this agreement shall constitute land referred
to herein as "unitized land" or "land subject to this agreement,"

3. Unitized substances,

All oil and gas in any and all formations of the unitized land are
unitized under the terms of this agreement and herein are called "unitized
substances."

L. Unit Operator.

Phillips Petroleum Company, a Delaware Corporation with offices at
Bartlesville, Oklahoma, is hereby designated as Unit Operator and by 'signature
hereto as Unit Operator agrees and consents to accept the duties and obliga-
tions of Unit Operator for the discovery, development, and productioﬁ of
unitized substances as ﬁereiﬁ provided. Whenever reference is made herein to
the Unit Operator, such reference means the Unit Operator acting in that
capacity and not as an owner of interest in unitized substances, and the term
"working interest owner" when used herein shall include or refer to Unit
Operator as the owner of a working interest when such an interest is owned
by it,.

5 Hesignation or removal of unit operator.

Unit Operator shall have the right to resign at any time prior to
the establishment of a participating area or areas hereunder, but such resig-
nation shall not become effective so as to release Unit Operator from the
duties and obligations of Unit Operator and terminate Unit Operatof's rights
as such for a period of 6 montﬁs after notice of intention to resign has been
served by Unit Operator on all working interest owners and the Director, Com-
missioner and the Commission, and until all wells then drilled hereunder are
placed in a satisfactory condition for suspension or abandonment whichever is
required by the Supervisor as to Federal lands and by the Commission as to other

lands, unless a new Unit Operator shdll 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 a participating area
established hereunder is in existence, but provided, hOWevér, until a successor
unit operator is selected and approved as hereinafter provided, the wor%ing
interest owners shall be jointly responsible for performance of the duties of
uit operator, and shall not later than 30 days before such resignation beccmes
effective aproint a common agent to represent them in any action to be taken hereunder.
The rgsignation of Unit Operator shall not release Unit Operator from any
liability for any default by it hereunder occurring prior to the effective date
of its resignation.
The Unit Operator may, upon default or failure in the performance of its
duties or obligations hereunder; be subject to removal by the same percentage
vote of the owners of working interests determined in like manner as hérein
provided for the selection of a new Unit Operator. Such removal shall be
effective upon notica thereof to thé Director aﬁd Commissioner,
The resignation or removal of Unit Operator wunder this agreement shall
not terminate its right; title, or interest as the ouwner of a working interest
or other interest in unitized substances, but upon the resignation or removal
of Unit Operator becoming effective, such Unit Operator shall deliver possession
of all equipment, materials, and appurtenances used in conducting the unit operations
as owned by the working interest owners to the new duly qualified successor
Unit Operator or to the owners thereof if 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; eguipment, and appurtenanceé
needed for the preservation of any wells,

6., Successor unit operator,

Whenever the Unit Operator shall tender his or its resignation
as Unit Operator or shall be removed as hereinabove provided; the owners of the
working interests in thé participating area or areas according to their respective
acreage interests in such participating area or areas, or, until a participating area
shall have been established; the owners of the working interest according to their

resﬁective acreage interests in all unitized land, shall by majority vote select
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a successor Unit Operator: Provided, That, if a majority but less than 75 per cent
of the working interests qualified to vote are owned by one party to this agreement;
a concurring vote of one or more additional working interest owners shall be
required to select a new operator. Such selection shall not become effective

unit (a) a Unit Operator so selected shall accept in writiﬁg the duties and
responsibilities of Unit Operator, énd (b) the selection shall have been approved
by the Director and Commissioner. If no succéssor Unif Operator is selected

and qualified as herein provided, the Director and Commissioner at their election
may deelare this unit agreement terminated,

7+ Accounting Provisions and unit operating agreement.

Costs and expenses incurred by Unit Operator in conducting unit operations
hereunder shall be paid and apportioned among and borne by the owners of working
interests; all in accordance with the agreement or agreements entered into b&
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 in this
section; whether one or more, are herein referred to as the "unit operating
agreement", Such unit operating agreement shall also provide the manner in
which the working interest owners shall be entitled to receive their respective
proporticnate and allocated share of the benefits accruing hereto in conformity
with their underlying operating agreements, leases, or other independent contracts,
and such other rights ana obligations as between Unit Operator and the working
interest owners as may be agreed upon by Unit Operator and the working interest
ouners; 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 thé
Unit Operator of any right or cbligation established under this unit agreement,
and in cass of any inconsistency or conflict between the unit agreement and the
unit operating agreement, this unit agreement shall prevail. Three true copies
of any unit operating agreement executed pursuant to this section shall be filed
with the Supervisor.

8. Hights and obligations of Unit Operator.

Except as otherwise specifically provided herein, the exclusgive

right, privilege, and duty of exercising any and all rights of the parties
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hereto which are necessary or convenient for prospecting for, producing,
storing, allocating, and distributing the unitized substances are hereby

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

Acceptable evidence of title to said rights shall be deposited with said
Unit Operator 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 title to any land or to any lease

or operating agreement, it being understood that under this agreement the
Unit Operator, in its capacity 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 discovery.

Within 60 days after the effective date hereof, the Unit Operator
shall begin to drill an adequate test well at a location selected by it and
approved by the Supervisor if on Federal land or the Commission if on State or
Patented land unless on such effective date a second well within the Unit Area is
being drilled conformably with the terms hereof, and thereafter continue drilling
diligently until the Mesaverde formation has been tested or the Unit Operator
shall at any time establish to the satisfaction of the Supervisor if on Federal
land or the Commissioner if on State land or the Commission if on patented land
that further drilling of said well would be unwarranted or impracticable, provided,
however, that Unit Operator shall not in any event be required to drill said
well to a depth in excess of 6,000 feet, Within 30 days following completion
of the aforesaid second test well upon the unit area, Unit Operator shall commence
the drilling of an additional well at a location selected by it and approved by the
Supervisor if on Federal land or the Commission if on State or Patented land
and continue the drilling thereof to said denth with due dilligence. Said two
test wells to be drilled hereunder shall be so spaced, both with relation to each
other and with relation to the Mesaverde test well already drilled in the NE: of
Section 6, Township 30 North, Range 6 West, N.M.P.M. as to determine so far as may
be practicable the productive acreage and gas reserves in the Mesaverde and shallower

formations underlying said unit area.
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In the event none of the wells drilled pursuant to the above specified
drilling program results in obtaining production in paying quantities; then
upon completion of the above—outlined drilling program until the discovery
of a deposit of unitized substances capable of being produced in paying

quantities, the Unit Operator shall continue drilling diligently ohe well

at a time, allowing not more than 6 months between the completion of one well
s;;a#;;;ﬂ;;é;;glng ofwgﬁ;gnogt Uell untll ;fééll capable of producing unitized
substances in paying quantities is completed to the satisfaction of said
Supervisor if on Federal land, or the Commissioner if on State land, or the
Cormission if on privately owned land, or until it is reasonably proved that

the unitized land is incapable of producing unitized substances in paying quanti-
ties in the formations drilled hereunder. Nothing in this section shall be deeﬁy
ed to limit the right of the Unit Operator to resign as provided in Section 5
hereof, or as requiring Unit Operator to commence or continue any drilling

during the period pending such resignation becomming effective in order to

comply with the requirements of this section, The Director and Commissioner

may modify the drilling requirements of this section by granting reasonable
extensions of time when, in their opinion, such action is warranted,

Upon failure to comply with the drilling provisions of this section, the
Director; Commissioner and the Commission may, after reasonable notice to the
Unit Operator; and each working interest owner, lessee, and lessor at their last
known addresses, declare fhis unit agreement terminated.

10. Plan of further development and operation,

Within 6 months after completion of a well capable of producing unitized
substances in paying quantities or within 6 months after completion of the
drilling program outlined in Section 9 above, whichever is the later date, the
Unit Operator shall submit for the approval of the Supervisor, the Commissioner
and the Commission an accepteble plan of development and operation for the
unitized land which, when approved by the Supervisor, the Commissioner and the
Commission, shall constitute the further drilling and operating obligations
of the Unit Operator under this agreemenﬁ 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 Supervisor, the Commissioner



and the Commission, a plan for an additional specified pericd for the development
and operation of the unitized land. Any plan submitted pursuant to this section
shall provide for the exploration of the unitized area and for the determination
of the area or areas thereof capable of producing unitized substances in paying
quantities in each and every productive formation and shall be as complete and
adequate as the Supervisor; the Commissioner and the Commission may determine

to be necessary for timely development and proper conservation of the oil and

gas resources of the unitized area and shall (a) specify the number and locations
of any wells to be drilled and the proposed order and time for such drilling;

and (b) to the extent practicable specify the operating practices regarded as
necessary and advisable for proper conservation of natural resources, Separate
plans may be submitted for separate productive zones, subject to the approval of
the Supervisor; the Commissicner and the Commission, Said plan or plans shall

be modified or supplemented when necessary to meet changed conditions or to protect
the interests of all parties to this agreement. Reasonable diligence shall be
exercised in complying with the obligations of the approved plan of development,
The Supervisor and Commissioner are authorized to grant a reasonable extension

of the 6-month period herein prescribed for submission of an initial plan of
development where such action is justified because of unusual conditions or
circumstances, After completion hereunder of a well capable of producing any
unitized substance in paying quantities and the drilling program outlined in
Section 9 above; no further wells, except such as may be necessary to afford
protection against operations not under this agreement or such as may be speci-
fically approved by the Supervisor; the Commissioner and the Commission, shall
be drilled except in accordance with a plan of development approved as herein
provided.,

11, Participation after discovery,

(a) MESAVERDE AND SHALIOWER FORMATIONS, That.portion of the unit

area lying above the base of the Mesaverde formation is hereby divided into
Drilling Blocks containing 320 acres each, more or less, which Drilling Blocks
shall constitute one-half sections, by government survey, the sections being
divided by a line running north and south in such manner that each Drilling

Block shall be either the East Half (E/2) or the West Half (W/2) of each



given section, vrovided, however, that in any instances of irregular surveys

that vortion of a section which most nearly constituted either the East Half

(E/2) or the West Half (W/2) shall constitute a Drill Block even though its

acreage may be irregular, and provided further that arffy” irregular strips or
small tracts shall attach to the adjacent Drilling Blocks to which they most
logically attach within the limitations for Drilling Blocks as herein set forth,
and provided further that in the event any portion of the area subject to this
agreement is not surveyed, Unit Operator shall nroject the survey from the nearest
established govermment survey points for the ourposes of this agreement.

Upon completion of a well canable of producing unitized substances
from the Mesaverde or shallower formations or as soon thereafter as required
by the Supervisor or the Commissioner, the Unit Operator shall determine whether
said well is capable of producing unitized substances in paying quantities and
shall advise the Supervisor, the Commissioner and the Commission of its con-
clusion in that regard, giving the data unon which its conclusion is based and
identifying the Drilling Block upon which said well is located. Protests against
said conclusion may be filed with the Director, the Commissioner and the Commission
within 15 days thereafter but unless the Director, the Commissioner or the Commission
shall, within 30 days after the filing of the original statement of conclusion
by Unit Operator, disaoprove of such conclusion, the decision of Unit Operator
shall thereafter be binding upon the parties hereto. If any such well is determined
to be canable of producing unitized substances in vaying cuantities, all of the land
in the Drilling Block shall constitute the varticipating area for the formation
from which the well is producing effective as of the date of first production.
Unit Operator shall prepare a schedule setting forth the percentage of unitized
substances to be allocated, as herein provided, to each unitized tract in
the varticipating area so established, and upon anproval thereof by the Director,
the Commission and Commissioner said schedule shall govern the allocation of
production from and after the date the participating area becomes effective. A
senarate participating area shall be established in like manner for each separate

pool or denosit of unitized substances or for any group thereof producing

uh - 10 -
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as a single pool or zone, and all of the provisions of this section of this
agreement shall be considered as applicable separately for each such participating
area; It is hqreby agreed for the purposes of this agreement that all wells
completed for production in the Fruitland formation shall be regarded as producing
from a single zone or pool and all wells completed for production in the Pictured
Cliffs formation shall be regarded as producing from a single zone or pool; and
all wells completed for porduction in the Mesaverde group shall be regarded as
producing from a single zone or pool. Additional Drilling Blocks, subject to any
limitations elsewhere set out in this agreement, shall be admitted to the partici-
pating area on the first day of the month following the month in which it has been
established that a well capable of production of unitized substances in paying
quantities has been drilled on anyrsuch Drilling Block, and the percentage of
allo;ation shall be revised accordingly; in which event all of the production
orior to the effective date of admission of such Drilling Block to the participating
area shall be credited solely to the account of thet particular block. For the purpcses
hereof, it shall be deemed that the capability of a well to produce unitized substances
in paying quantities has been cstablished when so determined by the Unit Operator
and when notice of such determination shall have been delivered to the Supervisor;
the Commissioner and the Cbmmissioé, which notice includes the data uﬁoh which
the determination is based and identifies the Driiling Block upon which the well
is located, subject to the right of any interested party to protest in writing
against said determination to the Unit Operator, the Director, the Commissioner
and the Commission within 15 d§ys thereafter, however, in any event, such
deﬁexndnation shgll becane effective within 30 days from the date thereof unless
disapproved within said 30-day period by the Direétor, Commissioner, or Commission.
In the event such determination is not upheld and changed conditions subsequently
warrant; a new determination based on new showings and a new effective date may be
submitted and processed in the same marmer as aforesaid. No land shall be excluded
from a participating area on account of depletion of the unitized substances.

In ﬁhe event that any Drilling Block is admitted to a participating
area as hereinabove ﬁrovided when it lies directly north, south, east, or west
of any Drilling Block already included in said participating'area, and where

there is one, but only one intervening Drilling Block on which no well has then
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been drilled, said intervening Drilling Block shall also be admitted to said
participating area at the same time, in the same manner and subject to the
same conditions as the Driliing Block which i1s then admitted to such partici-
pating area by reason of the completion of a well thereon capable of producing
unitized substances in paying quantities. In such event, the drilling of a well
on such undrilled intervening Drilling Block shall be commenced, within one year
from the effective date of said Drilling Block!s inclusion in the participating
area; unless said time be extendéd by the Director; Commissioner, and Ccmmission;
and shall be continued with dﬁe diligence to the depth necessary to test the
horizon from which production is secured in said participating area.

If the initial well on any Drilling Block is not capable of production
in paying quantities and at a later date a well is drilled on such Drilling
Block which is capable of production of unitized substances in paying quantities,
then that portion of the Drilling Block considered to be capable of production
in paying quantities by reasonable geologic inference shall be admitted to the
participating area upon recommendation of the Unit Operatqr and approval of
ﬁhe Director; the Commissioner and the Commission. If geclogic inference is
not applicable, the forty-acre tract by government survey, existing or projected,
on which the producible well is drilled and all other untested forty-acre tracts
or lots approximating 40 acres lying within the Drilling Block shall be admitted
to the participating area.

If any‘Drilling Block; or portion thereof, on which a well has been
drilled is not included in a participating area, conformably with the provisions
of this agreement; and thereafter should become capable of production in paying
quantities by reason of repressuring or other methods of secondary recovery,
such drilling block or portion thereof shall be admitted to the applicable
participating area on recommendation of the Unit Operator and approval thereof
as provided for the inclusion of lands in a participating area in the preceding
paragraph hereof,

Regardless of any revision of the participating area, and except as
herein elsewhere specifically provided, there shall be no retroactive adjustment
for production obtained prior to the effective date of any such revision of the

participating area,
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Whenever it is determined, in the manner provided in this agreement,
that a well drilled under this agreement is not capable of production in paying
quantities and inclusion of the Drilling Block on which it is situated in a
participating area is unwarranted, production from such well shall, for the
purposes of settlement among royalty interest owners, be allocated to the
Drilling Block on which the well is located so long as such land 1s not within
a participating area established for the pool or deposit from which such production
is obtained, Settlement for working intersst benefits from such a well shall be
made as provided in the unit operating agreement,

(b) FROM FORMATIONS BELOW THE MESAVERDE, Upon completion of a well

capable of producing unitized substances from formations lying below the base of

the Mesaverde in paying quantities, or as soon thereafter as required by the
Supervisor and Commissioner, the Unit Operator shell submit for approval by the
Director, the Commissioner, and the Commission, a schedule based on subdivisions

of the mublic land survey or aliquot parts thereof, of 21l wnitized land then re-
garded as reasonably proved to be productive of unltized substances in paying
quantities; a1l lands in said schedule on aprroval of the Dirsctor, the Commissicner,
and the Commission to constitute a varticipating area, effective as of the date

of first production, Said schedule also shall set forth the percentage of

unitized substanqes to be allocated as herein provided to each mnitized tract in

the participating area so established, and shall govern the allocatlon of production
from &nd ‘after the date the participating arca becomes effective,

A separate participating area shall be established in like manner for each
separate pool or deposit of unitized substances or for any group therecf produced
as a single pool or zone, and any two or more participating arsas so esteblished
may b= combined into one with the consent of the owners of all working interests
in the lands within the participating areas so to be combined, on approval of the
Director, the Commissioner, and the Commission. The participating area or areas
so established shall be revised from time to time, subject to like approval,
whenever such action appears proper as a result of further drilling operations
or otherwise, to include additional land then regarded as reasonably proved to be

productive in paying quantities and the percentage of allocation shall also be
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revised accordingly. The effective date of any revision shall be the first of the
month in which is obtained the knowledge or Information on which such revision is
predicated, unless a more appropriate effective date is specified in the schedule,
No land shall be excluded from a participating area on account of depletion of the
unitized substances,

It is the intent of this subsection (b) that a particiaepting area shall
represent the area known or reasonably estimated to be productive in paying
quantities; but, regardless of any revisicn of the participating area, nothing
herein conteined shall be construed as requiring any retroactive adjustment for
production obtazined prior to the effective date of revision of the participating
area.

In the absence of agresment at any time between the Unit Operator and the
Director, the Commissicner, and the Commission as to the proper definition or
redefinition of a participating area, or until a participating area has, or
areas have, been established as provided herein, the portion of all payments
affected thereby may be impounded in a manner mutually acceptable to the owners
of working interests, except royalties due the United States and the State of
New Mexico, which shall be determined by the Supervisor and the Commissioner and
the amount thereof deposited as directed by the Supervisor and the Commissioner,
respectively, to be held as unearned money until a participating area is finally
approved and then aprlied as earned or rgturned in accordance with a d etermination
of “he sum due as Federal and State Royalty on the basis of such approved parti-
cipating area,

Whenever it is determined, subject to the approval of the Supervisor, as to

wells on Federal land, the Commissloner as to wells on State land, and the

Comrxission as to patented land, that a well drilled under this agreement is not
capable of production in paying quantities and inclusion of the land on which it

is situated in a participating area is wnwarranted, production from such well
shall, for the purposes of settlement amorig all parties other than working interest
owners, be allocated to the land on which the well is located so long as such land
is not within a participating area established for the pool or deposit from which
such production is obtained. Settlement for working interest benefits from such

a well shall be made as provided in the unit operating agreement,



12, Allocation of preduction,.

All unitized substances produced from each participating area established
under this agreement, except any part thereof used in conformity with good operating
practices within the unitized area for drilling, operating, camp and other production
or development purposes, for repressuring or recycling in accordance with a plan
of development approved by the Supervisor and Commissioner, or unavoidably lost,
shall be deemed to be produced equally on an acrease basis from the several
tracts of unitized land of the participating area established for such production
and, for the purpose of détermining.any'benefits aceruing under this agreementy,

oh o sveh traet of vmTtized

~ind shell heve allocated to it such percentage of

said prroduction as the number of acres of such tract included in said participating
area bears to the total acres of unitized land in sald participating area, except
that allocation of production hereunder for purpeses other than for settlement

of the royzlty, overriding royalty, or payment out of production obligaticns of

the respective working interest owners, shall be on the basis prescribed in the
unit cperating agreement whether in conformity with the basis of allocation herein
set forth or otherwise, It is herebr apreed that production of unitized substances
from & participating area shail be allocated as provided herein regardless of
whether any wells are drilled on any vparticular part or tract of said participating
area, If any gas produced from one varticipating area is used for repressuring

or recycling purposes in another participating area, the first gas withdrawn from
such last mentioned participating area for sale during the life 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 initially produced as constituted at the time of such
final production,

13, Development or operation of non-participating land or formations

and drilling of wells not mutually agree upon,

Any party or parties hereto owning or controlling the working interests
or a majority of the working interests in any unitized land having thereon a
regular well location may, with the approval of the Supervisor as to Federal
land, the Commissioner as to State land and the Commission as to privately owned

land, and subject to the provisions of the Unit Operating Agreement at such
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party's sole risk, cost, and expense drill a well to test any formation for
which a varticipating area has not been established or to test any formation
for which a partiecipating area has been established if such location is not
within said rarticipating area, or drill any well not mutually agreed to by all
interested marties, unless within 90 days of receint of notice from said varty
of his intention to drill the well the Unit Onerator elects and commences to
drill such well in like manner as other wells are drilled by the Unit Overator
under this agreement,

If any well drilled as aforesaid by a working interest owner results
in production such that the land unon which it is situated may properly be .
included in a participating area, such participating area shall be established or
enlarged as provided in this agreement, and the party or parties paying the cost
of drilling such well shall be reimbursed as provided in the unit operating
agreement for the cost of drilling such well, and the well sh21l thereafter be
operated by Unit Operator in accordance with the terms of this agreement and
the unit operating agreement.

If any well drilled as aforesaid by a working interest owner obtains
production in ocuantities insufficient to Justify the inclusion in a participating
area of the land upon which such well is situated, such well may be operated and
produced by the party drilling the same subject to the conservation reguirements
of this agreement. The royalties in amocunt or value of production from any such
well shall be paid as specified in the underlying lease and agreements affected.

14. Royalty Settliement

The United States and the State cf New Mexico and all royalty owners
who, under existing contracts, are entitled tc take in kind a share of the
substances now unitized hereunder produced from any tract, shall hereafter be
entitled to the right to take in kind their share of the unitized substances
allccated to such tract, and Unit Operator, or in case of the operation of a
well by a working interest cwner as herein in special cases provided for, such
working interest owner; shall make deliveries of such royalty share taken in
kind in conformity with the applicable contracts, laws, and regulations,
Settlement for royalty interest not taken in kind shall be made by working

interest owners responsible therefor under existing contracts, laws, and
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regulations, on or before the last day of each month for unitized substances
produced during the preceding calendar month: provided, however, that nothing
herein contained shall operate to relieve tﬁe lessees of any land from their
respective lease obligations for the payment of any'royalties due under their
leases,

If gas obtained from lands not subject to fhis agreement is introduced
into any particlpating area of the lands being coperated hereunder, for use in
repressuring, stimulation of production, or increasing ultimate recovery, which
shall be in conformity with a plan first approved by the Supervisor and Commissioner,
a like amount of gas, after settlement 2s herein provided for any gas transferred
from any other participating area and with due allowance for loss or depletion
from any cause, may be withdrawn from the formatlon inte which the gas was
introduced, royalty free as to dry gas, but not as to the produc£s extracted
therefrom: provided that sush withdrawal shall be at such time as may be provided
in the plan of operations or as may otherwise be consented to by the Supervisor
as conforming to good petroleum engineering practice: and provided further, that
such right of withdrawal shall terminate on the ftermination of this unit agreement,

Royalty due the United States shall be computed as provided in the
operating regulations and paid in value or delivered in kind as te all unitized
substances on the basis of the amounts thereof allccated to unitized Federal land
as provided herein at the rates specified in the respective Federal leases; or
at such lower rate or rates as may be aubhorized by law or regulation; provided,
that for leases on which the royaliy rate depends on the daily average production
per well, said average production shall be determined in accordance with the
operating regulations as though each participating area were a single consolidated
lease,

Royglty due on account of State and privately cwned lands shall be computed
and paid on the basis of all unitized substances allozated to such lands,

15, Rental settlement,

Rental or minimum réyalties due . on leases committed heréto shall be paid
by working interest owners responsible therefor mder existing contracts, laws,
and regulations, provided that nothing herein contained shall opérate to relieve
the lessees of any land from their respective lease obligations for the payment

of any rental or minimum royalty in lieu thereof due wunder their leases, Rental
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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 Sécretary or his duly authorized representative.

Rentals on State of New Mexico lands subject to this agreement shall be
paid at the rates specified in the respective leases, or may be reduced or
suspended upon the order of the Commissioner pursuant to applicable laws and
regtlations,

With respect to any lease on non=Federal land containing previsions
which would terminate such lease unless drilling operaticns vere within the
time therein specified commenced upon the land covered thereby or rentals
paid for the privilege of deferring sush drilling operations, the rentals
reqguired thereby shall, notwithsbanding any other provision of this agreement,
be deemed to accrue and bezome payable during the term thereof as extended by
this agreement and until the required drilling operations are commenced upon
the land covered thereby or some portion of such land is included within a
participating area,

16, Conservation,

Operations hereunder and preduction of unitized substances shall be
conducted to provide for the most economical and efficient recovery of said
substances without wc’ils‘:‘.e.3 as defined by or pursuant to State or Federal law
or regulation,

17. Drainace,

The Unit Operator shall take appropriate and adequate measures to prevent
drainage of unitized substances froﬁ unitized land by wells on land not subject
to this agreement, including wells on adjacent unit areas, or pursuant to
applicable regulations pay a fair and reasonable compensatory royalty ds
devermined by the Superviscr for Federal lands or as approved by the Conmissioner

for State lands,

18, Leases and contracts conformed and extended,
The terms, conditlions, and provisicns of all leases, subleases, and
other contracts relating teo exploration, drilling devglopment, or '‘operation
for oil or gas of lands committed to this agreement are hereby expressly modified

and amended, o the extent necessary to make the same conform to the provisions
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hereof, but otherwise to remain in full‘fofce aﬁd effect; and the parties hereto
hereby consent that the Secretary as to Federal leases and the Commissioner as
to State leases shall and each by his approval hereof, or by the approval hereof
by his duly authorized representative, does hereby establish, alter; change, or
revoke the drilling, producing; fental; minimum royalty, and royalty require-
ments of Federal and State leases committed hereto and the regulations in respect
thereto to conform said reqguirements to the provisions of this agreement, and,
without limiting the generality of the foregoing; all leases, subleases, and
contracts are particularly modified in accordance with the followings

(a) The development and operation of lands subject to this agreement
under the terms hereof shall be deemed full performance of all obligations for
development and operation with respect to each and cvery part or separately
owned tract subject to this agreement; regardiess of whether there is any develop-
ment of any particular part or tract of the unit area, notwithstanding anything
to the contrary in any lease, operating agreement or other contract by and between
the parties hereto; or their respective predecessors in interest; or any of them.

(b) Drilling and produéing‘@perations performed hereunder upon any tract
of unitized lands will 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 driil or produce wells situated on the land
therein embraced,

(¢c) Suspension of driiling or producing operations on all wnitized
lands pursuant to direction or consent of the Secretary (or his duly authorized
reﬁresentative) and the Commissioner or with the approval of the Commission
shall be deemed to comnstitute such suspension pursuant to such direction or
consent as to each and every tract of unitized land.

(d) Each lease, sublease or contract relating to the exploration,
drilling; development or operation for oil or gas of lands other than those of
the United Stétes, comnitted to this agreement, which, by its terms might
expire prior to the termination of this agfeement, is hereby extended beyond
any such term so provided thercin go that it shall be continued in full force

and effect for and during the term of this agreement.
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(e) Any Federal lease for a fixed term of twenty (20) years or
any renewal thereof or any part of such lease which is made subject to
this agreement shall continue in force beyond the term provided therein
until the termination hereof. Any other Federal lease committed hereto
shall continue in force beyond the term so provided therein or by law as to
the committed land so long as such land remains committed hereto, provided
unitized substances are discovered in paying quantities within the unit area
prior to the expiration date of the primary term of such lease,

(f) Each sublease or contract relating to the operation and develop~
ment of unitized substances from lands of the United States committed to
this agreement, which by its terms would expire prior to the time at which
the underlying lease, as extended by the immediately preceding paragraph,
will expire, is hereby extended beyond any such term so provided therein so
that it shall be continued in full force and effect for and during the term
of the underlying lease as such term is herein extended.

(g) Any lease having only a portion of its lands committed hereto
shall be segregated as to the portion committed and the portion not com~
mitted, and the terms of such lease shall apply separately to such segregated
portions commencing as of the effective date hereof, In the event any such
lease provides for a lump-sum rental payment, such payment shall be prorated
between the portions so segregated in proportion to the acreage of the res-
pective tracts.

19. Covenants run with land.

The covenanats herein shall be construed to be covenants running with
the land with respect to the interest of the parties hereto and their succes-
sors 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 all 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 first day of the calendar

month after Unit Operator is furnished with the original, photostatic, or certified
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copy of the instrument of transfer,

20, Effective date and term.

This agreement shall become effective upon approval by the Secretary or
his duly authorized representative and shall terminate on October 1, 1957, unless
(a) such date of expiration is extended by the Director and Commissioner, or
(b) it 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 in paying cuantities in the formatiions tested hereundsr and after
notice of intention to terminate the agreement on such ground is given by the
Unit Operator to all parties in interest at their last known addresses, the
agreement is terminated with the approval of the Director and Commissioner, or
(c) a valuable discovery of unitized substances ras been made on unitized land during
said initial term or any extension therecf, in which event the agreement shall remain
in effect for such term and so long as unitized substances can be produced in pay-
ing quantities, i.e., in this particular instance in cuantities sufficient to pay
for the cost of producing same from wells on unitized Jand within any participating
area established hereunder and, should preduction cease, sc¢ long thereafter as
diligent operations are in progress for the restoratior. of production or discovery
of new production and so long thereafier as the unitized substances sc discovered
can be produced as aforesaid, or (d)} it is terminated as heretofore provided in
this agreement.

This agreement may be terminated ail any time not less than 75 per centum,
on an acreage basis, of the owners of working interests signatory hereto, with
the approval of the Director and Commissioner; notice of any such approval to be
given by the Unit Operator to all parties hereto,.

21, Rate of prospecting, develcpment, and production.

A1l production and the disposai thereof shall be in conformity with
allocations, allotments and acuotas made or fixed by any duly authorized person
or regulatory body under any Federal cor State statute, The Director is hereby
vested with autherity to alter or modify from time to time, in his discretion,
the rate of prospecting and development and within the limits made or fixed
by the Commission to alter or modify the aquantity and rate of production
under this agreement, such authority being hereby limited to alteration or
modification in the public interest, the purpose thereof and the public interest

to be served thereby to be sitated in the order of alteration or modification;
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provided, further, that nc such alteration or modification shall be effective
as to any land of the State of New Mexico as to the rate of prospecting and
development in the absence of the specific written approval thereof by the
Commissioner and as to any lands of the State of New Mexico or privately-
owned lands subject to this agreement as to the quantity and rate of production
in the absence of specific written approval thersof by the Commission.

Powers in this secticon vested in the Director shall only be exercised
after notice to Unit Operator and opportunity for hearing to be held not less
than 15 days from notice,

22, Automatie Elimination.

Notwithstanding any other provisions of this agreement,any lease, no
portion of which is included within a participating area within 7 years after
the first sale of unitized substances from any lands subject to this agreement,
shall be automatically eliminated from this agreement and said lease, and the
lands covered thereby shall no longer be a part of the unit area and shall no
longer be subject to this agreement, unless at the expiration of said 7 year
period drilling operations are in rrogress on such lease, in which event the
lands covered by such lease shall remain subject hereto and within said unit
area for so long as such drilling operations are continued diligently and,
so long thereafter as such lands or any portion thereof may be included in a
participating area hereundsr, Inasmuch as any elimination under this section
is automatic, the Unit Operator shall, within 90 days after any such elimination
hereunder, describe the area sc eliminated, and promptly notify all perties in
interest.

23, Conflict of Supervision

Neither the Unit Operator not the working interest owners nor any of
them shall be subject to any forfeiture, termination or expiration of any
rights hereunder or under any leases or contracts subject hereto, or to any
penalty or liability on account of delay or failure in whole or in part to
comply with any applicable provisiocn thereof to the extent that the said Unit
Operator, working interest owners or any of them are hindered, delayed or

prevented from complying therewith by reason of failure of the Unit Operator
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to obtein, in the exercise of due diiigencs, the ¢

#

o the 3tate of New Mexico in and

of the Unit
about any matters or thing g which it 1s rsquired herein that such con-
currence be obtained. The tarties herelc, including the Commission, agree that

all powers and authority vested in the Camission in and by any provisions of this
contract are vested in the Commlssion ond shall be exercised by it pursuant to the
provisions ¢f the laws of tue State ¢ New Mesdeo and suﬁject in any case to appeal
or judicial review as may now or hereafier be provided by the laws of the State of

New Mexico,

2, Appearances.

&

Unit Operator shall, after notice to other partics affected, have the right

to appear for or on behalf of any and 211 intercst af

‘ected hereby before the
Department of the Intérior and th§ Comuission and to apreal from orders issued
under the regulations of said Depzrtmenit and,/cr Commission or to apply for relief
from any of said regulaticns or in any procsedings relative to operations before
the Department of the Interior, the Commission, cr any other legally constituted
authority; provided, however, that any other interested party shall also have the
right at his own expense to bs heard in any such proceeding,

25, DNotices,

All notices, demends or stabtements reguired hereunder té be given or
rendered to the parbies hercto shall be desmed fully given if given in writing
and personally delivered fc the party or sent by postpald registered mail,
addressed to such party or varties at their respective addresses set forth in
connection with the signatures herveto or to the ratification or consent hereof
or to such other address as any such party may have furnished in writing to

party sending the notice, demand or statement,

26, No waiver of certoin rights,.

i 22

Nothing in this agreement contained shall be construed as a waiver by any
party hereto of the right to assert any legal or constitutional right or defense
as to the validity or imvalidity of any law of thc State wherein said unitized
lands are located, or cf the United States, or regulations issued thereunder in
any way affecting such party, or as a waiver by ony such party of any right

beyond his or its authority to walwe,
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27. Unavoidable delay,

A1l obligations under this agreement requiring the Unit Operator to commence
or continue drilling or to 6perate on or produce unitized substances from any of
the lands covered by this agreement shall be suspended While; but only so long as;
the Unit Operator despite the exercise of due care and diligence is prevented
from complying with such obligations, in whole or in part; by strikes; acts of
God; Federal,'State; or municipal law or agencies, una%oidabie accidents, uncon-~
trollable delays in transportation, inability to obtain necessary materials in
open market, or othér matters beyond the reasonable control of the Unit Operator
whether similar to matters herein enumerated or not.

28, Fair employment,

The Unit Operator shall not discriminate against any employee or applicant
for employment because of race; creed, color or national brigin; and an identical
provision shall be incorporated in ali subcontracts,

29. Loss of title,

In the event title to any tract of uﬁitized land shall fail and the true
owner camnot be induced to join in this unit agreement; such tract shall be
automatically regarded as not committed hereto and there shall be such feadjust-
ment of future costs and benefits as may be required on account of the loss of
such title, In the event of a dispute as to title as to any royalty, working
interest; or other interests subject thereio, payment or delivefy on account
thereof may be withheld without liability for interest until the dispﬁte is
finally settled; provided;vthét; as to ‘Federal land and State land or leases,
no payments of funds due the United States or the State of New Mexico should be
withhelq; but such funds of the United States shall be depo§ited as directed by
the Supervisor; and such funds of the State shall be deposited as directed by
the Commissioner; to be held as unearned money pending final settlement of the
title dispute, and then applied &s earned or returned in accordance with such final
settlementf

UniﬁVOperator as such is relieved from any responsibility for any defect
or failure of any title hereunder.

30. Non-Joinder gnd subéeguent joinder.

If the owner of any substantial interest in a tract‘within the unit area

fails or refuses to subscribe or consent to this agreement, the owner of the
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working interest iﬁ that tratt may withdraw said tract from this agreement by
written notice to the Director, the Commissioner and the Unit Operator prior

to the approval of ﬁhis agreement by the Director. Any such tract not so
withdrawn shall be considered as’unitizgd, and any neceséarj ad justments of
royalty occasioned by fgilure of the royalty and record owner to join will be

for the account of the corresponding working interest owner., Any oil or gas
interests in lands within the unit area not commitbed hereto prior to submission
of this agreement for final appfoval may thereafter be committed hereto by the
owner or owners thereof subscribing or conseﬁting to this agreement, and,

if the interest is a working interest, by the owner of such interest also sub-
scribing to the unit operating agreement. After operations are commenced here-—
under; the right of suﬁsequent joinder, as provided in this section, by a

wopking interest owner is subjecf to such requirements or.approvals, if any,
pertaining to such joinder, as may Be pfovided for in the unit operating agreement.
After final approval hereof joinder by a non-working interest owner must be
consented to in writing by the working interest owner committed hereto and
responsible for the myment of any benefits that may accrue hereunder in behalf

of such non-working interest. Prior to final appfoval héreof, joinder by dny
ownér of a non-working interest must be aécompanied by appropriate joinder by
the owner of the corresponding working interest in order for the interest to be
regarded as effectively committed hereto, Except as may otherwise herein be
provided subsequent joinders to this agreement shall be effective as of the first
day of the month féllowing the filing with the Supervisor and Commissioner of duly
executed counterparts of all or any papérs ngcessary to establish effectiye
commitment of any tract to this agreement unless objection to such joinder is
duly made within 60 days by the Director or Commissioner.

31, Counterparts,

This égreement may be executed in any nunber of codﬁterparts no one of which
needs to be executed by all parties or may be ratified ;r consented to by separate
instrument in writing specifically referring he;eto aﬁd shgll be binding upon all
those parties who have executed such a counterpart, ratification, or éonsent hereto
with ﬂhe same force and effect as if all such pgrties had signed the same document
and regardless of whether or not it is executed by all other parties owning or

claiming an interest in the lands within the above—described unit area.
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32. Surrender.

Nothing in this agreement shall prohibit the exercise by any working
interest owner of the right to surrender vested in such party in any lease,
sub~lease;, or operating agreement as to all or any part of the lands covered
thereby, provided that each party who will or might acquire such working
interest by such surrender or by forfeiture as hereafter set forth, is bound
by the terms of this agreement.

If as a result of any such surrender, the working interest rights as
to such lands become vested in any party other than the fee owner of the
unitized substances, said party shall forfeit such rights and no further benefits
from operations hereunder as to said land shall accrue to such party, unless
within ninety (90) days thereafter said party shall execute this agreement and
the unit operating agreement as to the working interest acquired through such
surrender, effective as though such land had remained continuously subject to
this agreement and the unit operating agreement. And in the event such agreements
are not so executed, the party next in the chain of title shall be and become the
owner of such working interest at the end of such ninety (90) day period,
with the same force and effect as though such working interest had been surrendered
to such party.

If as the result of any such surrender or forfeiture the working interest
rights as to such lands become vested in the fee owner of the unitized substances,
such owner may:

(1) Execute this agreement and the unit operating agreement as a working
interest owner, effective as though such land had remained continuously subject
to this agreement and the unit operating agreement,

(2) Again lease such lands but only under the condition that the holder
of such lease shall within thirty (30) days after such lands are so leased
execube this agreement and the unit operating agreement, effective as though
such land had remained continuocusly subject to this agreement and the unit
operating agreement,

(3) Operate or provide for the operation of such land independently of
this agreement as to any part thereof or any oil or gas deposits therein not

then included within a partisipating area.
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If the fee owner of the Unitized substances does not execute this
agreement and the unit operating agreement as a working interest owner or
again lease such lands as above provided, within six (6) months after any such
surrender or forfeiture, such fee owner shall be deemed to have waived the right
to execute the unit operating agreement or lease such lénds; and to have agreed,
in consideration for the compensation hereinafter provided, that operations
hereunder shall not be affected by such surrender.

For any period the working interest in any lands are not expressly committed
to the unit opefating’agreement as the result of any such surrender or forfeiture;
the benefits and cobligations 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 in accordance with their respective participating
working interest ownerships, and such owners of working interests shall compensate
the fee owner of unitized substances in such lands by paying sums eqﬁal to the
rentals, minimum goyalties; applicable to such lands under the lease in effect
when the lands were unitized, as to such participating area or areas,

Upon commitment of a working interest to this agreement and the unit
operating agreement as provided in this section, an appropriate accounting and
settlement shall be made, to reflect the retroactive effect of the comﬁitment,
for all benefits accruing to or payments and expenditures made or incurred on
behalf of such surrendered working interest during the period between the date
of surrender and the date of recommitment; and payment of any moneys found to be
owing by such an accounting shall be made as between the parties then signatory
to the unit operating agreemenp and this agreement within thirty (30) déys after
the recommitment, The right to become a party to this agreement and the unit
operating agreemént as a working interest ownér by reason of a surrender or
forfeiture as provided in this section shall not be defeated By the non-existence
of a wnit operating agreement and in the event no wnit operating agreement is in
éxistence and a mutually acceptéble agreement between ‘the proper parties thereto
cannot  be consummated; the Supervisor and Cpmmissioner may prescribe such reasonable
and équitable agreement as they deem warranted under the circumstances.

Nothing in this section shall be deemed to limit the right of joinder or
subseqnent 'joindér to this agreement as proVided elsewhere in thi; agreement,

The exercise of any right vested in a working interest bwner to reassign such

working interest to the party from whom obtained ,hall be subject to the same
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conditions as set forth in this section.

surrender,

\l Assistant Seéfetary

Phillips Building
Bartlesville, Oklahoma

Ai{fL

Fair Building
Fort Worth, Texas

Assistant Secretary’

Attest:

(O sl

‘Assistant Secretary

Bassett Tower
El Paso, Texas

Attest:

j;ﬁ«/g )zkff;aar}GV4eca/1uwyjaﬁj\\
1 Aﬂc&eﬂanp/Sech)ary -

321 West Douglas
Wichita, Kansas

Assistany Secretary
Skelly Buildin
Tulsa 2, Okld¥bma

Assistant Secrgtary
315 Pacific Avenue

Dallas 1, Texas
Fau CDQQI7AN Vo weg

UA 31-6

in regard to the exercise of a right to

PHILIIPS PETRQLEUM COMPANY\?EEﬁ/

Vilce President %/

UNIT OPERATOR AND WORKING INTEREST OWNER

By

WORKING INTEREST OWNERS

STANOLIND OIL AND GAS COMPANY

By, = Z//é

Vlce President

EL PASO NATURAL GAS COMPANY

By (/7 %&@%

Vice President

WOOD RIVER OIL & REFINING CO., INC.
Approved as

to forg

ByQ)As—& C\Q-.:,Q\ cee

¥iee President

SKELLY OIL COMPANY
1

\\B. VN e . e L

Vice Rresident

DELHI OIL CORPORATION

W@/M

Vice President
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Attest:

2
Assistant Se arycs

Republic Banx Building
Dallas, Texas

Attest:

Assistant Secretary

Milam Building
San Antonio, Texas

Attest:

Assistant Secretary

Milam Building
San Antonio, Texas

Attest: f«

dssistrant Secrefa

e

P. 0. Box 192
Sistersville, West Virginia

Date A b R

—, >

Address:_5 /.~ —§§f7/7225“w/f*nx, e zt

GENERAL AMERICAN OIL COMPANY OF TEXAS

M mw\

Vice President

ROCK HILL OIL COMPANY

v 1L /&wﬁ

* SLICK-MOORMAN OIL CO.

)“%‘nk Frdner

SOUTHERN PETROIEUM EXPLORATION, INC.

Llllaigiterga s, 77 PP
Date _LL W

Address:

T

#Signing as Working Interest and/or Overriding Royalty Interest Owner

UA 31-6
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- By ommpission evpires

Tus wderzigned individuals, Logelher witn Jomes K, %1lis, consbitute
ing all of Yie uemiore M*mrs} of 2izk-YWeoraan D1l Counzny, 3 parinsr-
$iiy, do neceuy adapt, radlf Lnd confirw tlhe aumeution of the two herein-
atove raphlo: ed a&mer&s, gated  Novewbor PR, 199 o James X, Zllis,
as mm,isxv varingr, or and or p=TAIT A7 JLiek~Noormen Nil Comparny, snd do

furiher aares that said agreamenis exes..ed by szid James K. Ellig dre bind-
ing upon ¢lick-Meorman 01 Campzny, a perimership, and we de fuwrther adept,
f'a‘v‘ry ani 2onfirm bhe gaid two a;reements io the same extent as though
anch of us, asx Cartners, nad evocuhed and siyned the originals of said
ak’?'em& vl

- ’ . Eave . .
) o 3 - . . : »
S . 7 /" /’“ 7 . . M‘i'
; . - IS EY £
T g ",.’_,,/ : I e [
. R 4

_ e “‘anem Gy 7
Ber‘hmce ‘»?: }c Trscnel,

-. P oS y
Sr0 Thrma

SUASCHIBED AL SWORN to befcre ne, thias ‘?{ TA Asy of February, 1353,

WK Ll tng

ILLEGIBLE



STATE OF ?‘TEXAS' )

) SS
COUNTY OF EL PASG . )
On this _ /0O day of 457/ , 19425, before me personally éppeared

C. L. PERKINS , to me personally known, who, being by

- rai gmpan
me duly sworn did say that he is the {«ee President of El Paso Naturai Gas Company

, and that the seal affixed to the foregoing instrument is
the corporate seal of said corporation and that said instrument was signed and
sealed in behalf of said corporation by authority of its Board of Directors, and
said O 1Lorerme acknowledged said instrument to be the
free act and deed of said corporation.

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

Notary Public -

Nntary Publiz, 0 and for 7} Ja50 County, Texa®

My commission expires Juns 1, 1353
My Commission Expires ‘

STATE O

F“T:::zﬁiz;;;;;:z=i_..)
) 88
COUNTY OF %& )
On thié,/// "égy Of/&:éZZZL‘ngZ‘L_, 19 ¢ o2 , before me personally appeared

, to me‘personall;;known, who, being by

ST . //’ -
me duly sworn did say that he is the /ﬁ e President Ome\

nd that the seal affixed to the foregoing instrument is
orporation and that said instrument was signed and
rporatlon by authority of its Board of Directors, and
acknowledged said instrument to be the

free act and deed of said cofporation.

IN WITNESS WHERECF, I have hereunto set my hand and afflxed my official seal
on thls the day and year flrst above written. ﬁf;

Lary Public

My Commiszion Expires éé// Pasy’s

STATE OF ﬁMM )

i )

cowry of___ g/ alla) )
On this 4222;?Léay Of‘/ﬂigdhwhu4£&w/ , 1982, before me personally appeared

f??ﬁ ;ZZ \T;KZ;;;ZZ:;:ﬁ— —s to me personally known, who, being by

me duly sworn did say that he is the/QggigPresident of JdCZAﬁ%écz L
A

_ , and that the seal affixed to the foregoing instrument
is the corpoféte seal of said corporation and that said instrument was signed and
sealed in _bghalf of said copporation by authority of its Board of Directors, and
said j&ﬂ\széfay;?%é;iu,// acknowledged said instrument to be the

free act and deed of said corporation.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official seal

on this the day and year first above written. C{ Aldzlé?

My Commission Expires Notary Public

PIFAIV‘,r*?

-

tharx I‘ Lho




STATE OF (o Rahpne )

. ) SS
COUNTY OF )
On this { (Sé/ a(iay of 42 bban e/ s 19 -5/?{, , before me personally appeared

(. Ktk » to me personally known, who, being by

me duly sworn did say that he is the _’¢_, President of {'2 fz 44 pon (Pl i,

@MW“ , and that the seal affixed to the foregoing instrument is
the corpbrate §e’a1 of said corporation and that said instrument was signed and
sealed in behalf of sa:L cor oration by authority of its Board of Directors, and
said AP@‘L acknowledged said instrument to be the
free act and deed of sald corporation,

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

Notary Public -

My Commission Expires_(Qu ?,, ade 1, 1955
; ) K
sTATE OF Qo Do )
) ss
COUNTY OF_Jj»D_w. )
On this 329«& day of A;Mﬁ__, 195 L , before me personally appeared

\l ' é Pwu , bo me personally known, who, being by

T S AR

me duly sworn did say that he is the ¥i:.: President of

, and that the seal affixed to the foregoing instrument is
the corporate seal of said corporation and that said instrument was signed and
sealed in behalf of said corporation by authority of its Board of Directors, and
said N-& M acknowledged said instrument to be the
free act and deed of said corporation.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official seal

on this the day and year flrst above written.
T Notary Public

HER . “ A oAarre
oo ov . 3 L W 1S

My Commission Expires

STATE OF Mﬁm&)
)
COUNTY OF 24 oy )

On this 2~ day ofm 195 2 , before me personally appeared

A L CAsuman , to me personally known, who, being by

me duly sworn did say that he is the'MPresident of

, and that the seal affixed to the foregoing instrument
is the corporate seal of said corporation and that said instrument was signed and
sealed in behalf of said corporation by authority of its Board of Directors, and
said A L. CAsiuax acknowledged said instrument to be the

free act and deed of said corporation.

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

NAZEL . DOADY — — -
My Commission Expires_ishay fuile Tl Coutiy, GMabome Notary Public -

My Commisalon Expires Jascery 21, 1068



STATE OF

) sS
COUNTY OF )
On this day of , 19 , before me personally appeared
s to me rersonally known, who, being by
me duly sworn did say that he is the President of

, and that the seal affixed to the foregoing instrument is
the corporate seal of said corporation and that said instrument was signed and
sealed in behalf of said corporatlon by authority of its Board of Directors, and
said » acknowledged said instrument to be the
free act and deed of said corporation.

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

Notary Public

My Commission Expires

STATE OF 4/1,¢A 7. )

- | ) S5
COUNTY OF___/plee )
On thié A F day of y/%;:cﬂ , 19 J 5~ , before me personally appeared
Pon! 7T Moavencahiian s, to me personally known, who, belng by
me duly sworn did say that he is the ___ President of _ Scuificti PEIRGIUTET 7 - b,

, and that the seal affixed to the foregoing instrument is
the corporate seal of said corporation and that said instrument was signed and
sealed in behalf of said corporation by authority of its Board of Directors, and
said Paul W. Neuencchwander acknowledged said instrument to be the
free act and deed of said corporation.

IN WITNESS WHEREQOF, I have hereunto set my hand and affixed my official seal
on this the day and year first above written. //
VA A
-7 SV
Y / & %‘/ A’fm" tép;i
Notary Public.,

o ) JUNE 13, 1962
My Commission Expires

STATE OF TEXAS %
COVNTY OF BEXAR ol

On this 8th day of Jamuary, 1953, before me personally sppeared
Jemes K. Kllis, Namaging Partner of Slick-Noorman ¢il Company, to me inown
uummmmmmmmmmanvmamrmmm
instrument, ind scioviedged te me that he exvcuted the zane as hia fres
sct and deed sxd the fre¢ aet snd deed of suld company.

5 GIVEN UNDER MY HAND AND SEAL OF OFFICE, this 8th day of January,
1953.

Ny commission expires:
Juns 1, 1953

unty, iexas



STATE OF _NEW_ MEXICO )
) 8S.
COUMTY CF BERNALILLO 3

/

On this l4th day of Jamuary | 1953 , before me personally appeared

T i ife
to me known to be the person.g described in and who executed the foregoing 1nstrument
and acknowledged that they executed the same as_their free act and deed.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official seal
the day and year in this certlflcate above written.

//4/% MM

Notaky/Public \

i

My commission expires:

Lo

5%Y
STATE CF )
) SS.
COUNTY OF )
On this day of , 19 , before me personally appeared
to me known to be the person_____ described in and who executed the foregoing 1nstrument
and acknowledged that ~ executed the same as free act and deed,

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official seal
the day and year in this certificate above written.

Notary Public

My commission expires:

STATE OF

COUNTY OF

s N
w
42}

On this __ day of , 19 , before me personally appeared

: 14
to me known to be the person described in and who executed the foregoing instru-
ment, and acknowledged that ‘ executed the same as free act and deed,

IN WITHESS WHEREOF, I have hereunto set my hand and affixed my official seal
the day and year in this certificate above written,

Notary Public

My commission expires:




CERTIFICATE OF APPROVAL BY COMMISSIONER OF PUBLIC IANDS,
STATE OF NEW MEXICO, OF UNIT AGREEMENT FOR DEVELOPMENT
AND OPERATION OF SAN JUAN 31-6 UNIT AREA, RIO ARRIBA
COUNTY, NEW MEXICO

There having been presented to the undersigned Commissioner of
Public Lands in the State of New Mexico, for examination, the attached Agreement
for the Development and Operation of the San Juan 31-6 Unit Area, Rio Arriba County,
New Mexico, in which Phillips Petroleum Company is designated as Unit Operator and
which has been executed by various parties owning and holding oil and gas leases
embracing lands within the Unit Area, and upon examination of said agreement the
Commissioner finds:

(2) That such agreement will tend to promote the conservation of
o0il and gas and the better utilization of reservoir energy in
said area;

(b) That under the operations proposed the State will receive its
fair share of the recoverable oil or gas in place under its
lands in the area affected.

(¢) That the agreement is, in other respects, for the best interests
of the State;

(d) That the agreement provides for the unit operation of the area,
for the allocation of production and the sharing of proceeds from
a part of the area covered by the agreement on an acreage basis
as specified in the agreement.

NOW, THEREFORE, by virtue of the authority conferred upon me by
Chapter 88 of the laws of the State of New Mexico, 1943, as amended by Chapter
162 of the Laws of the State of New Mexico, 1951, I, the undersigned Commissioner
of Public Lands for the State of New Mexico, for the purpose of more properly
conserving the oil and gas resources of the State, do hereby consent to and ap-
prove the said agreement and do hereby amend all leases embracing lands of the
the State of New Mexico committed to said unit agreement, to conform and extend
said leases as provided in said agreement so that the provisions of each such
lease, so far as they apply to lands within such area, will conform to the pro-
visions of such agreement and so that the length of the secondary term as to
lands within such area will be extended to coincide with the terms of such agree-
ment., This approval is subject to all of the provisions of the aforesaid Chapter
88 of the Laws of the State of New Mexico, 1943, as amended by Chapter 162 of
the Laws of the State of New Mexico, 1951.

IN WITNESS WHEREOF, is Certificate of Approval is executed, with
seal affixed, this__ /7 day of mu;k‘tﬁﬁ , 1958,

Commissioner of Public lands
of the State of New Mexico

Seal



CERTIFICATION -~ DETERMINATION

Pursuant to the authority vested in the Secretary of the Interior,
under the act approved February 25, 1920, 41 Stat. 437, 30 U.S.C., Secs. 181,
et seq., as amended by the act of August 8, 1946, 60 Stat. 950, and delegated
to the Director of the Geological Survey pursuant to Departmental Order No.
2365 of October 8, 1947, 43 CFR S 4.611, 12 F. R. 6784, I do hereby:

A, Approve the attached agreement for the development and operation
of the San Juan 31-6 Unit Area, State of New Mexico.

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

C. Certify and determine that the drilling, prodﬁcing, rental,
minimum royalty, and royalty requirements of all Federal leases committed
to said agreement are hereby established, altered, changed, or revoked to

conform with the terms and conditions of this agreement.

FEB 11 1953
Dated:

-
A

. )

¢4.62 Director, United States Geological Survey
7



MEHOR 5 NDUK

san Juan -6 nit

Rio Arriba County, Kew Kexico

Hescribed below are the federal leases
which contain lands falling within more
than one federal unit or proposed fader-
al unit.

sSanta Fe 079000

31-6 Lots 7 and 8, 8% W}, 5:%: See. 13 T 30 Noy R 7 W,
“roposed All: Cec. 125 T. 30 %,, B, 7 h.

A1: Sec. 1k T. 30 K.» R 7 W
santa Fe
H S.el 6; T. 3G ?“;.’ §Q 6 ’f”.

t 3ec., 73 T. 30 ¥op K. 6 4,
H 5‘6. 8; T. 30 go, E. 6 %:.

ALl
Zxoposed 30-6 ALl
ALl

S Fe
31=6 G, Neg, 5w, W& 38z, lets 5, 6, 9, 10, and 11:
Sec, 13 T. 30 h., B, 6 ¥,
frovosed 30-6 N}, Wi Swi, Lots 1, 2, 3, 4, and 5: Sec. 10

k3, lote 1, 2, 3, 4, 5, 6, 7, and 8: Sec, 11;
¥, ¥a,, NGi Nk, S§ NBi, and Lots 1 and 21 Jec. 15;
<11 4n T. 30 N., 5. 6 #,



UNIT OPERATING AGREEMENT
SAN JUAN 31-6 UNIT AREA

THIS AGREEMENT, made and entered into this day of ,

1952, by and among Phillips Petroleum Company, a Delaware corporation, hereinafter
sometimes referred to as "Unit Operator", and such other parties owning working
interests subject to the Unit Agreement for the Development and Operation of the
San Juan 31-6 Unit Area as may execute this agreement, hereinafter sometimes called
"Nonoperators", all parties being sometimes referred to as "Working Interst Owners",

WITNESSETH:

WHEREAS, the parties hereto are also parties to that certain Unit Agree-
ment for the Development and Operation of the San Juan 31-6 Unit Area, County of Rio
Arriba, State of New Mexico, hereinafter called the "Unit Agreement", embracing
the following described land:

New Mexico Principal Meridian:

Township 31 North, Range 6 West

Sections 27, 28, 29, 31, 32, 33, 34, 35, 36: All

Township 30 North, Range 6 West

Sections 1, 2, 3, 4, 5, 6: All

Township 30 North, Range 7 West

Section 1: All

Rio Arriba County, New Mexico, containing 10,049.38 acres, more or less
and

WHEREAS, the parties hereto, in accord with the provisions of Sectibn
7 of the Unit Agreement, desire to provide for the apportiomment of costs and benefits
among Working Interest Owners and to establish related operating arrangements,

NOW THEREFORE» premises considered, the parties hereto mutually agree that:

l. Confirmation of Unit Agreement

The Unit Agreement, including the exhibits thereto, is hereby confirmed

and adopted and made a part of this agreement. Terms employed in this agreement shall



bear the same meaning as given them in the Unit Agreement. The unit area shall be
developed and operated for the production and handling of unitized substances in ac~
cord with ﬁhe Unit Agreement and this Unit Operating Agreement. In the event of any
inconsistency or conflict between provisions of this agreement and the Unit Agreement,
the Unit Agreement shall prevail.

2. Titles

(2) Representation of Ownership

Each of the parties hereto represents to all other parties hereto
that its ownership of oil, gas and mineral interests in the unit area is correctly
stated in the schedule attached as Exhibit B to the Unit Agreement. In the event
such representation of any party is erroneous or the title of any party hereto fails,
in whole or in part, the interests of the parties hereunder shall be accordingly ad-
justed to the end that no party shall be credited with interests that it does not own.
Parties contributing acreage to the unit and receiving credit hereunder therefor
shall, subject to the provisions of Section 2 (c) below, bear the entire loss occa=
sioned by any failure of title or defect in their title or encumbrance thereon and
shall save the other parties hereto harmless from any obligation or liability on
account thereof, All title curative expense and all costs and expenses incurred in
defending or establishing title to any interest in the unitized substances shall be
borne by the party or parties hereto who claim such interest,

(b) PFurnishing Title Data

Within fifteen (15) days following its execution of this agreement,
each Working Interest Owner shall furnish to the Unit Operator copies of its leases,
operating agreements or other documents upon which it relies as establishing its
ownership of working interests, together with copies of its rental receipts or other
evidence satisfactory to establish that such leases, agreements and/or other docu-
ments remain in full force and effect. It shall also furnish any title data in its
possession relating to its working interest ownership, including the title opinion
of its attorney and any curative instruments acouired in relation thereto. Where
outstanding title requirements have not been satisfied, the Working Interest Owner
whose title is affected shall proceed to satisfy such title requirements with due
diligence and furnish proof of the satisfaction thereof to the Unit Operator.

(¢) Examination of Title for Drilling

As a prerequisite to the drilling of any well hereunder, Unit

=2



Operator shall obtain a title opinion by a competent attorney or attorneys selected
by it, based upon examination of complete abstract of title certified to date and/or
the official County and/or State or Federal records as well as examination of the
material submitted pursuant to Section 2 (b) above, approving title for drilling
purposes to the half section drilling block (where the well is to be drilled to the
Mesaverde or shallower formations) or to the appropriate spacing unit (where the well
is to be drilled to formations below the Mesaverde) upon which the well is to be
located; provided, however, that Unit Operator shall not be required to re-examine
title to any drilling block or spacing unit for the drilling of any second or sub-
sequent well thereon. The party or parties owning working interests in such drilling
block or spacing unit shall furnish such abstracts promptly as reguired and shall
satisfy title requirements made by the examining attorney, at such partyf’s or parties!
sole expense, without delay in order that the drilling obligation stated in the Unit
Agreement shall be timely performed. Costs of title examination shall be charged as
a part of the cost of drilling the well. Approving opinion of title as a prerequi-
site of drilling may be waived upon approval of the owners of eighty per cent (80%)
of the Working Interest committed tc the unit. Any party hereto interested in ob-
taining the drilling of a well may post a bond in form satisfactory to the Unit Oper-
ator in an amount eqﬁal to one and one~-half times the estimated cost of the proposed
well, conditioned to protect all parties hereto against any loss of their investment
in the well by reason of title failure, whereupon the requirement herein for an
approving opinion of title will be waived. If title subsequently fails to any tract
or tracts, the title to which has been cleared for drilling under this section, the
Working Interest Owner therecf shall bear the entire loss in participation in unitized
substances produced after such title failure which would be attributable to the lease=
hold estate or working interest in such tract under the terms of this agreement, but
shall not be obligated to save any parties hereto harmless from any other loss oc-
casioned thereby except to the extent of any indemnity agreement which may have been
executed as hereinabove provided.,

3. Apportionment of Costs and Benefits

Except as herein otherwise expressly provided, all costs, expenses and
liabilities accruing or resulting from exploration, development, operation and main-
tenance of the unitized land shall be borne, and all unitized substances produced

hereunder and other benefits accruing hereunder shall be owned and shared, by the

3



Working Interest Owners who have executed the Unit Agreement and this agreement, as
follows:

(a) Costs and Benefits in Mesaverde and Shallower Formations

Costs and benefits accruing in the development and operation of any
drilling block (as defined in Section 11 of the Unit Agreement) prior to its admis-
sion into a participating area shall be borne and shared in the proportion that the
acreage owned by each of such Working Interest Owners owning working interests in
the drilling block bears to the total of working interests owned by all such Working
Interest Owners owning working interests in the drilling block. Costs and benefits
accruing or resulting from development and operation of any participating area shall
be borne by such Working Interest Owners owning interests in such participating area
in the same proportion that the interest owned by each bears to the total of interests
owned by all such Working Interest Owners in said participating area. ZExcept for the
adjustment in investment in the field facilities as hereinafter provided, no adjust-
ment of investment or previously incurred costs shall be made upon the admission of
a drilling block into the participating area, but upon such admission all equipment
used for the operations of the participating area shall thenceforth be owned by the
Working Interest Owners in the enlarged participating area in the same proportions
as provided herein for their sharing of costs and benefits. Notwithstanding the fore-
going, however, when any drilling bleck is admitted to the participating area prior
to the completion thereon of a well capable of producing unitized substances in paying
quantities from the formation to which such partieipating area is applicable, Unit
Operator shall comply with the obligation imposed by the Unit Agreement to drill a
well thereon to the horizon from which production is being secured in the partici=-
pating area, and all costs of drilling, completing, testing and eouipping such well
to produce shall be charged to and borne by such Working Interest Owners owning work-=
ing interests in such drilling block in the proportions which the interests of each
bear to the aggregate of all the interests of all such Working Interest Owners
within said drilling block. Any such well shall be owned and operated for the
benefit of parties owning interests in the participating area in the same manner
as other wells in such participating area. Upon admission of a drilling block into
a participating area, there shall be an adjustment of the cost of field facilities
among all such Working Interest Owners in the enlarged participating area so that
the cost of field facilities allocable to the enlarged participating area shall
be borne by such Working Interest Owners in proportion to their participation

in costs and benefits of operation of the enlarged participating area.,

-nhn-



Where field facilities serve more than one participating area, costs and ownership
thercof shall be allocated between participating areas on a well basis and shall be
adjusted upon drilling of additional wells so that each participating area will bear
such costs and own such field facilities in the proportion that the number of wells
within such participating area, which upon their completion shall hawve been capable
of producing unitized substances in paying quantities, bears to the total number of
such wells within the unit area. No adjustment between participating areas shall be
made on account of the cessation of production in paying quantities from any well

or wells, "Field facilities", as that term is used in this section, shall mean fa-
cilities which are installed for serving the entire unit operation, such as, but not
limited to, warehouses, field offices, camps, gathering systems, field tankage other
than that serving a particular well or drilling block, power stations and power
lines, water stations and water lines. Costs of field facilities shall be deemed to
be the tangible and intangible costs thereof as reflected by the Operator's books,
depreciated at the rate of four per cent (4%) per annum, or fractional portion thereof,
up to the period an adjustment is required. In the event book costs cannot be de-
termined on certain classifications of equipment, the current market prices in effect
as of the date a drilling block is admitted to the participating area shall be used
as a basis for pricing. Roads shall not be considered a part of Iield Facilities.
Costs of all road construction required for the drilling of the three test wells in
accord with Section 9 of the Unit Agreement shall be allocated to the working inter-
est owners owning working interest in the three Drilling Blocks upon which said test
wells are drilled on an acreage basis, Roads required for the drilling of subse-
quent wells shall be charged as a part of the drilling ecosts and bome by the same
party or parties as are required to pay the costs of drilling such wells., There will
be no reallocation of road costs. In the event any well or wells capable of produc—
ing unitized substances in paying quantities shall have been completed prior to the
effective date of this agreement, such well or wells shall be turned over to the
Unit Operator for operation hereunder on the first day of the month following the
said effective date of this agreement, and the half section drilling block on which
each such well is located shall constitute or become a part of the participating
area for the formation in which such well is completed, Likewise, if any Working
Interest Owner shall have started any well but it shall not have been completed on

the effective date of this agreement, such Working Interest Owner shall proceed with

-5 -
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due diligence to complete the drilling of such well and, if dry, to plug and abandon

it or, if a producer, to test, complete and equip it to produce and then turn it over
to the Unit Operator for cperation hereunder. Adjustment for any such well or wells

shall be only as hereinabove provided.

(b) Costs and Benefits in Formations Below the Mesaverde

The cost of drilling, equipping and completing the initial test well
projected to a depth below the base of Mesaverde formation and the cost of plugging
and abandoning same if a dry hole shall be paid by all of such Working Interest
Owners each in the proportion that its ownership of working interests on an acreage
basis within the unit area bears to the total of all such interests of such parties.
Costs of drilling the second or any subsequent test well to formations lying below
the Mesaverde, which is not required to be drilled by the terms of the Unit Agree-
ment, shall be only in accord with an agreement to be reached by the parties partici-
pating in the drilling of such second or additional test wells., In the event any
such test well so drilled shall encounter unitized substances in paying quantities
so as to justify the establishment of a participating area or the enlargement of an
existing participating area for the formation encountered, such participating area
or enlargement shall be formed as provided in the Unit Agreement. On the establish-
ment of any participating area, there shall be a retroactive adjustment of the cost
of drilling, completing and equipping for production and operating of the said test
well and of the cost of field facilities, to the end that the owners of working in-
terests in the participating area newly established shall reimburse without interest
the party or parties who paid for the costs and expenses of drilling, completing
and equipping for production and operating the well less any income derived by said
party or parties up to the date of settlement; and thereafter the costs incurred
and benefits derived from the operation of the well shall be borne by and shall in-
ure to the benefit of the Working Interest Owners in the participating area in
proporticn to their ownership of interests therein, On the enlargement of any
participating area, there shall be an investment adjustment between the owners of
working interests in the enlarged participating area, to the end that the invest-
ment within the enlarged participating area, including the investment in the allo-
cated portion of field facilities, shall be paid for by the affected Working Interest
Owners in the enlarged participating area in proportion to the interests of each

therein and in proportion to their shares in the costs of operation and revenue to
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be derived from the enlarged participating area, and also to the end that the parties
who have previously paid said costs shall be reimbursed on the basis hereinafter set
forth, The affected Working Interest Owners in the participating area before its en-
largement shall receive credit for the intangible cost of drilling, completing and
equipping for production all wells capable of producing unitized substances situated
within said participating area. The costs to be so credited shall be measured by the
average cost of drilling, completing and equipping for production wells of like char-
acter and depth in the field in a good and workmanlike manner at the time when said
wells were drilled. Credit shall also be given for the casing and other tangible pro-
perties and facilities installed in the wells or used in comnection with the operation
thereof at a percentage of the original cost;, such percentage to be determined as pro-
vided in the Accounting Procedure., The affected Working Interest Owners on any tract
outside of the participating area that is to be admitted to the enlarged participating
area shall likewise receive credit for the intangible cost of drilling, completing and
equipping any wells on their respective lands so admitted, together with the value of
the tangible equipment, facilities and structures located thereom and used in connection
therewith, on the basis above set out. The sum total of all credit shall be the invest-
ment cost apportionable to the enlarged vparticipating area. The investment adjustment
shall be made by cash settlement among the Working Interest Owners through the Unit
Operator. No credit shall be given for the previous cost of operating any wells or
repairing or maintaining other property, nor shall there be any debit for or on account
of production taken from wells prior to the effective date of the enlargement of the
participating area,

L. Royalty and Other Payments Qut of Production

One-eizhth( /8) of all of the unitized substances produced hereunder, or the
proceeds thereof, shall be set aside for the payment or delivery in kind, as the case
may be, in accord with underlying leases and other documents requiring payment of roy-
alties, by the Unit Operator or the Working Interest Owner in accord with Section 12 of
the Unit Agreement. Where any working interest is burdened by royalties in excess of
one-eighth 1/8) or by overriding royalties, oil payments or other payments out of
production, the required payment in excess of 1/8 shall be borne by the owner of the
working interest so burdened., Before receiving its proportionate share of the unit-
ized substances produced hereunder or the proceeds thereof, each Working Interest Owner
shall pay or secure the payment of any such excess royalties or other payments constit-

uting a burden upon its working interest.



%. ZRentals
Each Working Interest Owner whose interest is chargeable with rentals,
minimum royalities in excess of the royalties on actual production, or other payments
in the nature of rentals required to maintain its working interest rights, shall
properly pay such rentals, minimum royalties or other payments., The inadvertent
failure of any party to properly make such nayments shall not subject such party
to liabilities hereunder except to the extent hereinabove provided in the event of
loss of title.
6. Test Wells
Unit Operator iz hereby authorized and directed to carry out the drill-
ing program outlined in Secticn 9 of the Unit Agreement. Subject to obtaining the
necessary approval of State and Federal authorities as therein reouired, it is
agreed that locations for the two (2) recuired test wells shall be as follows:

SW: Sec, 28, T31IN, R6W
SWi Sec. 35, T31N, REW

Said wells shall be drilled in such secuence as may be determined by Unit Overator,

7. Determination by Majority Vote

In any matter in which the action of the Unit Operator resuires the
concurrence cof the working interest parties hereto or any of them, Unit Operator
will be governed by the decision of the owners of a majority of the working interest
in the participating area, or the noradmitied drilling block, as the case may be,
unless otherwise specified herein or in the Unit Agreement, determined in the
proportion that the acreage interest of each such party in the participating area
or such affected drilling block bears to the total acreage interest in the participat-
ing area or affected driiling block. Matters affecting the unit area as a whole,
shall be determined in accordance with the proportionate acreage interest as above
defined in the entire unit area., In any case where one working interest party
hereto hoids such a majority in interest, but less than the full working interest
in the area affected, his vote shall require the concurrence of one additional
party in order to constituts the controlling vote,

In any case in which it is necessary to poll the working interest parties
hereto, Unit Operator shall notify all affected Working Interest Owners in writing
of the auestion for decision and its recommended course of action. Each such Working
Interest Owner shall within tem (10) days of receipt of such notice advise Unit Oper-
ator in writing of its decisicn thereon. Within five (5) days thereafter Unit Operator
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shall notify each affected Working Interest Owner in writing of the result of such poll.
In the event that any Working Interest Owner fails to advise Unit Operator in writing
of its decision, within the 10-day period above provided, it shall be conclusively pre-
sumed that its decision is in accord with the course of action originally recommended
by Unit Operator, except that, if the matter for decision is one where the nonresponding
Working Interest Owner might elect, pursuant to the provisions of this agreement, not to
participate originally in some element of cost or expense but instead to pay his share
thereof out of production or the proceeds thereof, it shall be conclusively presumed
that such nonresponding Working Interest Owner elects to follow that latter course,

The Unit Operator, except when otherwise required by governmental authority,
shall not do any of the following without first obtaining the approval of such a maj-
ority interest, as provided above, in the affected participating area or drilling block
or unit area, as the case may be:

(a) Make any expenditure in excess of Five Thousand Dollars ($5,000.00)
other than normal operating expenses, except in connection with a well, the drilling
of which has been previously authorized by or pursuant to this agreement; provided,
however, that nothing in this paragraph shall be deemed to prevent Unit Operator from
making an expenditure in excess of said amount if such expenditure becomes necessary
because of a sudden emergency which may otherwise cause loss of life or extensive
damage to preoperty. In the event of such emergency expenditure, Unit Operator shall,
within fifteen (15) days after making such expenditure, give written notice to the
other partieé.

(b) Make any arrangement for the use of facilities owned by the Working
Interest Owners in the operation and development outside the unit area or determine
the amount of any charges therefor unless otherwiée provided for in this agreement
or in the Unit Agreement,

(c) Dispose of any major items of surplus material or eguipment having
original cost of One Thousand Dollars ($1,000.00) or more, other than junk. Any
such item or items of less cost may be disposed of without such consent,

(d) Submit to the Supervisor, Commissioner or Commission any plan for
further development of the unit area or any proposed expansion of the unit area.

(e} Abandon any well which is producing unitized substances. Unit Operator

shall not incur any costs or expenses for any single project costing in excess of Five

Hundred Thousand Dollars {$500,000,00) without first obtaining the approval of the

owners of eighty per cent (80%) of the working interests committed to the unit.,
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8, Drilling of Additional Wells

(a) Obligation Wells and Wells Mutually Agreed Upon v

In addition to the required test wells, all other wells which Unit
Operator is required to drill under the terms of the Unit Agreement or to comply with
valid orders of governmental authorities having jurisdiction in the premises shall be
drilled by Unit Operator for the account of the Working Interest Owners owning interests
in the affected unit area, participating area or drilling block, as the case may be, as
hereinabove provided. Unit Operator will also drill anpropriate development wells
within participating areas in accord with plans of development adopted by a majority
vote of affected Working Interest Owners in accord with Section 7 above. Unit Operator
will drill wells to the Mesaverde or any shallower formations at regular well locations
outside of the applicable participating area upon request of the Working Interest Owner
or owners owning one hundred per cent (100%) of the working interest within the drilling
block upon which the well is to be located., Such wells shall be drilled in order of
their request and approval by applicable governmental authorities.

(b) Other Wells

Unit Operator will not drill any well without the mutual consent of all
the parties hereto other than as provided in Subsection (a) of this Section 8, except
as hereinafter provided. Any Working Interest Owner owning a part of the working
interests in a drilling block desiring that a well be drilled thereon to the Mesaverde
or any shallower formation outside of the participating area estabvlished hereunder for
such formation, or any Working Interest Owner owning working interests in acreage con-
stituting a spacing unit for wells drilled to any formation below the Mesaverde de-
siring that a well be drilled thereon to such deeper formation, shall so notify Unit
Operator, specifying the proposed location, objective depth and estimated cost of
such well, Upon receipt of such notice, the Unit Operator shall advise those other
Working Interest Owners parties hereto who, under the provisions of this agreement,
would be required to share the cost and risk of the éroposed well, Each such party
shall, by responsive notice given to the Unit Operator within thirty (30) days of
receipt of the aforesaid notice, elect as to whether such party desires to join in
the drilling of such well. Failure to respond within said thirty (30) days shall
be deemed an election not to join in the drilling of the proposed well. If all of
said parties elect to join, the well shall be drilled for the account of all such

parties in accord with the preceding provisions of this agreement. If less than all
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of such parties elect to join in the drilling of such well, Unit Operator shall, upon
obtaining required governmental approvals, proceed with due diligence to drill such
well at the sole cost and risk of the party or parties electing to share in the costs
thereof, hereinafter called the "drilling parties", In the event any such well is a
dry hole (and is not taken over for plug back or deepening), it shall be plugged and
abandoned at the sole cost of the drilling parties. In the event such well is a pro~
ducer, it shall be tested, completed and equipped to produce by the Unit Operator at

the sole cost of the drilling parties, and such drilling parties each in proportion

to its contribution to the cost of drilling, testing, completing and equipping the well
shall be entitled to receive the proceeds of producticn from the well or, if it is
capable of producting in paying quantities, shall be entitled to receive the proceeds
of production allocable tc the interests admitted to the participating area on account
of such well, after deducting therefrom all royalties, overriding royalties, production
payments and one hundred per cent (100%) of the operating expenses attributable thereto,
until said drilling parties shall have received therefrom one hundred fifty per cent
(150%2) of the costs of drilling, testing, completing and equipping said well to produce,
For the purposes of this section, where a party takes in kind the proceeds of production
from such a well shall be computed upon the same price basis as that employed for pay-
ment of royalties to the United States on comparable production from the unit area,
When the drilling parties shall have been reimbursed for one hundred fifty per cent
(150%) of said costs as hereinabove provided, proceeds from the well shall thereafter
be shared by the Working Interest Owners within the participating area in the manner
stipulated in Section 3 above, Any amcwits which may be realized from sale or dispo-
sition of the well or equipment thereon, or required ih comnection with the drilling,
testing, completing, equipping and operating thereof, shall be paid to the drilling
parties and credited against the total unreturned portion of said one hundred fifty

per cent (150%), with the balance thereof, if any, to be divided as provided in Section
3 above among the parties cwning the well, Locations of all wells drilled under this
provisions must be in accord with the spacing pattern adopted by the Unit Operator for
the formation to which the well is projected,

9, Option to Take Qver Wells.

If any well drilled under this agreement is a dry hole and the party or
parties owning the well are ready tc¢ abandon it but the well can be plugged back or

deepened to a different formation, Unit Operator shall so notify the Working Interest

- 11 - UOA



Owners in the affected unit area, participating area or drilling block, as the case
may be, and such parties shall have the right to take over said well and cause the
Unit Operator to plug back or deepen it, as the case may be, and to complete it for
the account of the parties owning working interests in the unit area, participating
area or drilling block, as the case may be, upon effecting an investment adjustment

so as to reimburse the party or parties who shall have borne the cost of drilling

said well for either their cost of drilling to the depth at which the well is taken
over (computed in accordance with the Accounting Procedure attached hereto) or for

the average cost of drilling from the surface to the formation in which the well is

to be completed, whichever is the lesser amount. Working Interest Owners so notified
hereunder shall respond as provided in Section 7. If one, but less than all, of the
affected working interest parties elects to take the well over, then Unit Operator
shall take it over and conduct the specified operation for the account of the electing
party or parties, and such party or parties shall be entitled to recover one hundred
fifty per cent (150%) of their costs in acouiring, deepening or plugging back, testing
and completing the well in the same manner as provided in Section & (b) above; pro-
vided, however, that where fifty per cent (50%) of the affected Working Interest
Owners elect to take the well over for use in satisfying the obligation to drill a
test well hereunder, the well shall be drilled for the account of all of the affected
Working Interest Owners. In the event any one well is completed as a paying producer
in more than one formation, the Working Interest Owners of the respective participating
areas established for such formations shall arrange for appropriate allocation of
investment and operating costs of such well by separate agreement,

10. Charges for Drilling Operations

All wells drilled on the unit area shall be drilled on a competitive con-
tract basis at the usual rates prevailing in the field. Unit Operator, if it so
desires, may employ its own tools and ecuipment in the drilling of wells, but in
such event the charge therefor shall not exceed the prevailing rate in the field
and such work shall be performcd by Unit Operator under the same terms and conditions
as shall be customary and usual in the field in contracts of independgnt contractors

who are doing work of a similar nature,

11, Access to Operations and Information
Representatives of each party hereto shall have free access to the entire

unit area at all reasonable times to inspect and observe operations of every kind
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and character thereon. Each party hereto shall have access at all reasonable times
to any and all information pertaining to wells drilled, production secured, and

to the books, records and vouchers relating to the operation of the unit area. Unit
Operator shall, upon reguest, furnish to the other parties hereto daily drilling
reports, true and complete copies of well logs and other data relating to wells
drilled, and shall also, upon recuest, make available samples and cuttings from

any and all wells drilled on the unit area.

12, Disposition of Production

Each of the parties hereto shall take in kind or separately dispose of
jts proportionate share of the unitized substances produced hereunder, exclusive
of production which may be used in development and producing operations of the unit
area and in preparing and treating oil for marketing purposes, and production un-
avoidably lost. In the event any party hereto shall fail to make the arrangements
necessary to take in kind or separately dispose of its proportionate share of the
unitized substances, Unit Operator shall have the right for the time being and
subject to revocation at will by the party owning same to purchase such unitized
substances or to sell the same to others at not less than the market price pre-
vailing in the area.. Each party hereto shall be entitled to receive directly pay-
ment for its proportionate share of the proceeds from the sale of unitized substances
produced, saved and sold from the unit area, and on all purchases or sales each party
shall execute any division order or contract of sale pertaining to its interest,
Any extra expenditure incurred by reason of the taking in kind or separate disposi-
tion by any party hereto of its proportionate share of the production shall be
borne by such party.

13. Pipe and Other Tubular Goods

Notwithstanding any limitations of the Accounting Procedure, Exhibit A,
during such times as tubular goods and other ecuipment are not available at the
nearest customary supply point Unit Operator shall be permitted to charge the joint

account of parties responsible hereunder for all tubular good and other equipment
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transferred from Unit Operator's warehouse or other stocks to the unit area for use
on a particular participating area or drilling block; as the case may be, with such
costs and expenses as may have been incurred in purchasing, shopping, and moving
the required tubular goods and other equipment to the unit area; provided, however,
that each affected Working Interest Owner shall be given the opportunity, in lieu
of bearing its proportionate part of such costs, of furnishing in kind or in tonnage,
as the parties may agree, its share of such tubular goods and other equipment required.
14, Advances

Each of the parties hereto shall promptly pay and discharge its proportion-
ate part of all cost and expense on the basis set forth in the Accounting Procedure
attached as Exhibit A, Unit Operator, at its election, may require the parties hereto
to advance their respective proportion of development and operating costs according
to the following conditions: On or before the first day of each calendar month, Unit
Operator shall submit an itemized estimate of such costs for the succeeding calendar
month to each of the parties hereto with a request for the payment of such party's
proportionate part thereof. Within ten (10) days thereafter each of such parties
shall pay, or secure the payment in a manner satisfactory to Unit Operator; such
party’s proportionate share of such estimate. Unit Operator shall credit each Working
Interest Owner with the advances so made. Should any party fail to pay or secure the
payment of such party's proportionate part of such estimate, the same shall bear
interest at the rate of six per cent (6%) per annum until paid., Adjustments between
estimates and actual costs shall be made by Unit Operator at the close of each cal-
endar month and the accounts of the parties adjusted accordingly.

15, Operatoris lien

Unit Operator shall have a lien on the interest of each cf the parties in
the unit area, unitized substances produced therefrom; the proceeds thereof and the
material and equipment thereon, to secure the payment of such party's proportionate
part of the cost and expense of developing and operating the unitized lands and to
secure thé payment by any such party of such party's proncrtionate part of any ad-
vance estimate of such cost and expense, Unit Operator shall protect such property
from all other liens arising from operations hereunder,

16. Insurance
Unit Operator, during the term hereof, shall purchase or provide protection

comparable to that afforded under standard form policies of insurance for workmen's



compensation with statutory limits, employer's liability insurance with a limit of
$25,000,00, and general public liability insurance with limits of $30,000/$60,000.
Unit Operator shall charge to the joint account an amount equal to the premium
applicable to the protection so provided, All losses not covered by standard form
policies of insurance for hazards set out above shall be borne by the parties hereto
as their interests appear at the time of any loss,
17. Surrender

No party hereto shall surrender any of its working interests insofar as
they relate to lands located within a participating area, However, should any party
hereto at any time desire to surrender any of the oil and gas leases or operating
agreements subject hereto, or any interest therein, insofar as they cover lands
located outside such a participating area but within the unit area, it shall notify
all other parties heretc in writing, Within thirty (30) days following receipt of
such notice by the other parties hereto, the party desiring to surrender such working
interests insofar as they affect such land may proceed to surrender the same if such
right is reserved in the leases or operating agreement, unless any other party or
parties hereto have, within said thirty (30) day period, given written notice to the
party desiring to surrender that they desire an assignment of said working interests
insofar as they cover said land. In such event the party desiring to surrender shall
assign, without express or implied warranty of title, and subject to existing covenants,
contracts and reservations, all its interest in such working interests insofar as
they cover such land and the wells, material and equipment located théreon, to the
party or parties desiring an assignment. Thereupon such assigning party shall be
relieved from all obligations thereafter accruing (but not theretofore accrued) here-
under with respect to the interest assigned. From and after the making of such
assignment, the assigning party shall have no further interest in the property
assigned but shall be entitled to receive from the assignees payment for its interest
therein in an amount equal to the salvage value of any salvable material located on
said land., If such assignment shall run in favor of more than one party hereto, the
interest covered shall be shared by such parties in the proportions that the interest
of each party assignee in the lands committed to the Unit Agreement bears to the
total interest of all parties assignee in lands committed to the Unit Agreement,

18. Taxes
Unit Operator shall, for the joint account, render for ad valorem tax

purposes the entire working interests in the unit area of all parties hereto and
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all personal property used in connection with operations hereunder, or such part
thereof as may at any time be subject to taxation. Unit Operator shall also pay
all such ad valorem taxes, at the time and in the manner required by law, which
may be assessed upon or against all or any portion of such working interests and
personal property. Each party shall pay its proportionate part of the total taxes
so paid and expenses incurred in connection with the rendering and payment thereof
in accord with Accounting Procedure, Exhibit A. Nothing herein shall relieve any
Working Interest Owner of the consequence of any loss of title occasioned by failure
of the landowner to pay ad valorem taxes levied against the land to which its working
interest relates,
19. Employees

The number of employees, the selection of such employees, the hours of
labor and the compensation for services to be paid any and all such employees shall
be determined by the Unit Operator. Such employees shall be the employees of Unit
Operator.

20, Liabilities

The liability of the parties hereunder shall be several and not joint or
collective, Each party shall be responsible onliy for its cbligations as herein set
out and shall be liable only for its proportionate share of the cost of developing
and operating the unit area as determined by the provisions hereof,

21, Force Majeure

This agreement and the respective rights and obligations of the parties
hereunder shall be subject to all valid and applicable State and Federal laws, rules,
regulations and orders, and in the event this agreement, or any provision thereof, is
or the operations contemplated thereby are found to be inconsistent with or contrary
to any such law, rule, regulation or order, the latter shall be deemed to control and
this agreement shall be regarded as modified accordingly and as so modified shall
continue in full force and effect., Unit Operator shall not be liable for any loss of
property or of time caused by strikes, riots, fires, tornadoes, floods, inability to
obtain tubular goods or other required materials or services, or for any other cause
beyond the reasonable control of Unit Operator in the exercise of due diligence,

22, Notices
All notices that are required or authorized to be given hereunder shall

be given in writing by United States mail or Western Union telegram, postage or
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charges prepaid, and addressed to the party to whom such notice is to be given at the
address indicated for such party opposite its signature hereto, The originating notice
to be given under any provision hereof shall be deemed given only when received by the
party to whom such notice is directed, and the time for such party to give any response
thereto shall run from the date the originating notice is received. The second or any
subsequent responsive notice shall be deemed given when deposited in the United States
post office or with the Western Union Telegraph Company with postage or charges pre-
paid.

23. Fair Employment Practices

Unit Operator shall not discriminate against any employee or applicant for
employment because of race, creed, color or national origin, and an identical provision
shall be incorporated in all subcontracts.

2L, Unleased Interests

Should the owner of any unleased interest in lands lying within the unit
area become a party to the Unit Agreement and this agreement, such unleased interest
shall be treated, for all purposes of this agreement, as if there were an oil and gas
lease covering such unleased interest on a form providing for the usual and customary
one-eighth (1/8) royalty and containing the usual and customary "lesser interest
clause", This agreement shall in no way affect the right of the owner of any such
unleased interest to receive an amount or share of unitized substances equivalent
to the royalty which would be payable or due under the terms of the Unit Agreement
if such unleased interest were subject to such an oil and gas lease.

25, Effective Date and Term

This Unit Operating Agreement shall become effective as of the effective
date of the Unit Agreement and shall remain in full force and effect during the life
of such Unit Agreement. The terms hereof shall be considered as covenants running
with the ownership of working interests committed hereto and shall be binding upon
the heirs, personal representatives, successors and assigns of the parties hereto.

26, Execution by Counterparts

This agreement may be executed in counterparts with the same force and
effect as if all parties executing any counterpart hereof had executed one original
document, It shall be binding upon all parties executing any counterpart hereof
whether or not signed by all parties listed below as owning working interests., Any

party owning working interests within the unit area may execute this agreement at
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any time prior to its effective date. Any such Working Interest Owner desiring to
join subsequent to the effective date hereof shall be permitted to join only in
accord with such terms and conditions as may then be agreeable to the Unit Operator.

EXECUTED as of the day and year first above written.

PHILLIPS PETROIEUM COMPANY eff&

A, o ;
’ | //&'éc ,,él__ — ~ By ¥ n -
S~ A351stant Secretary (fiff President

Phillips Building UNIT OFERATOR AND WORKING INTEREST OWNER
Bartlesville, Oklahoma

WORKING INTEREST CWNERS

STANOLIND OIL AND GAS COMPANY

Atgest: L ' D
M .
Assistant Secretary Vice Pre51dent e
Fair Building )

Fort Worth, Texas

EL PASO NATURAL GAS COMPANY

Attest:

/7 LA/// MZ/ w (VLA j(_/t//%bz»

Assistant Secretary Viee President

Bassett Tower
El Pasoc, Texas

WOOD RIVER OIL & REFINING CO., INC.
Approved as

Attest: > toeﬁ—
,4 7 g M
L o c
e L ANy R Pt Ly By /\:—4g> (j» ce

kssistant Secretary : Wi President

e

e

321 West Douglas
Wichita, Kansas

SKELLY OIL COMPANY

tt% o ' —
> W By DN A e an

2

Ass?iZ:Ft Secretary Vice President
Skelly Building

Tulsa 2, Oklahoma

DEIHI OIL CORPORATION

Attesﬁi, .
o A
[ W il Ll gL By . -

Assistant Secret Vice President t&/
1315 Paeific Avenue
Dallas 1 Texas s -18- UoA 31-6
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GENERAL AMERICAN CIL COMPANY OF TEXAS

Attest: -
5 L Y
Assistant Secretary~ Vice President

Republic Bank Building
Dallas, Texas

ROCK HILL OIL COMPANY

Attest: , ..
. - e ‘17
** Assistant Secretary Vice Presii&ﬁ%

Milam Building
San Antonio, Texas

SLICK-MOORMAN OIL CO.

Attest:

kssistantSecretary

Milam Building
San Antonio, Texas

Attest:s

g,/( j" ?/(A- - 7/-«)
T dmsietent Secrefary”’

P, 0. Box 192
Sistersville, West Virginia

Date S b

o

Address: 5, L A2 Arr LK f-;-J/zf
Vi s -
~/?4k4¢n/u/*?f};y;!tfr 1/ff42276

/}f\ .
Date MM

Address:
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PATLIICATION OF-1NIT AGREEVENT JOR THE

Tha mriam;gneé ingividualg, togelher with Jomes X. H1lis, constitut-
1ag ali of Ve =eelers xparmms) of Mlck-Moorman 01l Cowpany, s pariiner~
$tlp, o hereby adept, ratify und confirm Lhe oxesatian of the two herelin-
a'cve naptiored agreements, datsd  Novewbar P8, | 199 by James K. Ellis,
as wanaging partaer, for and cc beBalT ~7 Slick-Woorman Nil Cempany, and do
faruher azree that said agresmenis exscuied by said James X, Ellis &re bind-
ing upon Slick-~Eporman Cil Uempany, a partnership, and we do further adept,
ratify and confirm She s3id tw mrressents to the seme sxtert as though
each of us, am uarbners, had sxgcuted and signed the originals of sald
agreenerrts,
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Beranics Sliek Urachnel,
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SUMSCRTRED ANS SYORN to before me, this 7 74  day of Fedwuary, 1953
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STATE OF _ TEX.Y )
. ) S8
COUNTY OF _EL PASC )

On this /& = day of oﬁW s 1942 , before me personally appeared
C. L. PERKINS

s to me rersonally known, who, being by

me duly sworn did say that he is the {fce President of  E! Paso Natural Gas Company

» and that the seal affixed to the foregoing instrument is
the corporate seal of said corporation and that said instrument was signed and
sealed in behalf of said corporatlon by authority of its Board of Directors, and
said C. L. PERKjry : acknowledged said instrument to be the
free act and deed of said corporation.

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

ST 1 a NOQEI‘Y Public

Nnfary Pubiic. 'n 2 4§ % s Diunty, Texas
My Commission ExpireWy somuission exp: e Juovs 1 1953

sws or __Jedoy )

it

) SS
COUNTY OF ,gQg ZZ@ )
On this _// _// day of M y 19 2, before me personally appeared

24@«»&% Vﬁ,{/mﬂw , to me personally known, who, being by
me duly sworn did say that he is the %Fremdan’c of ,éw M

—

free act and deed of Said corratlon.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official seal
on this the day and year first above written. 7

My Commisczion Expires §—r-53

STATE OF 4@()"‘ )
P )
COUNTY OF W"/ )

On this /2j day of /Q(,g 195”2 before me personally appeared
<
L/W [0{ JW'[DO me personally known, who, being by

me duly sworn did say that he is the%resldent of

, and that the seal affixed to the foregoing instrument
is the corporate seal of said corporation and that said instrument was signed and
sealed jn behalf o watlon by authority of its Board of Directors, and
said~, acknowledged said instrument to be the

free act and deed of said corporation.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official seal

on this the day and year flrst above written. //}/@/ é@L

My Commission Expires "Notary Public-




STATE OF M)
) S8

COUNTY OF )
On this ( day of ;0/;;“ fei) s 19 572 "2, before me personally appeared
@, (d . iw s, to me personally known, who, being by

me duly sworn did say that he is the Ukée President of 9

L@MM , and that the seal affixed to the foregoing instrument is
the corpdrate sgdl’of said corporation and that said instrument was signed and
sealed in behalf é)f ?]_d j [por tion by authority of its Board of Directors, and
said acknowledged sald instrumsnt to be the
free act and deed of said corporation.

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

Notary Public -

My Commission Expires__(Cuy %5! ol 4, 1455S
i
stars oF _(Whlodns )
;‘ ) ss
COMTY OF o des )
On this Qa?‘vu\day of A&W s, 1965 A, before me personally appeared
1 é R&.«M& , bo me personally }mown, who, being by
V

Tr V‘ l '\ 1 AI A ~n -
ST OUUAMD AR CovPNY

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

, and that the seal affixed to the foregoing instrument is
the corporate seal of said corporation and that said instrument was signed and
sealed in beha_'Lf of said corporation by authority of its Board of Directors, and
said E—(‘ acknowledged said instrument to be the
free actvand deed of said corporation.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official seal

on this the day and year first above written.

My Commission Frpires Qonber 4, 1805 Notary Public

My Commission Expires
STATE OF p )
COUNTY OF - . | 3

On this . . - _day of . , 19 ., before me personally appeared

A L. CASHAIAN , to me personally known, who, being by
me dﬁly sworn did say that he is the __. President of ‘
z , and that the seal affixed to the foregoing instrument

is the copporate se i of said corporation and that said instrument was signed and
sealed ir[gehalf ofiT said corporation by authority of its Board of Directors, and
said AL acknowledged said instrument to be the

free act and deed of said corporation.

-

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

My Commission Expires NAZEL M. BRASY Notary Public
My Onmmisnion Expiess Jasuey 21, 3008



STATE OF )

) SS
COUNTY OF )
On this day of s 19 , before me personally appeared

s, to me personally known, who, being by

me duly sworn did say that he is the President of

, and that the seal affixed to the foregoing instrument is
the corporate seal of said corporation and that said instrument was signed and
sealed in behalf of said corporatlon by authority of its Board of Directors, and
said . acknowledged said instrument to be the
free act and deed of said corporation.

IN WITNESS WHEREQOF, I have hereunto set my hand and affixed my official seal
on this the day and year first above written,

Notary Public -

My Commission Expires

;7’? g l‘
STATE OF . Lyt

)
COUNTY OF ’L?fiv, )
On this _~ <7 day of oy , 19 ?f +_, before me personally appeared
Panl W. Nenanashwander , Yo me personally known, who, being by A
HEwH PETROLESH EAPLCRRIC oo
me duly sworn did say that he is the President of

, and that the seal affixed to the foregoing instrument is
the corporate seal of said corporation and that said instrument was signed and
sealed in behalf of said corporation by authority of its Board of Directors, and
said Panl W, Mononsebmongas acknowledged said instrument to be the
free act and deed of said corporation.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official seal
on this the day and year flrst above written.

e

1/1 " - . *’; ’;L{(’ (( -4
Notary Public

My Commission Expires JUNE 13, 1962

STATE OF TEXAS g
COUNTY OF BKIAR ]
mmmwam,xm,mmn appeared

imstrunent, snd scinouledged o me Wt he ewduutéd the samw as his free
mumummm“m#mm

195 GIVEN YNDRE XY HARD ARD SBAL OF CPFICE, this Sth day of Jemmery,

Ry commission expires:
June 1, 1953




COUNTY CrEZiBaLIlio

On this_ ddBday of Jamuary = 1953 , before me personally appeared

MIXD Awiada¥ LS80 JCILINS AQUANAN, B1s <IFQ
to nme known to be the person g described in and who executed the foregoing 1nstrument
and acknowledged that “ executed the same as free act and deed.

IN WITNESS WILRUOF I have hereunto set my hand and affixed my official seal

the day and year in this certlflcate above written. //’

//i/

Notarp\Pplblic \

My commission expires:

LI

STATE CF

) SS.
COUNTY OF )
On this day of , 19 , before me personally appeared

, , :
to me known to be the person_____ _described in and who executed the foregoing instrument,
and acknowledged that executed the same as ~_free act and deed,

IN WITNESS WHIERECF, I have hereunto set my hand and affixed my official seal
the day and year in this certificate above written.

Notary Public

My commission expires:

STATE OF

A
w
wn

COUNTY OF

On this day of s 19 , before me personally appeared

to me known to be the person described in and who executed the foregoing instru-
ment, and acknowledged that ' executed the same as free act and deed,

I WITNESS WHERZOF, I have hereunto set my hand and affixed my official seal
the day and year in this certificate above written.,

Notary Public

My commission expircs:

ILLEGIBLE
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Attached to and made a part of ._____

ACCOUNTING PROCEDURE

(UNIT AND JOINT LEASE OPERATIONS)

I. GENERAL PROVISIONS
Definitions
The term “joint property” as herein used shall be construed to mean the subject area covered by the agreement
to which this “Accounting Procedure” is attached.
The term “Operator” as herein used shall be construed to mean the party designated to conduct the development
and operation of the leased premises for the joint account.
The term “Non-Operator” as herein used shall be construed to mean any one or more of the non-operating
parties.

Statements and Billings
Operator shall bill Non-Operator on or before the last day of each month for its proportionate share of costs and
expenditures during the preceding month. Such bills will be accompanied by statements, reflecting the total
costs and charges as set forth under Sub-Paragraph ... . ___ below:
A. Statement in detail of all charges and credits to the joint account.
B. Statement of all charges and credits to the joint account, summarized by appropriate classifications indica-
tive of the nature thereof.
C. Statements, as follows:
(1) Detailed statement of material ordinarily considered controllable by Operators of oil and gas properties;
(2) Statement of all other charges and credits to the joint account summarized by appropriate classifications
indicative of the nature thereof; and
(3) Statement of any other receipts and credits.

Payments by Non-Operator

Each party shall pay its proportion of all such bills within fifteen (15) days after receipt thereof. If payment
is not made within such time, the unpaid balance shall bear interest at the rate of six per cent (6% ) per annum
until paid.

Audits

Pavment of any such bills shall not prejudice the right of Non-Operator to protest or question the correctness
thereof. All statements rendered to Non-Operator by Operator during any calendar year shall be conclusively
presumed to be true and correct after eighteen months following the close of any such calendar year, unless
within said eighteen months period Non-Operator takes written exception thereto and makes claim on Operator
for adjustment. Failure on the part of Non-Operator to make claim on Operator for adjustment within such
period shall establish the correctness thereof and preclude the filing of exceptions thereto or the making of
claims for adjustment thereon. A Non-Operator, upon notice in writing to Operator and all other Non-
Operators, shall have the right to audit Operator’s accounts and records relating to the accounting hereunder,
within eighteen moenths next following the close of any calendar year. Non-Operator shall have six months next
following the examination of the Operator’s records within which to take written exception to and make any
and all claims on Operator. The provisions of this paragraph shall not prevent adjustments resulting from the
phvsical inventory of property as provided for in Section VI, Inventories, hereof.

II. DEVELOPMENT AND OPERATING CHARGES
Subject to limitations hereinafter prescribed, Operator shall charge the joint account with the following items:

Rentals and Royalties
Delay or other rentals, when such rentals are paid by Operator for the joint account; royalties, when not paid
direct 1o royalty owners by the purchaser of the oil, gas, casinghead gas, or other products.

Labor, Transportation, and Services

Labor, transportation, and other services necessary for the development, maintenance, and operation of the joint
property. Labor shall include (A) Operator’s cost of vacation, sickness and disability benefits of employees, and
expenditures or contributions imposed or assessed by governmental authority applicable to such labor, and
(B) Operator’s current cost of established plans for employees’ group life insurance, hospitalization, pension,
retirement, stock purchase, thrift, bonus, and other benefit plans of like nature, applicable to Operator’s field
payroll; provided that the charges under Part (B) of this paragraph shall not exceed five per cent (5%) of the
total of such labor charged to the joint account.

Material

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

Moving Material to Joint Property

Moving material to the joint property from Vendor’s or from Operator’s warehouse in the district or from the
other properties of Operator, but in either of the last two events no charge shall be made to the joint account
for a distance grealer than the distance from the nearest reliable supply store or railway receiving point where
such material is available, except by special agreement with Non-Operator.
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Moving Surplus Material from Joint Property

Moving surplus material from the joint property to outside vendees, 1i sold f.0.b. destination, or minor returns
to Operator’s warehouse or other storage point. No charge shall be made to the joint account for moving major
surplus material to Operator’s warehouse or other storage point for a distance greater than the distance to the
nearest reliable supply store or railway receiving point, except by special agreement with Non-Operator; and no
charge shall be made to the joint account for moving material to other properties belonging to Qperator, except
by special agreement with Non-Operator.

Use of Operator’s Equipment and Facilities
Use of and service by Operator’s exclusively owned equipment and facilities as provided in Paragraph 4, of
Section III, “Basis of Charges to Joint Account.”

Damages and Losses

Damages or losses incurred by fire, flood, storm, or any other cause not controllable by Operator through the
exercise of reasonable diligence. Operator shall furnish Non-Operator written notice of damage or losses in-
curred by fire, storm, flood, or other natural or accidental causes as soon as practicable after report of the same
has been received by Operator.

Litigation, Judgments, and Claims

All costs and expenses of litigation, or legal services otherwise necessary or expedient for the protection of the

joint interests, including attorney’s fees and expenses as hereinafter provided, together with all judgments ob-

tained against the joint account or the subject matter of this agreement; actual expenses incurred by any party
or parties hereto in securing evidence for the purpose of defending against any action or claim prosecuted or urged
against the joint account or the subject matter of this agreement.

A. If a majority of the interests hereunder shall so agree, actions or claims affecting the joint interests here-
under may be handled by the legal staff of one or more of the parties hereto, and a charge commensurate
with the services rendered may be made against the joint account, but no such charge shall be made until
approved by the legal department of or attorneys for the respective parties hereto.

B. Fees and expenses of outside attorneys shall not be charged to the joint account unless authorized by the ma-
jority of the interests hereunder.

Taxes

All taxes of every kind and nature assessed upon or in connection with the properties which are the subject of
this agreement, the production therefrom or the operation thereof, and which taxes have been paid by the
Operator for the benefit of the parties hereto.

Insurance

A. Premiums paid for insurance carried for the benefit of the joint account, together with all expenditures in-
curred and paid in settlement of any and all losses, claims, damages, judgments, and other expenses, in-
cluding legal services, not recovered from insurance carrier.

B. If no insurance is required to be carried, all actual expenditures incurred and paid by Operator in settle-
ment of any and all losses, claims, damages, judgments, and any other expenses, including legal services,
shall be charged to the joint account.

District and Camp Expense

A proportionate share of the salaries and expenses of Operator’s District Superintendent and other general
district or field employees serving the joint property, whose time is not allocated direct to the joint property,
and a proportionate share of maintaining and operating a district office and all necessary camps, including
housing facilities for employees if necessary, in conducting the operations on the joint property and other
leases owned and operated by Operator in the same locality. The expense of, less any revenue from, these
facilities shall include depreciation or a fair monthly rental in lieu of depreciation on the investment. Such
charges shall be apportioned to all leases served on some equitable basis consistent with Operator’s accounting
practice.

Overhead

Overhead charges, which shall be in lieu of any charges for any part of the compensation or salaries paid to
managing officers and employees of Operator, including the division superintendent, the entire staff and ex-
penses of the division office located at , and any portion of the office expense
of the principal business office located at , but which are not in lieu of district
or field office expenses incurred in operating any such properties, or any other expenses of Operator incurred
in the development and operation of said properties; and Operator shall have the right to assess against the
joint property covered hereby the following overhead charges:

A S per month for each drilling well, beginning on the date the well is spudded and
terminating when it is on production or is plugged, as the case may be, except that no charge shall be made
during the suspension of drilling operations for fifteen (15) or more consecutive days.

B. $ per well per month for the first five (5) producing wells.

C. $ per well per month for the second five (5) producing wells.
D $ _ __ per well per month for all producing wells over ten (10).
E In connectmn w1th overhead charges, the status of wells shall be as follows:

(1) In-put or key wells shall be included in overhead schedule the same as producing oil wells.

(2) Producing gas wells shall be included in overhead schedule the same as producing oil wells.

(3) Wells permanently shut down but on which plugging operations are deferred, shall be dropped from
overhead schedule at the time the shutdown is effected. When such wells are plugged, overhead shall
be charged at the producing well rate during the time required for the plugging operation.

(4) Wells being plugged back or drilled deeper shall be included in overhead schedule the same as drill-
ing wells.

(5) Various wells may be shut down temporarily and later replaced on production. If and when a well
is shut down (other than for proration) and not produced or worked upon for a period of a full calen-
dar month, it shall not be included in the overhead schedule for such month.

(6) Salt water disposal wells shall not be included in overhead schedule.
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F. The above overhead schedule on producing wells shall be applied to individual leases; provided that,
whenever leases covered by this agreement are operated as a unitized project in the interest of economic
development, the schedule shall be applied to the total number of wells, irrespective of individual leases.

G. The above specific overhead rates may be amended from time to time by agreement hetween Operator
and Non-Operator if, in practice, they are found to be insufficient or excessive.

Warehouse Handling Charges

14.

Other Expenditures
Any other expenditure incurred by Operator for the necessary and proper development, maintenance, and
operation of the joint property.

III. BASIS OF CHARGES TO JOINT ACCOUNT
Purchases
Material and equipment purchased and service procured shall be charged at price paid by Operator, after de-
duction of all discounts actually received.

Material Furnished by Operator

Material required for operations shall be purchased for direct charge to joint account whenever practicable,
except that Operator may furnish such material from Operator’s stocks under the following conditions:

A. New Material (Condition “A”)

(1) New material transferred from Operator’s warehouse or other properties shall be priced f. a. b. the
nearest reputable supply store or railway receiving point, where such materizal is available, at current
replacement cost of the same kind of material. This will include material such as tanks, rigs, pumps,
sucker rods, boilers, and engines. Tubular goods (2” and over), shall be priced on carload basis effective
at date of transfer and f. o. b. railway receiving point nearest the joint account operation, regardless
of quantity transferred.

(2) Other material shall be priced on basis of a reputable supply company’s Preferential Price List ef-
fective at date of transfer and f. o. b. the store or railway receiving point nearest the joint account
operation where such material is available. '

(3) Cash discount shall not be allowed.

B. Used Material (Condition “B” and “C”)

(1) Material which is in sound and serviceable condition and is suitable for reuse without reconditioning
shall be classed as Condition “B” and priced at 75% of new price.

(2) Material which cannot be classified as Condition “B” but which,

(a) After reconditioning will be further serviceable for original function as good second hand material
(Condition “B”), or

(b) Is serviceable for original function but substantially not suitable for reconditioning,

shall be classed as Condition “C” and priced at 509 of new price,

(3) Material which cannot be classified as Condition “B” or Condition “C” shall be priced at a value com-
mensurate with its use.

(4) Tanks, derricks, buildings, and other equipment involving erection costs shall be charged at applicable
percentage of knocked-down new price.

3. Warranty of Material Furnished by Operator

Operator does not warrant the material furnished beyond or back of the dealer’s or manufacturer’s guaranty;
and, in case of defective material, credit shall not be passed until adjustment has been received by Operator
from the manufacturers or their agents,

Operator’s Exclusively Owned Facilities

The following rates shall apply to service rendered to the joint account by facilities owned exclusively by

Operator:

A. Water service, fuel gas, power, and compressor service: At rates commensurate with cost of providing and
furnishing such service to the joint account but not exceeding rates currently prevailing in the field where
the joint property is located.

B. Automotive Equipment: Rates commensurate with cost of ownership and operation. Such rates should
generally be in line with schedule of rates adopted by the Petroleum Motor Transport Association, or some
other recognized organization, as recommended uniform charges against joint account operations and revised
from time to time. Automotive rates shall include cost of oil, gas, repairs, insurance, and other operating
expense and depreciation; and charges shall be based on use in actual service on, or in connection with, the
joint account operations. Truck, tractor, and pulling unit rates shall include wages and expenses of driver.

C. A fair rate shall be charged for the use of drilling and cleaning-out tools and any other items of Operator's
fully owned machinery or equipment which shall be ample to cover maintenance, repairs, depreciation,
and the service furnished the joint property; provided that such charges shall not exceed those currently
prevailing in the field where the joint property is located.

D. Whenever requested, Operator shall inform Non-Operator in advance of the rates it proposes to charge.

E. Rates shall be revised and adjusted from time to time when found to be either excessive or insufficient.

IV. DISPOSAL OF LEASE EQUIPMENT AND MATERIAL

The Operator shall be under no obligation to purchase interest of Non-Operator in surplus new or secondhand
material. Derricks, tanks, buildings, and other major items shall not be removed by Operator from the joint
property without the approval of Non-Operator. Operator shall not sell major items of material to an outside
party without giving Non-Operator an opportunity either to purchase same at the price offered or to take Non-
Operator’s share in kind.



Material Purchased by Operator :
Material purchased by Operator shall be credited to the joint account and included in the monthly statement
of operations for the month in which the material is removed from the joint property.

Material Purchased by Non-Operator

Material purchased by Non-Operator shall be invoiced by Operator and paid for by Non-Operator to Operator
immediately following receipt of invoice. The Operator shall pass credit to the joint account and include the
same in the monthly statement of operations.

Division in Kind .

Division of material in kind, if made between Operator and Non-Operator, shall be in proportion to their re-
spective interests in such material. Each party will thereupon be charged individually with the value of the
material received or receivable by each party and corresponding credits will be made by the Operator to the
joint account, and such credits shall appear in the monthly statement of operations.

Sales to Outsiders

Sales to outsiders of material from the joint property shall be credited by Operator to the joint account at the
net amount collected by Operator from Vendee. Any claims by Vendee for defective material or otherwise
shall be charged back to the joint account, if and when paid by Operator.

V. BASIS OF PRICING MATERIAL TRANSFERRED FROM JOINT ACCOUNT
Material purchased by either Operator or Non-Operator or divided in kind, unless otherwise agreed, shall be
valued on the following basis:

New Price Defined

New price as used in the following paragraphs shall have the same meaning and application as that used
above in Section III, “Basis of Charges to Joint Account.”

New Material
New material (Condition “A”), being new material procured for the joint account but never used thereon, at
100% of current new price.

Good Used Material

Good used material (Condition “B”'), being used material in sound and serviceable condition, suitable for reuse

without reconditioning,

A. At 75% of current new price if material was charged to joint account as new, or

B. At 75% of current new price less depreciation consistent with their usage on and service to the joint prop-
erty, if material was originally charged to the joint property as secondhand at 759 of new price.

Other Used Material

Used Material (Condition “C’’), being used material which

A. After reconditioning will be further serviceable for original function as good secondhand material (Con-
dition “B”), or

B. Is serviceable for original function but substantially not suitable for reconditioning,

at 509, of current new price.

Bad-Order Material
Used material (Condition “D”), being material which cannot be classified as Condition “B” or Condition “C”,
shall be priced at 2 value commensurate with its use.

Junk
Junk (Condition “E’’), being obsolete and scrap material, at prevailing prices.

Temporarily Used Material

When the use of material is of a temporary nature and its service to the joint account does not justify the re-
duction in price as provided in Paragraph 3B, above, such material shall be priced on a basis that will leave a
net charge to the joint account consistent with the value of the service rendered.

VI. INVENTORIES

Periodic Inventories
Periodic inventories shall be taken by Operator of the joint account material, which shall include all such
material as is ordinarily considered controllable by operators of oil and gas properties.

Notice
Notice of intention to take inventory shall be given by Operator at least ten days before any inventory is to
begin, so that Non-Operator may be represented when any inventory is taken.

Failure to be Represented _
Failure of Non-Operator to be represented at the physical inventory shall bind Non-Operator to accept the
inventory taken by Operator, who shall in that event furnish Non-Operator with a copy thereof.

Reconciliation of Inventory
Reconciliation of inventory with charges to the joint account shall be made by each party at interest, and a
list of overages and shortages shall be jointly determined by Operator and Non-Operator.

Adjustment of Inventory
Inventory adjustments shall be made by Operator with the joint account for overages and shortages, but Oper-
ator shall only be held accountable to Non-Operator for shortages due to lack of reasonable diligence.

Special Inventories

Special inventories may be taken, at the expense of the purchaser, whenever there is any sale or change of
interest in the joint property, and it shall be the duty of the party selling to notify all other parties hereto as
quickly as possible after the transfer of interest takes place. In such cases both the seller and the purchaser
shall be represented and shall be governed by the inventory so taken.



