UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION
OF THE SAN JUAN 30-6 UNIT AREA,
COUNTY OF RIO ARRIBA,
STATE OF NEW MEXICO

I-Sec. No.

This agreement entered into as of the q[[é__ day of
1952% by and between the parties subscribing, ratifying, or consenting he éto,
and herein referred to as the "parties hereto,"

WITNESSETH: Whereas the parties hereto are the owners of working, royalty,
or other oil 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 develop-
ment or operation of lands of the State of New Mexico under this agreement; and

Whereas the 0il 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 seq.) to approve this agreement and the con-
servation provisions hereof; and

Whereas the parties hereto hold sufficient interests in the San Juan
30-6 Unit Area covering the land hereinafter described to give reasonably effective
control of operations therein; and

Whereas it is the purpose of the parties hereto to conserve natural re-
sources, prevent waste, and secure other benefits obtainable through development
and operation of the area subject to this agreement under the terms, conditions,
and limitations herein set forth;

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, and all valid pertinent
regulations, including operating and unit plan regulations, heretofore issued there-
under or valid pertinent and reasonable regulations hereafter issued thereunder are
accepted and made a part of this agreement as to Federal lands, provided such re-
gulations 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 30 North, Range 6 West
Sections 7 through 36, all

Township 30 North, Range 7 West

Sections 11 through 15; all

Section 22: E/2, E/2 W/2

Sections 23 through 28, all

Section 29: S/2

Sections 30 through 36, all

containing 30,845.18 acres, more or less.

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 o0il 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 owner-
ship 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 Oil 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 0il Conservation Commission, herein-
after 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.
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for the purposes of this agreement, or shall be 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 con-—
traction 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 reasons therefor, and the proposed effective date thereof.

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

{(c) 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 cortraction shall, upon approval by the Director, Commissioner and the Commission,
become effective as of the date prescribed in the notice thereof.

311 land cormitted 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 sub-
stances".

4. Unit QOperator.

£]1 Paso Natural Gas Company, a Delaware corporation with offices at
E1l Pasc, Texas, is hereby designated as Unit (perator and by signature hereto as
Unit (perator agrees and consents to accept the duties and obligations of Unit
(perator for the discovery, development, and production of unitized substances as
herein provided. Whenever reference is made herein to the Unit Cperator, such
reference means the Unit Operator acting in that capacity and not as an owner cof
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

wilen sucihh an interest is owned by it,
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5, Resignation or removal of unit operator.

Unit Operator shall have the right to resign at anytime prior to the
establishment of a participating area or areas hereunder, but such resignation
shall not become effective so as to release Unit Operator from the duties and
obligations of Unit Operator and terminate Unit Operator's rights as such for a
period of 6 months after notice of intention to resign has been served by Unit
Operator on all working interest owners and the Director, Commissioner 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
shall have been selected and approved and shall have taken over and assumed the
duties and obligations of Unit Operator prior to the expiration of said period.

Unit Operator shall have the right to resign in like manner and subject
to like limitations as above provided at any time a participating area established
hereunder is in existence, but provided, however, until a successor unit operator
is selected and approved as hereinafter provided, the working interest owners shall
be jointly responsible for performance of the duties of unit operator, and shall
not later than 30 days before such resignation becomes effective appoint a common
agent to fepresent them in any action to be taken hereunder.

The resignation 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 herein provided
for the selection of a new Unif Operator, Such removal shall be effective upon
notice thereof to the Director and Commissioner.

The resignation or removal of Unit Operator under this agreement shall
not terminate its right, title, or interest as the owner 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 and
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 foi' the purpose of conducting unit operations hereunder, Nothing herein shall
be construed as authorizing removal of any material, equipment and appurtenances
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 the 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 interests according to their
respective acreage interests in all unitized land, shall by majority vote select 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 effec-
tive until (a) a Unit Operator so selected shall accept in writing the duties and
responsibilities of Unit Operator, and (b) the selection shall have been approved
by the Director and Commissioner. If no successor Unit Operator is selected and
qualified as herein provided, the Director and Commissioner at their election may
declare this unit agreement terminafed0

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 by and
between the Unit Operator and the owners of working interests, whether one or
more, separately or collectively. Any agreement or agreements, entered into
between the working interest owners and the Unit Operator as provided in this
section, whether one or more, are herein referred to as the ™unit opcrating agrec-
ment", Such unit operating agreement shall also provide the manner in which the
working interest owners shall be entitled to receive their respective proportionate
and allocated share of the benefits accruing hereto in conformity with their under-
lying operating agreements, leases, or other independent contracts, and such other
rights and obligations as between Unit Operator and the working interest owners as
may be agreed upon by Unit Operator and the working interest owners; however, no
such unit operating agreement shall be deemed either to modify any of the terms

and conditions of this unit agreement or to relieve the Unit Operator of any right
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or obligation established under this unit agreement, and in case 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 ex-
ecuted pursuant to this section shall be filed with the supervisor.

8. Rights and obligations of Unit Operator.

Except as otherwise specifically provided herein, the exclusive right,
privilege, and duty of exercising any and all rights of the parties 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 well is being drilled conformably with the terms
hereof, and thereafter continue such drilling diligently until the Mesaverde form-
ation 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 Cormission 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 initial test well upon the unit
area, Unit Operator shall commence the drilling of an additional well and shall
thereafter continue drilling operations on the unit area, with not more than 30
days of elapsed time between the completion of one well and the commencement of the
next succeeding well, until an aggregate of seven wells commenced after July 1, 1952
(whether commenced before or after the effective date of this agreement), shall have
been drilled thereon to said depth at locations selected by Unit Operator and approved
by the Supervisor if on Federal land or the Commissioner if on State land or by the
Commission if on patented land , so spaced over the unit area as to determine so far

-6-

g’



as may be practicable the productive acreage and gas reserves in the Mesaverde and
shallower formations underlying said unit area.

In addition to the foregoing, within one year from the effective date
hereof, the Unit Operator shall begin to drill an adequate test well at a location
approved by the Supervisor, Commissioner, or Commission, respectively, unless on or
before such first anniversary of the effective date hereof operations for the
drilling of a well to test the Dakota formation shall have commenced on the area
approved by the United States Geological Survey for the San Juan 29-5, San Juan 29-6
or San Juan 30-5 unit agreements, and thereafter shall continue drilling diligently
until the Dakota 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 patented land that fﬁrther drilling of said well would be un-
warranted or impracticable, provided, however, that Unit Operator shall not in any
event be required to drill said Dakota test to a depth in excess of 8,500 feet;
provided, that, in the event said Dakota test well is drilled on this unit area and
is not capable of producing unitized substances in paying quantities from formations
below the Mesaverde formation but is capable of being plugged back and producing
unitized substances in paying quantities from the Mesaverde or shallower formations,
such Dakota well may be so plugged back and, when plugged back and completed as a
well capable of producing unitized substances from the Mesaverde or shallower
formation, shall satisfy one of the Mesaverde test wells required by the first
paragraph of this Section.

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 one well at a time, allowing not more than 6 months
between the completion of one well and the beginning of the next well, until a well
capable of producing unitized substances in paying quantities is completed to the
satisfaction of said Supervisor if on Federal land, or the Cormissioner if on State
land, or the Commission if on privately owned land, or until it is reasonably proved
that the unitized land is incapable of producing unitized substances in paying quantities
in the formations drilled hereunder. Nothing in this section shall be deemed to limit

the right of the Unit Operator to resign as provided in Section 5 hereof, or as re-
quiring Unit Operator to commence or continue any drilling during the period pending

such resignation becoming effective in order to comply with the requirements of this
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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, Conmissioner 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 this unit agreement terminated.

10. Plan of further development and operation.

Within 6 months after completion of a well capable of producing unitized sub-
stances 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 Super#isor, the Commissioner and the Commission an acceptable
plan of development and operation for the unitized land which, when approved by the
Supervisor, the Commissioner and the Commission, shall constitute the further drilling
and operating obligations of the Unit Operator under this agreement for the period
specified therein, Thereafter, from time to time before the expiration of any existing
plan, the Unit Operator shall submit for the approval of the Supervisor, the Commis-
sioner and the Commission, a plan for an additional specified period for the develop-
ment 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 pro-
posed 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 Commissioner and the Commission. Said
plan or plans shall be modified or supplemented when necessary to meet changed condi-
tions or to protect the interests of all parties to this agreement, Reasonable dili-
gence shall be exercised im complying with the obligations of the approved plan of
development, The Supervisor and Commissioner are authorized to grant a reasonable ex-
tension of the 6-month period herein prescribed for submission of an initial plan of
development where such action is justified because of unusual ¢onditions or circum-

stances., After completion hereunder of the drilling program outlined in Section 9
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above, no further wells, except such as may be necessary to afford protection against
operations not under this agreement or such as may be specifically 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 Shallower 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; pro-
vided, however, that in any instances of irregular surveys that portion of a section
which most nearly constitutes either the East Half (E/2) or the West Half (W/2) shall
constitute a Drilling Block even though its acreage may be irregular, and provided
further that any irregular strips or small tracts shall attach to the adjacenﬁ Drilling
Blocks teo 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 project the survey from
the nearest established government survey points for the purposes of this agreement,

Upon completion of a well capable of producing unitized substances from
the Mesaverde or shallower formation or as soon thereafter as required by the Super-
visor 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 conclusion in that regard, giving
the data upon which its conclusion is based and identifying the Drilling Blocks 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, disapprove of such conclusion,
the decision of the Unit Operator shall thereafter be binding upon the parties hereto,
If any such well is determined to be capable of producing unitized substances in paying
quantities, all of the land in the Drilling Block shall constitute the participating
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 participating area so established, and upon approval thereof by the Director, the
Cormissioner and the Commission, said schedule shall govern the allocation of production
from and after the date the participating area becomes effective. A separate partici-
pating area shall be established in like manner for each separate pool or deposit of
unitized substances or for any group thereof producing 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 hereby 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 com-
pleted for production in the Pictured Cliffs formation shall be regarded as producing
from a single zone or pool, and all wells completed for production 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 ad-
mitted to the participating 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 any such Drilling Block, and the percentage
of allocation shall be revised accordingly, in which event all of the production prior
to the effective date of admission of such drilling block to the participating area
shall be credited solely to the account of that particular block. For the purposes
hereof, it shall be deemed that the capability of a well to produce unitized substances
in paying quantities has been established when so determined by the Unit Operator and
when notice of such determination shall have been delivered to the Supervisor, the
Commissioner and the Commission, which notice includes the data upon which the deter-
mination is based and identifies the Drilling Block upon which the well is located,
subject to the right of any interested party to protest in writing against said deter-
mination te the Unit Operator, the Director, the Commissioner and the Commission within
15 days thereafter, however, in any event, such determination shall become effective
within 30 days from the date thereof unless disapproved within said 30-day period by
the Director, 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 manner

as aforesaid. No land shall be excluded from a participating area on account of

depletion of the unitized substances.
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In the event that any drilling block is admitted to a participating
area as hereinabove provided 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 been
drilled, said intervening Drilling Block shall also be admitted to said partici-
pating area at the same time, in the same manner and subject to the same conditions
as the Drilling Block which is then admitted to such participating 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 commmenced within one year from the effective
date of said Drilling Block®!s inclusion in the participating area, unless said
time be extended by the Director, Commissioner, and Commission, and shall be
continued with due diligence to a 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 shali be admitted to the parti-
cipating area upon recommendation of the Unit Operator and approval of the Director,
the Commissioner and the Commission. If geologic 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.

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 in lo-
cated 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,

(b) From Formations below the Mesaverde:

Upon completion of a well capabie 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 shall
submit for approval by the Director, the Commissioner, and the Commission, a schedule
based on subdivisions of the public-land survey or aliquot parts thereof, of all uni-
tized land then regarded as reasonably proved to be productive of unitized substances
in paying quantities; all land in said schedule on approval of the Director, the Com
missioner, and the Commission to constitute a participating area, effective as of the
date of first production. Said schedule also shall set forth the percentage of unitized
substances to be allocated as herein provided to each unitized tract in the partici-
pating area so established, and shall govern the allocation of production from and
after the date the participating area 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 thereof produced as
a single pool or zone, and any two or more participating areas so established may be
combined into one with the consent of the owners of all working interests in the lands
within the participating areas so to be combined upon 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 arilling 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 revised accordingly. The effective date of any
revision shall be the first of the month in which is obtained the knowledge or informa-
tion 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
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account of depletion of the unitized substances.

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

In the absence of agreement at any time between the Unit Operator and the
Director, the Commissioner, and the Commission as to the proper definition or redefinition
of a participating area, or until a participating area has, or areas have, been establish-
ed as provided herein, the portion of all péyments affected hereby 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 applied as earned or returned in
accordance with a determination of the sum due as Federal and State Royalty on the
basis of such approved participating area.

Whenever it is determined, subject to the approval of the Supervisor, as
to wells on Federal land, the Commissioner as to wells on State land, and the Com-
mission 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 unwarranted, production from such well, for the purposes
of settlement among all parties other than working interest owners, shall be allocated
to the land on which the well is located so long as such 1and is not within a parti-
cipating area established for the pool or deposit from which such production is ob-
tained. Settlement for working interest benefits from such a well shall be made as
provided in the Unit Operating Agreement.

12, Allocation of production.

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 the acreage basis from the several tracts of
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unitized land of the participating area established for such production and, for

the purpose of determining any benefits accuring under this agreement, each such
tract of unitized land shall have allocated to it such percentage of said production
as the number of acres of such tract included in said participating area bears to
the total acres of unitized land in said participating area, except that allocation
of production hereunder for purposes other than for settlement of the royalty, over-
riding royalty, or payment out of production obligations of the respective working
interest owners, shall be on the basis prescribed in the unit operating agreement
whether in conformity with the basis of allocation herein set forth or otherwise.

It is hereby agreed that production of unitized substances from a participating
area shall be allocated as provided herein regardless of whether any wells are
drilled on any particular part or tract of said participating area. If any gas
produced from one participating 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 nen-participating land or formations and

drilling of wells not mutually agreed 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 party's sole risk,
cost and expense drill a well to test any formation for which a participating area
has not been established or to test any formation for which a participating area has
been established if such location is not within said participating area, or drill any
well not mutuwally agreed to by all interested parties, unless within 90 days of receipt
of notice from said party of his intention to drill the well the Unit Operator elects
and commences to drill such well in like manner as other wells are drilled by the
Unit Operator under this agreement.

If any well drilled as aforesaid by a working interest owner results in
production such that the land upon which it is situated may properly be included

in a participating area, such participating area shall be established or enlarged
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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 shall 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 pro-
duction in quantities 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 requirements of this
agreement, The royalties in amount or value of production from any such well shall
be paid as specified in the underlying lease and agreements affected.

14, Rovalty Settlement.

The United States and the State of New Mexico and all royalty owners
who, under existing contracts, are entitled to 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 allocated to such tract,
and Unit Operator, or in case of the operation of a well by a working interest owner
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 regulations, on or before the last day of each month for unitized
substances produced during the preceding calendar month; provided, however, that
nothing herein contained shall operate to relieve the lessees of any land from their
respective lease obligations for the payment of any royalties due under their leases.

If gas obtained frem lands not subject to this agreement is introduced
into any participating area of the lands being operated hereunder, for use in re-
pressuring, 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 as herein provided for any gas transferred from
any other participating area and with due allowance for loss or depletion from any
cause, may be withdrawn from the formation into whih the gas was introduced, royalty
free as to dry gas, but not as to the products extracted therefrom; provided that
such withdrawal shall be at such time as may be provided in the plan of operations

or as may otherwise be consented to by the Supervisor as conforming to good petroleum
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engineering practice; and provided further, that such right of withdrawal shall
teminate on the termination 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 to all unitized sub-
stances on the basis of the amounts thereof allocated to unitized Federal land as
provided herein at the rates specified in the respective Federal leases, or at such
lower rate or rafes as may be authorized by law or regulation; provided, that for
leases on which the royalty rate depends on the daily average production per well, said
average production shall be determined in accordance with the operating regulations
as though each participating area were a single consolidated lease,

Royalty due on account of State and privately owned lands shall be
computed and paid on the basis of all unitized substances allocated to such lands,

15. Rental settlement.

Rental or minimum rovalties due on leases committed hereto shall be
paid by working interest owners responsible therefor under existing contracts, laws,
and regulations, provided that nothing herein contained shall operate to relisve the
lessees of any land from their respective lease obligations for the payment of any
rental or minimum royalty in lieu thereof due under their leases. Rental or minimum
royalty for lands of the United States subject to this agreement shall be paid at
the rate specified in the respective leases from the United States unless such rental
or minimum royalty is waived, suspended, or reduced by law or by approval of the
Secretary or his duly authorized representative.

Rentals on State of Mew Mexico lands subject to this agreement shall
be paid at the rates specified in the respective leases, or may be reduced or sus-
pended upon the order of the Commissioner pursuant to applicable laws and regulations.

With respect fo any lease on non-Federal land containing provisions which
would terminate such lease unless drilling operations were within the time therein
specified commenced upon the land covered thereby or rentals paid for the privilege
of deferring such drilling operations, the rentals required thereby shall, notwith-
standing any other provision of this agreement, be deemed to accrue and become
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.
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16. Conservation,

Operations hereunder and production of unitized substances shall be con-
ducted to provide for the most economical and efficient recovery of said substances
without waste, as defined by or pursuant to State or Federal law or regulation.,

17. Drainage,

The Unit Operator shall take appropriate and adequate measures to prevent
drainage of unitized substances from 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 as determined by the
Supervisor for Federal lands or as avproved by the Commissioner for State lands.

18, Leases and contracts conformed and extended

The terms, conditions, and provisions of all leases, subleases, and other
contracts relating to exploration, drilling, development, or operation for ecil or
gas of lands committed to this agreement are hereby expressly modified and amended
to the extent necessary to make the same conform to the provisions hereof, but
otherwise to remain in full force and 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, pro-
ducing, rental, minimum royalty, and royalty requirements of Federal and State leases
conmitted herete and the regulations in respect thereto to conform said requirements
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 following:

(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 every part or separately owned
tract subject to this agreement, regardless of whether there is any development of
any particular part or tract of the unit area; notwithstanding anything to the con-
trary 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 producing operations verformed 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 drill or produce wells situated on the land therein
embraced.,

(c¢) Suspension of drilling or producing operations on all unitized lands
pursuant to direction or consent of the Secretary (or his duly authorized representa-
tive) and the Commissioner or with the approval of the Commission shall be deemed to
constitute such suspension pursuant to such direction or consent as to each and every
tract of unitized land,

(d) Each lease, sublease or contract relating to the exploration, drilling,
development or operation for oil or gas of lands other than those of the United States,
committed to this agreement, which, by its terms might expire prior to the termination
of this agreement, 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 this agree-
ment,

(e) Any Federal lease for a fixed term of twenty (20) years or any re-
newal thereof or any part of such lease which is made subject to this agreement shall
continue 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 pro-
vided 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 development
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 committed, 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 lumpsum rental
payment, such payment shall be prorated between the portions so segregated in pro-

portion to the acreage of the respective tracts.
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19. Covenants run with land.

The covenants herein shall be construed to be covenants running with
the land with respect to the interest of the parties hereto and their successors
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 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 July 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 quantities in the formations tested hereunder and after notice
of intention to temminate the agreement on such ground is given by the Unit Operator
to all parties in interest at their last known addresses, the agreement is term-
inated with the approval of the Director and Commissioner, or (¢) a valuable dis-
covery of unitized substances has been made on unitized land during said initial
term or any extension thereof, in which event the agreement shall remain in effect
for such term and so long as unitized substances can be produced in paying quantities,
i, e.,; in this particular instance in quantities sufficient to pay for the cost
of producing same from wells on unitized land within any participating area es-
tablished hereunder and, should production cease, so long thereafter as diligent
operations are in progress for the restoration of production or discovery of new
production and so long thereafter as the unitized substances so discovered can be
produced as aforesaid, or (d) it is terminated as heretofore provided in this agree-

ment.

This agreement may be terminated at any time by not less than 75 per centum,
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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, development, and production.

All production and the disposal thereof shall be in conformity with allo-
cations, allotments and quotas made or fixed by any duly authorized person or re-
gulatory body under any Federal or State statute. The Director is hereby vested
with authority 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 quantity 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 stated in
the order of alteration or modification; provided, further, that no such alteration
or modification shall be effective as to any land of the State of New Mexico as to
the rate of prospecting and 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 thereof by the Commission.

Powers in this section 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, Automatic EFlimination.

Notwithstanding any other provisions of this agreement, any lease, no
portion of which is included within a participating area within 5 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 5 year period drilling operations
are in progress on such lease; in which event the lands covered by such lease shall
remain subject hereto énd 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 hereunder. Inasmuch as any elimination under
this section is automatic, the Unit Operator shall, within 90 days after any such

elimination hereunder, describe the area so eliminated, and promptly notify all parties

in interest.
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23, Conflict of supervision.

Neither the Unit Operator nor 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 provision 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 to obtain, in the exercise of
due diligence, the concurrence of proper representatives of the United States and
proper representatives of the State of New Mexico in and about any matters or thing
concerning which it is required herein that such concurrence be obtained. The parties
hereto, including the Commission, agree that all powers and authority vested in the
Commission in and by any provisions of this contract are vested in the Commission
and shall be exercised by it pursuant to the provisions of the laws of the State of
New Mexico and subject in any case to appeal or judicial review as may now or here-
after be provided by the laws of the State of New Mexico.

24, Appearances,

Unit Operator shall, after notice to other parties affected, have the
right to appear for or on Sehalf of any and all interests affected hereby before the
Department of the Interior and the Commission and to appeal from orders issued under
the regulations of said Department and/or Commission or to apply for relief from any
of said regulations or in any proceedings relative to operations before the Depart-
ment of the Interior, the Commission, or any other legally constituted authority;
provided, however, that any other interested party shall also have the right at his
own expense to be heard in any such proceeding.

25, Notices.

All notices, demands or statements required hereunder to be given or ren-
dered to the parties hereto shall be deemed fully given if given in writing and per-
sonally delivered to the party or sent by postpaid registered mail, addressed to such
party or parties at their respective addresses set forth in connection with the signa-
tures hereto 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 state-
ment.

26, No waiver of certain rights,

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 invalidity of any law of the State wherein said unitized
lands are located, or of the United States, or regulations issued thereunder in
any way affecting such party, or as a waiver by any such party of any right beyond
his or its authority to waive.

27. Unavoidable delay,

All obligations under this agreement requiring the Unit Operator to
commence or continue drilling or to operate on or produce unitized substances from
any of the lands covered by this agreement shall be suspended while, but only so
long as, the Unit Operator despite the exercise of due care and diligence is pre-
vented from complying with such obligations, in whole or in part, by strikes, acts
of God, Federal, State, or municipal law or agencies, unavoidable accidents, un-
controllable delays in transportation, inability to obtain necessary materials in
open market, or other 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 origin, and an identical
provision shall be incorporated in all subcontracts.

29, Loss of title,

In the event title to any tract of unitized land shall fail and the true
owner cannot be induced to join in this unit agreement, such tract shall be auto-~
matically regarded as not committed hereto and there shall be such readjustment 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 thereto, payment or delivery on account thereof may be withheld
without liability for interest until the dispute is finally settled; provided, that
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 withheld, but such funds of the United
States shall be deposited 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 as earned or returned
in accordance with such final settlement.

Unit Operator as such is relieved from any responsibility for any defect

or failure of anv title hereunder,



30. Non-Joinder and subsequent 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 working
interest in that tract may withdraw said tract from this agreement by written notice
to the Director, the Commissioner and the Unit Operator prior to the approval of
this agreement by the Director. Any such tract not so withdrawn shall be considered
as unitized, and any necessary adjustments of royalty occasioned by failure 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 committed
hereto prior to submission of this agreement for final approval may thereafter be
committed hereto by the onwer or owners thereof subscribing or consenting to this
agreement, and, if the interest is a working interest, by the owner of such interest
also subscribing to the unit operating agreement. After operations are commenced
hereunder, the right of subsequent joinder, as provided in this section, by a working
interest owner is subject to such requirements or approvals, if any, pertaining to
such joinder, as may be provided 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 pay-
ment of any benefits that may accrue hereunder in behalf of such non-working interest.
Prior to final approval hereof, joinder by any owner of a non-working interest must
be accompanied by appropriate joinder by the owner of the corresponding working in-
terest in order for the interest to be regarded as effectively committed hereto.
Except as may otherwise herein beprovided, subsequent joinders to this agreement
shall be effective as of the first day of the month following the filing with the
Supervisor and Commissioner of duly executed counterparts of all or any papers
necessary to establish effective committment 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 agreement may be executed in any number of counterparts, no one of
which needs to be executed by all parties or may be ratified or consented to by
separate instrument in writing specifically referring hereto and shall be binding
upon all those parties who have executed such a counterpart, ratification, or
consent hereto with the same force and effect as if all such parties had signed

the same document and regardless of whether or not it is executed by all other
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parties owning or claiming an interest in the lands within the above-described unit
area,
32, Surrender,

Nothing in this agreement shall prohibit the exercise by any working in-
terest 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 sub-
stances, 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 thi§ 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 execute
this agreement and the unit operating agreement as to each participating area there-
tofore established hereunder, effective as though such land had remained continuously
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 in-

cluded within a participating 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 with respect to each existing participating area, 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 lands
as to each such participating area, and to have agreed, in consideration for the
compensation hereinafter provided, that operations hereunder as to any such parti-
cipating area or areas shall not be affected by such surrender.

For any period the working interest in any lands are not expressly committed
to the unit operating agreement as the result of any such surrender or forfeiture,
the benefits and obligations of operatiomns accruing to such lands under this agreement
and the unit ,perating agreement shall be shared by the remaining owners of unitized
working interests in accordance with their respective participating working interest
ownerships in any such participating area or areas; and such owners of working
interests shall compensate the fee owner of unitized substances in such lands by
paying sums equal to the rentals; minimum royalties, and royalties 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 commitment, for
all benefits accruing to or payments and expenditures made or incurred on behalf
of such surrendered working interest durihg the period between the date of surrender
and the date of recommitment, and payment of any moneys found to be owing by such
an accdunting shall be made as between the parties then signatory to the unit
operating agreement and this agreement within thirty (30) days after the recommit-
ment. The right to become a party to this agreement and the unit operating agreement
as a working interest owner by reason of a surrender or forfeiture as provided in
this section shall not be defeated by the non-existence of a unit operating
agreement and in the event no unit operating agreement is in existence and a
mutually acceptable agreement between the proper parties thereto cannot be consummated,
the Supervisor and Commissioner may prescribe such reasonable and equitable agreement
as they deem warranted under the circumstances.

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

subsequent joinder to this agreement as provided elsewhere in this agreement., The
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exercise of any right vested in a working interest owner to reassign such working

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

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

OPERATOR

Date:___ 4ot - /éJ/z/é 3

Address: P. 0, Box 1492, El Paso, Texas

EL PASO NATURAL GAS OMPANY

Vice Pres1dent

Attest:

j//ém

Assistant Secretary

WORKING INTEREST OWNERS

Date: . s /6 //445

Address; P,0, Box 1492, El Paso, Texas

Date:__ JAN 2 3 1953

Address:
Bartlesville, Oklahoma

FEB 9 1993

Date:

Address: 1104 Burt Bldg., Dallas,Texas

Date: 2~ 3-S5

Address:_1404 Republic Bank Bldg,
Dallas, Texas
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EL PASO hATURAL GAS OMPANY

Vice Pres1dent

Attest:
v

Assistant Secretary

1ce-President
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/51 Secretary
SOUTHERN UNION GAS COMPANY
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President
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Secretary 7\

GENERAL AMERICAN OIL COMPANY
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V _—President
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Date: o? w—? ’53

Address: Corrigan Tower, Dallas, Texas
MAR 13 1953

Date:

Address: 2000 Milam Building

San Antonio, Texas

Dates FEB 6 1773

Bo/
Address: 330 Mercantile Commerce Bldg.

Dallag 1, Texas

rates  JAN 281953

STANOLIND OIL AND GAS COMPANY
QST ¢ "FiCE BOX 591

Address: TUISA 2, CKLAHOMA

Dates JAN 3 0 1953
ROCK HILL OIL COMPANY
321 WEST DOUGLAS
Address: WICHITA, KANSAS
JAN 3 0 1953
Date:
WOOD RIVER OIL & REFINING CO., INC.
321 WEST DOUGLAS
address VICHITA, KANSAS
ress

., 1,

DELHI OIL CORPORATION

|c€-President

ATTEST: /
mww (il 4 /4.\,
ASS 7 Secretary
SLICK MOORMAN © OMPANY
By Wia)
Partner
BEAVER DGE OIL CORPORATION
vice President
ATTEST:

o)

_/ ‘

STAR ND oA AN?)’EK%WANY

APPRQVED
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|

By: /74- /j 444(_])’

Vice President

~

ATTEST:_ _ . /= =
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e

\’ .
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!
/

4 /'b

e

\_  Secretary
ROCK HILL OIL CO,

V/ice Presidght

ATTEST:
(Mt ..

(_stSecretary

WOQD RIVER GIL & REF! 0., INC.
By:

Ve President

ATTEST: /bﬁr
N, -~ Sesretary = .



WITNESS:

Addresss

FED U~ 1953  AZTEC OIL & GAS COMPANY

,’417‘557( ) "‘\,«{/:.ﬁ /7
WEIRESS: __/, V. 77 % o 2 Z c_ 0 @foﬁl

i Azrec' O, & Gas CoMPANY >

Address? / V/‘(;a r«?.f/c/‘;’/i ;
JR D

Datias, Texas

wITNESS: ATTES®: , - H 119 1953

idross: Sl B Aol APl 4 M

Secretary

i i Bty Titon, tret.

SINCLAIR OIL &

2

WITNESS:

Address:

WITNESS:

WESTPAN HYDROCARBON COMPANY

Addressg..

/47?‘@-!7‘: % MAR 11 1853 f’%

.S—oa/’cﬂlrr
Address: 48 2/('5%, /4/:74/7/4, /ey o TFescied”

WITNESS:

Address:

WITNESS:

Address:

WITNESS:

Address:

WITNESS:

Address:

WITNESS:

Address:
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STATE OF OfVahoma. )

COUNTY OF 7 /s« )
4
On this &gd day of ar » 1952, before me appeared
S E Lovs e I to me personally km"ﬁANUBﬂ!’ being by meydaly sworn, did

say that he is the _. President of

and that the seal affixed to said instrument is the corporate seal of said corporation,
and that said instrument was signed and sealed in behalf of said corporation by author-
ity of its board of directors, and said L KRous e

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 the
day and year in this certificate first above written,

My Commission Expires: . a
. ¢
isst ires October 4, 1955 m%}h— M
My Commission Expires October 4 Notary Public in and for /v /s«
County, State of or/a Lowma

STATE OF  TEXAS )
(

county o ik PASO )

On this Zbﬂ day of CY granes. , 1953, before me appeared e b Freenn

, to personallf known, who, being by me duly sworn, did

say that he is the 7, (ce President of | Pase Ratural Gis Compsae

and that the seal affixed to said instrument is the corporate seal of said corporation,

and that said instrument was signed and sealed in behalf of said corporation by author-

ity of its board of directors, and said _ ©: '- F/7tws

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 the
day and year in this certificate first above written,

My Commission Expires: //é % 2 2 i
ELSF . RICHARDSON e bt : ,

wovary Publiz o and fav Fl Pazg Sounty, Texag Notary Public in and for
My ¢ a.3ce £ opices June 1, 1953 County, State of

STATE OF Orv/nhema )
- (
COUNTY OF Wd.sﬁly'fo/) )

rd j/
On this A3 - day of A/NNAY 1953, before me appeared
C.P P e ., to me persoxpflhﬁe}m who,/zy'ng})y me dyly sworn, did
say that he is the }/scc - President o ///é’pf Zlro JEum aa%bzn 4
and that the seal affixed to said instrument is the corporate seal of sa#d corfporation,
and that said instrument was signed and sealed in behalf of said corporation by author-

ity of its board of directors, and said A
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 the
day and year in this certificate first above written.

}fy Conxfnission Expires: @ ‘ 5 qud

- -

Totam Puntian Dooontas oA 3873 Notary Public in an,a" for /VIJ//“’;} Fon
County, State of Offafiens.




STATE OF /(5,50 )
(
COUNTY OF - ;c_dj,;p el )

On this =F2 _ day of _ . _, 19527 before me appeared
»\J»;_/ " e—, ., tO personall, 4 known, who, belng by me duly sworn, did
say that He is th€ /[ o President of /s, . A4 0 L7 s o
and that the seal affixed to said instrument is the corporate seal ‘of said corporation,
and that said instrument was signed and sealed in behalf of sald corporation by author-
ity of its board of directors, and said N _/f‘ e e,
acknowledged said instrument to be the free act and deed of said corporation.

IN WITNESS WHEREOF, 1 have hereunto set my hand and affixed my official seal the
day and year in this certificate first above written.

My Cormmission Expires:

Cor B
5'\/;‘7 'I.'Iﬂﬁ'ﬂnfgqfr);- ) P e .. %CZ/{//&IA ‘L s 7"M<M{
U TS e, 4y vy Notary Public in and for e o/e u’c i

County, State of /& %o /

-

STATE OF /.t s s s )
, (
COUNTY OF & ¢ o\ vo’ec4 )

/

~ On this .2 day of : , R 1955; before me appeared
Lo Al , to me/persona

o i xouelNiily sworn, did
say that he is the [/ 5. President of %Ol&b MRERIE 2 RESMENECOueINGL

and that the seal affixed to said instrument is the corpora.te sea.l of sald corporation,
and that said instrument was signed and segle 2ha :

ity of its board of directors, and said ) i g : P e
auknowledged said instrument to be the free act and deed of sald corporatmn. )

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

My Commission Expires: o ’ .
Notary Public in and for. '..%
County, State of Aiv 47 . 7

My Couisission Expires Dec, 24, 1958

. <
£37¢ @ T

STATE OF T::xas
COUNTY OF D&hs

3
On this QM\. day of E}“,,“i: , 19';2 before me appeared _ W .C& $~C\\§\

, to me persomally known, who, being by me duly sworn, did

say that he is the \[i¢e President of Skm, o ¢ “gg\-egﬁ on
and that the seal affixed to said instrument is the corporate Seal of said corporation,

and that said instrument was signed and sealed in behalf of said corporation by author-

ity of its board of directors, and said Ww.C. Suil
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 the
day and year in this certlflca.te first above written,

My Commission Expires: % M
ML(A

Notary Public in and for
County, State of

R. L. CALDWELL
Notary Public Dallas County, Texas
My Commissiou Expires June 1. 1953



STATE OF Lelome
COUNTY OF A atlsre’

On this _~2 day of M . 193B before me appeared

)
(
)

GORDOM &/ rmceess , to me personally known; who, being bv me duly sworn, did
say that he is the _J, .4 President of GENERAL ANl . .. __ :2052edY OF TEXAS

and that the seal affixed to said instrument is the corporate seal of sald corporation,
and that said instrument was signed and sealed in behalf of said corporation by author-
ity of its board of directors, and said Gl L oumes

acknowledged said instrument to be the free act and deed of sald corporatlon.

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

My Commission Expires: Z % @w

L V=D Notary Kubl#¢ in and for
County, State of

MARY JANT, RIOF. Notery Publie

STATE OF >‘Z—W ) Dalias Conuty, Texas

(
COUNTY OF Dastae )
. /T3
On this <4 day of JM , 1952, before me appeared

x%“ e C0) . g_gg& , to me personally own, who, being by me duly s , did
say that he is the 7y .. President of a o A @%AM

and that the seal affixed to said instrument is the corporafe seal of said cd¥poration,
and that said instrument was signed and sealed in behalf of said corporation by author-
ity of its board of directors, and said oo, A s A

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 the
day and year in this certificate first above written,

My Commission Expires: ;0 ) . .
. ZL M, gt A L) aa L
Cinse 2 9 53 Notary Public in and for 74 i

a 4 County, State of Zeyio

MARY JANE MARSHALL
s
STATE ON//;A@ )
(
COUNTY OF AL2# 2> )

2 /,4 day ofj 1955, before me appeared
) . g/L , to me perso lly & who, being by me duly s gorn, did

82y that he is theZJZce President of o/ T za
and that the seal affixed to said instrument is the corporate seal of said cbtporat#on,

and that said instrument was signed and sealed 1n/(1%1‘a; of said corporation by author-

ity of its board of directors, and said _ 3. C

acknowledged said instrument to be the fyfe act and deed of said corporation.

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

My Commission Expires: ) . e
' o > A
Notary Public in and for D
County, State of; N A“_"'»"'»zf B LANGRAN

. e allas Coanty, Texas
MY Comibssion expires June 1, 19.2.3 .,



STATE OFW )
COUNTY OF A p e §

On t 2 "% day ofw 5 19523—before me appeared
@) fJ , to me personally &known, who, in \

sa¥ that he is the’Z/‘{‘_e_ President of 541~”;=§”,__",g~ D 2 R v 4° 2o 4

and that the seal affixed to said instrument is the corporate seal of said co ién,
and that said instrument was signed and sealed in beha]lf of said corporation by author-
ity of its board of directors, and said _ Q. . /2 (e,

acknowledged said instrument to be the fref act and deed of said corporation.

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

-0 L
Notary Public in and for ()
County, State of N NAOMI D. LANCRAN

otary uiie, Dallas Couy, Te*ns
My comumission expires June j, 19 = .

My Cormission Expires:

STATE OF W}w )
(
COUNTY OFd’i’z“" )

On this (?/“ day of ﬁiﬁua/uy ’ 1955? before me appeared A/ﬂ.)://,/%

, to me personally k
say that he is the Jg, President of ( 77,

and that said instrument was signed and sealed i behalf f sald orportlon b author-
ity of its board of directors, and said /l z pg s E
acknowledged said instrument to be the free 4ct and deed of sald corporation,

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

My Commission Expires:

&WW
Notary Public in and’ for 7 eccde.
County, State of gacdel orrn-

—_—

STATE OF /

)
(
COUNTY OF adler )

On this 4% day of 7zered l95g, before me appeared
é‘. é %= , to me personally known, who, being by me duly sworn, did
say that he ¥ the _— President of WESTPAN HYDROCARZOMN COMPANY

and that the seal affixed to said instrument is the corporate seal of said corporation,
and that said instrument was signed and sealed ybeh 1f of said corporation by author-
ity of its board of directors, and said g W

acknowledged said instrument to be the free act and deed said corporation,

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

My C mmission Expires: p » g

M// (IS Notary Publlc in and for/%/
Y/ County, State of / Aaz




STATE OF )

(

COUNTY OF )
On this day of , 1952, before me appeared

, to me personally known; who, being by me duly sworn, did
say that he is the President of
and that the seal affixed to said instrument is the corporate seal of said corporation,
and that said instrument was signed and sealed in behalf of said corporation by author-
ity 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 the
day and year in this certificate first above written,

My Commission Expires:

Notary Public in and for
County, State of

STATE OF )
(
COUNTY OF )
On this day of , 1952, before me appeared

, to me personally known, who, being by me duly sworn, did
say that he is the President of
and that the seal affixed to said instrument is the corporate seal of said corporation,
and that said instrument was signed and sealed in behalf of said corporation by author-
ity 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 the
day and year in this certificate first above written,

My Commission Expires:

Notary Public in and for
County, State of

STATE OF )
(
COUNTY OF )
On this day of , 1952, before me appeared
, to me personally known, who, being by me duly sworn, did
say that he is the President of

and that the seal affixed to said instrument is the corporate seal of said corporation,
and that said instrument was signed and sealed in behalf of said corporation by author-
ity 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 the
day and year in this certificate first above written.

My Commission Expires:

Notary Public in and for
County, State of




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 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 conserving
the natural resources.

C. Certify and determine that the drilling, producing, 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.

Date:

Director,
United States Geological Survey



UNIT OPERATING AGREEMEN.
SAN JUAN 30-6 UNIT AREA

THIS AGREEMENT, made and entered into this [éLL day of _ 4 .ic.g - ’

195;%_, by and among El1 Paso Natural Gas Company, a Delaware corpofation, hefginafter
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 30-6 Unit Area as may exebute this agreement, hereinafter sometimes called
"Nonoperators", all parties being sometimes referred to as '"Working Interest Owners",
WITNESSETH:

WHEREAS, the parties hereto are also parties to that certain Unit Agreement
for the Development and Operation of the San Juan 30-6 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 30 North, Range 6 West
Sections 7 through 36, All

Township 30 North, Range 7 West
Sections 11 through 15, All
Section 22: E/2, E/2 W/2
Sections 23 through 28, All
Section 29: S/2

Sections 30 through 36, All
containing 30,845.18 acres, more or less.

WHEREAS, the parties hereto, in accord with the provisions of Sections 7
and 12 of the Unit Agreement, desire to provide for the apportionment of costs and
benefits among Working Interest Owners and to establish related operating arrange-
ments;

NOW, THEREFORE, premises conéidered, the parties hereto mutually agree that:

1. UNIT AGREEMENT CONFIRMED,

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 accord with the 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.

a. Each of the parties hereto represents to all other parties hereto
that its ownership of o0il, 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
adjusted to the end that no party shall be credited with interests that it does not
own, Parties contributing acreage tc the unit and receiving credit he;eunder
therefor shall, subject to the provisions of Section 2c below, bear the entire loss
occasioned 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 ciaim such interest.

b, 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
" documents remain in full force and effect. It shall alsoc furnish any title data
in its possession relating to its working interest ownership, including the title
opinion of its attorney and any curative instruments acquired in relation thereto,
Where outstanding title requirements have mot been satisfied, the Working Interest
Owner whose title is affected shall proceed to satisfy such title requirements with
due diligencc and furnish proof of tlie satisfaction thereof to the Unit Operator,

c. As a prerequisite to the drilling of any well hereunder, Unit
Operator shall obtain a title opinioca 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 2b 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 Bloci or spacing unit for the drilling of any
second or subsequent well thereon. Tu: pa.ty ¢r parties owning working interests

in such Drilling Block or spacing unit shall furnish such abstracts promptly as



required and shall satisfy title requirements made by the examining attorney, at such
party'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 prerequisite of drilling may be waived upon approval of the owners of
eighty per cent (80%) of the working interest committed to the unit. Any party
hereto interested in obtaining the drilling of a_well may post a bond in form satis-
factory to the Unit Operator in an amount equal 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 require-
ment 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 thereof shall bear the entire loss in parti-
cipation in unitized substances produced after such title failure which would be
attributable to the leasthold estate or working interest in such tract under the
terms of this agreement, but shall not be obligated to save any parties hereto
hamless from any other loss occasioned 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
maintenance 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
 Working Interest Owners who have executed the Unit Agreement and this agreement, as
follows:

a. 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 admission
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. Except for
the adjustment in investment in the Field Facilities as hereinafter provided, no
adjustment of investment or previously incurred costs shall be made upon the ad-
mission 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 foregoing, however, when any Drilling Block 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 participating area is applicable, Unit Operator shall comply with the obli-
gation imposed by the Unit Agreement to drill a well thereon to the horizon from
which production is being secured in the participating area, and all costs of
drilling, cbmpleting, testing and equipping such well to produce shall be
charged to and borne by such Working Interest Owners owning working 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 propertion to their
participation in costs and benefits of operation of the enlarged participating
area. Where Field Facilities serve more than one participating area, costs

and ownership thereof shall be allocated between participating areas on a well
basis.and shall be adjusted upon drilling of additional wells so that each
participating area shall bear such costs and own such Field Facilities in

the proportion that the number of wells within such participating area, which

unon their completion, shall have 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 facilities 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 determined 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 Field
Facilities. Costs of all road construction required for the drilling of the seven
Mesaverde test wells in accord with Section 9 of the Unit Agreement shall be allocated
to the Working Interest Owners owning working interest in the seven Drilling Blocks
upon which said test wells are drilled on an acreage basis. Roads required for the
drilling of subsequent wells shall be charged as a part of the drilling costs and
borne 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 producing 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. Like-
wise, 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 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 operation hereunder. Adjustment for any such

wall or welle chall be onlyv ae hereinabave nraoavided .



b. 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; provided, however, that the Working Interest Owners of an area less than
the area covered by the entire Unit Agreement, by agreement, may pay the cost of
drilling, equipping and completing, or plugging and abandoning the initial test
well projected to a depth below the base of the Mesaverde formation, and such costs
shall be paid by all of such Working Interest Owners in the proportion provided by
such agreement. Costs of drilling the second or any subsequent test well to forma-
tions lying belgw the Mesaverde, wﬁich is not required to be drilled by the terms of
the Unit Agreement, shall be only in accord with an agreement to be reached by the
parties participating in the drillingof 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 enlarge-
ment 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 interests
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 inure to the benefit of
the Working Interest Owners in the participating area in proportion 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 parti-
cipating area, to the end that the investment within the enlarged participating area,
including the investment in the allocated portion of Field Facilities, shall be paid
for by the affected Working Interest (i»mers 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 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 enlargement 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 character 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 properties and facilities installed in the
wells or used in connection with the operation thereof at a percentage of the original
cost, such percentage to be determined as provided 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 thereon and used in connection therewith, on the basis above set out.
The sum total of all credit shallnbe the investment cost apportionable to the enlarged
participating 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 by any debit for or on account of production taken from wells prior
to the effective date of the enlargement of the participating area.

4., ROYALTY AND OTHER PAYMENTS OUT OF PRODUCTION.

One-eighth (1/8) 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 royalties, 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-eight (1/8) or by overriding royalties, oil payments or other pay-
ments out of production, the required payment in excess of one-eight (1/8) shall be
borne by the owner of the working intc<-est .. burdened. Before receiving its pro-

portionate share of the unitized 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 constituting a burden upon its working interest.

5, RENTALS.

Each Working Interest Owner whose interest is chargeable with rentals,
mininmum royalties 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 payments 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 is hereby authorized and directed to carry out the drilling
program outlined in Section 9 of the Unit Agreement. Subject to obtaining the
necessary approval of State and Federal authorities as therein required, it is
agreed that locations for the required Mesaverde test wells shall be as follows:

Approximate Center SW/4 Section 9 T-30-N R-6-W
Approximate Center SW/4 Section 21 T-30-N R-6-W
Approximate Center SW/4 Section 24 T-30-N R-6-W
Approximate Center SW/4 Section 31 T-30-N R-6-W
Approximate Center NE/4 Section 35 T-30-N R-6-W

Approximate Center SW/4 Section 23 T-30-N R-7-W
Approximate Center SW/4 Section 27 T-30-N R-7-W

Said wells shall be drilled in such sequence as may be determined by the Unit Operator.
Location of the Dakota test well shall be determined by Unit Operator on the basis

of geological data obtained in the drilling of Mesaverde wells on this and adjoining
unit areas prior to the required date for commencement of operations for the drilling
of said Dakota test well.

7. DETERMINATIONS BY MAJORITY VOTE.

In any matter in which the action of the Unit Operator requires the concur-
rence of 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 nonadmitted 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 participating area or
affected Drilling 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 holds 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 constitute
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 question for decision and its recommended course of action. Each such Working
Interest Owner shall within ten (10) days of receipt of such notice advise Unit
Operator in writing of its deci;ipn thereon. Within five (5) days thereafter Unit
Operator 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 presumed 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
majority 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 ($5,000.0Q)
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 property. In the event of such emergency expenditure, Unit Operator

shall, within fifteen (15) days after making such expenditure, give written notice to

the other parties.

b. Make any arrangement for the use of facilities owned by the Working



Interest Cwners in the operation and development outside the unit area or determine
the amount of any charges therefor unless otherwise provided for in this agreement
or in the Unit Agreement.

c. Dispose of any major items of surplus material or equipment 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 or contraction 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.

8. DRILLING OF ADDITIONAL WELLS,

a., 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 appro-
priate 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 parti-
cipating 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. Unit Operator will not drill any well without the mutual consent
of all the parties hereto other than #z provi-led 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
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established hereunder for such formation, or any Working Interest Owner owning
working interest in acreage constituting a spacing unit for wells drilled to any
formation below the Mesaverde desiring 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 proposed 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 of such parties elect to join iu

the drilling of such well, Unit Operator shall, upon obtaining required govermmental
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 producer, 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 wel 1l shall be entitled
to receive the proceeds of production from the well or, if it is capable of producing
in paying quantities, shall be entitled to receive the proceeds of production
allocable to 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%) of the costs Qf 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 payment of royalties to the United States on comparable
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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 amounts which
may be realized from sale or dispostion of the well or equipment thereon, or
required in connection 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 owning the
well., Locations of all wells drilled under this provision 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 OVER WELLS.

If any well drilled under this agreement is a dry hole and the party or
parties owning the well are ready to abandon it but the well can be plugged back
or deepened to a different formation, Unit Operator shall so notify the Working
Interest 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 Pro-
cedure 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 acquiring, deepemning or plugging back, testing and completing the well in the same

manner as provided in Section 8b above; provided, however, that where fifty per cent (50%)
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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 res-
pective 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 contract
basis at the usuval rates prevailing in the field. Any Working Interest Owner or Owners
may bid and contract to use its or their tools and equipment in the drilling of any wells
on the unit area. Unit Operator, if it so desires, may employ its own tools and equipment
in the drilling of wells. In such event, the cost of drilling shall include, but shall
not be limited to, the following charges: (a) all direct material and labor costs, (b)

a proportionate amount of applicable departmental overheads and undistributed field
costs, (c) rental charge on company equipment employed; all such charges to be de;er-
mined in accordance with operator?!s accounting practice, provided that, in no event
shall the total of such charges exceed the prevailing rate in the field and such work
shall be performed by Unit Operator under the same terms and conditions as shall be
customary and usual in the field in contracts of independent 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 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
request, 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 request,
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 its
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 unavoidably

lost. In the event any party hereto shall fail to make the arrangements
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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 prevailing in the
area. Each party hereto shall be entitled to receive directly payment for its pro-
portionate 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 exXtra
expenditure incurred by reason of the taking in kind or separate disposition by any
party hereto of its proportionate share of the production shall be borme 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 equipment 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 goods and other equipment
transferred from Unit Operator's warchouse 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 Cwner 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 propor-
tionate 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 calendar month and the accounts of the parties
adjusted accordingly.

15, OPERATOR'S LIEN.

Unit Operator shall have a lien on the interest of each of 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 deveioping and operating the unitized
lands and to secure the payment by any such party of such party's proportionate
part of any advance estimate of such cost and expense. Unit Opérator shall protect
such party from all other liens arising from the operations hereunder.

16.  INSURANCE.

Unit Operator, during the temm hereof, shall purchase or provide protec-
tion comparable to that afforded under standard form policies of insurance for
workmen?s compensation with statutory limits, employerts liability insurance with
a limit of at least $25,000 and general public liability insurance with limits of
at least $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 hereto 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
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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 30-day period, given
written notice to the party desiring to surrender that they desire an assigmment 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 equip-
ment located thereon, to the party or parties desiring an assignment, Thereupon
such assigning party shall be relieved from all obligations thereafter accruing (but
not theretofore accrucrd) hereunder 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
cormitted to the Unit Agreement bears to the total interest of all parties assignee
in the lands committed to the Unit Agreement.

18. TAXES.

Unit Cperator shall, for the joint account, render for ad valorem tax
purposes the entire working interests in the unit area of all parties hereto and
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 alsc 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 emplovees, the hours of



labor and the compensation for service to be paid any and all such employees
shall be determined by the Unit Operator. Such employees shall be 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 only for its obligations 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, tormadoes, 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 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 prepaid.

23, FAIR EMPLOYMENT PRACTICES.

Unit Operator shall not discriminate against any employee or applicant for
employment because of race, creed, color or national original and an identical

provision shall be incorporated in all subcontracts.
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24, 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 interest 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 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 tems and conditions as may then be agreeable to the Unit Operator.

EXECUTED as of the day and year first above written,

Attest: EL PASO NATURAL GAS COMPANY
”W Uip i
Assistant Secretary Vice President

Bassett Tower

El Paso, Texas
UNIT OPERATOR AND WORKING INTEREST OWNER
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EL PASO NATURAL GAS COMPANY

ATTEST: JAN 1 6 1953 ,
ﬁ\_/ /;M By: v R /i {7 R v B N
Assistant Secretary Vice President

Bassett Tower
El Paso, Texas » /4’/r
PHILLIPS PET UM, COMPANY #%

%Z JAN 2 3 1953
‘ By

Assistant Secretary

ATTEST:

Bartlesville, Oklahoma
ATTEST: FpBa 953

AR/l Bch,,éze{/ o8t

Assistant Setnetary Vice President

SOUTHERN UNION GAS COMPANY

1104 Burt Building
Dallas, Texas
GENERAL AMERICAN OIL COMPANY

ATTEST: s N2
2 . By: ééiaﬁr~p*pﬂn\, Céj/V717AV90\/\\

Vice President

1404 Republic Bank Building o2-— .3..5 2
Dallas, Texas
DELHI OIL CORPORATION

ATTEST: . y.
/%/Z[&ﬂm /M&/Lup /W/ e

Assistant retary Vice President

Corrigan Tower ) -JZ-A:§:3

Dallas, Texas

SLICK - MOORMAN OIL COMPANY

MAR 13 1953

2000 Milam Building
San Antonio 5, Texas
BEAVER LODGE OIL CORPORATION

ATTEST: ; ’
(7 Q A\f/‘/\@v‘w By: ,:'/ ﬂ' W
“ Assistant Secretary Vice President
R—L-53
310 Mercantile Commerce Building
Dallas 1, Texas STANOLIND OIL AND GAS COMPANY
. , ARPROYED
ATTEST: /- J Nog 1953 — > y, /us\z
L * X ;{ E /( ‘C%
AXC - By: : r | J g : |
Secretary Vic® President ,
S:A"JOLII\D OIL AND GAS COMPANY -

Address: ['23T OFFICE BOX 591

T ~2 ™ /M1 ALIZAARAA




g JAN 3 01953 ROCK HILL OIL CO,

@y AL Mt

6Z442f Qi;%ﬁ%b 1 T Ve leA‘qV
Address:: v OCK HILL OIL COMPANY

321 WEST DOUGLAS  WOOD RIVER CIL & REFINING CO., INC.

st UAN3 Q1953  WICHITA, KANSAS

" YOOD_RIVER OIL %Efiﬁlﬁ%
resss

WICHITA, KANSAS

Witness:

Address:

AZTEC OIL & GAS COMPANY

(sl FEB'9 1953

21370 lonben B @ < Ty
Azu-:c O & Gas COMPANY‘S Zeretary Vice [residen
——__—'B'Uﬂ'm

" DaLLas, TExas

Address:

SINCLAIR OIL & GAS COMPANY
FEB 19 1953 BY orraneyl] ;

Witness:

‘TTES!’ V ) Vice ;-’-re--id-;nmtmn
i o
Z e 2
Add . Secretary
AR &7, [doe, Pl
Witness:
Address: i
© WESTFAN HYDROCAZION COMPANY
)
véwiﬁi‘f MAR 11 1353

£ &
Z’ S/ O

55i571r7z
WESTPAN HYDROC ﬁ cO
Address: /8 2K, 7[\ (el Jalli2

Witness:

Address:

WORKING INTEREST OWNERS



Witness:

Address::

Witness:

Address:

Witness:

Address:

Witness:

Address:

Witness:

Address:

Witness:

Address:

Witness:

Address:

Witness:

Address:

WORKING INTEREST OWNERS



STATE OFJ Ao )
(
COUNTY OF /M )

/?7 On thlS ; day of €3%24uuhzvu7 , 195 S, before me appeared

__57/to me personally known, who, being by me
duly sworng d1d say that he is”the %4&C€ President of  EL PASO NATURAL GAS GUMPAN

and that the seal affixed to said instrument is the corporate

seal of said corporatlon, and that said instrument was signed and sealed in behalf
of said gorpopatic by authority of its board of directors, and said
</é/ oL A L 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
the day and year in this certificate first above written.

My commisgion expiges:
MNotary Public, In ard for EI Paso Courty, Tauns — M/ c, R iLE
My commission expires June 1, 1953 Notary Public in mWr

County s State of

STATE OF Uk la homa_ )
' (
COUNTY OF Wa s b 1ng fon )
On this 23d_ day of _Jahua ry , 1953 before me appeared
o . NS o , to me personally nowng who, peing by me
duly sworn. did say that he is the y /¢y President of Ebl I, E,s e frojeum
_Ceom Faa¥ and that the seal affixed to said instrument 1s 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 [ RS
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
the day and year in this certificate first above written,

My commission expires: } ?77 e
e e thon B G
(TR0 Laphes Dacerhar 20 1na Notary Pubilc in and for Mu. /..

County, State of C}’KLAuwA.

\//

STATE OF O/{//aéom;) ) )
COUNTY OF /o /5 & )
On this 3¢ % day of ] BN ALY , 195 3 ., before me appeared
J. £ Ra g5 , to mie personally known, who, being by me

duly sworn, did say that he is the _¥j President of _ STANOLIND QIl AND GAS COMPANY

and that the seal affixed to said 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

el £E. Hovse 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
the day and year in this certificate first above written.

My commission expires: . e (] Q
My Commission Expi &r 4, 195 LV S
y S pires October 4, 1955 Notary Public in and for 77, /¢ A
County, State of Okla ho P




L '
STATE OF A Zccwes o/

)
7 i (
COUNTY OF ‘7’”“/4 )
On this 27 day of A7t g , 195 2, before me appeared
2.2 . ., tose personally known, who, being by me
;2 e rd (L

duly sworn, did say that ég is the 4 ¢ £.¢ President of

” and thAt the seal affixed to said instrument is the corporate
seal of ﬁld cor?atlon, and that said instrument was signed and sealed in behalf
of 3?};01” oratio by authority of its board of directors, and said

4,4 acknowledged said instrument to be the free act and deed of

said corporatlon..

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

My commission expires: % >77 %
My Commission Expires Feb. 7, 1 o Z

Notary Public in and for >&i i 4 .
County, State of fl,..

STATE OF 7'/4( £ 2P 2 ()\
/ ! ’
COUNTY OF »£2 o 4 ]

Orbthis < Fz j{y of Q/Muz Aty 195 ;)_r before me appeared
“ , // , to me pérsonally known, who, being by me
duly sworn, did say that he is the /¢ € p President of
0:7% and that the seal affixed to said instrument is the corporate
seal of said corporation, and that said instrument was signed and sealed in behalf
of s rporation by,authority of its board of directors, and said
ﬁ ﬁ '7‘9 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
the day and year in this certlflcate first above written,

My commission expires:. %A/ >% Z é /

Commi: xpires Peb. 7, 1955
My ssion E ¢ Notary Public in and for Seﬂf Vil ke
County, State of Aznsis

STATE OF  \ enas

)
(
COUNTY OF Vollay, )

On this day of __M% , 1952 , before me appeared
e . < me personall known, who, being by me
duly sworn, did say that he is the \ oo President of 5;\&,, Q,S ¢ ﬁﬁn:s:Lmn
and that the seal affixed to said 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 S
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
the day and year in this certificate first above written.

My commission expires: W

Notary Public in and for
County, State of

N R. L. CALDWELL
otary Public Dallas County, Texas
My Commissiou Expires June 1, 1958



STATE OF  olidee )
( )
countY oF  AF stk )

On this 3 _ day of a/bé‘ s 1956 ;, before me appeared
GORDON SIMPSON , to me personally known, who, belng by me
duly sworn, did say that he is the //c_cPresident of GENERAL AMERICAN OIL CONPANY OF TEXAS
and that the seal affixed to said 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
FIRDON ranac 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
the day and year in this certificate first above written.

My commission expires: @/‘e
—_— ;5 ;¢L4‘1 <::}ZL?\I
b-—r5 3 Notary Publfc incand for
County, State of

MARY JANE RICE, Notary Publie
Pallas County, Texan

STATE OF

)
(
COUNTY OF )

/, On this é d’/ day of j(,/,,u,/g/a/ s, 195 2’ before me appeared

AL, L) / 1 4L , £0 me personally known9 who, belng by me

d}ll}’ sworn, did say that he is the j .,¢ President of é L AL CA z} )

4 / and that the seal affixed to said instrument is the cb’rporate

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 %, .. Z¢
Ll iy 2T 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
the day and year in this certificate first above written,

My commission expires:

ZS Lbs MLL JS e daltl
4 -/ 53 Notary Public in and for A;d,é{/x/i
County, State of u,églﬂ/i

MARY JANEC MARSHALL

STATE OF e fa—a )
- (
COUNTY OF 4S5 @ la o )

On this 7 Ch ___day of e A 195 5 , before me appeared
Ll e T , to me personally known, who, being by me
daly sworn, did say that he is the ... . President of AcoIban o o o e g
_(ig\w@w, and that the seal affixed to said instrument is the corporate
seal of said cofporation, and that said instrument was signed and sealed in behalf
of said cown by authority of its board of directors, and said
o acknowledged said instrument to be the free act and deed of

‘\,— | e v
sadid corporation.

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

My commission expires: A\L
¥otary Public in and for N

County, State of

AN B l-ANGRAN

My con. gy o 3:}‘* ~~~~~ 1aty, Texag
cErbdes June 1 39 &R



STATE OF Db a— %
COUNTY OF (5= QLa o~ )

On this 9 2% day of > o ) , 195 = before me appeared
S O O : ; to me personally known, who, being by me
duly sworn, did say that he is the u.. o President of O Ao ., . 0 '@ba/e’

and that the seal affixed to said instrument is the corporate
seal of ‘sdid corperation, and that said instrument was signed and sealed in behalf
of said corporation by authority of its board of directors, and said

V- . acknowledged said instrument to be the free act and deed of
sdid corporation.

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

My commission expires: X
Notary Public in an§ for <;

NAO:
County, State of Notary P::ns;pb' LANGRAN

My Commission exp

»:;Eias County, Texas
e June i, 19

STATE OF (OACEla A orrem z
COUNTY OW )

On thjs U day of % , 195 , before me appeared
/ﬁn élm% e ;s to me perfonally known, who, being by m
duly sworn, did say that he is the _J//¢Z Presidént of é/ﬂ/c' 2ry O, v Zt}
O M N and that the seal affixed to said instrument is the corporate
seal ;f sai’ corporation, and that said instrument was signed and sealed in behalf
of said corporation by authority of its board of directors, and said L. QT
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
the day and year in this certificate first above written,

My commission expires:

MY COMMISSION EXPIRES _/ Wlf’
AUGLS] 22, 1956 Notary Public in g#d #or 7u/s4

County, State of Ck/zthcina

STATE OF . 2
COUNTY OF /ﬂ LZlee

/ Og t?z 4/ L day of %M , 1952, before me appeared

s to me personally known, who, being by me
duly sworn, did éay that he is the _ —  President of WESTPAN HYDROCARBON COMPANY

and that the seal affixed to said instrument is the corporate
seal of said corporation, and that said instrument was signed and sealed in behalf

of said ration by authority of its board of directors, and said
/Z.“1 %ﬁ_ acknowledged said instrument to be the free act and deed of
said corporafion.

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

My comhission expires: ,(,/%
\M/, /7./:5 Notary Public in and for <A<78.
(// County, State of 7_;4__(




STATE OF )
(
COUNTY OF )
On this day of , 1958 , before me appeared
, to me personally known, who, being by me
duly sworn, did say that he is the President of

and that the seal affixed to said 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
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
the day and year in this certificate first above written,

My commission expires:

Notary Public in and for
County, State of

STATE OF )

(

COUNTY OF )
On this day of , 195 ; before me appeared

, to me personally known, who, being by me
duly sworn, did say that he is the President of
‘ and that the seal affixed to said 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
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
the day and year in this certificate first above written,

My commission expires:

Notary Public in and for
County, State of

STATE OF )
(
COUNTY OF )
On this ___day of , 195 , before me appeared
, to me personally known, who, being by me
duly sworn_, did say that he is the President of

and that the seal affixed to said 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
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
the day and year in this certificate first above written,

My commission expires:

Notary Public in and for
County, State of




STATE OF ,
(

COUNTY OF )

On this day of , 19 , before me personally appeared

, one of the partners of

, to me known to be the person described in and who executed the

foregoing instrument, and acknowledged that he executed the same as his free act and

deed and in the capacity therein stated.

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

My commission expires:

Notary Public, County of

State of
STATE CF )
COUNTY OF §
On this __ day of , 19 , before me personally appeared

, one of the partners of
, to me known to be the person described in and who executed the
foregoing instrument, and acknowledged that he executed the same as his free act and
deed and in the capacity therein stated.

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

My commission expires:

Notary Public, County of

State of
STATE GF )
COUNTY CF §
Cn this _____ day of , 19 , before me personally appeared

, one of the partners of
s to me known to be the person described in and who executed the
foregoing instrument, and acknowledged that he executed the same as his free act and
deed and in the capacity therein stated.

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

My commission expires:

Notary Public, County of
State of

STATE CF (W
COUNTY OF z(/%/‘/

é' On this g ,day of . ;;/CiAL{AZ( , 19 4{;5 before me personally appeared
Dl /;4L,//, one of the partners of § - ANY
s to me known to be the person described in and who execute e

foregoing instrument, and acknowledged that he executed the same as his free act and
deed and in the capacity therein stated.

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

My commission expires: \/Z// / ‘/
47— J 3 Notary Pul}}\//{/ Coun}zyé’ —
State of “,_H; [T

Notary Piblic Dexar County, Texas




STATE OF )

(

COUNTY OF )
On this day of , 19 , before me
appeared and
his wife, to me known to be the persons described in and who executed the fore-

going instrument, and acknowledged to me they executed the same as their free act
and deed.

My commission expires:

Notary Public in and for
County, State of

STATE OF

e N

COUNTY OF

On this day of , 19 , before me
appeared and

his wife, to me known to be the persons described in and who executed the fore-
going instrument, and acknowledged to me they executed the same as their free act
and deed.

My commission expires:

Notary Public in and for
County, State of

STATE OF )
(
CCUNTY OF )
On this day of , 19 , before me
appeared and

his wife, to me known to be the persons described in and who executed the fore-
going instrument, and acknowledged to me they executed the same as their free act
and deed.

My commission expires:

Notary Public in and for
County, State of

STATE OF )
(
CCUNTY OF )
On this day of , 19 s before me
appeared and

his wife, to me known to be the persons described in and who executed the fore-
going instrument, and acknowledged to me they executed the same as their free act
and deed.

My commission expires:

Notary Public in and for
County, State of




STATE OF )

(

COUNTY OF )
On this day of , 19 , before me
appeared and
his wife, to me known to be the persons described in and who executed the fore-

going instrument, and acknowledged to me they executed the same as their free act
and deed.

My commission expires:

Notary Public in and for
County, State of

STATE OF )
(
COUNTY OF )

On this day of , 19 , before me
appeared and

his wife, to me known to be the persons described in and who executed the fore-
going instrument, and acknowledged to me they executed the same as their free act
and deed.

My commission expires:

Notary Public in and for
County, State of

STATE OF )
(
COUNTY OF )
On this day of , 19 , before me
appeared and

his wife, to me known to be the persons described in and who executed the fore-
going instrument, and acknowledged to me they executed the same as their free act
and deed.

My commission expires:

Notary Public in and for
County, State of

STATE OF )
(
COUNTY OF )
On this day of , 19 o before me
appeared and

his wife, to me known to be the persons described in and who executed the fore-
going instrument, and acknowledged to me they executed the same as their free act
and deed.

My commission expires:

Notary Public in and for
County, State of
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Attached to and made_g art of __ Unit Operating Agreement
San Jusn 30-6 Unit Areas. Dated 1953

ACCOUNTING PROCEDURE

(UNIT AND JOINT LEASE OPERATIONS)

I. GENERAL PROVISIONS

1. 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.

2. Statements and Billings

Operator shall bill Non-Operator on or before the last day of each month for its proportionate share of costs and

expenditures during the preceding month. Such bills will be accompanied by statements, reflecting the total

costs and charges as set forth under Sub-Paragraph .. C.__.. 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.

3. 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.

4. Audits

Payment 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 adjustmeént 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 months 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
physical 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:

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

2. Labor, Transportatien,-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.

3. 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.

4. 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 greater than the distance from the nearest reliable supply store or railway receiving point where
such material is available, except by special agreement with Non-Operator,
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Moving Surplus Material from Joint Property

Moving surplus material from the joint property to outside vendees, if sold f.o.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 Operator, 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 charzed to the joint account.

al L. . -~ -

11. District and Camp Expense
District and camp expense which shall be in lieu of 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 operat-
ing a district office and all necessary camps, including housing facilities
for employees if necessary, in conducting the operations on the joint pro-
perty and other leases owned and operated by Operator in the same locality;
and Operator shall have the right to assess against the joint property
covered hereby the following charges:
A. $175.00 per month per 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, $25.00 per well per month for the first five (5) producing wells.
C. $20.00 per well per month for the second five (5) producing wells.,
D, $15.00 per well per month for all producing wells over ten (10).
E, Status of wells shall be determined in accordance with provisions

of Item 12 E of this Exhibit.

(4) Wells being plugged back or drilled deeper shall be included in overhead schedile the samie 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.

(8) Salt water disposal wells shall not be included in overhead schedule.
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F. The above overhead schedule on producing welis 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 between Operator
and Non-Operator if, in practice, they are found to be insufficient or excessive.

Warehouse Handling Charges None

14,

3.

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. o. b. the
nearest reputable supply store or railway receiving point, where such material is available, at current
replacement cost of the same kind of material. This 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. 0. 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.

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 Jdefective 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.

. 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 jeint 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 Qutsiders

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
1009 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 759 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 75% 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
chall bhe renrecented and shall be soverned bv the inventorv <o taken



