
1. 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. 

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

3. 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 w i l l thereupon be charged individually with the value of the 
material received or receivable by each party and corresponding credits w i l l be made by the Operator to the 
joint account, and such credits shall appear in the monthly statement of operations. 

4. Sales to Outsiders 
Sales to outsiders of material f rom 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, i f 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: 

1. New Price Defined 
New price as used in the following paragraphs shall have the same meaning and application as that used 
above in Section I I I , "Basis of Charges to Joint Account." 

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

3. Good Used Material 
Good used material (Condition "B" ) , being used material in sound and serviceable condition, suitable for reuse 
without reconditioning, 
A. At 75% of current new price if material was charged to joint account ss new, or 
B. At 75% of current new price less depreciation consistent wi th 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. 

4. Other Used Material 
Used Material (Condition "C"), being used material which 
A. After reconditioning w i l l 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 50% of current new price. 

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

6. Junk 
Junk (Condition "E") , being obsolete and scrap material, at prevailing prices. 

7. 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 w i l l leave a 
net charge to the joint account consistent wi th the value of the service rendered. 

V I . INVENTORIES 

1. 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. 

2. 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. 

3. 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. 

4. Reconciliation of Inventory 
Reconciliation of inventory wi th 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. 

5. Adjustment of Inventory 
Inventory adjustments shall be made by Operator w i t h 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. 

6. 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 i t 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. I n such cases both the seller and the purchaser 
shall be represented and shall be governed by the inventory so taken. 
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t&m 601 ?u°LV»roVu^oc-0. EXHIBIT " A" Model Form-?Aso-1949-1 

Attached to and made a part of „ . , . . l t o i J : _ O p e x a ^ t J j i g „ - A f j r g ^ m e n t 

San Juan 32-9 Unit Area, Dated February 10, 1953. 

ACCOUNTING PROCEDURE 
(UNIT AND JOINT L E A S E OPERATIONS) 

I. G E N E R A L 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 b i l l 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 w i l l be accompanied by statements, reflecting the total 
costs and charges as set forth under Sub-Paragraph C____ below: 
A. Statement in detail of al l 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 wi th in fifteen (15) days after receipt thereof. I f payment 
is not made within such time, the unpaid balance shall bear interest at the rate of six per cent (6%) per annum 
unti l paid. 

4. Audits 
Payment of any such bills shall not prejudice the right of Non-Operator to protest or question the correctness 
thereof. A l l statements rendered to Non-Operator by Operator during any calendar year shall be conclusively 
presumed to be true and correct after eighteen months following the close of any such calendar year, unless 
within said eighteen months period Non-Operator takes written exception thereto and makes claim on Operator 
for adjustment. Failure on the part of Non-Operator to make claim on Operator for adjustment within such 
period shall establish the correctness thereof and preclude the f i l ing of exceptions thereto or the making of 
claims for adjustment thereon. A Non-Operator, upon notice in writ ing 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 V I . Inventories, hereof. 

I I . 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, Transportation, and Services 
Labor, transportation, and other services necessary for the development, maintenance, and operation of the joint 
property. Labor shall include (A) Operator's cost of vacation, sickness and disability benefits of employees, and 
expenditures or contributions imposed or assessed by governmental authority applicable to such labor, and 
(B) Operator's current cost of established plans for employees' group life insurance, hospitalization, pension, 
retirement, stock purchase, thr i f t , 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 wi th 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 f rom 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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UNIT OPERATING AGREEMENT 
SAN JUAN 32T9 UNIT AREA 

THIS AGREEMENT, made and entered into this _____ day of 

1953, by and among El Paso Natural Gas Company, a Delaware corporation, hereinafter 

sometimes referred to as "Unit Operator", and such other parties owning working 

interests subject to the Unit Agreement for the Development and Operation of the San 

Juan 32-9 Unit Area as may execute this agreement, hereinafter sometimes called 

"Nonoperators", a l l parties being sometimes referred to as "Working Interest Owners", 

W I T N E S S E T H : 

WHEREAS, the parties hereto are also parties to that certain Unit Agreement 

for the Development and Operation of the San Juan 32-9 Unit Area, County of San 

Juan, State of New Mexico, hereinafter called the "Unit Agreement" embracing the 

following described land: 

New Mexico Principal Meridian; 

Township 31 North, Range 9 West Township 32 North, Range 9 West 
Sections 2 through 10, A l l Sections 7 through 36, A l l 
Sections 15 through 18, A l l 

Township 32 North, Range 10 West 
Township 31 North, Range 10 West Sections 11 through 14, A l l 
Sections 1 and 2, A l l Sections 23 through 26, A l l 
Sections 11 through 14, A l l Sections 35 and 36, A l l 

Containing 34,654.41 acres, more or less 

WHEREAS, the parties hereto, i n 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 arrangements; 

NOW, THEREFORE, premises considered, the parties hereto mutually agree thats 

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 i n 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 a l l other parties hereto 

that i t s ownership of o i l , gas and mineral interests i n the unit area is correctly 

stated i n the schedule attached as Exhibit B to the Unit Agreement* In the event 



such representation of any party is erroneous or the t i t l e of any party hereto f a i l s , 

i n whole or i n part s the interests of the parties hereunder shall be accordingly 

adjusted to the end that no party shall be credited with interests that i t does not 

own. Parties contributing acreage tc the unit and receiving credit hereunder 

therefor shall, subject to the provisions of Section 2c belows bear the entire loss 

occasioned by any failure of t i t l e or defect i n their t i t l e or encumbrance thereon 

and shall save the other parties hereto harmless from any obligation or l i a b i l i t y 

on account thereof. A l l t i t l e curative expense and a l l costs and expenses incurred 

i n defending or establishing t i t l e to any interest i n the unitized substances 

shall be borne by the party or parties hereto who claim such interest, 

b. Within fifteen (15) days following i t s execution of this agreement, 

each Working Interest Owner shall furnish to the Unit Operator copies of i t s leases, 

operating agreements or other documents upon which i t relies as establishing i t s 

ownership of working interests, together with copies of i t s rental receipts or 

other evidence satisfactory to establish that such leases, agreements and/or other 

documents remain i n f u l l force and effect. I t shall also furnish any t i t l e data 

i n i t s possession relating to i t s working interest ownership, including the t i t l e 

opinion of i t s attorney and any curative instruments acquired i n relation thereto. 

Where outstanding t i t l e requirements have not been satisfied, the Working Interest 

Owner whose t i t l e is affected shall proceed to satisfy such t i t l e requirements with 

due diligence and furnish proof of the satisfaction thereof to the Unit Operator, 

c. As a prerequisite to the d r i l l i n g of any well hereunder, Unit 

Operator shall obtain a t i t l e opinion by a competent attorney or attorneys selected 

by i t , based upon examination of complete abstract of t i t l e certified to date and/or 

the o f f i c i a l county and/or state or federal records as well as examination of the 

material submitted pursuant to Section 2b. above, approving t i t l e for d r i l l i n g 

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 bel ow the Mesaverde) upon which the well 

is to be located} provided, however, that Unit Operator shall not be required to 

re-examine t i t l e to any Drilling Block or spacing unit for the d r i l l i n g of any 

second or subsequent well thereon. Ths paity or parties owning working interests 

i n such Drilling Block or spacing unit shall furnish such abstracts promptly as 



required and shall satisfy t i t l e requirements made by the examining attorney, at such 

party's or parties' sole expense, without delay i n order that the d r i l l i n g obligation 

stated i n the Unit Agreement shall be timely performed. Costs of t i t l e examination 

shall be charged as a part of the cost of d r i l l i n g the well. Approving opinion of 

t i t l e as a prerequisite of d r i l l i n g 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 i n obtaining the d r i l l i n g of a well may post a bond in form satis­

factory to the Unit Operator i n an amount equal to one and one-half times the estimated 

cost of the proposed well, conditioned to protect a l l parties hereto against any loss 

of their investment in the well by reason of t i t l e failure, whereupon the require­

ment herein for an approving opinion of t i t l e w i l l be waived. I f t i t l e subsequently 

f a i l s to any tract or tracts, the t i t l e to which has been cleared for d r i l l i n g under 

this section, the Working Interest Owner thereof shall bear the entire loss i n part i ­

cipation i n unitized substances produced after such t i t l e failure which would be 

attributable to the leasehold estate or working interest i n such tract under the 

terras of this agreement, but shall not be obligated to save any parties hereto 

harmless 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, a l l costs, expenses and 

l i a b i l i t i e s accruing or resulting from exploration, development, operation and 

maintenance of the unitized land shall be borne, and a l l 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 i n the development and operation of any 

Drill i n g Block (as defined i n Section 11 of the Unit Agreement) prior to i t s admission 

into a participating area shall be borne and shared i n the proportion that the acreage 

owned by each of such Working Interest Owners owning working interests i n the Drilling 

Block bears to the tot a l of working interests owned by a l l such Working Interest 

Owners owning working interests i n the Dr i l l i n g 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 i n such participating area in the 



same proportion that the interest owned by each bears to the total of interests 

owned by a l l such Working Interest Owners in said participating area. Except for 

the adjustment i n 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 Drill i n g Block into the participating area, but upon such admission 

a l l equipment used for the operations of the participating area shall thenceforth 

be owned by the Working Interest Owners in the enlarged participating area i n 

the same proportions as provided herein for their sharing of costs and benefits. 

Notwithstanding the foregoing, however, when any Drill i n g Block is admitted to 

the participating area prior to the completion thereon of a well capable of 

producing unitized substances i n 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 d r i l l a well thereon to the horizon from 

which production is being secured i n the participating area, and a l l costs of 

d r i l l i n g , completing, testing and equipping such well to produce shall be 

charged to and borne by such Working Interest Owners owning working interests 

in such D r i l l i n g Block i n the proportions which the interests of each bear to 

the aggregate of a l l the interests of a l l such Working Interest Owners within 

said Drilling Block. Any such well shall be owned and operated for the benefit 

of parties owning interests i n 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 a l l such Working Interest Owners in the enlarged participating 

area so that the cost of Field Facilities allocable to the enlarged participating 

area shall be borne by such Working Interest Owners in proportion to their 

participation i n 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 d r i l l i n g of additional wells so that each 

participating area shall bear such costs and own such Field Facilities i n 

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

uDon their completion, shall have been capable of nroducine 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 *ield 

Facilities. Costs of a l l road construction required for the drilling of the seven 

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, i f any Working Interest Owner shall have started any well but i t 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, i f dry, to plug 

and abandon i t or, i f a producer, to test, complete and equip i t to produce and then 

turn i t over to the Unit Operator for operation hereunder. Adjustment for any such 

well or wella s h a l l he onlv aa hereinabove rtrovided-



b. The cost of d r i l l i n g , equipping and completing any i n i t i a l test 

well projected to a depth below the base of Mesaverde formation, which is not required 

to be dri l l e d by the terms of the Unit Agreement, and the cost of plugging and 

abandoning same i f a dry hole shall be paid by a l l of such Working Interest Owners each 

in the proportion that i t s ownership of working interests on an acreage basis within the 

unit area bears to the total of a l l 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 d r i l l i n g , equipping and completing, 

or plugging and abandoning any i n i t i a l test well projected to a depth below the base of 

the Mesaverde formation, and such costs shall be paid by a l l of such Working Interest 

Owners i n the proportion provided by such agreement„ Costs of d r i l l i n g the second or any 

subsequent test well to formations lying below the Mesaverde, which is not required to be 

drilled by the terms of the Unit Agreement, shall be only in accord with an agreement to 

be reached by the parties participating i n the d r i l l i n g of such second or additional test 

wells. In the event any such test well so dri l l e d shall encounter unitized substances in 

paying quantities so as to jus t i f y 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 

d r i l l i n g , 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 d r i l l i n g , 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 i n the enlarged par t i ­

cipating area, to the end that the investment within the enlarged participating area, 

including the investment in the allocated portion of Field Facilites, shall be paid 

for by the affected Working Interest Owners in the enlarged participating area in 

proportion to the interests of each therein and in proportion to their shares in the 



costs of operation and revenue to 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 i t s enlargement shall receive credit for the intangible 

cost of d r i l l i n g , completing and equipping for production a l l 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 d r i l l i n g , completing and 

equipping for production wells of like character and depth in the f i e l d in a good 

and workmanlike manner at the time when said wells were dri l l e d . Credit shall also 

be given for the casing and other tangible properties and f a c i l i t i e s installed in the 

wells or used i n connection with the operation thereof at a percentage of the original 

cost, such percentage to be determined as provided i n 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 d r i l l i n g , completing and equipping any wells on their respective 

lands so admitted, together with the value of the tangible equipment, f a c i l i t i e s and 

structures located thereon and used in connection therewith, on the basis above set out. 

The sum total of a l l credit shall be 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 be 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 a l l 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 pay­

ment 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-eighth (1/8) or by overriding royalties, o i l payments or other pay­

ments out of production, the required payment in excess of one-eighth (1/8) shall be 

borne by the owner of the working interest so burdened. Before receiving i t s 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 i t s working interest. 

5. RENTALS 

Each Working Interest Owner whose interest is chargeable with rentals, 

minimum royalties in excess of the royalties on actual production, or other 

payments in the nature of rentals required to maintain i t s working interest rights, 

shall properly pay such rentals, minimum royalties or other paymentSo The inadvertent 

failure of any party to properly make such payments shall not subject such party to 

l i a b i l i t i e s hereunder except to the extent hereinabove provided in the event of 

loss of title o 

60 TEST WELLS „ 

Unit Operator is hereby authorized and directed to carry out the d r i l l i n g 

program outlined in Section 9 of the Unit Agreement, Subject to obtaining the 

necessary approval of State and Federal authorities as therein required, i t is 

agreed that locations for the required test wells shall be as follows? 

Approximate Center NE/4 Section 14, T-32-N, R-9-W 
Approximate Center NE/4 Section 20, T-32-N, R-9-W 
Approximate Center SW/4 Section 32, T-32-Na R-9-W 
Approximate Center NE/4 Section 34, T-32-N, R-9-W 
Approximate Center NE/4 Section 15, T-31-N, R-9-W 
Approximate Center NE/4 Section 14, T-31-N, R-10-W 
Approximate Center SW/4 Section 25, T_32-N, R-10-W 

Said wells shall be drilled in such sequence as may be determined by the Unit Operator, 

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 w i l l be 

governed by the decision of the owners of a majority of the working interest in the 

participating area., or the nonadmitted Dr i l l i n g ^lock, 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 

Dr i l l i n g Block bears to the tot a l acreage interest in the participating area or 

affected D r i l l i n g Block. Matters affecting the unit area as a whole shall be 

determined in accordance with the proportionate acreage interest as above define in 



the entire unit area. In any ease 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 i t is necessary to poll the working interest parties 

hereto, Unit Operator shall notify a l l 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 decision 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, i t shall 

be conclusively presumed that its decision is in accord with the course of action 

originally recommended by Unit Operator, except that, i f 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, i t 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 ($5,000.00) 

other than normal operating expenses, except in connection with a well, the drilling 

of which has been previously authorized by or pursuant to this agreement; provided, 

however, that nothing in this paragraph shall be deemed to prevent Unit Operator 

from making an expenditure in excess of said amount i f such expenditure becomes 

necessary because of a sudden emergency which may otherwise cause loss of li f e 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 

_ Q _ 



Interest Owners 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. 

do 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, a l l other wells which Unit 

Operator is required to d r i l l under the terms of the Unit Agreement or to cosply 

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 d r i l l 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 dril l any well without the mutual consent 

of a l l the parties hereto other than as provided in Subsection "a" of this 

Section 8, except as hereinafter provided. Any Working Interest Owner owning a part 

of the working interests in a Drilling Block desiring that a well be drilled thereon 

to the Mesaverde or any shallower formation outside of the participating area 



established hereunder for such formation, or any Working Interest Owner owning 

working interest i n acreage constituting a spacing unit for wells dr i l l e d to any 

formation below the Mesaverde desiring that a well be dri l l e d 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 t h i r t y (30) days of receipt of the aforesaid notice, elect as to 

whether such party desires to join i n the d r i l l i n g of such well. Failure to 

respond within said t h i r t y (30) days shall be deemed an election not to join in the 

d r i l l i n g of the proposed well. I f a l l of said parties elect to join, the well 

shall be dri l l e d for the account of a l l such parties i n accord with the preceding 

provisions of this agreement. I f less than a l l of such parties elect to join i u 

the d r i l l i n g of such well, Unit Operator shall, upon obtaining required governmental 

approvals, proceed with due diligence to d r i l l such well at the sole cost and risk 

of the party or parties electing to share i n the costs thereof, hereinafter called 

the " d r i l l i n g parties". In the event any such well is a dry hole (and is not taken 

over for plug back or deepening), i t shall be plugged and abandoned at the sole cost 

of the d r i l l i n g parties. In the event such well is a producer, i t shall be tested, 

completed and equipped to produce by the Unit Operator at the sole cost of the 

d r i l l i n g parties, and such d r i l l i n g parties each i n proportion to i t s contribution 

to the cost of d r i l l i n g , testing, completing and equipping the well shall be entitled 

to receive the proceeds of production from the well or, i f i t i s 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 a l l royalties, overriding royalties, production 

payments and one hundred per cent (100$) of the operating expenses attributable 

thereto, u n t i l said d r i l l i n g parties shall have received therefrom one hundred f i f t y 

per cent (150$) of the costs of d r i l l i n g , testing, completing and equipping said 

well to produce. For the purposes of this section, where a party takes i n 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 coraDarable 



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, 

i f any, to be divided as provided in Section 3 above among the parties owning the 

well. Locations of a l l 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 i t 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 i t , as the case may be, and to 

conplete i t 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 a l l , of the affected working interest parties elects to take 

the well over, then Unit Operator shall take i t 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, deepening 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$) 



of the affected Working Interest Owners elect to take the well over for use in satisfying 

the obligation to d r i l l a test well hereunder, the well shall be drilled for the account 

of a l l 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 usual 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, i f i t 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) a l l direct material and labor costs, (b) 

a proportionate amount of applicable departmental overheads and undistributed field 

costs, (c) rental charge on company equipment employed; a l l such charges to be deter­

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 a l l reasonable times to inspect and observe operations of every kind and character 

thereon. Each party hereto shall have access at a l l reasonable times to any and a l l 

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 a l l 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 f a i l to make the arrangements 



necessary to take i n kind or separately dispose of i t s proportionate share of the 

unitized substances,. Unit Operator shall have the right for the time being and subject 

to revocation at w i l l 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 i n the 

area. Each party hereto shall be entitled to receive directly payment for i t s pro­

portionate share of the proceeds from the sale of unitized substances produced, saved 

and sold from the unit area, and on a l l purchases or sales each party shall execute 

any division order or contract of sale pertaining to i t s interest. Any extra 

expenditure incurred by reason of the taking i n kind or separate disposition by any 

party hereto of i t s proportionate share of the production shall be borne by such 

party. 

13. PIPE AND OTHER TUBULAR GOODS. 

Notwithstanding any limitations of the Accounting Procedure, Exhibit A, 

during such times as tubular goods and other 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 a l l tubular goods and other equipment 

transferred from Unit Operator's warehouse or other stocks to the unit area for use 

on a particular participating area or Dri l l i n g Block, as the case may be, with such 

costs and expenses as may have been incurred i n purchasing, shopping, and moving the 

required tubular goods and other equipment to the unit area; provided, however, 

that each affected Working Interest Owner shall be given the opportunity, in lieu 

of bearing i t s proportionate part of such costs, of furnishing i n kind or in tonnage, 

as the parties may agree, i t s share of such tubular goods and other equipment required. 

14. ADVANCES. 

Each of the parties hereto shall promptly pay and discharge i t s propor­

tionate part of a l l cost and expense on the basis set forth in the Accounting 

Procedure attached as Exhibit A. Unit Operator, at i t s 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 f i r s t 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 

_ i d _ 



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 f a i l 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 

u n t i l 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 developing 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 Operator shall protect 

such party from a l l other liens arising from the operations hereunder. 

16. INSURANCE. 

Unit Operator, during the term hereof, shall purchase or provide protec­

tion comparable to that afforded under standard form policies of insurance for 

workmen's compensation with statutory l i m i t s , employer's l i a b i l i t y insurance with 

a l i m i t of at least $25,000 and general public l i a b i l i t y 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. A l l 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 i t s 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 o i l 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, 

i t shall notify a l l other parties hereto i n writing. Within t h i r t y (30) days 

following receipt of such notice by the other parties hereto, the party desiring 

to surrender such working interests insofar as thev affect such land mav nroceed 



to surrender the same i f 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 assignment of 

said working interests insofar as they cover said land. In such event the party 

desiring to surrender shall assign, without express or implied warranty of t i t l e , and 

subject to existing covenants, contracts and reservations, a l l i t s 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 a l l obligations thereafter accruing (but 

not theretofore accrued) hereunder with respect to the interest assigned. From and 

after the making of such assignment, the assigning party shall have no further 

interest i n the property assigned but shall be entitled to receive from the 

assignees payment for i t s interest therein i n an amount equal to the salvage value 

of any salvable material located on said land. I f such assignment shall run i n 

favor of more than one party hereto, the interest covered shall be shared by such 

parties i n the proportions that the interest of each party assignee in the lands 

cormitted to the Unit Agreement bears to the to t a l interest of a l l parties assignee 

in the Lands committed to the Unit Agreement. 

18. TAXES. 

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

purposes the entire working interests i n the unit area of a l l parties hereto and 

a l l personal property used in connection with operations hereunder, or such part 

thereof as may at any time be subject to taxation. Unit Operator shall also pay 

a l l such ad valorem taxes, at the time and i n the manner required by law, which 

may be assessed upon or against a l l or any portion of such working interests and 

personal property. Each party shall pay i t s proportionate part of the total taxes 

so paid and expenses incurred i n 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 t i t l e occasioned by 

failure of the landowner to pay ad valorem taxes levied against the land to which 

i t s working interest relates. 

19. EMPLOYEES. 

The number of employees, the selection of such employees, the hours of 



labor and the compensation for service to be paid any and a l l such employees 

shall be determined by the Unit Operator. Such employees shall be employees of 

Unit Operator. 

20. LIABILITIES. 

The l i a b i l i t y of the parties hereunder shall be several and not joint or 

collective. Each party shall be responsible only for i t s obligations as herein set 

out and shall be liable only for i t s 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 a l l 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 conemplated thereby are found to be inconsistent with or contrary 

to any such law, rule, regulation or order, the l a t t e r shall be deemed to control and 

this agreement shall be regarded as modified accordingly and as so modified shall 

continue in f u l l force and effect. Unit Operator shall not be liable for any loss 

of property or of time caused by strikes, ri o t s , f i r e s , tornadoes, floods, i n a b i l i t y 

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. 

A l l 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 i t s 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 origin and an identical provision 

shall be incorporated i n a l l subcontracts. 



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 

aaall be treated, for all purposes of this agreement, as if there were an oil and gaa 

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 each 

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 SATE 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 comitted hereto and shall be binding 

upon the heirs, personal representatives, successors and assigns of tbe parties 

hereto. 

26. EXECUTION BT COUNTERPARTS. 

This agreement may be executed in counterparts with the saae 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 terms and conditions as may then be agreeable to the Unit Operator. 

EXECUTED as of the day and year first above written. 

Attest: 

Bassett Tower 
El Paso, Texas 

EL PASO NATURAL GAS COMPANY 

By • 

Vice President 

UNIT OPERATOR AND WORKING INTEREST OWER 



Bassett Town* 
El Paso, Texas 

r Assistaat Secretary 

BartaesTille, Oirlahoaa 

Assistaat Secretary 

Liberty Bank Building 
Oklahowi City 2, Oklahoma 

ATTEST: 

Assistaat Secretary 

Stanolind Building 
Tnlaa, Q>|ahnwi 

ATn$Y~: 

, v ^WisMBMtt Secretary 

Building 
# 

Corrigan Tower 
Dallas, Texas 

-to* 

Corrigan Tower 
Dallas, Texas 

Z^^ry. /J2JJjs frpt^' , 
Assistant Secretary"" 

Assistant Secretary 

MereaatUej Security Building 

I L PASO NATURAL GAS COMPART 

17 _ _ _ _ _ _ 
•ice President 

PHILLIPS PETROLWM COMPANY 

ANDEHSOM - PRICHARD OIL CORPORATION 

•lee President 

STAMOLIKD OIL AND GAS COMPACT 

•ice Pr^idenT 

SOUTHBM UNION QAS COMPART 

:e/Prei •ice/Preisiieat 

TUBAL QAS COMPARY 

Wm President™" 

DELHI OIL CORPORATION 

LUCERNE CORPORATION 



ATTEST: 

Assistant Secretary 

P. 0. Bex 2819 
Bellas, Texas 

ATTEST: 

Assistant Secretary" 

Brewer 1720 
Ft. worth, Texas 

Box 1249 
Houston, Texas 

ATTEST: 

Assistant Secretary 

77/* ATLANTIC REFINIKG COMPANT 

V •ecmLwuHsaop tt~E^XBSdanax; 
DM -SIR CMIOC OH HtODUCTKM 

THE TEXAS COMPANT 

By:. 
•ice President 

3TANBARD OIL COMPANT OF TEXAS 

Vice President 

VDODRIflR OIL & REFINING CO. 

Assistant Secretary 

321 V. Douglas 
Wichita, Kansas 

ATTEST: 

Assistaat Secretary 

First National Bank Building 
Albuquerque, Mew Mexico 

ATTEST: 

7 Assistant Secretary" 

Bex 1360 
Albuquerque, Hew Mexico 

ATTEST: 

Secretary 

Address:. 

ATTEST: 

By:. 
•ice President 

ALBUQUERQUE ASSOCIATED OIL COMPANT 

Br: QAjUuOsy^^^^ 
Wee President 

, • nc*-

By:. 
President 

Secretary 
Br:. 

President 

Address: 



Witness: 

220 Shelby Street 
Santa. Fe, Mev Mexico 

Witness: 

220 Shelby Street 
Santa Fe, New Mexico 

Witness: 

220 Shelby Street 
Santa Fe, New Mexico 

Witness: 

P. 0. Box 993 
Santa Fe, New Mexico 

Witness: 

P. 0. Box 993 
Santa Fe New Mexico 

Witness: 

1010 North Dustin 
Farmington, New Mexico 

Witness: 

306 Milam Building 
San Antonio, Texas 

T. R\ McElvain 

Catherine B. McElvain 

Mabelle M. Miller 

Forrest Miller 

Levi A. Hughes 

Dorothy B. Hughes 

Charles B. Gonsales 

Betty Gonsales 

c ZJLL 
Tom Bolacl 

Alice 5. Bolack 

H. H. Phillips 

Winnie Phillips 

Witness: 

Address: 
WORKING INTEREST OWNERS 
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