UNIT OPERATING AGREEMENT

RED LAKE PREMIER SAND UNIT EDDY COUNTY, NEW MEXICO

THIS AGREEMENT, made and entered into as of the day of
195, by and between the undersigned owners of certain oil, gas and mineral
leases or other operating rights covering lands in the Red Lake Field, Eddy County,
New Mexico, and all other parties who subsequently ratify this agreement (all
hereinafter sometimes being referred to collectively as '"working intercst owners').

WITNESSETH: That,

WHEREAS, the parties hereto have executed and delivered, as of the date
hereof, that certain "Unitization Agreement' creating the Red Lake Unit in Eddy
County, New Mexico, (hereinafter referred to as "Unitization Agreement'); and

WHEREAS, sald Unitization Agreement provides, among other things, for
a separate agreement to be made and entered into by and between the working int-
erest owners, covering certain matters and things pertaining to the developmncnt
and operation of said unit created by said agreement; and

WI{EREAS, Harold Kersey, d/b/a Kersey & Company hereinafter is desisna-
ted and sometimes referred to herein and 1n said Unitization Agrecment as " nit
Operator'; and the remaining working interest owners hereinafter and in Exhibit
"A", attached hereto, sometimes are referred to collectively as 'non-operatcrs’;

NOW, THEREFORE, in consideration of the premises and of the mutual pro-
mises and covenants hereinafter set forth to be kept and performed by the partics
hereto, it is hereby stipulated and agreed by and between the parties hercto as
follows:

I. UNITIZATION AGREEMENT CONFIRMED

1. "Unit Area'" as used herein shall mean the area outlined in Exhibit
"A'" of the Unitization Agreement. Said Unitization Agreement and all exhibits
attached thereto are hereby confirmed and incorporated herein by reference and
made a part of this agreement. Reference to said exhibits herein shall include
the same and any revisions thereof. In the event of any conflict between said
Unitization Agreement and the provisions of this agreement with respect to the
operation and development of the respective unit areas, the provisions of said
Unitization Agreement shall prevail.

IT. UNIT OPERATOR

2. The parties hereto hereby designate Harold Kersey, d/t/a Kersey &
Company as Qperator of the Unit area; and, subject to the provisions herecof and
to the orders, directions and limitations rightfully given or imposed by the
working interest owners as herein provided, Kersey & Company, as Unit Operator,
shall have the exclusive control, management, development and operation of the
unit area and of the wells located thercin for the production and handling of
unitized substances therefrom, and for the conducting of pressure maintenance
or secondary recovery operations within said unit area. The judgment and dis-
cretion of the Unit QOperator, exercised in good faith, shall be the limit of its
liability to non-operators for any acts done or omitted in the performance of
this agreement. The number of employees used by the Unit Operator in conducting
operations hereunder, the selection of such employees, the hours of labor and
the compensation for services to be paid any and all such employees shall be
determined by the Unit Operator. Such employees shall be the employees of the
Unit Operator.

3. The Unit Operator may be discharged and its powers, rights and
duties terminated if the Unit Operator shall:



(a)
(b)

(¢)
(d)

- ) h - ) Page 2,

Fail or refuse to operate the unit area in accordance
with the provisions of this agreement,

Tender its written resignation as Unit Operator to
each of the parties hereto,

Become insolvent or,

Receive a majority vote from non-operators that he be
removed.

4, Neither the Unit Operator nor any successor Unit Operator hereunder
shall be released from the powers, rights and duties of Unit Operator for a
period of three (3) months after its discharge, unless a successor Unit Opera-
tor shall have been designated by the working interest owners and shall have
taken over the powers, rights and duties of Unit Operator hereunder prior to
the expiration of said period.

ITI. MANAGEMENT AND CONTROL

5. In conducting the operation and development of the unit area here-

under, including,

but not limited to, pressure maintenance and secondary recovery

operations, the Unit Operator shall:

(a)

(b)

(<)

(d)

(e)

(f)

(8)

(h)

Conduct such operations in a good and workmanlike manner
and in accordance with its best judgment of what a prudent
operator would do under the same or similar circumstances.
Consult freely with the non-operators concerning unit
operations and keep them advised of all important matters
arising in connection therewith,

Keep true and correct books, accounts and records of its
operations hereunder and perniit at all reasonable times
the inspection and examination thereof by any party hereto.
Furnish to each non-operator monthly statements <f all
unitized substances produced and a report of the develop-
ment and operation of the unit area.

Furnish to each non-operator, upon written request, a copy
of the log of any well drilled by the Unit Operator and
copies uf engineering and geological data pertaining to
wells drilled by the Unit Operator in the unit area.

Keep the lands and leases in the unit area frec frowm all
liens and encumbrances of outside persons occasioned by
its operations hereunder.

Submit to the working {nterest owners, within thirty (30)
days after the effective date of this agreemcnt, a budget
for the remainder of the calendar vear and, un or before
December lst of such year and each year thereafter, a
budget for the succeeding calendar year. Each such budget
shall set forth the Unit Operator's estimate of the costs
and expenses required for the development and operation of
the unit area during the four-month periods beginning on
the first day of January, the first day of May and the
first day of September All budgets submitted shall be for
information only. The Unit Operator shall correct said
budget, or any part thereof, such budget, cor the disapproved
portion thereof, shall be revised by the Unit Operator in
accordance with the directions of the working intere¢st
owners., Within fifteen (15) days after such budget re-
vision is approved by the working interest owners, a copy
thereof shall be furnished to each non-operator

Accord each non-operator, at all reasonable times, access
to the unit area and the right to inspect all operations
conducted therein by the Unit Operator.
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6. 1In conducting the operation and development of the unit area
hereunder, including, but not limited to, pressure maintenance and secondary
recovery operations, before performing any of the following acts and things,
the Unit Operator shall first obtain the consent, approval and authority of the
working interest owners, in the manner provided in Paragraph nine (9) hereof:

(a) Recomplete in a different reservoir, abandon or change
the status of any well in the unit area.

{(b) Drill any additional well within the unit area either
for production of unitized substances or for use as an
injection well or waterflood source well,

(¢) Determine the method or methods of pressure maintenance
or secondary recovery operation to be employed from time
to time in the unit area, the substances to be injected
and the wells through which such injection is to be made.

(d) Make any single expenditure in excess of One Thousand Five
Hundred Dollars ($1,500.00), provided, that the approval
by the working interest owners of the drilling, reworking,
drilling deeper or plugging back of any well shall include
approval of all necessary expenditures required thercfor
and for completing, testing and equipping the same, in-
cluding necessary flow lines, separators and lease tankage.

(e) Sell or otherwise dispose of any major items of surplus
equipment the current market price at the nearest railway
supply point of new equipwent similar thereto being Fifteen
Hundred Dollars ($1,500.00) or more. Any such item of
equipment shall be considered a major item for the pur-
poses of this contract.

(f) Make arrangements for the enlargement or contraction of the
unit area or for the revision of the exhibits to said
Unitization Agreement required by any enlargewment or con-
traction of the unit area.

(g) Designate a representative for working interest owners to
appear before any court or regulatory body in matters per-
taining to unit operations,; provided, however, that the
authorization by the woriking interest owners of the designa-
tion of any such representative shall not prevent any
working interest owner from appearing in person or by
another representative in its own behalf.

(h) Appoint, and designate the purposes of, committees and
sub-committees necessary for the study of any problem in
connection with unit operations.

7. The working interest owners severally reserve to themselves all
right, power, authority and privileges necessary for the carrying out of the
purposes of this agreement, except the rights, powers, authority and privileges
herein delegated to the Unit Operator.

8. Within ten (10) days after the effective date hereof, each working
interest owner shall advise the Unit Operator in writing of the name and address
of its agent who is authorized to represent and bind it at all meetings of the
working interest owners and for the purposes of considering and acting upon any
matters pertaining to the development and operation of the unit area hereunder.
Such representatives may be changed from time to time by written notice to the
Unit Operator. The representative of the Unit Operator shall be chairman of
each meeting. The working interest owners shall establish rules of procedure,
including therein provisions with respect to meetings and such other procedural
matters as may be considered advisable; provided, that no meeting may be called
on less than ten (10) days advance written notice given prior to the date said
meeting is to be called with an agenda for the meeting attached, unless all parties
agree to the call of a meeting on shorter notice.
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The Unit Operator may call a meeting of the Operators Committee once
each month, or a meeting of the Operators Committee may be called by the written
request of any two non-operators.

9. In voting on any matters coming before the working interest owners,
each working interest owner in the unit shall have a voting interest equal to
its percentage of participation in the unitized substances therein as set out in
Exhibit "B" of the Unitization Agreement. Unless specifically herein otherwise
provided, the working interest owners in the unit shall act upon and detcruine
all matters coming before them hereunder by the affirmative vote of working inter-
est owners or thelr representatives, owning at the time the vote is taken ninety-
five percent (95%) or more of the voting interest or, if agreement on any pro-
position is not reached on this basis then in accordance with the following voting

procedures:

(a) By the concurring affirmative vote of at least three (3) working
interest owners, or their representatives, having at the time
the vote is taken a combined voting interest of sixty per-
cent (60%) or more in the unit, and such concurring affirmative
vote shall be binding on all parties; provided, however, that
if any one working interest owner at the time of voting owns
an interest in the unit of sixty percent (607) or more, its
vote shall not serve to carry or approve any proposition
unless said vote is supported by two (2) or more other working
intercst owners having at the tine of voting combined intercst
in sald unit of ten percent (l07) or more .

(b) Abstention from voting within a ten-day period after rcceipt of
notice by any working interest owner shall be considerced as
approval of the consideration.

10. Each representative shall have only such powers as arc conferred
upon him by his principal; provided, howevcr, that any limitation on the authority
of any representative shall be in writing and shall be filed with the Unit Operator.

iv. CONFORMANCE OF INVESTMENTS

11. Working interest owners have each individually herctofore placed
in or on their wells and in or on lands and leases affected by this agreement
various items of personal property which is lease and well equipment as to all of
which the working interest owners have the contractual right to remove such pro-
perty from the premises and all of which installations by working interest owners
were made with the intention and understanding that all of the same would be and
remain personal property and no part thereof would be or become a part of the
realty. The working interest owners executing this agreement have made separate
agreements with respect to all such personal property (hereinafter reéfeorred to
as '"lease and well equipment') as distinguished from the provisions of sald
Unitization Agreement pertaining to the realty, leasehold estates and the oil, gas
and other mimerals underlying the tracts or leases committed by them to unit area.
Accordingly, the working Interest owners have heretofore severed and do hereby
sever, from the realty, for all purposes, all such lease and well equipment which
may be or which may hereafter become located in or on the leases or in the wells
on the land affected hereby.

12, With respect to all of such lease and well equipment, each working
interest owner, subject to the other provisions of this Article IV, hereby ex-
changes title to its interest in the lease and well equipment pertaining to tracts
or leases committed by it to the unit area for title to an undivided interest in
all the lease and well equipment taken over by the Unit Operator for operations
upon the unit hereunder equal to such working interest owner's percentage of
participation as set out in the Exhibit "B" to the Unitization Agreement.



13. On the effective date of this agreement the Unit Operator shall
take over the possession and use of the rcspective unit area, all the lease and
well equipment determined as hereinafter provided to be necessary for operations
upon the unit hercunder, and all the wells located in said unit areca.

14. Subject to the other applicable provisions of the Article IV and
to the end that the respective 1lnvestments of the working intercst owners in and
to all of the lease and well equipment required for unit operations upon said
unit, as hereinafter provided, shall be conformed to their respective interests
in the unitized substances, as shown in Exhibit ''B" respectively cf said Unitiza-
tion Agreement, the investment of each working interest owner in said lease and
well equipment, as of the effective date hereof, and the basis of which adjust-
ment therefor shall be made by and between the working interest owners in the
unit are hereby declared to be the value of said lease and well equipment deter-
riined and computed as follows:

(a) The value of all lease and well equipment taken over by
the Unit Operator hereunder shall be deteruwined on the
price basis prescribed for ''second-hand materials (Condition
"B'")'" in Section III, Paragraph 2(b), of Exhibit "A", at-
tached hereto, the applicable condition thereof to be indi-
cated on the joint physical inventories provided for in
subparagraph (b) of this Paragraph fourteen (14); provided,
however, that equipment determined to be of other condition
or value shall not be takcn over by the Unit Operator except
by specific agreement between the working interest owner or
owners of such equipment and the other working interest
owners in the unit.

(b) As soon as possible after the effective date hereof, or be-
fore such date if the working interest owners so agree, the
working interest owners in the unit shall appoint an inventory
committee which shall take or cause to be taken, under the
supervision of the Unit Operator, joint physical inventories
of all lease and well equipment within the unit arca, which
inventories shall be used as a basis fo¢r determining the
items of said equipment to be taken over by the Unit Opera-
tor for operations in the unit. The Unit Operator shall
notify each working interest owner within each separate tract
at least five (5) days prior to the taking of said inventories
with respect to said tract, so that each of said working
interest owners may be represented at the taking thereof.

Said inventories shall not include lease surface fittings

under two (2) inches or small pipe under two (2) inches in
diameter, but all said fittings, valves, pipe and equipment
shall nevertheless be taken over by the Unit Operator for
operations hereunder. Said inventories shall be taken as of
the effective date of this agreement. Said inventory committees
shall be responsible for the pricing of all said equipment,
under the supervision of the Unit Operator and in conjunction
with the respective working interest owners insofar as said
inventories apply to their respective tracts. Said inventories
shall not include casing or liner in said wells below a depth
of thirty (30) feet below the base of the particular reservoir
involved,

(c) Said inventories, together with statements showing the items
of lease and well equipment (exclusive of fittings, valves and
pipe specifically excluded in subparagraph (b) above) to be
taken over by the Unit Operator as to the unit and the value
thereof, determined as above provided, within ninety (90) days
after the completion of said joint inventories, shall be sub-
mitted by the Unit Operator to the working interest owners in
the unit for their approval.



(d)

(e)

(£)
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Within one hundred eighty (180) days after the working
interest owners have approved the statement of the Unit
Operator, mentioned in subparagraph (c¢) above, the Unit
Operator shall furnish to cach working interest owner a
statement as to the unit (itemized on a lease basis),
showing:

(i) All lease and well equipment which the Unit Oper-
ator will retain for operation of the unit, together
with the value of all said equipment, said value to
be in accordance with provisions of subparagraph (a)
of this Paragraph fourteen (l4);

(ii) The value, determined as above provided, of the por-
tion of said equipment which was delivered by each
working interest owner to the Unit Operator (each
working interest owner being entitled to credit for
the value so determined with respect to it); and

(iii) The proportionate part of the total value of all
said lease and well equipment that is charjeable to
each working interest owner in the unit, which shall
be determined by uultiplying the percentage set op-
posite the name of cach working interest owner in
Exhibit "B" to said Unitization Agreement by the
value of all said equipwment.

Within fiftecen (15) days after the receipt of the Unit Oper-
ator's statements, last above mentioned, each working interest
owner, with respect to which the amount chargeable to it with
respect to the unit, as provided in subparagraph (d) (iii)
above, exceeds the amount of the total credit to which it is
entitled in the unit, as provided in subparagraph (d) (ii)
above, shall pay to the Unit Operator an amount of money equal
to the difference between said charge and credit. Within fif-
teen (l3) days after all of said payments have been made with
respect to the unit, the Unit Operator shall pay to each work-
ing interest owner in the unit the amount by which the total
credit to which 1t is entitled, as provided {n subparagraph (d)
(ii) above, exceeds the amount chargeable zo it, as provided
in subparagraph (d) (iii) above.

Lease and well equipment and other personal property within

the unit area prior to the fective date hereof not taken

over by the Unit QOperator, as hereinabove provided, shall rc-
main the property of the original owner or owners and shall be
removed from the unit area or disposed of by such owner or own-
ers as soon as practicable.

15. There shall be no adjustment or payment hereunder for the in-

tangible costs for:

(a)
(b)

(c)

The installation of equipment,

The drilling, completing, testing, repairing, plugging back,
drilling deeper, working over or any other intangible costs
in, on or with respect to any well, or

For lease roads or other easements taken over by the Unit
Operator for the operation of the unit.

16. Should there be any contraction, enlargement or enlargements of the
unit area the investment in lease and well equipment shall be conformed to the
respective interests of the working interest owners in the unitized substances
produced from such contracted or enlarged unit area or areas as shown by the re-
vised applicable Exhibit "B" to the Unitization Agreement in such manner as shall
be determined by the working interest owners.



v, COSTS AND EXPENSES

17  The Unit Operator initially shall advance and pay all costs and
expenses for the development and operation of the respective unit areas, for
the production of unitized substances therefrom, and for the conducting of
pressure maintenance or secondary recovery operations therein for the joint ac-
count of the parties hereto in the proportions in which said parties participate
in the unitized substances, as set out in Exhibit "B" of said Unitization
Agreement; and the Unit Operator shall charge costs and expenses te the working
interest owners in said proportions. Each working interest owner shall bear
and pay, and shall reimburse the Unit Operator for, its proportionate share in
the unit of all said costs and expenses, the proportionate share of each working
interest owner being equal to its percentage of participation in the unitized
substances in the unit as set out in Exhibit "B" of said Unitization Agreement,

18. All such costs, expenses, credits and related matters, and the
method of handling the accounting with respect thereto, shall be in accordance
with the schedule of Joint Accounting Procedure attached hereto and marked
Exhibit "A", provided, however:

(a) That the Unit Operatcr shall not apportion any part of the
salaries and expenses of its division superintendent; of
other general division employees or of division office ex-
penses to the joint account as provided in Paragraph twelve
(12) (a) of Section II of said Exhibit "A", and the monthly
per well overhead rates set forth under Paraygraph twelve
(12) (a) of Section II of said Exhibit "A" shall be in lieu
of any charges for any part of the compensation or salaries
pald to the Unit Operator's division superintendent and to
other general division employees and shall be in lieu of any
charges for division office expenses as well as the Unit
Operator's principal business office expenses, but said over-
head rates shall not be in lieu of any charges for any part
of the compensation or salaries paid to the Unit Operator's
waterflood engineer; and

(b) That, whenever the Unit Operator is compelled to furnish from
its warehouse or other properties material acquired or pur-
chased at values or prices in excess of those determined in
accordance with the provisions of Exhibit "A", the Unit Oper-
ator shall attach to its Authorization for Expenditures Re-
quest at the time {t is forwarded to each working interest
owner for approval, as required by Exhibit "A", a notifica-
tion to that effect; then, unless a working interest owner
informs the Unit Operator of its election, within ten (10)
days after the date of said Authorization for Expenditures
Request, to furnish in kind at the location, or at the rail-
way receiving point nearest thereto, its proporticnate part
of any such material of like grade and quality, and forth-
with delivers the same, the Unit Operator shall furnish all
such material to the joint account and shall charge each
working interest owner for its proportionate part thereof on
the basis of the Unit Operator's direct cost and expense (not
including any overhead charges) incurred in acquiring and
shopping said material and transporting it to the location.

19. As to the work so done by the Unit Operator in performing the ob-
ligation contained in the plan of development as submitted to U. 8. G. S., it is
understood and agreed that the Unit Operator is hereby authorized to proceed with
such work at the direction of the operating committee and that the non-operators
shall bear their proportionate part of all costs, material, labor and services in-
curred in carrying out the operations called for in said plan of development.
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The Unit Operator shall render to non-operators a statement of all
such costs as soon as is reasonably convenient. If, within ninety (90) days
after the delivery of such statements to the non-operator, the Unit Operator
has not been paid for same, then Unit Operator shall be entitled to recover a
sum equal to double the amount of all such unpaid statements out of the de-
faulting non-operators' interest in the first oil and gas produced thercafter,

For the purposes of assuring the Unit Operator of recovery of vx-
penditures made in accordance with plan ¢f development, non-operators shall
grant to Unit Operator liens upon their interest in the jointly owned leases
and materials, the oil and gas produced from sald leases and the proceeds of
such oil and gas to secure payment of non-operators' share of cost and expenses
incurred for the joint account, which lien may be enforced as a mortgage lien
or in any other manner now or hereafter permitted by the law. Whenever any non-
operatcr defaults in payment of his share of such costs and expenses, the Unit
Operator is hereby authorized to collect the proceeds of cil and gas accruing
to the interest of the defaulting non-operator in the jointly owned leases direct
frow the purchaser or purchasers thereof until the amount collected equals double
the amount owing by the defaulting non-operator; and each such purchaser shall
be fully prutected in making payment to Unit Operator on the basis of double the
amount of Unit QOperator's written statement of the amount owing by such defaulting
non-operators.

An affidavit duly executed by Unit Qperator to the effect that certain
amounts are due and unpaid under the provisions of this paragraph shall be suf-
ficient notice to the pipe line gathercr to enable it to make payment direct to
the Unit Operator until he has received the amount recoverable under the terns
and provisions of such paragraph or until such time as he shall have notified
the pipe line gatherer that such amount has been settled with defaulted non-
operator.

20. If the Unit QOperator forecloses the lien provided for in this
agreement and acquires the property and interest subject thereto at foreclosure
sale, the Unit Operator, within thirty (30) days after so acquiring title thercto,
shall offer to transfer and convey to each of the remaining working intercst
owners in the unit in which such interest was foreclosed (exclusive of the Unit
Operator and the party whose property and interest were foreclosed) a proportion-
ate undivided interest in and to said property and interest so acquired, and shall
within ten (10) days after payment of each working interest owner's proporticnate
part of Unit Operator's acquisition costs (including the amount of indebtedness
for which foreclosure was instituted) convey to each working interest owner such
proportionate undivided interest. The proportionate undivided interest of each
working interest owner in and to said property and interest and each working
interest owner's proportionate part of said acquisition costs shall be in the
ratio that its percentage of participation in the unitized substances in the
subject unit bears to the total of the percentages of participation in unitized
substances in said unit of all working interest owners (including the Unit
Operator) other than the working interest owner whose property and interest were
foreclosed.

VI. WELLS DRILLING ON EFFECTIVE DATE AND SUBSEQUENT WELLS

21. Any well being drilled by a working interest owner on land in the
unit area on the effective date hereof shall be drilled, completed, equipped and
tested by such working interest owner at its sole cost, expense and risk. 1In the
event that such well 1s completed after the effective date hereof as a producer
of unitized substances in paying quantities, such well and the equipment used, had
and obtained in connection therewith and required for operation thereof hereunder
shall be taken over by the Unit Operator as of the date of such completion and the
investment of said working interest owner in said lease and well equipment shall
be adjusted by and between all of the working interest owners herein on the same
basis, in the same manner and with the same effect as if said well had been drilled,
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completed, equipped and tested prior to the effective date of this agreement,
subject, however, to such revisions as may be provided for as a result of the
inclusion thereof.

VII. WELLS DRILLED AND OTHER WORK DONE BY UNIT OPERATOR.

22. All wells drilled by the Unit Operator hervunder shall be drilled
on a competitive contract basis. Unit QOperator, if it so desires, may employ
its own or rented tools and equipment in the drilling or reworking of wells or
doing other work in the unit area, but in such event such work shall be per-
formed by the Unit Operator under same terms and ccenditlons as are customary and
usual in the immediate area of the Red Lake Field in contracts of independent
contractors who are doing work of a similar nature,

23. Regardless of the ownership of the lease or leases on, or other
operating rights in, a particular tract of land within the unit area on which a
well may be commenced and drilled after the effective date hereof for the joint
account of the working interest owners, the equipment, casing and other personal
property used, had and obtained in connection with each such well shall be owned
by the working interest owners in proportion to their respective interests in the
unitized substances, as shown in Exhibit "B" to the Unitization Agreement

VIII. OIL IN LEASE TANKACE ON EFFECTIVE DATE

24, The Unit Operatcer shall make a proper and tinely gauge of all
lease and other tanks within the unit area in order to ascertain the amount of
merchantable oil and condensate and other liquid hydrocarbons above pipe line con-
nection in such tanks as of 7:00 A. M. on the effective date hercef All such oil
which has been produced legally shall be and remain the property of the parties
entitled thereto the same as 1f the unit had not been formed, and such parties
shall promptly remove said oil from the unit area. Any such oil not so removed
shall be sold by the Unit Operator for the account of such owner or owners, sub-
ject to the payment of all royalty and ruyalty owners under the terms and pro-
visions of the applicable lease or leases and other contracts.

IX. TAKING IN KIND

2°. Each working interest owner shall own and shall take and receive in
kind, or separately dispose of, its proportionate part of all unitized substances
produced and saved from the unit area, the proportionate part of each wourking
interest owner being set opposite its name in Exhibit "B" to the Unitization
Agreement.

26. 1f any working interest owner should fail to take or adequately
provide for the disposition of any part of its share of the unitized substances
from the unit area the operation of which is provided for herein, the Unit Operator
shall have the right, revocable at will, to dispose of such unitized substances
for periods of not longer than one day, and such working interest owner, upon such
disposition shall be considered as having received the same; provided however, that
any proceeds received by the Unit Operator from such disposal shall, subject to
payment of royalties, overriding royalties and other payments out of production,
be credited and paid to such working interest owner and the Unit Operator shall
bill such working interest owner for the rcasonable costs and expenses incurred
in making such disposition.

X. PAYMENT OF ROYALTIES

27. The Unit Operator shall (as provided for in Paragraph eleven (11)
of the Unitization Agreement) pay, or cause to be paid, all royalties, overriding
interest and other payments out of production due and payable to the royalty
owners in such tract, on account of the unitized substances produced from or
allocated to such tract in accordance with the lease or leases and other contracts
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covering such tract, as modified by the Unitization Agreement. Should there

be unsigned royalty interests not in excess of twenty-five percent (25%) in any
tract in the respective unit and the royalty payments due to such unsigned
royalty interest owner on actual production are more or less than the royalty
payments on production of unitized substances allocated to such unsigned
royalty interests in such tract or tracts, the difference shall be borne by

or inure to the benefit of the working interest owners in accordance with their
participating percentages within the respective unit as shown by the applicable
Exhibit "B" to the Unitization Agreement .

XI. RIGHT OF WITHDRAWAL

28. If any party which has executed or ratified this agreement de-
sires to withdraw herefrom as to the unit to be operated hereunder, it may do so
by transferring, assigning and conveying, without covenants of warranty, either
expressed or implied, all of its interest in said unit to all other working
interest owners which have executed or ratified this agreement as to such unit
and which do not desire to withdraw from said unit, together with the withdrawing
party's interest in all wells, pipe lines, casing, injection equipment and
facilities and other personal property within the unit from which withdrawal is
desired or used in connection therewith; provided, that such transfer, assignment
or conveyance shall not relieve said party from any obligation or liability
which accrued or was incurred prior to the date of the execution and delivery
thereof. The interest so transferred, assigned and conveyed shall be taken and
owned by the assignees in the ratjo of their respective interests in the unitized
substances produced from the subject mit. After the execution and delivery of
such transfer, assignment or conveyance, the withdrawing party shall be re-
lieved from all further obligation and liability hereunder as to the particular
unit from which withdrawal is effected and under the Unitization Agreement; and
the right of such party to any benefits subsequently accruing hereunder and under
said Unitization Agreement shall cease; provided that, upon the delivery of said
transfer, assignment or conveyance, the assignegs, in the ratio of their res-
pective interests so acquired, shall pay to the assignor for its interest in all
jointly owned equipment, casing and other personal property the value thercof,
determined in accordance with the provisions of Exhibit "A", less the cost of
salvayging the same, as estimated and fixed by the working intercst owners in the
unit.

XIT. ABANDONMENT OF OPERATIONS

Upon the termination of the Unitization Agreement as to the unit created
hereby, however accomplished, the parties hereto shall thereafter be governed by
the respective leases and contracts affecting the separately owned tracts con-
tained within the unit area as to which this contract has terminated. If the
Unitization Agreement should terminate as to the unit created hereby for any rea-
son herecof, or otherwise, from and after 7:00 A, M. on the date of such termina-
tion unit operations shall cease as to the unit to which this agreement is
terminated, and thereafter, as to the unit, all operations, development and ac-
counting on or with respect to said leases and other operating rights shall be on
a lease basis in accordance with the respective leases and other contracts per-
taining thereto; provided, however, that all unitized substances produced, used,
sold or stored and any costs and expenses of Unit Operator incurred, prior to
such termination as to the unit shall be pald or accounted for, or otherwise
handled, as provided herein or in said Unit Operating Agreement except as herein
or in said Unit Operating Agreement otherwise provided, all rights, titles and
interests of royalty owners and of working interest owners covered hereby shall
be released and discharged from this agreement and from said Unit Operating
Agreement as to the unit. No lease, or other operating rights, covering land
within the unit area as to which this unit is so terminated shall be forfeited,
or otherwise terminated, if the owner or owners thereof resume the payment of
delay rentals on the next rental payment date, if any; continue production of oil,
gas or other minerals within sixty (60) days after such termination; or if such
owner or owners have the right so to do under their respective leases, commence,
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within sixty (60) days after such termination, and prosecute with due diligence
drilling or reworking operations thereon, and if, as a result of such operations,
oll, gas or other minerals should be found in paying quantities, said lease or
other operating rights shall remain in full force and effect so long thcreafter

as said oil, gas or other minerals are produced in paying quantities. In addition
the following conditions shall apply separately to the unit:

(a)

(b)

If termination occurs prior to the abandonment mentioned
in subparagraph (b) of this Paragraph twenty-nine (26), the
following provisions shall apply to the unit:

(1)

(i1)

All unitized substances in storage within the unit

area at the time cf said termination shall be disposed
of and removed from the unit area within thirty (30)
days after said termination and accounted for in ac-
cordance with the applicable provisions hereof and of
the Unitization Agreement.

Title to all remaining equipment taken over by the Unit
Operator hereunder and title to all equipment purchased
for unit operations by the Unit Operator shall, subject
to adjustment of investment as provided in subparagraph
(a) (iv), below, vest in the owner or owners of the res-
pective leases and other operating rights on or in which
said equipment is located; provided, that, as te each
piece or portion of said equipment which is scrving more
than one lease, first priority shall be given to the
working interest owners served by such equipment. As to
all such equipment which was included in the unit area
upon the effective date hercof by one or more of the work-
ing interest owners and which is identifiable as such,
second priority shall be given to the owner or owners on
whose lease it was located prior to unitization. As to
such equipment which is not so identifiable or was pur-
chased by the Unit Operator for unit operations after the
effective date hereof, second priority shall be given to
the owner or owners on whose lease or leases such equip-
ment is situated upon the termination date hereof.

(1ii) The vesting or revesting of title to any then existing

(1v)

warehouses, warehouse stocks, lease houses, camps, facil-
ity systems which may then be unit property, shall be
determined by the working interest owners on an equitable
basis, with priorities between the respective working
interest owners being the same as provided in subparagraph
(a) (ii), above, with respect to equipment serving more
than one lease '

The investment in said equipment and property mentioned
above in this subparagraph (a) shall be readjusted by and
between the working interest owners on the basis and in
amounts determined by them. The salvaging, liquidation

or division in kind of all jointly-owned property not taken
over by the respective working interest owners, as pro-
vided above in this subparagraph (a), and the final ad-
justment of accounts by and between the parties hereto,
shall be in the manner determined by the working interest
owners,

If said termination occurs on the abandonment of unit operations
after it has been determined that unitized substances no longer
can be produced from the unit area in paying quantities, the

following provisions shall apply:
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(i) The owner or owners of the lease or leases on, or other
operating rights in, any separate tract within the unit
area on which a unit well or wells are located shall have
the right to take over and to continue to operate such
well or wells by paying to the Unit QOperator the value of
the equipment, casing and other personal property used in
connection with the operation of said well or wells, deter-
mined in accordance with the provisions of Exhibit A",
attached heret.; less the cost of salvaging the same as
estimated and fixed by the working interest cwners and by
agreeing properly to plug said well or wells at the time
of abandonment; provided, that the provisions of this sub-
paragraph (b} (i) shall not prevent the salvaging or other
disposition of the pipe lines and other equipment and
facilities used exclusively for injection operations.

(1i) With respect to each well not taken over by the owner or
owners mentioned in subparagraph (b) (i), above, the Unit
Operator shall salvage so much of the equipment, casing
and other personal property used in connection therewith
as can economically and recasonably be salvaged and shall
cause such well to be properly plugged and abandoned.

(i1i) The salvaging and liquidation of all jointly owned pro-
perty used in the operation of the unit area, including,
but not limited tc, pipe lines and other ¢quipment and
facilities used exclusively for injectioun operations, and
the final adjustment of accounts by and between the parties
hereto shall be in a wanner determined by the werking
interest owners; and the moncy and other assets, including
money received by the Unit Operator under subparagraph
(b) (i), above, shall be distributed tc all the working
interest owners in the ratio uvf their respective inter-
ests in the unitized substances, as shown in the applicable
Exhibit "B" to the Unitization Agreement.

30. If the Unit Operator, with the approval of the working interest
owners should decide permanently to abandon any well within the unit areva prior to
the termination of the Unitization Agreement, the Unit Operator shail give to the
working interest owner or owners of the tract on which such well is located written
notice of such fact, and said owner or owners shall have the right and option for
a period of thirty (30) days after receipt of such notice to notify the Unit Oper-
ator of its or their election to take over saild well and to deepen or plug back
said well to a formation other than the unitized reservoirs. Within ten (10) days
after said owner or owners have so notified the Unit QOperator, said owner or owners
shall pay to the Unit Operator for credit to the joint account of the working inter:
est owners in the particular unit the value of the casing in said well and of the
other equipment thereon, as determined in accordance with the provisions of Exhibit
"4" attached hereto, less the cost of salvaging the same as estimated and fixed by
the working interest owners of the particular unit, and at the same time shall agree
by letter addressed to the Unit Operator (a) to case or seal off in an efficient and
workmanl ike manner the particular reservoir in which said well was completed; (b) to
produce said well, if the same is produced, from some formation other than the uni-
tized reservoirs; and (¢) on ultimate abandonment of said well, to plug and dandon
it in a workmanlike manner in accordance with the laws of the State of New Mexico
and the rules, regulations and orders cf the 0il Conservation Commission of the State
of New Mexico.

XI1T. INSURANCE AND TAXES

31. As to all operations hereunder, Unit Operator shall carry for the
benefit and protection of the parties hereto Workmen's Compensation Insurance in ac-
cordance with the laws of the State of New Mexico. The Unit Operator shall not be
required to carry any other insurance for any of the joint accounts. The liability,
if any, of the parties hereto in damages for claims growing out of personal injury
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to or death of third persons or injury or destruction of property of third per-
sons resulting from the operation and development of the respective units shall
be borne by the parties hereto in the proportions of their respective interests
in the unitized substances in the respective units, and each party individually
may acquire such insurance as it deems proper to protect itself against such
claims.

32. Unit Operator shall pay or cause to be paid all production, sever-
ance, gathering and other direct taxes imposed upon or on account of the pro-
duction of unitized substances from the unit area and any and all other taxes
imposed upon operation of the unit area. Unit Operator shall make and file for
ad valorem tax purposes all necessary assessments, renditions and returns with
the proper taxing authorities or governmental subdivisions covering all real and
personal property of each working interest owner within the unit area and used in
connection with operations thereon; provided, that, if any working interest owner
is dissatisfied with any proposed rendition or assessment of its interest in real
or personal property, it shall have the right at its own expense, to protest and
resist the same. All ad valorem taxes due and payable on account of real and per-
sonal property of each working interest owner located within the unit area and
used in connection with operations thercon shall be paid by Unit Operator for the
respective joint accounts in the same manner as other costs and expenses; pro-
vided, however, that the obligation of the Unit Operator to make and file the
necessary assessments, renditions, and returns or to pay the ad valorem taxes
upon unit property shall not be effective until the first day of the calendar year
next succeeding the effective date of this agreement. Each working interest owner
shall be liable for its share of such taxes in proportion to its interest in the
unitized substances in the respective units, regardless of the location in the
particular unit of the land or leases contributed by it, and each such working
interest owner shall reimburse Unit Operatur for its proportionate part of all
payments s¢ made.

X1iv. RULES AND REGULATIONS AND FORCE MAJEURE

33. This agreement and all operations hereunder shall be subject to the
conservation laws of the State of New Mexico, to the applicable valid rules, regu-
lations and orders of the Oil Conservation Commission of said State and to all
other applicable state and Federal laws, rules, regulations and orders.

34. All obligations of each party hereto, except for the payment of
money, shall be suspended while, but only so long as, said party is prevented from
complying with such obligations, In whole or in part, by strike, fire, flood,
tornado, lightning, explosion, concussion, radiation, Acts of God or the public
enemy, state or Federal regulations, uncontrollable delay in transportation, in-
ability to obtain necessary materials in open market, inadequate facilities for
the transportation of materials, or other causes beyond the reasonable control of
said party, whether similar to the causes herein specifically enumerated or not;
provided, however, that performance shall be resumed within a reasonable time after
such cause has been removed; and provided, further, that no party hereto shall be
required against its will to adjust or settle any labor dispute.

XV, - NOTICES
35. All notices provided for herein shall be mailed or sent as follows:

(a) To Unit Operator at P. 0. Box 305, Artesia, New Mexico, and
to non-operators as follows:

Olen F. Featherstone
P. 0. Box 1088
Roswell, New Mexico

Franklin, Aston & Fair, Inc.

P. O. Box 769
Roswell, New Mexico
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The 1bex Company
P. 0. Box 752
Breckenridge, Texas

J. 0. Miller

E. E. Scannell
517 Staley Building
Wichita Falls, Texas

Staley 0il Company
Staley Building
Wichita Falls, Texas

Stanolind 011 & Gas Co.
P. 0. Box 899
Roswell, New Mexico

Martin Yates III, Harvey E. Yates and S. P. Yates
Carper Building
Artcsia, New Mexico

S. P. Yates
Carper Building
Artcesia, New Mexico

(b) Any person, firm or corporation which after the effective
date hereof becomes bound hereby, within ten (10) days after
becoming so bound, shall notify in writing the Unit Opera-
tor and the other parties hereto of its address for receiving
notices hereunder and of the name and address of its agent
whe 18 authorized to represent and bind it hereunder. Any
party hereto may change its agent or address for the purposes
of this Paragraph thirty-five (33) by giving to the other
parties bound hereby written notice of such changes.

XVI. EFFECTIVE DATE, DURATION AND TERMINATION

36. This agreement shall become effective on the date and at the time
the Unitization Agreement becomes effective; shall run concurrently with the
Unitization Agreement and shall terminate on the date and at the time said
Unitization Agreement terminates, or on such other date as may be determined by
the working interest owners hereunder.

XVII. RELATIONSHIP OF THE PARTIES

37. The duties, obligations and liabilities of the parties hereto shall
be several and not joint or collective; and nothing herein contained shall ever be
construed as creating a partnership of any kind, joint venture, an association or
a trust or as imposing upon any one or more of the working interest owners any
partnership duty, obligation or liability. Each party hereto shall be individually
responsible only for i1ts obligations, as set out herein, and shall be liable only
for its proportionate share of the costs and expenses, as herein stipulated.

38 Whenever in this agreement reference is made to operations for the
joint accounts of any of the parties hereto or to charges or credits to said ac-
counts of the parties hereto, or whenever similar language is used, such language
is used merely as a convenient method of referring to the accounting necessary
between them; and such phraseology shall never be construed as creating any joint
liability upon the part of the parties hereto for any obligation incurred under
this agreement or as setting apart or creating any fund or jointly owned property
for the satisfaction of any such obligation or as creating a common fund for any
other purpose. No funds received by the Unit Operator under this agreement, whe-
ther received as advances or as payments on account of costs or expenses, or
otherwise, need be segregated by the Unit Operator or maintained by it as a joint
fund, but may be commingled with its own funds and used or handled by the Unit
Operator as provided for in this agreement.
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39. Unit Operator shall not be liable for any errors of judgment or
for the loss or damage to any jointly owned property or equipment of the parties
hereto not resulting from the gross negligence or willful misconduct of the Unit
Operator or its employees.

40. If for any reason other than as a result of the unit operations cr
nonproduction, any lease or interest therein subject hereto be lost, forfeited,
releascd or cancelled, or any lease expirc, or should the title to any land sub-
ject hereto be lost during the term of this agreement, the participating per-
centage of the party representing itself to be the owner thereof shall be reduced
proportionately and the participating interests of all parries shall be adjusted
as herein provided., Each working interest owner shall be responsible to the
other parties hereto for the title to each tract contributed hereto by such work-
ing interest owner; provided, however, that each and all those separate tracts as
to which the working interest owners owning one hundred percent (100%) of the
working intcrest in sald tract have signed or ratified this agreement and royalty
owners owning less than seventy-five percent (757) of the royalty interest in said
tract have signed or ratified this agreement; and in which the working interest
owners in said tract have agreed (such agreement to be at their option and not an
obligation) to indemnify and hold harmless all other parties hereto against any and
all claims or demands that may be made by the non-joining royalty owners in said
tract on account of the inclusion of said tract in the unit arc¢a and the operation,
of the unit area on the basis herein provided, but such indemnity shall not extend
to production from such tract in excess of the participation percentage allocated
to said tract, and shall not extend to loss or damages resulting from unit opera-
tions, and shall not extend to more than seventy-five percent (757) of the royalty
interest in said separate tract. In the event of loss, forfeiture, release, can-
cellation, expiration or failure of title for any reason other than as the result
of the unit operation or non-production, either in whole or in part, such loss,
forfeiturc, release, cancellation, expiration or failure of title shall be borne
entirely by the working interest owner who contributed such tract, and any neces-
sary adjustments shall be made with such woerking interest owner and all other
parties hereto as to Investments incurred prior tc the date of the loss. Any such
losses, forfeitures, releases, cancellations, expirations or failure of title and
any liability for damages that are incurred as a result of the unit operation or
non-production shall be borne by all of the parties hereto in proportion to their
respective participation percentages in each of the units created hereby. Any land
or leasvs, or interests therein, the title to which is lost in whole or in part,
shall be excluded from the unit area or arcas of which it is a part as of 7:00 A, M.
on the date on which said loss of title is finally determined, unless the new owner
or owners thereof joln in this agreement; and the percentages of participation of
the land and leases, or interests therein, thereafter remaining in the unit area
or areas shall, if necessary, be recomputed, readjusted and revised, and the appli-
cable Exhibits "A" and "B: to the Unitization Agreement revised accordingly.

XVITI. JOINDER, RATIFICATION AND COUNTERPARTS

41. This agreement may be signed or ratified by any person owning a
lease or leases on, or other operating rights in, lands being added to the unit
area. Execution of this agreement may be in any number of counterparts, and each
counterpart so executed shall have the same force and effect as an original in-
strument and as 1f all the parties to the aggregate counterparts had signed the
same document. Ratification of this agreement must be by separate instrument in
writing, specifically referring to this agreement.

X1Xx GENERAL
42. The non-operators shall, within thirty days after the complete
Unit Agreement is filed for record, furnish to Unit Operator copies of logs of all

wells, production reports, well tests and all other pertinent data relative to the
performance of wells drilled by them respectively in the unit area,.
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43, This agrecment shall supergsede all existing agreements, except the
Unitizatlion Agreement and agreements made pursuant thereto, covering the lands and
leases described in Exhibits "A" and "B" acttached to said Unitrization Agreement,
to the extrent that the provisions of such existing agreements are in conflict
with the provisions of this agreement.

44 . In the event of any disagreement or conflict between the provisions
contained in the body of this agreement and the provisions of Exhibit "A" at-
tached hereto, the provisions of Exhibit "A" shall be considered as amended and
modified hereby.

45. The terms, covenants and conditlons of this agreement shall be
binding upon and shall inure to the benefit of, the parties hereto and their res-
pective heirs, representatives, executors, administrators, trustees, successors
and assigns.

IN TESTIMONY WHEREOF, the parties hereto have executed this agreement
as of the day and year first hereinabove written, :

UNIT OPERATOR AND WORKING INTEREST OWNER

WORKING INTEREST OWNERS
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EXHIBIT “oaT PASO-T-1955-2

ACCOUNTING PROCEDURE

(UNIT AND JOINT LEASE QOPERATIONS)

I. GENERAL PROVISIONS
Definitions
“Joint property” as herein used shall be construed to mean the subject arca covered by the agreement to which this “Accounting Procedure” is at-
tached.

“Operator” as herein used shall be construed to mean the party designated to conduct the development and operation of the subject area for the
joint account of the parties hereto.

“Non-Operator” as herein used shall bé construed to mean any one or more of the non-operating partics.

o LR
“Such bills” will
A. Statement in detail of all charges and credits to the joint account.

B. Statement of all charges and credits to the joint account, summarized by appropriate classifications indicative of the nature thereof.
C. Statements as follows:
(1) Detailed statement of material ordinarily considered controllable by operators of oil and gas properties;
(2) Statement of ordinary charges and credits to the joint account summarized by appropriate classifications indicative of the nature thereof;
and
(3) Detailed statement of any other charges and credits.

Payments by Non-Operator ) .

Each party shall pay its proportion of all such bills wichin fifteen (15) days afcer receipt thereof. I1f 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.

Adjustments

Payment of any such bills shall not prejudice the right of Non-Operator to protest or question the correctness thereof. Subject to the exception
noted in Paragraph § of this section I, all scatements rendered to Non-Operator by Operator during any calendar year shall conclusively be presumed
to be true and correct after twenty-four (24) months following the end of any such calendar year, unless within the said twenty-four (24) month
period Non-Operator takes written exception thereto and makes claim on Operator for adjustment. Failure on the part of Non-Operator to make
claim on Operator for adjustment within such period shall establish the correctness thereof and preclude the filing of exceptions thereto or making
of claims for adjustment thereon. The provisions of this paragraph shail not prevent adjustments resulting from physical inventory of property as
provided for in Section VI, Inventories, hereof.

Audits

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 for any calendar year within the twenty-four (24) month period following the end of such calendar year, pro-
vided, however, that Non-Operator must take written exception to and make claim upon the Operator for all discrepancies disclosed by said
audit within said twenty-four (24) month period. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable
effort to conduct joint or simultaneous audits in 2 manner which will result in a minimum of inconvenience to the Operator.

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

Rentals and Royalties

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

Labor

A. Salaries and wages of Operator’s employees directly engaged on the joint property in the development, maintenance, and operation thereof,
including salaries or wages paid to geologists and other employees who are temporarily assigned to and directly employed on a drilling well.

B. Operator’s cost of holiday, vacation, sickness and disability benefits, and other customary allowances applicable to the salaries and wages charge-
able under Subparagraph 2 A and Para'graph 11 of this Section II. Costs under this Subparagraph 2 B may be charged on a “when and as
paid basis” or by “percentage assessment” on the amount of salaries and wages chargeable under Subparagraph 2 A and Paragraph 11 of this
Section II. If percentage assessment is used, the rate shall be based on the Operator’s cost experience.

C. Costs of expenditures or contributions made pursuant to assessments imposed by governmental authority which are applicable to Operator’s labor
cost of salaries and wages as provided under Subparagraphs 2 A, 2 B, and Paragraph 11 of this Section II

Employee Benefits
Operator’s current cost of established plans for employees’ group life insurance, hospitalization, pension, retirement, stock purchase, thrift, bonus,

and other benefit plans of a like nature, applicable to Operator’s labor cost, provided that the total of such charges shall not exceed ten per cent
(10%) of Operator’s labor costs as provided in Subparagraphs A and B of Paragraph 2 of this Section II and in Paragraph 11 of this Section II.

Material

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

Transportation

Transportation of employees, equipment, material, and supplies necessary for the development, maintenance, and operation of the joint property
subject to the following limitations:

A. If material is moved to the joint property from vendor’s or from the Operator’s warehouse or other properties, 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.



B. If surplus material is moved to Operator’s warchouse or other storage point, 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, except by special agreement with Non-Operator., 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.

6. Service
A. OQutside Services:
The cost of contract services and utilities procured from outside sources.
B. Use of Operator’s Equipment and Facilities:
Use of and service by Operator’s exclusively owned equipment and facilities as provided in Paragraph 5 of Section III entitled “Operator’s Ex-
clusively Owned Facilities.”

7. Damages and Losses to Joint Property and Equipment
All costs or expenses necessary to replace or repair damages or losses incurred by fire, flood, storm, theft, accident, or any other cause not con-
trollable by Operator through the exercise of reasonable diligence. Operator shall furnish Non-Operator written notice of damages or losses in-
curred as soon as practicable after report of the same has been received by Operator.

8. Litigation Expense

All costs and expenses of litigation, or legal services otherwise necessary or expedient for the protection of the joint interests, including attorneys’

fees and expenses as hereinafter provided, together with all judgments obtained against the parties or any of them on account of the joint operations

under this agreement, and actual eipenses 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 hereunder may be handled by the legal
staff of one or more of the parties hereto; and a charge commensurate with cost of providing and furnishing such services rendered may be
made against the joint account; but no such charge shall be made until approved by the legal departments of or attorneys for the respective
parties hereto.

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

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

10. Insurance and Claims

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

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

11. District and Camp Expense (Field Supervision and Camp Expense)

A pro rata portion of the salaries and expenses of Operator’s production superintendent and other employees serving the joint property and other
properties of the Operator in the same operating area, whose time is not allocated directly to the properties, and a pro rata portion of the cost of
maintaining and operating a production office known as Operator’s

office Jocated at OF mear oot e (or a comparable office if location changed), and

necessary suboffices (if any), maintained for the convenience of the above-described office, and all necessary camps, including heusing facilities for

employees if required, used in the conduct of the operations on the joint property and other properties operated in the same locality. The expense
of, less any revenue from, these facilities should be inclusive of depreciation or a fair monthly rental in licu of depreciation on the investment. Such
charges shall be apportioned to all properties served on some equitable basis consistent with Operator’s accounting practice.

12. Administrative Overhead

Operator shall have the right to assess against the joint property covered hereby the following management and administrative overhead charges,
which shall be in liecu of all expenses of all offices of the Operator not covered by Section II, Paragraph 11, above, including salaries and expenses

of personnel assigned to such offlces, except that salanes of geologlsts and other employees of Opcrator who are temporarily assigned to and directly

$ 50 00 per day for Waterflood Engineer in field

$ 10,00 per well per month (including injection wells)

$ 10.00 per water plant per month

$175.00 per well per month on drilling and reworking wells
One-half of District Superintendent's salary

A. Overhead charges for drilling wells shall begin on the date each well is spudded and terminate when it is on production or is plugged, as the
case may be, except that no charge shall be made during the suspension of drilling operations for fifteen (15) or more consecutive days.
B. In connection with overhead charges, the status of wells shall be as follows:
(1) Injection wells for recovery operations, such as for repressure or water flood, shall be included in the overhead schedule the same as produc-
ing oil wells.
(2) Water supply wells utilized for water flooding operations shall be included in the overhead schedule the same as producing oil wells.
(3) Producing gas wells shall be included in the overhead schedule the same as producing oil wells.

—_—9



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

(5) Wells being plugged back, drilled deeper, or converted to a source or input well shail be included in the overhead schedule the same as drill-
ing wells,

(6) Temporarily shut-down wells (other than by governmental regulatory body) which are not produced or worked upon for a period of a full
calendar month shall not be included in the overhead schedule; however, wells shut in by governmental regulatory body shall be included
in the overhead schedule only in the event the allowable production is transferred to other wells on the same property. In the event of a
unit allowable, all wells capable of producing will be counted in determining the overhead charge.

(7) Wells completed in dual or multiple horizons shall be considered as two wells in the producing overhead schedule.

(8) Lease salt water disposal wells shall not be included in the overhead schedule unless such wells are used in a secondary recovery program
on the joint property.

C. The above overhead schedule for producing wells shall be applied to the total number of wells operated under the Operating Agreement to which
this accounting procedure is attached, irrespective of individual leases.

D. It is specifically understood that the above overhead rates apply only to drilling and producing operations and are not intended to cover the
construction or operation of additional facilities such as, but not limited to, gasoline plants, compressor plants, repressuring projects, salt water
disposal facilities, and similar installations. If at any time any or all of these become necessary to the operation, a separate agreement will be
reached relative to an overhead charge and allocation of district expense.

E. 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.

13. Operator’s Fully Owned Warehouse Operating and Maintenance Expense
(Describe fully the agreed procedure to be followed by the Operator.)
14. Other Expenditures
Any expenditure, other than expenditures which are covered and dealt with by the foregoing provisions of this Section II, incurred by the Opera-
tor for the necessary and proper development, maintenance, and operation of the joint property.
III. BASIS OF CHARGES TO JOINT ACCOUNT
1. Purchases
Material and equipment purchased and service procured shall be charged at price paid by Operator after deduction of all discounts actually received.
2. Material Furnished by Operator
Material required for operations shall be purchased for direct charge to joint account whenever practicable, except that Operator may furnish such
material from Operator’s stocks under the following conditions:
A. New Material (Condition “A’")

(1) New material transferred from Operator’s warchouse 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, pumping units, sucker rods, engines, and other major equipment. Tubular goods, two-inch (2”) and over, shall be priced on car-
load basis effective at date of transfer and f.o.b. railway receiving point nearest the joint account operation, regardless of quantity transferred.

(2) Other material shall be priced on basis of a reputable supply company’s preferential price list effective at date of transfer and f.o.b. the store
or railway recciving 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 seventy-five per cent (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 secondhand 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 fifty per cent (509 ) of new price.
(3) Material which cannot be classified as Condition “B” or Condition “C’ shall be priced at a value commensurate with its use.
(4) Tanks, buildings, and other equipment involving erection costs shall be charged at applicable percentage of knocked-down new price.
3. Premium Prices
Whenever materials and equipment are not readily obtainable at che customary supply point and at prices specified in Paragraphs 1 and 2 of this
Section III because of national emergencies, strikes or other unusual causes over which the Operator has no control, the Operator may charge the
joint account for the required materials on the basis of the Operator’s direct cost and expense incurred in procuring such materials, in making it
suitable for use, and in moving it to the location, provided, however, that notice in writing is furnished to Non-Operator of the proposed charge prior
to billing the Non-Operator for the material and/or equipment acquired pursuant to this provision, whereupon Non-Operator shall have the right,
by so electing and notifying Operator within 10 days after receiving notice from the Operator, to furnish in kind, or in tonnage as the parties may
agree, at the location, nearest railway receiving point, or Operator’s storage point within a comparable distance, all or part of his share of material
and/or equipment suitable for use and acceptable to the Operator. Transportation costs on any such material furnished by Non-Operator, at any
point other than at the location, shall be borne by such Non-Operator. If, pursuant to the provisions of this paragraph, any Non-Operator furnishes
material and/or equipment in kind, the Operator shall make appropriate credits therefor to the account of said Non-Operator.
4. Warranty of Material Furnished by Operator
Operator does not warrant the material furnished beyond or back of the dealer’s or manufacturer’s guaranty; and in case of defective material, cred-
it shall not be passed until adjustment has been received by Operator from the manufacturers or their agents.
5. Operator’s Exclusively Owned Facilities

The following rates shall apply to service rendered to the joint account by facilities owned exclusively by Operator:
A. Water, fuel, power, compressor and other auxiliary services at rates commensurate with cost of providing and furnishing such service to the
joint account but not exceeding rates currently prevailing in the field where the joint property is located.
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B. Automotive equipment at rates commensurate with cost of ownership and operation. Such rates should generally be in line with the 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 actwval service on, or in connection with, the joint account operations. Truck
and tractor rates may 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 equip-
ment 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. Pulling units shall be charged at hourly rates com-
mensurate with the cost of ownership and operation, which shall include repairs and maintenance, operating supplies, insurance, depreciation, and
taxes. Pulling unit rates may include wages and expenses of the operator.

D. A fair rate shall be charged for laboratory services performed by Operator for the benefit of the joint account, such as gas, water, core, and any
other analyses and tests; provided such charges shall not exceed those currently prevailing if performed by outside service laboratories.

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

F. 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. The disposition of major
items of surplus material, such as derricks, tanks, engines, pumping units, and tubular goods, shall be subject to mutual determination by the parties
hereto; provided Operator shall have the right to dispose of normal accumulations of junk and scrap material either by transfer or sale from the
joint property.

Material Purchased by the Operator or Non-Operator

Material purchased by either the Operator or Non-Operator shall be credited by the Operator to the joint account for the month in which the
material is removed by the purchaser.

Division in Kind

Division of material in kind, if made between Operator and Non-Opcrator, shall be in proportion to their respective interests in such material. Each
party will thereupon be charged individually with the value of rhe material received or receivable by cach party, and corresponding credits will be
made by the Operator to the joint account. 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 I, “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 one hundred per cent (1009%) of cur-

rent new price (plus sales tax if any).

Good Used Material

Good used material (Condition “B”), being used material in sound and servicecable condition, suitable for reuse without reconditioning:

A. Ac seventy-five per cent (75%) of current new price if material was charged to joint account as new, or

B. At sixty-five per cent (65%) of current new price if material was originally charged to the joint property as secondhand at seventy-five per

cent (75%) of new price.

Other Used Material

Used material (Condition “C”), at fifty per cent (509%) of current new price, being used material which:
A. After reconditioning will be further serviceable for original function as good secondhand material (Condition “B"), or

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

Bad-Order Material

Material and equipment (Condition “D”), which is no longer usable for its original purpose without excessive repair cost but is further usable for
some other purpose, shall be priced on a basis comparable with that of items normally used for that purpose.

Junk
Junk (Condition “E”), being obsolete and scrap material, at prevailing prices.
Temporarily Used Material

When the use of material is temporary and its service to the joint account does not justify the reduction in price as provided in Paragraph 3 B,
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, Notice and Representation

At reasonable intervals, 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.

Written notice of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that Non-
Operator may be represented when any inventory is taken.

Failure of Non-Operator to be represented at an 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 and Adjustment of Inventories

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.

Inventory adjustments shall be made by Operator with the joint account for overages and shortages, but Operator shall be held accountable to Non-
Operator only 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 scller and the purchaser shall be represented and shall be governed by the inventory so taken.
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RATIFICATION AND JOINDER OF UNIT AGREEMENT

In consideration of the execution of the Unit Agreement for the
Development and Operation of the Red Lake Premier Sand Unit Area lo-
cated within the County of Eddy, State of New Mexico, in form approved
on behalf of the Secretary of the Interior, the undersigned owners of
lands or leases, or interests therein or royalties presently held or
which may arise under existing option agreements, or other interests in
production covered by said Unit Agreement hereby severally, each to the
extent of his or her particular ownership or interest, as may appear,
consent to the inclusion of said lands within the Unit Area therein de-
fined, ratify, approve and adopt the terms of said Unit Agrecement and
any modifications thereof approved by the Secretary of the Interior or
his duly authorized representative as applicable to said several lands
and interests, agree that the term of any lease given by the undersigned
or under which the undersigned claims an interest herein is extended and
modified to the extent necessary to make the same conform to the terms
of said Unit Agreement, agree that the drilling, development and produc-
ing requirements of all leases and other contracts in which their several
rights and interests are created or defined shall be deemed fully per-
formed by performance of the provisions of said Unit Agreement, and
agree that payment for or delivery of (whichever may be required under
prior agreements) oil and gas duly made at contract rates applied to the
production allocated under said Unit Agreement to the particular lands
to which such rights or interests do or shall apply, regardless of
actual production therefrom, shall constitute full performance of all
such obligations to the undersigned existing under such leases or other
contracts.

This Ratification and Joinder of Unit Agreement may be executed in
any number of counterparts with the same force and effect as if all
parties had signed the same document and shall be binding upon all those
who execute a counterpart hereof, regardless of whether or not it is
executed by all other parties owning or claiming an interest in the lands
affected hereby, and when so executed shall be binding upon the undersigned,
his or her assigns or successors in interest.

ADDRESS SIGNATURE

P. 0. Box 1410 : PAN AMERICAN PETROLEUM CORPORATION

. Y
Pt. Worth, Texas By- m

o Attorney In Fact

‘ 'I f] ]
(/

Date

Secretary

Date

Date




STATE OF TEXAS

)
)
COUNTY OF  TARRaNT )

On this !iéiday of :}1&5 . 19522 before me personally appeared

E: V. HEWITT to me personally known, who being by

ATTORNEY - IN . FacT
me duly sworn did say that he 1s the I\ President of

PAN AMERICAN PETROLEUM GUHPORATION

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 WV.Hewnry

acknowledged sald instrument to be the free act and deed of said corporation.
IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official

seal on this the day and year last a

My Commission Expires: Notary Public

Ca-—l 'jff?
STATE OF )
)
COUNTY OF )
On this day of 195 _, before me personally 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

acknowledged said instrument to be the free act and deed cf said corporation,
IN WITNESS WHEREOF, I have hereunto set my hand and affixed my

official seal on this the day and year last above written.

Notary Public
My Commission Expires:




RATIFICATION AND JOIRDER OF UNIT AGREEMENT

In consideration of the execution of the Unit Agreement for the
Development and Operation of the Red Lake Premier Sand Unit Area lo-
cated within the County of Eddy, State of New Mexico, in form approved
on behalf of the Secretary of the Interior, the undersigned owners of
lands or leases, or interests therein or royalties presently held or
which may arise under existing option agreements, or other interests in
production covered by said Unit Agreement hereby severally, each to the
extent of his or her particular ownership or interest, as may appear,
consent to the inclusion of said lands within the Unit Area therein de-
fined, ratify, approve and adopt the terms of said Unit Agrcement and
any nodifications thereof approved by the Secretary of the Interior or
his duly authorized representative as applicable to said several lands
and interests, agree that the term of any lease given by the undersigned
or under which the undersigned claims an interest herein is extended and
modified to the extent necessary to make the same conform to the terms
of said Unit Agreement, agree that the drilling, development and produc-
ing requirements of all leases and other contracts in which their several
rights and interests are created or defined shall be deemed fully per-
formed by performance of the provisions of said Unit Agreement, and
agree that payment for or delivery of (whichever may be required under
prior agreements) oil and gas duly made at contract rates applied to the
production allocated under said Unit Agreement to the particular lands
to which such rights or interests do or shall apply, regardless of
actual production therefrom, shall constitute full performance of all
such obligations to the undersigned existing under such leases or other
contracts., - !

This Ratification and Joinder of Unit Agreement may be executed in
any number of counterparts with the same force and effect as if all
parties had signed the same document and shall be binding upon all those
who execute a counterpart hereof, regardless of whether or not it 1is
executed by all other parties owning or claiming an interest in the lands
affected hereby, and when so executed shall be binding upon the undersigned,
his or her assigns or successors in interest.

ADDRESS SIGNATURE
P. 0. Box 1410 ‘ PAN AMERICAN PETROLEUM CORPORATION
Fort Worth, Texas By- % .t !E‘%
Attordey in Fac
Date
ATTEST:
Date

Date




STATE OF __TEXAS )
)

COUNTY OF _ TARRANT )

On this ljﬁgday of 9441_‘ 195&, before me personally appeared

\
% k\J 1[011 Hﬂ: to me personally known, who being by

Attorney in Fact
me duly sworn did say that he is the/ Pxeatdent of

PAN AMERICAN PETROLEUM CORPORATION, a corporation,

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

said corporation, and that said instrument was signed and sealed in behalf

of said corporation by authority of its Board of Directors, and ég k.glét‘;zz

acknowledged said instrument to be the free act and deed of said corporation.
IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official

seal on this the day and year last alx

My Commission Expires: Ndtary Public

L-—”QYC; In and For Tarrant County, Texas
/
STATE OF )
)
COUNTY OF )
On this day of 195 , before me personally 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

sald corporation by authority of its Board of Directors, and

acknowledged said instrument to be the free act and deed of said corporation.
IN WITNESS WHEREOF, I have hereunto set my hand and affixed my

official seal on this the day and year last above written,

Notary Public
My Commission Expires:




RATIFICATION AND JOINDER OF UNIT AGREEMENT

In consideration of the exccution of the Unit Agreement for the
Development and Operation of the Red Lake Premier Sand Unit Area lo-
cated within the County of Eddy, State of New Mexico, in form approved
on behalf of the Secretary of the Interior, the undersigned owners of
lands or leases, or interests therein or royalties presently held or
which may arise under existing option agreements, or other interests in
production covered by said Unit Agreement hereby severally, each to the
extent of his or her particular ownership or interest, as may appear,
consent to the inclusion of said lands within the Unit Area therein de-
fined, ratify, approve and adopt the terms of said Unit Agreement and
any modifications thereof approved by the Secretary of the Interior or
his duly authorized representative as applicable to said several lands
and interests, agree that the term of any lease given by the undersigned
or under which the undersigned claims an interest herein is extended and
modified to the extent necessary to make the same conform to the terms
of said Unit Agreement, agree that the drilling, development and produc-
ing requirements of all leases and other contracts in which their several
rights and interests are created or defined shall be deemad fully per-
formed by performance of the provisions of saild Unit Agreement, and
agree that payment for or delivery of (whichever may be required under
prior agreements) oil and gas duly made at contract rates applied to the
production allocated under said Unit Agreement to the particular lands
to which such rights or interests do or shall apply, regardless of
actual production therefrom, shall constitute full performance of all
such obligations to the undersigned existing under such leases or other
contracts.

This Ratification and Joinder of Unit Agreement may be executed in
any number of counterparts with the same force and effect as if all
parties had signed the same document and shall be binding upon all those
who execute a counterpart hereof, regardless of whether or not it is
executed by all other parties owning or claiming an interest in the lands
affected hereby, and when 8o executed shall be binding upon the undersigned,
his or her assigns or successors in interest.

ADDRESS SIGNATURE

P. 0. Box 1410 ' PAN AMERICAN PETROLEUM CORPORATION

Ft. Worth, Texas By M
’ Atforney in Fact
Date
Aﬁ;ﬁﬁT: (//f“
} $ OULD [( \MA}&VMAIZ\

Assisbent Secretary

Date

Date




STATE OF TEXAS )

COUNTY OF TARRANT )

On this liTK;day of f\églgl" 193§{ before me personally appeared

to me personally known, who being by
Attorney in Fact

me duly sworn did say that he is the / PEXEXHEKE of

PAN AMERICAN PETROLEUM CORPORATION, & corporation,

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;égibézgéthéég/
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

ove written.
\

seal on this the day and year last

tary Public
Tarrant County, Texas

My Commission Expires:

Jb-l-;i?

STATE OF

COUNTY OF

On this day of 195 , before me personally 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

acknowledged said instrument to be the free act and deed of said corporation,
IN WITNESS WHEREOF, I have hereunto set my hand and affixed my

official seal on this the day and year last above written.

Notary Public
My Commission Expires:




RATIFICATION AND JOINDER OF UNIT AGREEMENT

In consideration of the execution of the Unit Agreement for the
Development and Operation of the Red Lake Premier Sand Unit Area lo-
cated within the County of Eddy, State of New Mexico, in form approved
on behalf of the Secretary of the Interior, the undersigned owners of
lands or leases, or interests therein or royalties presently held or
which may arise under existing option agreements, or other interests in
production covered by said Unit Agreement hereby severally, each to the
extent of his or her particular ownership or interest, as may appear,
consent to the inclusion of said lands within the Unit Area therein de-
fined, ratify, approve and adopt the terms of said Unit Agreeucnt and
any modifications thereof approved by the Secretary of the Interior or
his duly authorized representative as applicable to said several lands
and interests, agree that the term of any lease given by the undersigned
or under which the undersigned claims an interest herein is extended and
modified to the extent necessary to make the same conform to the terms
of said Unit Agreement, agree that the drilling, development and produc-
ing requirements of all leases and other contracts in which their several
rights and interests are created or defined shall be decmed fully per-
formed by performance of the provisions of said Unit Agreement, and
agree that payment for or delivery of (whichever may be required under
prior agreements) oll and gas duly made at contract rates applied to the
production allocated under said Unit Agreement to the particular lands
to which such rights or interests do or shall apply, regardless of
actual production therefrom, shall constitute full performance of all
such obligations to the undersigned existing under such leases or other
contracts.

This Ratification and Joinder of Unit Agreement may be executed in
any number of counterparts with the same force and effect as if all
parties had signed the same document and shall be binding upon all those
who execute a counterpart hereof, regardless of whether or not it is
executed by all other parties owning or claiming an interest in the lands
affected hereby, and when so executed shall be binding upon the undersigned,
his or her assigns or successors in interest,

ADDRESS SIGNATURE
T, 0. Box 1410 ' PAN AMERICAN PETROLEUM CORPORATION |APPROVED
e,
Fort Worth, Texas By ’% A
torney 1n Fact iy
Date

ecrevary

Date

Date




STATE OF TEXAS

)
)
COUNTY OF TARRANT )

On this !idkday of «éljl . 1951ﬁ before me personally appeared

C%\l &"Q‘(&Z,Z to me personally known, who being by

Attorney in Fact of
me duly sworn did say that he is the / Aprasrermont

PAN AMERICAN PETROLEUM CORPORATION, a corporation,

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

said corporation, and that said instrument was signed and sealed in behalf

of said corporation by authority of its Board of Directors, andgé%lﬁj&ézégagl
acknowledged said instrument to be the free act and deed of said corporation.

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

seal on this the day and year last apove written,.

My Commission Expires: Notary Public

b -}-89 In and For Tarrant County, Texas
4
STATE OF )
)
COUNTY OF )
On this day of 195 _, before me personally 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

acknowledged said instrument to be the free act and deed of said corporation.
IN WITNESS WHEREOF, I have hereunto set my hand and affixed my

official seal on this the day and year last above written,

Notary Public
My Commission Expires:




RATIFICATION AND JOINDER OF UNIT AGREEMENT

In consideration of the execution of the Unit Agreement for the
Development and Operation of the Red Lake Premier Sand Unit Area lo-
cated within the County of Eddy, State of New Mexico, in form approved
on behalf of the Secretary of the Interior, the undersigned owners of
lands or leases, or interests therein or royalties presently held or
which may arise under existing option agreements, or other interests in
production covered by said Unit Agreement hereby severally, each to the
extent of his or her particular ownership or interest, as may appear,
consent to the inclusion of said lands within the Unit Area therein de-
fined, ratify, approve and adopt the terms of said Unit Agreewent and
any wmodifications thereof approved by the Secretary of the Interior or
his duly authorized representative as applicable to said several lands
and interests, agree that the term of any lease given by the undersigned
or under which the undersigned claims an interest herein is e¢xtended and
modified to the extent necessary to make the same conform to the terms
of said Unit Agreement, agree that the drilling, development and produc-
ing requirements of all leases and other contracts in which their several
rights and interests are created or defined shall be deemcd fully per-
formed by performance of the provisions of said Unit Agreement, and
agree that payment for or delivery of (whichever may be required under
prior agreements) oil and gas duly made at contract rates applied to the
production allocated under said Unit Agreement to the particular lands
to which such rights or interests do or shall apply, regardless of
actual production therefrom, shall constitute full performance of all
such obligations to the undersigned existing under such leases or other
contracts.

This Ratification and Joinder of Unit Agrecement may be executed in
any number of counterparts with the same force and effect as if all
parties had signed the same document and shall be binding upon all those
who execute a counterpart hereof, regardless of whether or not it is
executed by all other parties owning or claiming an interest in the lands
affected hereby, and when 8o executed shall be binding upon the undersigned,
his or her assigns or successors in interest,

ADDRESS SIGNATURE

P. C. Box 1410 ' PAN AMERICAN PETROLEUM CORPORATION

<
Yort Worth, Texas By- % W

Attorney in Fact

Assistant Secretary

Date




STATE OF TEXAS

)
)
COUNTY OF _TARRANT )

On this liﬂ;ﬂay of :“ZZQEI IQng before me personally appeared

r
g% U . Zle { “;@Q to me personally known, who being by

Attorney in Fact of
me duly sworn did say that he is the/ FrEEFIREHEXHK

PAN AMERICAN PETROLEUM CORPORATION, & corporation,

and that the seal affixed to said instrument is the corpcrate seal of

said corporation, and that said instrument was signed and sealed in behalf

of said corporation by authority of its Board of Directors, andéé%li_jgé;uﬁzgé

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 on this the day and year last apove written. . : X
: / £§%%- .¢;§=é;2‘+p<j/

My Commission Expires: Nptary Public 7 7

- In and For Tarrant Count Texas
b-1-59 ¥
/
STATE OF )
)
COUNTY OF )
On this day of 195 , before me personally appeared

to me personally known, who being by

me duly sworn did say that he 1s 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

acknowledged said instrument to be the free act and deed of said corporation.
IN WITNESS WHEREOF, I have hereunto set my hand and affixed my

official seal on this the day and year last above written.

Notary Public
My Commission Expires:




RATIFICATION AND JOINDER OF UNIT AGREEMENT

In consideration of the execution of the Unit Agreement for the
Development and Operation of the Red Lake Premier Sand Unit Area lo-
cated within the County of Eddy, State of New Mexico, in form approved
on behalf of the Secretary of the Interior, the undersigned owners of
lands or leases, or interests therein or royalties presently held or
which may arise under existing option agreements, or other Interests in
production covered by said Unit Agreement hereby severally, each to the
extent of his or her particular ownership or interest, as may appear,
consent to the inclusion of said lands within the Unit Area therein de-
fined, ratify, approve and adopt the terms of said Unit Agreement and
any modifications thereof approved by the Secretary of the Interior or
his duly authorized representative as applicable to said several lands
and interests, agree that the term of any lease given by the undersighed
or under which the undersigned claims an interest herein is extended and
modified to the extent necessary to make the same conform to the terms
of said Unit Agreement, agree that the drilling, development and produc-
ing requirements of all leases and other contracts in which their several
rights and interests are created or defined shall be deemed fully per-
formed by performance of the provisions of said Unit Agreement, and
agree that payment for or delivery of (whichever may be required under
prior agreements) oil and gas duly made at contract rates applied to the
production allocated under said Unit Agreement to the particular lands
to which such rights or interests do or shall apply, regardless of
actual production therefrom, shall constitute full performance of all
such obligations to the undersigned existing under such leases or other
contracts, :

This Ratification and Joinder of Unit Agreement may be executed in
any number of counterparts with the same force and effect as if all
parties had signed the same document and shall be binding upon all those
who execute a counterpart hereof, regardless of whether or not it is
executed by all other parties owning or claiming an interest in the lands

affected hereby, and when so executed shall be binding upon the undersigned,

his or her assigns or successcors in interest.

APPROVED

ADDRESS SIGNATURE
P. 0. Box 1410 ' PAN AMERICAN PETROLEUM CORPORATION
Fort Worth, Texas By- I
torney in Fact /
Date
ATTEST :
—Agedssant Secretary
Date

Date




STATE OF TEXAS )

COUNTY OF _ TARRANT )

On this litkﬂay of P\QJJQ,_ 195}{ before me personally appeared
éi%.\], 7UQJ,,4£%“‘ to me personally known, who being by

Attorney in Fact
me duly sworn did say that he is the/ XREEEEEZEK of

PAN AMERICAN PETROLEUM CORPORATION, a corporation,

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

said corporation, and that said instrument was signed and sealed in behal{

of said corporation by authority of its Board of Directors, and ‘g V’ikt:‘tﬂ

acknowledged said instrument to be the free act and deed of said corporation,
IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official

seal on this the day and year last

My Commission Expires:

b-1-59
/

-

STATE OF )

COUNTY OF ;

On this ____ day of 195 , before me personally appeared
Y 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

acknowledged said instrument to be the free act and deed of said corporation.
IN WITNESS WHEREOF, I have hereunto set my hand and affixed my

official seal on this the day and year last above written.

Notary Public
My Commission Expires:




EXHIBIT *'B"
Part 11

RED LAKE PREMIER SAND UNIT

Recap Showing Total of Each Working Interest Owner
in All Tracts of the Unit Area

Fractional
Participation
Working Interest Owner Tract No. in Tract Total
Featherstone, QOlen F. 1 .00807500
" 5 .00888325
" 8 .00458425
" 11 .00409900
" 13 .00235650
" 14 .01866900
" 16 .01258925
" 17 .00617500
" 20 .01422325
u 22 .00238175
" 23 .01698975 .09902600
Franklin, Aston & Fair, Inc, 19 .00568200 .00568200
Ibex Co., The 1 .01615000
" 2 .04105900
" 3 . 12191900
" 4 .02604400
" 4-A .00568200
" S .01776650
" 6 .01136300
" 7 10596000
" 8 .00916850
" 9 .01577700
" 10 .05081700
" 10-A .00568200
" 11 .00819800
" 12 .06739600
" 13 .00471300
" 14 .03733800
" 15 .11655700
" 16 .02517850
" 17 .01235000
" 18 .01555400
" 20 .04266975
" 22 .00476350
" 23 .03397950 .79608525
Kersey, Harold 1 .00807500
" 5 .00888325
" 8 .00458425
" 11 .00409900
" 13 .00235650
" 14 .01866900
" 16 .01258925
" 17 .00617500
" 22 .00238175
" 23 .01698975 08480275
Miller, J. O. 24 .00011350 .00011350
Scannell, E. E. 21 .00218050 .00218050
Staley 0il Co. 21 .00654150 .00654150
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Fractional

Participation
Working Interest Qwner Tract No. in Tract Total
Stanolind 0il and Gas Co. 24 .00426150 .00426150
Yates, Martin III, Harvey E.,
& S. P., Jointly 24 .00051300 .00051300
Yates, S. P. 24 .00079400 .00079400



EXUIBIT "B"

RED LAKE UNIT AREA
Township 17 South
Range 28 East
Eddy County, New Mexico

. Landowner
reentage:

Record Owner

‘o<mn&»mwam.wo<m~n< Owmer

Working Interest and Operating
. Agreement Owners and .

.Description

kR

. FEDERAL LANDS

Eel7-5, R-28-E

Pk

- _Acres

LC-028456-A

Sec, 19: SE/4 SE/6 40 0;
R L. 12-30-38

« _WmeHnmm;

of Lease and Percentage

Delhi-Taylor (1)
Lucretia E. Conlon
‘Mary L. Hamilton
Mina Henderson .
Louis J. Root

Anna Stephens

W. A. Scott Est.

The- Ibex Co. .
Harold Kersey 7
Olen F. Featherstone:

Geo. L. Stephens
 (Unapproved Assgt.-
to DelhisTaylor

0il Corp.)

U.S.A. (5)
5% ALl

. o
' [P |

Nell Hill Gillespie (2)
Van P. Welch; Jdr.  (2)
S .Mar jorie Nell Welch (2)
R ©.  Robért Hill Welch (2)
R Marian C. Welch. . (2)
: V. 8. Welch @)
i\ The Ibex Co.
V Harold Kersey ;
Olen F. Featherstone
Louts J. Root
W. A. Scott Est,
Mary L. Hamilton
Mina Henderson
Lucretia E. Conlon
Est. of Wade Hampton
Stephens

.cwmp>p
5% ALl

LC-028456-A.
112+30-38

Delhi-Taylor

.107.50000
.01250000

~,00500000

.00500000
.00500000
.01750000
.01000000
.01750000
.00875000
.00875000
. 197 50000

.06340200

.01145800

.01145800
.01145800
.00611200

00875000

.00875000
» 00500000
.01000000
. 00500000

.00500000

.01250000

.01750000

~20000000

Percentage of Interest

;

The Thex Co. .50

Harold Kersey , .25

Olen F. Featherstone .25
L7525

The Ibex Co. 1.00
.75
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Serial No.

Lundowueyr

Page 2

Working Interest and Operating,

Tract No. of and Percenta;.e Record Owner Overriding Royalty Owner Agreement QOwners and
No, Description Acres Lease Ddte of Royalty of Lease and Percentayge Percentage of Interest
FEDERAL LANDS (Cont.)
3 Sec, Z1: SW/4 NW/& 40 LC-0406250-4 U.S.A. Nell Hill Gillespie Nell Hill Gillespie (2) .07204900 The Ibex Co. 1.00
4-1.-33 5% All (5/5) Van P. Welch, Jr. (2) .01302100 .75
Marjorie Nell Welch, Mar jorie Nell Welch (2) .01302100
Van P. Welch, Jr. Robert Hill Welch () .01302100
Robert Hill Welch, Marian C. Welch (2) .0069%94400
Minors (3/8) V. S. Welch () .00694400
H. B. Wright .03250000°
Mary E. Nellis .00312500
Margaret Nellis Dunn .00093750
James W. Nellis, Jr. .00093750
E. C. Donahue .01500000
Myrtie B. Wright .02250000
.20000000
4 Sec. 29: SE/&4 NW/4 80 LC-046250-8 U.S.A.(4) VNell Hill Gillespie Nell Hill Cillespie (1) .07204900 The Ibex Co. 1.00
SW/4 NE/&4 4-12-38 125% all (2/8) Van P. Welck, 1. (2) .01302100 .75
; Marjorie Nell Welch, Marjorie Nell: Welch (2) .01302100
Van P. Welch, Jr¢ &  Robert Hill Welch (2) .01302100
Robert Hill Welch, Marian C. Welch (2) .00694400
Minors (3/8) V. §. Welch (2) .00694400
_ » 12500000
4-A . Sec. 29: SW/4 NW/4 40 LC-046250-B U.S.A.(4) Nell Hill Gillespie Nell Hill Gillespie (3) .07812500 The Ibex Co. 1.00
: 4-12-138 12%% All (5/8) Van P. Welch, Jr. (3) .01562500 .75
Mar jorie Nell Welch, Marjorie Nell Welch (3) .01562500
Van P. Welch, Jr. & Robert Hill Welch (3) .01562500
Robert Hill Welch, . 12500000
Minors (3/8)
5 Sec., 20: SE/4 NW/4 80 LC-048479 U.S.45, Delhi-Taylor Delhi-Taylor (1) .11875000  The Ibex Co. .50
NW/4 NE/4 9-20~39 5% Ail Harold Kersey .25
Olen F. Featherstone 225

83125
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Serial No. Landowner Working Interest and Operating
Tract No. of ‘ and Percentage Record Owmer Overriding Royalty Owner Agreement Owners and
No. . Description Acres Lease Date of Royalty ‘of Lease and Percentage Percentage of Interest
FEDERAL LANDS (Cont.)
6 Sec. 20: SW/4 NW/4 80 LC-048479(b) U.S.A. Delhi-Taylor Delhi-Taylor (1) . 10937500 The Ibex Co. 1.00
NE/& NW/4 9-20-38 1:%% All 765625
7 Sec. 20: SW/4 NE/4 80 LC-065729 U.S.A.(5) Nell Welch Gillcspie Nell Hill Gitlespie (Z2) .07204900 The Ibex Co. 1.00
NE/4 NE/4 (Out of 5% All \ (5/8) Van P. Welch, Jr, (2) .01302100 .73
LC-048479-4A) Van P Welch, Jr., Marjorie Nell Welch (2) .,01302100
9-20-39 Marjorie Nell Welch Robert Hill Welch (2) ,01302100
& Robert Hill Welch, Marian C. Welch (2) .00694400
Minors (3/8) V. 3. Weich (2) .00694400
Southern Union Gas Co. .07 200000
. 20000000
STATE LANDS
8 Sec. 29: NW/4& NW/4 40 647-315 State of Stanolind O & G Co. Delhi-Taylor (1) .10937500 The Ibex Co. . .50
E ;@ LT , S 9-25-22 New Mexico & Delhi-Taylor Harold Kersey .25
s , 1257 All h Olen F. Featherstone .25
.765625
9 . Sec, 28: NW/4 SW/4 40 B-636 State of The Ibex Co. Nell Hill Gillespie (2) .07204900 The Ibex Co. 1.00
c L _ . §-1-32 New Mexico Van P. Welch, Jr. (2) .01302100 .75
12%% All Marjorie Nell Welch (2) .01302100
Robert Hill Welch (2 .01302100
Marian C. Welch 2 .00694400
V. §. Welch Mww .00694400
. 12500000
10 Sec, 28: NW/4 160 B-1111 State of The Ibex Co. Nell Hill Gillespie (2) .07204900 The Ibex Co. 1.00
8-10-32 New Mexico - Van P. Welch, Jr. (2 .01302100 .75
12%% All Mar jorie Nell Welch (2) .01302100
Robert Hill Welch 2 .01302100
Marian C. Welch MNW .00694400
V. §. Welch (¢) 00694400

. 12500000



Pagze &

. 12500000

Serial No. Landowner Working Interest and Operating
Tract No. of and Percecntage Record Owner Overriding Royalty Owner Azreement Owners and
No. Description Acres Leasc Date of Rovalty of Lease and Percentage Percentage of Interest
STATE LANDS (Cont- )
10-A Sec. 28: NW/4 NE/& 40 B-1111 State of The 1bex Co. Nell Hill Gillespie (3) .07812500 The Ibex Co. 1.00
8-10-32 New Mexico Van P, Welch, Jr. (3) .01562500 .75
125% All Mar jorie Nell Welch (3) .01562500
Robert Hill Welch (3) .01562500
.12500000
11 Sec. 21l: NE/4 SW/4 40 B~1969 State of Delhi-Tyvalor Delhi-Taylor (1) .10937300 The Ibex Co. .50
6-10-33 New Mexico Harold Kersey .25
. 12%% All Olen F. Featherstone .25
.765625
12 Sec. 21: NW/4 SW/4 160 B-1969 State of The Ibex Co Nell 11ill Gillespie (2) .0G7204900 The Ibex Co. 1.00
S/2 SW/4 6-10-33 New Mexico Van P. Welch, Jr. (2) .01302100 .75
SW/4 SE/4 1257 All Aerorie dell Welenn () 01302100
: Robert Hill Welch (2) .01302100
n £ Marian C, Welch (2) .00694400
V. S, Welch (2) .00694400
, 123500000
“gec. 21v WW/4 SE/4 40 B-1936 State of Buffalo 0il1 Co. & Paton Bros. (6) .06250000 The Ibex Co. .50
" : S . 6-10-33 New Mexico  Stanolind O & G Co. : Harold Kersey .25
12%% all Olen F. Featherstone .25
C : .8125
14 ‘Sec. 20: SW/4 160 B-2178 State of Wilson 0il Corp. Delhi-Taylor (1) .10937500 The Ibex Co. .50
s : 10-10-33 New Mexico _ Harold Kersey .25
125% All Olen F. Featherstone .25
.765625
15 Sec, 20: N/2 SE/4 80 B-3149 State of The Ibex Co. Nell #ill Gillesvie (2) .07204900  The Ibex Co., 1.06
8-16-34 New Mexico Vai P. Welch, Jr, M& .01302100 .75
L1:%9% ALl Mar joric Nell Welch (2 .01302100
. Robert Liill Welch 2 .01302100
Marian C. Welch WNM .00694400
V. S. Welch (2) .00694400
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Serial No, Landowner Working Interest and Operating
Tract No. of and Percentage Record Owner Overriding Royalty Owner Agreement Owners and
No. Description Acres Lease Date  of Royalty of Lease and Percentage Percentage of Interest
STATE LANDS (Cont.)
16 Sec., 19: N/2 SE/4 120 B-4456 State of Wilson Q0il Corp. Delhi-Taylor (1) .10937500 The Ibex Co. .50
SW/4 SE/4 6-10-35 New Me:xtico larold Kerscy .25
1257 All Olen F. Featherstone .25
A .765625
17 Sec., 29: NE/4 NE/G4 40 B-~5084-119 State of Wilson 0il nmwv. Delhi-Taylor (1) .10625000 The Ibex Co. .50
v 10-10-35 New Mexico . Edith A. Hover .02500000 Harold Kersey . .25
1257 All .13125000 OQlen F. Featherstone .25
.74375
‘18 Sec. 30: .zm\b NE/4 40 B-5084 State of Stanolind 0 & G Co. Bert Aston . 10000000  The Ibex Co. 1,00
10-10-35 New Hexico : 775
12%7% All
) NW/4 NE/&4 = 40 B-5084 State of  Stanolind O & G Co. None Franklin, Aston & Fair 1,00
W , , 10-10-35 ' New Mexico , .875
| 12k7 All
w $/2 SE/4 80 B-8435 State of  The Ibex Co. E. E. Scannell 02734375  The Ibex Co. .75
, : , o 12-11-39 New Mexico W. W, Ports -02734375 Olen F. Featherstone .25
: 12%% All Shell Canadian Explora- .7578125
i tion Co. (7) . 06250000
; .11718750
SE/4 NE/& 40 B-8814. State om. Staley 011 Co. Edith A. Hover .omuoocoo, Staley 011 Co. .75
9-10-40 New Mexico F. D. Shufflebarger .02500000 E. E. Scannell .25
12%% All Staley 0il Co. (8) .03750000 .73125 -
E. E. Scannell (8) .01250000
' Ralph Brown (9) .02500000
E. E. Scannell (10) .01875000

. 14375000
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Serial No. Landowner Working Interest and Operating
Tract No. of and Percenta_ e Record QOwner Overriding Royalty Owner Agreement Qwners and
No. Description Acres Lease Date of Royalty of Lease and Percentage Percentage of Interest
STATE LANDS (Cont.)
22 Sec. 30: SW/4 NE/4 40 B-11538 State of Delhi-Taylor Delhi-Taylor (1) ,10937500 The Ibex Co. . 50
10-10-44 New Mexico Harold Kersey .25
12%% All Olen F. Featherstone .25 )
.765625
23 Sec. 29: NE/4 KW/4 80 B-11538 State of Wilson 0il Co. Delhi-Taylor (1) .10937500 The Ibex Co. .50
NW/4 NE/& 10-10-44 New Mexico Harold Kersey .25
‘ 12%% All Olen F. Featherstone .25
. 765625
g 24 Sec, 29:  SE/4 NE/4 40 E-6945 State of Stanolind 0 & G Co, None - Stanolind 0 & G Co. .75
- 2-10-53 New Mexico S. P. Yates .139756¢
_ 12%% All J. 0. Miller .019965:

y (4)

k (5)

Martin Yates III,
Harvey E. Yates &

b ,,_, _ Lo | | o , o _ o 8. P, Yates, Jointly ..090278(

.875

1

_daprsteﬁwwou. @bc 000.00 oil payment, which will be converted to ORRI after Hnncﬁamn»os. 1f average daily production per well for any
,1ntHn5&=n month 1s' lesa than 15 barrels, 1/32 of net working interest; if more than 15 barrels but less than 30 barrels, 1/16 of met

sauwﬁgm interest; 1if 30 barrels or more but less than 45 barrels, 3/32 of net working interest; 45 barrels or more, 1/8 of net working

.nsngq&aw‘ aﬁar n:pnma to be attributed pro rata to ‘each working interest owner affected according to the respective interest in the tract.

:a&n#,a»ﬂ,mngjaaﬂ #1, until $360,000.00 is paid.
Welch 011 Payment #2, until $340,000.00 is paid.

If production exceeds average of 20 barrels per day for calendar month, royalty will be increased, such increase to be attributed to
working interest owner in tracts. :

Royalty subject to increase upon renewal of lease, such increase to be attributed to working interest owner in tract.



(6)
(7)

@)
%)
( (10)

0il payment of $14,000.00; after liquidation, Stanolind 0il and Gas Co, and Buffalo 0il Co. will jointly have 1/16 of 8/8 ORRI.

If average daily production per well per calendar month exceeds 35 barrels, increase to 1/8 of 8/8, to be attributed pro rata to each
working interest owner according to the interest in the tract,

When Scannell and Staley have received $1,400.0C, this interest to be paid to Edith A. Hover on 0il Payment of $1,700.00.
0il payment of $800.00.

0il payment of $600,00.

Tracts Nos. 1, 5, 8, 11, 14, 16, 17, 22 and 23:

Proportionate part of production payment of $15,830.00 to Olen F. Featherstone payable out of 1/8 of net working interest, payment
to begin after partners have recovered all costs of development of waterflood project.

Page 7



EXHIBIT "B"
RED LAKE PREMIER SAND UNIT

SCHEDULE OF TRACT PARTICIPATION

Tract Tract Participa-
No. Tract Description tion in Unit
1 Section 19: SE/4 SE/4 03.2300
2 Section 20: SE/&4 NE/4 04.1059
3 Section 21: SW/4 NW/4 12.1919
4 Section 29: SE/4 NW/4
SW/4 NE/4 02.6044
4-A Section 29: SW/4 NW/&4 00.5682
5 Section 20: SE/4 NW/4
NW/4 NE/4 03.5533
6 Section 20: SW/4 NW/4
) NE/4 NW/4 01.1363
7 Section 20: SW/4 NE/4
NE/4 NE/4 10.5960
8 Section 29: NW/4 NW/4 _ 01.8337
9 Section 28: NW/4 SW/4 01.5777
10 Section 28: NW/4 05.0817
10-A Section 28: NW/4 NE/4 00.5682
11 Section 21: NE/4 SW/4 01.6396
12 Section 21;: NW/4 SW/4
S/2 SW/4
SW/4 SE/4 06.7396
13 Section 21: NW/4 SE/4 00.9426
14 Section 20: SW/4 07.4676
15 Section 205 N/2 SE/& 11.6557
16 Section 19: N/2 SE/4
SW/4 SE/4 05.0357
17 Section 29: NE/4 NE/4 02.4700
18 Section 30: NE/4 NE/4 01.5554
19 Section 30: NW/4 NE/4 00.5682
20 Section 20: S/2 SE/4 05.6893
21 Section 30: SE/4 NE/&4 00.8722
22 Section 30: SW/4 NE/4 00.9527
23 Section 29: NE/4 NW/4
NW/4 NE/4 06.7959

24 Section 29: SE/4 NE/4 00.5682
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RATIFICATION AND JOINDER OF UNIT AGREEMENT

In consideration of the execution of the Unit Agreement for the
Development and Operation of the Red Lake Premier Sand Unit Area lo-
cated within the County of Rddy, State of New Mexico, in form approved
on behalf of the Secretary of the Interior, the undersigned owners of
lands or leases, or interests therein or royalties presently held or
which may arise under existing option agreements, or other interests in
production covered by said Unit Agreement hereby severally, each to the
extent of his or her particular ownership or interest, as may appear,
consent to the inclusion of seid lands within the Unit Area therein de-
fined, ratify, approve and adopt the terms of said Unit Agreement and
any modifications thereof approved by the Secretary of the Interior or
his duly authorized representative as applicable to said several lands
and interestsa, agree that the term of any lease given by the undersigned
or under which the undersigned claims an interest herein is extended and

-modified to the extent necessary to make the same conform to the terms

of said Unit .Agreement, agree that the drilling, development and produc-
ing requirements of all leases and other contracts in which their several
rights and interests are created or defined shall be deemed fully per-
formed by performance of the provisions of said Unit Agreement, and
agree that payment for or delivery of (whichever may be required under
prior agreements) cil and gas duly made at contract rates applied to the
production allocated under said Unit Agreement to the particular lands
to which such rights or interests do or shall apply, regardless of
actual production therefrom, shall constitute full performance of all
such obligations to the undersigned existing under such leases or other
contracts.

This Ratification and Joinder of Unit Agreement may be executed in
any number of counterparts with the same force and effect as if all
parties had signed the same document and shall be binding upon all those
who execute a counterpart hereof, regardless of whether or not it is
executed by all eother parties owning or claiming an interest in the lands
affected hereby, and when 80 executed shall be binding upon the undersigned,
his or her assigns eor successors in interest.

ADDRESS SIGNATURE

Date

Date

Date




A ~

STATE OF )
) SS.
COUNTY OF )
On this day of » 195_, before me appeared

, to me personally known, who, being
by me duly sworm, 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 fts board of directors, and said

acknowledged said instrument to be the free act and deed of said corpora-

tion,

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 Commigsion expires: Notary Public
STATE OF )
) ss.
COUNTY OF )
On this day of » 195 _, before me appeared
and »

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

My Commission expires: Notary Public
STATE OF - )
) SS.:
COUNTY OF )
On this _____ day of v s 195_, before me appeared

» & single person, to me known
to be the ge:ssu,étgeztbtﬁ in and who executed the foregoing instrument,
and lckaﬂﬂiiitii:tn wa that ___ he executed the same as free
act and dtcd :

My Conuissien.ex;ir@lx : Notary Public

o,



UNIT OPERATING AGREEMENT

RED LAKE PREMIER SAND UNIT EDDY COUNTY, NEW MEXICO

THIS AGREEMENT, made and entered into as of the day of \
195 , by and between the undersigned owners of certain oil, gas and mineral
leases or other operating rights covering lands in the Red Lake Field, Eddy County,
New Mexico, and all other parties who subsequently ratify this agreement (all
hereinafter sometimes being referred to collectively as 'working interest owners'),

. WITNESSETH: That,

WHEREAS, the parties hereto have executed and delivered, as of the date
hereof, that certain "Unitization Agreement" creating the Red Lake Unit in Eddy
County, New Mexico, (hereinafter referred to as "Unitization Agreement'); and

WHEREAS, said Unitization Agreement provides, among other things, for
a separate agreement to be made and entered into by and between the working int-
erest owners, covering certain matters and things pertaining to the development
and operation of said unit created by said agreement; and

WHEREAS, Harold Kersey, d/b/a Kersey & Company hereinafter is designa-
ted and sometimes referred to herein and in said Unitization Agreement as "Unit
Operator"; and the remaining working interest owners hereinafter and in Exhibit
"A"  attached hereto, sometimes are referred to collectively as "non-operators';

NOW, THEREFORE, in consideration of the premises and of the mutual pro-
nises and covenants hereinafter set forth to be kept and performed by the parties
hereto, it is hereby stipulated and agreed by and between the parties hereto as
follows:

I. UNITIZATION AGREEMENT CONFIRMED

1. "Unit Area' as used herein shall mean the area outlined in Exhibit
"A" of the Unitization Agreement. Said Unitization Agreement and all exhibits
attached thereto are hereby confirmed and incorporated herein by reference and
made a part of this agreement. Reference to said exhibits herein shall include
the same and any revisions therecf. In the event of any conflict between said
Unitization Agreement and the provigions of this agreement with respect to the
operation and development of the respective unit areas, the provisions of said
Unitization Agreement shall prevail. -

II. UNIT OPERATOR

2. The parties hereto hereby designate Harold Kersey, d/b/a Kersey &
‘Company as Operator of the Unit area; and, subject to the provisions hereof and
to the orders, directions and limitations rightfully given or imposed by the
working interest owners as herein provided, Kersey & Company, as Unit Operator,
shall have the exclusive control, management, development and operation of the
unit area and of the wells located therein for the production and handling of
unitized substances therefrom, and for the conducting of pressure maintenance
or secondary recovery operations within said unit area. The judgment and dis-
cretion of the Unit Operator, exercised in good faith, shall be the limit of its
liability to non-operators for any acts done or omitted in the performance of
this agreement. The number of employees used by the Unit Operator in conducting
operations hereunder, the selection of such employees, the hours of labor and
the compensation for services to be paid any and all such employees sghall be
determined by the Unit Operator. Such employees shall be the employees of the
Unit Operator. .

3. The Unit Operator may be discharged and its powers, rights and
duties terminated if the Unit Operator shall:
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(a) Fail or refuse to operate the unit area in accordance
’ with the provisions of this agreement,
(b) Tender its written resignation as Unit Operator to
each of the parties hereto,
(c) Become insolvent or,
(d) Receive a majority vote from non-operators that he be
removed.

4., Neither the Unit Operator nor any successor Unit Operator hereunder
shall be released from the powers, rights and duties of Unit Operator for a
period of three (3) months after its discharge, unless a successor Unit Opera-
tor shall have been designated by the working interest owners and shall have
taken over the powers, rights and duties of Unit QOperator hereunder prior to
the expiration of said period.

III. MANAGEMENT AND CONTROL

5. In conducting the operation and development of the unit area here-
under, including, but not limited to, pressure maintenance and secondary recovery
operations, the Unit Operator shall:

(a) Conduct such operations in a good and workmanlike manner
and in accordance with its best judgment of what a prudent
operator would do under the same or similar circumstances,

(b) Consult freely with the non-operators concerning unit
operations and keep them advised of all important matters
arising in connection therewith.

(c) Keep true and correct books, accounts and records of its
operations hereunder and permit at all reasonable times
the inspection and examination thereof by any party hereto.

(d) Furnish to each non-operator monthly statements of all
unitized substances produced and a report of the develop-
ment and operation of the unit area.

(e) Furnish to each non-operator, upon written request, a copy
of the log of any well drilled by the Unit Operator and
copies of engineering and geological data pertaining to
wells drilled by the Unit Operator in the unit area.

(f) Keep the lands and leases in the unit area free from all
liens and encumbrances of outside persons occasioned by
its operations hereunder,.

(g) Submit to the working interest owners, within thirty (30)
days after the effective date of this agreement, a budget
for the remainder of the calendar year and, on or before
December lst of such year and each year thereafter, a
budget for the succeeding calendar year. Each such budget
shall set forth the Unit Operator's estimate of the costs
and expenses required for the development and operation of
the unit area during the four-month periods beginning on
the first day of January, the first day of May and the
first day of September. All budgets submitted shall be for
information only. The Unit Operator shall correct said
budget, or any part thereof; such budget, or the disapproved
portion thereof, shall be revised by the Unit Operator in
accordance with the directions of the working interest
owners, Within fifteen (15) days after such budget re-
vision is approved by the working interest owners, a copy
thereof shall be furnished to each non-operator.

(h) Accord each non-operator, at all reasonable times, access
to the unit area and the right to inspect all operations
conducted therein by the Unit Operator.
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6. 1In conducting the operation and development of the unit area
hereunder, including, but not limited to, pressure maintenance and secondary
recovery operations, before performing any of the following actgs and things,
the Unit Operator shall first obtain the consent, approval and authority of the
working interest owners, in the manner provided in Paragraph nine (9) hereof:

(a) Recomplete in a different reservoir, abandon or change
the status of any well in the unit area.

{b) Drill any additional well within the unit area either
for production of unitized substances or for use as an
injection well or waterflood source well,

(c) Determine the method or methods of pressure maintenance
or secondary recovery operation to be employed from time
to time in the unit area, the substances to be injected
and the wells through which such injection is to be made.

(d) Make any single expenditure in excess of One Thousand Five
Hundred Dollars ($1,500.00), provided, that the approval
by the working interest owners of the drilling, reworking,
drilling deeper or plugging back of any well shall include
approval of all necessary expenditures required therefor
and for completing, testing and equipping the same, in-
cluding necessary flow lines, separators and lease tankage.

(e) Sell or otherwise dispose of any major items of surplus
equipment the current market price at the nearest railway
supply point of mew equipment similar thereto being Fifteen
Hundred Dollars ($1,500.00) or more. Any such item of
equipment shall be considered a major item for the pur-
poses of this contract.

(f) Make arrangements for the enlargement or contraction of the
unit area or for the revision of the exhibits to said
Unitization Agreement required by any enlargement or con-
traction of the unit area.

(g) Designate a representative for working interest owners to
appear before any court or regulatory body in matters per-
taining to unit operations; provided, however, that the
authorization by the working Interest owners of the designa-
tion of any such representative shall not prevent any
working interest owner from appearing in person or by
another representative in its own behalf.

(h) Appoint, and designate the purposes of, committees and
sub-committees necessary for the study of any problem in
connection with unit operations.

7. The working interest owners severally reserve to themselves all
right, power, authority and privileges necessary for the carrying out of the
purposes of this agreement, except the rights, powers, authority and privileges
herein delegated to the Unit Operator,

8. Within ten (10) days after the effective date hereof, each working
interest owner shall advise the Unit Operator in writing of the name and address
of its agent who is authorized to represent and bind it at all meetings of the
working interest owners and for the purposes of considering and acting upon any
matters pertaining to the development and operation of the unit area hereunder.
Such representatives may be changed from time to time by written notlce to the
Unit Operator. The representative of the Unit Operator shall be chairman of
each meeting. The working interest owners shall establish rules of procedure,
including therein provisions with respect to meetings and such other procedural
matters as may be considered advisable; provided, that no meeting may be called
on léss than ten (10) days advance written notice given prior to the date said
meeting is to be called with an agenda for the meeting attached, unless all parties
agree to the call of a meeting on shorter notice.
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The Unit Operator may call a meeting of the Operators Committee once
each month, or a meeting of the Operators Committee may be called by the written
request of any two non-operators.

9. In voting on any matters coming before the working interest owners,
each working interest owner in the unit shall have a voting interest equal to
its percentage of participation in the unitized substances therein as set out in
Exhibit "B" of the Unitization Agreement. Unless specifically herein otherwise
provided, the working interest owners in the unit shall act upon and determine
all matters coming before them hereunder by the affirmative vote of working inter-
est owners or their representatives, owning at the time the vote is taken ninety-
five percent (95%) or more of the voting interest or, if agreement on any pro-
position is not reached on this basis then in accordance with the following voting
procedures:

(a) By the concurring affirmative vote of at least three (3) working
interest owners, or their representatives, having at the time
the vote is taken a combined voting interest of sixty per-
cent (607%) or more in the unit, and such concurring affirmative
vote shall be binding on all parties; provided, however, that
if any one working interest owner at the time of voting owns
an interest in the unit of sixty percent (60%) or more, {its
vote shall not serve to carry or approve any proposition
unless said vote is supported by two (2) or more other working
interest owners having at the time of voting combined interest
in said unit of ten percent (l0%) or more.

(b) Abstention from voting within a ten-day period after receipt of
notice by any working interest owner shall be considered as
approval of the consideration.

10. Each representative shall have only such powers as are conferred
upon him by his principal; provided, however, that any limitation on the authority
of any representative shall be in writing and shall be filed with the Unit Operator.

Iv. CONFORMANCE OF INVESTMENTS

11. Working interest owners have each individually heretofore placed
in or on their wells and in or on lands and leases affected by this agreement
various items of personal property which is lease and well equipment as to all of
which the working interest owners have the contractual right to remove such pro-
perty from the premises and all of which installations by working interest owners
were made with the intention and understanding that all of the same would be and
remain personal property and no part thereof would be or become a part of the
realty. The working interest owners executing this agreement have made separate
agreements with respect to all such personal property (hereinafter réferred to
as '"lease and well equipment”) as distinguished from the provisions of said
Unitization Agreement pertaining to the realty, leasehold estates and the oil, gas
and other mimerals underlying the tracts or leases committed by them to unit area.
Accordingly, the working interegt owners have heretofore severed and do hereby
sever, from the realty, for all purposes, all such lease and well equipment which
may be or which wmay hereafter become located in or on the leases or in the wells
on the land affected hereby.

12. With respect to all of such lease and well equipment, each working
interest owner, subject to the other provisions of this Article IV, hereby ex-
changes title to its interest in the lease and well equipment pertaining to tracts
or leases committed by it to the unit area for title to am undivided interest in
all the lease and well equipment taken over by the Unit Operator for operations
upon the unit hereunder equal to such working interest owner's percentage of
participation as set out in the Exhibit "B" to the Unitization Agreement.

-
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13. On the effective date of this agreement the Unit Operator shall
take over the possession and use of the respective unit area, all the lease and
well equipment determined as hereinafter provided to be necessary for operations
upon the unit hereunder, and all the wells located in said unit area.

14, Subject to the other applicable provisions of the Article IV and
to the end that the respective investments of the working interest owners in and
to all of the lease and well equipment required for unit operations upon said
unit, as hereinafter provided, shall be conformed to their respective interests
in the unitized substances, as shown in Exhibit "B" respectively of said Unitiza-
tion Agreement, the investment of each working interest owner in sald lease and
well equipment, as of the effective date hereof, and the basis of which adjust-
ment therefor shall be made by and between the working interest owners in the
unit are hereby declared to be the value of said lease and well equipment deter-
mined and computed as follows:

(a) The value of all lease and well equipment taken over by
the Unit Operator hereunder shall be determined on the
price basis prescribed for 'second-hand materials (Condition
"B'")" in Section III, Paragraph 2(b), of Exhibit "A", at-
tached hereto, the applicable condition thereof to be indi-
cated on the joint physical inventories provided for in
subparagraph (b) of this Paragraph fourteen (14); provided,
however, that equipment determined to be of other condition
or value shall not be taken over by the Unit Operator except
by specific agreement between the working interest owner or
owners of such equipment and the other working interest
owners in the unit.

(b) As soon as possible after the effective date hereof, or be-
fore such date if the working interest owners so agree, the
working interest owners in the unit shall appoint an inventory
comuittee which shall take or cause to be taken, under the
supervision of the Unit Operator, joint physical inventories
of all lease and well equipment within the unit area, which
inventories shall be used as a basis for determining the
items of said equipment to be taken over by the Unit Opera-
tor for operations in the unit. The Unit Operator shall
notify each working interest owner within each separate tract
at least five (5) days prior to the taking of said inventories
with respect to said tract, so that each of said working
intereat owners may be represented at the taking thereof.

Said inventories shall not include lease surface fittings

under two (2) inches or small pipe under two (2) inches in
diameter, but all said fittings, valves, pipe and equipment
shall nevertheless be taken over by the Unit Operator for
operations hereunder. Said inventories shall be taken as of
the effective date of this agreement. Said inventory committees
shall be responsible for the pricing of all said equipment,
under the supervision of the Unit Operator and in conjunction
with the respective working interest owners insofar as said
inventories apply to their respective tracts. Said inventories
shall not include casing or liner in said wells below a depth
of thirty (30) feet below the base of the particular reservoir
involved.

(c) Said inventories, together with statements showing the items
of lease and well equipment (exclusive of fittings, valves and
plpe specifically excluded in subparagraph (b) above) to be
taken over by the Unit Operator as to the unit and the value
thereof, determined as above provided, within ninety (90) days
after the completion of said joint inventories, shall be sub-
mitted by the Unit Operator to the working interest owners in
the unit for their approval,



(d)

(e)
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Within one hundred eighty (18Q) days after the working
interest owners have approved the statement of the Unit
Operator, mentioned in subparagraph (c) above, the Unit
Operator shall furnish to each working interest owner a
statement as to the unit (itemized on a lease basis),
showing:

(1) All lease and well equipment which the Unit Oper-
ator will retain for operation of the unit, together
with the value of all said equipment, said value to
be in accordance with provisions of subparagraph (a)
of this Paragraph fourteen (l4);

(ii) The value, determined as above provided, of the por-
tion of said equipment which was delivered by each
working interest owner to the Unit Operator (each
working interest owner being entitled to credit for
the value so determined with respect to it); and

(iii) The proportionate part of the total value of all
said lease and well equipment that is chargeable to
each working interest owner in the unit, which shall
be determined by multiplying the percentage set op-
posite the name of each working interest owner in
Exhibit "B" to said Unitization Agreement by the
value of all said equipment.

Within fifteen (15) days after the receipt of the Unit Oper-
ator's statements, last above mentioned, each working interest
owner, with respect to which the amount cﬁargeable to it with
respect to the unit, as provided in subparagraph (d) (iii)
above, exceeds the amount of the total credit to which it is
entitled in the unit, as provided in subparagraph (d) (ii)
above, shall pay to the Unit Operator an amount of money equal
to the difference between said charge and credit. Within fif-
teen (15) days after all of said payments have been made with
respect to the unit, the Unit Operator shall pay to each work-
ing interest owner in the unit the amount by which the total
credit to which it {s entitled, as provided in subparagraph (d)
(i1i) above, exceeds the amount chargeable to it, as provided
in subparagraph (d) (iii) above.

Lease and well equipment and other personal property within

the unit area prior to the efective date hereof not taken

over by the Unit Operator, as hereinabove provided, shall re-
main the property of the original owner or owners and shall be
removed from the unit area or disposed of by such owner or own-
ers as soon as practicable,

15. There shall be no adjustment or payment hereunder for the in-

tangible costs for:

(a)
(b)

(c)

The installation of equipment,

The drilling, completing, testing, repairing, plugging back,
drilling deeper, working over or any other intangible costs
in, on or with respect to any well, or

For lease roads or other easements taken over by the Unit
Operator for the operation of the unit.

16. Should there be any contraction, enlargement or enlargements of the
unit area the investment in lease and well equipment shall be conformed to the
respective interests of the working interest owners in the unitized substances
produced from such contracted or enlarged unit area or areas as shown by the re-
vised applicable Exhibit "B" to the Unitization Agreement in such manner as shall
be determined by the working interest owners.



V. COSTS AND EXPENSES

17. The Unit Operator initially shall advance and pay all costs and
expenses for the development and operation of the respective unit areas, for
the production of unitized substances therefrom, and for the conducting of
pressure maintenance or secondary recovery operations therein for the joint ac-
count of the parties hereto in the proportions in which said parties participate
in the unitized substances, as set out in Exhibit "B" of said Unitization
Agreement; and the Unit QOperator shall charge costs and expenses to the working
interest owners in said proportions., Each working interest owner shall bear
and pay, and shall reimburse the Unit Operator for, its proportionate share in
the unit of all said costs and expenses, the proportionate share of each working
interest owner being equal to its percentage of participation in the unitized
substances in the unit as set out in Exhibit "B" of said Unitization Agreement.

18. All such costs, expenses, credits and related matters, and the
method of handling the accounting with respect thereto, shall be in accordance
with the schedule of Joint Accounting Procedure attached hereto and marked
Exhibit “A", provided, however:

(a) That the Unit Operator shall not apportion any part of the
salaries and expenses of its division superintendent; of
other general division employees or of division office ex-
penses to the joint account as provided in Paragraph twelve
(12) (a) of Section II of said Exhibit "A", and the monthly
per well overhead rates set forth under Paragraph twelve
(12) (a) of Section 1I of said Exhibit "A" shall be in lieu
of any charges for any part of the compensation or salaries
paid to the Unit Operator's division superintendent and to
other general division employees and shall be in lieu of any
charges for division office expenses as well as the Unit
Operator's principal business office expenses, but said over-
head rates shall not be in lieu of any charges for any part
of the compensation or salaries paid to the Unit Operator's
waterflood engineer; and

(b) That, whenever the Unit Operator is compelled to furnish from
its warehouse or other properties material acquired or pur-
chased at values or prices in excess of those determined in
accordance with the provisions of Exhibit "A", the Unit Oper-
ator shall attach to its Authorization for Expenditures Re-
quest at the time it is forwarded to each working interest
owner for approval, as required by Exhibit “A", a notifica-
tion to that effect; then, unless a working interest owner
informs the Unit Operator of its election, within ten (10)
days after the date of said Authorization for Expenditures
Request, to furnish in kind at the location, or at the rail-
way receiving point nearest thereto, its proportionate part
of any such material of like grade and quality, and forth-
with delivers the same, the Unit Operator shall furnish all
suchy material to the joint account and shall charge each
working interest owner for its proportionate part thereof on
the basis of the Unit Operator's direct cost and expense (not
including any overhead charges) incurred in acquiring and
shopping said material and transporting it to the location.

19. As to the work so done by the Unit QOperator in performing the ob-
ligation contained in the plan of development as submitted to U. 8. G. S., it is
understood and agreed that the Unit Operator is hereby authorized to proceed with
such work at the direction of the operating committee and that the non-operators
shall bear their proportionate part of all costs, material, labor and services in-
curred in carrying out the operations called for in said plan of development.

w 9
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The Unit Operator shall render to non-operators a statement of all
such costs as soon as is reasonably convenient. 1If, within ninety (90) days
after the delivery of such statements to the non-operator, the Unit Operator
has not been paid for same, then Unit Operator shall be entitled to recover a
sum equal to double the amount of all such unpaid statements out of the de-
faulting non-operators' interest in the first oil and gas produced therecafter,

For the purposes of assuring the Unit Qperator of recovery of ex-
penditures made in accordance with plan of development, non-operators shall
grant to Unit Operator liens upon their interest in the jointly owned leases
and materials, the oil and gas produced from said leases and the proceeds of
such oil and gas to secure payment of non-operators' share of cost and expenses
incurred for the joint account, which lien may be enforced as a mortgage lien
or in any other manner now or hereafter permitted by the law. Whenever any non-
operator defaults in payment of his share of such costs and expenses, the Unit
Operator is hereby authorized to collect the proceeds of oil and gas accruing
to the interest of the defaulting non-operator in the jointly owned leases direct
from the purchaser or purchasers thereof until the amount collected equals double
the amount owing by the defaulting non-operator; and each such purchaser shall
be fully protected in making payment to Unit Operator on the basis of double the
amount of Unit Operator's written statement of the amount owing by such defaulting
non-operators.

An affidavit duly executed by Unit Operator to the effect that certain
amounts are due and unpaid under the provisions of this péragraph shall be suf-
ficient notice to the pipe line gatherer to enable it to make payment direct to
the Unit Operator until he hag received the amount recoverable under the terms
and provisions of such paragraph or until such time as he shall have notified
the pipe line gatherer that such amount has been settled with defaulted non-
operator,

20, 1I1f the Unit Operator forecloses the lien provided for in this
agreement and acquires the property and interest subject thereto at foreclosure
sale, the Unit Operator, within thirty (30) days after so acquiring title thereto,
shall offer to transfer and convey to each of the remaining working interest
owners in the unit in which such interest was foreclosed (exclusive of the Unit
Operator and the party whose property and interest were foreclosed) a proportion-
ate undivided interest in and to said property and interest so acquired, and shall
within ten (10) days after payment of each working interest owner's proportionate
part of Unit Operator's acquisition costs (including the amount of indebtedness
for which foreclosure was instituted) convey to each working interest owner such
proportionate undivided interest. The proportionate undivided interest of each
working interest owner in and to said property and interest and each working
interest owner's proportionate part of said acquisition costs shall be in the
ratio that its percentage of participation in the unitized substances in the
subject unit bears to the total of the percentages of participation in unitized
substances in said unit of all working interest owners (including the Unit
Operator) other than the working interest owner whose property and interest were
foreclosed. )

VI, WELLS DRILLING ON EFFECTIVE DATE AND SUBSEQUENT WELLS

21, Any well being drilled by a working interest owner on land in the
unit area on the effective date hereof shall be drilled, completed, equipped and
tested by such working interest owner at its sole cost, expense and risk. In the
event that such well is completed after the effective date hereof as a producer
of unitized substances in paying quantities, such well and the equipment used, had
and obtained in connection therewith and required for operation thereof hereunder
shall be taken over by the Unit Operator as of the date of such completion and the
investment of said working interest owner in said lease and well equipment shall
be adjusted by and between all of the working interest owners herein on the same
basis, in the same manner and with the same effect as 1if said well had been drilled,
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completed, equipped and tested prior to the effective date of this agreement,
subject, however, to such revisions as may be provided for as a result of the
inclusion thereof.

VII. WELLS DRILLED AND OTHER WORK DONE BY UNIT OPERATOR.

22, All wells drilled by the Unit Operator hereunder shall be drilled
on a competitive contract basis. Unit Operator, if it so desires, may employ
its own or rented tools and equipment in the drilling or reworking of wells or
doing other work in the unit area, but in such event such work shall be per-
formed by the Unit Operator under same terms and conditions as are customary and
usual in the immediate area of the Red Lake Field in contracts of independent
contractors who are doing work of a similar nature.

23. Regardless of the ownership of the lease or leases on, or other
operating rights in, a particular tract of land within the unit area on which a
well may be commenced and drilled after the effective date hereof for the joint
account of the working interest owners, the equipment, casing and other personal
property used, had and obtained in connection with each such well shall be owned
by the working interest owners in proportion to theilr "respective interests in the
unitized substances, as shown in Exhibit "B" to the Unitization Agreement.,

VIII. OIL IN LEASE TANKAGE ON EFFECTIVE DATE

24, The Unit Operator shall make a proper and timely gauge of all
lease and other tanks within the unit area in order to ascertain the amount of
merchantable oil and condensate and other liquid hydrocarbons above pipe line con-
nection in such tanks as of 7:00 A. M. on the effective date hereof. All such oil
which has been produced legally shall be and remain the property of the parties
entitled thereto the same as if the unit had not been formed, and such parties
shall promptly remove said oil from the unit area. Any such oil not so removed
shall be sold by the Unit Operator for the account of such owner or owners, sub-
ject to the payment of all royalty and royalty owners under the terms and pro-
visions of the applicable lease or leases and other contracts.

IX, TAKING IN KIND

25. Each working interest owner shall own and shall take and receive in
kind, or separately dispose of, its proportionate part of all unitized substances
produced and saved from the unit area, the proportionate part of each working
interest owner being set opposite its name in Exhibit "B" to the Unitization
Agreement.

26. 1f any working interest owner should fail to take or adequately
provide for the disposition of any part of its share of the unitized substances
from the unit area the operation of which is provided for herein, the Unit Operator
shall have the right, revocable at will, to dispose of such unitized substances
for periods of not longer than one day, and such working interest owner, upon such
disposition shall be considered as having received the same; provided however, that
any proceeds received by the Unit Operator from such disposal shall, subject to
payment of royalties, overriding royalties and other payments'out of production,
be credited and paid to such working interest owner and the Unit Operator shall
bill such working interest owner for the reasonable costs and expenses incurred
in making such disposition.

X, PAYMENT OF ROYALTIES

27. The Unit Operator shall (as provided for in Paragraph eleven (11)
of the Unitization Agreement) pay, or cause to be paid, all royalties, overriding
interest and other payments out of production due and payable to the royalty
owners in such tract, on account of the unitized substances produced from or
allocated to such tract in accordance with the lease or leases and other contracts
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covering such tract, as modified by the Unitization Agreement. Should there

be unsigned royalty interests not in excess of twenty-five percent (257%) in any
tract in the respective unit and the royalty payments due to such unsigned
royalty interest owner on actual production are more or less than the royalty
payments on production of unitized substances allocated to such unsigned
royalty interests in such tract or tracts, the difference shall be borne by

or inure to the benefit of the working interest owners in accordance with their
participating percentages within the respective unit as shown by the applicable
Exhibit "B" to the Unitization Agreement.

XI. RIGHT OF WITHDRAWAL

28. 1f any party which has executed or ratified this agreement de-
sires to withdraw herefrom as to the unit to be operated hereunder, it may do so
by transferring, assigning and conveying, without covenants of warranty, either
expressed or implied, all of its interest in said unit to all other working
interest owners which have executed or ratified this agreement as to such unit
and which do not desire to withdraw from said unit, together with the withdrawing
party's interest in all wells, pipe lines, casing, injection equipment and
facilities and other personal property within the unit from which withdrawal is
desired or used in connection therewith; provided, that such transfer, assignment
or conveyance shall not relieve said party from any obligation or liability
which accrued or was incurred prior to the date of the execution and delivery
thereof. The interest so transferred, assigned and conveyed shall be taken and
owned by the assigneegs in the ratio of their respective interests in the unitized
substances produced from the subject mit. After the execution and delivery of
such transfer, assignment or conveyance, the withdrawing party shall be re-
lieved from all further obligation and liability hereunder as to the particular
unit from which withdrawal is effected and under the Unitization Agreement; and
the right of such party to any benefits subsequently accruing hereunder and under
said Unitization Agreement shall cease; provided that, upon the delivery of said
transfer, assignment or conveyance, the assignegs, in the ratio of their res-
pective interests so acquired, shall pay to the assignor for its interest in all
jointly owned equipment, casing and other personal property the value thercof,
determined in accordance with the provisions of Exhibit "A", less the cost of
salvaging the same, as estimated and fixed by the working interest owners in the
unit.

XII. ABANDONMENT OF OPERATIONS

Upon the termination of the Unitization Agreement as to the unit created
hereby, however accomplished, the parties hereto shall thereafter be governed by
the respective leases and contracts affecting the separately owned tracts con-
tained within the unit area as to which this contract has terminated. TIf the
Unitization Agreement should terminate as to the unit created hereby for any rea-
son hereof, or otherwise, from.and after 7:00 A. M. on the date of such termina-
tion unit operations shall cease as to the unit to which this agreement is
terminated, and thereafter, as to the unit, all operations, developmeqt and ac-
counting on or with respect to said leases and other operating rights shall be on
a lease basis in accordance with the respective leases and other contracts per-
taining thereto; provided, however, that all unitized substances produced, used,
sold or stored and any costs and expenses of Unit Operator incurred, prior to
such termination as to the unit shall be paid or accounted for, or otherwise
handled, as provided herein or in said Unit Operating Agreement except as herein
or in said Unit Operating Agreement otherwise provided, all rights, titles and
interests of royalty owners and of working interest owners covered hereby shall
be released and discharged from this agreement and from said Unit Operating
Agreement as to the unit. No lease, or other operating rights, covering land
within the unit area as to which this unit is so terminated shall be forfeited,
or otherwise terminated, if the owner or owners thereof resume the payment of
delay rentals on the next rental payment date, if any; continue production of oil,
gas or other minerals within sixty (60) days after such termination; or if such
owner or owners have the right so to do under their respective leases, commence,

-10-
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within sixty (60) days after such termination, and prosecute with due diligence
drilling or reworking operations thereon, and if, as a result of such operations,
oil, gas or other minerals should be found in paying quantities, said lease 6r
other operating rights shall remain in full force and effect so long thereafrer

as said oil, gas or other minerals are produced in paying quantities. In addition
the following conditione shall apply separately to the unit:

(a) If termination occurs prior to the abandonment mentioned
in subparagraph (b) of this Paragraph twenty-nine (29), the
following provisions shall apply to the unit:

(b)

(1)

(i1)

All unitized substances in storage within the unit

area at the time of said termination shall be disposed
of and removed from the unit area within thirty (30)
days after said termination and accounted for in ac-
cordance with the applicable provisions hereof and of
the Unitization Agreement.

Title to all remaining equipment taken over by the Unit
Operator hereunder and title to all equipment purchased
for unit operations by the Unit Operator shall, subject
to adjustment of investment as provided in subparagraph
(a) (iv), below, vest in the owner or owners of the res-
pective leases and other operating rights on or in which
said equipment is located; provided, that, as to each
plece or portion of said equipment which 1is serving more
than one lease, first priority shall be given to the
working interest owners served by such equipment. As to
all such equipment which was included in the unit area
upon the effective date hereof by one or more of the work-
ing interest owners and which is identifiable as such,
second priority shall be given to the owner or owners on
whose lease it was located prior to unitization. As to
such equipment which 1is not so identifiable or was pur-
chased by the Unit Operator for unit operations after the
effective date hereof, second priority shall be given to
the owner or owners on whose lease or leases such equip-
ment is situated upon the termination date hereof.

(11i) The vesting or revesting of title to any then existing

(iv)

warehouses, warehouse stocks, lease houses, camps, facil-
ity systems which may then be unit property, shall be
determined by the working interest owners on an equitable
basis, with priorities between the respective working
interest owners being the same as provided in subparagraph
(a) (ii), above, with respect to equipment sexrving more
than one lease,

The investment in said equipment and property mentioned
above in this subparagraph (a) shall be readjusted by and
between the working interest owners on the basis and in
amounts determined by them. The salvaging, liquidation

or division in kind of all jointly-owned property not taken
over by the respective working interest owners, as pro-
vided above in this subparagraph (a), and the final ad-
justment of accounts by and between the parties hereto,
shall be in the manner determined by the working interest
owners,

If said termination occurs on the abandonment of unit operations
after it has been determined that unitized substances no longer
can be produced from the unit area in paying quantities, the
following provisions shall apply:

-11-



. ~, =~ Page 12,

(1) The owner or owners of the lease or leases on, or other
operating rights in, any separate tract within the unit
area on which a unit well or wells are located shall have
the right to take over and to continue to operate such
well or wells by paying to the Unit Operator the value of
the equipment, casing and other personal property used in
connection with the operation of said well or wells, deter-
mined in accordance with the provisions of Exhibit "A",
attached hereto, less the cost of salvaging the same as
estimated and fixed by the working interest owners and by
agreeing properly to plug said well or wells at the time
of abandonment; provided, that the provisions of this sub-
paragraph (b) (i) shall not prevent the salvaging or other
disposition of the pipe lines and other equipment and
facilities used exclusively for injection operations.

(ii) With respect to each well not taken over by the owner or
owners mentioned in subparagraph (b) (i), above, the Unit
Operator shall salvage so much of the equipment, casing
and other personal property used in connection therewith
as can economically and reasonably be salvaged and shall
cause such well to be properly plugged and abandoned.

(1i1) The salvaging and liquidation of all jointly owned pro-
perty used in the operation of the unit area, including,
but not limited to, pipe lines and other equipment and
facilities used exclusively for injection operations, and
the final adjustment of accounts by and between the parties
hereto shall be in a manner determined by the working
interest owners; and the money and other assets, including
money recelved by the Unit Operator under subparagraph
(b) (i), above, shall be distributed to all the working
interest owners in the ratio of their respective inter-
ests in the unitized substances, as shown in the applicable
Exhibit "B" to the Unitization Agreement.

30. If the Unit Operator, with the approval of the working interest
owners should decide permanently to abandon any well within the unit area prior to
the termination of the Unitization Agreement, the Unit Operator shall give to the
working interest owner or owners of the tract on which such well is located written
notice of such fact, and said owner or owners shall have the right and option for
"~ a period of thirty (30) days after receipt of such notice to notify the Unit Oper-
ator of its or their election to take over said well and to deepen or plug back
said well to a formation other than the unitized reservoirs. Within ten (10) days
after said owner or owners have so notified the . Unit Operhtor, said owner or owners
shall pay to the Unit Operator for credit to the joint account of the working inter-
est owners in the particular unit the value of the casing in said well and of the
other equipment thereon, as determined in accordance with the provisions of Exhibit
"A" attached hereto, less the cost of salvaging the same as estimated and fixed by
the working interest owners of the particular unit, and at the same time shall agree
by letter addressed to the Unit Operator (a) to case or seal off in an efficient and
workmanlike manner the particular reservoir in which said well was completed; (b) to
produce said well, if the same is produced, from some formation other than the uni-
tized reservoirs; and (c) on ultimate abandonment of said well, to plug and sdandon
it in a workmanlike manner in accordance with the laws of the State of New Mexico
and the rules, regulations and orders of the Qil Conservation Commission of the State
of New Mexico.

XIII. INSURANCE AND TAXES

31. As to all operations hereunder, Unit Operator shall carry for the
benefit and protection of the parties hereto Workmen's Compensation Insurance in ac-
cordance with the laws of the State of New Mexico. The Unit Operator shall not be
required to carry any other insurance for any of the joint accounts. The liability,
if any, of the parties hereto in damages for claims growing out of personal injury

-12-
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to or death of third persons or injury or destruction of property of third per-
sons resulting from the operation and development of the respective units shall
be borne by the parties hereto in the proportions of their respective interests '
in the unitized substances in the respective units, and each party individually
may acquire such insurance as it deems proper to protect itself against such
claims.

32. Unit Operator shall pay or cause to be paid all production, sever-
ance, gathering and other direct taxes imposed upon or on account of the pro-
duction of unitized substances from the unit area and any and all other taxes
imposed upon operation of the unit area. Unit Operator shall make and file for
ad valorem tax purposes all necessary assessments, renditions and returns with
the proper taxing authorities or governmental subdivisions covering all real and
personal property of each working interest owner within the unit area and used in
connection with operations thereon; provided, that, 1f any working interest owner
is dissatisfied with any proposed rendition or assessment of its interest in real
or personal property, it shall have the right at its own expense, to protest and
resist the same. All ad valorem taxes due and payable on account of real and per-
sonal property of each working interest owner located within the unit area and
used in connection with operations thereon shall be paid by Unit Operator for the
respective joint accounts in the same manner as other costs and expenses; pro-
vided, however, that the obligation of the Unit Operator to make and file the
necessary assegsments, renditions, and returns or to pay the ad valorem taxes
upon unit property shall not be effective until the first day of the calendar year
next succeeding the effective date of this agreement. Each working interest owner
shall be liable for its share of such taxes in proportion to its interest in the
unitized substances in the respective units, regardless of the location in the
particular unit of the land or leases contributed by it, and each such working
interest owner shall reimburse Unit Operator for its proportionate part of all
payments so made.

X1V, RULES AND REGULATIONS AND FORCE MAJEURE

33. This agreement and all operations hereunder shall be subject to the
conservation laws of the State of New Mexico, to the applicable valid rules, regu-
lations and orders of the Oil Conservation Commission of said State and to all
other applicable state and Federal laws, rules, regulations and orders.

34. All obligations of each party hereto, except for the payment of
money, shall be suspended while, but only so long as, said party is prevented from
complying with such obligations, in whole or in part, by strike, fire, flood,
tornado, lightning, explosion, concussion, radiation, Acts of God or the public
enemy, state or Federal regulations, uncontrollable delay in transportation, in-
ability to obtain necessary materials in open market, inadequate facilities for
the transportation of materials, or other causes beyond the reasonable control of
said party, whether similar to the causes herein specifically enumerated or not;
provided, however, that performance shall be resumed within a reasonable time after
such cause has been removed; and provided, further, that no party hereto shall be
required against its will to adjust or settle any labor dispute.

XV. - NOTICES
35. All notices provided for herein shall be mailed or sent as follows:

(a) To Unit Operator at P. 0. Box 305, Artesia, New Mexico, and
to non-operators as follows:

Olen F. Featherstone
P. 0. Box 1088
Roswell, New Mexico

Franklin, Aston & Fair, Inc.

P. O. Box 769
Roswell, New Mexico
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The Ibex Company
P. 0. Box 752
Breckenridge, Texas

J. 0. Miller

E. E. Scannell
517 Staley Building
Wichita Falls, Texas

Staley 0il Company
Staley Building
Wichita Falls, Texas

Stanolind 0il & Gas Co.
P. 0. Box 899
Roswell, New Mexico

Martin Yates III, Harvey E. Yates and S. P. Yates
Carper Building

Artesia, New Mexico

S. P. Yates

Carper Building

Artesia, New Mexico

(b) Any person, firm or corporation which after the effective
date hereof becomes bound hereby, within ten (10) days after
becoming so bound, shall notify in writing the Unit Opera-
tor and the other parties hereto of 1its address for receiving
notices hereunder and of the name and address of its agent
who is authorized to represent and bind it hereunder. Any
party hereto may change its agent or address for the purposes
of this Paragraph thirty-five (35) by giving to the other
parties bound hereby written notice of such changes.

XVl, EFFECTIVE DATE, DURATION AND TERMINATION

36. This agreement shall become effective on the date and at the time
the Unitization Agreement becomes effective; shall run concurrently with the
Unitization Agreement and shall terminate on the date and at the time said
Unitization Agreement terminates, or on such other date as may be determined by
the working interest owners hereunder.

XVII. RELATIONSHIP OF THE PARTIES

37. The duties, obligations and liabilities of the parties hereto shall
be several and not joint or collective; and nothing herein contained shall ever be
construed as creating a partnership of any kind, joint venture, an association or
a trust or as imposing upon any one or more of the working interest owners any
partnership duty, obligation or liability. Each party hereto shall be individually
responsible only for its obligations, as set out herein, and shall be liable only
for its proportionate share of the costs and expenses, as herein stipulated.

38. Whenever in this agreement reference is made to operations for the
joint accounts of any of the parties hereto or to charges or credits to said ac-
counts of the parties hereto, or whenever similar language is used, such language
is used merely as a convenient method of referring to the accounting necessary
between them; and such phraseology shall never be construed as creating any joint
liability upon the part of the parties hereto for any obligation incurred under
this agreement or as setting apart or creating any fund or jointly owned property
for the satisfaction of any such obligation or as creating a common fund for any
other purpose. No funds received by the Unit Operator under this agreement, whe-
ther received as advances or as payments on account of costs or expenses, or
otherwise, need be segregated by the Unit Operator or maintained by it as a joint
fund, but may be commingled with its own funds and used or handled by the Unit
Operator as provided for in this agreement.
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39. Unit Operator shall not be liable for any errors of judgment or
for the loss or damage to any jointly owned property or equipment of the parties
hereto not resulting from the gross negligence or willful misconduct of the Umit
Operator or its employees.

40. 1If for any reason other than as a result of the unit operations or
nonproduction, any lease or interest therein subject hereto be lost, forfeited,
released or cancelled, or any lease expire, or should the title to any land sub-
ject hereto be lost during the term of this agreement, the participating per-
centage of the party representing itself to be the owner thereof shall be reduced
proportionately and the participating interests of all parties shall be adjusted
as herein provided. Each working interest owner shall be responsible to the
other parties hereto for the title to each tract contributed hereto by such work-
ing interest owner; provided, however, that each and all those separate tracts as
to which the working interest owners owning one hundred percent (100%) of the
working interest in said tract have signed or ratified this agreement and royalty
owners owning less than seventy-five percent (757%) of the royalty interest in said
tract have signed or ratified this agreement; and in which the working interest
owners in said tract have agreed (such agreement to be at their option and not an
obligation) to indemnify and hold harmless all other parties hereto against any and
all claims or demands that may be made by the non-joining royalty owners in said
tract on account of the inclusion of said tract in the unit area and the operation
of the unit area on the basis herein provided, but such indemnity shall not extend
to production from such tract in excess of the participation percentage allocated
to said tract, and shall not extend to loss or damages resulting from unit opera-
tions, and shall not extend to more than seventy-five percent (75%) of the royalty
interest in said separate tract. 1In the event of loss, forfeiture, release, can-
cellation, expiration or failure of title for any reason other than as the result
of the unit operation or non-production, either In whole or in part, such loss,
forfeiture, release, cancellation, expiration or failure of title shall be borne
entirely by the working interest owner who contributed such tract, and any neces-
sary adjustments shall be made with such working interest owner and all other
parties hereto as to investments incurred prior to the date of the loss. Any such
losses, forfeitures, releases, cancellations, expirations or failure of title and
any liability for damages that are incurred as a result of the unit operation or
non-production shall be borme by all of the parties hereto in proportion to their
respective participation percentages in each of the units created hereby. Any land
or leases, or interests therein, the title to which is lost in whole or in part,
shall be excluded from the unit area or areas of which it is a part as of 7:00 A. M,
on the date on which said loss of title is finally determined, unless the new owner
or owners thereof join in this agreement; and the percentages of participation of
the land and leases, or interests therein, thereafter remaining in the unit area
or areas shall, if necessary, be recomputed, readjusted and revised, and the appli-
cable Exhibits "A" and "B: to the Unitization Agreement revised accordingly.

XVIII. JOINDER, RATIFICATION AND COUNTERPARTS

41. This agreement may be signed or ratified by any person owning a
lease or leases on, or other operating rights in, lands being added to the unit
area. Execution of this agreement may be in any number of counterparts, and each
counterpart so executed shall have the same force and effect as an original in-
strument and as if all the parties to the aggregate counterparts had signed the
same document. Ratification of this agreement must be by separate instrument in
writing, specifically referring to this agreement.

XIX GENERAL
42. The non-operators shall, within thirty days after the complete
Unit Agreement is filed for record, furnish to Unit Operator copies of logs of all

wells, production reports, well tests and all other pertinent data relative to the
performance of wells drilled by them respectively in the unit area,
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43. This agreement shall supersede all existing agreements, except the
Unitization Agreement and agreements made pursuant thereto, covering the lands and
leases described in Exhibits "A" and "B" attached to said Unitization Agreement,
to the extent that the provisions of such existing agreements are in conflict
with the provisions of this agreement.

44, In the event of any disagreement or conflict berween the provisions
contained in the body of this agreement and the provisions of Exhibit "A" at-
tached hereto, the provisions of Exhibit "A" shall be considered as amended and
modified hereby.

45, The terms, covenants and conditions of this agreement shall be
binding upon and shall inure to the benefit of, the parties hereto and their res-
pective heirs, representatives, executors, administrators, trustees, successors
and assigns.

IN TESTIMONY WHEREOF, the parties hereto have executed this agreement
as of the day and year first hereinabove written.

UNIT OPERATOR AND WORKING INTEREST OWNER

WORKING INTEREST OWNERS
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EXHIBIT “A" PASO-T-1955-2

Attached to and made a part of . Unit Operating Agreement,
Red Lake Premier Sand Unit, Eddy County, New Mexico

ACCOUNTING PROCEDURE

(UNIT AND JOINT LEASE OPERATIONS)

I. GENERAL PROVISIONS
Definitions

“Joint property” as herein used shall be construed to mean the subject area covered by the agrecement to which this “Accounting Procedure” is at-
tached. .

“Operator” as herein used shall be construed to mean the party designated to conduct the development and operation of the subject area for the
joint account of the parties hereto.

“Non-Operator™ as herein used shall bé* construed to mean-any one or more of the non-operating parties.

B. Statement of all charges and credits to-the joint account, summarized by appropriate classifications indicative of the nature thereof.
C. Statements as follows:
(1) Detailed statement of material ordinarily considered controliable by operators of oil and gas properties;
(2) Statement of ordinary charges and credits to the joint account summarized by appropriate classifications indicative of the nature thereof;

and
(3) Detailed statement of any other charges and credits.

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.

Adjustments

Payment of any such bills shall not prejudice the right of Non-Operator to protest or question the correctness thereof. Subject to the exception
noted in Paragraph 5 of this section I, all statements rendered to Non-Operator by Operator during any calendar year shall conclusively be presumed
to be true and correct after twenty-four (24) months following the end of any such calendar year, unless within the said twenty-four (24) month
period Non-Operator takes written exception thereto and makes claim on Operator for adjustment. Failure on the part of Non-Operator to make
claim on Operator for adjustment within such period ‘shall establish the correctness thereof and preclude the filing of exceptions thereto or making
of claims for adjustment thereon. The provisions of this paragraph shall not prevent adjustments resulting from physical inventory of property as
provided for in Section VI, Inventories, hereof.

Audits

A Non-Operator, upon notice in writing to Operator and. afl other Non-Operators, shall have the right to audit Operator’s accounts and records
relating to the accounting. hereunder for any calendar year within the twenty-four (24) month period following the end of such calendar year, pro-
vided, however, that Non-Operator must .take written exception to and make claim upon the Operator for all discrepancies disclosed by said
audit within said twenty-four (24) month. period. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable
effort to conduct joint or simultaneous audits in 2 manner which will result in 2 minimum of inconvenience to the Operator.

H. DEVELOPMENT AND OPERATING CHARGES

Subject to limitations bereinafter prescribed, Operator shall charge the joint account with the following items:

. Rentals and Royalties

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

Labor

A. Salaries and wages of Operator’s employees directly engaged on the joint property in the development, maintenance, and operation thereof,
including salaries or wages paid to geologists and other employees who are temporarily assigned to and directly employed on a drilling well.

B. Operator’s cost of holiday, vacation, sickness and disability benefits, and other customary allowances applicable to the salaries and wages charge-
able under Subparagraph- 2 A and- Paragraph 11 of this Section II. Costs under this Subparagraph 2 B may be charged on a “when and as
paid basis” or by “percentage -assessment” on the amount of salaries and wages chargeable under Subparagraph 2 A and Paragraph 11 of this
Section IL  If percentage assessment is used, the rate shall be based on the Operator’s cost experience.

C. Costs of expenditures or contributions made p to nents imposed by governmental authority which are applicable to Operator’s labor
cost of salaries and wages as' provided under Subparagraphs 2 A, 2 B, and Paragraph 11 of this Section IL

Employee Benefits

Operator’s current cost of established plans for employees’ group life insurance, hospitalization, pension, retirement, stock purchase, thrift, bonus,
and other benefit plans of a like mature, applicable to Operator’s labor cost, provided that the total of such charges shall not exceed ten per cent
(10%) of Operator’s labor costs as provided in Subparagraphs A and B of Paragraph 2 of this Section II and in Paragraph 11 of this Section IL

Material
Material, equipment, and supplies purchased or furnished by Operator for use of the joint property. So far as it is reasonably practical and con-

sistent with efficient and economical operation, only such material shall be purchased for or transferred to the joint property as may be required for
immediate use; and the accumulation of surplus stocks shall be avoided.

Transportation

Transportation of employees, equipment, material, and supplies necessary for the development, maintenance, and operation of the joint property
subject to the following limications:

A. If material is moved to the joint property from vendor’s or from the Operator’s warchouse or other properties, 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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B. If surplus material is moved to Operator’s warechouse or other storage point, no charge shall be made to the joint account for a distance greater
than the distance from the nearest relisble supply ‘store or railway receiving point, except by special agreement with Non-Operator. No charge
shall be made to the joint account for moying material to other propertics belonging to Operator, except by special agreement with Non-Operator.

Service

A. Outside Services:
The cost of contract services and utilities procured from outside sources.

B. Use of Operator’s Equip and Facilities:
Use of and service by Operator’s exclusively owned equipment and facilities as provided in Paragraph 5 of Section III entitled “Operator’s Ex-
clusively Owned Facilities.”

Damages and Losses to Joint Property and Equipment

All costs or exp ¥ to repl or repair damages or losses incurred by fire, flood, storm, theft, accident, or any other cause not con-
trollable by Operator through the exercise of reasonable diligence. Operator shall furnish Non-Operator written notice of damages or losses in-
curred as soon as practicable after report of the same has been received by Operator.

Litigation Expense

All costs and expenses of litigation, or legal services otherwise necessary or expedient for the protection of the joint interests, including attorneys’

fees and exp as hereinafter provided, togecher with all judgments obtained against the parties or any of them on account of the joint operations

under this agreement, and actual ezpenses 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 2 majoricy of the interests hereunder shall so agree, actions or claims affecting the joint interests hereunder may be handled by the legal
staff of one or more of the parties hereto; and 2 charge commensurate with cost of providing and furnishing such services rendered may be
made against the joint account; but no such charge shall be made until approved by the legal departments of or attorneys for the respective
parties hereto.

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

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

Insurance and Claims

A. Premiums paid for insurance required to be carried for the benefit of the joint account, together with all expenditures incurred and paid in
sectlement of any and all Josses, claims, damages, judgments, and other expenses, including 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 settlement of any and all losses, claims, dam-
ages, judgments, and any other expenses, including legal services, shall be charged to the joint account.

District and Camp Expense (Field Supervision and Camp Expense)

A pro rata portion of the salaries and expenses of Operator’s production superintendent and other employees serving the joint property and other
properties of the Operator in the same operating area, whose time is not allocated directly to the properties, and a pro rata portion of the cost of
maintaining and operating a production office known as Operator’s
office located at or near (or a comparable office if location changed), and
necessary suboffices (if any), maintained for the convenience of the above-described office, and all necessary camps, including housing facilities for

employees if required, used in the conduct of the operations on the joint property and other properties operated in the same locality. The expense
of, less any revenue from, these facilities should be inclusive of depreciation or a fair monthly rental in lieu of depreciation on the investment. Such
charges shall be apportioned to all properties served on some equitable basis consistent with Operator’s accounting practice.

Administrative Overhead

Operator shall have the right to assess against the joint property covered hereby the following management and administrative overhead charges,
which shall be in liew -of all mﬂ‘ all- offices Qf the Opcrator not covered by Section ]l Puagraph 11, abovc, mcludmg salaries and expenses

$ 40.00 per day for Waterflood Engineer in office

$ 50.00 per day for Waterflood Engineer in field

$ 10.00 per well per wmonth (including injection wells)

$ 10,00 per water plant per month

$175.00 pexr well per month on drilling and reworking wells
One-half of District Superintendent’s salary

A. Overhead charges for drilling wells shall begin on the date each well is spudded and terminate when it is on production or is plugged, as the
case may be, except that no charge shall be made during the suspension of drilling operations for fifteen (15) or more consecutive days.
B. In connection with overhesd chatges, the status of wells shall be as follows: .
(1) Injection wells for recavery “operations, such as for repressure or water flood, shall be mcluded in the overhead schedule the same as produc-
ing oil wells.
(2) Water supply wells utilized for water flooding operations shall be included in the overhead schedule the same as producmg oil wells.
(3) Producing gas wells shall be included in the overhead schedule the same as producing oil wells.
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B. Automotive equipment at rates commensurate with cosc of ownership and operation. Such rates should generally be in line with the schedule of
rates adopted by the Petroleum Motor Transport Association, or some other recognized organization, as recommended uniform charges against
joint account operatxons and revised “from time to time. Automotive rates shall include cost of oil, gas, repairs, insurance, and other operating
expense and deprecidtion; and charges shall be based on use in actual service on, or in connection with, the joint account operations. Truck
and tractor rates may include wages and expensés of -driver.

C. A fair rate shall be ¢harged for. tke use of idrilling and cleaning-out tools and any other items of Operator’s fully owned machinery or equip-
ment 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 prevaxlmg in the field where the joint property is located. Pulling units shall be charged at hourly rates com-
mensurate with the cost of ownershlp and operanon, wluch shall include repairs and maintenance, operating supplies, insurance, depreciation, and

i and expensps of the operator.

D. A fair rate shall be chzrsed for laboratory services yerformed by Operator for the benefit of the joint account, such as gas, water, core, and any
other analyses and tests, provnded such charges shall not _exceed those currently prevailing if performed by outside service laboratories.

E. Whencver requested, Oper;tor shall lnform Non-Operator in advance of the rates it proposes to charge.

F. Rates shall be revised and ad;usted “from tnme 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. The disposition of major
items of surplus material, such as derricks, tanks, engines, pumping units, and tubular goods, shall be subject to mutual determination by the parties

taxes. Pulling unit rates may

hereto; provided Operator shall have the nght to dispose of normal accumulations of junk and scrap material either by transfer or sale from the

joint property. 7 ]

1. Material Purchased by the Operator or Non-Qperator
Material purchased by either the Operator- or Non-Operztor shall be credited by the Operator to the joint account for the month in which the
material is removed by the purchaser.

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

3. Sales to Outsiders
Sales to outsiders of material- from the joint property: shall’ be credited by Operator to the joint account at the net amount collected by Operator

from vendee. Any claims by vendee for: defective material or otherwise shall be charged back to the joint account if and when paid by Operator.

V. BASIS OF PRICING MATERIAL TRANSFERRED FROM JOINT ACCOUNT

Material purchased by either Operator or Non-Operator or divided in kind, unless otherwise agreed, shall be
valued on the following basis:

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 III, “'Basis of Charges to
Joint Account.”

2. New Material
New material (Condition *“A”), being new material procured for the joint account but never used thercon, at one hundred per cent (100%) of cur-
rent new price (plus sales tax if any). -

3. Good Used Material ' 7
Good used material (Condition “B”), being used material in sound and serviceable condition, suitable for reuse without reconditioning:
A. Ac seventy-five per cent (75%) of current new price if material was charged to joint account as new, or
B. At sixty-five per cent (65%) of current new price if material was originally charged to the joint property as secondhand at seventy-five per
cent (75%) of new price.

4. Other Used Material

Used material (Condition “C”), at fifty per cent (50%) of current new price, being used material which:
A. After reconditioning will be further serviceable for original function as good secondhand material (Condition “B™), or
B. Is serviceable for original function but substantially not suitable for reconditioning.

5. Bad-Order Material

Material and equipment (Condition D), which is no longer usable for its original purposc without cxcessive repair cost but is further usable for
some other purpose, shall be priced on a basis comparable with that of items normally used for that purpose.

6. Junk

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

7. Temporarily Used Material

When the use of material is temporary and its service to the joint account docs not justify the reduction in price as provided in Paragraph 3 B,
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.

VL. INVENTORIES

1. Periodic Inventories, Notice and Representation
At reasonable intervals, mventones 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 83s properties.
Writtén notice of intention to take inventory shall be given by Operator at least thirty (30) days before any inventory is to begin so that Non-
Operator may be represented when any inventory is taken,
Failure of Non-Operator to be represented at an inventory shall bind Non-Operator to accept the inventory taken by Operator, who shall in that
event furnish Non-Operator with a copy thereof.

2. Reconciliation and Adjustment of Inventories

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.

Inventory adjustments shall be made by Op&’.\mr with the joint account for overages and shortages, but Operator shall be held accountable to Non-
Operator only for shortages due to lack -of reasonable diligence.

3. Special Inventories

Special inventories may be taken, at the expense of the purchaser, whenever there is any sale or change of interest in the joint property; and it shall
be the duty of the party selling to notify all other parties hereto as quickly as possible after the transfer of interest takes place. In such cases, both
the seller and the purchaser shall be represented and shall be governed by the inventory so taken.
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(4) Wells permanently shut down but on which plugging operations are deferred shall be dropped from the overhead schedule at the time the
shutdown is effected. When such wells are plugged, overhead shall be charged at the producing well rate during the time required for the
plugging operation. ) )

(5) Wells being plugged ‘back, drilled deeper, or converted to a source or input well shall be included in the overhead schedule the same as drill-
ing wells.

(6) Temporarily shut-down wells (other than by governmental regulatory body) which are not produced or worked upon for a period of a full
calendar month shall not be included in the overhead schedule; however, wells shut in by governmental regulatory body shall be included
in the overhead schedule only in the event the allowable production is transferred to other wells on the same property. In the event of a
unit allowable, all wells capable of producing will be counted in determining the overhead charge.

(7) Wells completed in dual or multiple horizons shall be considered as two wells in the producing overhead schedule.

(8) Lease sale water disposal wells_shall not be included in the overhead schedule unless such wells are used in a secondary recovery program
on the joint property.

C. The above overhead schedule for producing wells shall be applied to the total number of wells operated under the Operating Agreement to which
this accounting procedure is attached, irrespective of individual leases.

D. It is specifically understood that the above overhead rates apply only to drilling and producing operations and are not intended to cover the
construction or operation of additional facilities such as, but not limited to, gasoline plants, compressor plants, repressuring projects, salt water

disposal facilities, and similar inscallations. If at any time any or all of these become necessary to the operation, a separate agreement will be
reached relative to an overhead charge and allocation of district expense.

E. 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 vo be insufficient or excessive,

13. Operator's Fully Owned Warehouse Operating and Maintenance Expense
(Describe fully the agreed procedure to be followed by the Operator.)

14. Other Expenditures )
Any expenditure, other than expenditures which are covered and dealt with by the foregoing provisions of this Section II, incurred by the Opera-
tor for the necessary and proper develop A i ance, and operation of the joint property.

IIL BASIS OF CHARGES TO JOINT ACCOUNT
1. Purchases

Material and equipment purchased and service procured shall be charged at price paid by Operator after deduction of all discounts actually received.

2. Material Furnished by Operator
Material required for operations shall be purchased for direct charge to joint account whenever practicable, except that Operator may furnish such
material from Operator’s stocks under the following conditions:
A. New Material (Condition “A”)

(1) New material transferred from Operator’s warchouse 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, pumping units, sucker rods, engines, and other major equipment. Tubular goods, two-inch (2”) and over, shall be priced on car-
load basis effective ar date of wransfer 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 2 reputable supply company’s preferential price list effective at date of transfer and f.o.b. the store
or riilway recciving point nearest the joint account operation where such macerial is available.

(3) Cash discount shall not be allowed.

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

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

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

(a) After reconditioning will be further serviceable for original function as good secondhand material (Condition “B”), or
(b) Is serviceable for eriginal function but substantially not suitable for reconditioning,
shall be classed as Condition- “C” and priced at_ fifty per cent (50%) of new price.
(3) Material which cannot be classified as Condition “B” or Condition “C” shall be priced at a value commensurate with its use.
(4) Tanks, buildings, and other equipment involving erection costs shall be charged at applicable percentage of knocked-down new price.
3. Premium Prices '
Whenever materials and equipment are not readily obtainable at the customary supply point and at prices specified in Paragraphs 1 and 2 of this
Section III because of national emergencies, strikes or other unusual causes over which the Operator has no control, the Operator may charge the
joint account for the required materials on the basis of the Operator’s direct cost and expense incurred in procuring such materials, in making it
suitable for use, and in moving it to the location, provided, however, that notice in writing is furnished to Non-Operator of the proposed charge prior
to billing the Non-Operator for the material and/or equipment acquired pursuant to this provision, whereupon Non-Operator shall have the right,
by so electing and notifying Operator within 10 days after receiving notice from the Operator, to furnish in kind, or in tonnage as the parties may
agree, at the location, nearest railway receiving_ point, or Operator’s storage point within a comparable distance, all or part of his share of material
and/or equipment suitable for use and acceptable to the Operator. Transportation costs on any such material furnished by Non-Operator, at any
point other than at the location, shall be borne by such Non-Operator. If, pursuant to the provisions of this paragraph, any Non-Operator furnishes
material and/or equipment in kind, the ‘Operator shall make appropriate credits therefor to the account of said Non-Operator.
4. Warranty of Material Furnished by Operator
Operator does not warrant the material furnished beyond or back of the dealer’s or manufacturer’s guaranty; and in case of defective material, cred-
it shall not be passed until adjustment has been received by Operator from the manufacturers or their agents.
5. Operator's Exclusively Owned Facllities

The following rates shall apply to service rendered to the joint account by facilities owned exclusively by Operator:
A. Water, fuel, power, compressor and other auxiliary services at rates commensurate with cost of providing and furnishing such service to the
joint account but not exceeding rates currently prevailing in. the field where the joint property is located.
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RED LAKE PREMIER SAND UNIT

Participation of Owners in Total Unit Area

Participa-
Tract tion in Unit _
Interest Owner No. Production Totals
Aston, Bert : ORR 18 .0015554 .0015554
Brown, Ralph D. - OoP 21 (9) .0002180 .0002180
Conlon, Lucretia E. OBRR 1 ' ,0004038
- " "~ ORR 2 .0005132 .0009170
Delhi-Tyalor Oil Corp. P 1 (1) .0034723
v . OoP 5 1) .0042195
o 0P 6 (1) .0012428
" OP 8 (1) .0020056
" oP 11 (1) .0017933
" oP 14 (1) .0081677
" . OP 16 1) .0055078
" or 17 (1) .0026244
n oP 22 (1) 0010420
" oP 23 (1) .0074330 .0375084
Donahue, E. C. ORR 3 .0018288 .0018288
Dunn, Margaret Nellis ORR 3 . 0001143 .0001143
Featherstone, Olen F. ORR 1 .0002826
" ORR 2 .0003592 .0006418
Featherstone, Olen F. W1 1 - .0060764
" I 5 .0073842
. 1 8 .0035098
" 11 .0031383
" : - W1 13 .0019146
" W1 14 .0142935
" : Wl 16 .0096386
" wWI 17 . 0045926
" . - WI 20 .0107785
" . WI 22 .0018235
" W1 23 .0130078 .0761578
Franklin, Aston & Fair, Inc. WI 19 0049717 .0049717
Gillespie, Nell HL1l o 2 (2) .0026032
n oP 3 (2) 0087842
" ) 4 4 (2) .0018764
" o op 7T (2) .0076343
" or 9 (2) .0011367
" oP 10 (2) 0036613
" ‘ oF 12 (2) .0048558
n - 0P 15 (2) 0083978 .0389497
Gillespie, NWell Hill 0P 4-A (3) .0004439
" OP 10-A (3) 0004439 .0008878
Hemilton, Mary L. B ORR 1 .0001615
"

.OBR 2 »0002053 .0003668
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Participa-
Tract tion in Unit
Interest Owner No. Production Totals

Henderson, Mina ORR 1 .0001615
" ORR 2 0002053 ,0003668

Hover, Edith A. ORR 17 .0006175
" ORR 21 -0002181 .0008356

Ibex Co., The ORR 1 .0005652
" ORR 2 .0007185 .0012837

Ibex Co., The WI 1 .0121529

" WI 2 .0307942

" Wl 3 .0914392

" W1 & .0195330

" W1  4-A .0042615

" Wl 5 .0147684

" Wl 6 .0086998

" |2 S .0794700

" w1 8 .0070197

" W1 9 .0118328

" WI 10 .0381127

" Wi 10-A . .0042615

" WI 11 .0062766

" W1 12 .0505470

w WI 13 .0038293

n Wl 14 .0285869

" Wl 15 .0874178

" WI 16 .0192773

" Wi 17 .0091854

" WI 18 . 0120544

" Wl 20 .0323357

" W1 22 .0036471
" W1 23 .0260155 .6015187

Kersey, Harold ORR 1 .0002826
n ORR 2 .0003592 0006418

Kersey, Harold Wi 1 .0060764

" W1 5 - .0073842

" Wl 8 .0035098

" WI 11 .0031333

" W1 13 .0019147

" WI 14 0142934

" w1 16 .0096387

" W1 17 0045926

" W1 22 .0018235
" Wi 23 .0130078 .06537%4
Miller, J. O. WI 24 ~.0000993 .0000993
Nellis, Mary E. ORR 3 .0003810 .0003810
Rellis, James W. Jr. ORR 3 .0001143 .0001143
Paton Bros. or 13 (6) .0005891 .0005891
Ports, W. W. ORR 20 ,0015557 .0015557

Root, Louis J. ORR 1 .0001615
" . ' ORR 2 .0002053 .0003668
ORR 20 .0015557 .0015557

SQanngll, l§ﬂl;
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Participa-
Tract tion in Unit

Interest Oumer No. Production Totals
Scannell, E. E. wI 21 .0015945 .0015945
Scannell, E. E. op 21 (8) .0001090 .0001090
Scamnell, E. E. oP 21 (10) .0001635 .0001635

Scott, Est. of W. A. ORR 1 .0003230
" ORR 2 .0004106 .0007336
Shell Canadian Exploration Co. ORR 20 7) .0035558 .0035558
Shuffleberger, F. D. ORR 21 .0002181 .0002181
Southern Union Gas Co. ORR 7 0079470 .0079470
Staley 0il Co. Wl 21 0047835 .0047835
Staley 0il Co. oP 21 (8) .0003271 .0003271
Stanolind 011 & Gas Co. Wl 24 .0037288 .0037288

State of New Mexico R 8 .0022921

i R 9 .0019721

" R 10 .0063521

" R 10-A .0007102

" R 11 .0020495

" R 12 .0084245

" R 13 .0011783

" R 14 .0093345

" R 15 .0145696

" R 16 .0062946

" R 17 .0030875

" R 18 .0019442

" R 19 .0007103

" R 20 .0071116

" R 21 ,0010902

" R 22 0011909

" R 23 .0084949
" R 24 .0007103 0775174
Stephens, Anna ORR 1 .0005653 .0005653
Stephens, Est. of Wade Hampton ORR 2 ,0007185 .0007185

U. S. A. R 1 (3) .0016150

u R 2 .0020530

" r 3 .0060959

- n R & (%) 0032555

" R 4-A (&) 0007102

" R 5 (5) .0017767

” R 6 0014204
n R 7 (5) .0052980 L.0222247

Welch, Mariam C. oP 2 (2) .0002510

" oP 3 (2) .0008466

" QP & (2) 0001809

" or 7 2) .0007358

" or 9 (2) .0001096

n or 10 (2) .0003529

" oP 12 (2) © 0004680
n OP 15 (2) 0008094 .0037542
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Participa-
Tract tion in Unit
Interest Owner No. . Production Totals
Welch, Marjorie Rel or 2 (2) .0004705
" : or 3 (2) .0015875
" oP 4 (2) ,0003391
" OP 7 2) .0013797
" oP 9 (2) .0002054
" op 10 (2) .0006617
" op 12 (2) .0008776
" ' OP 15 (2) 0015177 .0070392
Welch, Marjorie RNell OP 4-A (3) .0000888
" OP 10-A (3) 0000888 .0001776
Welch, Robert Hill ’ oF 2 (2) . .0004705
" OP 3 2) .0015875
" QP 4 (2) .0003391
" OP 7 (2) .0013797
" OP 9 (2) .0002054
" op 10 (2) .0006617
" oP 12 (2) .0008775
" : oP 15 2) 0015177 .0070391
Welch, Robert Hill oP 4-A (3) .0000888
" OoP 10-A (3) .0000888 .0001776
Welch, van P. Jr. oP 2 (2) .0004705
n OP 3 2) .0015875
" ' oP & (2) .0003391
" : or 7 (2) .0013797
" orF 9 (2) .0002054
" oP 10 (2) .0006617
" . . OP 12 (2) .0008776
" oP 15 (2) 0015177 .0070392
Welch, van P, Jr. OP 4-A (3) ,0000888
" oP 10-A (3) , 0000888 .0001776
Welch, V. 8. opP 2 (2) .0002510
" opP 3 (2) 0008466
" oOP & (2) .0001809
" or 7 (2) .0007358
" ' or 9 (2) .0001096
" OP 10 (2) -.0003529
" op 12 ) .0004680
" , : OP 15 (2) .0008093 .0037541
Wright, H. B. . ORR 3 .0039624 .0039624
Wright, Myrtle B. ORR 3 ’ 0027432 .0027432
Yates, S. P. - WI 24 . 0006948 .0006948
Yates, Martin I1I, Hacvey E.
and 8, P., Jointly . WI 24 . 0004488 . 0004488
TOTAL 1.0000000
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1)

(2)

(3)

(4)

(5)

(6)

)

@)

(9)
@)

Delhi-Taylor, $40,000.00 oil payment, which will be converted to ORRI
after liquidation: I1f average daily production per well for any calen-
dar month is less than 15 barrels, 1/32 of net working interest; if
more than 15 barrels but less than 30 barrels, 1/16 of net working int-
erest; if 30 barrels or wmore but less than 45 barrels, 3/32 of net work-
ing interest; 45 barrels or more, 1/8 of net working interest, such
charge to be attributed pro rata to each working interest owner affected
according to the respective interest in this tract.

Welch 011 Payment #1, until $360,000.00 is paid.
Welch 0il Payment #2, until $340,000.00 is paid.

1f production exceeds average of 20 barrels per day for calendar month,
royalty will be increased, such increase to be attributed to working
interest owmer in tracts.

Royalty subject to increase upon renewal of lease, such increase to be
attributed to working interest owner in tract,

0il payment of $14,000.00; after liquidation, Stanolind Oi{l and Gas Co.
and Buffalo 0il Co. will jointly have 1/16 of 8/8 ORRI.

If average daily production per well per calendar month exceeds 35 bar-
rels, increase to 1/8 of 8/8, to be attributed pro rata to each working
interest owner according to the interest in the tract.

When Scamnell sand Staley have received $1,400.00, this interest to be
paid to Edith A. Hover on oil payment of $1,700.00 :

0il payment of $800.00,
0il pgy-cnt of $600.00.

Tracts Nos. 1, 5, 8, 11, 14, 16, 17, 22 and 23:

Proporticnate part of production payment of $15,830.00 to Olen F.
Featherstone paysble out of 1/8 of net working interest, payment to
begin after partners hsve recovered all costs of development of water-
flood project. ' o




UNIT AGREEMENT
POR THE DEVELOPMENT AND OPERATION OF THE
RED LAKE PREMIER SAND UNIT AREA
EDDY COUNTY, NEW MEXICO

No.

THIS AGREEMENT, entered into as of the day of R
1956, by and between the parties subscribing, ratifying or consenting
hereto, and herein referred to as ''parties hereto",

WITNESSETH:

WHEREAS, the parties hereto are the owners of working, royalty or
other oil or gas interests in the unit area subject to this agreement;
and

WHEREAS, the Mineral Leasing Act of February 25, 1920, 41 Stat.
437, as amended, 30 U.S.C. Secs. 181 et seq., authorizes Federal les-
sees and their representatives to unite with each other, or jointly or
separately with others, in collectively adopting and operating under 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 deter-
mined 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 (Chap. 88, Laws 1943)
to consent to or approve this agreement on behalf of the State of New
Mexico, insofar as it covers and includes lands and mineral interests
of the State of New Mexico; and

WHEREAS, the 011 Conservation Commission of the State of New Mexico
is authorized by law (Chap. 72, Laws of 1935, as amended by Chap. 193,
Laws of 1937, Chap. 166, Laws of 1941, and Chap. 168, Laws of 1949) to
approve this agreement, and the conservation provisions hereof; and

WHEREAS, the parties hereto hold sufficient interests in the Red
Lake Premier Sand Unit Area covering the lana hereinafter described to
give reasonably effective control of operations therein; and

WHEREAS, it is the purpose of the parties hereto, to enable insti-
tution and consummation of secondary recovery operations, to conserve

natural resources, prevent waste, and secure other benefits obtainable

ey
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through development nnd.oﬁera;ion of the area subject to this agreement
under the terms, conditions and limitations herein set forth:

NOW TﬁEREISRE, in consideration of the premises and the promises
herein contained, the parties hereto commit to this agreement their re-
spective interests in the below defined unit area, and agree severally
_among themselves as follows:

1. ERABLING ACT AND REBGULATIONS: The Mineral Leasing Act of

February 25, 1920, as amended, supra, and all valid pertinent regula-
tions, including operating and unit plan regulations, heretofore issued
thereunder are accepted and made a part of this agreement as to Federal
lands, provided such regulations are not inconsistent with the terms of
this agreement; and as to non-Federal lands, the oil and gas operating
regulations in effect as of the effective date hereof governing drill-
ing and producing operations, not inconsistent with the terms hereof or
the laws of the State in which the non-Federal land is located, are
hereby accepted and made a part of this agreement.

2. UNIT AREA: The following described land is hereby designated
and recognized as constituting the unit area:

‘NEW MEXICO PRIRCIPAL MERIDIAN, NEW MEXICO

T. 17 8., R. 28 E.

Sec. 19: SE/4
20: NE/4 WW/4, S/2 NW/4, NE/4, S/2
21: SW/& Wi#/4, SW/4, W/2 SE/4
28: WW/4&, WW/4 NE/&, Wi/4 SW/4
29: N/2
30: RE/4

Situated in Eddy County, New Mexico, containing 1,760 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 comprising
each tract, percentage ownership of each working interest owner in each
tract, the percentage of participation each tract has in the Unit Area,
and a rec@p showing total of each working interest owner in all tracts
of 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
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ownership of any interestVOtﬁer than such interest or interests as are
shown in said map errdcheéuleras owned by such party. Exhibits "A" and
"B"rshall be revised by the Unit Operator whenever changes in the Unit
Area render such revision necessary, or when requested by the 0il and
Gas Supervisor, hereinafter referred to as "Supervisor'", or the Commis-
sioner of Public Lands, ﬁereinafter referred to as "Commissioner', and
not less than six copies of the revised exhibits shall be filed with
the Supervisor, and at least one copy shall be filed with the Commis-
sioner and one copy with the New Mexico 0il Conservation Commission,
hereinafter referred to as '"Commission".

EXPANSIGN: The above described Unit Area shall when practicable
be expanded to include therein any additional tract or tracts regarded
as reasonably necessary or advisable for the purpose of this agreement,
whenever such expansion is necessary or advisable to conform with the
purposes of this agreement. Such expansion shall be effected in the
following manner:

(a) Unit Operator, on its own motion or on demand of the Di-
rector of the Geological Survey, hereinafter referred to as "Director",
or on demand of the Commissioner, shall prepare, after preliminary con-
currence by the Director; a notice of proposed expansion describing the
contemplated changes in the boundaries of the Unit Area, the reasons
therefor, and the proposed effective date thereof, preferably the first
day of a month subsequent to the date of notice.

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

(c) Upon expiration of the 30-day period provided in the pre-
ceding item (b) hereof, Unit Operator shall file with the Supervisor
and Commissioner evidence of mailing of the notice of expansion and a
copy of any objections thereto which have been filed with the Unit Oper-
atér, together with an application for approval of such expansion, and

with appropriate joinders.



(d) After due consideration of all pertinent information, the

expansion shall, upon approval by the DPirector and Commissioner, become
effective as of the date ﬁrescribed in the notice thereof.

All land committed to tﬁig agreement shall constitute land referred
to herein as "unitized land'" or '"land subject to this agreement".

3. UNITIZED LAND AND UNITIZED SUBSTANCES: All oil and gas in all

of the hereinabove described and subsequently admitted lands effectively

committed to this agreement, only as to the "Premier Sand", together

with the surface rights of ingress and egress, are unitized under the
terms of this agreement and herein are called "unitized substances",
and said land shall constitute land referred to herein as "unitized
land" or "land subject to thié agreement'. The Premier 8Sand or forma-
tion as used herein shall be construed to mean that heretofore estab-.
lished wunderground reservoir in the basal member of the Grayburg
formation in the Red Lake field lying immediately above the San Andres
dolomite, the top of which is found at a depth of41755'feet above sea
level in the Kersey & Conpany No. 5 Thompson well located in the NW/4&
SE/4 SW/4 of Section 20, T. ??‘S., R. 28 E., N.M.P.M., Eddy County, New
Mexico.

4. UNIT OPERATOR: Harold Kersey, d/b/a Kersey and Company, of

Artesia, New Mexico, is hereby designated as Unit Operator and by sig-
nature hereto as Unit Operator agrees and consents to accept the duties
and obligations of Unit Operator for the discovery, development and pro-
duction of unitized substances as herein provided. Whenever reference
is made herein to the Unit Operator, such reference means the Unit Oper-
ator acting in that capacity and not as an owner of interests in uni-
tized substances, and the term '"working interest owner" when used herein
shall include or refer to Unit Operator as the owner of a working inter-
est when such an interest 1is owned by it.

The term "working interest owner" as used herein and in other con-
tracts relating to the unitized land, shall mean the owner of such an
interest committed hereto as may be obligated to bear or share either
in cash or out of production (other than by permitting the use of uni-
tized substances or development, production or pressure maintenance
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purposes), a portion or all of the costs or expenses of drilling, develop-
ing, producing and operating the unitized land under this agreement and

the Unit Operating Agreement.

5. RESIGNATION OR REHOVAL OF UNIT OPERATOR: Unit Operator shall
have the right to resign at any time prior to the establishment of a par-
ticipating area or areas hereunder, but such resignation shall not become
effective 8o 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 six months after notice of intention to resign has been served
by Unit Operator on all working interest owners, the Director and Com-
missioner, and until all wells then drilled hereunder are placed in a
satisfactory condition for suspension or abandonment, whichever is re-
quired by the Supervisor as to Federal lands, the Commission and the Com-
misgioner as to State and privately-owned lands, unless a new Unit Operator
shall have takgn over and assumed the duties and obligations'of Unit Oper-
ator 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 ex-
istence, but until a successor Unit Operator is selected and approved as
hereinafter provided, the working interest owners shall be jointly re-
sponsible 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 represent 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 Unit Operator.
Such removal shall be effective upon notice thereof to the Director and
Commissioner.

In all such instances of resignation or removal, until a successor
Unit Operator is selected and approved as hereinafter provided, the
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working interest owners shall be jointly responsible for the performance
of the duties of Unit Operator and shall, not later than 30 days before
such iesignation or removal becomes effective, appoint a common agent to
represent them in any action to be taken hereunder.

The resignation or removal of Unit Operator under this agreement
shall not terminate its right, title or interest as the owner of a work-
ing interest or other intereat in unitized substances, but upon the res-
ignation or removal of Un}t Operator becoming effective, such Unit
Operator shall deliver possession of all equipment, materials and ap-
purtenances used in conducting the unit operations and owned by the
working interest owners to the new duly qualified successor Unit Opera-
tor or to the owners thereof if no such new Unit Operator is elected,
to be used for the purpose of conducting unit operations hereunder.

Nothing herein shall be construed as authorizing removal of any material,

equipment and appurtenances needed for the preservation of any wells,

6. SUCCESSOR UNIT OPERATOR: Whenever the Unit Operator shall ten-
der his or its resignation as Unit Operator or shall be removed as here-
inabove 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 intergsts 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 effective until (a) a Unit
Operator so selected shall accept in writing the duties and responsi-
bilities of Unit Operator, anﬁ (b) the selection shall have been ap-'
proved by the Bi;ectot and Commissioner. If no successor Unit Operator
is selected and qualified as herein provided, the Director and Commis-

sioner at their election may declare this unit agreement terminated.

7. ACCOUNTING PROVISIONS AND UNKIT OPERATING AGREEMENT: If the
Unit Operator is not the sole owner of working interests, costs and
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expenses incurred by Unit Operator in conducting unit operations here-
under shall be paid and apportioned among and borne by the owners of
working interests, 311 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 agree-
ment or agreements entered into between the working interest owners and
the Unit Operator as provided in this section, whether one or more, are
herein referred to as the "Unit Operating Agreement'. S;ch Unit Oper-
ating Agreement shall also provide the manner in which the working
interest owners shall be entitled to receive their respective propor-
tionate and allocated share of the benefits accruing hereto in conformity
with their underlying operating agreements, leases or other independent
contracts and such other rights and obligations as between Unit Operator
and the working interests as may be agreed upon by the Unit Operator and
the working interest owners; however, no such Unit Operating Agreement
shall be deemed either to modify any of the terms and conditions of this
Unit Agreement or to relieve the Unit Operator of any right or obliga-
tion established under this Unit Agreement, and in case of any inconsist-
ency or conflict between the Unit Agreement and the Unit Operating Agree-
ment, this Unit Agreement shall prevail. Three true copies of any Unit
Operating Agreement executed pursuant to this section should be filed
with the Supervisor and two true copies with the Commissioner, prior to
approval of this agreement,

8. RIGHTS AND OBLIGATIONS OF UNIT OPERATQR: Except as otherwise

specifically provided herein, the exclusive right, privilege and duty

of exercising any and all rights of the parties hereto which are neces-
sary 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 Oper-
ator, 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
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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. PLAN OF OPERATION: It is recognized and agreed by the parties

hereto that all of the land subject to this agreement is reasonably
proved to be productive of unitized substances in paying quantities and

that the object and purpose of this Unit Agreement is to formulate and

to put into effect a secondary recovery project in order to effect the

greatest recovery of unitized substances, prevent waste and conserve

natural resources. The parties hereto agree that the Unit Operator may,

subject to the consent and approval of the working interest owners and
in accordance with a plan of operation approved by the Supervisor, the
Commission and the Commissioner, inject into the Red Lake Premier Sand
Pool, through any well or wells completed therein, brine, water, air,
gas, oil and any one or more other substances whether produced from the
Red Lake Premier Sand Pool or not, and that the location of input wells
and the rates of i{njection therein and the rates of production shall be
governed by standards of good geologic and petroleum engineering practices
and approved conservation methods.

Unit Operator agrees to submit to the Supervisor and Commissioner
not later than 30 days after the effective date of this agreement, a
plan of operation for the unitized land and, upon approval thereof by
the Supervisor and Commissioner, it shall constitute the operating obli-
gations of the Unit Operator under this agreement for the period speci-
fied therein. Thereafter, from time to time before the expiration of
any existiﬁg plan, the Unit Operator shall submit for the approval of
the Supervisor and Commissioner a plan for an additional specified period
for the operation of the unitized land and said plan or plans shall be
modified or supplemented when necessary to meet changed conditions. &ea-
sonable diligence shall be exercised iﬁ complying with the obligations of
any approved plan of operation.

Any plan submitted pursuant to this section shall be as complete
;nd adequate as the Supervisor and Commissioner may determine to be nec-
essary for timely, diligent operation and proper conservation of the oil
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and gas resources of the unitized land and shall (a) specify the number
and location of any wells to be drilled, if any, and the propésed order
and time for such drilling, (b) specify the number and location of any
well to be selected for inmjection, and (c) specify all pertinent operat-
ing practices to be employed in the interest of all parties to this
agreement. No operations, 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 and Commissioner, shall be per-
formed except in accordance with a plan of operations approved as herein
provided,

Notwithstanding anything else herein to the contrary, if any, in
event of failure to commence secondary-recovery operations within six
months after the effective date of this Unit Agreement or any extension
thereof approved by th; Director, then this Unit Agreement shall termi-
nate automatically, in which event, the Unit Operator shall so notify
all interested principals.

10. PARTICIPATION AND ALLOCATION OF PRODUCTION: In Exhibit 'B"

attached hereto, there are listed and numbered the various tracts within
the Unit Area and set forth opposite each tract is a figure which repre-
sents the percentage participation of each tract in the Unit Area, The

percentage participation of each tract was determinted as follows:

Percentage Participation (Tract Acreage ) plus 75% (Cumulative
= 25% (Total Unit Acreage) Tract Production)
of each tract ' (Cumulative Unit

Production as of
June 1, 1955

If, on the effective date of this agreement, there is any tract or
tracts which have not.beén committed or made subject to this agreement,
then such tract or tracts shall not be entitled to participate hereunder.
Unit Operator shall, when submitting this agreement for final approval by the
Director and Commissioner, file therewith a schedule of those tracts which
have been committed and made subject to this agreement. Said schedule shall
set forth opposite each such committed tract the percentage participa-
tion of such tract which shall be determined by dividing the percentage
participation listed in Exhibit "B" for such tract by the total of the
pércentage participations listed in Exhibit "B" for all of the tracts
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committed to the agreement. This schedule shall be part o{ Exhibit “B",
and, upon approval thereof by the Director and Commissioner, shall become
a part of this agreement and shall govern the allocation of production
until a new schedule is filed and approved by the Director and Commissioner.
Nevertheless, allocation under the Unit Agreement shali nof commence until
the first day of the month after commencement of secondar?—regovery opera-
tions pursuant to Section 9 hereof.

If, after the effective date of this agreement, ;hefe is any tract
or tracts in the Unit Area which are subsequently committed hereto,
under the provisions of Section 25, NON-JOINDER AND SUBSEQUéNT JOINDER,
then the percentage participation assigned to such tract or tracts shéll
be subtracted from the percentage participations of the then committed
tracts and each then committed tract shall contribute to E;;lgircentag;}7
participation assigned to the new tract or tracts an amount determine
by multiplying (a) the percentage participation assigned to the new
tract or tracts by (b) the percentage participation of each of the then
committed tracts, so that the new total of all effectively commitzéd
tracts equals 1007%.

Whenever a tract or group of tracts within the Unit Area is added,
as herein provided, or is excluded as providea for in Section 24, LOSS
OF TITLE, the schedule of Participation, Exhibit "B", shall be revised
to show the new percentage participations of all the then committed
tracts and the revised Exhibit "B" shall govern the allocation of pro-
duction from and after the effective date thereof until a new schedule
is filed and approved by the Director and Commissioner.

No tract committed to this agreement shall be subsequently excluded
from participation hereunder on accou7t of depletion qf,uniffggaféub-
stances and nothing herein contained éhall be const;ued as requiring any
retroactive adjustment for production obtained prior to the effective
date of the joinde? of any tract.

For the purpose of determining any and all benefits accruing under
this agreement, each tract committed hereto shall have allocated to it
that percentage of all unitized substances produced from the unitized

land, except any part thereof used in conformity with good operating
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practices within the Unit Area for drilling, operating, camp and oéher
production or development purposes and for pressure maintenance infac-
cordance with a plan of operation approved by the Supervisor or unavoid-
ably lost, as is set forth in Exhibit "B" hereof; and the amount oé such
production allocated to each tract shall be deemed to be produced ﬁrom
such tract. It is hereby agreed that production of unitized subst%nces
from any part of the land subject to this agreement shall be allocéted
as provided herein regardless of whether oil or gas is being prdduéed
from any particular tract committed hereto. I1f the working intere%ts or
the royalty interests in any tract are divided with respect to sepirate
parcels or portions of such tract and owned severally by different %er-
sons, the precentage participation assigned to such tract shall, in the
absence of a recordable instrument among all owners fixing the divi%ion
of ownership, be divided among such parcels or portions in proportiﬁn to
the number of surface acres 1in each.

11. ROYALTY SETTLEMENT: The United States and the State of N?w

Mexico and all royalty owners who, under existing contract, are ent#tled
to take in kind a share of the substances now unitized hereunder pré-
duced from any tract, shall hereafter be entitled to the right to tske
in kind their share of the unitized substances allocated to such tr?ct,
and Unit Operator, or in case of the operation of a well by a workiﬁg
interest owner as herein in special cases provided for, such workin;
interest owner, shall make deliveries of such royalty share taken iﬁ
kind in conformity with the applicable contracts, laws and regulatians.
Settlement for royalty interest not taken in kind shall be made by %ork-
ing intergst owners responsible therefor under existing contracts, iaws
and regulations, on or before the last day of each month for unitized
substances produced during the preceding calendar month; provided, how-
ever, that nothing hérein contained shall operate to relieve the le;sees
of any land from their respective lease obligations for the payment%of
any royalties due under their leases.

If gas obtained from lands not subject to this agreement is intro-
duced into any participating area hereunder, for use in repressuring,
stimulation of production or increasing ultimate recovery, which shéll
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be in conformity with a plan first approved by the Supervisor and
Commissioner, a like amount of gas, with due allowance for loss or de-
pletion from any cause, may be withdrawn from the formation into which
the gas ﬁas 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 other-
wise be consented to by the Supervisor as conforming to good petroleum
engineering practice; and provided further, that such right of withdrawal
shall terminate on the 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 substances 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 rates as may be
authorized by law or regulation; provided, that for the committed por-
tion of each Federal lease, or any other Federal lease or portion
thereof subsequently committed to this agreement, on which the royalty
rate dependé upon the daily average production per well, said average
production for the committed portion of each such lease shall be deter-
mined by the number of producing wells, injection wells and shut-in
wells in the Premier Sand on the committed portion of each such lease
as of the date each said lease becomes effectively committed to this
agreement,

It is expressly understood and agreed that beginning at the end of
the respective 20-year terms, or any extension thereof, other than that
provided by Sec. 15 (e) hereof, of the Federal leases committed to this
agreement which contain provisions for the payment of a 57 rate of roy-
alty to the United States, the royalty rate on said leases shall be the
same rate as would be applicable to the renewal leases in the absence of
unitization.

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 at the rates specified in the respective leases,

12. RENTAL SETTLEMENT: Rentals or minimum royalties due on leases

committed hereto shall be paid by working interest owners responsible
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therefor under existing contracts, laws and regulations, provided that
nothing herein contained shall operate to relieve the lessees of any
land from theix réspective 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 agree-
ment shall be paid at the rate specified in the respective leases from
the United States, unless such rental or minimum royalty is waived, sus-
pended or reduced by law or by approval of the Secretary or his duly
authorized fepresentative.

13, CONSERVATION: Operations hereunder and production of unitized

substances shall be conducted to provide for the most economical and ef-
ficient recovery of said substances without waste, as defined by or pur-
suant to state or Federal law or regulation.

14. DRAINAGE: The Unit Operator shall take appropriate and ade-
quate measures to prevént drainage of unitized substances from unitized
land by wells on land not subject to this agreement or pursuant to ap-
plicable regulations pay for the benefit of unit allocations a fair and
reasonable compensatory royalty as determined by the Supervisor and the
Commissioner.

15. LEASES ARD CONTRACTS CONFORMED AND EXTENDED: The terms, con-

ditions and provisions of all leases, subleases and other contracts re-
lating to exploration, drilling, development or operation for oll or gas
of lands committed to this agreement are hereby gxpressly modified and
amended to the extent necessary to make the same conform to the provi-
sions ﬁereof, but otherwise to remain in full force and effect, and the
parties hereto hereby consent that the Secretary and the Commissioner,
respectively, shall and by their approval hereof, or by the approval
hereof by their duly authorized representatives do hereby establish, al-
ter, change or revoke the drilling, producing, rental, minimum royalty
and royalty requirements of Federal and State leases committed hereto
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:
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(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 contrary in any lease, oper-
ating 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 performed hereunder
upon any tract of unitized lands will be accepted and deemed to be per-
formed upon and for the benefit of each and every tract of unitized land,
and no Federal or State lease shall be deemed to expire by reason of
failure to drill or produce wells situated on land therein embraéeﬁ%

(c) Suspension of drilling or producing operations on all
unitized lands pursuant to direction or consent of the Secretary and the
Commissioner, or their duly authorized representatives, shall be deemed
to constitute such suspension pursuant to such direction ér consent as
to each and every tract of unitized lands.

" (d) Each lease, sublease or contract relating to the expiora-
tion, drilling, development or operation for oil and gas of lands other
than those of the United States and the State of New Mexico committed to
this agreement which by 1its terms might expire prior to the termination
of this agreement, is hereby extended beyond any such term so prowided
therein, so that it shall be continued in full force and effect for and
during the term of this agreement.

(e) Any Federal lease for a fixed term of twenty (20) years
or any renewal thereof or any part of such legse which is made subject
to this agreement shall continue in force beyond the term provided therein
until the termination hereof, subject to the royalty provisions of Sec-
tion 11 hereof. Any other Federal lease committed hereto shall continue
in force beyond the term so provided therein or by law as to the com-
mitted land so long a8 such lease remains committed hereto.

(f) Each sublease or contract relating to the operation and
development of unitized substances from lands of the United States
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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, 1s 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 embracing lands of the State of New Mexico,
which is made subject to this agreement, shall continue in force beyond
the term provided therein as to the lands committed hereto until the
termination hereof.

(h) Any lease embracing lands of the State of New Mexico hav-

ing only a divisible portion of its lands fully committed hereto, shall

be segregated as to the portion cbmmitted 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. Provided, however,
notwithstanding any of the provisions of this agreement to the countrary,
any lease embracing lands of the State of New Mexico having only a por-
tion of its lands committed hereto shall continue in full force and ef-
fect beyond the term provided therein as to all lands embraced in such
lease, if unitized substances are discovered and are capable of being
produced in paying quantities from some part of the lands embraced in
such lease committed to this agreement at the expiration of the second-
ary term of such lease; or if, at the expiration of the secondary term,
the lessee or the Unit Operator is then engaged in bona fide drilling, re-
working operations or secondary recovery operations on some part of the
lands embraced in such lease, the same as to all lands embraced therein
shall remain in full force and effect so long as such operations are be-
ing diligently prosecuted, and if they result in the production of unitized
substances, sald lease shall continue in full force and effect as to all
of the lands embraced therein, so long thereafter as unitized substances
in paying quantities are being produced from any portion of said lands.
(1) The segregation of any Federal lease committed to this
agreement is governed by the following provision in the fourth paragraph
of Section 17 (b) of the Mineral Leasing Act, as amended by the Act of
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July 29, 1954 (68 Stat. 583, 585): ''Any (Federal) leasg hereafter com-
mitted to any such (unit) plan embracing lands that are in part within
and in part outside of the area covered by any such plan shall be segre-
gated into sepérate leases as to the lands committed and the lands not

committed as of the effective date of unitization: Provided, however,

that any such lease as to the nonunitized portion shall continue in
force and effect for the term thereof but for not less than two years
from the date of such segregation and so long thereafter as oil or gas
is produced in paying quantities."

16. COVENANTS RUN WITH LAND: The covenants herein shall be con-

strued to be covenants running with the land with respect to the inter-
est 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 subject hereto shall be binding upon Unit Operator
until the first day of the calendar month after Unit Operator is fur-
nished with the original, photostatic or certified copy of the instru-
ment of transfer; and no assignment or transfer of any royalty interest
subject hereto shall be binding upon the working interest owners responsi-
ble therefor until the first day of the calendar month after said working
interest owner i{s furnished with the original, photostatic or certified
copy of the instrument of transfer.

17. EFFECTIVE DATE AND TERM: This agreement shall become effective

on the first day of the month following approval by the Secretary or his
duly authorized representative and the Commissioner, and subject to the
termination provisions of Section 9, shall remain in effect so long as
unitized substances can be produced from the land subject to the agree-
ment in paying quantities, i.e;, in this particular instance, in quanti-
ties sufficien; to pay for the cost of producing same, and should pro-
duction cease, 80 long thereafter as diligené 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.
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This agreement shall remain in effect during any'period of suspen-
sion approved as provided for in Section 15 (c¢) hereof.

This agreement may be terminated at any time by not less than ninety
(90%) percentum in interest 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 Unit Operator to all parties hereto.

18. RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION: The Director

is hereby vested with authority to alter or modify from time to time in
his discretion the quantity and rate of production under this agreement,
when such quantity and rate is not fixed pursuant to Federal or State
law or does not conform to any statewide voluntary conservation or allo-
cation program, which is established, recognized and generally adhered
to by the majority of operators in such State, such authority being
hereby limited to alteration or modification in the public interest, the
purpose tﬁereof and the public interest to be served thereby to be stated
in the order of alteration or modification. Without regard to the fore-
going, the Director is also hereby vested with authority to alter or
modify from time to time in 515 discretion the rate of prospecting and
development and the quantity and rate of production under this agreement
when such alteration or modification is in the interest of attaining
the conservation objectives stated in this agreement and is not in vio-
lation of any applicable Federal or State law; provided, however, that
no such alteration or modification shall be effective as to any lands of
the State of New Mexico as to the rate of prospecting and development in
the absence cfthe specific written approval thereof by the Commissioner
ans 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 exer-
cised after notice to Unit Operator and opportunity for hearing to be
held not less than 15 days from notice.

19. APPEARANCES: Unit Operator shall, after notice to other par-
ties affected, have the right to appear for or on behalf of any and all

interests affected hereby before the Department of the Interior, the
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Commissioner of Public Lands and the New Mexico 0il Conservation Com-
mission and to appeal from orders issued under the regulations of said
Department, the Coﬁmissioner or Commission, or to apply for relief from
any of said regulations or in any proceedings relative to operations be-
fore the Department of the Interior, the Commissioner or 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.

20. NOTICES: All notices, demands or statements required here-
under to be given or rendered to the parties hereto shall be deemed
fully given in writing and personally delivered to the party or sent by
postpaid registered mail, addressed to such party or parties at their
respective addresses set forth in connection with the signatures hereto
or to the ratification or consent hereof or to suth other address as any
such party may have furnished in writing to party sending the notice, de-
mand or statement.

21, NO WAIVER OF CERTAIN RIGHTS: Nothing in this agreement con-

tained 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 valid-
ity 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 of its authority to waive.

22. UNAVOIDABLE DELAY: All obligations under this agreement re-

quiring 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 prevented from comply-
ing with such obligations, in whole or in part, by strikes, acts of God,
Federal, State or municipal law or agencies, unavoidable accident, un-
controllable dela}s in transportation, inability to obtain necessary ma-
terials in open market, or other matters beyond the reasonable control

of the Unit Operator whether similar to matters herein enumerated or

not.,
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23, FAIR EMPLOYMENT: In connection with the performance of work

under this agreement, the operator agrees not to discriminate against
any employee or applicant for employment because of race, religion,
color or national origin. The aforesaid provision shall include, but
not be limited to, the following: employment, upgrading, demotion or
transfer; recruitment or recruitment advertising, layoff or termination;
rates of pay or other forms of compensation; and selection for training,
including apprenticeship. The operator agrees to post hereafter in con-
spicuous places, available for employees and applicants for employment,
notices to be provided by the contracting officer setting forth the
provisions of the nondiscrimination clause.

The operator agrees to insert the foregoing provision in all sub-
contracts hereunder, except subcontracts for standard commercial sup-
plies or raw materials.

24, LOSS OF TITLE: In the event title to any tract of unitized

land shall fail and the true owner camnnot be induced to join this Unit
Agreement, such tract shall be automatically 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 and State land or leases, no pay-
ments of funds due the United States or the State of New Mexico should
be withheld, but such funds shall be deposited as directed by the Super-
visor, and with the Commissioner of Public Lands of the State of New
Mexico, respectively, to be held as unearned money pending final settle-
ment of the title dispute, and then applied as earned or returned in ac-
cordance with such final settlement.

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

25, NON-JOINDER AND SUBSEQUENT JOINDER: If the owner of any sub-

stantial interest in a tract within the Unit Area fails or refuses to
subscribe or consent to this agreement, the owner of the working interest
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in that tract may withdraw saild tract from this agreement by written
notice to the Director, prior to the approval of thig agreement by the
Director and Commissioner. Joinder to the Unit Agreement by a working
interest owner, at any time, must be accompanied by appropriate joinder to
the Unit Operating Agreement in order for the interest to be regarded as
effectively committed to this Unit Agreement. 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 up
to the effective date hereof and for a period of six months thereafter,
on the same basis of participation as is provided for in Section 10, by
the owner or owners thereof subscribing or consentiﬁg to this agreement
and, if the interest is a working interest, by the owner of such inter-
est subscribing also to the Unit Operating Agreement. Joinder by any
owner of a non-working interest, at any time, must be accompanied by ap-
propriate Joinder by'the owner of the corresponding working interest in
order for the interest to be regarded as effectively committed hereto.

It i8 understood and agreed, however, that after six months from
the effective date hereof the right of subsequent joinder as provided in
this section is subject to such requirements or approvals as may be pro-
vided for in the Unit Operating Agreement as to the working.interest
owner. Such joinder by a working interest owner must be evidenced by
his executing or ratifying this Unit Agreement and the Unit Operating
Agreement. Such joinder by a non-working interest owner must be evi-
denced by his executing or ratifying this Unit Agreement and must be
consented to in writing by the working interest owner committed hereto
and responsible for the payment of any benefits that may accrue here-
under in behalf of such owner. Except as may otherwise herein be pro-
vided, subsequent joinders to this agreement shall be effective as of
the first day of the month following the filing thereof with the Super-
visor and Commissioner, unless objection to such joinder is duly made
within sixty days by the Director or Commissioner.

26. 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
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specifically referring hereto and shall be binding upon all those par-
ties who.have executed such a counterpart, ratification or consent
hereto with the same force and effect as 1if all such parties had signed
the same document and regardless of whether or not it is executed by all
other parties owning or claiming an interest in the lands within the
above described Unit Area.

IN WITNESS UHEﬁEOF, the parties hereto have caused this agreement

to be executed and have set opposite their respective names the date of

execution,
Date

Address

UNIT OPERATOR AND WORKING INTEREST

OWNER
WORKING INTEREST OWNERS

Date

Address
Date

Address
Date

Address
Date

Address
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Date

Address
Date

Address
Date

Address
Date

Address
Date

Address
Date

Address
Date

Address
Date

Address
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STATE OF

COUNTY OF

P e o N

On this day of 195_, before me personally 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

acknowledged said instrument to be the free act and deed of said corporation.
IN WITNESS WHEREOF, I have hereunto set my hand and affixed my official

seal on this the day and year last above written.

My Commission Expires: Notary Public
STATE OF )
)
COUNTY OF )
On this day of 195 , before me personally 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

acknowledged said instrument to be the free act and deed of said corporation.
IN WITNESS WHEREOF, I have hereunto set my hand and affixed my

official seal on this the day and year last above written.

Notary Public
My Commission Expires:




STATE OF

).
)
COUNTY OF )

On this day of » 195_, before me per-

sonally appeared

to me personally known to be the person__ described in and who executed
the foregoing instrument, and acknowledged that __ he__ executed the
same as free act and deed.

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

the day and year in this certificate above written.

Notary Public
My Commission Expires:

STATE OF

o N

COUNTY OF

On this day of , 195_, before me per-

sonally appeared

to me personally known to be the person__ described in and who executed
the foregoing instrument, and acknowledged that __he_ _ executed the same
as free act and deed.

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

the day and year in this certificate above written.

Notary Public
My Commission Expires:




EXIIBIT B"

RED LAKE UNIT AREA
lmmzdmrwz 17 Soutn
Range 28 East
\;maaw County, New Mexico

Serial No.

Londowne H.\

Working Interest and Operating

Tract No of and Percentage Record Ownerx Overriding Royalty COwner Agreement Owners and
No . Desciiption Acres Lease Date  of Roulty of Lease and Percentage Percentage of Interest
FEDERAL LANDS .
A T-17-3, R-.3-E - |
Sec. 19: SE/4 SE/4 40  LC-028436-A  U.S.A.(5) Geo. L. St.phens Delhi-Taylor (1) .10750000  The Thex Co. /.30
12-30-38 5% ail (Unapproved Asspt. Lucretia £. Conlon .01250000 Harold Kersey . M;sﬁw
' to Delhi-Taylor Mary L. Hamilton .00500000 Olen F. Featherstone K L.
0il Corp.) Mina Henderson .00500000 .7525 N
M\ Louis J. Root . 06500000 Bl
Anna Stephens .01750000
/9.75 W. A. Scott Est. .01000000
-— The Ibex Co. _01750000
. Vmﬂ 2 . ) Harold Kersey .00875000 -
Olen F. Featherstone .0087 5000~ g
o 0200 . 19750000
2 Sec. 20: SE/4 NE/4 40 LC-028456-A U.S.A. Delhi-Tay, lor Nell Hill Gillespie (2) .06340200 The Ibex Co.
1.-30-38 5% All Van P, Welch, Jr. (2) .01145800 .75
Mar jorie Nell Welch (2) .01145800.
Robert Hill Welch (2) .01145800
Marian C. Welch (2) .00611200 ,
AL V. S. Welch (2) 00611200 |
' The Ibex Co. .01750000
z m‘. ﬁwu Harold Kersey .00875000
1Y, 00 Olen F, Featherstone .00873000
i..meiu%.x o0 Louis J. Root 100500000
\ W. A, Scott Est, .01000000
Mary L. lHamilton . 00500000
Mina Henderson .00500000
Lucretia E., Conlon .G1250000 X
Est. of Wade liaupton ,
Stephens .01750000

. 20000000



Serial XN
Tract No. of and
Zovl UomowrmnF07 _Ares Loase Date
FEDERMAL LANDS {Cont.)
3 Sec, 2l: SW/4 NW/& A L0=0410250-0
J.0?
2.0, 0D
75,00
|0 0,o0
4 Sec. 21: SE/4 NW/ 30 LC-0462.0-5
SW/4 NE/& 4-1.2-38
-
(2.5
~p%
.wmn
t & ,o
4-A Sec, 29+ SW/4 NW/4 40 LC~046250-B
4-12-38
-
\nwrv
2.5
. IS o
h oy Y
5 Sec, 20: SE/4% Nw/4 30 LC-0483479
;z\b NE/G 9-_0-39
Y. 00

1 {875
4% 128
YR

Page 2

L .ndoeun Working Interest and Operating
Poomenta e Record Owner QOverriding Royalty Owner Agreement Owners and
oL Ro,all of Leasc and Percentajc Percentage of Interest
U.3.A. Hell 1ill Gillespie Nell Hill Cillespie (2) .07204900 The Ibex Co. 1,00
3% AL (/3) Van P. Welchk, Jr, (2) .01302100 .75
siarjorie Nell Wolch, dar jorie Nell Welch (2)  .01302100
Van P, Welel, Jr, Robert Hill Welch (2) '.01302100
Robert Hill Welch, Muarian €. Welch (2) .00694400
Minors (3/8) V. S. Welch (¢) .00694400
H. B. Wright .03250000
Mary E. Nellis .00312500
Marparet Nellis Dunn .00093750
James W. Nellis, Jr. .00093750 .
E. C. Donahue . 01500000
Myrtie B. Wright .02250000
» 20000000
U.S A 4) Nell uill Ggillespie Nell Hill cillespie (Z) .07204900  1he Ibex Co. 1,00
128%.all (5/8) Van P. Welch, Jr. (2) .01302100 .75
Mar jorie Nell wWelch, Marjorie Nell Welch (2) .01302100
Van P. Welci, Jr. & Robert Hill Welch (2) .01302100
Robert Hill Welch, Marian C., Welch (2) .00694400
Minors (3/8) V. 8. Welch (2) .00694400
. . 12500000
U.S.A.(4) Nell Hill Gillespie Nell Hill Gillespie (3) .07812500 The Ibex Co.
12%% all (5/8) Van P, Welch, Jr, (3) .01562500 .75
' Mar jorie Nell Welch, Marjorie Nell Welch (3) .01562500
Van P. Welch, Jr. & Robert Hill Welch (3) .01562500
Robert Hill wWelch, . 12500000 P
Minors (3/8) . . ' |
U.S.a, Delbii-Tayslor Dellii~-Taylor (1) .11875000 The Ibex Co. .50
o7 Al Harold Kersey .25
. Olen F., Featherstone 25

83125




Serial No-

Landowner

Page 3

Working Interest and Operating

Tract No of and Percentage Record Owner Overriding Royalty Owner Agreement Owners and
No. Description Acres Lease Date  of Royalty of Lease and Percentage Percentage of Interest
FEDERAL LANDS (Cont.) .
P
6 Sec. 20: SW/4 NW/4 80 LC-048479 (b) U.S. A, Delhi-Taylor \sm%uﬂvbm;w-ﬂmv;on (1) . 10937500 The Ibex Co. 1.00
NE/& NW/4 9-20-38 1.%% Al “n.ﬁ.?ﬂ. .765625
‘ o m.\u‘ﬂ.m.u.m& . o . ,
7 Sec. 20: SW/4 NE/4 80 LC-065729 U.S.A.(5) Nell Welch Gil ¢spie Nell Hill Gillespie (2) .07204900 The Ibex Co. 1.00
NE/4 NE/4 (Out of 5% All (5/8) Van P, Welch, Jr. (2) .01302100 .75
LC-048479-A) Van P. Welch, Jr., Mar jorie Nell Welch (2) ,01302100
9-20-39 Mar jorie Nell Welch  Robert Hill Welch (2) .01302100
Lm\ ) & Robert Hill Welch, Marian C. Welch (2) ,00694400
' Minors (3/8) V. 5. Welch (2) .00694400 ’
>, o0 Southern Union Gas Co. . 07500000
tﬂ,vﬁ.mﬁwx . 20000000
AR
STATE LANDS \ D o D
8 Sec., 29: NW/4 NW/4 40 647-315 State of Stanolind 0 & G Co. Delhi-Taylor (1) .10937500 The Ibex Co. .50
9-25-22 New Mexico & Delhi-Taylor , Harold Kersey w25
12%7% All \\.w~ m\w“v\ Olen F. Featherstone 25
ﬂmrmﬂa._vv.\! « 7165625 ,
9 Sec, 28: NW/4 SW/4 40 B-636 State of % Nell Hill Gillespie (2) .07204900 The Ibex Co.  1.00
8-1-32 New Mexico Van P, Welch, Jr, (2) .01302100 .75 LoniEe
12%% all )28 Mar jorie Nell Welch (2) .01302100 .
] Ve Robert Hill Welch  (2) .01302100
fiLNerbaa Marian C. Welch (2) 00694400
. o 0l @ V. S. Welch ANW .00694400
/ 12500000 R
10 Sec. 28: NW/4 160 B-1111 State of The Ibex Co. Nell Hill Gillespie (2) .07204900 The Ibex Co. 1.00
8-10-32 New Mexico sﬂ\\u\ . Van P. Welch, Jr. (2) .01302100 .75
125% All - Mar jorie Nell Welch (2) .01302100
¥ Robert Hill Welch (2} .01302100
ﬂ.ﬂp Marian C. Welch MNW .00694400
e V. S, Welch (2) .00694400
) 06,0 . 12500000
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Serial No, Landowner Working Interest and Operating
Tract No. of and Percentage Record Owner Overriding Royalty Owner Agreement Owners and
No. Description Acres Lease Date of Rovalty of Lease and Percentage Percentage of Interest
STATE LANDS (Cont.)
10-A  Scc. 28: NuW/4 NE/4 40 B-1111 State of The Ibex Co. Nell Hill Gillespie (3) ,07812500 The Ibex Co, 1.00
8-10-32 New Mexico P Van P, Welch, Jr. (3) .01562500 75
125% All (2. % Marjorie Nell Welch (3) ,01562500
Iy 8~ Robert Hill Welch  (3) .01562500
.12500000
11 Sec. Zil: NE/4 SW/4 40 B-1969 State of De'lhi >fyalor Delhi-Taylor (1) .10937500 The Ibex Co. .50
6-10-33 New Mexico \‘V.M\ Harold Kersey .25
12%7% All - Olen F. Featherstone .25
10937 765625
76 L\m A .
12 Sec. 21: NW/4 SW/4 160 B-1969 State of !ﬁﬂ%mmm1x %Q~0 Nell ilill Gillespie (2) .07204900 The lbex Co. 1.00
3/2 SW/4 6-10-33 New Mexico Van P. Welch, Jr. (2) .01302100 .75
SW/4 SE/4 1257 All 17.€ Marjorie Nell Welch (2) .01302100
1% X Robert Hill Welch (2) .01302100
7€ ¢ Marian C. Welch (2) .00694400
g V. S. Welch (2) .00694400
7eoro ~12500000
13 Sec., 21: NW/4 SE/4 40 B-1936 State of Buffalo 0il Co. & Paton Bros. (6) .06250000 The Ibex Co. ‘
6-10-33 New Mexico  Stanolind 0 & G Co, Harold Kersey i
12%5% All \NWNV Olen F. Featherstone ,J
.8125
14 Sec. 20: SW/4 160 -2178 State of z»HmQML@NWaneﬂc. Delhi-Taylor (1) .10937500 The Ibex Co.
10-10-33 New Mexico joo® 12 .5 Harold Kersey
12%% All to g3 Olen F, Featherstone
¢ S b7 V _ . 765625
15 Sec. 20: N/2 SE/&4 80 B-3149 State of The Ibex 03\?N3W§&§NWNHWMW Hill Gillespie (2 .07204900 The Ibex Co,
8-146-34 New Mexico Van P. Welcl, Jr. MNW .01302100 75
12%7% All Mar jorie Nell Welch (2 .01302100
Robert Hill Welch 2 .01302100
tveX Marian C. Welch WNM 00694400
\\V\\ u V. S. Welch (2) .00694400

. 12500000
w 0
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Scrial No. Landowner Working Interest and Operating
Tract No. of and Percentage Record Qwner Overriding Royalty Owner Agreement Owners and
No. Description Acres Lease Date of Rovalty of Lease and Percentage Percentage of Interest .
STATE LANDS (Cont.)
16 Sec. 19: N/2 SE/4 120 B-4456 State of Wilson OHH Corp. Delhi-Taylor (1) .10937500  The Ibex Co. .50
Sw/4 SE/4 6-10-35 New Mcexico “‘ Harold Kersey .25
125% All /243 Olen F. Featherstone .25
41 *m V 765625
7¢ (ﬁ% y .
17 Sec. 29: NE/4 NE/4 40 5-5084-119 State of \\ il&%n 0il noww, Delhi-Taylor (1) .10625000 The Ibex Co.
10-10-35 New Mexico .ﬁv.n\ Edith A. Hover .02500000 Harold Kersey
125% All 13 S 13125000 Olen F. Featherstone
M, Amﬂ. ,74375
q@..GGO
18 Sec. 30: NE/& NE/4 40 B-5084 State of StanoTind O & G Co. Bert Aston . 10000000 The Ibex Co. 1.00
10-10-35 New Mexico _\F./\. 775
12%% All
19 Sec. 30: NW/4 NE/& 40 B-5084 State of Staf None Franklin, Aston & Fair 1,00
10-10-35 New Mexico .875 S
12%7% All S
20 Sec, 20: S/2 SE/4 80 B-8435 State of The vax E. E. Scanmnell .02734375 The Ibex Co. ‘
12-11-39 New Mexico , ‘N\ W. W. Ports .02734375 Olen F. Featherstone
12%% ALl /e g\m? Shell Canadian Explora- , .1578125
it %\90 tion Co. (7) . 06250000
\ow.rw\u.,o Py T11718750
221 Sec. 30: SE/4 NE/4 40 B-8814 State of Staley 0il Co. Edith A. Hover .02500000 staley 0il Co,
: 9-10-40 New Mexico 1% F. D. Shufflebarger .02500000 E. E. Scannell
1257 all ,wq Staley 0il Co. (8) .03750000 .73125
\.\~ . E. E. Scannell (8) .01250000
ﬂw.\ Y Ralph Brown (9) .02500000
e E. E. Scannell (10) .01875000
\ 28000 14375000
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(6) 0il payment of $14,000.00; after liquidation, Stanolind Qil and Gas Co, and Buffalo 0il Co. will jointly have 1/16 of 8/8 ORRI.

(7) 1f average daily production per well per calendar month exceeds 35 barrels, increase to 1/8 of 8/8, to be attributed pro rata to each
’ working interest owner according to the interest in the tract,

' . (8) wWhen Scannell and Staley have reccived $1,400.00, this interest to be paid to Edith A. Hover on Oil Payment of $1,700.00.
(9) 0il payment of $800.C0.
A. (10) 0il payment of 3600.00.
Tracts Nos 1, 5, 8, 11, 14, 16, 17, 22 and 23:

mnovownwosmnmvmﬂnommnoannHo:vm<Bm:nOmmww_muo‘oonoowm:w.mmmn:mnmnonmcmwmvaOCnOMH\momsmnsonxmsmﬁsnmnmmnvvm%ﬁm:n
to begin after pariners have recovered all costs of development of waterflood project.

PrAL
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Serial No. Landowner Working Interest and Operating
Tract No. of and Percenta,e Record Owner Overriding Royalty Owner Agreement Owners and
No. Description Acres Lease Date of Rojyalty of Lease and Percentage Percentage of Interest
STATE LANDS (Cont.)
| | . 12,5 .
22 Sec., 30: SW/4 NE/4 40 B-11538 State of Delhi-Taylor / ﬁJw Pelhi-Taylor (1) ,10937500 The Ibex Co. .50
10-10-44 New Mexico nv.\. met Harold Kersey .25
12%5% All 7€y h.ﬂr} Olen F. Featherstone - .25
TOGE o 8 765625
23 Sec. 29: NE/&4 NW/4 80 B-11533 State of Wilson 0il Co. Delhi-Taylor (1) .10937500 The Ibex Co. .50
NW/4 NE/&4 10-10-44 New Mexico | 3% Harold Kersey . e25
12%% All 109878 .. Olen F. Fedtherstone .25
_ b % .765625 ,
po @ @
24 Sec. 29: SE/4 NE/4 40 E-6945 state of  Stanoli®Pd &% co.  Nonme Stanolind 0 & G Co. .75
2-10-53 New Mexico v S. P. Yates . 1397586
125% All 1% & J. 0, Miller 019965
%\ﬁa m§ _ Martin Yates II1I,
. i Harvey E. Yates & e
. .1 ! 8. P. Yates, Jointly Y+
.B75

(1) Delhi-Taylor, $40,000.00 oil payment, which will be converted to ORRI after liquidation: If average daily production per well for any '
calendar month {s less than 15 barrels, 1/32 of net working interest; if more than 15 barrels but less than 30 barrels, 1/16 of mgt- ,
working interest; if 30 barrels or more but less than 45 barrels, 3/32 of net working interest; 45 barrels or more, 1/8 of net working "
interest, such charge to be attributed pro rata to each working interest owner affected according to the respective intereat in'the trast

(2) Welch 0il Payment #1, until $360,000.00 is paid.
(3) Welch 0il Payment #2, until $340,000.00 is paid.

(4) If production exceeds average of 20 barrels per day for calendar month, royalty will be increased, such increase to be attributed to
working interest owner in tracts. - :

(5) Royalty subject to increase upon renewal of lease, such increase to be attributed to working interest owner in tract.



EXHIBIT "B"
RED LAKE PREMIER SAND UNIT

SCHEDULE OF TRACT PARTICIPATIOR

Tract Tract Participa-
No. Tract Description tion in Unit
1 Section 19: SE/4 SE/4 03.2300
2 . Section 20: SE/4 NE/4 04.1059
3 Section 21: SW/4 NW/4 12.1919
4 Section 29: SE/4 NW/4
SW/4 NE/4 02.6044
4-A Section 29: SW/4 NW/4 00.5682
5 Section 20: SE/4 NW/4
NW/4 NE/4 03.5533
6 Section 20: SW/4 NWw/4
NE/4 NW/4 01.1363
7 Section 20: SW/4 NE/4
NE/4 NE/4 10.5960
8 Section 29: Nw/4 NW/4 01.8337
9 Section 28: NW/4 SW/4 01.5777
10 Section 28: NW/4 05.0817
10-A Section 28: NW/4 NE/4 00. 5682
11 Section 21: NE/4 SW/4 01.6396
12 Section 21: NW/4 SW/4
S/2 SW/4
SW/4 SE/4 06.7396
13 Section 21: NW/4 SE/4 00.9426
14 Section 20: SW/4 07.4676
15 Section 20: N/2 SE/4 11.6557
16 Section 19: N/2 SE/4
SW/4 SE/4 05.0357
17 Section 29: NE/4 NE/4 02.4700
18 Section 30: NE/4 NE/4 01.5554
19 Section 30: NW/4 NE/4 00.5682
20 Section 20: S/2 SE/4 05.6893
21 Section 30: SE/4 NE/4 00.8722
22 Section 30: SW/4& NE/4 00.9527
23 Section 29: NE/4 NW/4
NW/4 NE/4 06.7959

24 Section 29: SE/4 NE/4 00.5682



