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Commissioner of Rblic Lands

F/
ALEX J. ARMIJO . June 19, 1974 P. O. BOX 1148
COMMISSIONER SANTA FE, NEW MEXICO

REGISTERED MAIL

Roberts, Kock, & Cartweight
205 Building of the Southwest
Midland, Texas 79701

Re: Deer Canyon lnit Agreement
TERMINATION
Eddy County, New Mexico
ATTENTION: Mr, Charles E, Kock
Gentlemen:
This is to officially notify you that the Deer Canyon Unit Agreement
has been terminated by the Commissioner of Public Lands, effective as of
May 292, 1974, which is the date your second test well was to be commenced.

Please notify all interested parties of this action.

RAY D. GRAHAM, Director
0il and Gas Department

AJA/RDé/s

cc: USGS=Roswell, New Mexico /
0CC~ Santa Fe, New Mexico

|




- Unit Name __ pRER CANYON UNIT(EXPLORATORY)

Operator ROBERTS, KOCK & CARIWRIGHT

County EDDY
DATE OCC CASE NO. 5085 EFFECTIVE TOTAL SEGREGA
_APPROVED QCC _ORDER N0, R-4634 DATE ACREAGE STATE FEDERAL INDIAN-FEE ___ CLAUS
Commissioner 9-24=73 9~25a73 - ‘

9-18-73 ’ 10,620,.45 1,529,20 9,091,75 ~0-~ Yes
- (Tract 1, Federal not committed)
UNIT AREA i
TOWNSHIP 20 SOUTH, RANGE 21 RAST, NMPM ‘ , ’ _ o : ' 11‘
Sections 1 through 4: All - . , . ’ | ' ' '
Sections 9 through 16: All R : '
Sections 21 through 24: All o : - O
‘ ‘ 1 \\x P> "l A
LAY 54 < 1
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Unit Name DEER_CANYON UNIT(EXPLORATORY)
Operator ROBERTS, KOCK & CARTWRIGHT
County EDDY
OCC CASE NO. 5065 EFFECTIVE TOTAL SEGREGATION
QCC ORDER NQ . R-4634 DATE ACREAGE STATE FEDERAL INDIAN~FEE CLAUSE -~ TERM.
9-24-73 : » | .
9-25-73 10,620,45 1,529.20 9,091,75 -0~ Yes  syrs.

(Tract 1, Federal not committed)




Unit Name DEER CANYON UNIT (EXPLORATORY)
Operator ROBERTS, KOCK_& CARTWRIGHT

County EDDY
STATE ~ LEASE  INSTI- RATIFIED At

TRACT NO. NO. TUTION SEC. TWP. RCE. SUBSECTION . DATE ACRES NOT |
- RATIFIED L
15 1-6522 c.S. 2 20s  21E All 9-13-73 729,20 Aztec 01

16 16-176 c.S. 9 20S 21E S/2N4/4
15 208 21E SW/4NE/4 8-30-73 160,00 Cities Se
17 1~6369 C.S. 16 208 21E All © 82473 " 640,00 Union 04!
Californi




Unit Name DEER CANYON UNIT (EXPLORATORY)
Operator ROBERTS, KOCK & CARTWRIGHT

County EDDY
RATIFIED ACDRACE
TUTION SEC. TWP. RGE, SUBSECTION - DATE ACRES NOT
. RATIFIED LESSEE
Cc.S. 2 20s 21E All 9-13=-73 729,20 Aztec 011 & Gas Company
C.S. 9 20s  21E S/2NW/4
15 208 21E SW/4NE/4 8-30-73 160.00 Cities Service Oil Co,
C,.S. 16 20s 21E ‘ All ’ 8=24-73 / 640,00 ' Union 011>Company of

Californig
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Commissioner o Riblic Lands o "O”?f:f?n‘iﬁ‘iig"fi’“ciﬁ,:;}z

Septamber 18, 1973 P. O. BOX 1148

ALEX J. ARMIJO
saMTs BB MEew MEXICD

s

COMMISSIONER |
obarts, Koch & Cartwright
205 Building of the Soutinmest
Midland, Texas 79701 ,
Ra: DEER CANYON UNIT
Z0DY COUNTY, NEW MEXICO
ATTENTION: My, Charles B, ¥och
Gontlsman:

Tha Commissionar of Public Lende has this date approved your
Deer Canyom Unit, Eddy County, Wew Maxico, subject to like approval
by the United Gtates Geological Survey.

Enclosed are five (5) Certificatas of Approval.

This spprowel is being given with the understanding that Trast

ome (1), Yederal, is not baing coomitted to the unit.

Plaase advise this office when the United States GCeological Survey
e this unit so that we msy finish processing the umit and
asgertain tha effective dato,

Very trily yours,

NAY D. CRAMAM, Direetor
011 and GCas Departoent

*De/s
cet UsGS~Roswall, New iekico
OCCe5ents Yo, Mew Mexico




-

Unit Name__ pEER CANYON UNIT(EXPLORATORY) V] é C

Cperater NOBLRYS | ¥OCK & CARTHRTOUT
County EDDY
DATE OCC CASE NO. 5065 EFFECTLIVE TOTAL SEGREGA
APPRQOQVED QCC ORDER NQ . R-4634 DATE ACREAGE STATE FEDERAL INDIAN-FEE CLAUS
Commissioner 9-24-73 ' 9-25~73
9-18-~73 -10,620.45 1,529.20 9,091.75 0= Yes
(Tract 1, Federal not committed)
UNIT AREA

“TOWNSHIP 20 SOUTH, RANGE 21 EAST, NMPM

Sections 1 through 4&: All
Sections 9 through 16: All
Sections 21 through 24: All




Unit Name _ ppER CANYON UNIT(EXPLORATORY) @ ¢ (o

Operator ROBERTS, KOCK & CARTWRIGHT
County EDDY

GC CASE NO. 5065 EFFECTIVE TOTAL SECRECATION

CC ORDER NO . R-4634 DATE ACREAGE STATE FEDERAL INDIAN-FEE CLAUSE  TERM
9-25-73 10,620.45 1,529.20 9,091.75 -0- Yes Syrs.

(Tract 1, Federal not committed)
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DEER CANYON UNIT (FY.PLORATORY)

Unit Name
Operator ROBERTS, KOCK & CARTWRIGHE
County EDDY
INSTI- RATIFIED “ACREAGE B ‘ |
TUTION SEC. TWP. RGE, SUBSECTION DATE ACRES NOT
RATIFIED LESSEE
C.S. 2 20S 21E T ALl 9-13-73 729,20 Aztec 0il & Gas Company
C.Se 9 208 21E s/2Nn/b
15 208 21E SW/4NE/4 8-30-73 160.00 Cities Service 0il Co.
8=24~73 640,00 Union 01l Company of

All
California

16 20s 21E




i

sy e

EEFOPE WHE OXL CONSGERVATION COINIREION
OF THE ETATE OF MLW MEXICO

IN DUE MATPTLER OF 245 HEARING
CRLLE D BY THE OYIL CONHSERVATICON
COMMISSION OF NEW HEXICO 'R
THE PURPOEE OF COKREIDLERILG:

CASY NC. Hhtod
Orcer No. R--4(34

APPLICATIGN OF RCBLERTS, FOCH &
CARTWRIGHT IPOR RPPROVAL QOF 'MMIB
DEER CANYON UNIT AGREEMENT,
EDDY COUNTY, NEW MLXICU,

ORDER OF THE COMMISSION

BY THE COMIIIESION:

This cause came on for hearing at 9 o'‘clock a.m. on
Septeaiber 19, 1973, at Santa Fe, Hew Hexico, beidore Loaminer
Blvis A. Utae.

WOW, on this 24ih  day of September, 1973, the Cormmisslon,
a guorum being present, having considecsed the tastimony, the
record, and the recommendations cof the Sxuwadner, and Loedng
fully advised in the premisses,

* - —— o -

(1) That due public notice having been given as required
by law, the Commission has jurisdiction oi this cause ana dic
subject matter thereof,

(2) That the applicant, Roberts, XKoch & Cartwright seeks
approval of the Deer Canyon Unit Agieeitent covering 10,620.45
acres, more or lesyg, of State and Federal lands described as
follows:

EDDY COUNYTY, NEW JEKICS
MOWNSHYP 200 SOUTH, RANGE 21 EAST, NMPM
Sections” 1 through 4: All
Sections 9 through l6: All
Sactions Z1 through 24: All

(3) That approval of the propesced unit agreement should
promote the prevention of waste and the protuction of correlative
rights within the unit area.

JU IS THEREFORE ORDERED:

(1) That the Deer Canyon Unit Agreement is hereby approved.
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-2
Case No. 5065
Order No. R-4634

(2) 7That the plan contained in said unit agreement for
the development and operation of the unit area is hersby
approved in principle as a proper conservation measure;
provided howaver, that notwithstanding any of the provisions
contained in said unit agreement, this approval shall not be
considered as waiving or relinguishing, in any manner, any right,
duty, or obligation which is now, or may hereafter be, vested
in the Commission to supervise and control operations for the
exploration and development of any lands committed to the unit
and production of 0il or gas therefrom.

(3) That the unit operator shall file with the Commission
an executed original or executed counterpart of the unit agree-
ment within 30 days after the effective date thereof; that in
the event of subsequent joinder by any party or expansion or
contraction of the unit arsa, the unit operator shall file
with the Comiission within 30 days thereafter counterparts of
the unit agreement reflecting the subscription of those interests
having joined or ratified.

(4) That this order shall become effective upon the
approval of said unit agreement by the Commissionexr of Public
Lands for the State of New Mexico and the Director of the United
States Geological Survey; that this oxder shall terminate ipso
facto upon the termination of said unit agreement; and that
the last unit operator shall notify the Commission immediately
in writing of such termination.

(5) That jurisdiction of this cause is retained for the
entry of such further orders as the Conmission may deem neces-
sary.

DOMZ at Santa Fe, New Mexico, on the day and year herein-
above designated.

STATE OF NEW MEXICO
OIL CONSERVATIOM COMMISSION

L 4

I.’R. TRUJILLO, Chairman

A. L. PORTER, Jr., Mem¥e®¥ & Secretary
S EAL

dx/
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UNIT AGRELEMENT.
FOR THE DEVELOPMENY AND OPERATION
OF ‘T
DEER CRAUYON fmiTm anoa
COUNTY OF EDDY COUNTY
STATE OF NEW MEXICO

NO.

THIS AGRERMENT entered into as of the  1sT day of

Sevtember . 1273, by and between the parties subscribing,

ratifying, or consenting herceto, and herein referred to as

the "“parties hereto.®

WITNESSETH:

WHEREAS, the parties hereto are the owners of working,
royalty, or other oil and gas interest in the unit area sub-
ject to this agreement; and .

ﬁﬁEREAS,the Mineral Leasing Act of February 25, 1920, 41
Stat. 437, as amended, 30 U.S.C. Secs. 181 et seq., authorizes
Federal Lesees and their representatives to unite with each |
other, or jointly or separately with others, in collectively

cf dev

f\‘l\
[OL GRS SO R

adopting and overating a coensrative Ay wnis nian op-
ment or operation of any oil or gas pool, field, or'like area,
or any part therecof for the purposc of more properly conserv=
ing the natural résburcos thereof whenever determined and cex-
tified by the Sccretary of the Interior to be necessary orx
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 (Scc. 7~

11-39 N.M. Statutes 1953 Amnotated) to consent to or approve

this aqgrecment on hehalf of the State of New Mexico, insofar
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as it cévers and includes lands and mineral interests of the
State of New Mexico; and

WHEREAS, the 0il Conservation Commission of the State of
New Mexico is authorized by an act of the Legislature {Article
3, Chaptexr 65, vol. 9, raxt 2, 45533 Statuies) to upprove L
agreement and the conservation provisions hereof; and

WHEREAS, the parties hereto hold sufficient interests in
the Deer Canyon Unit Area covering the land hereinafter des-
cribed to give reasonably effective control of operations
therein; and

WHEREAS, it is tne purpose of the parties hereto to con-
serve natural resources, prevent waste, and secure other
benefits obtainable through development and operation of the
area subject to this agreement under the terms, conditions,
and limitations herein set forth;

NOW, THEREFORE, in consideration of the premises and‘the
promises herein contained, the parties héréto commit to this
agreement their respective interests in the below defined
unit area, and‘agree severall? ambng themselves as followg:

1. ENABLING ACT AND REGULATIONS. The Mineral Leasing

Act of February 25, 1920, as amended, supra, and all valid

rortinont rogulations, including operaling and unit plan Legu-
lations, heretofore issued thereunder or valid, pertinent and
reasonable regqulations hereafteé issued thereunder are accept-
ed and made a part of this agreement as to Federal lands, pro-
vided such regulations are not inconsistent with the terms of
this agreement; and as to non-Federal lands, the oil and gas
operating ragulatioﬁs in cffect as of the'effcctive date hereof

governing drilling and producing operations, not inconsistent

with the terms hercof or the laws of the 3tate in which the

S

%
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non-Federal land is located, are hereby accepted and made a
part of this agrccment.

2. UNIT AREA. The area specified on the map attached
hereto marked Exhibit "A" i§ hercby designated and recognized
as constituting the unit area, containing 1§, 0620.45 acres,
more or less.

Exhibit "A" shows, in éddition to the boundary of the
unit area, the boundaries and identity of tracts and leases in
salid area to the extent known to the Unit Operator. Exhibit
"B" attached hereto is a schedule showing to the extent known
to the Unit Operator the acreage, percentage, and kind of
ownership of oil and gas interests in all land in the unit
area. However, nothing herein or in said schedule or map shall
be construed as a representation by any party hereto as to the
ownership of any interest other than such interest or interests
as are shown in said map or schedule as owned by such party.
Exhibits "A" and “"B" shall be revised by the Unit Operator
whenever changes in the unit area renﬁer such revision necess-~
ary, or when requested by the 0il and Gas Supervisor, herein-
after referred to as "Supervisor", or when reguested by the
Commissioner of Public Lands of the State of New Mexico, here-
inafter referred to agc "Commissioner", and not less than .five
copies of the revised exhibits shall be filed with the Super-
visor, and two copies thercol shall be filed with the Commiss-
loner, and one copy with the New Mexico 0il Conservation Com-
mission, hereinafter referred to as “Commission*.

~The above-described unit area shall when practicable be
expanded Lo include therein any additional lands or shall be
cohtractcd»tq‘cxcludc lands whenever such expansion or contrac-

tion is deemed to be nccessary or advis~ble to eonform with the




1 urposes of this agreement. Such expansion or contraction
P

2 shall be effected in the following manner:

3 (a) Unit Operator, on its own motion or on demand of the
4 Director of the Geological Sdrﬁcy. hereinafter referred to as
5 *"Director", or on demand of the Commissioner, after preliminary
6 concurrence by the Director and the Commissioner, shall prepn
7 a notice of proposed expansion or contraction descriking the
8 contemplateé changes in the boundaries of the unit area, the
9 reasons ﬁherefor, and the proposed effective date therecof, pre-
10 ferably the first day of a month subsequent go the date of notice.
é 11 (b) said nopice shal). be delivered to the Supervisor, the
12 Commissioner and the Commission and copies thereof mailed to
13 the last known address of each working interest owner, lessee,
l4A and lessor whose interests are affected, advising that 30 days

15 will be allowed for submission to the Unit Operator of any

VA LTI Y0 S S .St e s v

16 objections.

N

17 (¢) Upon expiration of the 30-day period provided in the

18 preceding item (b) hereof, Unit Operator shall file with the

KEATREA NG AL A A

19 Supervisor, the Commissioner and the Commission evidence of
: 20 mailing of the notice of expansion or contraction and a copy
21 of any objections thereto which have been filed with the Unit

: f 22 Operator, together with an application in sufficient number,

eI

23 for approval of such expansion or contraction and with appiro-
24 priate joinders.

7 25 (q) After due consideration of all pertinent information,
26 the expansion oxr contraction shall, upon approval by the Super-
27 visor, the Commissioner and the Commission, become effective

28 as of the date prescribed in the notice thercof,

25 {e) Alllegal subdivisions of lands .(i.e., 40 acres by

30 Government survey or its necarest lot or tract equivalent; in

-‘4“
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instances of irregular surveys unusually large lots or tracts
shall be considered in multiples of 40 acres or the nearest
aliquot equivalent theneof} no parts of which are entitled to
be in a participating area on or before the fifth anniversary
of the effective date of the first initial participating area
established under this unit agreement, shall be eliminated
automatically from this agreement, effective as of said. fifth
anniversary, and such lands shall no longer be a part of the
unit area and shall no longer-be subject to this agreemeﬁt,
unless‘diligent drilling operations are in progress on unit-
ized lands not entitled to participation on said fifth anni-
versary, in which event all such lands shall remain subject
hereto so icng as such drilling operations are continued dili-
gently with not more than 90 days' time elapsin§ between the
completion of one well and the commencement of the next well.
All legal subdivisions of 1an;s not entitled to be in a parti-
cipating area within io years after the effeétive date of the
first initial participating area approved under tnis agreement
shall be automatically eliminated from this agreement as of
said tenth anniversary. All lands proved productive by dili-
gent drilling operations after the aforesaid 5-year period

shall become participating in the same manner as during said -

5-year period. However, when such diligent drilling operations

cease, all nonparticipating lands shall be automatically elim-
inated effective as of the 9lst day thereafter. The Unit
Operator shall, within 90 days after the effective date of any

elimination hereunder, describe the area so eliminated to the

satisfaction of the Supervisor and the Coumissioner, and promptly

notify all parties in interest.

If conditions warrant extension of the l0-year period

-G
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specificd in this subsection 2(e), a uihglc extension of not
to excecd 2 years may be accomplished by conscent of the owners
of 9C% ofAthe working intere§ts in the current nonparticipat-
ing unitized lands and the owners of 60% of the basic royalty
interests (exclusive of the basic royalty interests of the
United States) in nonparticipating unitized lands with appro-
val of the Director and Commissioner, provided such extension
application is submitted to the Director and Commissioner not
later than 60 days prior to the expiration of séid ten-year
period.

.Any expansion of the unit area pursuant to this section
which embraces lands theretofore eliminated pursuant to this
suﬁsection 2(e) shall not be considered automatic commitment
or recommitment of such lands.

3, UNITIZED LAND ARND UNITIZED SUBSTANCES. All land
committed to this agreement shall constitute land referred to
herein as "unitized langd" or "land subject to this aqreement”.
All Oil and gas in any and all formations of the unitized land
are unitized under the terms of this agreement and herein are
called "unitized substances".

4. UNIT OPERATOR. ROBERTS, KOCH & CARTWRIGHT a partner-
ship coﬁposed of Ross D. Roberts, Charles E. Koch and Jack C.
Cartwright is hereby designated as Unit Operator and by signa-

ture hereto as Unit Operator agrees and consents to accept the

duties and obligations of Unit Operatoxr for the discovery, de~:

velopment, and production of unitized substances as herein
provided. Whenever reference is made herein to the Unit Oper-

ator, such reference means the Unit Operator acting in that

capacity and not as an owner of interest in unitized substances,

and the term "working interest owner" when used herein shall

-6
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include or refer to Unit Operatoxr as the owner of a working
interest when such an interest is owned by it.

5. ﬁESIGNATION OR REMOYAL OF UNIT OPERATOR. Unit Opera-
tor shall have the right to resign at any time prior to the
establicshment of a participating area or areas hereunder, but
such resignation shall not become effective so as to release
Unit Operator from the duties and obligations of Unit Operator
and terminate Unit Operator's rights as such for a period of
6 months after notice of intention to resign has been served
by Unit Operator on all working interest owners and the Super-
visor, the Commissioner and the Commission, and until all wells
then drilled hereunder are placed in a satisfactory condition
fof suspension or abandonment whichever is required by the
Supervisor as to Federal lands and by the Commission as to State
and privately owned lands, unless a new Unit Operator shall have
taken over and assumed the duties and obligations of Unit Oper-
ator prior to the expiration of said period.

Unit Operator shall have the riéht to resign in like
manner and subject to like limitations &s above provided at any
time a participating area established hereunder is in existence,
but, in all instances of resignation or removal, until a success-
or Unit~0perator is selected and approved as hereinafter pro-
vided, the working interest owners shall be jointly responsible
for performance of the duties of Unit Operxator, and shall, not
later than 30 days before such resignation or removal becomes
effective, appoint a common agent to représent them in any action

to be taken hercunder.

The resignation of Unit Operator shall not release Unit

~

Opcrator from any liability for auy default by it hercunder

occurring prioxr to the effective date of its resignation.

—7"‘
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The Unit Operator may, upon default or failure in the
performance of its duties or obligations hereunder, be sub-
iect to rcemoval by the same percentage vote of tiie owners of
working interests as hercin provided for the selection of a

-

new Unit Operator. Such romaoval shall be ciifcctive upon
notice thercof to the Supervisor and the Commissioner.

The resignation or removal of Unit Operator under this
agreement shall not terminate its right, title or interest as
the owner of a working interest or other interest in unitized
substances, but upon the resignation or removal of Unit Oper-
ator becoming effective, such Unit Operator shall deliver
possession of all wells, equipment, materials and appurtenances
ticns to the new duly qualified
successor Unit Operator or t6 the common agent, if no such new
Unit Operator is elected, to be used for the purpose of con-
ducting unit operations hereunder. ©Nothing herein shall be
construcd as authorizing removal of any material, eguipment and
appurteﬁances neecded for the preservation of any welis.

| 6. SUCCESSOR UNIT OPERATOR. Whenever the Unit Operator shall
tender his or its resignatign as Unit Operator or shall be re~
moved as hereinabove provided, or a change of Unit Operator is

neantiated by working intcorest owiiers, the owners of the workin

5]

interests in the participating area or areas according to their
respective acreage interests in‘such participating area or arcas,
or, until a participating area shall have been éstablished, the
owners of the working interesté according to their respective
acreage interests in all unitized land, shall by majority vote
select a successor Unit Operator: Provided, That, if a majority
but less than 75 per cent of the working .interests qualificd

to vote are owned by one party to this agreement, a concurring

-8~
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votle of one or more additional working intercst ownersg shall

be required to sclect a new operator. Such scelection shall

not become effective until

(a) a Unit Opcrator so-selected shall accept in writing
the dulies ana respdnsibilities of Unit Operator, and

(b) the selection shall have been approved by the Super-

visor and the Commissioner.

If no successor Unit Operator is selected and qualified

as herein provided, the Director and Commissicner at their
election may‘declare this unit agreement terminated.

7. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT.
If the Unit Operator is not the sole owner of working interest,
costs and expenses incurred by Unit Operator in conducting
unit operations hereunder shall be paid and appoftioned among
and borne by the owners of working interests, all in accord-
ance with the agreement or agreements entered into by and be-
tween the Unit Operator and the owners of working interests,
whether one or more, separate;y or collectively. An§ agreement
or agreements entered into between the working interest owners
a#é the Unit Operator as provided in this section, whether

one or more, are herein referred to as the "unit operating

Such unit operating agreement shall also provide

agreement”, uch

the‘manner in which the workiﬁg interest owners shall be en~
titled to rGCeive.their respective proportionate and allocated
share of the benefits accruing hereté-in conformity with their
underlying operating agreements, leases or other independent
contracts, and such other rights and obligations as between
OWNeYs 45 MAy o ayreed
upon by Unithpcrator and the working interest owners; however,

no such unit opcerating agreement shall be deemed either to

-9-‘




10
11
12
13
14
15
16
17
18
19
20
21
22
23

24

- 25

26

27

28

29

30

modify any of the terxrms and conditions of this unit agreement
or to relieve the Unit Operator of any right or obligation

established under this unit agreement, and in case of any

inconsistency or conflict hétveon Lhiiy unit agrecment and the
unit operating agrcement, this wnit agreecment shall govern.
Thrce true copies of any unit operating agreement executed
pursuant to this section should be filed with the Supervisoxr
and two true copies with the Commissioner and one true copy
with the Commission, prior to approval of this unit agreement.

8. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except as

otherwise specifically provided herein, the exclusive right,

[
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pfivilege, and duty of exercising any and al
parties hereto which are necessary or convenient for prospect-
ing for, producing, storing, allocating, and distributing the
unitized substances are hereby delegated to and shall be exer-
ciéed by the Unit Operator as herein érovided. Acceptable
evidence of title to said rights shall be deposited with said
Unit bperator and, together with this agreement, shall consti-
tute and define the rights, privileges, and‘obligations of
Unit Operator. Nothing hérein, however, shall be construed
to transfef title to any land or to any lease or sapornting
agreement, it being understood that under this agreement. the
Unit Operator, in its capacity as Unit Operator, shall exex-.
cise the rights 6f possession and use vested in the parties
hereto only for the purposes herein specified.

9. DRILLING TO DISCOVERY. Within 6 months after the
effective date hercof, the Unit Operator shall begin to drill
an adequate test well at a location approved by the Supervisor,
if on cherai land, or by tie Land Comuissioncr if on State

land, or by the Commission if on fece land, unless on such
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ceffective date a well is being drilled conformably with the
terms hereof, and thereafter continue such drilling diligeantly
until the upper Mississippian {Barnett Shale} formation has
been penetrated and all formations of the Penansylvanian age
have been tested, or until at a iesszexr donth unitized sub-
stances shall be discovered which can be produced in paying
quantities (to-wit: guantities sufficient to repay the costs
of drilling, completing, and producing operations, with a
reasonable profit) or the Unit Operator shall, at any time,
establish to the satisfaction of the Supervisor, if on Fedaral
land, oxr the Commissibner if located on State lands, or the
Commission if located on fee lands, that further drilling of
;aid well would be unwarranted or impracticable, provided
however, that Unit Operator shall not in any event be required
to drill said well to a depth in excess of 8,700 feet. Until
the discovery of a deposit of unitized substances in paying
quantities is completed to the satisfaction of said Supervisor
if on Federal land, or the Commissioner if on State land, or
the Commission if on fee land, or until it is reasonably proved
that the unitized land is incapable of producing unitized sub-
stances in paying quantities in the formations drilled here-
under. Nothiig in +hia gection shall be deemed to limiﬁ the
right of the Unit Operator to resign as provided in Section §
hereof, or as requiring Unit Operator to commence or continue
any dx»illing during the period pending such resignation becom-
ing effective in order to cowmply with the requirements of tuis
section. The Supervisor and Commissionsny may modify the drill-
ing requirewents of this section by granting reasonable eciten-—

i
d

sions of time when, in their opinion, such action is warranted.

s L)~

| : | -
Upon failure to commence any well provided for in this secction i
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within the time allowed, including any extension of time grant-
ed by the Supervisor and the Commissioner, this agreement will
automaticaily terminate; upon failure to continue drilling
diligently any well commenced hereunder, the Supervisor and
Commissioner may, after 15 days notice to the Unit Operator,
declare this unit agreément texrminated.

10. SURFACE MANAGEMENT STIPULATION. Nothing in this
agreement shall modify the special Federal-lease stipulations
relatiné to surface management, attached to and made a part of,
0il and Gas leases covering lands within the Unit Area.

1l. PLAN OF FURTHER DEVELOPMENT AND OPERATION. Within
6 months after completion of a well capable of producing unit-
izeé substances in paying gquantities, the Unit Operator shall
submit for the approval of the Supervisor and thc Commissioner
an acceptable plan of development and operation for the unitized
land which, when approved by the Supervisor and the Commissioner,
shall constitute the further drilling and operating obligations
of the Unit Operator under this agreement for the period speci-
fied therein. Thereafter, from time to time before the expir-
ation of any existing plan, the Unit Operator shall submit for
the approval of the Supervisor and the Commissioner a plan for
an additional specified period for the development and operation
of the unitized land.

Any plan submitted pursuant to this section shall provide
for thg exploration of the unitized area and for the diligent
drilling necessary for determination of the area or arcas there-
of capable of producing unitized substances in payiné quantitieé
in cach and every productive formation and shall be as complete
and adoequalce as'thCFSupcrvisor, the Commissioner and Commission

may detcrmine to be necessary for timely development and proper

)2
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conscrvation of the oil and gas resources of the unitized
area and shall:

(a) specify the number and locations of any wells

to be drilled and the proposed order and time fox

such drilling: and

(b) to the extent practicable, specify the operating

practices regarded as ncecessary and advisable for

proper conservation of natural resources.

Separate plans may be submitted for scparate productive zones,
subject to the approval of the Supervisor, the Commissioner
and the Commission.

Plans shall be modified or supplemented when necessary to
méet changed conditions or to protect the interests of all
parties to tnis agreement. Reasonable diligence shall be
exercised in complying with the obligations of the approved
plan of development. The Supervisor and Commissioner are
authorized to grant a reasonable extension of the 6-month
period herein prescribed for submission of an initialjplan of
development where such action is justified because of unusual
conditions or circumstances. After completion hereunder of a
well capable of producing any unitized suﬁstances in paying
quantities, no further wélls, except such as may be necessary
to afford protection against operations not under this agree-
ment aﬂd such as méy be specifically approved by the Supervisor
and the Commissioner, shall be drilled except in accordance
with a plan of development approved as herxein provided.

12. PARTICIDPATION AFTER DISCOVERY. Upon completion of
a well capable of producing unitized substances in paying
quantitics or as soon thercafter as required by the Supervisor

and Commissioner, the Unit Operator shall submit for approval

-13-,
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1 by the Supervisor and Commissioner a schedule, based on subdiv-
2 isions of the public land survey or aliquot parts thercof, of

3 @ll land then regarded reasonably proved to be productive in

4 paying quantities; all lands in said schedule on approval of

5 the Supervisor and Commissioner to constitute a participating

6 area, effective as of the date of completion of such well or
: : 7 the effective date of this wnit agreement, whichever is later.
8 The acreages of both Federal and non-Federal lands shall be
9 Dbased upon appropriate computations from the courses and dis-
10 tances shown on the last approved public land survey as of
11 the effective date of each initial participating area. Said
12 schedule shall also set forth: the percentage of unitized sub-
;3 étances to be allocated as herein provided to each tract in the
| 14 participating.area so established, and shall govern the allo-
15 cation of production commencing with the effective date of the

16 participating area. A separate participating area shall be

17 established for each separate pool or deposit of unitized sub-

18 sténces or for any group thereof which is produced as a single
19 pool or zone, and any two or more participating areas so estab-
20 lished may be combined into one, on approval of the Supervisor
21 and the Commissioner. When pféduction from two or more parti-
o 22 cipating areas, so established, is subsequently found to be . -
23 from a common pool or depésit sald participating areas shall ’
24 be combined into one effective as of such appropriate date as |
25 may be approved or prescribed by the Supervisor and Commissioner. ,
26 The participating areca or arcas so established shall be revised
27 from time to time, subject to like approval, to include addit-
28 ional land then regarded as reasonably proved to be productive
29 in paying quﬁntitiés or neccessary for unit operations, or to | -

30 exclude land then regarded as reagonably proved not to be pro-

B Y
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l Operatnr and the Sunperviaenr and Commissioner as teo the proper ' —

ductive in paying quantities and the schedule of allocation
precentages shall be revised accordingly. The effective date
of any revision shall be the first day of the month in which
is obtained the knowledge 6r information on which such re-
vision is predicated, provided, however, thal a more appro-

priate effective date may be used if justified by the Unit

Operator and approved by tﬁe Supervisor and Commissioner. No
land shall be excluded from a participating area on account
of depletion of the unitized substances, except that any
participating area established under the provisions of this
unit agreement shall terﬁinate automatically whenever all
completions in the formation on which the participating area
is based are abandoned,

It is the intent of this section that a participating
areca shall represent' the area known or reasonably estimated to
be productive in péying quantities, but, regardless of any
revision of the participating area, nothing herein contained
shall be construed as requiring any retroactive adjustment for
production obtained prior to the effective date of tﬁe revision
of the participating area.

In the absence of agreement at any time between the Unit

definition or redefinition of a participating area, or until

a participating area has, or areas have, been established as
provided herein, the portion of all payments affected ﬁhereby
shall be impounded in a manner mutually-acceptable to the own-
ers of working intecrests and the Supervisor and Commissionex.
Royaltics due the United States and the State of New Mexico,
which shall be determined by the Supervisor for Federal land

and the Commissioncey for State land and the amount thercof

-15-
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shall be deposited, as directed by the Supexrvisor and Comn-
issioner respectively, to be held as unearned money until a
participating area is finally approved and then applied as
earned or returned in accordance with a2 detormination of the
sum due as Federal and State royalty on the basis of such
approved participating area.

Whenever it is determined, subject to the approval of the
Supervisor as to @ells drillad on Federél land and of the Com-
missioner as to wells drilled on State land, that a well drilled
under this agreement is not capable of production in pgying
guantities and inclusion of the land on which it is situated
in a participating area is unwarranted, production from such
well shall, for the purposes of settlement among all parties.
other than working interest owners, be allocated»to the land
on which the well is located unless such land is already within

the participating area established for the pool or deposit from

.which such production is obtained. Settlement for workina

interest benefits from such a well shall be made as provided
in the unit opeiating agreement. -

13. ALLOCATION OF PRODUCTION. All unitized substances
produced from each participating area established under this
agreement, except any part thereof used in conformity with
good operating practices within the unitized area for drilling,
operating, camp and other production ox development purposes,
for repressuring or recycifﬂg in accordance with a plan of
development approved by the Supervisor and Commissioner, or
unavpidably lost, shall be deemed to be produced equally on
an acreage basis from the several tracts of unitized land of
the participating area established for such production and,

for the purpose of determining any benefits accruing under

-16-
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this agrecment, ecach such tract of unitized land shall have
allocated to it such pecrcentage of said productica as the num-
ber of acres of such tract included in said participating area
bears to the total acres of unitized land'in said participating
area, cxcept that allocation of production hereunder for pur-
poses other than for settlcement of the royalty, overriding
royalty, or payment out of production obligations of tiie res-
pective wofking interest owners, shall be on the basis pre~
scribed in the unit operating agreement whether in conformity
with the basis of allocation herein set forth or otherwise.
It is hereby agreed that production of unitized substances
from a participating area shall be allocated as provided
gerein regardless of whethcr-any wells are drilled on any par-
ticular part or tract of said pafticipating area. If any gas
produced from one participating area is used for repressuring
or recycling purposes in another area, the first gas withdrawn
from such last mentioned participating area for sale during the
life of this agreement shall be considered to be the gas So
transferred until an amount egual to that transferred shall be
so produced for‘sale and éuch gas shall be allocated to the.
participéting area from which initially produced as such area
was last defined at the time of such final production.

14, DEVELOPMENT OR OPERATION OF NON-PARTICIPATING LAND
OR FORMATIONS. Any party hereto owning or controlling the
working interest in any unitizedyland having thercon a regular
well location may with the approval of fhe Supervisor as to
Federal land, and the bommissioncr as to State land and the
Conmission ﬁs to privately owned land, at such party's sole
risk, cost and expense, drill a well to'tcst any formation for

which a participating arca has not becen established or to test

-17~
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any formation for which a participating arca has been estab-
lished if such location is not within said participating area,
unless within 90 days of receipt of notice from said party of
his intention to drill the well the Unit Operator elects and
Comaences to drill such a well in like manner as other wells
are drilled by the Unit Operator undexr this agrecment.

If any well drilled as aforesaid by a working intecrest

production such that the land upon which it
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is situated may properly be included in a participating area,
such participating area shall be established or enlarged as
provided in this agreement and the well shall thereafter be
operated by the Unit Operator in accordance with the terms
of tihils agreement and the unit operating agreement.

If any well drilled as aforesaid by a working interest
owner obtains production in quantities insufficient to justify
the inclusicn of the land upon whicﬁ such well is situated in
a participating area, such well may be operated and produced
by the party drilling the same sﬁbject to the cons;fvation
regquirements of this aéreement. The royalties irn amount or
value of production from auy such well shall be paid as speci~
fied in the underlying leaco and égreements affected.

15. ROVALTY SETTLIMERT. The United states and any State
and any royalty 6wner who is entitled to take in kind a share
of the substances now unitized hereunder shall hereafter be
entitled to the right to take in kind its share of the unitized
substances, and tne Unit Operatoyx, orxr the working interest
owner in case of the operaticn of a well by a working intcrest
owner as herein provided for in special cases, shall make dé—
liveries of such royalty share taken in kind in conformity

with the applicable contracts, laws and regulations. Scttle-

18-
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ment for royalty interest not taken in kind shall be made by
working interest owners responsible therofor under existing

contracts, laws and regulations, or by the Unit Operator, on
or before the last day of each menth for unitized substancés
produccd during iLhe preceding calendar month; provided, how~
ever, that nothing herein contained shall operate to relieve

the lessees of any land from their respedtive lease obligations

£

for the payment of any royalties due undex their leases.

1f gés obtained from lands not subject to this agreecment
is introduced into any participating .area hereunder, for use
in repressuring, stimulation of production, or increasing ulti-
mate recovery, in conformity with a plan of operations approved
gy the Supervisor, the Commissioner, and Commission, a like
amount of gas, after settlement as herein provided for any
gas transferred from any other participating afea and with
appropriate deduction for loss from any cause, may be withdrawn
from the formation in which the gas is introduced, royalty free
as to dry gas, but not as to any products which may be extract-
ed therefrom; provided that such withdrawal shall be at such

time as may be provided in the approved plan of operatiohs or

. as may otherwise be consented to by-the Supervisor, the Conuniss-

ionei and the Commission as conforming to good petroleum engin-

eering practice; and provided further, that such right of with-

drawal shall terminate on the termination of this unit agreemcht.

-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
thercof allbcated to unitized Federal land as provided herein
at the rate specified in thc'respectivc'Federal leases, or at

such lower rate or rates as may be authorized by law or regu-

~19-
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lation; provided, that for lecases on which the royalty rate
depends on the daily average production per well, said average
production shall be determined in accordance with the operating

regulations as though each participating area were a single con-

solidated lease.

Royalty-due on account_of State lands shall be computed
and paid on the basis of all unitized substances allocated to
such lands.

16. RENTAL SETTIEMENT. Rental or minimum royalties due
ori leases committed hereto shall be paid by working interest
owners responsible therefor under existing contracts, laws
an@ regulations, provided that nothing herein contained shall
operate to relieve the lessees of any land from their respective
lease obligations for the payment of any rental or minimum
royalty due under their leases. Rental or minimum royalty for
lands of fhe United States subject to this agfeement shall be
paid at the rate specified in the respective leases from the
United States unless such rental or minimum royalty is waived,
suspended or reduced by law or by approval of the Secretagy of
his duly authorized represenEative. | |

Rentalqﬂon'State of New Mexico lands éubject to this agree-
ment shall be paid at the rates specified in the respective‘
leases.

With respect to any lease on non-Eedefal land containing
provisions which would texminate such lease unless drilling
operations are commenced upon the land covered thereby within
the time therein spccified or rentals are paid for the privi-
lege of deferring such drilling opcrationg, the rentals required
thexeby shuli.<notwithstanding any other provisions of this
agrceement, be deemed to accrue and become payable during the

-20-
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term thereof as extended by this agréement and until the re-
quired drilling operations are commenced upon the land cover-
ed thereby or until some portion of such land is included
within a participating area.

17. CONSERVATION. Operations hercunder and production
of unitized substances shall bhe conducted to provide for the
most econcmical and efficient recovery of said substances
without waéte, as defined bf-or pursuant to State or Federal
laws or regulations.

18. DRAINAGE. The Unit Operator shall take such measures

- as the Supervisor and Commissioner decem appropriate and adequate

to prevent drainage of unitized substances from unitized land
by~wells on land not subject to this agrcement.

19. LEASES AND CONTRACTS CONFOéMED AND EXTENDED. The terms,
conditions and provisions of all leases, subleases and other
contracts relating to exploration, drilling, development or oper-
étions for oil or gas on lands committéd to this agrecment are
hereby expressly modified and amended to the extent necessary
to make the same conform to the provisions hereof, but other-
wise to remain in fuil force and effect; and the parties herecto
hereby consent that the Secretary as to ngeral leases and the -
Commissioner as to State leases shall and each by his apﬁroval
hereof, or by the approval hereof by their duly authorized re-
preséntatives, do hereby establish, aiter, change or revoke
the drilling, producing, rental, minimuﬁ royalty and royalty
requirements of Federal and State leases committed herecto and
the regulations in respect thereto to conform said requirements
to the provisions of this agreement, and, without limiting the
generality of the foregoinyg, all leases, ;ubleasesf and contractiy

are particularly modified in accordance with the following:

-2]
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(a) The development and operation of lands subject to
this agrecment under the terms hereof shall be deemed

full performance of all obligations for development and
operation with respect to each and every separately owned
ftract subicact to this agreement, regardless of whether
there is any development of any particular tract of the
unit area.

(b) Drilling and producing operations performed hereunder

upon any tract of unitized land will be accepted and deem-

ed to be performed upon and for tne henefit of each and

every tract of unitized land, and no lease shall be deem-
ed to expire by reason of failure to drill or produce
wells situated on the land therein embraced.

(c) Suspension of drilling or producing operations on

all unitized lands pucrsuant to direction or consent of the
Secretary and Commissioner or tiieir duly authorized repre-
sentatives shall be deemed to constitute such suspension
pursuant fo such direction or consent as to each and every
tract of unitized land. A suspension of drilling or pro-
ducing operations limited to specified lands shall be
appiicable only to such lands.

{(A) Each lease, sublease or contract relating to the ex-
ploration, drilling, development or operation for oil or

gas of lands other than those of the United States or State

of New Mexico committed to this agreement,which, by its

terms might expire prior to the termination of this agrece-
ment, is hereby extended beyond any such term so provided
thercin so that it shall be continupd in full force and
effect for and during the term of tﬁiﬁ agrcement.

(e) Any Federal lcase for a fixed temm of twenty (20)

-2D
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years or any rencwal thercof or any part of such lcase
which is made subject to this agreement shall continue
in force beyond the term prov}ded therein until the

£ermination hereof. Any other Federal lease committed

hereto shall continue in force beyond the term so pro-

vided therecin or by law as to the land committed so long

as such lease remains subject hereto, provided that pro-
duction is had in paying quantities under this unit
agreement prior to the expiration date of the term of
such lease, or in the event actual drilling operations

are commenced on unitized lands, in accordance with

‘the provisions of this agreement, prior to the end of

the primary term of such lease and. are bheing diligently
prosecuted at that time, such lease.shall be'extended
for two yéars and so long thercafter as-oil or gas 1s
produced in paying quantities in accordance with the
pfovisiéns of the Mineral Leasing Act Revision of 1960.
(£f) Each sublcase or contract relating to the operation
and development of unitized substances from lands of the
United Statés committed'to this agreement, which by its
terms would expire prior to the time at which the under-
lying lease, as extended by.the immediately preceding
paragraph, will expire, is ﬁereby,extended beyond any
such term so provided therein so that it shall be con-
tinued in full force and effect for and during the term -
of the underlying lease as such lease is herein extended.
(9) Any lease embracing lands of the State of New Mex~

ico which is made subject Eo this agrecment, shall con-

-23-
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tinue in force beyond the term provided therein as to
the lands committed hereto until the termination hereof,

subject to the provisions of subscction (e) of Section

2 and subsection (i) of this Section 18.

(h) The segregation of any Federal lease comnitted to
this agreement is governed by the following provisions
in the fourth paragraph of Sec. 17 (j) of the Mineral .
Leasing Act, as amended by the aAct of September 2, 1960

(74 sStat. 781-784): “Any (Federal) lease heretofore or

hereafter committed to any such (unit) plan embracing

lands that are in part within and in part oﬁtside of the

area covered by any such plan shall be segregated into

separate leases as to the lands éommitted and the lands

not committed as of the effective date of unitization:

Provided, however, That any such lease as to the nonunit-

, -
.
-
-

ized portion shall continue in force and effect for the
texm thereof but for not less than two years froﬁ the

date of such segregation and so iong thereafter as oil or
gas is produced in pafing quantities."

(i) Anv lease embracing lands of the State of New Mexico
having only a portién of its lands committed hereto, shall
be segregated as to thg portion committed and tne portion

not committed, and tne provisions of such lease shall

apply separately to such segregated portions commencing

‘as of the effective Gate hereof; provided, however, not-

withstanding any of the provisions of tnis agreement to
the contrary any lease c¢mbracing lands of the Statec of

New Mexico having only a portion of its lands committed

-2 4
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hereto shall continue in full force and effect beyond
the term provided therein as to all lands embraced in
such lease, if oil or gas is discovered and is capable
of being produced in péying quanﬁities from some part

of the lands embraced in such lease at the expiraticn

piration of the secondary term, the lessee or Unit Oper-

ator is then engaged in bona fide drilling or reworking

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 being diligently prosecuted, and if they result in

the production of oil or gas, said lease shall continue

i full force and effect as to all oi the lands embraced

therein, so long thereafter as oil orygas in paying quan-

tities is being produced from any portion of said lands.

(3} Any lease, other than a Federal lease, having only

a portion of its lands committed hereto shall be'segrega—

ted as to the portion committed and thé portion not comm-

itted, and the provisions of such lease shall apply sepa-
rately to such segregated portions commencing as of the
effective date hereof. 1In the event any such leése.pro~
vides for a lump sum rental payment, such payment shall
be proxated between thé portions so segregated in pro-
portion to the acreage of the respective tracts.

20. COVENANTS RUN WITH LAND. The covenants herein shall
be construed to be covenants running with the land with respect
to the interest of the parties hercto and their successors in
interest until this agrcement terminates, and any grant, trans-

for, or conveyance of interest in land or leases subject hercto

~25-
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shall be and herceby is conditioned upon the assumption of

all privileges and obligations hereunder by the grantee, trans-
ferea oxr other successor %n interest. No assignment or transg-
fer of any working interest, royalty, or oth2r interest sub-
ject hereto shall be binding uwpon Unit Operator until the firs
day of the calendar month after Unit Operator is furnished

with the original, photostatic, or certified copy of the instru-

ment of transfer.

21. RWFFECTIVE DATE AND TERM. This agreement shall be-
come effective upon appqualbby the Secretary -and Commissioner,
or their duly authorized represantatives and shall terminate
five (5) years from said effective date unless:

(a) such date of expiration is extended by the Director

and Commissioner, or

(b) it is reasonably determined prior to the expiration

of the fixed term or any extension thereof that the unit-

ized land is incapable of production of unitized substances

in paying gquantities in the formations tested gereunder and
after notice of intention to terminate the agreement on
éuch ground is given by the Unit Operator to all parties

in interest at their last known addresses, the agreement

ig terminated with the approval of the Supervisor and the

Commissioner, or

(8

(c) & valuable discovery cof uniticed substances has been

made ox accepted on unitized land during said initial term

or any extension thereof, in which event the agreement

shall remain in cffect fox such term and 50 long as unit-

IIIIIHIIIIIIIIIIII.IIIIIII"I.I.I.l....l.....ll..IlllIIII;IIIIIIIIIIII-----

ized land within any participating area established here-
"

undey. and, should production cease, so long thereafter as

diligent operations are in progress for the restoration
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of production or discovery of new production and so long

thercafter as unitized substances so discovered can be

produced as aforesaid,'or

{d) il is texminated as hgrotofore provided in this

agreement. This agreement may be terminated at any time

by not less than 75 pexr centum, on an acreage basis, of

the working interest owners signatory hereto, with the

approval of the Supervisor and Commissioner; notice of

any such approval to be given by the Unithgggqupr to all

parties hereto. |

22, RATE OF PROSPECTING, DEVELOPMENT AND PROCUCTION.
The Director is hereby vested with aughority 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 coﬁservatién or allocation program,
which is established, recognized and generally adheréd to by
the majority of operators in such State, such authority being
hereby limited to alteration oxr modification in the public in-
terest, the purpose thereof.and‘the public interest to be served
therehy tc ke stated in the order of altefation or modification.
Without regard to the foregoing, the.Director is also heréby
vested with authority to alter or modify from timé to time in
his discretion the rate of préspectingc;nd developing in the
absence of the specific written aéproval thereof by the Commiss~
ioner and 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 abscnce of specific written approval
thercof by the Comnigsion. |

Powers in this section vested in the Director shall only
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be exercised after notice to Unit Operator and opportunity

for hearing to be held not less than 15 days from notice.

23. CONFLICY OF SUPERVISION. Neither the Unit Operator

nor the working interest owners nor any of them shall be sub-

ject to any forfeiture, termination or expiration of any rights
hereunder or under any leases or contracts subject hereto, or
to any penaity or liability on account of deiay or failure in
whole or in part to comply with any apﬁiicable provision there-
of to the extent that the Unit Operator, working interest owners
or any of them are hindered, delayed or prevented from comply-
ing therewith by reason of failure of the Unit Operator to ob-
tain in the exercise of due diligence, the concurrence of pro-
per representatives of the United States and proper represent-—

atives of the State of New Mexico in and about any matters or.

things concerning which it is required herein that such con-
currence be obtained. The parties hereto, including the Com-
mission, agreé that all powers and authority vested %n the Com-
mission in and by any provisions of this agreement are vested
in the Commission and shall be exercised by it pursuant to the
provisions of the laws of the State of New Mexico and subject
in any case to appeal or judicial review as may now or hecre-
éfter be provided by the laws of the State of New Mexico.

24. APPEARANCES. Unit Operator shall, after notice to
other parties affected, have the right to appear for and on
behalf of any and all interests affected hereby before the
Department of the Interior, the Commissioner of Public Lands
of the State of New Mexico and the New Mexico 0il Conservation
Comnission and to appeal from orders issued under the regula-
tions of said Department, the Commission.or Commisgioner or to

apply for relicef from any of said regulations or in any pro-
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ceaedings relative to operations before the Department of
.the Intearior, tne Commissioncexr, orxr Commission, orx any other
legally constituted authority; provided, however, that any
other interested party shall also have the right ab hie

own expense to be heard in any such proceeding.

25. NOTICES. All notices, demands or statemants re-
quired hereunder to bc given or rendered to the parties here-—
to shall be deemed fully given if given in writing and person-—
ally delivered to the party or sent by postpaid registered ox
certified mail, addressed>to such party or pqrties at their
respective addresse; set forth in connaction with the sign-

_atures hereto or to the ratification or consent hersof or to
such other address as any such party may have Zurnished in'
writing to party sending the notice, demand o¢ statement.

26. NO WAIVER OF CERTAIN RIGHTS. HNothing ian this agree-
ment contained shall be construed as a wéiver by any party here-
to 6f the right to assert any legal or constitutionzl right or
defense as to the validity or invalidity of any law of the
State wherein said unitized lands are located, or of the United
States, or regulations issued thereunder in any way affecting
uch parxty, or as a waiver by any such partf of any right be-
yond his or its authority to waive. ‘

27, MAVOIDABLE DELAY. All obligations under this agree
ment requiring the Unit Operator to commence or continue drill-
ing or to operate on or produce unitized substances from any of
the lands covered by this agreement shall be spspended while.
the Unit Operator, despite the exercise of cdue care and dili-
gence, is ﬁrcvented from complying with such obligations, .in
whole or in part, by strikes, ncts of God, Federal, State or

municipal law or aguencics, unavoaidable accidents, uncontvoll-

P
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able delays in transportation, inability to obtain nccessary
materials in open market, oxr other matters beyond the reason-
able control of the Unit Operator whether similar to matters

herein enumerated or not. No unit obligation which is suspen-

ded under this section shall become due less than thirty (30)
days after it has been detgrmined that the suspension is no
longer applicable. Determination of creditable "Unavoidable
Delay" time shall be made by the Unit Operator subject to
approval of the Supervisor and Commissioner.

28. NONDISCRIMINATION. In connection with the perfor-
mance of work under‘this agreement, the operator agrees to com-
ply with all of the provisions of section 202 (1) to (7) in-
clusive of Executive Order 11246 (30 F.R. 12319), which are
hereby incorporated by reference in this agreement.

29. LOSS OF TITLE. 1In the event title to any tract of
unitized land shall fai; and the true owner cannot be induced
to join in this unit agreement, such tract shall be automati-
cally regarded as not committed hereto and there shall be such
readjustmeht of future costs and benefits as mayvbe required
on account of the loss 6f such title. In the event of a dis-
pute as to title»to any roydalty, working interest or other
intexests subject thereto, payment or delivexry on accoung
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 payments of funds due the United i

States or State of New Mexico should be withheld, but such funds

of the United States shall be deposited as divected by the Supor- i
visor and such funds of the State of New Mexico shall be deposi-
ted as dirccted by the Commissioncer to be held as uncarned moncy

pending final settleoment of the title dispute, and then applicd

~30-
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as carncd or returned in accordance with such final settle~
naent.

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

30. NON-JOINDER AND SUBSEQUENT JOIWVER. If thc cwner
of any substantial interest in a tract within the unit area
fails or refuses to subscribé or consent to'this agreement,
the owner of the working interést in that»tract ray withdraw
said tract from this agreement by written notice delivered to

the Supervisor and the Commissioner and the Unit Operator prior

-to the approval of this agreement by the Supervisor and Com-—

m%ssioner. Any oil or gas interests in lands within the unit
area not committed hereto prior to submission of this agreement
for final approval may thereafter be committed hereto by the
owner or owners therof subscribing or consenting to this agree-~
ment, and, if the interest is a working interest, by the owner
of such interest also subscribing to the unit operating agree-
ment. After operations are commenced hereunder, the right of
subsequent joinder, as provided in this section, by a working
interest owner is subject to such requirements or approvals,
if any, pertaining to such joinder, as may be provided foxr in
the unit operatinghagréemcnt. aftey final approval hereéf.
joinder by a non-working interest owner must be éonsented to
in writing by the working interest ownef committed hereto and
re#ponsible for the payment of any benefits that may accrue
hereﬁnder'in behalf of such non-working interest. A non-
working interest may not be committed to this unit agreement
unless the corresponding working intcrcsg in committed hercto.
Joinder to the unit~agrcemen£ by a working interest owner, at

any time, must be accompanicd by appropriate joindexr to the

31l
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unit operating agreement, if more than one commiﬁted working
interest owner is involved, in order for the interest to be
regarded as committed to this unit agreement. Except as may
otherwise herein be provided, subsequent joinders to this
agreement shall be effective as of the first day of the month
follewing the filing with the Supervisor and the Commissioner
of duly executed counterparts of all or any papers necessary
to establish effective commitment of any tract to this agree~
ment unless objection to such joinder is duly made within 60‘
days by the Supervisor, provided, however that as to’State
lands all subsequent joinders must be approved by the Cchmiss~
ioner. | |

21. COUNTERPARTS. This agreement may be executed in any
numbar of counterparts‘no one of which needs to be executed by
all parties or may be ratified or consented ﬁo by separate
instrument in wr?tiné specifically referring hereto and %hall
be binding upon all those parties who have executed such a

counterpart, ratification, or consent nereto with the same force

and effect as if all 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 lands within the above deg-

‘¢ribed unit area.

32. SURRENDER. Nothing in this agreemeﬁt shall prohibit
the exercise by any working interest ownexr of the right.to -
surrender vested in such party by any lease, subleas=, or oper-
ating agresment as to all or any part of the lands covered
thereby, provided that each part who will or might acquire such

orfeiture as hereafter
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set forth, is bound by the terms of this agreement.

If as a result of any such surrender the working interest
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rights as to such lands become vested in any party'other than
_the fee owner of the unitized substances, saild party may for-
feit such rights and further benafits from oparation horcunder
as to said land to the party noxt iq the chain of title who
shall be and bacome the owner of such.wcrking interesi.

If as the result of any such surrender or forfeiture
working interest rights become wested in the fee owner of th

nces, such ownar may:
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(1) Accept those working interest rights subject to this
agreement and the unit operating agreement: or

{2) Lease the portion of such land as is included in a

participating area establishad hereunder subject to this agree-

ment and the unit operating agreement.

(3) pProvide for the independent operation of any part

of such land that is not then included within a participating

area established hereunder.

If the fee owner of the unitized substances do2s not accept

the working interest rights subject to this agreement and the
unit operating agreexent or lease such lands as above provided
within six (6) months after the surrendered or forfeited work-

ing interest rights become vested in the fee owner, the bene-

coyning +o mach lands under

fits and obligativus of opsrati

this agreement and the unit operating agreement shall be shared
by the remaining owners of unitized working interests in accord-
ance with their respective working interest ownerships, and such

owners of working iuterests shall compensate the fee owner of

unitized substances in such lands by paying sums cqual to the

. P VU
I.'G.nl;").ls, miiaimum G
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lands undexr the lease in effoct when the lands were unitized.

An appropriate accounting and settlement shall be made
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for all benefits accruing to or payments and expenditures
made or incurred on behalf of such surrender or forfeited
working interest subsequent to the date of surrender or for-
feiture, and payment of any moneys found to be owing by such

an accounting shall be made as between the parties within

L T Y EaVal Y R FETEun —~ . 3 gy
tihirriy (30) days. 1in thnc cvent no wiit gperating agreoment

is in existence and a mutually acceptable agreement between
the proper parties thereto cannot be consummated, the Super-

visor may prescribe such reasonable and equitable agreement

as he deems warranted under the circumstances.

The exercise of any right vested in a working interest
owner to reassign such working interest to the party from
whom obtained shall be subject to the same conditions as set
forth in this section in regard tc the exercise of a right to
surrender.

33. TAXES. The working interest owners shall render~
and pay for their account and the account of the royalty own-
ers all valid taxes on or measured by the unitized substances
in and under or that may be produced, gathered and sold from
the lanu subject to this contract after the =ffective date of
this agreement, or upon the proceeds or net proceeds derived
therefrom. The working interest owners on each tract shall and
mav cbarge‘the proper proportion of said taxes to the royalty .
owners having interests in said tract, and may currently re-
tain and deduct sufficient of the unitized substances or de-~

rivative products, or net proceeds thereof from the allocated

" share of each royalty owner to secure reimbursement for the

taxes so paid. No such taxes shall be charged to the United
States or the State of New MeXxico or to any lessor who has

a contract with his lessee which requires the lessee to pay

~34.-
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such taxes.

24, NO PARTNERSHIP. It is expressly agreed that the
;elation of the parties hereto is that of indepandent con-
tractors and nothing in this agreement containad, expressed
or implied, nor any operations conducted hereunder, snhall create
or bz deemed to have created a partnership oxr association be-
tween the prarties herxeto or any of them.

IN WITNESS WHEREQOF, THE parties hexeto hawve caused this
agreement to be executed and have set opposite their'£espective

names the date of execution.

Date: 8/21/73 ROBERTS, KOCH & CARTWRIGHT

Address:__ 205 Bldg. of SWest <:::——-fZzéZ,S;QS:::::;ééilgﬁ;;;_

Rosd.D. Roberts

Midland, Texas 79701

Interest QWne'
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STATE OF )
: SS
COUNTY OF )

The foregoing instrument was acknowledged before me this
day of ; 1973 by ’

A~NE A e~ - e
LR L IRy

R . RS s T ey T -
» Sad a1l Ndaand AAda i LAt A g “a

corporation, on behalf of said corporation.

My Commission Expires:

Noﬁéry Sublic

STATE OF )
2 SS
COUNTY OF )

The foregoing instrument was acknowledged before me this
day of , 1973 by P
, of UHION OIL COMPANY OF CALIFORNIA, a
corporation, on behalf of said corporation.

My Commission Expires:

Notary Public

STATE OF TEXAS X
COUNTY OF MIDLAND X

The foregoing instrument was acknowledged before me this
e&f@% day of Azgiqkutt ;» 1973 by Ross D. Roberts, Charles E.
Xoch, and Jack C. Cé@twright, partners, of BERTS, KOCH, & CARTWRIGHT,

a partnership. 42274
Not#y Publi ¢/

My Commission Expires:

=S 25T
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WORKING INTEREST OWNERS

NPTEST : CITILES SERVICE OIL COMPANY
By

Date: S Address:

ATTEST: - PETROLEUM, INC.
By

Date: Address:

ATTEST: AZTEC OIL AND GAS COMPANY

T g senth _g);z. C}é;‘éﬁzz By \M&-W
* AoBlITANT SECRETARY Yioe Prosldent F

Date: ‘ ‘ : Qg Fuiid Tolil fank B
ate ‘WQ 13,19 23 Address 24 Zé
. ?K%éézﬁ Hegn ) 75202

ATTEST: UNION OIL COHPANY OF CALIFORNIA

By

bate: Address:

STATE OF . )
: Ss

COUNTY OF )

The foregoing instrument was acknowledged before me this
day of : 1973 by . ’

, of CITIES SERVICE OIL COMPANY, a Detaware | -ﬂ
corporation, on behalf of said corporation. :
My Commission Expires:

: Notary Public

STATE OF )
: . SS

COUNTY OF ) )

The foregoing instrument was acknowledged before me this
day of : 1973 by ,
. of PETROLEUM, INC., a . :
corporation, on benalf of said corporation.

My Commission Expires:
Notary Public

36
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STATE OF %M/ )

R 4

H SS
COUNTY OF A 22 _4_42 2. )

The f24?g ﬁ;g %2§trument was igkg?y%gégﬁsfé%fofﬁfo‘théé ;
2L R, T AVNA AT,y Ve

/314 day, of . M A0 Ao . 1873 by

Dt YAz é%é , of AZTEC OIL AMD GAS COMPANY, a

corporation, on behalf of said corporatio

My Commission Expires:

No#ar¢ public /

Loy ‘ et T 1!?!3', ;
STATE OF ) BiCois o brris Ul vy 19,49,

: 85
COUNTY OF )

The foregoing instrument was acknowledged before me this
day of , 1973 by
, of UNION OIL COMPANY OF CALIFORNIA, a
corporation, on behalf of said corpor“tlo.

My Commission Expires:

Notary Public

STATE OF TEXAS X
COUNTY OF MIDLAND X
The foregoing instrument was acknowledged before me this

day of ; 1973 by ’
Partner on behalf of ROBERTS, KOCH & CARTWRIGHT, a partnership.

A Notary Public
My Commission Expires:
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WORKING INTEREST OWNERS
DOEEBRLXX CITIECS SERVICE coMpally
By
. Payton Attorney-in-Fact
Date: o o Awldress: P, 0. 5@'300
Tulsa, Oklahoma 74102
ATTEST: - PETROLEUM, INC.
By
Date: Address:
ATTEST:' ' AZTEC OIL AND GAS COMPANY
By
Date: - Address:
ATTEST: UNION OIL COMPANY OF CALIFORNIA
, y i
Date: Address:
STATE OF Oklahoma )
. 1 Sss

'COUNTY OF TULSA )

. ) The foregoing instrument was acknowledged before me this
RO 1 1973 by Mark F. Payton '
, of CITIES SERVICE OIL COMPANY., a Delaware

corporation, on behalf of said corporation.
My Commission Expires:

JUL 2 '5 1976 ' _ | NE?.rgfyI;lyM ,Pélckiitzlifz ;

STATE OF )
¢t ss

'COUNTY OF )

The foreyolng instrument was acknowledged before me this

day of , 1973 by .

) of PETROLEUM, INC., a .
corporation, on benhalf of said corporation.

My Commission Expires:

Notaxry Public

36
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WORKING INTEREST OWNERS

ATTEST CITILES SERVICE OIL COIMPANY
By
Date: Address:

ATTEST: PETROg%EM,fTNC.
// ~ L T £ =
;ﬁ/'/z/l,oa.we‘axg'?;c/ﬂ«—-t‘an«ﬂ“ W' é“% 22 / Ly {%/
Bl

. v
Date: 2> Aicoe r /2,3 " Address: 500 Colorado State Bank

j pd
Denver, Colorado 80202/

ATTEST: AZTEC OIL AND GAS COMPANY

By
Date: - Address:
ATTEST: UNION OIL COMPANY OF CALIFORNIA
By
Date: Address:
STATE OF )
ss

- e

COUNTY OF

The foregoing instrument was acknowledged before me this

day of ' ; 1973 by » p
, of CITIES SERVICE OIL COMPANY, a Delawarc

corporatien, on behalf of said corporation.

My Comaission Expires:

Notary Public

STATE OF Colorado )
City and :  ss
COUNTY OF Denver )
The foregoing instrument was acknowledged before me this
27th day of August , 1973 by Robert D. Cowdery ,
Vice-President = ~, of PETROLEUM, INC., a . Kansas .

corporation, on benalf of said corporatlon

My Commission Expires: g‘\@iﬂA, <LCLLN(}3~Q>JTIQL

\Notary) Public

July 12, 1977, .
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LTy ST

COUNTY OF

A l’“\
WORKING INTEREST OWNERS toe.

ATTEST : CITIES SLERVICE OIL COMpPAUNY

By
Date: . hddress:
ATTEST: PETROLEUM, IMC.

By
Date: Addfess:
ATTEST: ’  AZTEC OIL AND GAS COMPANY

By
Date: - Address: s
DRZDHR ¥ UNION OIL COMPANY OF CALIFORNIA

‘ ‘ - > //’/ ,/

By \.7/fg2,ﬁ¢a»/4?ff_ﬁ/}%?égf //LL,

ttorney=in-Fact " - /SAMUEL O, TERRY

Date: pygust 24, 1973 Address: P, 0, Box 3100
Midland, Texas 79701

STATE OF

- 88

-~ s N

The foregoing instrument was acknowledged before me this
day of = , 1873 by .
' , of CITIES SERVICE OIL COMPANY, a Delaware
corporation, on behalf of said corporation.

My Comraission Expires: : :
Notary Public

STATE OF )

H SS
COUNTY OF ) ‘

The forcgoing instrument was acknowledged before me this
day of , 1973 by ’
__+ Of PETROLEUM, INC., a .
corporation, on benalf of said corporation.

My Commission Expires:

Notary Public

36
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ity Commission Expires:
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} - -
STATE OF )
: SS
COUNTY OF )

The foregoing instrument was acknowledged before me this
day of ; 1973 by ,
, of AZTEC OIL AND GAS COMPANY, a
corporation, on behalf of said corporation.

Notary Public

STATE OF TEXAS

e as N

ss
couuTy OF  MIDLAND :

‘The foregoing instrument was acknowledged before me .this

24th day of Auzust , 1973 by SAMUEL_C. TERRY . '
Attorney-in-Fackt , of UMNION OIL COMPANY OF CALIFORMIA, a
corporaticon, on beh2lf cf gaid corperation.,

My Commission Expires: (ZZéQ;LQJ ;;}Lgb44;éaug~,

Notary Public
June 1, 1975 Alice Monroe

STATE OF TEXAS X
COUNTY OF MIDLAND X

The foregoing instrument was acknowledged before me this
day of , 1973 by :
Partner on behalf of ROBERTS, KOCH & CARTWRIGHT, a partnership.

’

Notary Public
My Commission Expires:
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NM-072223 NM-~-0554937 NM-882 NM~10570 L -6522

: NM-0559982 NM-803 NM=12386 . 16-176
NM-0452402 NH~0559983 NM-7796  NM-12543 L -6369
NM-045251 4 N4-882 NM-9798  MM-15850 :

Tract j#18 jg Unleased,




EXHIBIT “B"
TO
UNIT AGREDMENT
FOR THE DEVELOPMLINT AND OPERATION
OoF TIHE
DEER CANYON UNIT AREA
' EDDY COUNTY, NEW MEXICO
Lease Basic
Serial No. Royalty Overriding Royalty Working Interest Ow
Tract Numker Exniration and ‘ COwner and and .
1G.  _D=scriotion of acres Data Percent Lessce of Recoxd Interest Percentage Perxcentage

FEDURAYL, LANDS

R-21-E 760.00 MM-072223 U.S.A. Kerr-McGee Oil Alil 5.00 (e} Kerr-tcGee 0il
5 ' 2/28/75 ALL Coxporation o - Corporation

{
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w N e
X

R-21.-E . 1080.00 NM-0452402 © U.S.A. Roberts, Koch All Barbara Talento - 3.00 Roberts,; Koch
: All i0/31/73 ALL & Cartwright & Cartwright
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3. T-20-S, R-21-E 1481.37 KM-04525)4 U.S.A. Petroleum, Inc. All  Nona " (a) Petroleum Inc.
Sec. 1l: Lots 10 10/31/73 ALL L ) oo - :
& 11: swinwk; ’ '
Suw¥y WhksSEk
Sez. 3: Sk
Sec. 4: ERSEX;
Wkssks swlkaEk:
STy
Sec. 10: XN%: 8EX; '
) EXSwk
' 4. T-20-5, R-21~% 371.28  NM~-0554937 U.5.A. ‘Roberts, Koch All  Mildred J. rarmer 5.00 Roberts, Koch:
. Ssc. 1: Lots 1, 9/30/74 ALL & Cartwright ) ' i “&‘Cartw;ight
2:30415'607:819 '
Swhnsk; selawk .




FEXHIBIT "B"
TO
UNIT AGREEMENT
FOR THE DEVELOPMLNT AND OPERATION
oF THE
DEER CANYON UNIT AREA
) EDDY COQUNTY, NEW MEXICO

$/3G/74 ALL & Cartwright

—
v}
.
N
w

& Cartwright

Lease Basic
Serial No. Royalty Overriding Royalty Working Interxest Owner
Expiration and ' Ownexy and and
Date ___Pexcent Lessce of Record Interest Pcrcentage Percentage
FEDERAY, LANDS
Mi4--072223 U.s.a, Kerr-McGee Oil all 5.00 (e) Kerr-McGee OLl ALl
2/28/75 ALL Corporation . Corporation
NM4-0452402 - U.S.A.  Roberts, Koch All Barbara Talento * 3.00 Roberts, Xoch All
10/31/73 ALL & Cartwright & Cartwright
\ .
1.37 ¥M-0452514 U.S.A. Petroleum, Inc. All None {(a) Petroleum Inc.  All
10/31/73 ALL s :
N¥~-0554937 U.S.A. . Roberts, Koch All  Mildred J. Fammer 5.00 . Roberts, Koch  All

P




EXHIBIT "B" P2GE 2

5. T-20-S. R-21-2  1570.76  NM-0559982" U.S.A. Roberts, Koch all  Ernest A. Hanson 5.00 Robexts, Xoch All
Swc. 12: Lots 1, 5/31/76 ALL & Cartwright : & Cartwright
2,2 30
S2c
2,2
Sec

I 6. 7-20-5, R-21-3 40.00 M-0559983 U.S.A. Roberts, Koch All  Herbert F. 3.00 . Roberts, Koch All
Soc. l4: guWhszk 5/31/76 ALL & Caertwright Andexrson . & Cartwright

7. T-20-~-3, R-21-% 40.00 NM-~-£82 U.S.A. Roberts, Xoch All Edward Majors 3.00 " - .Reberts, Koch- All
Scc. 22: SExSvk 11/39/7% ALL & Cartwright : & Certwright

g, T230~-8, DP-21-7 640.00 NM~283 U.S.A. Cities Service All Norris W. Newman 5.00 (p) Cities Service All
Sec. 21: whk; nEk 11/30/76 . ALL 0il Company Robert J. Newman . 0il Company
Sec. 22: NWi :

9, ©-20-5, R-21-E 700.36 NM=-7796 U.5.4a. Roberts, Koch AlL E. B. Hall 5.00 Roberts, Koch all
Sec. 3 Lots 1, ’ 9/30/78 A& & Cartwright ' . & Cartwright
2,2,4,5,6,7,8,

Sk
Sz¢. 43 Lots 1,
2,3,4,5,%,7.,8,
szhuzk
10, 7-20-S, R=21-E 807.48 Nu-97%8 U.S.A. Cities Sexvice All vVirginia E. 4.00° (b) cities Service all
Sec. 23: NEk ) 6/30/79 ~ ALL . 0il Company ~ Rutter , 0il Company
wc. 24: Lots 1, .
2,3,4, vkek: Wk
11. £-20-8, R-21-E 200.00  NM~10570 U.s.a. Cities Service All  Ray Jacoby 3.00 (b) cities Sexvice All
Sec. 4: ; : 10/3%/79 ALL 0il Company . (cs 3.25) 0il Company




I 40.00
40.00

640.00

700.36

807.48

200.00

1570.76

NM-0559982" U.S.A.
5/31/76 ALL
M4-0559983 U.S.A.
5/31/7% ALL
1-882 U.S.A.
11/30/76 ALy
NM-£€3 U.S.A.
11/30/76 - ALL
NM~7796 U.S.4A.
9/30/78 ALL
NM-~-0798 U.S.A.

6/30/79 ALL
NM~10570 U.s.A.
10,/31/79 ALL"

Roberts, Koch
& Cartwright

Roberts, Koch
& Cartwright

Roberts, Xoch
& Cartwright

Cities Service
0il Company

Roberts, Xoch

.& Cartwright

Cities Service

Cities Service
Oil Company

All

b
I35
fo)

All

All

Al

All

All

EXHIBIT "B" PAGE 2

Ernest A. Hanson 5.00

Herbert F. 3.00
Anderson
Edward Majors 3.00
Norxis W. Newman 5.00 (o)
Robert J. Newman .7
E. B. Hall 5.00
Virginia E. 4.00° (b)
Rutter
Ray Jacoby 3.00 (b)
(Cs 3.25)

Roberts, Xoch
& Cartwright

Roberts, Koch
& Cartwright

.Roberts, Koch
& Cartwright

Cities Service

Oil Company

Roberts, Xoch
& Cartwright

Cities Saveyisa
Oil company

Cities Service
Oil Coxipany

All

All

All

All

All

.
Ir"
[

All
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15, 1-20-5, R-21-E

Sec. 2: All

16, _7~20-S, R-21i-E
Sac. §: Shwwk
Sec. 15: sukuek
swikswk

, R=-21-2
5: 211

0-S
i

8. 7T-20-S, R-21-E
Sec. 15: sskswk;

40.00

1000.00

280.00

'729.20

160.00

640.00

80.00

NEYSEX .. ..

NONE

N-12386
9/30/80 -

MM-12543
19/31/8¢

| N-1.5850

6/30/€2

L —~5522
8/31/81

LG-176
4/30/83

I, -6369
6/30/81

XM-0410767

STATE

Cities Service
Oil Company

Roberts, Koch
& Cartwright.

‘All

All

OF XrW MRXICG L-ANDS

State
ALL

State
ALL

State
ALL

U.S.A.
ALL

Aztec 0il & Gas
Company

Cities Sexvice
0il Company

Union 0il Conpany
of California

UNLEASED LANDS

FEE LANDS

All

All

All

.

EXHIBIT "B" PAGE 3

Raymond T.
Duncan,

1aurice~W,
Grundy

Ben S. Brooks

None

None

None

5.00

3.00

5.00

(b)

()

(b)

(d)

Roperts, Koch All
& Cartwright

Cities Service All
0il Company

Roberts, Xoch All
& Cartwright

Aztec Oil & Gas All
Company

Cities Service All

0il Company

Union 0il Company All
of Califorania




40.00
1000.00
wke;
N%SW%
280.00
729.20
o 160.00
ok ‘
r 640.00
L 80.00
W
F% LRI
i
t
YONE

N1-12386
9/30/80

M4-12543
10/31/8¢C

| N4-15850

6/30/82

L —5522
£/31/81

1G~176
4/30/83

L -6369
6/30/81

M-0410767

U.S.A.
25D,

U.S.A.
ALL

U.S.A,
ALL

STATE OF NEW MEXXICO LANDS

Roberts, Koch
& Cartwright

Cities Service
01l Company

Roberts, Koch
& Cartwright,

State
ALL

State

ALY,

State
AL

U.S.A.
ALL

Aztec Qil & Gas
Company

Cities Sexvice
0il Company

Union Oil Company
of California

UNLEASED LANDS

FEE LANDS

‘All

Ali

All

All

All
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. Raymond T.

Duncan

Maurice»wr
Grundy

Ben 8. Brooks

None

None

None

$5.00

3.00 (b)

5.00

(c)

(b)

(@)

Rocerts, Koch
& Cartwright

Cities Service
0il Company

roberts, Koch
& Cartwright

Aztec OLl & Gas

Company

Cities Secrvice
0il Company

Union 0il Company All

of California

All

All

All



) ' - EXHIBIT “B" PAGE 4
‘ : : RECAPITULATION - ,
]

(a) Petroleum Inc. farming out to Roberts, Koch & Cartwright its pro-rata share of unit, retaining 5% ORR
: " convertible to 1/2 W.I. after payout (Roberts, Koch & Cartwright to earn 1/2 W.I. in Petroleum Inc.
acreage after payout. ) .

(b) ‘ Cities Serxvice 01l Company farming out to Roberts, Koch & Cartwright its pro-rata share ¢f unit, retaining . :
6.25% ORR convertible to 50% W.X. after payout. (Roberts, Koch & Cartwright to earn 50% W.XI. in Cities : o P
Service 0il Company acreage.) _ - ‘
F (c) ' Aztec 0il & Gas Company same as Petroleum, Inc. ' B o 'A o B
(d) " Union 0il Company of California same as Petroleum, ‘Inc.
(e) Kerr-McGee 0il Corporation does not elect to join at this time.

9,091.75 acres Federal Lands * 85.60% of Unit Area

1,529.20 acres State Lands 14.40% of Unit Area o '
0 acres ¥Fee Lands 3] :
©10,620.45 acres : 100.00% of Unit Area . ‘

13
.




Exhibit “c*

OWNERSHIP SCHEDULE
DEER CANYON UNIT AREA
EDDY COUNTY, NEW MEXICO

Per Cent of Participati
Per Cent of Cost  in Production from All

Per Cent of Parti-
cipation in Cost

I Net Acres Per Cent of of Drilling and of Drilling and Wells After Payment of
- Tract Working Interect ] in MAcrecage Com- Conpleting Fixst Complating Subse= Royalty, Overrxiding nox
No. owner Unit Area mitted to Unit Test Well quent Wells alty and Production
‘" 2,4,5,6,17, Roberts, Koch . ) ’ .
©9,12,14 & Cartwright © 4122.40 42.14939 100.00090 .. 71.07471 - 70.69074:
8,10,11,13,16 Cities Service ' . '.
: 0il Company 2807.48 28.47213 NONE 14.35251 . - 14, 23768
B _ Petroleum
. Incorporated 1481.37 15.02335 NONE 7.57311 - 7.83232
14 Kerr McGee 0il
’ Corporation 760.00 NONE NONE NONE NONE
15 ‘ Aztec Oil & Gas 729.20 7.39520 NONE ' 3.72784 3,85544
! Y Union 0il of .
Ccalifornia 640.00 6.49058 NONE 3.27183 3.38382
18 Unleased 80.00 - NONE . NONE NONE NONE
o _ 10620.45 ' 100.00000% 100.00000% ' 100.000000% 100. 00000%
; NOTE s Tract #18 is 80 acre unleased tract. :
e
Since Kerr McGea (7. 156% of unit) is not committed to this

! ' : | - operation agroement as of the date hereof, their het acreage’
has been excluded, leaving a balance of 9860.45 acres, which
figuro was uscd for the above ‘cocmparisons. :

T T e

ALL Parties other than Kérr McGee oil are farming out their’
interest to Roberts, Koch & Cartwright ag deacribed in
Exhibxt B, Schedule of Lands and Leases .

P Emeh s L R immibier ek am e




Exhibit »c"

OWNERSHIP SCHEDULE
DEER CANYON UNIT AREA
EDDY COUNTY, NEV MEXICO

Per Cent of Parti- ‘ » Per Cent of Participation
cipation in Cost Per Cent of Cost in Production from All

Net Acres Per Cent of of Drilling and of Drilling and wells After Payment of

Working Interest . in Acreage Com- Completing First - Completing Subse~ Royalty, Overriding Roy-
owner Unit Area mitted to Unit Test Well ‘ quent Wells alty and Production Pmts.
m ocherts, Xoch ) ) : .

& Cartwright ©4122.40 42.14939 100.00000 .. 71.07471 - 70.69074:
cities Service )
0il Company 2807.48 28.47213 NONE 14.35251 . * 14, 23768
Petroleun
Incorporated 1481.37 15.02335 NONE 7.57311 .- 7.83232
Kerr McGee 0il
Corporation 760,00 NONE NONE NONE NONE
Aztec 0il & Gas 729.20 7.39520 NONE ' 3.72784 3.85544
Union 0il of : )
california 640.00 6.49058 NONE 3.27183 3.38382
’Unleaﬂed 80.00 NONL » . NONE NONE NONE

10620.45 ©100,00000% 100.00000% 100.000000% 100.00000% .

NOTE® Tract #18 is 80 acre unleased tract. ' ' :

Since Kerr McGeo (7.156% of anit) is not committed to this

operation agroemcnt as of the date hereof, their net acreage’

has been excluded, leaving a balance of 9860.45 acres, which

figure was used for the above ‘comparisons.

ALL Parties other than Kerr McGee 0il are farming out their
interest to Roberts, Koch & Cartwright as described in
Fxhibxt B, Schedule of lLands and lLeasos

FE S T I T . 4 et wbaes D Ee el e e ceae
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September 4, 1973

Petroleum, Inc.
500 Colorado State Bank Building
Denver, Colorado 80202

Cities Servicc 0il Company
P. O. Box 300
Tulsa, Oklahoma 74102

Union 0il Company of California
P. O. Box 3100
Midland, Texas 79701

Gentlemen:

Reference is made to the Unit Operating Agreement for the
Deer Canyon Unit of Eddy County, lew Mexico, and particularly
Section 5.6 dealing with operations by less than all parties.
All of you, together with Roberts, Koch & Cartwright, as Operator,
will be parties to said Unilt Operating Agreement, together with
Aztec 0il & Gas Company.

Aztec 0Oil & Gas Company has indicated that it does not wish
to abide by the provisions of Section 5.6 with respect only to
the drilling and completing of subsequent wells. Rather, Aztec
0il & Gas Company desires to have the option in the event that it
elects not to join in the drilling or completing of subsequent
walls to convert its working interest as specified in Column 8
of Exhibit "A" to its proportionate part (3.85544%) of 3% of 8/8
overriding royalty in such well and proration unit surrounding the
came, and Aztcce would likewise relinguish its working interest in
such well and proration unit. Then, after payout, that is, at
such time as the party carrying the costs otherwise attributable
to such interest out of production from such interest, then Aztec
0il & Gas Company would have the right to convert its overriding
royalty to its working interest in such well and proration unit.
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By

Roberts, Koch & Cartwright agrees that if it joins in the
drilling of a well, it shall absorl the interest of Aztec 0Oil &
Gas Company if it elects not to join in such drilling and be a
non-consenting party so that the effect of failure by Aztec 0il &
Gas Company to . join in such operations would not affect your
interest. However, should Roberts, Koch & Cartwright not join
in such drilling, it is understood that the drilling party would
be subject to such right of Aztec 0il & Gas Company as set forth
above.

The forcgoing would be a right of Aztec 0il & Gas Company
on a well-to-well basis for the term of the operating agreement.

If the foregoing is acceptable to you, please so indicate
by your signature below, whereupon this letter shall constitute
an amendment to the Unit Operating Agreement and shall be binding
upon and inure to the benefit of the parties hereto, their re-
spective heirs, legal representatives, successors and assigns.

This agreement may be executed in counterpart by each of
you and shall be binding upon eacih party who signs the same.

Vexry truly yours,

ROBERTS, KOCH & CART#RIGIIT

RS A

Do 2
A W . /_.///
Accepted: [ 7 i

q

Charles L. Kach, Partner

PETROLEUM, INC.

By

CITIES SERVICE OIL COMPANY

By_CA>;£§417C; /Jk*JL

{1ley C, Hi11 KtTorney-1a-Fact

UNION OIL COMPANY OF CALIFORNIA
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Roberts, Koch & Cartwright agrees that if it joins in the
drilling of a well, it shall absorb the interest of Aztec 0il &
Gas Company 1if it elects not to join in such drilling and be a
non-consenting party so that the effect of failure by Aztec Oil &
Gas Company to join in euch cperations would not affect your
interest. However, should Roberts, Koch & Cartwright not join
in such drilling, it is understood that the drilling party would
be subject to such right of Aztec 0il & Gas Company as set forth
above.

The foregoing would be a rigqht of Aztec 0il & Cas Company
on a well-to-well basis for the term of the operating agreement.

If the foregoing is accentable tc you, please so indicate
by your signature below, whereupon this letter shall constitute
an amendment to the Unit Operating Agreement and shall be binding
upon and inure to the benefit of the parties hereto, their re-
spective heirs, legal representatives, successors and assigns.

This agreemeht may be executed in counterpart by each of
you and shall be binding upon eacih party who signs the same.

Very truly yours,

ROBERTS, KOCH & CARTWRIGHT

C;Z»%C:;Zs@:

Ros Robgrts

Accepted: -

4/2410

: Charles , Partﬁbr
PETROLEUM, INC. /
o — et .. .
= ' ’

uac C Partwrl t, Partner

e
CITIES SERVICE OIL COMPANY

By

UNION OIL COMPANY OF CALIFORNIA

By




o

Roberts, Koch & Cartwright agrces that if it joins in the
drilling of a well, it shall absorb the interest of Aztec 0il &
Gas Company if it elects not to join in such drilling and be a
non~-consenting party so that the effect of failure by Aztec 0il &
Gas Company to join in such operations would not affect your
interest. However, should Roberts, Koch & Cartwright not join
in such drilling, it is understood that the drilling party would
be subject to such right of Aztec 0il & Gas Company as set forth
above.

The foregoing would be a right of Aztec 0Ll & Gas Company
on a well-to-well basis for the term of the operating agreement.

If the foregoing is acceptable to you, please so indicate
by your signature below, whereupon this letter shall constitute
an amendment to the Unit Operating Agreement and shall be binding
upon -and inure -to the benefit of the parties hereto, their re-
spective heirs, legal representatives, successors and assigns.

This agreement may be executed in coﬁnterpart by each of
you and shall be binding upon cach party who signs the same.

Very truly yours,'
ROBERTS, KOCH & CARTWRIGHT
. //prizzyPartn o

AScepied: o /I/ﬂ Mw( - M 4
Charles E.

PETROLEUM, INC.

Jagk C. Cartwri Partner

By

CITIES SERVICE OIL COMPANY

By

UNION OIL COMPANY OF CALIFORNIA

By “’“’/’ Y {4’/{ %&17 /{/‘\—\
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UNTY OPRRATTNG AGREEMENT
DEEER CANYON URIT
_EDDY COUNTY, NEW MEXVCO

INDEX
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I - CONFIRMATION OF UNIT AGREEMENT ~——mrem—mee e 1
JI = TITLE EXAMINATION AND LOSS OF LEASES —=—=—- 1
Title Examination -—--m—rmecemmmmmae e e 1
Failure of Title -~-——===—- S e e 2
Loss of Leases for Causes Other than Title
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URIT OPERATING AGREFNENT .
DEER CANYOW UNIT
_EDDY _COUNTY, NEW MEXICO

THIS AGREEMERYT entered into as of the lst day of September,
1973, by and between the parties who have signed the original of
this instrunent, a counterpart thereof, or other instrument agree-
ing to be bound by the provisions hercof.

GITNESSETH:

WHEREAS, the parties hereto as working interest cwners
have entered into, as of the date hereof, a Unit Agreement for
the Dev:zloprent and Operation of the bDeer Canyon Unit Area, Eddy
Couhty, New Mexico, hereinafter referred to és the "unit agreement',

tr

.which among other things prov

[

des for a "unit operating agreement",
to be entered into by and between the working interest owners for
the purpose of providing for the allocation of costs of operation
and development of the unit area and the production of unitized
substances therefrom among the working interest owners, and to
cherwise provide for the develépment and operation 6f the unit
area as set forth in said unit agreement.

NOW THEREFORE, it is mutually agreed by and hetween the

parties hereto as follows:

CONFIRMATION OF UNIT AGREEMENT

1.1 The aforesaid unit agreement and all exhibits

[l

attached thereto are hereby confirmed and made a part of this
agreepment.

e e i

TIPLY EXAMINATION
AND LOSS OF IIACHHA

PO -~ nn

2.1 Title pxamination: The partices hercto shall, as

soon as practicable, submit to unit operator copies of thoir




-ment shall nevertheless continue in

respective leases cmbracing lands committed to the unit area,
together with all rental ro;eipts and copies of any and all title
opinions covering said lands,-and shall loan to unit operator for
examination all abstracts which they may have covering said lands.
Unit operator shall procure all supplemental abstracis and other
title papcrs which may be necessary or required to examine title
to the leasechold interests pertinent to any.drillsite and all
expenses incurred in examining title ;hall be chérged as an ex-
pense to the parties participating in the drilling of any test
well in proportion to theixr respective interests.

2.2 Failure of Title: Should any oil and gas lease,

or interest therein, be lost through failure of title, this agree-

uc in force as to all remaining

leases and interests, and

N

(1) Each party whose leaée or interest therein is
affected by the failure of title shall bear alope the entire loss
resulting from failure of title to such party's lease or, interest
therein, and it shall not be entitled to recover from operator or
othex ﬁarties any development or overating costs which it may

have theretofore vaid, but there shall be no monetary liability

'on.its part to the other parties hereto by reason of such title

failnure: and

(2) There shall be no retroactive adjustment of
expenses incurred or revenues received from the operation of the
intergst which has been lost, but the interests of the parties
shall be revised on an acreage basis, as of the t:ime l£ is finally
determined that title failure has occﬁrred, so that the interesg
of thc.party or parties whose lease or interest is affected by

the title failure will thereafter be reduced in the unit area by

the amount of the interest lost; and




(3) If the proportionate interests of the other
partics herceto in any producing well therctofore drilled on the

unit area is increased by rcason of the title failure, the party

wande 13
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whose title has failea shall receive the nroconds i

Ll

to the increase in such interests (less operating costs attribut-

able thereto) until it has been reimbursed for unrecovered costs

paid by it in connection with such well; and -

(4) Should any person ﬁot a party to'this agree-
ment, who is determined to be the owner of any interest in the
title which has failed, pay in any manncr any part of the cost of

operation, development or equipment previcusly paid under this

agreement, such amount shall be proportionately paid to the

_party or parties hereto who in the first instance paid the costs

which are so refunded; and

7

(5) &ny liability to account to a third party for
prior production of oil and gas which arises by rcason of title
failure shall be borne by the parties in the same proportion in

which they shared in such prior production,

2.3 Loss of Leases for Causes Other Than Title Failure:

If any lease or interest subject to this agreement be lost through

failure to develop or because express or implied covenants have

not heen porformed, or if any lease be permitted to expire at

the end of its primary term and not be renewed or extended, or

1f any lease or intcrést therein is lost due to the fact fhat the
production therefrom is shut in by rcason of lack of market, the
loss shall not be congidered a failﬁre‘of title and all such
losses shall be joint losses and shall be borne by all parties

in proportion to theilr intereasts and theve shall be no readijust-

ment. of the participating interests of the partics heorxete on

account thoxceof.



"to the provisions of this agreement and the unit agreement.

ARTICLE T1T

MANAGEMENT OU UN1YT

5
s

3.1 Unit Operator and Employees. Roberts, Koch &

Cartwright, a partnership composed of Ross D. Roberts, Charles
E. Koch and Jack C. Cartwright, the party hereto named as unit

operator of the unit area under the provisions of the unit agree-

.ment, or its duly appointed successor unit operator., shall have

the exclusive right to develop and ope%ate the unit arca subject

All
individuals employed by unit opefator in the conduct of operations
hereunder shall be the employees of unit operator alone and their
working hours, rates of compensation and all éther matters re-

lating to their employment shall be determined solely by unit

operator.
t

3.2 Unit Operator - Duties: Unit Operator shall in the

conduct of operations hereunder:

(a) Conduct the operations in a good and workmanlike
manner, and in the exercise of its judgment and discretion, acting

in good faith;

{b) Consult freely with working interest owners

concerning unit operations, and keep working interest owners

informed of all mattcrs airicing during Lhe uperatlon of the unit

]

area which unit operator, in the exercise of its best judgment,
considers important;
(¢c) Keep full and accurate records of all costs
incurred, rentals and royalties paid, and controllable materials
and cquipment, which rccords, receipts and vouchers in support
thercof shall be available for inspection by authorized ropre-
scentatives of thh’working,intcrcstjowners at-roasbnablo intervals

during usual busincess hours, at the office of the unit operator;
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(d) Pcormit the working interest owners, cach
through their duly authorized ;oprcscntativos, but at their sole
risk and expense, to have access to the unit arca at all Limes,
and Lo tine derrick [loor of each well drilled or being driticd
hereunder, for the purpose of obszrving operations conducted

hereunder and inspecting jointly owned wmaterials, equipment and

-othey property, and to have access at rcasonable times to infor-

mation and data in the possession of uﬁit operator céncerning the
unit area;

(e)  Furnish to each of the other parties who make
timely written request therefor copies of all drilling reports,

well logs and samples of cores or cuttings taken from wells

‘drilled hereunder, containers therefor to be furnished by the

party requesting such samples;

(f} Comply with the terms and conditions of the

unit agrecment and all valid applicable federal and state laws
and regulations; .

- (g} Keep the land in the unit area free from liens
and encumbrances occasioned by its operations, except such liens
as the working interest owners elect to contest, and save only
thg lien granted the unit operator under this agreement.

3.3 Unit Operator - Restrictions: The unit operator

shall not do any of the following things without the consent of
the working interest owners obtained as herein provided:

(a) Locate, drill, decpen or plug back any well ox
let any contiract therefor except thé initial well, substitute well
or sccond well as providcd in Scections 5.1 and 5.2. The approval
of the drilling, deepening or plugging hack of any othecr well shéll
not be construed to mcan and include the Qpprovai of any necessary
expenditures incurred in completing and ocquipping such waell, but

shall include the plugging and abandonment of same 1f o dry hole,

. &
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excepl as otherwise provided in Article V hercof;

(b)) Make any expenditures in escess of Ten Thousand
Dollars ($10,000.00) for any one single projecct. Operator shall
furnish copies of its "Authority for Lxpenditures" for any such
items.

(c) Make any expenditure for expert technical

-advice, including any extra services rendered by unit operator's

technical staff, not contemplated by the provisions of Exhibit

""B" attached hereto, and not covered by the overhead, district

and canmp expenses therein authorized, which overhead in Exhib

-
e
<
N

"B" is intended to cover only normal development and operations;

(d) Make any partial relinquishment of the rights

-

of the unit operator;

(e) Abandon any well which has been completed as
a producing well or dispose of any major items of surplus material
or equipment, other tﬁan junk, having an original cost of Three
Thousand qulars {$3,000.00) or more (ény such item or items of

less cost may be disposed of without such approval), except as may

otherwise be provided herein;

(f) Designate the lands to be included in any

participating area or enlargement therecof, or submit for approval

participating area or supplement or amendment thereto in accordance

with the provisions of the unit agreenent;

(g) Determine whether to drill a demanded offset

well or pay compensatory royalty;

(h) Dbrill or abandon any injection wells or convert

any well into an injection well;

(i) Determine not to pay the annual rental, advance

rental or dcelay rantal wnder any lcease.

oy
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In casc of blowout, explosion, firce, flood or other sudden
emergency, unit operator may take such steps and incur sucihhv expense
as, in its opinion, are required to deal with the cnergency and to
safeguard life and property; provided that unit operator shall, as

“he emcrgaacy Lo the other narties

prouptly as pussibic, |

and shall endeavor to secure any sanction that might otherwise

have been required.

-

Subject to the provisions of. this agreement, unit operator

~shall have full control of the premises subjected hereto and shall

conduct and manage the developmeont and operation of unitized lands

for the production of unitized substances therefrom for the account

of the parties herecto.

3.4 Designation of Represcntatives: Each working interest

ovner shall in writing inform unit operator of the names and .addresses

of its representative and alternate who are authorized to represent
such working interest owner with respect to unit operations. The
representétive or alternate may be changed from time to time by
written notice to unit operator. |

3.5 Meetings: All meetings of working interest owners
shall be‘called by unit operator upon its own motion or at the
request of two (2) or more working interest owners. No meeting
shall be called on less than fourteen (14) days advance written
notice, with agenda for the mecting attached. Working interest
owners who attend the meeting shall not bg prevented from amgnding
items included in the agenda or frgm deciding tﬂc amended item or
other items presented at the meeting. The representative of
uwnit operator shall be chairman of each meeting.

3.6 Voting Procedurc: Working interest owners shall

“decide all matters coming before them as follows:

3.6.1 yggingnlgkgﬁg Rach working interest




owner shall have a voting interest equal to its percentage of
participation as sct out in Column 7 of Bxhibit "A" hercof.

3.6.2 Votce Required: Working iﬁtcrest owners shall
act upon and determine all matters coming before them by an affirm-
ative voute of 75% of the voting power of the working interest

owners having lecaschold interests committed to the unit agreement;

provided, however, should any one working interest owner have 75%

_ox more voting interest its vote must be supported by the vote of

one other working interest owner.

3.6.3 Votc at Mceting by Nonattending Working Interest

" Owncr: Any working interest owner who is not represented at a meet-

ing may vote either by written proxy or by letter or telegram

addressed to the representative of the unit operator, provided such

4.

.

letter or telegram is received prior to the submission of such item
to vote. If the vote is by letter or telegram such vote shall not
be counted with respect to any item on the agenda which has been
materially changed at the meéting. |

3.6.4 Poll Votes: Working interest owners may vote
on and decide, by letter or telegram, any matter Submitted in
writiﬁg to working interest owners, if no meeting is‘requested as
provided in Section 3.5 within seven (7) days after the proposal
is, sent to working interest owners. Unit operator shall give
prompt notice of the results of the voting to all working interest

ownexs.,

3.7 Unit Operator - Jdabilities: Unit Operator shall

not be liable to any of the working interest owners for anythiﬁg
done or omitted to be done by it in the conduct of operations
hercunder whilce acting in complianze with Section 3.2(a) hereof,

except in conncction with any losses or liabilitices sustained as

a result of gross negligence.  The provisions of this section shall

not rclicve opurator of its duty to obtain the consent of the work-

ing interest owners in accordance with Lhe provisions of Section 3.6,

SR
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ARTICLE TV

COSY OF OPERATTONS AHD
ALLQCATLION O PRODUCTION

4.1 Cost of Opcrations and Accounting Procedures: ‘Fhe

actual cost to the unit operator of performing its obligations as

unii opervator hoveunder «hall he apportioned, except with respect
to the initial test well, substitute test well and second test well
as providcd in Scction 5.1 and 5.2 hercof, among the working inter-

est owners having leasehold interests committed to the unit agree-

ment in accordance with the percentages set forth in Column 7,

Page 3, of Exhibit "A" attached hereto and made a part hercof, and
sald owners in accordancce with the Accounting Procedure attached
hereto, made a part hereof, and for purposcs of identification
markeé Exhibit "B".

4.2 Allocation of Production: All unitized substances

produced and saved from cach participating area estaﬁlished pursdant
to the unit agreement shall be deemed to have been produced équally
on an acreage basis from the sceveral tfacts of unitized lands of

the participating areca established for such production and for the
purpose of computing and paying al} royalties, overriding royalties
and obligations payable out of production of the respective working

interest owners, cach such tract of unitized land shall have

“allocated to it such percentage of said production as the number

of acres of each tract included in said pérticipating area bears Lu
the total number of acres of unitized land in said participating
arca in conformity with Scction 12 of the unit agrecment.

All production remaining aftor allématinq the:production
for the purposc of paying royaltics, overriding royalties and
obliqatibns payable out of production as above provided (and beiné
the working interest) shall be allocated to the respective working
interast owners (exceplt as Lo the initial test well, substitute
©

woell and sceond test woll as provided in Sections 5.1 and $5.2) in
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accordance with the percentages reflecting their net respoctive
beneficial interests as shown in Column 8 on Page 3 of Exhibit
*A" attached hereto,

Exhibit "A" shows the intercet of cach working intorcct
owner as of the time of the commitwment of the respcective tracts
to the unit agrecement, as well as the benceficial interests of

each working interest owner, after taking into consideration the

«
.

contribution of certain interests in connection witih the drilling
of the initial test well as reflected in said exhibit.

'vThe beneficial interests of the respective working
interest owners as shown on Exhibit "A" have becen determined as to
each party on an adjusted surface acieago basis. The adjustment
insutface area has been made by determining the fraction of the
total unitized substances produced frem or allocated to any tract
which may be required to imeet all royalty, overriding royalty,
production payments or’other obligations payable out of production
from or allocated to such tract and multiplying that fragtion by
the number of acres contained in such tract and deducting the
product from the total number of acres in said tract, the remainder
being the adjusted surface acreagé in each such tract. The hene-
ficial interest of each party shown on Exhibit "A" attached hereto
reéresents the sum of the net acre interests in all tracts qommitted
by each party to the unit agrecment divided by the total number of
net acres committed to ghe unit area.

Except as herveinafter provided, Lhe percentages of partici-
pation of the parties hercto in costs of opgration and allocation
of production as shown on Exhibit "A" shall remain the same regard-
less of any contyaction of Lhie unit area or automatic climination
of lands therefrom in accordance with Scction o of the uwnit agroece-

went,  Thore shall be a readjustment of the adjusted suvface acres

among the parties heveto on the hasig sot forth hercinabove and

S




the intercests of the partics yoecompubed on the basis of thoe reviscd

acrcage upon the occurrence of any of the following cvenls:

(i) the working intexest in any tract shown on
Exhibit "A" is not commif:ted to the unit agreocment;

(i.1) upon the commitment of any working interest to
{he wit agrecment after operations have bheen com-
menced in accordance with Section 8.3 heroeol;

(1ii) any tract is eliminated through failurc of
title or lost through failure to pay rentals in
conformity with Scction 6.1 hcreof;

.

(iv) if there should be any crrors in mathematical
computations or there is any additional overriding
royalty interest or lease burden unknown to the
parties hercto outstanding as of the time of the
commitment of the respective tracts to the unit
agreement;

(v) to carry out the adjustments in acreage ownexship

and participating interests required by the acrecage
contribution agreements referred to in Sectioen 5.1

hereof;

If any tract committed to the unit agreement becomes burdened with
any additional overxiding royalties, prxoduction pafhents or lease

burdens other than those shown on Exhibit "B" attached to the unit
agreement, the same shall be borne exclusively ﬁy the owner or

owners of such tract.

4.3 Conflict of Instruments: In the event of any con-

flict between the provisions contained either in the body of this
instrument oxr in the unit agreement and those ccntained in the

Accounting Procedure, the provicions of +he unit agreement shall
govern to the extent of such conflict. If any provision of Exhibit
"B" shall be inconsistent with any provision contained in the body
of this agreement, the provisions in the body of this agreement

shall prevail. The term "Operator" as .uscd in Bxhibit "B" shall

be deemed to refer to the unit operator, and the term “"Non-Operators”

as used in Exhibit “B" shall be deemed to refex to the working
interest owners hercin othex than the oparator.
4.4 Advances:  Operator, at its clection, shall have the

right from time to Lime Lo domand and roccive from the olbher

.
.
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partics which are participating in the unit operation then being
carricd on payment in advance of their respective shares of the
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fepire:
under during the next succeeding month, which right may be ex:r-

cised only by submission to cach such party of an itewized state-

ment of such estimated costs, together with an invoice for its

share thercof. FEach such statement and invoice for thes pavment
in advance of estimated costs shall bé subnitted on-or hefore the
20th day of the next prgceding month. Each party shall pay to
Operator its proportionate share of such estimate within fifteen

(15) days after such estimate and invoice is received. If any

party fails to pay its share of said estimate within said time, the

-amount due shall bear interest at the rate of ten percent (10%)

per annum until paid. Proper adjustment shali be madé monthly
between advances and actual cost, to the end that such party shall
beays and pay its proportionate part of actual costs incurred, and
no more.

4.5 Taxes: All of the jointly owned personal property
withiﬂ the unit area shall be rendered by the unit operato; for
ad valorem taxes if necessary. :The unit operator shall pay all
ad.valorenm taxes rendered or assesséd against said properties,
and all such amounts so paid by the unit operator shall he bharged
to the joint account of the parties hercto. All other taxes
which may be levied upon ox against the respective leaschold
interests or measured by the production of unitized substances

allocated to the respective tracts under the terms of the unit

agreement and this agrecment shall be paid by the respoctive

working intexest owners having interests in such tracts.
4.6  Insuranco: As Lo all operations herveunder, wnit

operator shall carry for the benefit and protection of the partics
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insurance as specificd in Exhibit "C". Operator shol) require
all contractors engaged in worl on or for the gnit arca to comply
with workmen's compensation laws of the state where the operations
are beineg conducted and to maintain such other insurance as
Operator may reguire.

4.7 Operator's Lien: Fach non-operator hereby grants
E n 2 A

- to Operator a first and preferred lien on the interxest of such

non-operator and all property covered by this agreemént whether
now owned or hereafter acquired on the unit area and such party’s
interest in oil and gas produéed and the proceeds thercof, and
upon such party’s interest in material and equipment,to secure
the payment of all sums due from such party to operator.

In the event any party fails to pay any amount owing

by it to operator as its share of such costs and expenses or such

advance estimate within the time limited for payment thereof,

operator, without prejudice to other existing remedies, is authorized

at its election (unless there is a bona fide dispute) to collect
from the purchaser or purchasers of oil or gas, the proceecds
accruing to the working interest or interests in the unit area of

the delinquent party up to the amount owing by such party, and each

purchaser of oil or gas is authorized to rely upon opecrator's

statement as to the amount owing by such party.

In the event of the neglect or failure of any non-~ erating
party to proﬁptly pay its proportionate part of the cost and cexpense
of development and operation when due, the other non-operating

parties (which are participating in the unit operation for which

such costs and exvenses weore incurred) and operator, within thirty

)

(30) days after Lhe renditicon of statements thercefor by operator,

shall propoxtionately contributce to the payment of such delinguent

indebtedness and the non-operating partices so contributing shall
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" the other.non-operalting parties and operator proportionately

N

be entitled to the same lien rights as are granted to operator
in this section, 'pon the paviment by such delinquent or default-
ing party to operator of any amount or amounts on such delinguent
indebtadness, or upon any recovery on behalf of the non-operating
parties under the lien conferred above, the amount or amounts so
paid or recovered shall be distributed and paid by operator to

in

.

accordance with the contribntions theretofore made by them.

- Likewise, non-~operators are hereby grantea a prior lién
on the rights and interest of the unit operator as a working
interest cwner in the unit area and unitiéed<substances and,
upen thg interest of the unit operator in all materials and equip-
mént, to secure the payment of any amounts which may become due
and owing from unit operator to any of the non—opggatﬁrs, vhich
lien shall be subject to all of the terms and conditions pgpx}ded
for in the preceding paragraph.

ARTICLE V

5.1 Initial Test Well: Within 30 days after the effective

date of the unit agreemnent, unit operator shall commence operations

on the initial test well which is required to be drilled pursuant

well should be commenced prior to the effective date of said unit

agreement). Said well sheall be located 680 feet from West Line and

1980 fzet from North-Line, Section 14, Township 20 South, Range 21
EFast, N.M.P.M. and shall be drilled in'coméliance with Section 9
of thé unit agreement and shall also be drilled in accordance with
the applica ons of the Secrctary of thé Intevior and

the New Mexicor 0il Conservation Commission; provided, however,

uni.t operator shall not in any event be required to drill sald
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well to a depth in excess of 8,700 feebt and the drilling of said
well may be discontinued at a lesscv depth if granite or other

practically impenctrable substance should be encountered oy if

-, P . ~1-% $ - 5 - B o B O Taes T T N wns I P
the partics participating in the coct ol Srilliing the wel

to complecte the well at a lesser depth, and provided, further, in

‘the event difficulty should be encountered in drilling which

results 1n the loss of the hole, making it necessary to abandon
the Same; a substitute well may be cormenced within 60 days and
such substitute well shall be considered the same as the initial
test well and all provisions hereof applicable to the initial
test well shall be applicable to the substitute well. Operator
shall make reasonable tests of all formations encountered during
drilling which give indication of containing oil oxr gas in
sufficient quantities to test.

All costs incurred in drilling, completing and placing
said well on production, if completed as a producer, and of
plhgging and abandoning the same, if completed as a dry hole, shall
be borne only by the parties hereto as shown in Column é, Page 3,
of Exhibit "A" attached hereto and made a part hereof. |

In the evént of the discovery of unitized substances in
paying quantities, the initial test well shall be completed and
piaced on production as such wells ére usually and customarily
completed in accordance with good oil field practices and all
casing, tubing, wellhead connections, flow lines, tanks anq other
equipnment which may be installed in or used in connectiocn with
said ﬁcll shall be owned by the parties participating in the
coét of drilling said well in the progortions chown in Column 6

on Page 3 of said Exhibit "A" until said well shall have paid out

as herein provided.




Citices Scervice 01l Comnpany, Petroleum, Inc., Aztec 0il &
Gas Company and Union Oi) Conpany of California (hercinafter re-
ferred to as "contributing par£ics") have agreed to make acrcage
contributions to Reberis, Roch & Cartwright toward the drilling
of the initial test well upon the following terms and conditions:
Upon the initial test well being drilled to the depth provided
“herein and being completed as a well capablevof producing unitized
substances in paying quantities, Roberts, Koch & Carktwright shall
'earn and be entitled to an wndivided 1/2 interest in and to all
lease rights of the contributing parties in and to the leasehold
interest committed by said parties to the unit agreement as shown on
Exhibit "B" attached thereto down to 100 feet below total depth
drilled in said well and in addition, Roberts, Koch & Cartwright
shall be entitled to receive and the contributing pgrﬁies do hereby
relinguish to Roberts,‘Koch & Cartwright all of their rights to
participate in and to any of the prodgction of unitized substances
from the initial test well until such time as said well has paid.
out as hereinafter defined; provided, however, the contributing
party shall be entitled to receive and Roberts, Koch & Cartwright

shall pay out of its working interecst the following overriding roy-

d and

(4

alty interest based upon all wunitized substances produced,

marketed from the initial test well until said well is paid out:

Cities Service Oil Company —-—=—-—-—==——=—=== 28.47535% of 6.25% of 8/8
Petroleum, INC. m—=wmmem s e e 15.66464% of 5% of 8/8
Aztec 0il & Gas Company =~==—-—=---=—=---  7,71087% of 5% of 8/8
Dnion 0il Company of California S 6.76763% of 5% of 8/8

Upon the completion of the initial test well or any
substitute thercefor as a well capable of producing unitized sub-

stances in paying quantities, the contributing parties shall as

.‘10'..‘
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“Page 3 of-Exbibit "A" attached herecto.

soon as practicable and in any cvent within 30 days from the tine
of completion of said well excecute and deliver to Roberxts, Koch &
Cartwright good and sufficicnt instruments without warranty of
title convoying'an undivided 1/2 interest in and to the leasehold
interest committed by said parxties to the unit agreement down to
100 feet below total depth drilled in said well, The acreage
contributions recferred to herein are more particularly shown on

For the purposes of this agreement, the initial test well
shall be considered as paid out beginning as of 7 a.m. on the firs
day following the date on which Roberts, Koch & Cartwright has
recovered out of the beneficial interest production which would
otherwise have been attributable to the contributing parties after
Tdeducting all severance, ad valorem and production taxes apportion-
able thereto that portibn of the actual cost of drilling, completing,
testing and equipping said well (including necessary wellhead
connections, flow lines, tanks, pumping and other equipment in
connection with said well), together with all costs of oéerating
the same during the payout period which would otherwise.have been
allocated to the contributing parties in connection with the initial.
test well. Operator shall furnish to all of the parties herzto
as ‘'soon as possible and in any event within 60 days from date of

N I T 2 . 3
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completion of
drilling, testing, completing and placing the well on production
énd the Operator shall also furnish to the parties hercto monthly
reports showing the unitized substanccs produccd{ saved and mar-
keted from said well and the operatinglcosts incurred in connection
therewith., A1l costs incurred in connection with said well shall

be in accoxdance with the Accounting Procedure attached hercto as

Brhibit "n",

"17~




Within 30 days after rccciving notice from Oporator of
payout of the initial test well, cach of the contribuling parties
shall have the right to continue to receive said overviding roy-

alty by giving notice thercof to Operator within such time. Upon

)

fallure vl any contributing party (o exercise said option to con-

(u
o~

tinue to receive said overriding royalty within said time, the
overriding royalty of cach such party shall terminate and the
respective contributing party shall be entitied to receive from
the time of payout their proportionate part of production as shown
in Ceclumn 8 on Page 3 of Exhibit *A" and shall also own their pro-
portionate parts of all equipment installed in and used in connec-
tion with the initial test well as shown in Column 7 on Page 3 of
Exhibit “A".

5.2 Second Test Well: If the initial test well provided

for in Section 5.1 hereof is drilled to the objective depth pro-
vided in said section'and is completed as a dry hole or well not
capable of producing unitized substances in paying guantities,
operator.shall have the right and 6ption to commence or possibly
commence operation within 80 days from the time of éompletion of

said well an additional test well at a location of its choice upon

.the unit area and if operator elects to drill the second test well

tﬁe same shall be drillea upon the same terms and conditions as
provided in Section 5.1 hereof for the drilling of the initial test
well, and if such second well is completed as a well capable of
producing unitized substances in paying quantitics operator shall
carn ghe same interest as far as the contfibutiné parties referred

«

to in Scction 5.1 are concerned as it would have ecarnced had the

initial test well been completed as a well capable of producing

wmitized substances in paying qugntitios, and all of the provisions
of Exhibit ”A”.reluting to the rights and interests of contributing
partics in the cosl applicable to the test well shall be applicable

.
.




to said well. However, the payout provisions hercof shall be limited
to the cost of drilling, completing, testing and cquipping said
sceond test well and shall not-include the cost of the initial test
well or the plugging and abandoning of the same.

If operator doces not clect to exercise its option Lo
drill a second test well within the time herein provided and
“the parties cannot mutually agrée upon the drilling of an addi-

tional exploratory well, such well may'be drilled by any of the

. parties hereto in accordance with the provisions of Section 5.6

hexeof, provided said well is commenced within the time provided
unde) the unit agreement for the drilling of an additional well or
extension of the time which may be gfanted for the drilling of such
well:

5.3 Modification of Drilling Requirements of Unit

Agreement: The unit operator may apply for and obtain a mod-
ification of the drilling requirements of said unit agreement

or an extension or extensions of time within which to comply
therewith.as provided by the terms of said unit agreement, and
any such application or applications may be made withbut the
conscent of any of the working interest owners subscribing hereto
as parties of the seéond part.

| 5.4 ﬁrillinq Contracts: All wells drilled on the unit
arca shall be drilled on a competitive contract basis at the
usual rates prevailing in the area. Operator, if it so desires,
may omploy its own tools and cquipment in the drilling of wells,
but ité charges therefor shall not exceed the prevailing rates

in tho field, and the rvate of snch charges ghall be agreed upon

by the participating parties in writing bcforcAdrilling operatioﬁs
arc comnenced, and such work shall be performed by operator under
the same torms And condi tions as nhall boe customary and usual in
the ficeld in contracls of indvpﬂndcnt contractors who are doing

work ol a similoar naturo,




ke drilled for the joint account of the parties heretoc and ti

5.5 Dbevelopment and Operattion Subsceqguent o Discovery

of Unitizad Substances in Paying Quantitics: After the discovery
of unitized substances in paying quantitices on +he unit areca,
it operator shnll only drill cuch wells as wmay be provided for

in any plan of development and operation for the unit area or

amendment or supplement. thereto filed and approved as provided by

‘Section 10 of the unit agreement after approval by the parties

hereto as provided by Section 3.3 hereof, and all such wells shall

1 e

(=)

production of unitized substances therefrom shall be allocated to
said parties as provided in Column 8, Page 3, of Exhibit "AY;
provided, however, the drilling, deepening, plugging back or re-
wofking of any such well shall be subject to fhe non-consent

provisions of Section 5.6 hercof.

5.6 Operations by less Than All Parties: TIf all of

the partics cannot mutually agree upon the drilling of any well
on the unit area (other than the initial or substitute test well
provided for in Section 5.1 or a second exploratory well in the
event operator should elact to drill the same in accordance with
the provisions of Secction 5.2 hereof) or upon the reworking,
6eepening, or plugging back of a dry hole at the joint expense of
all partices or a well jointly owned by all the parties and not
then producing in paying quantities on the unit area, any party
or partics wishing to drill, rework, deepen or plug back such a
well may give the other parties written notice of the proposed
operation, specifying the work to be pérformed, the location,

proposcd depth, objective formation and the estimated cost of

the operation.

e -

Phe parties receiving such a notice shall have 30 days




(except where a drilling rig is on location tho:poriod shall be
limited to forty-cight (48) hours exclusive of Saturday, Sunday or
holidays) after receipt of the notice within which to notify the
parties wishing to do the work whether they clect to participate
in the cost of the proposed operation. PFailure of a party
receiving such a notice to reply to it within the period above

fixed shall consticule an election by that party not to participate

in the cost of the proposed operation.

If any party receiving such a notice elects not to partici-
pate in the proposed operation (such party or parties being here-
after referred to as ”non~con5enting.party“), then in order to be
entitled to the benefits of this section, the party or parties
giving the notice and such other parties as shall elect to partici-
pate in the operation (all such parties heing hereaftér referred
to as the "consenting parties") shall, within thirty (30) days
after the expiration of the notice period of thirty (30) days
(or as promptly as possible after the expiration of the 48-hour
period where the drilling rig is on location,'as the case may be)
actualiy commence wor)k on the proposed operation and com?lete it
with due diligence.

The entire cost and risk of conducting such operations
? the conannting parties in the proportions that
theilr respective interests bear to the aggregate interests of the
consenting parties. Consenting pafties shall keep the leaséhold
estates involved in such oﬁcrations free and clear of all liens
and cncunbrances of every kind crcated by or arising ffom the
operations of the concoenting pnrtios.‘ Tf such an operation
rcsult§ in a dry holus, the conschting parties shall plug and
abandon the wcli at their sole coﬁt, yiok aind cxpense. I any

wel) drilled, roeworkoed, deepencd or plugged back under the pro-

.~2>1 .o




visions of this scction results in a produccer of oil or aas in
paying guantities, tho consenting partics shall complete and

cguip rho well Lo produce al their sole cost-and risk, and the
well shall then be turned over to the opcerator and shall be
operated at the expensce and for the accounl of the consenting
parties. Upon commencemen{ of operations for the drilling, re-
working, deepening or plugging back of any such well by consenting
parties in accordance with the provisions of this section, each
non-consenting party shall be deemed to have relinquished to
consenting partics, and consenting parties shall own and be
entitled Lo receive, in proportion te their respective interests,
all of such non-consenting party's interest in the well, its lease-
hold operating rights, and share of production theréfrom until the
proceeds or market valuve therecof (after deducting production
taxes, royalty, overriding royalty and other interests payable
out of or measured by the production from such well accruing with
respect to such interest until it reverts) shall equal the total
of the following;

(a) 100% of each such non-consenting party's share

of the cost of any newly acquired surface equipment beyond the

well connections (including, but not limited to, stock tank;,
separators, treaters, pumping equipment and piping), plus 100%

of cach such non-consenting party's share of the cost of operation
of the well commencing with first Eroducﬁion and continuing'until
each such-non~conscnting party's relinquished intorest shall
revert to it under other provisions of this scction, 1L being
agreed that cach non-consenting party's share of such costs and
equipment will ﬁo that interest which would have been chavgeable
to cach non-consonting party had it pnrtiéi#utvd in tbo wall

from the boginning of the operation; aul
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production during the preceding month., Any amount rcalized

(b) 2007 of that portion of the costs and expenscs
of drilling, rceworking, deepening ox plugying back, testing and
completing, and 200% of that portion of the cost of newly acquired

equipment in the well (to and including the wellhead connections),

widch wouid have Loeon chmremable o such non-consenting party if
it had participated thercin.

"In the case of any reworking, plugying béck or deeper
drilling operation, the consenting parties chall be permitted to
use, free of cecst, all casing, tubing and other equipment in the
well, but the ownership of all such ecquipment chall remain unchanged,

and upon abandonment of a well after such reworking, plugging back

or deeper drilling, the consenting parties shall account for all

. such eguipment to the owners thereof, with each party receiving
its proportionate part in kind or in value.
Within 60 days after the completion of any operation ,

gnder this section, the party conducting the opgrations for the
consenting parties shall furnish each non-~consenting party with
an inventory of the equipment in and connectéd to the well,

and qﬁ itemizéd statement of the cost of drilling, deepening,

plugging back, testing, completing and equipping the well for

‘production. Each month thereafter, during the time the con-

senting partics arc being reimbursed as above provided, the
consenting parties shall furnish the non-consentiuy parkine

with an itemized statement of all éosts and liabilities incurred
in the operation of the well, together with a statement of

the guantity of oil and gas produccd ffom it and the amount of

proceeds rcalized from the sale of cthe well's working interest

from the sale or olher disposition ol cquipmaent newly acqguired

——a o
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in connection with any such operation which would have been

owncd by a non-consenting party had it participated therein

shall be credited against thc-total unrceturned costs of the

work done and if the cquipment purchased in determining when the
interest of such non-consenting party shall revert to it as above
provided; if therxe is a credit.balancc, it shgll be paid to such
non-consenting party.

If and when the consenting parties recover from a non-
consenting party's relingquished interest the amounts provided for
above, the relinquished interests of such non-~consenting party
shall automatically revert to it and. from and after such reversion
such non-consenting party shall own the same intexest in such well,
the operating rights and working interest therein, the material and
equipment in ox pertaining therecto, and the productioﬁ therefrom
as such non-consenting party would have owned had it participated
in the drilling, reworking, deepening, or plugging back of said
well. Thereafter, said non-~consenting party shall be charged
with and shall pay its proportionate part of the further costs of
the operation of said well in accordance with the terms of this
agreement and the Accounting Procedure, Exhibit "B", attached
here;o;

11cd by luss ithan all parties pursuant to the

}ae

No well dr
provisions of this Scection 5.6 shall be completed as a gas well
in the same formation as any other-gas well then producing, or
capable of producing, gas in paying guantities from the unit areca
unless the same be located on a regular wcli spacing oxr proration
unit established for the arca by the New Mexico Conservation

n thae same formatlon will

e

Commission, go that the well dencity
not: e greater than that established or prescribed by the Commis-

sion for said areca., No well drilled or completed by loss than




all of the parties pursuant to the provisions of this Scction 5.6
chall be completed as an oil well in the same formation as any

other o0il well then producing from the unit arca if, as a result

o

0L Lhe completion of sald well, there would exist on the unit

area a well density in the same formation of more than one pro-

ducing oil well to a proralion unit.

urp

If any party hercto shall herecafter creaye any overriding
royalty, production payment or other burden against its working
interest production and if any other varty or parties should con-
duct non—coﬁsent operations pursuant to the provisions of Secﬁion
5.6 and as a fesult, become entitled to receive the working
interest production otherwise belonging to tﬁe non-participating
party, the party or parties entitled to reccive the.working interest
production of the non-participating party shall receive such pro-
duction free and clear of burdens against such proéuction which
rmay have been created subsequent to this agreement and the non-
participating party creating such burdens shall save the participat-
ing party or parties harmless with respect to the regeipt of such
workiﬁg interest production.

The provisions of this section shall have separatc
application to the cost of completing and equipping any well
Adrilled under the provisions of Section 5.6 and any party vho
has elected to join in the drilling, reworking, dcepeniﬁg, or
plugging baék of a well may refrain from joining in the com-
plction thercof. However, the party who has refrained from joining
in the drilling, rceworking, dcepening or piugging back of a well
shall have no right to join in the completion thereof., Afteor any
well hércundcr has been drilled to its authorized ox projected
depth and has ﬁeon adequately tested, operator shall give notice

to non-operators of its clection as to whether such well should

[
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be plugged and abandoned as a dry holce or casing be sel in an
attompt to complete the well as a producer or that such well be
drilled decper. Non-Operator shall have forty~éight (48) hours
after receipt of the aforementioned notién from operator within
which to notify operator whether it elects to have said well
plugged and abandoned as a dry hole or have casing sct in an
gttempt to complete the well as a producer or that such well bhe
drilied deéper. Failure of non-~operator to so notify operator
within the above specified time shall be deemed concurrence in
the operator's election. If the parties are able to agree,
operator shall conduct fulture operations for the joint account.
In the event of disagreement, the parfy or parties wishing to
set césing in an attempt to complete the well or to deepen the
well may do so at its sole risk, cost and expense and with right
of recoupment pursuant to the provisions of Section 5.6 of this
Agrcement, provided, however, in the event of a conflict between
an eiection to complete and an election to deepen, the party orx
parties elécting to complete shall have the paramount rigﬁt.

5.7 Abandonment of Producing Wells: No well, othexr than

any which has been drilled or reworked pursuant to Section 5.6
ﬁereof for which the consenting parties have not been fully reim-
burée& as therein prov{ded, which has been completed as a producer
shall be plugged and abandoned without the consent of all parties;
provided, however, if all parties do not agfce to the abandoﬁment
of any well, those wishing to continue its operation shall tender

to cach of the other parties its proportionate share of the value

“of the well's salvagecable material and cquipment, determined in

accordance with the provicions of Hxhibit "BY, Jess Lhe estimeted
cost of salvaging the estimated cost of plugging and abandoning.

Each abandoning pavty shall thoen assign o the non-abandeoning

~26-
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partics, without warranty, cxpress or implicd, as to title oxr as

to quantity, quality or fitness for use of the equipment and wat-

erial, all of its interest in the well and its equipaent, together

Sl 3,
wita b

foroal in the deasehold cstate as to, bult only as to,

nioran

Toe

the interval or intervals of the formation or formations then open

to production. “The assignments, so limited, shall encompass the

"dArilling-unit" upon which the well is located. The payments by,

and assignments to, the assignees shall be in a ratio based upon

the relationship of their respective percentages of parxticipation
in tge unit area to the aggregate of the percentages of participation
in the unit area of all assignees. There shall be no readjustments
of interests in the remaining portion of the unit area.

After the assignment, the assignors shall have no further
responsibility, liability or interest in the operatioﬁ of or pro-
duction from the well in the interval or intervals then open.

Updn regquest of the assignees, operatpr shall continue to operate

the assigned well for the account of the non~abandoning.parties at

the rates and charges contemplated by this agreement, plus any

additional costs and charges which may arise as the result of the

separate ownership of the assigned well.

' 5.8 Required Well. For purposes of this article, a well

£he dvilling thercof ic reqguired

shall be deemed a required well if
by the final order of an authorized representative of the Depart-

ment of Interior or the Commissioner of Public Lands. Such an

order shall be decmed final upon expiration of the time allowed

for appeal therefrom without the commencement of appropriate legal

procecdings or if such proceedings are commenced within said time

upon the final disposition of the appeal. Whehever Operator re-

PSes

ceives any such order, it shall promptly mail a copy thoraof to

...27...
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cach of the other partics; if any such order is appcaled, tho
party appcaling shall give prompt written notice thereof to cach
of the other partices and upon final disposition of the appeal,
Opecrator shall give each of the other parties prompi wWiilicn :
notice of the results therefrom. .

Any party desiring to drill ox participate in the

"drilling of a required well shall give to Operato; written notice

thercof within 30 days after the order requiring such well be-

comes final, or within such lesser time as may bhe required by such

order. If such notice is given within said period, Operator shall
drill the required well for the account of the party or parties
giving such notice who shall bear all costs incurred therein; the
rights and cobligations of such party or parties with respect to
the ownership of such well, the operating rights therein, the pro-
duction therefrom and the bearing of costs incurrxed therein shall
be the same as if the well had been drilled for the account of such
ﬁarty or parties under Article 5.6 hereof.

If no party elects to drill a required well within the
period allowed for such election and if any of the following

alternatives is availlable, the first such alternative which is

{a) Compensatory Rovalties. If compensatory

alties may be paid in liecu of drilling a well and if payment
thereof is authorized by the parties within said period, the
operator shall pay such compensatory royalties; or

(b} Coentraction. 7If the drilling of a well may
be avoided without other penalty by a contraction of the unil axea
through exclusion of lands nct then within a participating arvea,

unit operator shall make a rcasonable cffort to cffoct such con-

traction with the approval of the Dircctor and the Commitsionox

-2 8-




rentals for such party's proportionatelpart thereof. In the event

of Public Lands; or

(¢)  Termination. 1f unitized substances have not
theretofore been discovered in paying quantities withiﬁ the unit
arca, the parties shall join in termination of the unit agreement
in accordance with its provisions.

If none of the foregoing alternatives is available,

wnit operator shall drill the required well for the account of all

the parties, cach of whom shall bear their percentage of all costs
incurred therein which is equal to its cost burden in subscquent
wells as specified in Column 7, Page 3, of Exhibit "A".

ARPICLE VI

RENTAILS AND SHUT-IN WELL PAYMENTS

6.1 Rentals. Each party holding the record title to
an oil and gas lease subject to this agreement shall,.before the
due date, pay all rentals which may become due under the lease or
leases contributea by it, and each party paying such rentals or
royéltics shall, within 10 days after the payment therecf but
at least 10 days prior to the due date, notify the operator of
such payment. Operator shall furnish similar information as

to its lecases to non-operators upon reqguest. The financial

burden of paying rentals shall fall entirely upon the party

holding the record title and reguircd to make the particular pay-
ment. Rental payments shall not be charged to the joint account,
but any other party hereto, other than the record title holder,

having an interest therein, shall reimburse the party paying such

of failurce Lo make proper payment of any rental through mistake

or oversight, where such payment is required to continue a leoase

-20).-




in force (it being uwnderstood that any such failure shall not be
regarded as a title failure within the meaning of any other pro-
visions of this agreeirent), there shall be no monctary liability

on the part of the party oharged with the responsibility of ,

making such payment, but such party shall make a bona fide effort

to securce (at its sole cost and expense) a new lease covering
the same intorest and in the event of failure to sécure a new
lease within 120 days the interests of the parties shall be

revised so that the party or parties charged with the respon-

sibility of bearing the particular payment will not be credited

with the ownership of their lease which tvas lost because of

failure properly to make a reguired rental payment.

6.2 Shut~in Well Payments: If any well is completed on

the unit area pursuant to the unit agreenent as a gas well and
is shut-in due to the lack of a market or for any other reason,
éperator shall notify all of the parties hereto thereof and shall
pay any shut~in royalties which may become due and payable on
éccount of such well and charge the same to the joint account of
the parties hereto in proportion to their respective richts to
participate in the production from such well pursuant to the
prﬁviﬁions of this agreement.

ARTICLE VII | ‘ ' - :

RIGHT TO TAKE PRODUCTION IN KIND

7.1 EBach party shall have the right to take in kina

or separately dispose of its proportionate sharc of all oil and

~gas produced from the arca exclusive of production which may be

used in developwment and producing operations in preparing and

treating oil for marketing purposcs and production uwavoidably
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lost. Each party shall pay or deliver, or cause to be paid ox

delivered, all royalties, overriding royalties or other payments

due on its share of such production and shall hold the other partics

free from any liability thercefor. Any extra expcnditure incurred

in taking in kind or separate disposition by any party of its pro-

portionate share of the production shall be borne by such party.
‘Bach party shall exccute such division ofdgrs and con-

tracts as may be required for the sale of its interest in produc-

tion from the unit area, and shall be entitled to receive payment

direct from the purchaser or purchasers thercof for its share of

all production.

. In the event any party should fail to make the arrange-
ments necessary to take in kind or separately dispose of its pro-
portionate part of unitized substances produced from ﬁhe unit area,
operator shall have the right, subject to revocation at will by

éhe party owning it, but not the obligation, {to purchase such
unitized substances or to sell the same to others for the time
being at not less than the market price prevailing in the area,
which shall in no event be less than the price which operator

receives for its portion of the unitized substances produced from

the unit area; provided, however, if operator fails to exercise

rehd I
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snch right, anv other party hereto chall have the
Any such purchase or sale by operator 6r any other party, as
provided hercein, shall always be sﬁbject to the right of the
ownexr of the production to exercise'at any time its right to take

in kind or separatcly dispose of its share of unitized substances

not previously deliverced to a purchascer. Notwithstanding the

fforegoing, operator ox any other party shall not make a sale into
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interstate commerce of any party's share of gas production without

fixst receiving approval of the paxty owning the same.

CHANGE OF OWNERSHTP

8.1 Maintenance of Unit Ownership: If any party creates

the necessity for separate measurement facilities heresunder by
transfer, mortgage or other encumbrance, cxcept those set forth

in Article V, such party shall alone bear the cost of purchase,

. . . .
installation and operxation of such separate measurencent facil-

ities.

Every sale, encumbrance, transfer or other disposition
made” by any party shall be made cxpressly subject to this agree-
ment and shall be made without prejudicce to the rights of the
other parties.

If at any time the interest of any party as sect forth
in Column 8, Page 3, of Exhibit "A" is divided among and owned by
four ér more co-owners, operator may, at its discretion,.require
such co-owners to appoint a single trustee or agent with full
authority to receive notices, approve expenditures, receive bill—-
ings for and approve and pay such party's share of the joint ex-
pehse, and to deal generally with and with power to bind thg
co~owners of such party's interest within the scope of the oper-
ations embraced in this agrecment; however, all such co-owners
shall enter inte and oxecute all contracts or agrecments for the
disposition of their respective shares of tpc 0il and gas produced
from the unit arca and they shall have'ﬁhc right to reccive,

separately, payment of sale proceads therecof.

-3 ?\




Should a sale be made by operator of its rights and
interests, the other partics shall have the right within sixty
(60) days after the date of sdch sale, by majority vole in
interest, to select a new operator. If a new §perator is not so
selected, the transferece of the present operator shall assume the

dutics of and act as operator. In cither case, the retiring

" operator shall continuc to serve as operator, and discharge its

duties in that capacity under this agrecment, until its successor
operator is selected and begins to function, but the present
operator shall not be obligated to continue the performance of its
duties for more than )20 days after the sale of its rights and
interests has been completed.

8.2 ‘'Pexmination of Interest and Withdrawal of Party:

Should any party at any time desire to surrender any iease comnitted
to the unit agreement and the other parties should not agree thereto,
the party desiring to surrender shall assign, without express or
implied warranty of title, subject to the approval of the Bureau

of Land Management as to federal lands and the Commissicner of
Public Lands as to state lands, all of such party's interest in

such lease to the other parties-hereto in proportion to the
interests then severally held by them on an acreage basis in the
uitll asea. I all of the parties are not willing to accepé the
assignment of such intercst, the assignment shall be made to those
willing to accept such interest in the proportions that their
respective interests bear to the aggregate of their interests

in the unit area on an acreage basis. ‘Sucﬂ assignment shall be

frec and clear of all liens and encumbrances except all lease
burdens oxistinq as of the oﬁfuctive date of the unit agreement,

and upon delivery thercof the assigning pnrby shall bc relioved

of al) furiher obligations with reanect to the lease or leases

s0 assignaed.,




Likewise, if any party hercto so desirves it may withdraw
from this agreement by agsigning, withoul warranty cither express
or idmplicd, &all of such party;s interests committed to the unit
agrecment. Lo the other parties hoereto, or if éli of said parties

arc not willing to accept the assignment, to those who are willing

to accept such assignment upon the same terms and conditions as

hereinabove set forth.

All assignments made pursuant to the provisions of this
Section 8.2 shall include all of the assignor's interest in all
wells, casing, material, equipment, fixtures and other personal

property belonging to the joint account. Such assignment shall

not relieve assignosr from any obligation or liability accruing or

" incurred prior to the date thereof; provided, however, the assignees

shall pay the assignor for its interest in such casiné, material,
eguipment, fixtures and other personal property owned by the joint
account on the basis of the salvage value thereof determined in
accordance with the Accounting Prodedure attached hereto as Exhibit
"B",

8.3 Subseqguent Joinder: Prior to commencement of

.operations under the unit agreement, all owners of working interests

in the unit area who have joined in the unit agreement shall be
privilegyed to join in this agréémcnt by subscribing to thc'uuit
agreenent and this agxcement. After comnencenent of operations
under the unit agrecement, however, subscquent joinder in the unit
agrooment and thie agrecment by any party‘owning a working interest
in the unit arca shall be on such rousénablc texrms and conditions
as the partics who arxce then conmitted .l:o the unit agreémcn{; and’
this agrecwent may require in viow of the cirveumstances Cxiﬁtinl

al the time such subgequent joinder is sought,
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ARTICHE 1X
MISCHLLAUEOUS PROVIGTONSG
9.1 Contyibutions Towaxd Drilling: Any contribalion,
eithcer in moncy or property intercest, toward the drilling of any
well drilled on the unit arca pursuant to the provisions of this

agrcement., other than the initial test well or the second test

well in the event the participating partics should elect to drill

the same -in accordance with the provisions of Section 5.6 hercof,

shall be shared by the parties hereto in proportion to their
participating interests in such well; provided, however, partici-
pation in acreage contributions shall be optional with the re-

spective parties.,

9.2 Assignments of Partial Interests: Notwithstanding

-~

any of the provisions contained herein to the cont;ary, in exe-
cuting any assignments pursuant to Sections 5.1, 5.7-and 3.2

hereof, where the interest to be assigned 1is only-as to certain
producing formations where state or federal lands are involved,

and where such assignments are subject to approval by the

Commissioner of Public Lands or the Director of the Burecau of

Land Management, the interest to be assigned snhall be conveyed
by appropriate operating agreements or by any other valid instru-
ment that will carry out the intention of such provision or pro-

visions.

9.3 Provisions Conformed with Laws and Regulations:

All of the provisions of this agrecement are hereby expressly made
subjecct to all valid, enforceable and applicable federal or state
laws, orders, rules and regulations, and in the event this con-
tract or any provisions hercof are found to be inconsistent with
or contrary Lo any such law, ordcer, rule or regulations,'the
lattor shall be deemed to control, and this contract shall be
regarded as modificd accordingly nd as so modificed shall con-

tinue in Ml force and offoct,




9.4 Notices: All notices authorized orx reguired by any
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of the provisions of this agreement shall, unless othorvisce speci-

fically provided, be given in writing by United States mail or
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to the party to whom the notice is given at the addresses shown
opposite the signatures of the respective parties hercto. The ori-

ginating notice to be given under any provision hereof shall be

deemed given only when received by‘the party to whom such notice
is directed and the time for such party to give any notice in
response thereto shall fun from the date the originating notice

is received. The second or any responsive notice shall be decmed
given when deposited in the United States mail or with the Western
Union Telegraph Company, with postage or charges prepaic. FEach
paxrty shall havethe right to change its address at.any time, and
from time to time, by giving written notice thereof to all other
parties.

9.5 Liability of Parties: The liability of the parties

shall be several, not joint or collective. Each party shall be

responsible only for its obligations, and shall be liable only for

its proportionate share of the costs of developing and operating
the unit aren, Aecavdinaglv  +he lien gvanted by each party to
operator in Section 4.7 is given to secure only the debts of each
severally. It is not the intention of the parties to create, nor
shall this agrecment be construed as creating, a mining ox other

partnership or association, or to render them liable as partners.

9.6 Income Tax Llection, Subchanter K, of Chantor 1,

Subtitle A, Internal Revenue Code:  Notwithstanding any provisions
herein that the rights and liabilitics of the parties hereto are
several. and not joint or colleclive, or that this agresment and

the oporation: hoerounder shall not constitute a partnership, if
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for federal income tax purposces this agreement and the overations
hereunder arc regarded as a partnership, then cach of the parties
hereto hereby elects that it be excluded from the application of
all of the provisions of Subchapter K, Chapter 1, Subtitle A of
the Internal Revenue Code of 1954, as permitted and authorized
by Section 761 of said Code and the regulations p.onulgated there-
under. Operator is hereby authorized and directed-to execulte such
. . : :
evidence of this elecction as may be required by the Secretary of
the Treasury of the United States or the Federal Internal Revenue
Service, including specifically, but not by way of limitation, all
of the returns, statements and data required by the Code and appli-

cable regulations. Should there be any requirement that each

.

. party hereto further evidence this election, each party hereto

agrees to execute such documents and furnish such other evidence

as may be required by the Federal Internal Revenue Service as may

be necessary to evidence this election. Each party hereto further
agrees not to give any notices or take any other action inconsistent
with the election made hereby. If any present oxy future income tax
laws 6f the State of Hew Mexico, or any future income tax law of

the United States, contain, or shall hercafter contain, provisions
Similar Lo Lhooo contained in @vhehanter K, Chapter 1, Subtitle A,
of the Internal Revenue Code of 1954, under which an election similar
to +hat vrovided in Scction 761 of said Subchapter K is permitted,
cach of the parties hercto hereby makes such election or agrees to
make such election as may be permitted by such laws. In making

this clection, cach of Lthe parties ﬂcrbto hereby states that the
income derived by it from the operations under this agrecement can

be adeguately deternined without the computation of partnership
taxable income

9.7 Yorcoe Majeure: I any pacty is rendered unable,




wholly ox in part, by force majeure to carry out its obligations
undexr this agrceement, other than the obligation to make money
payments, that party shall gi&c to all other parties pronpt writicn
notice of the force majeure with rcasonably full particulars con-
cerning it; thercupon, the obligations of the party fiving the
notice, so far as they arc afchtcd by the force majeure, cshall

be suspended during, but no longer than, the continuance of the
force majeure. The affected party sh;ll use all possible diligence
to remove the force majcure as aguickly as possible.

The regquirement that any force majeure shall bhe rcmcdied
with all reasonable dispatch shall not require the settlement of
strikes, lockouts, or other labor difficulties by the party in-
volved, contrary to its wishes; how all such difficulties shall bhe
handled shall be entirely within the discretion of thé party con-
cerned.

’ The term "force majeure" as here emploved shall mean an
act of Gad, strike, lockout or other industrial distrubance, act
of the public enemy, wax, blockade, public riot, lightning, fire,
store, flood, explosion, governmental restraint, unavailability of
equipment, and any other case, whether of the kind specifically
enumgrated above or otherwise,prich is not reasonably within the
Contyrol o6 Ulie party clalming suspension.

9.8 HNondiscrimination: In connection with the performance

of work under this agrcement, the operator agrees to cowmply with
all of the provisions of Section 202 (1) to (7) inclusive of
Exccutive Order- 11246 (30 F.R. 12319), which are hereby incorporated
by xeference in this agrecment.

9.9 Effective bate and Term:  This agreoment chall hecomo

effective as of the cffective date of the unit agreement and shall

remain in full force and effect durxing the term of said anit agrec-




ment and any and all extensions or renewals thereof, and in the
avent of the termination of the unit agreemnant for any roason, this
agreement shall continue in full force and efifect as to all wells
which have not been plugged and ahandoned az of the tima of the
termination of the unit agreement, and the rights and interests of
the parties hereto in such wells and their participation in the
productidn therefrom and in the cost pf the opcraﬁion thereof shall
be governed by the provisions hereof and this ayreement: with respect
thereto shall remain in full force and effect so long as any such
well is capable of producing o0il or gas in paying quantities and

thereafter until all accounts hereunder are closed.

9.10 Unleased Tract. If any §f the parties hereto
acquire an oil and gas lease on.Tract 18 as described in the
unit agreement, there shall be no right among the parties hereto
to share in such acquisition, it being the intention that any

owners of a lease on such tract will be governed by the provisions

9.11 Counterparts. This agreement may be executed in

any numbér of counterparts, no one of which needs to be executed
by all other working interest owners, or may be ratified oxr con-
sented to by separate instrument in writing specifically referring
horeota, it chall nok ho affact
executed either the original or a counterpart herecof or joined by
consent ‘and ratification.

IN WITNESS WIHEREOF, this agreement is executed by the
undersigned parties hercto as of the day and vear Firat herein-
above written.

ROBERTS, KOCH & CARTWRIGHT

- . RObATts

Date: 8/21/73
Addraess:

Ty, ol Nl

MicYans, Tecas 7

(,(11. L

: Z/«’
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STATLE OF )
! S5S
COUNTY OF )
The feoregoing instrument was acknowledged before me this
_______day of ; 1973 by ,
of ALZTEC OTi AND GAS ‘CO;‘-!P:’\Z‘-YY, a -

1

corporation, on behalf of sald corgoraiion.

iy Commission LExpires:

Notary Public

STATE OF )
M sS
CcouuTY oF )

The foregoing instrument was acknowledged before me this

day of , 1973 by ’
; of UNION OIL COMPANY OF CALIFORNIA, a

corporation, on behalf of said corporation.

My Commission Expires:

Notary Public

STATE QF TEXAS X

COUNTY OF MIDLAND X

The foregoing instrument was acknowledged before me this
Z{{"(ﬂay of 52;5&F,z + 1973 by Ross D. Roberts, Charles E.
Koch, and Jack C.‘éartwright, partners, of ROBERTS, KOCH & CAﬁTWRIGHT,
a partnership. ‘ -

Notar§ Public
My Commission Expires:

éf/“?(

~41-
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WORKING INTEREST OWNER§
ATTEST CITIES SERVICE OIL COIPANY
By
NDate: Address
ATTEST: PETROLEUM, INC.
By o .
Date: Addfess:
ATTEST: AZTEC OIL AND GAS COMPANY
AsS1STANT SEGRETARY Vice Prosidong

pato: A/ 7 ) 12 1993 - Address: dezn Heast ‘ZAz//ﬂﬁ/&A.

-~

Whtter Lega 75202
ATTEST: UNION OIL COMPANMY OF CALIFORNIA
By |
Date: Address:
STATE OF )
: SS
COUNTY OF )

The foregoing instrument was acknowledged bhefore me this
. day of , 1973 by ’ - ,
o , of CITIES SERVICE OIL COMPANY, a Delaware

corporation, on behalf of said corporation.

My Commission Expires:

Notafy Public

STATE OF )
: ss

COUNTY OF )

The foregolng Lustruineint was acknowledgaed boefore me this
. day of , 1973 by '

~, of PETROLEUM, INC., a .

corporation, on benalf of said corporation.
My Commission Expircs: _

Notary Public

.-40_.



STATL OF Otz ! )
H SS

COUNTY OF ézja;g&f;éb/ )
The for nstrument was

é;g@ day of _Z.o, o+ 1373 by
Tl {,”«/,{fz /. of AZTRC QIL NN

corporation, on behalf of said corporatlon.

My Comnission Expires: /?{ZZ
bl

vnel /525

PEGGY 1.0iF
BOTARY FUSLIC, DALLAS COUNLY, TERAS~
MY COMMISSION EXFIRYS JUNE 3, 192(5_

STATE OF

ss

N~ sa

COUHTY OF

The foregoing instrument was acknowledged before me this
cay of ; 1973 by '
, of UNION OIL COMPANY OF CALIFORNIA, a
corporation, on behalf of said corporation.

My Commission Expires:

Notary Public

TATE OF TEXAS X
COUNTY OF MIDLAND X
The foregoing instrument was acknowledged before me this

day of ; 1973 by . ’
Partner on behalf of ROBERTS, KOCH & CARTWRIGHT, a partnership.

Notary Public
My Commission Expires:

-41-
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WORKING

INTEREST OVNERS

Date:

ATTEST:

Date:

ATTEST:

Date:

ATTEST:

Date:

STATE OF Okiahoma

COUNTY OF JULSA

CITILS SERVICE O

Tulsn, Qklahoma 74102

21200

PETROLEUM, INC.

MAZTEC CIL AND GAS COUPANY

By

- Address:

UNION OIL COMPANY OF CALIFORNIA

By

Address:

)
:  ss
)

The f[oregoing instrument was acknowledged hefore me this

ggzéé day of

. Attornsy-in-Fac

i

My Comnission Expires:

JUL 25 1975

STATE OF

COUNTY OF

, 1973 by
' Qf CITIES SERVICE OIL COMPANY, a Delaware

RPN

Mark F. Payton

Notary Public
Evelyn K. Schulty

S oy et

The foregoing instrument was acknowledged before ne this

day of '

1973 by

SO DITIMYIAY YA
,of PETRCOLEUM, INC., a .

corporation, on benaif of said corporation.

My Commission Expires:

4

14

Notary Public

‘-40_




AT e

Date: A7 dex. .t 553 gddfess: 500 Color-ado State Bank Bldg.
- 7

COUNTY OF

WORKING INTEREST OWNERS

ATTEST : CITIES SERVICE OIL COMPANY
By
Date: Address: |
|

! |
i

ATTEST: PETROLEUM, INC.,

- - /"v\

’

Denver, Co. 80202

ATTEST : AZTEC 0OIL AND GAS COMPANY
By

Date: - Address:

ATTEST: UNION OIL COMPAMNY OF CALIFORNIA
By

Date: ‘ Address:

STATE OF
ss

g

The foregoing instrument was acknowledged before me this
1973 by

r .

J day of '
2 ! * of CITIES SERVICE OIL COMPANY,  a Delauvare
corpcration, on behalf of said corporation.
j My Commission Expires:
Notary Public
STATE OF Colorado )
City and 1  ss
COUNTY OF _ Denver )
The foregoing instrument was acknowledged before me this
27th day of  August , 1972 hy Robert D. Cowdery
Vice- President ) __, of PETROLEUM, INC., a . Kansas
corporation, on benalf of said corporation. .
My Commission Lxpires: g\\fr\CKjkké:}%(LL\\y&¥\Q Fjgg\
' ‘&ytarj)Pub]to
July 12, 1977. .
,_40..

1
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WORKING INTEREST OWNERS

ATTEST : CITIES SERVICE OIL COMPANY

By
bate: 2ddrecss:
ATTEST: PETROLEUM, INC. |

By - . |
Date: Address: | ] : i
ATTEST : MZTEC OIL AND GAS COMPANY ;

By
Date: - Address: i
DERESFx UNION OIL COMPANY OF CALIFORNIA

By \Affiégﬁﬁz%/ﬁ??af;;;;;z/ L ‘

Attorney-in-Fact B 0. TE oy

Date: August 24, 1973 Address: P, 0, Box 3100

Midland, Texas 79701

STATE OF

Ss

A T Y I

COUNTY OF

The foregoing instrument was acknowledged hefore me this
day of , 1973 by :
, of CITIES SERVICE OIL COMPANY, a Delaware
corporation, on behalf of said corporation.

My Commission Expires:

Notary Public

STATE OF

SS

Nt g

COUNTY or

The foregoing instrument was acknowledged before me this
day of , 1973 by '
_, of PETROLEUM, INC., a -
corporation, on benhalf of said corporation.

© = My Commission Lxpires:

Notary Public

,_40.—




STATE OF )
: SS
COUNTY OF )

The foregoing instrument was acknowledged before me this
day of , 1973 by
, Of AZTEC OIL ALID GAS COMPANY, a
corporation, on behalf of said corporation.

iy Commission Expires:

Notary Public

-

STATE OF TEXAS )
. : sSSs
COUNTY OF  MIDLAND )

‘The foregoing instrument was acknowledged before me this
24th  day of August ;» 1973 by SAMUEL C. TERRY
Attorpey~in-Fact ¢ Of UNION OIL COMPANY OF CALIFORNIA, a

: o
corporation, on behalf cf gaid corperaticon.

My Commission Expires: w‘:;%k,;g, 4%52 4

Notary Public
June 1, 1975 Alice Monroe

STATE OF TEXAS X

COUNTY OF MIDLAND X
)
The foregoing instrument was acknowledged befors me this
day of ; 1973 by ’
Partner on behalf of ROBERTS, KOCH & CARTWRIGHT, a partnership.

Notary Public
My Commission Expires:




EXHIBIT "A"
TO
UNIT OPERATING AGREEMENT _
DEER CANYON UNIT - EDDY COUNTY, NEW MEXICO

Nét Working Interest

Total Acres Commulittied

Tract Committed Royalty and Percent
Working Interest Owners Nos. Acres and Percent Basic Excess Percent Acres
Petroleum, Inc. 3 1481.37 15.14623 12.5 None 87.5 1296.20
Cities Service 0il Company 8 640.00 12.5 5% 82.5 528.00
10 807.48 12.5 43 83.5 674.25
11 200.00 12.5 3% 84.5 169.00
13 1000.00 12,5 3% 84.5 845.00
16 160.00 12.5 None 87.5 140.00
2807.48 28.70502 2356.25
Aztec 0Oil & Gas Company 15 729.20 7.45569 12.5 None 87.5 638.05
Union 0Oil Company .
of California 17 640.00 6.54367 12.5 None 87.5 560.00
.Roberts, Koch &
Cartwright 2 Logo, 00 12.5 3% 24 .8 012 60
' 4 371.28 12.5 5% 82.5 306. 31
5 1570.76 12.5 5% 82.5 1295.88
6 40,00 12.5 32 84.5 33.80
7 40.00 12.5 3% 84.5 33.80
9 700. 36 12.5 5% 82.5 577.80
12 40.00 12.5 5% 82.5 33.00
14 280.00 , 12.5 5% 82.5 231.00
4122.40 42.14939 3424.19
9780.45




EXHIBIT "A"
TO
UNIT OPERATING AGREEMENT ;
DEER CANYON UNIT -~ EDDY COUNTY, NEW MEXICO

!
|

Tiract Committed Royaliy and Percent N&L Working Interest .
vners Nos. Acres and Percent. Basic Excess Percent Acres
3 1481.37 15.14623 12.5 None 87.5. 1296.20
Compahy 8 640.00 12.5 5% 82.5 528.00
10 807.48 12.5 4% 83.5 674.25 ‘
11 200.00 12.5 3% 84.5 169.00
13 ‘ 10090.00 -12.5 3% 84.5 845.00
16 160.00 12.5 None 87.5 140.00
2807.48 28.70502 2356.25
bmpany 15 729.20 7.45569 12.5 . None 87.5 638.05
17 640.00 6.54367 12.5 , None - 87.5 ' 560.00
2 1080.00 12.5 33 84.5 ' 912.60
4 371.28 , 12.5 5% 82.5 306.31
' -— - ma -~ — "~ ~ o~ ~ FV‘ ~~ - ~ Py -
5 1570.76 12.5 5% 82.5 1493.85 . "‘
6 40.00 12.5 3% 84.5 33.80
7 40.00 12.5 - 33 84.5 33.80
B 9 700. 36 12.5. 5% 82.5 577.80
] 12 40.00 12.5 5% 82.5 33.00 °
} 14 280.00 12.5 5% 82.5 231.00 '
: 4122. 40 42.14939 3424.19
ted 9780.45




and Percent

Exhibit "A" - Pa

Net Working Interest

Tract Committed
Working Interest Owners Nos. Acres and Percent Percent Acres
Uncommitted Acreage
Kerr-McGee Oil
Corporation 1 760.00
Unleased

18 80.00

10620. 45 8274.69

TOTAL ACRES IN UNIT




Exhibit "a" - Page 2

Committed . Royalty and Pecrcent Net Working Interest
Acres and Percent Basic Excess Percent Acres
760.00
e
80.00

10620.45 8274.69
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Deer Canyon Unit Oper:
Eddy County, New Mexi

Exhibit "A" - Page 3

RECAPITULATION‘OF PARTIES AND INTERESTS IN UNIT AREA

4

.

Col. 1 Col. 2 Col. 3 Col. 4 . Col. 5 Col. 6 Col. 7
Percentage
Percentage Cost
Percentage Benefcial Burden and
Cost Burden Ownership of Equipment as
and Owner- Working to Unit Area
ship of Interest Pro- Ekcept Initial
Percentage Equipment—-~ duction in Proration Unit
Net Beneficial Initial Test 1Initial Test After Payout an
. Beneficial 1Interest Well and Pro- Well and Pro- as to Initial
Working Interest Committed Percentage Acres BeforeBefore ration Unit ration Unit Proration Unit
Oxners Acres Commi tted Drilling Drilling Until Payout Until Payout After Payout
Cities Service 0il
Company 2807.48 28.70502 2356.24581 28.47535 -0~ -0~ 14. 35251
Roberts, Koch & .
Cartwright 4122 .40 42.14939 3424.19000 41.38151 100.00000 100.00000* 71.07471
Petroleum, Inc. 11481.37 15.14623  1296.19875 15.66464 -0 ¢ 7.57311
Aztec Oil & Gas
Company 729.20 7.45569 638.05000 7.71087 -0~ -0~ 3.72784
Union 0il Company
of California 640.00 6.54367 560.00000 6.76763 -0~ -0~ 3.27183
9780.45 100.00000 8274.68456 100.00000 100.00000 100.00000 100.00000

* The interest of Roberts, Koch & Cartwright is subject to overriding royalties as sct forth in Section 5.1 of the 1
Agreement and assumes earning of interest pursuant to applicable farmout agreements from Cities Service 0il Compar

& Gas Company,

Union 0il Company of California and Petroleum, Inc.




Deer Canyon Unit Operating Agreement -
Eddy County, New Mexico

Exhibit "A" - Page 3

RECAPITULATIONboF PARTIES AND INTERESTS IN UNIT AREA

{

Col. 2 Col. 3 . Col. 4 . Col. 5 Col. 6 Col. 7 Col. 8
Percentage
Beneficial
Percentage Ownership
Percentage Cost Working In-
Percentage Benefcial Burden and terest Pro-
Cost Burden Owvnership of Eqguipment as duction as N
and Owner- Working to Unit Area to Unit Area{;;
: ship of Interest Pro- Except Initial Except Initial
Percentage Equipment-- duction in Proration Unit Proration Unit
Net Beneficial Initial Test 1Initial Test After Payout andand After Pay-
Beneficial Interest Well and Pro- Well and Pro- as to Initial out as to
Percentage Acres BeforeBefore ration Unit ration Unit Proration Unit Initial Pro-
Commi tted brilling = Drilling - Until Payout Until Payout Aftcr Payout ration lnit
. 48 28.70502 2356.24581 28.47535 ~0- -0- - 14.35251 14.23768
F40 42.14939 3424.150600 41.38151 100.00000 100.00000* 71.07471 70.69074
L 37 15.14623 1296.19875 15.66464 -0~ -0~ 7.57311 7.85232
\20 7.45569 638.05000 7.71087 . -0- -0~ 3.72784 3.85544
00 . 6.54367 560.00000 6.76763 -0~ -0- 3.27183 _3.28382
h5 ~ 100.00000 8274.68456 100.00000 100.00000 100.00000 100.00000 100.00000

Koch & CartWright is subject to overriding royalties as set forth in Section 5.1 of the Unit Operating
1ing of interest pursuant tc applicable farmout agreements from Cities Service 0Qil Company, Aztec 0il
.1 Company of California and Petroleum, Inc. '

‘ |



Deer Canyon Unif
Agreement, Eddy
Exhibit "A" - P43
The contribution of acreage by Union 0Oil Company of Califorhia, Cities Service 0il Company, Aztec 0Oil & Gas Compai
and Petroleum, Inc. to Roberts, Koch & Cartwright applies only to depths as specified in Section 5.1 of this Operjg
Agreement. Therefore, the information as reflected in Columns 5, 6, 7 and 8 applies only to depths down to 100 fg
below total depth as spegified in said Section 5.1. However, this Operating Agreement shall apply as to deeper dg
on the basis specified in Columns 1 through 4 hereof, to the end that all depths are covered by the Operating Agrd




Deer Canyon Unit Operating
Agreement, Eddy County, N.M.
) Exhibit "A" - Page 4

of acreage by Union 0il Company of California, Cities Service 0il Company, Aztec 0Oil & Gas Company

c. to Roberts, Koch & Cartwright applies only to depths as specified in Section 5.1 of this Operating

fore, the information as reflected in Columns 5, 6, 7 and 8 applies only to depths down to 100 feet -

as specified in said Section 5.1. However, this Operating Agreement shall apply as to deeper depths

ified in Columns 1 through 4 hereof, to the end that all depths are covered by the Operating Agreement.

¢
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EXHIBIT *“, *

Attached to and made a part of .Unit Operating. Agreement,. .. .
Deer Canyon Unit, Eddy County. New Mexico. ... . .

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS
Definitions
“Joint Account” shall mean the account showing the charges and credits aceruing because of the Joint Operations
and which are to be shared by the Parties. .
“Joint Property" shall mean the real and personal property subJect to the agreement to which this Accounting
Procedure is attached.
“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and
maintenance of the Joint Property.
“Operator” shall mean the party designated to conduct the Joint Operations.
“Non-Operators” shall mean the parties to this agreement other than the Operator.

“Parties” shall mean Operator and Non-Operators.

“Material” shall mecan personal property, equipment or supplies acquired or held for usc on the Joint Property.

“Controllable Material” shall be defined as set forth under the subparagraph selected below:

A, [ X Material which at the time is so classified in the Material Classification Manual as most recently rec-
ommended by the Council of Petroleum Accouniants Societies of North America.

B. [ ] Material which is ordinarily so classified and controlled by Operator in the conduct of its operations.
List shall be furnished Non-Operators upon request.

Statements and Billings
Operator shall bill Non-Operators on or before the last day of each month for their proportionate share of costs
and expenses for {he preceding month. Such bills will be accompanied by statements reflecting the total charges

and credits as sct forth under the subparagraph selected below:

A. [ ] Statement in detail of all charges and credits to the Joint Account.

B. [ ] Statement of all charges and credits to the Joint Account, summarized by appropriate classifications
indicative of the nature thereof.

C. [ Statement of all charges and credits to the Joint Account, summarized by appropriate classification
indicative of the nature thereof, except that items of Controllable Material and unusual charges and
credits shall be detailed.

Advances and Payments by Non-Operators

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month's cperation. Operator shall adjust each monthly billing to
reflecl advances received from the Non-Operators.

Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipl. If payment is not

made within such time, the unpaid balance shall béar interest monthly at the rate of ten per cent- (10¢5) per annum '

or the maximum contract rate permitted: by the applicable 1isiry laws in the stale in which the Jeint Propeily is

tocated, whichwwer is the Iosser.
Adjusiments

Payment of any such bills shall not prejudice the right of any Non-Operator to protest or question the correctness
thereof; pruvided however, all bills and statements rendered to Non-Orsr=‘irs by Operator during any calendar
year shall conclusively be presumed to be true and correet after twenty-four (24) months fellowing the end of
any such catendar yecar, unless within the said twenty-four (24) month period a Non-Qperator takes written
exception thereto and makes claim on Operator for adjustment. No adjustment favorable to Operator shall be
made unless it is made within the same prescribed period. The provisions of this paragriaph shall not prevent
adjustments resulting from a physical inventory of the Joint Property as provided for in Scction VII.

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 relaling to the accounting hercunder for any calendar year within the twenty-four
{24)-nontli period following the end of such calendar year; provided however, the making of an audit shall not
extend the time for the taking of writlen exceplion to and the adjustments of accounts as provided for in Pavagraph
4 of this Scetion I, Where there are two or more Non-Operators, the Non- npm‘\lox s shall vake every reasonable
effort 1o conduet joint or siimullancous audits 16 2 mainer which will result in a minimum of inconvenience to the
Operator. Operator shall bear no portion of the Non-Operators® audit cost incurred undev this paragraph unless

agreed to by the Operator. -

Approval by Non-Opcerators”
Where an_approval or other agreement of Non-Operaters fs expressly required under 1’.u.wr.-mv 5A, 6B, SM00t

FIBRNMAFNFA BRI, Section V, Seetion V1, and 1’-ll~'1'hll)h 4 of Scction VI, of this Aceounting Procedure and
if the agrecment to which this Accounting Procedure is atlached contains no contrary provisions in regard therelo,
the Operator shall notify all Non-Operators and the agreement ar approval of a majorily in interest of the Nun-
Operators shull be controlling on all Non-Qperaters, .

R
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II. DIRECT CHARGES
Operator shall charge the Joint Account with the following items:

1. Rentals and Royaltics
Lease rentals and royalties paid by Operator for the Joint Operations.
2. Labor
A. (1) Salaries and wages of Operator's employces directly employed on the Joint Property in the conduct of
Joint Opcrations.
-(2) Salaries of first-level supervisors in the field if such charges are excluded from overhead rates in Option
A of Section III
{3) Salarivs and wages of technical viploycees temporarily assignud (o and directly Gnploya
Property if such charges are excluded from overhead rates in Option B of Section III.
3 XS eoedex 200K KRN 0K ek DInt 3ol s0R s arx eI SRR X POY RABEN U strsbinad st e dlrgatby
>erombox et FoXB1K Hpia1 3001 30K 3HexIoind e R R el SRR 1R R XK R A NRHECON M Rem X pted Xinx
0PI O RecK oK X
B. Operator's cost of holiday, vacalion, sickness and disability benefits and other customary allowances paid lo
- the employees whose salaries and wages are chargeable to the Joint Account under Parvagraph 2A of this
Scction II and Paragraph 1A of Scction III; except that in the case of those employces enly a pro rata portion
of whose salarics and wages arc chargeable to the Joint Account under Paragraph 1A of Seetion I, not more :
than the same pro rata portion of the benefits and allowances herein provided for shall be charged to the Joint .’
Account. Cost under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage i
- assessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this |
Section II and Paragraph 1A of Section TII. If peicentage assessment is used, the rate shall be based on the b
Operator's cost experience. ' ,
C. Expenditures or contributions made pursuant to assessments imposed by governmental authority which are P
applicable to Operator’s labor cost of salaries and wages chargeable to the Joint Account under Paragraphs P
2A and 2B of this Section II and Paragraph 1A of Section IIL |
D. Reasonable personal expenses of those employces whose salaries and wages are chargeable o the Joint Ac- :
count under Paragraph 2A of this Section II and for which expenses the employvees are reimbursed under
Operator's usual practice. ’ !
3. Employce Benefits !
Operator's ‘current cost of established plans for emplovees' group life insurance, hospitalizaticn, pension, retire-~
ment, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator's labor cost
chargeable to the Joint Account under Paragraphs 2A and 2B of this Scction II and Paragraph 1A of Section III :
shall be chargeable as indicated in the subparagraph selected below:

A. [ 1 Operator’s actual cost.

B. [X] Operator's actual cost not to exceed fifteen per cent (15%).
4. Malicrial . :

Material purchased or furnished by Operator for use on the Joint Property as provided under Sectien IV, So far

as it is reasonably practical and consistent with efficient and economical operation, only such Malcrial shall be . |

purchased for or transferred to the Joint Property as may be required for immediate use; and the accumulation of i

surplus stocks shall be avoided.

5. Transportation
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[T N S |
LR T VY TS A e Sy 1Y

Transportation of Employees and Material necessary for the Joint Operations but subject to the following limita- ;
tions: !
A. If Material is moved to the Joint Property from the Operator’s warehouse or other propertics, no charge shall '
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store, ;
recognized barge terminal; or railway receiving point where like material is normally available, unless i
agreed to by Operator and Non-Operators. ;

B. If surplus Material is moved to Oncrator’s warehouse or other storage peint, no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest reliable supply store. recognized barge
terminal, or railway receiving point unless agreed to by Operators and Non-Operators. No charge shall be made i
{o the Joint Account for moving Material to other properties belonging to Operator, unless agreed to by Operator

and Non-Operators.
. In tha annlication of Subnaragranhe A and R abave thera shall he nn eaualization of actnal gross truckinge !

costs of $100 or less.
6. Scrvices
A. The cost of contract services and utilities procured from outside sources other than services covered by Para-
graph 8 of this Section 1I and Paragraph 1B of Section III. The cost of professional consultant services shall
not be charged to the Joint Account unless agreed to by Operator and Non-Operators,
B. Use and service of cquipment and facilities furnished by Operator as provided in Paragraph 5 of Section IV.

7. Damages and Losses to Joint Property
All costs or expenses necessary for the repair or replacement of Joint Property made necessary hecaure of damages
or losses incurred by fire, flood, storm, theft, accident, or other cause, except to the extent that the damage or loss
could have been avoided through the excrcise of reasonable diligence on the part of Operator. Operator shall 2
furnish Non-Operators written notice of damages or losses incurred as soon as practicable after a vreport thercof
has been received by Operator.,
" 8. Legal Expense

Al costs und expenses of handling, investigating, and soutling ltigation op claims avising hy ‘renson of the Joint
Operations or necessary to proteel or recover the Joint Property, including, but nol limited ‘to. attorney's fees,
collrt costs, cost "of investigalion or procuring cvidence dnd dmounts paid in settiement or satistaction of any such :
litigation or claims: provided, () no charge shall be made for the services of Operator's leral staff or other rep- |
ulurly employed personnel (such services being considered to be Administrative Overhead under Scection 111),
unless agreed to by Operator and Non-Operators, and (b) noe charge shalt be made for the fees and expenses of
oulside atlorneys unless the employment of such atlorneys is agreed to by Opcrator and Non-Operators,

9. Taxcs
All taxes of every kind and nature assessed or levied upon or in conncction with the Joint Property, the operalion

thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
.
DPartics, . .
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10. Insurance

Net premiums paid for insurance required fo be carvied on the Joint Property for the prolection of the Parties.

In the event Joint Operations are conducted in a state in which Operator may act as self-ineurer for Workmen's
Compensation and/or Employers Liability under the respective state’s laws, Operator muv, al its cleetion, includoe
the tl)hk under its self-insurance program and in that event, Operator shall mdudc a chingre therefnr on the follow-
ing basis:

11. Other Expenditures
Any other cxpond:tlue not covered or dealt thh in thc foregoinss plO\'l\lOlh of t!m Section I ar in Scetion I,

and which is incurred by the Opeorator for the nocossary and propor conduet of the Jeint G ations.

I, INDIRECT CHARGES

Operator may charge the Joint Account for indirect costs either by use of an allocation of distric! cxpense jtems plus
the rate for administrative overhead, and plus the warchiousing charges, all as provided for in Pavasraph 1 of this See-
tion Il or by combining all three of said items under the rates provided for in Parvagraph 2 or 3 of this Scetion 11,
as indicated next below: ,
OPERATOR SHALL CHARGE INDIRECT COSTS T0 THE JOINT ACCOUNT UNDLR THE TERMS OF:
[ 1 TParagraph 1. (District Expense, Administrative Overhead and Warehousing)
[ X)] Paragraph 2. {(Combined Rates - Well Basis)
{ ] Paragraph 3. (Combined Rates - Percentage Basis)
The cost and expense of services from outside sources in conncction with matters of taxatinn, traffic. accounting or
pmtlcrs before or involving governmental agencies shall be considered as included in the overhead rates provided for
in the above selected Paragraph of this Section 1IT unless such cost and expense are agreed to by Opcrater and Non-
Operators as a direet charge to the Joint Account.
THE OVERITEAD RATES PROVIDED FOR IN ANY OF THE PARAGRAPHS SELLCTED ABOVE
A. K] shall [ ] shall not include salaries and personal expenses of first-level supervisors in the field.
B. . K] shall [ ] shall not include salaries. wages and personal expenses of technical employees temporarily as-
signed to and dircetly employed on the Joint Property.
ekt >shiadd o xBesirall srnon o AR 2otha MK XN OEK KB HOTRDOK D K SIICHSC X MK K M TINS5 X IEXOL RPN KM IPAX
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1. District Expense, Administrative Overhead and YWarehousing
A. District Expense
Operator shall charge the Joint Account with a pro rata portion of the salaries, wages 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 pronerties, and a pro
rata portion of the cost of maintaining and operating a production office known as Operalor's ... ...
oo Office located at or near ... ..
(ox a comparable offxce Jf Iocallon changed); and necessary sub- offxces (1f an)) mamt" nez! rnr thc conven-
ience of the above-described office, and all necessary camps, including housing facilities for emplovees if
required, used in connection with the operations of the Joint Property and other propeities in the same
operating area. The cxpense of, less any revenu2 from, such facilities may, at the option of Operator, include
depreciation of investment or a fair monthly rental in lieu of depreeiation. Such charges shall be apportioned
to all properties served on some equitable basis consistent with Operator’'s accounting practice.

B. Administrative Overhead
Opcmtox shall chaige administrative overhead to the Joint Account at the following rates, which charge shall
be in licu of the cost and expense of all offices of the Operator not covered by Paragraph tA of this Section
111, including salaries, wages and expenses of personnel assigned to such offices. Such charpe slwall bc in ‘Iddl-
tion 1o the salaries, wages and expenses of emplovees of Operator anthorized (o be charged &
in Puragraphs 2 and 8 of Section II. Such charge shall be made on the basis mdxcated Ielow,
basis or (2) percentage basis, at the rates shown thereunder.

(1) [ ] Well Basis

ollhm (1) wcll

_RATE PER WELL PER MONTIL

DRILLING WELL RATE PRODUCING WELL RATE
_Use T To!ol Oepth) (Usc Cuucnt_#irg_ducmg D¢p|h) N
Well Dcplh Eoch well Fiest Five Next Five A!I Wells Over Ten

(2) [ 1 Percentage Basis
PERCENTAGE BASIS
Develupment:
.......................... tercent ( <5) of the cost of development of thc Joint Pxopc:ly mvlumo of costs pro-
vided under Paragraph 8 of Scclion 11 and all salvage credits. .

Operating: :
--------------------------- Pereent ( ) of the cast of operating the Joint I‘mpm ly exciusive of costs provided

under Paragraphs 1 and § of Section 11, alb salvage eredits, the value of injected snbstances pluc}m\('d for
socond.ny recovery and all taxes and assessments whuh are Yevied, assessed - and g -upon - the minerad

interest in and to the Joint Propoerty,
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C. Operalor's Warchouse Operating and Maintenance Expense
[ 1 Included in district expense
[ X1 No charge cither direct or indirect
{ ] Percentage basis (deseribe TUNY) e

Combined Rates - Well Basis
Operator shall charge the Joint Account for the services covered by Paragraph 1 of this Section I on the basis
indicated below:

RATE PER WELI. PER MONTH
DRILLING WELL RATE PRODUCING WELY. RATE
__(Use Tetal Depth) All Wells (Use Curecat Producing Depth)
Well Depth _Eech Well HOEOEX XN T XMOWREORRIR
All depths .1460.00 ..205.0C

Combincd Rales - Percentiage Basis
Operator sho!l charge the Joint Account for the services covered by Paragraph 1 of this Section III on the basis

indicated below: .
' PERCENTAGE BASIS

A. Development:
Percent ( %) of the cost of development of the Joint Property exclusive of costs pro-

vxded under Pamgraph 8 of Section II and all salvage credits.

B. Operating:

Percent ( %) of the cost of operating the Joint Property exclusive of costs provided
undcr Pdlaglaphs 1 and 8 of Sectlon II, all salvage credits, the value of injected substances purchased for
secondary recovery and all taxes and assesqments which are levied, assessed and paid upon the mineral
inferest in and to the Joint Property.

Applicatiofi of Administrative Overhead or Combined Rates - Well Basis

The following }imitations, instructions and charges shall apply in the application of the rates
cither Paragraph 1B (1) or Paragraph 2 of this Seclion III.

A. Charges for drilling wells shall begin on the date each well is spudded and terminate on the date the drilling or
completion rig is released, whichever is later, except that no charge shall be made during the suspension of
drilling operations for fiftcen (15) or more consecutive days.

B. The status of wells shall be as follows: ‘

(1) Producing gas wells, injection wells for recovery operations, water supply wells ulilized for water{lood-
ing operations and salt water disposal wells shall be considered the same as producing oil wells.

(2) Wells permanently shut down but on which plugging operations are deferred shall be diopped from the
well schedule at the time the shutdown is effected. Any well being plugged or produced during any
portion of the month shall be considered as a producing well for the entire month.

(3) Wells being plugged back, drilled deeper, converted to a source or input well, or which are undergoing
any type of workover that requires the use of a drilling rig or workover rig capable of drilling shall
be considered the same as drilling wells.

(4) Temporarily shut-down wells, which are not produced or worked upon for a period of a full calendar
month, shall not be included in the well schedule, provided however, wells shut in by governmental
regulatory body shall ke included in the well schedule only in the event the allowable production is
transferréd to some other well or wells on the Joint Property. In the event of a unit allowable, shut-in
wells shall be counted in determining the charge hercunder for such month if said wells contribute allow-
able procduction that is actually produced during such month from one or more unit welis ns a vesult of
allowable transfer, inclusion in the unit allowable or other circumstances, but the total shut-in well count
shall be limited to the minimum number of shut-in wells necessary to provide the contributed allowable
aciually produced during the month. .

{5} Chs wells shall hie ineluded in the well schedule if directly connected to a permanent sales outlet even
though temporarily shut in due to overproduction or failure of purchasér to take the allewed production.

(6) Wells completed in multiple horizons, shall be considered as a producing well for each separalely pro-
ducing hovizon, providing each completion is considered a separate well by governmental ov other state-
wide regulatory authorvity.,

C. The well vates for producing wells shall be apphcd to the individual leases; provided that, whenever leascs
covered by this agreement arce operated as a unitized project, the well rates shall be applied to the total
number of producing weils, irrespective of individual leases.

D. Tha well rates shall be adjusted as of the first day of April cach year following the cffective date of the
agreement to which this Accounting Procedure is attached. The adjustment shall be compdated by multiplying
the rate currently in use by the percentage increase or decrease in the average weckly cuarnings of Crude
Petrolcum and Gas Production Workers for the last calendar year compared to the preceding calendar \cm'
as shown by “The Index of Average Weckly Eurnings of Crude Petroleum and Gas Production Workers'
as pubhxhcd by the Uniled States Department of Labor, Burcau of Labor Statistics, or tire equivalent Canadian
Index as publlshcd by the Dominion Burcau of Statistics,  as applicable. “The adjusicd rates shall be the
vates etrrently in use, plus or minus the computed adjustiment, .

Application of Administrative Overliead ov Combined Rates - Pércentage Basis

For the purpose of delermining charges on 2 Pereontage Rasis under Pavagraph 1B (2) o Paragraph 3 of this

e | -

as provided under

Scection I, Development shall include atl costs in connection with drilling,
aperations on any or all wells involving the use of drilling crew and cquipment; also, preliminary expenditures
necessary in preparvation for drilling and expendilures incnrred in abandoening when well iz not completed as a
producer; and oviginal cost of construetion or installation of fixed assets, the expansion of fixed assets and any
other pmjut clearly discernible as o fixed .1\\0(, except Major Construction as defined in Parapvaph 6 of this
section 1L - Adl other costs sholl be considered as Operuting.

Mujor Construetion Overlicad

Far the construetion of compressor plants, water stations, ssccondiny vecovery systems, dritling and production
platforms, salt water dixpasal facilities, and otler such projeets, as distinguished from the more usual drilling

—
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and producing operations, Operator in addition to the Administralive Overhead or Combined Rates provided for in

Iy

I

Paragraph 1, 2 or 3 of this Secton HI shall either negotiate o rate prior to beginning of conztruction or shall charge

the Joint Account with an additional overhead charge as follows:

A, Total cost less than $25,000, no charge,

B. Total cost more than $£25,000, but less than $100,000, 3% of total cost.

C. Total cost of $100,000 or more, .............. 3. % of the first $100,000 plus ... 2 % ol all over $100,000
of tolal cost.

Tota) ‘cosl shall mcan the total gross cost of any one ‘project. For the purpose of this paragraph the component parts

of a single project shall not be treated scparately and the cost of drilling wells shall be exchuled.

7. Amendment of Rates
The specific rates provided for in this Scction IIT mav he amended from time to {ime by nminsl npreomen
the Partiies Lereto i, in practice, the rates ave found to be insufficient or excessive.

e

1V. BASIS OF CHARGES TO JOINT ACCOUNT

Subjeet to the further provisions of this Section 1V, Operator will procure all Material and services for the Joint
Property. At the Operator's option, Non-Operators may supply Material or services for the Joint Property.

1. Purchases
Material purchased and service procured shall be charged at the price. paid by Operator after deduction of all

discounts actually reccived.
2, Material furnished from Operator’s Warchouse or Other Properties

A. New Material (Condition “A")

{1) Tubular goods, except line pipe, shail be priced on a maximum carlead and/or barge load weight basis
regardless of quantity transferred and cqualized to the lowest prevailing price f.o.b. railway receiving
paint or recognized barge terminal nearest the Joint Property where such Material is normally avail-
able effective at date of transfer.

(2) Line pipe shall be priced at the current replacement cost effective at date of trancfer from a reliable
supply store necarest the Joint Property where such Material is normally available if the movement is
less than 30,000 pounds. If the movement is 30,000 pounds or more, it shali be priced on the same
basis as casing and tubing under Subparagraph (1) of this paragraph.

© (3) When the Operator has equalized aclual hauling costs as provided for in Paragraph 5 of Section II,
Operator is permitied to include ten cents (10¢) per hundred-weight on all tubular goods furnished
from his stocks in lieu of loading and unloading costs sustained.

(4) Other Material shall be priced at the current replacement cost of the same kind of Material, effective
at date of movement and f.o.b. the supply store or railway receiving point nearest the Joint Property
where Material of the same kind is normally available.

(5) The Joint Account shall not be credited with cash discounts applicable to prices provided for in this

. Paragraph 2 of Scction 1V.

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

(1) Material in sound and serviceable condition and suitable for reuse without reconditioning, shall be
classified as Condition “B” and priced at seventy-five per cent (759 ) of the current price of new
Material.

(2) Materiai which is not suitable for its original function until after reconditioning shall be furnished to
the Joint Account under one of the two methods defined below:

(a) Classified as Condition “B" and priced at seventy-five per cent (75¢%) of the current price of new
Material. The cost of reconditioning shall be absorbed by the Operator of the transferving property.

(b) Classified as Condition C” and priced at fifty per cent (50%) of current price of new Material.
The cost of rveconditioning alse shall ‘be charged to the receiving property, provided Condition
“C” value, plus cost of reconditioning, does not exceed Condition “B" wvalue.

(3) Obsolete Material or Malerial which cannot be classified as Condition “B” or Condition “C"” shall be
priced at a value commensurate with its use. Material no longer suitable”for its original purpose but
usable for some other purpose, shall be priced on a basis comparable with that of items normally used

for such other purpose.

(4) Material invelving crection costs shail be charged at apphicable percentage of the current knocked-down

dradd

price of ncw Material,

3. Premium Prices ‘
Whenever Malerial is not readily obtainable at prices specified in Paragraphs 1 and 2 of this Section IV because
of national emergencics, strikes or other unusual causes aver which the Operator: has e conliol, thie Opuerator
may charge the Joint Account for the requived Material at the Operrator’s actual cost ineurved in procuring such
Malerial, in making it suitable for use, and in moving it to the Joint Property, provided, that notice in writing
is furnished to Non-Operatlors of the proposed charge prior to billing Non-Operators for such Material. Each
Non-Operator shall have the right, by so elecling and notifying Operator within 10 days after receiving notice
from Opcrator, to furnish in kind all or part of his share of such Material suitable for use and acceptable to

Operator,

4. Warranly of Material Furnished hy Operator 4 R
Operator doces not warrant the Malerial furnished. In case of defective Material, eredit shall not be passed
to the Joint Account until adjustment has been received by Operator from the manufactnirers or their agents.

5, Wjulinent and Pucilities Furnished by Operator _ -

meoeommensurate  with

A, Opcrator shall charge the Joint Account for use of eguipmoent and leciitien ab vaies
cost of ownership and operation, Such rates shall include cost of maintenance, vevpairs, ather operating
expense, insurance, taxes, depreciation, and interest on investment not to exceed siv per cent (6%0) pev
annum, provided such rates shall not exceed those currently prevailing in the immediole area within which
the Joint Properly is located, In liew of rates based on eonts of ownership and operation of equipiment, uther
than actomotive, Operator may elect to use compiereial vates prevailing in the arver ol the Joint Property
less 204 for awtunmiotive cquipment, rates as pubjished by the Petroleum Motor - Transpoct  Association
may be used, Rates for laboratory scrviees shall not exceed those currently prevailing il performed by

— )
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owtside service laboratories. Rates for trucks, tractors and well service units may include wages and ex-
penses of operator,

B. Whenever requested, Operalor shall inform Non-Operators in advance of the rales il proposes to charpe.

C. Rates shall be revised and adjusted from time to time when found fo be either excessive or insufficient.
V. DISPOSAL Of MATERIAT,

The Operator may purchase, bul shoall be under no obligation to purchase, interest of MNen-Operators in surplus
Condition "A” or “B” Material. The disposition of surplus Controllable Material, nol purchased by Operator, shall
be agreed te by Operetor and Non-Operators, provided Operator shall dispose of normal sccumulations of junk and
scrap Material either by transfer or sale from Joint rraperty.
1. Material Purchased by the Operator or Non-Operators.
Material purchased by either the Operator or Non-Operators shall be credited by the Operator (o the Joint Account
for the month in which the Material is removed by the purchaser.
2. Division in Kind
Division of Materia] in kind, if made between Operator and Non-Operators, shall be<n praportion to the respective
interests in such Material. The Partics will thercupon be charged individually with the value of the Material
received or receivable. Proper credits shall be made by the Operator to the Joint Account.
3. Sales to Qutsiders
Sales to ouisiders of Malerial from the Joint Properiy shall be credited by Operator to the Joint Account at the
net amount collected by Ovnerator from vendee. Any claim by vendee related to such sale shall be charged back
to the Joint Account if and when paid by Operator,

V1. BASIS OF PRICING MATERIAL TRANSFERRED FROM JOINT ACCOUNT

Material purchased by either Operator or Non-Operators or divided in kind, unless agreed to by Operator and Non-
Operators shall be priced on the following basis:

1. New Price Defined
New price as nsed in this Scection VI shal: be the price specified for new Material in Section 1V,

2. Necw Material
New Material (Condition “A”), being new Material procured for the Joint Property but never used, at one
hundred per cent (1009%) of current new price (plus sales tax if any).

3. Good Usced Material
Good used Material (Condition “B”), being used Material in sound and serviceable condition. suitable for reuse
without reconditioning: ]
A. At seventy-five per cent (759%) 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 Account

as secondhand at seventy-five per cent (759 ) of new price.

4. Other Used Material
Used Material (Condiytion “C"), at fifty per cent (509 ) of current new price, being used Material which:
A. Is not in sound and serviceable condition but suitable for reuse after reconditioning, or
B. Is serviceable for original function but not suitable for reconditioning.

5. Bad-Order Material -
Material {Condition D), no longer suital{ » for its original purpose without excessive repair cost but usable for
some other:purpose at a price comparable with that of items normally used for such other purpose.

6. Junk Material
Junk Material (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 Proverty does not justify the reduction in
price as provided for in Paragraph 3B of this Scetion VI, such Material shall be priced on a basis that will leave
« ned charge to the Jaint Account consistent with the value of the service rendered. :

VII. INVENTORIES

The Operator shall maintain detailed records of "Controllable Material.

1. Periodic Inventaries, Notice and Represeniation
At reasonable intervals, inventories shall be taken by Operator of the Joint Accotunt Confrollnble Material.
Written notice of intention {o take inventory shall be given by Operator at least thirty {30} davs before any
inventory is to begin so that Non-Operators may be represented when any inventory is taken, Failure of
Non-Operators to be represented at an inventory shall bind Non-Opcruators to accept. the mventory taken by
Operator.

2, Reconcilintion and Adjustment of Inventories
Reconcilialion of inventory with the Joint Account shall be made, and a list of overages and shortages shall be
furnished to the Nop-Operatorz,  Inventory. adjustments shall be made by Operator with the Joint Account for
overapes and shortapes, but Operator shall be held accountable to Non-Operalors only foi shortages due 16 lack
of reasonable diligence.

3. Special Invenlorvies , .
Specinl Inventoriex may be taken whenever there is any sate or change of interest in the Joint Property.” It shall
be the duty of the party selling to notify all other Parties as quickly wx possible after the transfer of intevest
takes place. In sueh eases, both the seller and the purchaser shall be governed by such inventory.

4. Expense of Conducting Periodie Inventories
The expense of conducthng periodie inventories shall not be charped fe the Joint Account unless’ affeed to by
Operator ind Non-Operators, '
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“EXUIBirT “c"
UNIT OPERATING AGREEMENT
DEER CANYON UNIT
EDDY COUNTY, NIW MEXICO

Insurance

(A) . At all times while operations are being conducted hercunder,
Operator shall maintain in force the following policies of insurance:’

(1) Workmen's Compensation Insurance in accordance with
the laws of the jurisdiction in which work is performed.

{(2) Employers Liability coverage with limits of $100,000
for all liability arising out of one accident.

(3) Coverages (1) and (2) above shall not include Non-
Operators as additional insureds but shall waive subrogaltion
. against Non-Operators.

(4) General Comprehensive Liability coverage, except auto-
mobile coverage, with minimum limits of Bodily Injury $100,000
each person and $300,000 each occurrence, including contractual
liability and completed operations, but excluding blowout,
pollution liability and damage to underground resources.

(5) Automobile Liability coverage, including owned, hired,
and non-owned vehicles, with minimum limits the same as para-
graph (4) above. ©No premium charges shall be billed Non-Operators
in connection with Operator's fvlly-owned equipment--this premium
not to be charged directly to the Joint Account, but will instead
be covered by the flat rate charges assessed the Unit for use of
such equipment.

(6) Coverages (4) and (5) above’'shall include Non-~Operators
as Additional Insureds.

(B) Such policies shall contain a waiver of territorial restric-
tions so that the insurance coverage thereof will apply to the proposed
area of operations hereunder. The premiums for all insurance policies
vnder this Article shall be allocated among the various Operating Joint
Accounts of the parties hereto, and Operator, upon written request, shall
furnish Non-Operators with evidence that such insurance is in effect prior

to the commencement of any operations hereunder. WNo insurance other than

that specified above shall be purchased for any Operating Joint Account
except by mutual consent of the parties.

(C) Operator will determine the insurance requirements for contractors

and subcontractors or third parties performing operations on or in corihec-
tion with the Leased Lands; however, the requirements will be roviewed
with Non-Operators at any time, upon request, for mutual determination

of any necessary changes. When negotiating contracts hereunder, Operator
shall attempt to hold contractor solely responsible for damage to con-
tractor's equipment and shall attempt to obtain a waiver of contractor's
right of reccovery against parties hereto in connection with any such
damage. Upon request, Operator will advise Non-Operators as to insurance
requircenments in usce under this provision in order thal Non-Operators may
acquire any additional insurance for Non-Operators' account and protec-
tion not purchased by Operator for an Operating ‘Joint Account.
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ACCQUINITING vl ZDUne
JOINT OPERATIONS

J. GENERAL PROVISIONS

Definitions
“Joint Account” shall mean the account showing the charges and credits aceruing because of the Joint Qperalions
and which are to be shared by the Parties, , . .

“Joini Property’ shall mean the rea) and personal property subjeet o the agreement o which this Accounting
Procedure is attuched.

“Joint Operations” shall mcan all operations
maintenance of the Joint Property.
“Operator” shall mean the party designated to conduct the Joint Operations,

neeessary or proper for the development, operation, protection and

“Non-Operators” shall mean the parties 1o this agrecment other than the Operator.

“Parties” shall mean Operator and Noh~Operalors,

“Material” shall mean personal properly, equipment or supplies acquired or held for use on the Joint Property.
“Controllable Mailerial” shall be defined as set forth under the subparagraph selected below:

A. [ R Material which at the iime is so classified in the Material Classificalion Manual o most recently rec-
ommended by the Council of Petrolewn Acccuntants Societies of North America.

B. [ ] Material which is ordinarily so classified and econtrolled by Operator in the conduct of its operations.
List shall be furnished Non-Operators upon request,

Statements and Billings

Operator shall bill Non- Opm.:tom on or before the last day of cach month for ihon proportionale share of costs

and expenses for the preceding montlh. Such bills will be accompuanied by statements refleeting the total charges

and credils as sct forth under the sabparagraph selected below:

A, [''] Statement in detail of all charges and credits to the Joint Account. )

B. [ 1 Statement{ of all charges and credits to the Joint  Account, summarized by appropriatle classifications
indicative of the nature thercof.

C. [ Statement of all eharges and credits to the Joint  Account, summarized by appropriate classification
indicative of tue nature thereof, except that items of Controllable Material and unusuval charges and
credits shall be detailed.

Advances and Payments by Non-Opcerators

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators {o advance their
share of estimated cash outlay for the succeeding montiv’s operation. Operator shall adjust cach monthly billing to
refleel advances reecived from the Non-Operators.

Each Non-Opcrator shall pay its proportion of all hills within fifteen (15) days after recceipl. If payment is not
made within such time, the unpaid balance shall bear interest monthly at the rate of {en per cont (10470) por annwum
S the maoximm mntmcl rate permitied by the applicable usury laws in the stale in which the Joint Property is

O aal

located, whichever is the lesser.,

Adjustments

Payment of any such bitls shall not prejudice the right of any Non-Operator {o protest or queslion the corrceiness
thercof; provided however, all hills and stitements rendered o Non-Opcerators by Operator during any calendar
year shall conclusively be presumed (o be {rue and corveet after (wenty-four (24) months folinwing the end of
any such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes writlen
exception thereto and makes elnim oty Operator for adjustment, No adjustment favorable o Operator shall be
made unless it i made within the simoe preseribed period. The provisions of this paragraph shall not prevent
adjustments resulting from a physical inventory of the Joint Properly as provided for in Scelion VI

Audits .

A Non-Operator, upon notice in writing (o Operator and all alher Non-Operafors, shall hive the right o audit
Operator's accounts and records elidig: to the peconpting horeunder for any calendar year w ithio the twenty -four
(24) manth period followingg the end of suweh ealendar year; pm\'ulul bowever, themaking of an oudit shutl not
extend the timae for the talkiigr of writlen eaception to and e pdjustmeoents of peconnts as provided foe in Paragreaph
4 ol il Seetion T Whoere there are two o moere Non-Qperators, lhv Nan- ()pc..\(m\ shuthmake cvory 1easonable
effort to conducet joint or simultancous audits i aomatner sehien wit] pesadt in o minhwinn of incenvenience to the
Opcsador, Operator shall bear no portion of the Non-Operators' audit cost incurved undee this pareiageaph unfess
apreeed 1o by the Opoerator, ,

Approval hy Nan-tperalors

\");. FCon approval or obleg aieement of NoneOperatoes s expressty required under l’.u.vm aphe BA, LB s
ropeenrnn s LoD Soeten VL Seetion Vet Paraeeaph £ of Section VI oF this Acestmbing Piecedase sl
i Uie apeement toowhich o Accountime Proeeidire isatGacheld contane no contrary provision s in reguod thereto,
the Opevador chatt notity ot Noo-Opecators andd e spcceniend ar approval of o majority i intevest of tie Noge-

Operators shadl be controding an sl Svon-tporatos, .

N e ——
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I, DIRECT CHaRGES

Operatar shidt ceharge the Joint Account with the following items:

1.

2.

ope

Rentals mwd Royaltics
Veose rentalds and royaltics paid by Operator for the Joint Operations.,
Lalar
A, (1) Solavies and wazes of Operator’s employees direetly employed on the Joint Propedty in the conduct of
Joint Operations,
~(2) Salaries of first-level supervisors in the field if such eharvges are exceluded from oveshead vates in Option
A of Section 11,

(3) Salaries and wages ol tecnnical cinpior o tinpuiaily &
Property if such charges are excluded from overhead vates m ()plmn B of Section 111,

]

S tn a2 diveetle sandaved an the Joint
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B, Operator’s cost of holtday, vacation, siekness and disability benefits iand other customnry allavwances paid to
. the employees whose salaries and wages ore chargeable to the Joint Account undey Paynpraph 2A of this
Section 1T and Purapraph 1A of Section HI; exvept that in the case of those unuluw cs only o pro rala portion
of whose salaries and wapes are chargeable to the Joint Acceunt under Pararrapls 1A of Scetion 11, not move
than the same pro rata portion of the benefits and allowances l)(~|(|n provided for shall he charged (o the Jaint
Account. Cost under this Paragiaph 21 moy be charped on a “when and as pald bacis”™ or by “percentuge
- assessment” on the amount of salavies and wages chargeable to the Joint Account under aragraph 2A of this

Section 1T and Pajagraph 1A of Scction 1110 Jf percentige assessment is used, the rate shall be based on the
Operator’s cost experience.

C. Expenditures or contributions made pursuant {o assessmoents Daposed by governmental authiority which are
applicable to Opcerator’s lnbor cost of saluries and wages chargeuable to the Joint Account under Paragraphs
2A and 2B of this Section 1T and Paragraph 1A of Scetion 111

. Reasonable personal expenses of those c¢mployees whose salarics and wages are chargeable {o (he Joint Ac-
count under Paragraph 2A of this Section II and for which expenses the emplovees are reimbursed under
Operator's usual practice.

Employee Benefits

Operator’s current cost of established plans for employees’ proup life insurance, hospitalivation, pension, retire-

ment, stock purchase, thrift, bonus, and other benefit plans of a like noture, applicable to Operator’s labor cost

chargeable to the Joint Account under Paragraphs 2A and 213 of this Scection 1I and Parapraph YA of Scction 11T

shall be chargeable as indicated in the subparagraph selected b(’IOW‘

A. [ ] Operator's actual cost.

B. [¥] Operator's actual cost nol to exceed fifteen per cenl (15%).

Material

Material purchased or furnished by Openatox for use on the Joirnt Property as provided undor Section IV, So far

as il is reasonably practical and consistent with efficient and economical operation, only such Maferial 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 and Material necessary for the Joint Operations but subjeet to the following limita-

tions:

A, If Material is moved to the Joint Property from the Operator’s warehouse oy other properties, no charge shall
be ma‘le to the Joint Account for a distance greater than the distance from the nearest relinble supply storve,
recognized barge terminal, or railway receiving point where like maferial is normally avoilable, unless
agreed {o by Operator and Non-Gperators.

B. I surplus Material is tnoved to Operator's wiarchouse or other storage point, no charge shall be made {o the
Joint ‘Account for a distance preater than the distonce fo (he nearest relinble supply store, receghized bavge
ferminal; or railway receiving point unless agreed to by Operators and Non-Operators. No chavge shall be made
-{o the Joint Account for moving Material to other properties belonging to Operator, uniess agreed to by Operator
and Non-Operators,

C. In the application of Subparagraphs A and 13 abuve, hce 5
cosls of $100 or less.

Scrvices

A, The cost of contract services and wlilities procured from outside sources ather than services covered by Para-
graph 8 of this Scetion IT and Parvagraph {8 of Scclion I The coxt of professional consitllant services shall
not be charged 1o the Joint Account unjess apreed to by Operater and Non-Operators,

B. Usc and service of equipment and facilities furnished by Operator as provided in Paragraph 5 nf Scction 1V,

hall be ne equalivation of actual gross {rucking

Phaamages and Losses (o Joind Propevty

All costs or expentes necessaty for the vepaiv or replacement of Joint Property made necessary because of dimajies
or losses incurred by fire, flood, storm, thell, ascehlent, or other couse, except 1o the extent that the damape or loss
could have been aveided throunh the exercise of reasonable diligence an the part of Oporator. Operator shall
furnish Non-Operators written notice of damapes or Josses incurred as soon as practizable alter a report thercof
has been received by Opcerador,
Lepgal Bxpense

AN costs and expenses of hanedling, investipating, and settlingg litigation or cladims avisingr by reason of the Joind
IO or necessary to protocd @ orevaver the Jaing Property, including, bhat not limited Lo, atforney™s fees,
courlt costs, cozt ol investination or procaring evidenee and amounts paid in setement or soti- faction of iy sueh
Hitigation o clinne: provided, (0} no ehirpe shadl beomade for the seevices of Operator's Teeal oWaft or other reg-
tarly emploved poesonnel (rueh serviees being considered (o be Adminiateative Overhenrd ey Section 1),
unless avreed (o by Operator and Non-Operators, and (b)Y no charpe shall be made for the fevs and expenses of

oulside quorneys widesn thie ciphement of el attornevs is speeed o by Opecator and Ron-Operatars,

"Tases
Al Gaxes of every kind and natore oowessmd or levied vpon or in conneetion with the Yoint Properly, the operation
thereof, or the production thecefronn, and whieh Gexes lave been paid by the Operater for o henefit of the

Phartics,

!
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I Insurance
Net promituns paid for insiimee required to be carvied on the Joint Property for the pratection of the Parties,
In the event Jojnt Operadions are condected inoa state in which Operator may act as selloiearer for \\'m‘l'.nu'n':."
Compenzation ad qor Foployers Linbility under the pecpeetive state’s Lows, Operator mae, al its eleetion, inelude
the risk under its self-insurence prograt ond in that event, Operator shadt inchude @ chimpe therefor an the follow -
ing basis: '

11, Other Expenditures

P S S . P e o4 s L1 doeni [T O . e [T IT o P : K
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and which is incurred by the Operator for the necessary ind proper conduct of the Joint O;JUJImn«

I, INDIRECY CHARGES

Opcerator may charge the Joint Account for indirect costs cither by use of an allocation of dictrict expense items plus
the rate for administrative overhead, and plus the warchousing charges, all as provided for in Paramyaph 1 of this Sce-
tion 111 or by combining all three of ¢aid ilerns under the rates provided for in Puragraph 2 or 3 of this Scction I,
as indicated next helow:
OPERATOR SHALL CHARGE INDIRECT COSYS 10 THE JOINT ACCOUNT )Nl)il!t THE TERMS OF:
[ ] DYParagraph 1. (District Expense, Administralive Overhead and Warchousing)
[ X] Pwmagraph 2. (Combined Rates - Well Basis)
[ ] Paragraph 3. (Combincd Rates - Pereentage Basis)
The cost and expense of services from outside sources in conneetion with matters of taxation. traffic, accounting or
matlers before or involving governmental agencies shall be considered as included in the overhead vafes provided for I
in the above selected Paragraph of this Section 11T unless such cost and cxpense are agreed to by Operaler and Non-
Operators as a direet charge to the Joint Account.
TIE OVERITEAD RATES PROVIDED FOR IN ANY OF THE PARAGRAPHS SELLECTED .-\HO\'E
A, K7 shuil [ ] shall not include sajaries and personal expenses of first-level supervisors in the field.
.K ] shall [ ] shall not include salaries. wages and personal expenses of {echnical empioyees temporarily as-
signed to and directly employed on the Joint Property.
kot ssdiddotsdx st Moot earde (o sty Lt ODIRE IO 0T CHBI X 31 CHSC MR Mol 1R MO S 1 XOL I X K0 M X
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1. Districl Expense, Administrative Overhead and Warchousing
A. District Expense

Opcrator shall charge the Joint Account with a pro rata portion of the salaries, wages and expenses of

Operator's prediction superintendent and other (mploxces serving the Joint Property and other properties
and a pro

of the Operator in the same operating area, whose time is not allocated divectly (o the properties,
rata portion of the cost of maintaining and operating a production office known as Operator’s

office located at or near ... .venn.
(01 a comp'nal e office if location changed): and necessary sub-offices (if any),
ience of the above-deseribed office, and all necessary camps, including housing focilitiex for employees if ;
required, used in conneetion with ihe operations of the Joint Property and other properties in the same ;
operating arca. The expense of, less any revenue from, such facilitics may, at the option of Qperator, include
depreciation of investmient or a fair monihly rental in licu of depreciation. Such chavges shall Le apportioned
to all propertics served on some equitable basis consistent with Operalor’s accounting praclice.

mainl mt-rl fm' the conven- .

B. "Administrative Overhead
Opérator shall charge administrative overhead to the Joint Account at the following rates, which charge shall
be in liew of the“éast and exnense of all affices of the Operator not covered by Puragiraich LA of this Section
111, including sularies, wages and oxpenses of personnel assigned to such offices. Suceh charge shell be in addi-
tion {o the salarvics, wages and expenses of employees of Operater authorized (o be charged divect as provided
in Paragraphs 2 and 8 of Seetion 1. Such charge shall be made on the basis indicated below, either (1) well

basis or (2) pereentuge basis, at the rates shown thercunder,

(1) [ ] Well Basis |
SHATE PER WELL PER MONTIL |
DRILLING WELL RATS PRODUCING WELL RATE I
- t
{
1
!

(Uw Totnl Lep lh) (Usc Cuncni l'u,d uu) Dcplh) .

i Wclls Ovcu Tcn

Well Popth ’ “toeh Well

PLRODNTACE BASIS

......... ’ereent ( <) of the cost of development of lhv Joint Property exclusive of costs pro-
\'1(!( (I undv Paragraph 8 of Section 11 and ol sadvage eredits,
Cperatingg:
Pereent ( ) of the east of operating the Joint Droperty exeligve of costs provided
muh\ l\n.uu aphs T oand 8 af Seetion U, all calvase eradits, the valoe of injected saletmees purehared for
secotndiny recovery il all faxes amd aeses wents whicly e fevied, asnessed and pedcl vpan the minesst
intercat inand to the Jomt Propesty, 2
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2.

3.

4.

G,

“Application of Administeative Overhead or Combined lates - Perevolage Do

C. Operafor’s Warchouse Operating: and Maintenanee Fxpense
[ 71 Includedindistiict expenue
[X] Nocharge cither divecet or indireet
{ ] Percentage busis (deceribe fully)

Combined Bates- Well Basis

Operator shall charge the Joint Account far the scrvices covered by Parvagraph 1 of this Section TII on the basis
Pndicaion Lo

RATE PER \Whia, i i 2i0NTii

PRILEING WILL RATL FRODUCING WELL RATS

(Usc Toral (hrlh) /‘\l] "7("{ ] < _ (Qsc Eunrn! f‘wducmq U\Hla' o
Well Derth T Yachwen T omawkar T T UUMMMERNG ANERCON RIS
ALl depths 146000 205,00 e e

Combined Rates - Pereeni{age Basis
Operator shall charge the Joint Account for the
indicated below:

services covered by Paragraph 1 of this Section IIT on the basis

PERCENTAGE BASIS
A. Development:
evvreaneeee e . Pereent ( <2y of the cost of development of the Joint Property exclusive of costs pro-

wded under Paragraph 8 of Scction IT and all salvage credits.

B. Opcrating:
Percent ( %) of the cost of operating the Joint Property exclusive of costs provided
s 1 and 8§ of Scetion II, all salvage credits, the value of injected substanees purchased for
are Jevied, assessed and paid upon the mineral

undcr Pa; dgz aph
secondary recovery and all laxes and assessments which
interest in and to ihe Joint Property.

Application of Administrative Overhead or Combined Rates - Well Basis

The following limitations, instructions and charges shall apply in the application of the rates as provided under
cither Paragraph 1B (1) or Paragraph 2 of this Section I

A. Chargres for drilling wells shall begin on the date each well is spudded and terminate on the date the drilling or

complelion rig is released, whichever is Jater, excepl that no charge shall be made during the suspension of

drilling operations for fiftecen (13) or rmore consccutive days.

B. The status of wells shall be as follows:

(1) Producing gas wells, injection wells for recovery operations, water supply wells wtitized for waterflood-
ing operations and salt water disposal wells shall be coasidered the same as producing oil wells.

(2) Wells permanently shut down but on which plugging operations are deferred shall be dropped from the
well schedule at the time the shutdown is effected. Any well being plugged or praduced during any
portion of the month shall be considered as a producing well for the entire montiy

(3) Wells being plugged back, drilled deeper, converled to a sotrec or input well, or which ave undergoing
any iype of workover that requires the use of a drilling rig or workover rig capable of drilling shall
be considered the same as drilling wells.

(4) Temporarily shut-down wells, which are not produced or worked upon for a period of a full calendar
month, shall not be included in the well schedule, provided however, wells shul in by governmental
regulatory bedy shall be included in the well schedule only in the cvent the allowabje production is
transferrcd to some other well or wells on the Joint Property. In the event of a unit atfowable, shut-in
wells shall be counted in determining the charge hercunder for stch month if said wolls contribute allow-
able production thal is actually produced during such month from one or more unil wells as a resull of
allowable transfer, inctusion in the unit allowable or other circumstances, but (he (o6l chotin well count

shall be Hmited to the minimum number of shut-in wells necessary to provide the contribtited allowable

actually produced during the month. .

(5) Gas wells shall be included in the well schedule if directly conneeted to a permanent susies valled cven

though temporarily shut in due to overproduction or failure of purchaser to take the allowed proaduction.

(G) Wells completed in multiple horizons, shall be considered as a producing well for cach separalely pro-
ducing horizon, providing cach completion is considered a separate well by governmental or other state-
wide repalatory anthovity,

C. The well vates for producing wells shall be applicd to the individual leases: vrovided that, whencver leases
covered by this agreement are operafed as a unitized project, the well rates shall be applied to the total
number of producing wells, irrespective of individual leases.

D. The well rates shall be adjusted as of the first day of April cach year following the cffeetive diale of the
agreement {o which this Accounting Procedure is attached. The adjustment shall be compited by muitiplying
the rate currently in use by the pereentane increase or decrcase in the average weekly carnings of Crude
Petroleum and Gas Production Workers for the last enlendar yvear conpared to the peeceding calendar year

as shown by “The Index of Average Weekly Famings of Crude Petroleum and Gas Production Werkoers"

as pubHshed by the United States Depactment of Laboer, Bureat of Labor Statistics, oy the equivalent Canadinn

Index as publishied by the Dominion Burean of Statistivs, ax applicable The adiuvted  ratex shadl be the

cuarrentiv in e, plng or minus the computed adjustment.,

WO

rates
For the purpoze of determining charpes on o Percentigse Basis under Pavapreaph 113 (D) Seapetaph 3 of this
Section 1, Development shiadl mchinde adl costs in connecetion with deitling, vedeitling deepentoad av any vemedial
eperations on any or alb welly involving: the wae of deilling crew sl cquipnnent; also, pueliminmy expenditoies
necessary i preparation tee deilliong o expenditines ineneeed i ulnmlunim' wiien wetl i not comnleted as a
producer: and ortpeinid cast of consteucetion or dnstidlidion of Tived seeels, the expuusnm ol Hived aszets and oany
other project elearly dizecroble oz fised araet, exeeplt Major (nn:-hm!um as defined i Parigaeaph 6 of ths
Seetion NG A other vastn shall Be consideved as Opertings,
Major Countruetion Oveybend
Pag the corcteaction of campresor plants, widor stations, < ccomdi v aocavery svatome dreiltine and produetion
platforme, wolt swater depocal faeiltties, and othier sueh projects, os diectinpuished Trom the ore nsaad dedhing:

N



1.

2.

3.

Property.

and produeing operadion:, Operator in addition to the Administrative Overhead or Cambine Redes provided fnl in

Parapraph 1, 2 o 0 of (his Seclon I shall cither nepotiate o rate prior to beginningg of constraction or whall eliarge

the Joint z\uum towith an additional overhead charge as fallows:
A Potol cont Tean than €25,000, no charpe.
B, Total cost more than 85,000, Lutl less than $100,000, 0 . % of {olal cost.
C. Total cost of $100,000 or more, ... .....3 ... % of {he first $100,000 plus

of tolal cost, ’
Taotal cost shall mean the total gross ¢ost of any oneproject. For the purpose of this parigtraph the component parts
of a sinple project shall not Le treated separately and the cost of drilling wells shall be exeluded.

Lol Al over $100,000

Amendiment of Rates
The apcmhc rates provi dul for in this Scetion IUEF muay be amendaed from time fo time by mutuil seveement befwoen
G, PPl e saice wie duwad 10 be msutiicient or excessive,

lln- |

IV, BASIS OF CIHHARGES TO JOINT ACCCOUNY

Subject to the further provisions of this Section 1V, Operator will precure all Material and serviees for the Joint

At the Operator’s option, Non-Operators may supply Malerial or services for the Joi Property.

Piarchases

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

Material furnishced from Operafor’s Warchouse or Other Properlics

A. New Material (Condition “A™)

(1) Tubular goods, except line pipe, shall be priced on a maximum carload and/or harge Inad weight basis
regardless of quantity transferred and cqualized to the lowest prevailing price f.o.b. railway receiving
point or recognized barge terminal ncarest the Join{ Property where such Malerial is normally avail-
able effective at date of transfer.

(2) Line pipe sholl be priced @t the current replacement cost effective at date of tran<fer {rom a retiable
supply store nearest the Joint Property where such Material is normally available if the movement is
Iess than 30,000 pounds. If the movement is 30,000 pounds or more, it shall be priced on the same
basis as casing and iubing under Subparagraph (1) of this paragraph.

“ (3) When the Operator has cqualized actun] hauling costs as provided for in Paracraph 5 of Seclion 1],
Opcrator is permitted to include ten cents (10¢) per hundred-weight on all tubular goods furnished
from his stocks in lieu of loading and unloading costs sustained.

(4) Other Material shall be priced at the current replacement cost of the same kind of hlaterial, effective
al dale of movement and f.ob. the supply store or railway receiving point nearest the Joint Propertiy
where Material of the same kind is normelly available.

(5) The Joint Account shull not be credited with cash discountis applicable {o prices provided for in this
Paragraph 2 of Secction 1V,

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

(1) Material in sound and serviceable condition and suilable for rcuse without reconditioning, shall be
classified as Condition “I3" and priced at seventy-five per cent (75¢) of the current price of new
Material.

(2) Material which is not suitable for its original function until after recondilioning shall Le furnished to
the Join{ Account under onc of the two methods defined below:

(a) Classified as Condition “B” and priced at seventy-five peor cent (75¢¢) of the current price of new
Material. The cost of reconditioning shall be absorbed by the Operator of the tronsferring property.

(b} Classified as Condition “C” and priced at fifty per cent (506z) of current price of nrw Malerial.
The cost of reconditioning also shall he charged to the receiving property, provided Condition
“C" value, plus cost of reconditioning, does not exceed Condition “B" value.

(3) Obsolete Material or Material which eannof bhe closzified ag Condition “B” ot Candition “C" shall Lo
priced at a value commensurate with its use. Material no longer suitable for its orizinal purpose but
<usable for some other purpose, shall be priced on a basis comparable with that of m‘lm normally wsed

Lomvvs menals LA NS
F0USUCH Sy yutpun.

(4) Material involving ercction costs shull be charged at applicable pcx cenlage of the cunrent knocked-down
price of nevs Maleriol.

Premium Prices

Whenever Malerial s not- readily obtainable al prices specified in merrmp)u I and 2 ef this Seclion IV because
of national emergencies, strikes or other unusual causes over which the Operator has no confral, the Operator
may charge the doint Account for the vequired Material at the Operatar's actual cost ineurted in procuring such
Material, in making it suitable for use, and in moving it to the Joint Propecty, provided, that nntice in writing
is furnished to Non-Operators of the proposed charge prior to hilling Non-Opcerators tor sueh Lbateriad,  iach
Non-Operator shall have the vight, by so electing and notifying Operator within 10 days aflter veceiving nolice
from Operator, to furnish jn kind wll or part of his shave of such Material suitable for use and acceplable 1o
Operalor,

Warranty of Material Furnished by Opervator . . .
Operator doces not worrant the Material furnivhed, In case of defective Material, evedit ahal) nol be paseed
to the Joint Acconnt wntil adjustment bas boen received by Operator from the nmaufaciarer: ne them aglents,

5. Equipment and Pacilities Purnished by Operator

A, Operator shall charpe the Stoinl Aceount for wee of cquipment sond facilities at eale: onunmensurate with

cost of ovwnernhip and operation. Such rates shall inechede cost of mandenanee, vepaire, ather  operatuegs
fncuennee, es, depreciation, sned intersst ot invealment aot oo execed i per ocent (69]) per
exceed thone etrrently prevailing i the e Hote seeg weithin which
vl

expense,
annum, provided such rates shodt ot
the Joint Peotwerty s locateds In hiew of vates based on o eotbs of owner Lip and onepaion of cquipent,
than automotive, Operator way eleet 1o uae comiereinl rades prevailing in the arer of e Joint Property
Joss 2ty Tor antomaotive equapment, rates as publizhed by the Peteolemn Motor T port Avsacichon
may be used, Wates toe Laboradory servicen shall not exceed thee covrently presalives b perlimmed by

r
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oulside service laboraterics. Ruates for trucks, tractors and well service units may inchude wages and ex-
penses of operator,

B, Whenever reguested, Operator shall inforin Non-Operators in advance of the rales it propeses {o chargoe, ‘

C. Rales shall be revised and adjusled from tiine to time when found {o be cither excessive or insufficicnt,
V. DISPOSAL OF MATERIAL

The Operator may purchase, but shall be under no obligation to purchase, infevest of Men-Opoialers in surplus
Condilion “A” or “B” Aateviall The disposition of surplus Coplrollable Material, nol purchaced by Qperator, shall
be apreed to by Operator and Non-Opoerators, provided Operator shall dispose of normal secumulations of junk and
serap Material either by transfer or sale from Joint Property.
1, Miderial Purchased by the Oneratos ar Now-Oner i,
Material purchiined by cither the Operator er Non-Opcerators shall be eredited by the Operator to the Joint Account
for the month in which the dMaterial is removed by the purchaser.
2. Divition in Kind
Division of Materia) in kind, if made belween Operator and Non-Operators, shall bedn proportien (o the respocltive
interests in such Material. The Parties will thereupon be charged individually with the value of the Mulerial
received or receivable. Proper oredils shall be made by the Opm ator to the Joint Account.
Sales {o Qutsiders
Sales lo outfsiders of Malerial from the Joint Properly shall be credited by Operator to the Joinl Account at the
net amount collected by Oserator from vendee. Any claim by vendece related to such snle shall be caarged back
to the Joint Account if and when paid by Operator.

(]

VI. BASIS OF PRICING MATERIAL TRANSFERRED TFROM JOINT ACCOUNT

Material purchased by either Operator or Non-Operators or divided in kind, unless agrced {o by Operator and Non-
Operators shall be priced on ihe following basis:

I. Ncw Price Defined
New price  as used in this Section VI shall be the price specified for new Material in Section TV,

2. New dMaterial
New bMaterial (Condition “A’'), being new Material procured for the Joint Property bul never used, at onc
hundred per cent (1009 ) of current new price (plus sales tox if any).

3. Good Used Material
Good used Material (Condition “IB3”), being used Material in sound and serviceable condition, suitable for reuse
without reconditioning:
A. Al seventy-five per cent (75%5) of current new price if Malerial was charged to Joint Account as new, or
B. At sixty-five per cent (6362) of current new price if Materjial was originally charged to the Joint Account

as secondhand at seventy-five per cent (7592) of new price.

4. Other Used Material
Uscad bateriai (Condition *C™), at Aifty per cent (50%5) of current new price, being used hMaterial which:
A. Is not in sound and serviceable condition but suitable for reuse after reconditioning, or
B. Is serviccable for original function but not suitable for reconditlioning.

5. Bad-Ordey Material
Material (Condition “D™), no longer suitable for its original purpose wilhout c¢xcessive repair cost but usable for
some other purpose at a price comparable with that of items normally usced for such other purpoese.

G. Junk Maferial )
Junk Material {(Condition “E"), being obsolete and serap Material, al prevailing prices.

7. Temporarily Used Material
When the use of Material is temporary and its service to the Joint Proverty does not jnsiify the reduction in
price as provided for in Paragraph 3B of this Section VI, such Material shall be priced on o b.ms that will leave
a net charge to the Joint Account consistent with the value of the service rendered.

VII. INVENTORIES

The Operator shall maintain detailed records of Controllable Material,

1. Paiiodic Inventorics, Notice and Represenfation
At rcasonable intervals, inventories shall be taken by Opervator of the Joint Account Controllable Madervial.
Wryiltten nolice of intention to take inventory zhall be given by Operator at Jeast thirty (30) davs before any
inventory is to begin so that Non-Operators may be represented  when any nventory s taken, Failure of
Non-Operators (o be represented at an inventory shall bind Non-Operators 1o accept the mventory taken by
Operator.

2. Reconcilintion aind Adjustment of Inventories
Reconciliation of inventory with the Ioint Acenunt shadl be moade, and @0 list of overapes and clortages shatl he

furnizhed to the Non-Qperators, Inventory adjustments shall be made by Operater with fhes Jnint Account for
overpgos and shortaoes, bat Gperadar shall be hweld secotmntable 1o Non=-Operators only for shavtares due to ek
of reasenable dilipence,

30 Speviad bnveniories .
Spectad Inventorics may betaken whenever there is any sale or change of interest in the Joint Pooperty, 1 chall

be the duty of the porty sellime o notily alt other Parties s gquickly s posndble atter Dae teansfer of intereat
takes place, In sueh e, hoth the seller and the purchaser chall be poverncd by sach invendogy,

4. Expense of Conducting: Peviodie Inventories
The expruse of conducting pertodie inventories shadl not Lie chaiped o the Joint Acenunt vehas agteeed Lo by
Opevator and Non Operators,
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UNI'E OPERATIHNG AGREENEND
DEFMR CANYON UNLT
EDLY COUNTY , NEW MBEXICO

Insurance
(n) At all times while operations arce being conducted horcunder,
Operator shall maintain in forxce the following policies of insurance:

(1) Workmen's Compensation Tnsurance in accordance with
the laws of the jurisdiction in which work is performad.

(2) Employcrs Liability coverage with limits of $100,000
for all liabilizy arising out of onc accident.

(3) Coverages (1) and (2) above shall not include Non-
Operators as additional insureds but shall waive subrogation

against Non-Operaltors.

(4) General Comprchensive Liability coverage, except auto-
mobile coverage, with minimum limits of Bodily Injury $100,000
cach person and $300,000 cach occurrence, including contractual
liability and completed operations, but excluding blowout,
pollution liability and damage to underground resources.

(5) Automobile Liability coverage, including owned, hired,
and non-own2d vehicles, with minimum limits the same as para-
graph (4) above. ©No premium charges shall be billed Mon-Operators
in connection with Operator's fully-owned equipment--this premium
not to be charged directly to the Joint Account, but will instead
be covered by the flat rate charges assessed the Unit for use of
such equipment.

(6) Coverages (4) and (S) above shall include NMon~Operators
as Additional Insureds.

(B) Such policies shall contain a waiver of territorial restric-
tions so that the insurance coverage thereof will apply to the proposed
area of operations hereunder. The premiums fdr all insurance policies
under this Article shall be allocated among the various Operating Joint
Accounts of the parties hereto, and Operator, upon written request, shall
furnish Non-Operators with evidence that such insurance is in e¢ffect prior
to the .commencement of any operations hereunder. No insurance otnex than
that speci fird above shall he purchascd for any Operating Juinl Account

except by mutual consent of the partics.

(C) Operator will determine the insurance requirements for contractors
and subcontractors or third parties performing operations on or in connec-—
tion with the Leased Lands; however, the requirements will be roviewed
with Non-Opecrators at any time, upon request, for mutual determination
of any neccessary changes. When negotiating contracts hercundey, Operator
shall attempt to hold contractor solely responsible for damage to con-
tractor's cquipment and shall attempt to obiain a waiver of contractor's
right of reocovery against partics hereto in conncction with any such
Upon rogquest, Opeorator will advise Non-Opeyrators as o insurance

damage.,
requirenents in usce under this provision in ovdoer that Non-Oporators may
acquire any addiltional insurance for Mon-Oporators' account and protec-
tion notl purchased by Operator for an Operating Joint Account,




COMMISSIONER SANTA FE, NEW MEXICO

Roberts, Koch & Cartwright
205 Building of the Southwest
Midland, Texas 79701

§ Re:04C-Deer Canyon Unit
; Eddy County, New Mexico

ATTENTION: Mr, Charles E. Koch

Gentlemen:

et i

e have reviewed the re-submitted form of unit agreement as well
as the Exhibits, and find that they meei w'th the requirements of the
Conmissioner of Public Lands, therefore, the Commissioner approves the
proposed agreemznt for the Deer Canyon Unit as to form and content,

Upon submitting this unit for fimal approval the following are re-
quired by this office:

1. Two executed copies of Unit ‘Agreemznt-one must be an original
One copy of Operating Agrecment (executed) Y

Two sets of all Ratifications from Lessees of Record and Working
Interest Owners~one must be an original

#, Order of the 0il Conservation Commission .

5. Filing Fee in the amouai of One Hundred Sixty ($160.00) Dollars.,

2,
3

£y l'\.
? TELEPHONE
: 505-827-2748
- (:eruwusskxmarclfI%&Jk:lqéundk
ALEX 4. ARMIJO June 7, 1973 . 0. BOX 1148

In your final application we would like for you to state all tracts
qualified and verification that the Working Interest in the qualified tracts
have been contacted and requested to join, Also, state all tracts ccmmitted

aud not committed to the unit.

1f we may be of further service please advise.

Ver; txuly yours,
RAY D; GRAHAM, Divectox
0il and Gas Department

AJA/RDG/s
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g __day of >l L , 1973, by Barbara B. Talento,: :
individually and as Indspendent Exacutrix of the Estate of - -7 .
daceased. : B

Tony Talento,

.
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: bara B. Talento, Individually -
o and as Independent Executrix of . - . -
P ) “the Estate of Tony Talento, de- - - &°
i . ceasad S A i

STHYE OF CALIFORNIA - e Sl
COUNTY OF ORANGE ST : i
- The foregoing instrument was acknowladged before ma this. R
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ASSIGNMENT OF UNITED $7T2T”Zs OII AND GAS LEASZ

XNOW ALL MEN BY THEISE PRISINTS:

-
-
de

e

Tnhas MILDRED 5. 7 TR, har Llad "Assignor", in
cezasidaracion o $315.88 and other s considaration
52id by ROBZERTS, XCCH & CARATWRIGHT, a zarznarsils compesad of
235 D. Roberts, Charlas Z. Xoca ani Jack T. Cartwrighit, whose
aiiress is 205 Building of the Souihwast, Midland, Texas 79701,
-areinafter called "Assignee", racaict of wnich is her=by
zzknowledgad, does herebv grant, assign and convey ulto Assignss,
i+s successors and assigns forever, that certain Orl ana Gas
L2ase mada and ent red into on October 1, 19354 by and betwean the
United States of America, as lessor, bearing Serjal No. MM 0534937,
covering - — o
"Lots 1, 2, 3, 4, 5, 6, 7, 8 and 9, SW/4 N2/4 -
and SE/4 NW/4 Section 1, Township 20 South, o = -v c
‘Range 21 East, N.M.P.M., £d4dy County, New Aexlco, B
-containing 371.28 acres, more or less, ’ LT
together with all rights and privilegass thersunder
thareto, subiject, howmv,-, to the £ollewing except
vations: A .

I

Assignorx excepts and resarves an overriding royalty equalp?
to 5% of 8/8 of thz2 market value at the wells as vrcduced of all"™

the oil and gas which may be producad, saved and markered Ffrom ths

above described lands\undeL the terms of said oil and gas lease
or any extaasions oz:'l renawals thersof; orov1dnd howevar, tnag
on gas sold at the we:l the market valus shall be c01clu51vq;v
prasumed to be that which is realized from the sala. Said Over-—
riding rovalty_shall be the total overrxiding royalty for wihich
Assignee shall be obligated and it shall includes all overriding
rovalties or obligations payable out of oroduculon, if any,
neretofore created and payvable out of the “:¢ssee’s share of .
production of oil and gas from said land. If Assignor owns less

than all of said leasehold estate said overriding royalty shall beV;};f

proportionately reduced. Said overriding royalty shall be frae
and clear of all costs of development and operation but subject to
its proportionate part of applicable taxes and transportation. '
chargas, if any. Fuel oil and gas for operating and treating th
preinises may be deducted befora computing said OVerrlulug royalty.
Said overriding royalty shdll be subject to any cooperative or
unit plan of operation or development approved by the Secretary of
the Int=sior or any communitization or other agraement for the
purpose of forming a well spacing oxr proration unit unde* the.
ules or requlations of the New Mexico Oil Counsarvation Commission
said lszase may hereafter bs committed by

5

Y

31

o which s v SSLgﬁee, its
zuccessors and assigns, and in such evant, said overrxiding royalty
zn2ll b2 coxputed and pzid on the 3asis of the oll and gas allo-
cated o the abovw2 dascribad lands undar and pursuant to the tarms
%% such agreamant or plan of operatlion. 2Zxs23t as specifically
~ixe2in provided, the resarvation oI sald ovarriding royalty shall
~ot imply any lszasenhold presexvailon, drilling or development
ssligation on tha part of Assignes. No change in the ownershid of
szid ove:rxd;ng rovalty or any part th2reof shall ke binding upon
-n2 Aassignea, lis successors and assigns, until suen “ime az
~33ignes s3nall have been furnisnhed with either the original or
. e - - ) ~ < o b ey vy -
f’?fitzj;ff Foziagzptne reco~da§ instrument Xsafcmm"””“..“o”“j““
Briesncs sweh cnangs. cursctiva___/_4.9.8--1_1923_...___
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CONSENT AND RATIFICATION OF DEER CANYON UNIT AGREEMENT

The undersigned owner of overciding royalty or production
payment interest as shown in the Exhibits to the Deer Canyon
Unit Agreement hereby acknowledges receipt of said Unit Agree-
ment and consents and agrees that the interest of the under-
signed shall be subject to all the terms and provisions of
said agreement and in consideration of the benefits accruing
to the undersigned, does hereby ratify and confirm said Unit
Agreement in its entirety and agrees that the interest of the
undersigned within said Unit Area shall be computed and payed
in the manner provided for in said Unit Agreement.

This Consent and Ratification shall be binding upon the under-
signed upon receipt of the same by the Unit Operator and may
be filed for record independently and with copy of said Unit
Agreement in all appropriate offices.

BExecuted and Delivered this 1st day of June ’
1973.

_Aoug=s L. 120 TeBrie, Executor of
The Estate ¢f Lraost A Hanson, Deceased

P. 0. Box 1515, Reswell, New Mexico 88201

State of New Mexico :
County of___ Chdves :

The foregoing instrument was acknowledged before me this
iLet __ day of June , 1973 by Douglas L.

jLad“ McBride)'Execﬁtor of The Estate of Ernest A. Hanson, Degeased

ay B
%ﬂ":f A"i—blg_;——;_/é/:,%&tﬁ-j

Adtady public o

December 30 76 -
My commission expires . 19 .
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Tnat uz23EPE ANDERSON and iZZ sooganid S o 23 R
here;~aite: c=l.22 ”As'i;nor", ir c:ts,ie:z:ion o= 510.00 and
sEnar raluzdi c2sn :o:sidere:ic: szit b-¥4 2GCBERTS, KOCE &
CJRTT?:GET, & par::ers:ip compo52= pi 7335 - Ra0exris, cnarlas S-
woch 2TS Jacs - SarTwWTignTy Tmpsa 2832283 ig 203 3uilding ot

s Ssvthwest, Hidland, Taas 7970%, he:einaitar called "Assiqnee",
rec2ip® of wnzcot i nereny acknou;eiged, does haxzany gzant,

assigh .nd conveY unto nssignesy it . :~m28S0T3 and assigns : v/
foreidi, that ce_-ein cil and G2° 12258 made ana enterea into on
Juna > 1966 DY and petwesh the United scates of Aamericds a2
1es580T, bearing gerial MOo. 0559283, cover:ng 7 e

’ ‘Zl-E,f;j o
M.M.P.M. E34y county: New Mexico contcainlng e T
40 acres: more ©OF less, } e -

gw/4 of the gg/4 of geckion 14 r-20-S; R

- - -

together'with a1l rights and privileges Ehereunder‘o z
subiect, nowever: Lo wnd Zpllowing exceptionsAand ~2ger— -

e n overxiding royalty equal :
) o rket jue at wne wells as produced of all
che oil and gas which may be produced, saved and marketed from the =
the rerms ©of said oil and gas Lease or -
any eycensions ox renewals cnereofs provided,'however, that_on::f;;%
'ga% sold at the well the market value snall o= conclusively. ‘ *{f:’
resunad ro be that which 1is realized from the sale. gaid over— T
riding royalty shall be +he total overridinq royalty for wnich .
e oODL] ; it shall jnclude all overriéing
£ guctlon, if anvr
of the 1essee’sS snare AL
= Assignor owns 1eSS

chan all of said leasehold estate S id overr: ing royally shall

pe proportionately reduced. gaid overriding voyalty ehall e

free and leaxr ©O= all costs of‘development and operat on but subjeact
ro 1its p“ooortionate part of applicable taxes.and transgo:tation

charges. if any ruel oil and gas for operatng and_treating»ﬁne

premises may b€ &educted pefore conputing said overriding royalty- -:

said overriding royalty shall b2 subject ro any cooperative or -
ment aporoved'by the gecretaXry of

ny communitization or otner agx

the~1nterior or 2 : .
urpose of forming 3 well s acing O proration anit undex the - v
+ules ©OF requlations of the Ne® Mexico oil\Conservation commission -

e a 2d by assignee, its
i nd i such event, said overridind royalty
aid on the pasis of +ne oil and gas allo~
ined Lanos unéexw and pursuant ro the terxs
peratlon. gxccpt a8 specifically

gion O= said OVerrioing royaloy shall

obl_cation on the oazt OF assigned. No crarge =% she own2r3a:? of
said oqefridir roualiy © any D2IT rner2of shall ©@ ninding wROT
- n3 uncil sucn time a3

’
eitnz the original ©F a

» : e
ns oru.mem:s walco
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- - aveidine rovaltiss or otnhar Lnis2Iesis o< wWarak=
amcumbrances, OVErrlcing IOoyait-esS - 1l
ncumoran ) 2 T L.z ~amicongr Wi foraver
soaver nature not 2KCe2Ie=4E above, zn3 AS3-5n0Z ==
PRI, =3 LT L iasi~~za, izT3 succ2ssors and
tafapd the titls Thsreco unto AsS3ignE2, %7 2
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STATE OF /Z;Qo\1 o b | e

o~
’ /'L,'n(/w PR 2.

COUNTY OF -

MR

The foregOL ng instrument was acknowlodqed ba fore mea thls

/7¢~ day of ARSI Y , 1972, oy He ?eF Agaerson-x

b ver ~'...l 4 -
DAL
W
~ . .y
SRR
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by - PR 5”“"&1 jas Becorcs ot

oﬁn.,.m:m v-A——«\E'F'r-"’ Covnty Clae N
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Notary PYublic :
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. . :.4'5. . . .

. B EEEaN] : - : b ' .._ . IR '\-_.,' L
iv Cbmnlasl?_ e;o;res. T I s
,?mxﬁx& ifes 2oy 18, 19873 _ N
‘ §ﬁ'3 CPF =07 .-..-.-.\.u, Aan.&\{ °~ a-uV. g;m ’
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ASSTIGMMINT OF UNITED STLTIT3I CQIL AYD GAS TL,ZASE

2-unED MASCRS and wifs  amn I. JaleTs ‘ /
=allad "Assignoxt, In TS idarariaon of $§12.00 ard
“is casnh consideration =2 =v 2V3ZFTS, XCCH &

2 DarTnersni>? composzi C©I R2sSs Dl 20n2x%ts, Charlss Z.
ek ©. Carzwrigni, wnosa2 asirsss ig 203 Building o the
vi31zms, Tamas 73701, Navsinafiar called "Assignee”

of wnich is heresy acknowliadgad, doas neredy grank, assiyn
a ray unco Assignes, its sSuCCeSsSsSOIS and assigns forever, nné:
exrz 0il and Gas Leases made and antered into on December 1,
1966 bv and betwesen the Unitad Statces of Amexrica, as lessor,
wearing Serial No. MM 882, covering - S ane
SE/4 of the SW/4 of Section 22, fownship 20 South,
Range 21 East, N.M.P.M., Eddy County, New Mexico, : -’ .
_containing 40 acres, more OT less, . - . - Siieeides 3 X
together with all rights and privileges thereunder oOr ‘appurtenant
thereto, subject, however, to the folliowing excsptions and reser- K
vations: : R ST T T -

Assignor excepts and reserves an cverriding royaltyfequalL‘7:"
to 3% of 8/8ths of the market value at the welils as producad of
all the oil and gas which may be produced, saved and marketad -
from the above described lands under the terms of said oil and -
gas lease or any extensions or renaewals thereof; provided, however,
that on gas sold at the well the market value shall be conclu-
sivelv presumed to be fhat which is realized from the sala. said
overriding royalty shall b2 the total overriding royalty for which
Assignee shall be obligated and it shall includse all overriding
royalties or obligations payable out of production, if anw:
heratofore created and payable out of the lassae’s share "of
oroduction of oil and gas from said land. If Assignox owns less
than 211 of said lesasehold estate said overriding rovalty shall
ve free and clear of all costs of development and operation but
subject to its proportionats part of applicable taxes and trans-
portation charges, if any. Fuel oil and gas for oparating and
treating the prenises may be deducted before computing said over-
riding royalty. Said overriding royalty shall be subject to any-

cooperative or unit plan of operation or devalopment approved by the

Secretary of the Interior or any communitization or other agree-—
ment for the purpose of forming a well spacing or proration unit
under the ruleas or regulations of the Neiwr Mexico 0il Conservation
Cormission to which said lease may hereaiter be committed bv
Assignee, its successors and assigns, and in such event, said
overciding royalty shall be commuted and paid on the basis of the
0il and gas-allocated to the above described lands undar and
pursuant to +the tarms of such agreement or nlan of operation.
Excaect as specifically herein providad, the resexrvation of said
overriding royalty shall not imply any leaszaold presaexvation,

d~»illing or d=2velopment oblication on the parxt of Assignee. N
- 7 N : e 2 - MO
chang2 in thes ownersailp of said owarzriding rovalty or any pax
sneras? snall be binding upon tli2 assignes, its successors and
assicns, until such hime as Assignas shzll hava dsen Iurnished
witn a2ithar thz original or 2 ca==iZiad copy of the racorded:
jnmgz-oumant or insTyumanis wilceh z27idence such changea. T
NN IPARI AL
HENT AL0 R0 198/
‘._-"ia_...._....x ———————— - -
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L ol A Masars 3 OnR /j/ [2\1;:,‘. £ ”]ﬂr(u‘:i-
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1lta day of Xovembaer - , 1872,

AR

STATE OF  Florida | | Y

COUNTY OF _Alachua ’ ¢

: - The foregozng instrumant was acknowlecgac bekore re thls
=2 aay of 77A¢<A~.LVL/ —— 1972 by wa;a Maijors. ana,“;j
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CONSENT AND RATIFICATION OF DEER CANYON UNIT AGREEMENT

The undersigned owner of overriding royalty orxr production
payment interest as shown in tihie Exhibits to the veer Canyon -
unit Agreement hereby acknowledges receipt of said Unit Agree-
ment and consents and agrees that the interest of the under-
signed shall be subject to all the terms and provisions of
said agreement and in consideration of the benefits accruing
to the undersigned, does hereby ratify and confirm said Unit
Agreement in its entirety and agrees that the interest of the
undersigned within said Unit Area shall be computed and payed
in the manner provided for in said Unit Agreement.

This Consent and Ratification shall be binding upon the under-
signed upon receipt of the same by the Unit Operator and may
be filed for record independently and with copy of said Unit
Agreement in all appropriate offices.

Executed and Delivered this ,4¢;¢K?Z§5% day of‘§§%2&74¢_ R

1973.
WZWCMQQD
LORERS Vo bRl N
éff?‘»’hg;:ggégZZL'/é?.&i)<;¢442794¢\\__
. LS
AQ 10U Lokl
State ofkﬂ—»f;/{g,{ H
County of &, fomue T

The fgregoing instrument was acknowledged before me this

i
( day of \/yn e , 1973 by
/6 Alave siastdd /@w QML .
L. MAURICE PROVOSTY / |
Embossed hereon is iny Cl!‘iﬁ‘.“f ?c:r;sh, ‘/ . ) ‘—QE/&\
D&‘Y‘“Eo;n:ius‘si;r;‘i;.;s::uud for lile, Notary Plﬂ‘l] ‘iC D

My commigsion axpires & __ st ., 19 .
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CONSENT AND RATIFICATION OF DEER CANYON UNIT AGREEMENT

The undersigned owner of overriding royalty or production
payment interest as shown in tihe Exhibics to the Deer Canyon
Unit Agreement hexreby acknowledges receipt of said Unit Agree-
ment and consents and agrees that the interest of the under-
signed shall be subject to all the terms and provisions of
said agreement and in consideration of the benefits accruing
to the undersigned, does hereby ratify and confirm said Unit
Agreement in its entirety and agrees that the interest of the
undersigned within said Unit Area shall be computed and payed
in the manner provided for in said Unit Agreement.

This Consent and Ratification shall be binding upon the under-~
signed upon receipt of the same by the Unit Operator and may
be filed for record independently and with copy of said Unit
Agreement in all appropriate offices. .

Executed and Delivered this _26th day of July . .

1973.
244 o/
Q8 M L
G A 0f

State of California
Connty of Los Angeles

. o

The foregoing instrument was acknowledged before me this
26th day of July , 1973 by Genny E.

Holdsworth .

Z/ @. %Jéfdkzumxéi,
Nqéary Public

My commission expires __Aug. 2 , 19 75,
LB IMIUAY

i Pree . OFFICIAL SEAL E

! TR GENNY E, IOLDSWORTH‘

g (Lo gy NOTARY PUGLIC-CALIFORNIA E

X 5’ 3 PRINGIPAL OFFIZT 1N t

5 LOS ANGELES COUNTY g

?

My Commussmn Explies August 2, 1976

< fr e RN RTEE.




CONSENT AMD RATIFICATION OF DEER CANYON UNIT AGREOMENT

The undarsignad ownar of overriding royalty or production
payment interest as shown in trs Duhibite to the Losr Cauyon
Unit Agreement hereby acknowladges receint of said Unit Agree-
ment aund consents and agrees that the interest of the under-
signed shall be subject to all the terms and provisions of
said agreement and in consideration of the bhenefits accruing
to the undersigned, do=s hereby ratifyv and confirm said Unit
Agreement in its entirety and agrees that the interest of the
undersigned within said Unit Area shall bz computed and payed
in the manner provided for in said Unit Agreement.

This Consent and Ratification shall be binding upon the under-
signed upon receipt of the same by the Unit Operator and may
be filed for record independently and with copy of said Unit
Agreement in all appropriate offices.

Executed and Dslivered this P day of ik .
1973.

State of AR :
County of '~ : :

Tha foregoing instrument was acknowledged befcre me this
e day of v » 1973 by

e e T ::tl,‘['p (X AP FESCE NN § ST SR .

M Y
)%b 46% 1 g

Notﬁzy Public

My commission expires o , 190

QZM/ "’y/n . td 2 o L4
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CONSENT AND RATIFICATION OF DEER CANYON UNIT AGREEMENT

The undersigned owner of overriding royalty or production
payment interest as siown in the Exhibits to the Deer Canyon
Unit Agreement hereby acknowledges receipt of said Unit Agree-
ment and consents and agrees that the interest of the under-
signed shall be subject to all the terms and provisions of
said agreement and in consideration of the benefits accruing
to the undersigned, does hereby ratify and confirm said Unit
Agreement in its entirety and agrses that the interest of the
undersigned within said Unit Area shall be computed and payed
in the manner provided for in said Unit Agreement.

This Consent and Ratification shall be binding upon the under-
signed upon receipt of the same by the Unit Operator and may
be filed for record independently and with copy of said Unit
Agreement in all appropriate offices.

; S
Executed and Delivered this (;?>L’/’

e r o e B e ANt BN P 1 TR Wy ML T MY TRANY Y I e e

‘1—““-!-“———

1973.
}
]
£
§
4
7
"
i
i , p
{ State ofo :
4
% County of :2254422 /&
v
! The foregeing instrument was acknowlcedged before wme thils
! . : .
5/5/’( day of Wl/ , 1973 by @_

TCQ’S\I cuu& Gbmﬂﬂ \HLOQ\I .
)z

Sé‘ Eﬁ ‘ 4544 4(,/'1*544/;3&/'
Notary ngaic

——

A

My commission expires £ > 5 , 19 7C.

v Id
\,jl’ﬁt)/ # 4y F e




CONSENT AND RATIFICATION OF DEER CANYON UNIT AGREEMENT

The undersigned owner of overriding royalty or production
payment interest as shown in the Exhibits to the Deer Canyon
Unit Agreement hereby acknowledges receipt of said Unit Agree-
ment and consents and agrees that the interest of the under-
signed shall be subject to all the terms and provisions of
said agreement and in consideration of the benefits accruing
to the undersigned, does hereby ratify and confirm said Unit
Agreement in its entirety and agrees that the interest of the
undersigned within said Unit Area shall be computed and payed
in the manner provided for in said Unit Agreement.

§‘ This Consent and Ratification shall be binding upon the under-
| signed upon receipt of the same by the Unit Operator and may
be filed for record independently and with copy of said Unit
Agreement in all appropriate offices.

Executed and Delivered this 15th day of _June . s
1973.

);\G@_Ak Q E-LLWCJ—‘LM

5 b, s+ s e 3m o

R T R S U SN ——

State of Colorado
County of__Denyer

LTI 13

w3 i ¢ ot YL

; The foregoing instrument was acknowledged before me this
15th day of June . 1973 by

Raymond T. Duncan and Joan R, Duncan

o s s s Y S ok

(A b g biome NM o2 Bm o
Notary Public '

My commission expires _ December 7 , 1974 |

(\_,//”‘/-’rw// T2 d’? (’/.5
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205 Building of 1he Seuthwat

MIDLAND, TEXAS 79701
AL Vi3 = 033 — €231

RCSS D. ROBERTS - ENGINEER
CHARLES E. KOCH - LANDMAN
JACK . CARTWRIGHT - GEOLOGIST May 28, 1973

: Re: Deer Canyon Unit Agreement
f T-20-5, R-21-E
Eddy County, New Mexico

Deer Canyon Unit Area
i Ladizs, Gentlemen:

On behalf of Roberts, Koch & Cartwright of Midland, Texas,

I am enclosing to each of you owning a royalty interest ox
production vavment, one copy of ths Unit Agrzement and ten

copies of Consent and Ratification forms to the Unit Agree-

ment.

s e . e A T A e,

As can ba notad from Saction 9 of the Agreement, Roverts,
Koch and Cartwright propose to drill, or cause to be drillegq, .
a well to a depth sufficient to peneirate the upper Missisg-
ippian formation (Barnett Shale) at a depth of around 8700
feet. This test will be located in the vicinity of the
corrmon corner of sections 10, 11, 14 and 15.

Exhibit A" is a plat of the area, and Exhibit "B* is a
schadula of the lands and leases within the area. Your in-
terest will appear on Exhibit “B*. The form of Unit Agree-

: ment is prescribed by Federal Regulations and cannot be chang-
! ed. = Tnhnousands of acres have been unitized under this form in
f all the Rocky Mountain-Public Domain States, and as a general
oo rule the royalty owners find no objection.

Thz U. S. Geological Survey also requires that all owners 6f
any interest in the Unit Area e contacted and their joinder

in the Unit requested.

For the information of those of you not familiar with Units
of this nature, (Federal Exploratory) I might add that a great
majority of all the deeper wildcats in Southsast New Mexico

I ' : To: All Royaltiy Owners
l - >
' '




)

are drilled on units of one form or another, and there ara

several of these Exploratory units now producing in South- -
ecast New Mexico. Due to increasad drilling costs and deeper
depths penetratad, units of this exploratory type are becoming
more and mors necessary and it is doubitful if the Initial Test
Well mentionad above can be drilled without unitization.
equest your. joinder in the:Unit:. .

As 2 result,.we-hasrsby req

Agreement and hereby request that you execute all ten coniss
of the Consent and Ratification form before a Notary Publics;
keeping the Unit Agreement and one copy -of the Consent for
your file and returning nine executed Consents in the envelope
provided. :
Botll husband and wife must =zign even though Exhibit "B* shows
the name of only one party. If you ars not married, pleasa
state your marital status in the acknowledgment, i.e., a single
person, a widow, or widower, etc. Thank you, and we will
aporeciate your execution and return of thes Consents as soon

as possibla. The well is scheduled to be drilling prior'td
October 31, 1973. If you have any questions, please feel free

to ¢call collect.

Yours very truly,

ROBERTS, KOCH & CARTWRIGHT

Charles E. Xoc¢n ' _ R
CELK:we

Enclosures



=V bwhding o the Southwest
MIDLAND, TENAS 79701

AIC 915 - 6353 ~ g234
2255 O I2FERTS - ENGCINEER
CrimILI3 B, KOCH - LANDMAN

JAZK COCARTWRIGHT - GEOLOGIST J
vun= 21, 1973
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Cwnars

D2er Canvan Tnmis d-oas
von Unit MAros

U

Re: Dser Canyon Unit
Consent & Ratificatr
Eddy County, New Mexico

~ Mz 3 s »
\\\\\::T\) }Og May 28, 1973 we mailed you a letter in regard to the
. above together with ten coples of Consan =“é Ratific A;l
sa2nt a: a on
Form to be signed before a Notary Publlc and nine cooies
“Y LTS

re;u;wed to us. To date we have not heard from

recaived the executed Consents. If you &id no; izz ?0:
these instruments rlease advise;.otherwisa Qe w:11elY9a
to receive them in +the very near future. ’ —“’eﬂpVCt

i it ekt e

Yours very truly,
ROBERTS, KOCH & CARTHRIGHT X
7 -
£, CZ/ P
Jieeith S & oA
! Charles Z. Xoch -
CEK:we
vract %13 ~ Marurice W. Grundy 3% ORR o S A
| N
RECEIPT FOR CERTIFIED MAIL—30¢ (pnlus postage)
SENF TO 98376\:‘:#;( :
[

: . Mr. M. V. Crundy
i S!RF.:‘ AND, 'a . -

2 National Bank of

& esnGommerce-Bidg 6/21/73
o New Orleans, La 70112
¥e) T e siAniES )

RETU.‘L‘( :
N H31k11
oJ Siavies !
3 ' s . {
D ; 4 IAY 1 yacra fam raagiran) el : f
i PS Faem aaag NO INSURANDE COYVIZASE FAOVIDED—  (Ses other id °
Asr 1971 AST FSA INTSASATIONAL MAL . cz0019m o . 100 //

-

PLEASE FURMISH SERVICE(S) INDICATZD BY CHECKED 8LOCK(S)
(Additionel charges required for these services)
e Shows townom, data and addrass Oeliver QNLY
w_irtiner3 daliverad 10 addraszes
. RECEPT )
Racaived the numbered arlicle deseribed brlow

STGRATURE R TAMECF ROORESSEE (Mus aluays bafilked )
M. = Orundy’ s

. NEREE N PR ‘

-

T p——

S191572R€D NO.

CZ.‘!?:F!!D N,
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7/ o /; / K /vf ,.’"'J' - 7 © A

- s v !

SNETRTSD J SHOM JERE SELEALD ("nlyifuru.w-i,cndmc!dzzl? Cdz) 5
. . - .

BRI ) {

\

{




SHDLAND, TEXAS

79701

A/C Y15 - 683 - 6231

RCSS D. ROBERTS - ENGINEER
CHARLES 2, AOCH - LANDMAN

JACK C, CARTWRIGHT - GEOLOGIST August 2, 1973
To: ALl Rovcalny Cwnars
Dzer Canyvon Ar=a
— 2z T2 Oanyor Unid Agresmant

On May 28, 1973 we mailed you a letter in regard to the

Consent & Ratification Form
Eddy County, New Mexico

above with ten copizs of Cdénsent and Ratification Form

to b2 signed before Notary vublic and nine copies returned.

To date we have not recsived these executed Consents and

it is very important that they bs rat

urned at the earliest

possible date so that all our vaper work be completad and

tha well egun. We did send a
June 21, 1973 and

Yours very truly,

ROBERTS,

/: s /
C i ilinn & e

Charles Z. Xoch

i

o

CEX:wc
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MIDLAND, TEXAS To73)

Ra: Dezar Canvon Unit Agr=ament
T-20-5, R~21-E
Bdidy County, Naw Mexlco
To: All Royalty Owanars
Dasxr Canyvon Unik Area

ILadiss, Gentlemen:
On n2half of Roverts, Koch & Carcwriyni oi Hidldliznd, Tawvas
am enclosing to eacih of you owning a royalty intersst o
Agreemant and ten
izs of Consent and Ratification forms to the Unit Agrse-

o

As can b2 notzad from Section 9 of the Agreament, Robarts,
Koch and Cartwrignht propose to drill, ox cause to bea drilleqd, .
a well to a depth sufficient to penetrate the upper Missisg~
ippian formation (Barnett Shale) at a dopth of around 8700
fezt. This test will be located in the vicinity of the
common corner of sections 10, 11, 14 and 15.

BExnhibit "A" is a plat of the area, and Exhibit "B* is a
schadule of the lands and leases within the area. Your in-
terest will apoear on Exhibit “B*¥. The form of Unit Agree-
ment is prescribed by Federal Regulations and cannot be chang-
ed.  Thousands of acres have been unitizad under this form in
all the Rocky Mouancain-Public Domain Statgss, and as a general
rule the royalty cwners f£ind no objection.

The U. S. Geological Survey also raquixes that all owners of
any intarest in the Unit Area be contacted and their. joinder
in the Unit raquested.

For the information of those of vou not Familiar with Units
of this natura, (Fedaral Emmloratorv) I might add that a great
majority of all the dQeeger wildeahz in Jonthesasc Naw Mexico
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JACK ., CARTVIRIG
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MIODLAMD, TEXAS 39701 -
791
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To: ALY Rovaliy Gwn=rs
Doar O2anyan Unit Araa
D22y L2an/Ch Le e AT S Sa
Re:

gexr Canveon Unit
Co“aanu & Ratific
Eddy County, New I

On May 28, 1973 we mailed you a le*tar in reﬂard to th=~ I
above together with ten copies of Conssnt and Ratificatien -

Form to be signed before a ilokarx

returned to

recaivad the
these instruments please
to recsive tham in the very naear

CEK:we

S

cary Public and nins
us. To date we have not

executed Consents.

copies 7
heard £rom you nor .
If you did nct recaiva
advisa2; otherwisa

we will expact .
future. EER : A

Yours vary tru=

ROBZIRTS, KOCH & CARTHRIGAT

’/’4;J/¢,/cf;j;aa<;¢(__ R
Charles E. Koch’

Tract %14 -~ Ban'S. Brooks ' 5% ORR -

SINT T2

RECEIPT FOR CERTIFIED MAIL—30s (plus postage) '

EE
-——Mr. Ben_S._ Braoks ’ 4
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P. 0. Box 1971
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. M. Ben'S. Brooks

L.Q:A:dmore..pklahomé -73401

. Dear Mr. Brooks:

Enclosures

&

August 21, 1973

915 stanley

Re: 04C - Deor Canyon Unit
- EBddy County, Bewlaexigo et
Consent and pati

a2
+LiCavion ©

In accordance with our
enclose a <copy of our 1

with Unit agreement and
that letter,

telephone conversas
etter to all Rovyalt
Tan copies of Cons

lon today T am - R
Y Cwners together;
ent as stateg in

‘as weg are Preparing to
begin drilling of a wel

-

Yours very truly, -

ROBERTS, KOCH & CamTwRzemr - - |

Charles x. Koch
CEXzwe RECE!PT FOR CERTIFIED MAIL—30¢ (plus postags)

SENT TQ . pgé?‘,?s(
Mr. Ben S. Broo.<s
STRETT and N

3 M
915 Stanlev St.
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SENDER: Be sure to follow insiructions on other side

PLEASE FURNISH SERVICE(S) INDICATED BY CHECKED BLOCK(S)
{Additienal

charges reguirad far tiess agrviess)

Deliver ONLY
Showmwimdahazdaddza- 1o adtrosed

whars dolvered

RECElPT

. Received the nvmbered articls described below A~

REGISTERED M0,

CERTIFIED N
225339

BISURED NO.

N 4“//

TATE SN > Sﬂmmm”&u—wll

ﬂﬁﬁﬁi/{/ﬁ

U.S. POSTAL SERVICE

OFFICIAL BUSINESS

\:'31\/{//\
QHG?: =
\8 £30 o

SENDER INSTRUCTIONS
Print in the space bslow your name, address, including 2
® [t spacial services are desired. check block(s) on of
° Momm oummed ends and attach to back of artich

cD
Q:A_ﬁ‘,

#s form 3811 wov. 1970 ess1612m

'(/Hv
Roberts, Koch & Cartwrlght
205 Bldg. of Southwest
Midland, Texas 79701
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August 1, 1973

Aztec 0il & Gas Company
2000 First National Bank Building

Dallas, Texas 75202

Gentlemen:

This letter shall constitute conditional acceptance to your
farmout agreement of April 2, 1973 to Roberts, Koch & Cartwright
pertaining to State Lease L—-522 covering Lots 1 through 8, S/2 N/2
and S/2 Section 2, Township 20 South, Range 21 East, Eddy County,

New Mexico.

Our acceptance of your farmout agreement is subject to and
conditioned upon the following changes:

1. The initial test well will be at a location in the
NW/4 Section 14, Township 20 South, Range 21 East, Eddy County,

New Mexico.

2. The second sentence of Paragraph 1 shall be amended to

"It is further Aztec's understanding that by executing the
Unit Agreement and Unit Operating Agreement, Aztec will
thenceforth be entitled to interests as specified therein
subject to farmout agreements from Cities Service 0il
Company, Petroleum, Inc. and Union 0Oil Company of Cali-
fornia which Roberts shall make a good faith effort to
satisfy."

3. Paragraph 2 on Page 2 is amended to state as follows:

"First Test Well: Within thirty (30) days after the
effective date of the proposed Unit Agreement (not later
than October 15, 1973), Roberts agrees to commence actual
drilling of the first test well on unitized land at a
location of Roberts' choice in the NW/4 of said Section 14,
Township 20 South, Range 21 East."” :
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4 ‘-{L&ra*gx_ﬁ:xyh 4—s—amerrded—to—read—as—fotiows -~
"Rights Earned: Roberts shall be entitledﬂgozéizg/,///’/’

interest as particularly set forth in Sectj .1 and

5.2 of the Unit Operating Agreement the Deer Canyon )

Unit with rights of Aztec as g orth therein. Addi- ﬁﬁi\

tionally, in the event t irst test well is a dry hole C v

and the second tes €l1l is not drilled under the terms

of the unit rating agreement, Aztec will assign to

of Aztec's interest in all of the unitized
ct tc said unit operating agreement, down to

~

. . N Ed
6. &ﬂaemﬁeh—as—%he—eWﬁefshfp—aﬁé—ffgh%s—%e—be—eafﬁeéﬁma}tﬁ\
£ . : f—Ehe-Unit—Operating—
~Ag¥reement, Secctions 6 C, D, E and F of the farmout agreement

shall be deemed deleted,

7. Roberts shall have the right to assign all or any portion éﬁ&

of its interest acquired from Aztec to Natural Gas Pipe Line
Company of America and Hilliard 0il & Gas, Inc.

8. Roberts shall not be liable in damages for failure to
drill the initial test well or second test well, the sole penalty
+~ therefor being the loss of right to earn acreage of Aztec as
set forth in the Unit Operating Agreement.

pursuant to the Unit Opcraring—-fAgree , the provisions of the
p£a@m9gt:5§E55E3EElsha;;»ne~;enge;«app;yw

10. The first sentence of Paragraph 2 of Exhibit A shall

be amended to state: "To adequately test to Aztec's good faith

satisfaction the objective formation to determine whether it is

O 2

capable of producing o0il or gas in paying quantities."” :

11, Notwithstanding the provisions of said Unit Agreement or Unit COperating
Agreement Aztec shall have avallable to it as to cach and every well drilled in
the Unit Area the option set oub In numbered paragrapn 5 of said Farmout Agreement,
In the event a second test well is drilled pursuant to Section 5.6 of the Unit
Operating Agreement It chall as to Aztec's interest be deemed a well drilled under
nubered paregravh 5 of sald Farmout Agreement. Vherever a warling intercst
percentoge is set out in said Farmoub Agreement with regard to Aztec's interest
such percentege shall be deemed to be the applicable percentages in Exhibit “A"

to said Unlt Operating Agreenment.
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If the foregoing changes are acceptable to you, please so
indicate by your signature hereinbelow, whereupon said changes
shall be an amendment of the original farmout agreement referred
to above, and said farmout agreement shall be deemed to cover
all of Lots 1 through 8, S/2 N/2 and S/2 Section 2, Township 20
South, Range 21 East, Eddy County, New Mexico.

Very truly yours,

ROBERTS, KOCH & CARTWRIGHT

2 7 o
E =

By CAH 32 Em

Accepted:

AZTEC OIL & GAS COMPANY

By el A Guouen i

¥108 Prestfans

*TTEST:

3y: O, 7.

ASSISTANT SECRLTARY
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STATI OF TEXAS )
COUNTY OF DALLAS )

BEFORE M3, the undersigned authority, on this day personally appeared
KENNETH A, SWANSON, knowvn to me to be the Vice Presidént of AZTEC OIL & GAS
COMPANY, who acknowledged to me that he executed the foregoing instrument for
the purposes and consideration therein expressed on behalf of such company
and in the capacity therein expressed.

Given under my hand and seal of office this the /[3 .z day of September,

1973.

Notary Pubdic in and 'for
Dallas County, Texas

My commission expires:

6-1-75
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STATE OF TEYAS

COUNTY OF DALLAS
BEFORE ME, the undersigned authority, on this day personally appeared

Charles E. Koch, partner on behalf of ROBERTS, KOCH AND CARTWRIGHT, &

partnership, known to me to be the person vhose name is subscribed to the
foregoing instrument and acknowledged to me that he executed the same for
the purposes and consideration therein expressed.

Given under my hand and seal of office this the 13th day of

Septenber , 1973,

My Ccuvmission Expires:

6-1-75
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TARMOUT AGREINCIT

THIS ACESZIMIRIT, made aml entered intc this 2nd doy of April, 1973, by and
betweern ALTEC OIL & GAS COMPANY, 2000 First Hational Bank Building, Dallas,
Texas 75202, (hereinafter referred to as "Aztec"), and Roberts, Koch and
Cartwrignt, 205 Building of the Sovubtliwest, Hddiand, Towas 70701, (hereinafter

1y

referred to as "Roberts"),

WITNESSETH:.

WHEREAS, Roberts has proposed the formation of a Federal Unit known as
the Deer Canyon Unit of Zddy County, New Mexico and has submitted a Unit Agree-
ment to cover the development of said unit, vhich agreement will be submitted
to the U.8.G.8. for approval; and

WHEREAS, Roberts has proposed to drill a Morrow Sand test to a depth of
approximately Bight Thousand Seven Hundred Feet {8,700') and at a location
in the SW/l of Section 11 or the WW/h of Section 1L, Township 20 South, Range
21 East, Eddy County, New Mexico; and

WHEREAS, Aztec owns an oil and gaé lease covering the followingvdescribed
land located in Eddy County, New Mexico, to-wit:

Township 20 South, Range 21 BEast
Section 2: Lots 1 through B and sfvAN[L , Sf+
containing 729.20 acres, more or less.

(State of New Mexico Lease L-6522)
(Aztec Lease Number NM-897); and

WHEREAS, Roberts has proposed that Aztec subscribe to the Unit Agreement
above set forth which agreement shall include all of Sections 1 through k,
9 through 16, and 21 through 24, 211 in Township 20 South, Range 21 East and
covering 10,620.45 surface acres, herein defined as Junitized land”; ‘and |

WHEREAS, Roberts has agreed to drill the test well provided for.in the
Unit Agreement and Aztec has agreed that Roberts may acquire a certain portion
of Aztec‘g interest in the unitized land by the 4rilling of said well in
accordance with the terms and provisions hereinaf%er set forth.

NOW, THEREFORE, for and in CQnsidggation_of,j;}g- -_mutgaj.-j.- -covenants--and

Lo herein contained, it is agreed by and between the parties as

R
i
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1. UIIT AGREEMINT: Poberts agrees to submit the final Unit Agreement

to Aztee for execution and in this commection, it is undersiosd that “xhibit
"A" end "3" will proverly reflect the acreage subjech to this Unit Agree-
nent and will be attached thereto. It is further Aztecus understanding that
by executing the Unit Agreement, Aztec will thenceforth owm a 7.3952% working
interest in the unitized Land, which interest is‘sﬁbject to the farmout
vrovizions of this agreement. Although the term "unitized land" is defimed in
the Unit Agreement, 1t contains no depth limitation, nevertheless it is under-
stood that this farmout agreement does not apply to depths below 100' below
the total depth drilled in the first test well.

2. FIRST TEST WELL: On or before sixty (60) days from the date the

U.S.G.S. approves the proposed Unit Agreement (but not after July 1, 1973),
Roberts agrees to commence the actual drilling of the first test well on
unitized land at a location of Roberts' choice in the SW/l of Section 11 or
the NW/b of Section 1k, Township 20 South, Range 21 East.

3. OBLIGATION DEPTH: The first fest well shall be drilled to test the
Morrow Sand or to a total depth of Eight Thousand Seveﬁ Hundred Feet {8,700'),

whichever occurs first.

i, RIGHTS EARNED: 1In the event the first test well drilled hereunder

is completed as a producing well, at any depth, in paying quantities and upon
request within thirty (30) days from cOmpletion,.Aztec agrees to assign to

Roberts the following interest in unitized land as defined and set forth in

the Unit Agreement}

A. A1l of Aztec's T.3952% working interest in the proration unit surrourding
said well with Azbec reserving a 5% overriding royalty (reduced to Aztec's ﬁorking
interest) and limiting righis herein tO'iOO' below total depth drilled in said
first test well. v

(1) At such time as the income which Roberts receives from the sale
of produgtion from said well equals Roberts' cost of drilling, completiﬁg,
equipping, and operating said well (after deducting one-eighth (1/8) royalty
and production taxes) then Aztee's reserved overriding ioyalty shall converk

to a 3.6976% working interest.

B. An undivided ore-half (1/2) of Autsvc's 7-3992% working interest in

unitized land, execluding the proration unit described in A. above and limited

D
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to 100' below the total depth drilled in the first test well.
C. In the event the first test well is completed as a éry hole, Aztec
will assign to Roberts one-halr (1/2) of Azlee's 7.3952)5 working intcresi in

the entire unitized land to a depth of 1CO' below the total depth drilled.

S, SUBSEQUENT WELLS: Wells which may be drilled on unitized land

subsequent to the first test well shall be drilled in accordance with the
termg of 2 Unit Operabting Agreement, the terms of which have not been agreed
upon at this time, but which, among other things, will contain a non-consent
. provision to the effect that Aztec shall have the option to convert its 3.6976%
i working interest to its pro rata share of a 5% overriding royalty as to the
proration unit surrounding each well so drilled. This non-consent option
shall be a continuing option on a well-to-well basis.
A, After payout (as defined in Paragraph Ut sbove), as to any well drilled
herein, Aztec elects to retain an overriding royalty, such reserved éverriding

royalty shall convert to 3,6976% working interest in and to the well and pro-

e
edra

ration unit.

AP

A e
-

6. MISCELLANEQUS PROVISIONS:

A. .The first test well drilled hereunder shall be drilled, logged, tested,

and completed either as a producer or dry hole subject- to the following:

» (1) In the manmer of a prudent operator.

o PN L

(2) Subject to the provisions of Exhibit "A" attached hereto.
B, Any assignment to Roberts shall be without warranty of title either
expressed or implied. .
- C. Aztec's working interest in the unitized land shall not be subject to
any lease burdens in excess of a one~eighth (1/8) royalty. ‘
D. The 5% overriding royalty which Aztec may reserve hereunder st . ¢
54 (reducible to Aztec's working interest) of the market ve'ue at the well of

¥l oil, gas and other hydrocarbons produced, san.u and marketed from or attri-

butable to the wells burdened by Aztec's overriding royalty.

E. During the payout period on each well where Azbtec reserves an overriding

royalty, Roberts agrees to furnish Aztec with quarterly payout status reports.

(1) At payout of each well, Roberts agrees to exccule such ingtruments

as may ve required to effect a conversion to a working interesct, the effective

date of which shall be the first day of the month following the month in which
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rayout ocsrs, Roberts agrees to place no additional burdens on the well
or provatiza wnit in addition to the cne-aighth (178) royalty.
T Failure to drill the first tast well as seb forth hersin shall result

sutject to Roderts' liahility

G. 3Zzsharts agrees to hold Aztec harmless frez any loss, cost, claim or
liability o avery kinrd arising out of Roverts' oreration and Roberts agrees
to keep the utnitized lend free of any liens and encurbrances.

H. Roberts agrees not to assign any‘rights herein without Aztec's prior
consent. ' |

I. Any conflict between this agreement and the Unit Agresment anﬁ/or
Unit Operating Agreement shall be resolved in favor of this agreement. |

7. RENTALS: 1In the event Aztec has to pay a rental on the farmout acreage
prior to the time that Roberts may esrn any right hereunder, Roberts agreés to -
reimburse Aztec for 100% of the rental amount so paid. Aztec sﬁall not be -
liable for error in such payment or nontpayment due to mistake or oversight.

It is agreed that'fhis agreement éhall be binding upon the parties hereto,
their representatives, successors and assigns.

IN WITNESS WHEREOF, the varties ljlereto have executed this agreemen; ;s of

the day and year first hereinabove written.

ATTEST: AZTEC OIL & GAS COMPANY

Quilman B.f Davis

Secretary
President

ROBERTS, KOCH AND CARTIWRIGHT

il £

* T
<i§§xi&5[%¢«4>y««\lfv:xf224y~1<¢»\L ﬁﬁfi__l
T

1
|
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PROVISIONS APPLICABLE TO TEST WELLS

The party drilling any test well provided for in the agrecement to
which this schedule 1s attached agrees and binds himself/itself to ob~-
serve and comply with the provisions hercof as follows; fajilure to comply
with these provisions shall release Aztec from fts obligations and cove-
nants contained in the agreement to which this Exhibit is attached and
made a part:

1. To conduct all operations in accordance with approved end
~11

.accepted practices prevailing in the ficld or area wheve the woll {e

drilled.

2. To adequately test to Aztec's satisfaction the objective for-
mation to determine whether it is capable of producing oil or gas in
paying quantities, #Huch tests shall also be made with respect to all
other formatjons in which a show of oil or gas is encountered.

3. To accord Aztec the freedom of the derrick floor and full and
free access to the well and the records thercof at any and all times,

4, To give Aztec reasonable notice and sufficient time to have a
representative present before any testing, coring or logging of a pros-

peetive oil or gas zone or the plugging of the well, Such notiece bhall
be given to:

Mr, Ken Weod, Mr. Lester Duke,

Aztec 01l & Gas Co., Aztec 0il & Gas Co.,

2000 First National Bank Bldg., P.0. Box 837,

Dallas, Texas 75202 Hoobs, New Mexico 88240

Office: Thi-1272 Res. 254-809C Off: EX 3-584L+ Home: 397-1409

5. 7o advise Aztec, in writing, before commencing operations, the
nane and address of the geologist or englneer servicing the well.

6. 7To furnish Aztec, without cost to Aztec, the following reports,
data and information: .

DURING THE DRILLING OF THE TEST WELL

(1) Daily drilling report showing the nature of all work done
and depth and formations penetrated, alv malled, toelephone or
telegraphed to Aztec at the above address daily beginning with
the date actual work is commeunced at the location and continuing
until drilling, logging end testing 1s completed, or, if & dry
hole, the well has been plugged and abandoned,

(2) One copy of the daily report provided by a hydrocarbon mud
logging unit air mailed daily to Aztec, if such a unit is on the
well. )

(3) One copy of the drilling time record,

(4) Formation water samples shall be saved, 1f recovered, from

any drillstem tests which may be taken. Aztec shall be furnished

uncontaminated samples thercof unless such samples are submitted

to a laboratory for analysis, in which case, onec copy of the results
- of such analysis shall be provided Aztec.

(5) Formation samples taken at intervals of 10' from surface casing
to total depth or at less than 10' intervals as requested by Aztec.
Such samples are tn be paved at the well for Aztec.

UPON COMPLETGON OF THE TEST WELL

(6) A complete certified driller's log and/or State Completion
Report (well record and formatfon record).

(7) The following electrical surveys shall be run 4n the well::

(a) PFrom the bottom of the surface casing to total depth:
1ES log

(b) Covering the objective zone or formation, any other zone or
formation in which a show of oil or gas is encountered or
fndicated and any additional interval which may be requested
by Aztece or its representative at the well:

Guammn, Ray Sonic or Density log
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Two copies of the field print of each log run in the well shall be
delivered d4s goon as avallable to Aztec's representative at the well.
Should such representative not be present when the log is run, the field
print conies shall be afr mailed, without delay, to., one copy each to

Mr. Ken Wood, Mr. Lester Duke,

Aztec 0il & Gas Co. Aztec 0il & Gas Co.,
2000 First National Bank Bldg., P.0. Box 837,

Dallas, Texas 75202 Hobbs, New Mexico 88240

Two copies of the final print of each log rum in the well shall be
mailed promptly to Aztec.

(8) Certified copy or photoprint of all well reports required by
any governmental office or body.

(9) Two certified copies of the plat of a licensed surveyor showing
location of the well and its elevation.

(10) Copy of survey to determine the deviation of the hole from the
vertical, if one is made, or if requested by Aztec.

(11) Two copies of any core analysis and two copies of any core
report which may be made.

{12) One copy of the sample log or descriptions pertaining to the
-intervals covered by the geologist examining drilling samples.

{13) Two copies of any bottom-hole pressures taken.
(14) One copy of any directional survey (Eastman, etc.) if run.
(15) Two coples of drillstem tests, if taken.

(16) Two copies of the completion final report prepared by the hydro-
carbon mud logging unit, if such a unit is employed.

(17) Two copies of gas, oil ratio tests, if taken.

(18) Two copies of reservoir fiuid or gas aunalysis, i
analyzed.

(195 Two copies of open-flow potential and shut-in tests, if gas
well.

(20) 1If a completion is attempted, daily reports covering all
work performed, production gaugeg, pressure information and all
other well data shall be mailad to Aztec at no greater intervals
than once a week from the commencement of the completion attempt
until two months following such completion, as determined by the
date of filing of the completion report required by the appropriate
st8te regulatory agency. ’
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STATE OF TEXAS )
COUNTY OF DALLAS )

BEFORE M, the undersigned authority, on this dey personally appeared
QUILMAN B. DAVIS, known to me to be the President of AZTEC OIL & GAS COMPARNY ,
who acinowledged to me thab he executed the fsregoing instrument for tae
purposes and consideration therein expressed on tehelf of such company and
in the capac:Lt ; therein etpressed |

Given under my hand and seal of office this the _j/#L day of ‘g'w ('é

1973.

Notary Public in and for Da.l_.as
County, Texas Lo

My Commission Expires: _ - S AT
6-1-T3 - - AR

STATE OF TEXAS

)
)
COUNTY OF Midland ) -
BEFOFE ME, the undersigned suthoriiy, om this day perscually appeared
Charles E. Koch , partner on behalf of ROB&:.RTS KOCH AN CARTWRIGHT,

a partnership, known to me to be the person whose name is subscribed to the
foregomg instrument and acknowledged to me that he executed the same for the

urpose< a.ud L,onsmeratlon therein expressed.

Given '..nder zzry hand and seal of office this the 6th day of August

. ..\ ._-' . » .
\’ Q "—“D
AN “~) LA AN A0 Ol

- Notary Public in and for
Midland, County, Mevndtexdirz Texas

My Commission Expires:

b-\-T<=
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Citi»: Sazvice 9Ll Company
P. O. Box 3703
Mulsn, Oklahorm 7102

Re: 724C - Te2ec Canyon init

243y County, Mew Maxico

Gantl
Referance is mads to farmout contract of Junz2 8, 1973 from
Cities Service 0il Company to Roberts, Koch & Cartwrignt and
amendatory letter of August 1, 1973 pertaininy to said farmout

In addition to the awmendment providad for in said amendatory
lettaer of August 1, 1973, it is our uwnderstanding that vous
have raised the gueskion as to a possible conflict in the

Deer Canyon Operating Agreament batwezn Arxticle 3, specifically
Section 3.3 and 3.5, relating to voting procadura, and Article
5.9 ralating o tha drillinyg of wells by less than all partios.,

be assured that it is our understanding and consiruction
reement that Article 5.6 will, in any evant, govern

sntrel the relationsnivs of tne parties as specifiesd there-
1d be the controlling provisiorn in the event of non-
ar

Al
ations.
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In : thereforae, a decision by a majority under the voting
procedure would not prcevent a part from prevailing unlex the
nrovisions of Article 5.6.

ARG L KOCH & CARTWRIGHT
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August 1, 1973

Cities Service 0il Company
P. O. Box 300
Tulsa, Oklahoma 74102

Gentlemen:

PReference ic made to Farmout Contract of June 8, 1973 from
Cities Service 0il Company to Roberts, Koch and Cartwright. It
is the purpose of this letter to conditionally accept such
farmout contract, subject to modirications as follows:

1. Paragraph l(a) is amended to state as follows:

"l. (a) Operator agrees to commence the actual
drilling of a well (hereinafter referred to as 'first
) well') for oil or gas within thirty (30) days from the
z ' effective date of the Deer Canyon Unit Agrecement at a
location on Section 14, Township 20 sSouth, Range 2L
East, Eddy County, New lMexico, and thereafter diligently
i and continuously prosecute the drilling of the first
well in a proper and workmanlike manner to a depth suf-
ficient to penetrate the Upper Mississippian (Barnett
Shale) Formation (provided, however, Operator shall not
in any event be required to drill said well to a depth
in excess of 8700 feet) or to such lesser depths with
o production‘in rayving gquantitics (as defined in the Deex
T Canyon Unit Agreement) and completes said well within
ninety (90) days from date of commencement. Substitute
well may be drilled in lieu of the initial well as pro-
vided in Section 5.1 of the Unit Operating Agreement
for the beer Canyon Unit."

2. ‘Paragraph 1(b) shall be amended to contain the follow-
ing parenthetical expression at the conclusion thereof:

"{(Provided, however, Unit Operator shall not in any event
be reguired to drill said well to a depth in excess of
8700 feet.)"
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3. Pavagrazn 1L{<] shall 2 amended to state as follows:

the neriormance of :he covarnants and conditions
§ farmout contract and upon compliance with Section
2 operating agreerent, Roberts, Koch & Cart-
n and be entitled to the interest as set
t on 5.1 of the unit operating agreement."

4, Paragraph 2{c) shall be amended to provide as

"All formations, sections, zones or other reservoirs
in which the presence of oil or gas i3 indicated shall be
thoroughly tested to the good faith satisfaction of Cities
and its representative by a reasonable amount of coring,
drill stem tests or tnrough casing tests, together with any
other approved testing methods and Operator shall make a
diligent effort to complete the said well as a commercial
producer of oil and/or gas."

5. Paragraph 2{d) shall have the following sentence added

thereto:

"Provided, however, that Jhen the well is being drilled
with air or gas, the requirements of this Section 2(d)
shall not apply."

6. Paragrapn 2 (m) is amended to add the fcllowing

sentence:

"Operator shall have the right to furnish equivalent logs
to those set forth above."

7. Paragraph 2(p) shall be amended to state:

"All correlations and determinations of the requirements
provided for in this Paragraph 2 shall be made to the
good faith satisfaction of Cities' representative.”

8. Paragraph 2(s) 1is amended to statie:

"In the event said well is completed as anon-productive

of 0il or gos, or as one not capable of producing oil or
gas in vaying qguantities, Opsrator shall plug and abandon
1

the sane.
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9. Paragrash 6 is hereby amended to state:

"In the event the Operator fails to commence or continue
{(and the cessation of drilling or other operations in
connection with such well for thirty (30) days shall be
deemed failure to continue drilling) or comvlete the
initial well in accordance with the provisions hereof,
this contract shall, at Cities' option, terminate, where-
upon Cities shall be subject to the terms of the Deer
Canyon Unit Gperating Agreement, the same as 1f it had
not farmed out acreage to Roberts, Koch & Cartwrignht
herein.

10.  Paragraph 7 of said agreement is amended to state:

"The said leases and the said lands are situated within

the Unit Area for the Deer Canyon Unit and will be subject
to the Deer Canyon Unit Agreement and, notwithstanding
anything contained herein to the contrary, it is under-
stood and agreed if Operator is unable for any reason to
secure the required approvals and agrecments from parties
necessary to consummate the Deer Canyon Unit Agreement and
Unit Operating Agrecmenit, this Agreement shall become null
and void without further obligation or liability on the
part of either party hereto to the otliexr. For the purpose
of determining reimbursement to Operator for costs of all
wells drilled parsuant to this Agreement as provided in Ex-
hibit "B", :zi:2” Accounting Procedure attached to the Deer
Canyon Unit Operating Agreement as Exhibit "B" shall control.
The interest of Cities shall be subject to the terms and
provisions of the Deer Canyon Unit Operating Agreement which
shall be effective upon the signature of the same by Cities.
Once the assignments pursuant to this agreement are executed
and delivered, the terms and provisions of the Deer Canyon
Unit Operating Agreement shall thereafter apply, rather

than this farmout agreement."

11. Operator shall have the right to assign all or any
part of its interest hereunder to Natural Gas Pipe Line Company
of America and Hilliard Oil & Gas, Inc. and shall notify Cities
of such assignment. Said parties shall assume their proportionate
part of the burdens and obligations of this agreement.
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% 13. Cities' rignts under the Unii Agreement and Unit Oper-
! ating Agreement as Lo acreage owned by Aztec 0Oil & Gas Company,
Petroleum, Inc. and Union Oil Company of Califorria shall be
subject to farmout agreements from said parties which Roberts,
Koch & Cartwright shall make a good faith effort to satisfy.

l14. Exhibit "B" to the farmout contract shall be amended as
follows:

(1) Paragraph 1 is amended to state as follows:

' "1l. There is excepted and reserved from the leases
i and lands assigned herein all rights granted by said
! leases below the depth to which this Assignment is made,
; together with the right to drill wells for and produce
! and market any and all wminerels appearing in said lands
} below said depth and an overriding rovalty of 28.47535%
i of one-sixteenth of eight-eighths (1/16 of 8/8) of all
i oil, casinghead gas, ¢gas, condensate and/or distillate -
: and other minerals produced from the lands assigned
: hereir under said leases, with the right to convert
5 ' the overriding rovalty to 14.23768% of working interest
. Lo as specified in the Deer Canyon Unit Operating Agreement.”

(b) Paragraph 2 of said Assignment of Operating Rights
: shall be deemed deleted for the reason that the sane is ex-
™ pressly provided for in Section 5.1 of the Deer Canyon
’ Unit Agreement.

(¢} Paragraph 7 shall be deemed deleted inasmuch as the

farmout contract will no longer be operative once the ;

assignment is to be exccuted and delivered. L :
[ios =2ty . N

(d) There shall be added to said assignment a statement

as follows:
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"This Assignment of Operating Rights is subject to the

3
terms and provisions of the Unit Operating Agreement for
the Deer Canvon unit dated day of ., 1973."




! ' be deleted.
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. Exhibit "C" to the farmout contract shall be amended
- . P B Ry .

(a)- Pavragraph 5 relating to the farmout contract shall
be deemed deleted for the reasons set forth above.

(b) Paragraph 7 relating to call on oil and gas shall
be deleted. '

{(c) There shall be a paragraph added to said assignment
which states:

"This assignment is subject to all of the terms
and provisions of the Unit Operating Agreement for
the Deer Canyon Unit dated the 1st day of September;
1973."

]
AP ANS R aT BE  P AN PONL T AP WP

' -5~
' g ] (e) Paragraph 16 relating to call on oil and gas shall

The foregoing changes are changes necessary to conform to
the Deer Canyon Unit Operating Agreement, and we will be happy
to discuss them with you. 1If you agree to the foregoing, please
so indicate by your signature below, whereupon the farmout con-
tract of June 8, 1973 shall be deemed amended accordingly.

Agreed:

l ! Very truly yours,

CITIES SERVICE

Attorney-#n-Fact




FARMOUT CONTRACT

THIS FARMOUT CONTRACT mada and enterad into this 3th day of Jume, 1973,
vy and between CITIES SERVICE OIL COMPANY, & dalawars corpotation, whose addresa
is P. O, Box 300, Tuisa, Okianoma 74i0Z, hereinaftar caiied "Ciiiss," aud
ROREWTR, XACH AXD CARTIMICAT, a sartnavship coupesed of TMasa D, Reberts, Charlas 2.
Xoch and Jack Caxtwright, whoae address is 205 Building of the Southweat, Midland,
Texas 79701, herxeinafter callaed "Operator”;

WITHRSSETH:

WHEREAS, Cities is the owner of the oil sud gas leasas (herainafter re~
ferred to as "saild leases') covering and embracing the lands (hereinafter referred
to as "said lands") described in Exhibit "A," which is attached hareto and made a
part hereof; and

o WHEREAS, the Operator desires to acquire an assignment or conveyance of
said lcases covaering tha said iands on the conditions hereinafier set fosik,

HOW, THEREPORE, in consideration of ths sum of One Dollar ($1.00) in
hand paid by Cities to tha said Uperator and of the mutual covenants herein eon-
tained, the ps.ities herstq agree as follows:

1. (a) Operator agrees to commence the actual drilling of a well C(here-
inafter referred to as "first well”) for oil or gae withim thirty (30) days from
the effactive date of the Dear Canyon Unit Agreement at & iocation oa Sectiou 10,
Township 20 South, Range 21 East, Eddy County, New Maxico, and thereafter diligently
and countinuously prosecute the drilling of the first wall in a propar aund workman-
like marmer to a depth sufficient to penatrate the Uppar Mississippian (Barnett
Shale) Yormation or to such lesser depth with production in paying quantitias (as
defined in the Daey Canyon Unit Agreement) and complata said first well within nine-
ty (90) days from date of commencemant, .

(b) In the event the first well is compilated @5 a dry hLols of as a
well not capable of producing oil and/or gss in paying quantities (as definad in
the Dear Canyom Unit Agreement), Operator is granted the opticn to commence a wall
(hereinafter referred to as "second well') within aeighty (80) days from completion
of the first well at a location of Operator's choice on lands within the Unit Araa
for the said Dear Canyou Unit and thersafter diligently and comtinucusly praosecats
the drilling of the second well in a proper and workmanliks manner to a dapth suf-
ficient to penatrate ths Uppexr Missiserippian (Bawmett Shals) Formation or to such
lesser depth with production in paying quantities (as defined in tha Dssxr Canyom
Unit Agreement) snd complete said second vell within ninety {50) dcyi fica date of

coamencement,

(c) By the performance of tha covenants and conditions hereof and
upon completion of either the first or second well as a well capable of producing
0il and/ox zas in paying quantities (as defined in the Dear Canyon Unit Agreement),
Operator shall acquire all of Cities’ interast in the drilling wit for said pro-
ducing well covering rights down to and including, but not delow, the depth of ome
hundred feet {100') below the greatest depth drillad in said producing well, sub-
jeet to an overriding royalty of 28,47213% of one-sixteenth (1/16) of all produc~
tion with the option to convert the overriding royalty to a net 14.236065% work~
ing intarsst. Oparazor shall also acquire an mdivided one-half (1/2) (a ast
14,236065%) of Cities' intereat in that portion of tha Dear Canyon Unit Area not
allocated to the sald producing well togethar with an vndivided one-half (1/2) (a
net 14.23606531) of Citiss' right, title and interest in and to the said laasas in-~
sofar as they cover the satd lands covering rights to one hundred feet (100') below
the greatest depth drilled in said producing well; pravided, hovever, in the sveat
any portion of said lands ars includad in the drilling unit for such produecing well,
Opexator ahall acquire all of Cities' intarast in the said laases insofar as aame
cover the said lands ineluded within tha drilling unit covering rights to one hun-
dred feet (100') bdelow the greatast depth drilled in said producing well subjsct to
am overriding royalty of 28,47213% of an undivided ona-sixtesnth (1/16) of all pro-
duction with the option to convert the ovarriding royalty to a net 14,236063Z2 work-
ing interest. All tha rights acquirxed pursuant herato shall be subject to the

further provisions of this agrsewment,
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2. The said well or wells (hereinafter referrad to in the singular 1if
zors than one well is drilled hereunder) shall be drilled according to the follow-
ing covenants and underatanding:

I (a) All overations shall ha eonducted at the sole expense of Oper-
atoxr in 3 proper and workmunlike manner and in accordance with ail applicabie laws
and regulations of tha constituted authorities, and Operator shall defand, indem-
nify and hold Cities and its officers, directors, agents, employees and invitees
harmless from all lisbility for damage (including attorney's fees) to the parson
({neluding death) and/or property of all persons arising from the performance or
non~-performance of Operator's operations conducted hereunder,

(b) Prior to the commencement of the said wall, Operator shall co-
ordinate tha drilling, coring, testing and logging program for said well with Cities’
Region Office,

£2) A1l formatione aastiona, wonas oy othar raesarvoirs in which tha

presence of oil or gas 1s indicated shall be thorcughly testad to the satisfaction

of Cities and its representative by a ressonabia smount of coring, drill stem tests

or through casing tests, together with any other approved testing methods and Opera-

tor shall make a diligent attempt to complete the said well as a commercial producer

of oil and/or gas. 1f in the opinicn of Citics' representative the presence of ofl

or gas or izdication thereof justifies running pipe, all necessary casing or pipe K

shall be used to insure a propar test, Operator shall treat the formations In whieh . .
oil or gas or indications thereof are present in a manner to improve reservolr com— : ...
3 ditions, including adequate acidizing snd/or fracturing when in the judgment of a . o~
ressonable and prudent Operator such treatment on said well would prove bemeficilal.' -

(3) Operator agrees to maintain adequats mud to assure good sampla
raturns, dxrill stem testing and elsctydc logging operations, and Operator shall
taks ten (10) foot cutting ssuples from surface casing to total depth and daily
delivar samples of such cuttings, at Operator’s expense, to:

Midland Sample Cut md Library
707 South Connell Street
Midland, Texas 79701

(e) If raquested by Citiaes, Oparator shall fumish Cities samples of
all cores rseovered. :

‘ (£) XNo oil base or oil emulsion mud shall be used in the drilling of
this well, without prioxr written cousent from Cities,

f» (g) Operator agrees to forward sach day, to Citias' representative,

a copy of Operatoxr's previeus day's drilling report showing the formation or forms-

i tions penetrated including the corrsct depths thereof and daily mudlogger reports

‘ 1f a mudlogging wit is used on the seid well, Operator also agrees to telephone
aach day at Operator's owa expense, prior to 9:30 o'clock a.m., Cities' representa-
tive informing of the formatlons penetrated and the correct depths tharaof, the tops

called and intsrvals testad,

(h) Ovperator agreass to install a gas detector from the Wolfcamp Forma-
tion,

(1) Operator shall kaep drilling time at ten (10) foot intervals from
the base of surface casing te tntal dapth,

(1) Overator shall permit Citias, at ita slaction, to lover 2 geo-
phone, dipmeter, or similar instrument into said well for the purpose of making any
tsat desired; provided that Cities shall reimburse Operator for any cost incurred as

a result of Citias pexforming any such test,

(k) Operator shall notify Citias' representative in sufficleut time
(at least rwenty-four (24) hours in advande) to allov sald represantative to wit-
ness ths running of all logs, &1l coxing and taesting 'pt formations, tha drilling
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of said well into known or expectad producing horizons and before drillina thxough
any unexpected showing of oil or gas,

(1) Cicies’ representative shall have access to the derrick ficor at
all times snd shall have access to and be furnished with all information cm drilling

prograss .

(n) Opsrator agrees to run s Sonie - Gammea Ray: Dual Induction Latero-
log and Microlaterolog and promptly furnish Citiss' representative three (3) field -
prints and three (3) finished printa thersof. Operator alse agraes to premptly fur- .,
nish Cities' representative three (3) field prints and three (3) finished prints of
all othar logs which have been num,

(n) A1l notices and other information required under the provisions
of this Paragraph 2. to ba furnishaed t‘itin’ ranrasentative shall be furnished 2os

OFFICE RESIDENCE
NAME OF REPRESENTATIVE MONDAY THRU FRIDAY WEEKENDS & EOLIDAYS

Mr, Bd King (813) 684-1731 {915) 682-3148%
Citfes Service 011 Company

800 Vaugim Building

dland, Texas 7970}

who is designated as Citiaes’® rspresentative, Cities reserves the xight to replace

said rapresentative and shall furnish Operator with the name, addrass and telephone
nuxhexs of any such new rsprusentativae, All samples, notigss and other information
required to be furnished Cities to its Region office ahall be furnished to said of~
fice at the following addresa:

800 Vaughn Building
Midland, Texas 79701

Attn: My, Ed King

(o) Op-raeor agrees to give Citias’' representative an immediate, de-
tailed and authentic report of the results of all drill steam tests or othar tests
mnade during the drilling of said well,

{p) All correlations aud determinations of the requirements provided ?
for in this Paragraph 2. shall de made to the satisfaction of Cities' rcp:n:cntativt.

(g3) Opesrator shall promptly furnish Cities' representative three (3)
coples of any forms filed with tha Stats Ragulatory Commission or Agency.

() On completion of the well, Overaror shall furnish Citiea a com-
plate drillsr's log cexrtifiad by Operator as baing correct.

(s) In the event said well is completed as non-productive of oil or
gas, oY as oma not capabla of producing oil or gas in paying quantities, Operator
shall plug and sbaadon the same, but not until Cities, if it so elacts, has had a
reagonable opportunity of examining the formations and meoasuring the depth of the
wall, using so far as negessayy the tools and workmen of Operator, and sauch aban-
doument shall not be quemenced without Citias' axpressed consent and approval.

3. Upon completion of the first or second well as a producer of oil and/

or gas in paying quantitiss as herein provided and upon racaipt of request from
Opexater, Cities agrees to assign to Cperator without wavranty of title aither ex-
press or implied and in the form and language afther as set forth in RBxhibit "B,"
which 1s attached hersto and made a parxt hareof, or Exhidbit "C," which is attachad
hareto and made a part harsof, coveriag intorcst- aarnad by Operator as provided

in Paragraph 1, (c¢)., Pailurs of Overator to so vequant sasignment from Cities ~.
within thirty (30) days after cowpletion of a well shall automaticzlly tarminate Nk

Oparator's right to recaive such assignmeant., Upomt dalivery to said Operator of
my assignment or conveysuca as herein contemplatad, tha Operator agrees to secure
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the approval of said assignment or conveyance, 1if necessary, and to fila same for
rocording within ten (10) days after such delivery in the proper County Office
and furnish Cities with the racording data thereof,

4. After the commencemant of the first well, Cities shall continue to
pay all delay xentals becoming due under the lesses insviax cg ziwe covsr tha asra-
age as set forth in Exhibit "A" hersto and shall furnish Operator with statements
for sueh paymeat, OpsTatey; upon ragaipt of said statsment, shall reimburse Citias
for ssid psyment or payments to the extent of .[ifty percent (50Z) thereof. In tha
avent Cities fails to maks proper payment of any delay remtal through mistake or
overaight whers such reatal is required to continue a lease {n force, therse shall
be no 1liability of any kind, money or otherwise, against Cities for failure to pay

such rental,

It will e assumed that the parties hereto coneur in the continuatiem
of the lesses covered hareby by the paymant of such rentals as sre required unleas
either of the parties aoiillss tha other prior to the tenth day of the month pre-
ceding tha month in vhich the rental date falls of its recommendation to terminaia
a given lease and not participste in such rental payment, In the avent tha party
notifiad desires to pay the entire rental and acquiras an assignment of the czncel-
ling party's interest, the cancelling party will furnish to the party desiring to
continue tha lesse an assigument of itz intarsst within thirty (30) days aftor the
cancelling party vecaives requsst for such assignment.

8hould both partiss concur in the terminsation of a lease coversd here~
by by non-payment of rental, Cities will prepars, in dus course of dbusiness, a joint
reloase. sud forwvard same to Operatorxr for its exmsution,

5. Whils operations are baing conducted hereunder on any laasshold in~
taxest coveved hersby upom which Cities then holds legal titlae, Operator agrses to
carry adequate insurance as required by Cities and agrees to furnish Citiag, before
commancing operations, valid cextificates of insurance satisfactory to Citiea of

policies carxisd by Operator hereuundsr,

6. In the svent ths Operator fails to commmce or continue (and the ces-
sation of drilling or other operations in connaction with such well for thirty (30)
days shall de deemad fatlure to continue drilling) or complats any wall in accor—
dunee with the previsions hersof, this contract shall, at Cities' optiom, terminate,
Upon Operator's fatlure to comduct the drilling operations as provided for herain,
Cities way, at its option, take possession of all tools placed thereon by Oparator --
and completa said wall at Cities' expense and liability; however, tha exarcise of
this option shali in no way ¥eliswa Oparator from liability for damages accruing to
Cities as a result of Oparator’s default.

7. The said lesses and the said lands are situated within the tUnit Area
for the Deer Canyon Unit and will ba subject to the Desr Canyom Unit Agreement and,
notwithstanding anything contained herein to the comtrary, it is understood and
agreed if Operator is unsbhias for any reason to secure the required approvals and
agrsenenta from parties necassary to consummate the Deer Canyon Unit Agreement and
Unit Operating Agreemant, thie Agrecment shall hecome null and void without furthexr
obligation or 1iadbility em the part of either party hereto to the other., For the
purpess of determining reimbyrsement to Operator for costs of all waells drilled pur—
ausant to this Agreement ¢» provided in Bxhibit "3," the Accounting Procedura at-
tached to the Deer Canyon Unit Oparating Agresment as Exhibit "3" ahall control.
Any cowmitment to the Dasr Canyon Unit Agrsement aud Unit Operating Agreement dy
Cities through its execution or ratiftecation of Unit Operating Agreemant shall not
prajudice 1ts right and cption to rejsct provisions of said Operating Agrsement
which it deteraines unnacessary or undesirable, specifically as to tha said Oper~
ating Agreevsat (but not by way of limitation), Cities does not accept and will
not operate under the terms of Article 3.6, Operations by Less Thaa All Parties,
and Cities' ratification of suid Operating Agroument will be made with the under-
standing that the provisions of Article 5,7 shall apply to any well proposed on
the Unit Area except in the event of a raquired well (The said Operating Agree-
mant doas not contain a provision pertaining to requiraed wells which will be, but
not by way of limitation, a requirement by Cities that such a provision ba com~-
tained in tha said Oparating Agreemant), At such time as Operator has baen reim-
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3. Cities! interest in ilie Deer Canyon Unit Agresment, which it retains
; ant to this agreement, will be as described in Exhibit "A" to the Unit Operat-
'Lg Agreement and if for any reason tne participating parties change, thereby cre-
ating a change of the interests of the parties thereunder, then the interests spe-
cifically set forth herein shall likewise be changed accordingly.

9. Time shall be the essence of this Farmout Contract in all of its parts.

_.is contract shall be executed in duplicate, The terms, covenants and conditions
hareof shall run in favor of and be binding upon the parties hereto, their successors
d assiens, and shall run with the said leasenolds and lands anu snaLL be capable

EE

an
of specific performanca,

10, This Farmout Contract may not be assigned by Ooerator without the prior
written consent of Cities.

This Parmout Contract shall not bacome binding or effect ive unless 1t is

executed by all parties and returned to Cities within thirty (30) days from the date

£ the acknowledgment of Cities’ execution.

IN WITNESS WHEREOF, the Operator has hereunto caused its name and Cities
has hereunto caused its name to be subscrived the day and year first above written.

1S

™

CLTIES SERVICE OIL COMPANY

cr / ;
By // ///// / ?‘"tfﬂ"fé’;’?\

Hark 7, Zaysc C7XEtorney—in—Fact

ROBERTS, KOCH AND CARTWRIGHT

“ROSS D.\E?BERTS, a partnér-

A2A
AT ;,,,@/é,,

CHARLES E. XOCH, a partner

A SN
P ’ 1
B'j'/i;_/ ’.\".'K\/I . 1 ’/ ’,

S JACK CARTWRICHT, a partner
, ] Ld
I i

! / o
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STATE OF OXTAUOMA )

COUNTY OF TUL3A ) |
. ", 7 A
On this 29 day of S,:(,Vw' » 1973, before me
parsonally appeared ¥ark F, 727%03  //, to me known to be the person who exe-

cuted the Foregoing instrument as Attorney-in-Fact in behalf of CITIES SERVICE OIL
COMPANY, a Delaware corporation, and acknowledged that he executed the same as the
free act and deed of said Cities Service 0il Company. ‘

‘Z/ﬁzﬂA;s;A-2§<;f;4»1é;;»-

Scérry X, ,‘)@{éow 7/ Notary Public

My Commission Expires:

STATE OF  Texas '

s A N
(92}
[&]

/

COUNTY OF _ Midland

On this = 21st. day of __ Auqust

_£isSt. | » 19.. 73, before me
personally appeared _Rogs D, Roberts, Charlesq B. ¥Xach and Jack ¢, i

“Cartwright == »

to me known to.be the person_s described in and who executed the foregoing instru-
ment, as ROBERTS, KOCH A?‘C{D CARTWRIGHT, a partnership composed of Ross D. Roberts,
Charles E. Koch and Jack Cartwright, and acknowledged that t hey executed the same

as __their free act and deed,
IN WITNESS WHERREOF,. 1 have heraunto set myv hand and affixed mv official

Yotar¥/Pedlic
Yy Commiszsion Expives: .

G-/ 25

32al] the day and year in this certificate adbove wuritten. '
/7 A, / —<
e L2 /;?-«‘ /(;;4 2 Pk A
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EXHIBIT "A" ~ Attached to and made a part of Farmout Contract dated June 8, 1973,
between CITIES SERVICE OIL COMPANY and ROBRERTS, XKOCH AND CARTWRIGHT

SCHEDULE OF OIL AND GAS LEASKS

LEASR NUMBRR3
SERIAL NUMBER:
ORR RESERVED:
DATR:

LEISOR:

LESSER:
RECORDING DATA:

DESCRIPTION:

LEZASE NUMBER:
SERIAL NUMBER:
ORB RESERVED:
DATR:

LZSSOR:

LESSRE:
RECORDING DATA:

DESCRIPTION:

LEASE NIMBER:
SERIAL NUMBRR:
ORR R23ERVED:
DATK:

LRISOR:
ILB3SEX:

DBSCRIPTION!

LRASE RUMBER:
SERIAL NUMBER:
ORR RESERVED:

" DAYE:

LRSSOR:
LXSSER:

DESCRIPTION:

1-07%6-3014363 (File 3014363)

¥H 10570

k) 4

November 1, 1969

The United States of America

Cities Service 011 Company

October 20, 1969, at 10:100 A.M, ina the
0ffice of the Bureau of Lund Management,
Santa Fe, New Mexico

SW:. Sk SE% af Reation A, Tmahin 2

e .
South, Range 21 East, NHI’H, Eddy County,

Hew Mexieo, containing a total of 200.00
acres.

1-07X6-~3014364 (File 3014364)

WM 12543

x

November 1, 1970

The United States of Amarica

Cities Service 0il Company

May 14, 1973, at 11:35 AM. in Book 100,
Page 353 of tha Miscellaneous Recoxds of
Bddy County, lew Mexico ‘

NEe, Wk N, Sk of Sectisn 2, Wi oW of
Section 10, NWk, Wi SW¢, Wh SHEg, SEk SEk
of Saction 13, Township 20 South, Ranga
21 Rast, NMPM, Eddy Cowunty, Naw Mexico,
coutaining a total of 1000,.00 acres.

1-07X56-3014382 (¥ile 3014382)
M 9798

¥4

July 1, 1969

The United Status of America
Cities Service 0il Company

Nek of Section 23, lLots 1, 2, 3, 4, Wy
EM, W4 of Section 24, Township 20 South,
Range 21 Bast, NHPM, Eddy County, Yew
Maxico, comtaining a total of 792,00
acres, more or less.

1-07X6-3014410 (¥{la 3014410)
NM 883

52

Decamber 1, 1966

The United Statas of America
Cities Service 011 Company

N, S of Section 21, NWt of Sectiom 22,
Towmship 20 South, Range 21 Zast, NMPNM,
Rddy County, New Mexico, containing a
total of 540,00 aerxas,
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Page Two

e o e

1-07X6-3014496 (File 3014496)
1G~0176

May 1, 1972
gtate of New taxico

29 Pamen VAT

Citiee Sarvice Oix LowEps%y
s snva  er 2108 PM. in Book 99

Y )
FIRV e A s
..... -

l'a'gt 934 of the liscellanaous Rotuate
gddy Cowmty, HNev exico

I e

gl Wl of Sactiom 9, contsining 80,00 scres;
s N, SWy SW¢ of gection 15, containing

80.00 acyes; all in Towaship 20 South, Bange
21 Rast, Bddy County, Mew Mexico, containing




EXRISIT 3" ~ Attached to and made a part of Parmout Contract dated Juns 8, 1973,
baetween CITIZS SERVICE OIL COMPANY and ROBERYS, XOCH AND CARTWRICHT.

A3SSI@IMENT OF OPERATING RIGHTS

KNOW ALL MEN BY THESE PRESENTS that CITIES SERVICE QIL CO}QANY, a Dela-

anmets S omtnn maton dod o colemea St Lt T -~ anam -t o
e wwe pUadeauiis CHANOU QAWMAZLO aa £z M uva SN FRAZ S, L‘.‘._‘..,_.“"‘J"‘" ,‘ }.'Jd, agrein

called "Assignor," in consideration of Ten Dollars ($10,00) and other wvaluable
considerations paid, does hersby grant, convey, sell, assign and transfer emto

ROBEXRTS, KOCH AND CARIWRIGHT, a partnership composed of Ross D. Roderts, Charles E,
Xoch md Jack Cartwright, vhose address is 205 Building of the Southwest, Midland,
Texas 79701, herein called "Assignese,”

opexating rights from the surface down to and ineluding, but not below, the depth
of feet (depth to be inserted in actordance with the contract to which this
Exhidbit is attached) undey the hereinafter described lands, to-wit:

{isases and iands to be inserted to be in accordance with
that certain Parmout Comtrast to which this Exhibit is attachad)

1. There is excepted and reserved from the leases and lands assigned
herein all rights granted by said leases bdelow the depth to which this Assignment
is made, togethar with the right to drill walls for and producs and markat any
and sll minerals appearing in said lands below said depth and an overriding roy-
a1ty of 28,47213% of cas-sixtssath of sight-sighthas (1/18 of 8/8) of all eil,
czoinghead gas, gas, condensata and/or distillate and other minerals produced
froa the lands assigned hersin under said leases, with the vight to convert the
ovarriding royalty of 28,47213% of one~sixteenth of eight-eighths (1/16 of 8/8)
to & net 14.236065% working interest,

2, (a) Within sixty (60) days after tha completion of a producing well
on the lands covered hereby or on a spacing unit which includes any of the said
lands, Assignes shall furnish Assiguor with an ltemized statement o¢ the cost of
driiiing, testing, compieting and equipping such weil, together with an invemtory
of the cost of operations and tha quantiries mmd qualities of oil, casinghead gas,
3as, condensats and/or distillate and other minerals produced from such well, to-
gethexr with tha smownt of proceeds from the sale of such production in the pre~
cading mouth, such reports, together with a complete wall record shall be furnished
Assignor, Cities 3ervice 0il Company, P. O, Box 300, Tulsa, Cklahcms 74102, Artas—
tion: Property Sarvices Manager, Production Division.

{b) Assignes shall ismedistaly notify Assignor when tha value of all
oll, casinghead gas, gas, distillate and/or coudensate and other minerals produced
amd saved from each such wall (together with tha processed wvalue, if any, of such
production and the proceeds from the sale of any matarial and equipment from said
well) less the Lassor's royalty and Assiznor's overriding royalty, equals ore hun-
dred percent (100Z) of the total cost and expense of drilling, testing, completing
snd equipping the said well (incl.ding one hundred percent (100X) of the cost of
operations incurrsd up to the time such valua squalas the total cost). Thae notica
providad for hersin shall be given to Assignor to the attention of Manager, Land
Department., Citias 3arvics Oil Compeny, P, O, Box 300, Tulaa, Oklahowma 74102, and
to the Propcrty 8-rvicu mnagor, Ptoductiou Diviaian, md Auignor sball hxvc cho

racaipt of said notica, eithcr to convaxt its mrﬂding royalty to a one~half (1/2)
workiag interest orx retain its overriding royalty.

{e) If Aseignoxr convertd to & one-half (1/2) working interest, As-
signee shall assign te Asaignor an undivided ona-half (1/2) interast in the oper-
ating rights unmder laasas herain assigned insofar as said lesases covar landas within
the spacing wvnit for such well, togethar with a proportionate one-half (1/2) inter-
est (a net 14,236065%) in the said wvell and material and aquipwent therein and
therson; and such asaignment to Assignor shall ba frse and clear of liens and en-
cumbrances and Assignor shall release 1ts overriding royalty to such lands, The
effactiva date of Asaignor's acquisition of a working intarsst and the release of
its overriding royalty shall be tha date that tha value of production from said
well equals tha total cost of sald well as provided in Paragraph 2, (b) hereof.




EXHIBIT "B"
ASSIGNMENT O¥ OPEBRATING RIGHTS
Page Two

(For the purposs of computing the day in which the value of production equals
said total cost, the overriding royalty payable to Assignor and the working in-
tareat income. togather with all costs aud expenses shall be calculated on a
daily basis ifor the actuai monin in wiich the said value equals the said total
cost, Said costs and expenses, including the overriding royalty payabla to As-
signor and/ox the verking intsrest incoms, shall be apportioned om a daily basis
for said month and Assignes shail adjust costs, expenses and revenue to the day
80 ealculated),

3. The overridiag royalty herein excepted and reservad by Assignor is
in addit{om to the royalty payabla to Lassors under the terms of the leases hexein
aswigaed aud is 8150 in additiom to any other royalty, ovarziding royalty or pay-
msat ocut of production to wvhich said laases may be burdemed,

{TNE FCLLOWING PARACRAPH TO BR INSRRTED ¥ YHR LEASE
ASJIGNED HEREIN IS A FEDERAL LEASE)

"It is agreed that the obligatiom to pay any overriding royalty or pay-
ments out of production of oil crsated herein, wvhich, vhen added to overridiag roy-
slties of paymeaia out of productics previcusly cgreated and o the yoyalty payable
to the United States, aggragate in excess of seventesn and one-half percent (17%%),
shall be suspended whean the average production of oil per well per day averagad on
the monthly basis is 15 barxels or lass.”

4, Bach extsmsion of the leass or lasses covered hareby, in whole or
in part, shall maintain sud continue in effect the rights and Interests rsserved
by Assignor in each leass a2 extended snd in ths land coverad theraeby.

Should a renewal or new lsase or leases cowering the land descyibed
or raferred to in this Assigoment, or a part of or interest in said land, or a
part of or interest in such a lsasma, ba acquirsd by Assignea, or by a third party
vholly or partly for Assignee or Assignea’s benefit, within ten (10) years from
the date of expiratiou of ths primasy term of tha lgane coveraed harvaby, or from
the dats of the expirartion of the primary term of the lease cowverad haredby having
the latest such dats, if mors than one isase is coversd hexeby, the rights and
intearests herein ressrved by Assignor shall attach and apply to sach such renewal
or new lease, the lands described therein and Cha estate crasted thersby with the
sxme result and effsct as such xeserved rights and interests attach and apply to
the lsase or lesses assigned heradby, the land deseridad or refarred to harein and
the estates created by such assigned leasa or lsases. _

5. Assignor =md Assignes saeh covenant and agres that 1t shall not
crsate any lisn, sncumbrance or other burden upon the intersst of the other party

in thae said lesass,

6., Assignor and issignee shall coo'poutc in the filing of all necessary

repoxis o viher inforsaticn as wmay Da rsquired by any governmantal agency with
res

O
pect to said leases.

7. This Assionmant is msde subject to the provisions and conditions of
that certain Farmout Contract dated June 3, 1973, hetween tis said issignox and 2he
said Aseignee,

— et aen

8., Aasignee shall drill all wells necessary to protect said laases from
drainage through offset wells to said leases. In the event Assignee fails to com-
ply with the exprass or implisd covenants and conditions of said laases, Assignaa
ahall, at Assignox'as option, reassign the acreage remaining undrillad to Assignor,
retaining around each producing well, if any, the lsnds attyributad to such well
mder any velid well spacing rule or rsgulation of any governmental authority or
attridbuted to such well for aliowabla purposss by any governmental authority,

9. 1If Aseignes should dacide to abandon any leasa coveraed hersby or al-~
low such lesse to terminata for fallure to develop same or for any other reasen,
Assignes shall notify Assignor in writing forty-five (45) days prior to the inten~
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ded effective date of such abandonment or termination and Assignor i3 granted the
option, to be exercised within tem (10) days after tha raceipt of notice in writ-
ing of such purpose, to reacquire the rights assigned to Assignee heraunder frae
and clzar of ldena and gncumbrancos 2agather with tha saterial In and arownd the

wsll then on said land snd necessary in the operation of said well at a price equal
to the reasconable salvage value of said materisls, if any.

10, As to each and svery well that Assignee drills oa the lands described
herein, or on lands within a povled umit that includss any lands deseribed herein,
Assignee shall notify Assignor in writing of the following itema:

{2} The axsat lagal deseription of the location,

(b) The date actual drilling is commenced.

{e) The totsl depth drillad,

{(d) The date of completiom,

{e) Whether compisted zs & picuicas of oi
a8 a dry hole.

{f) The date sny production commsnces.

(g) The date any well is shut-in,

{h) The date and amount of payment of any shut-in royalty.

s
I

Such written notice shall be given to Assignor within five (5) days after the occur—
rence of each of said itsss,.

11, Assignes shall furmish free of cost to Assignor any and all well and
geological information as is provided in Paragraph 2, of the hersinabove referred
to coutract.,

12. Should Assimnee commence any such well which will be drilling cver the
and of the primaxy term of any lease daseridbad herein, Assignee shall give Assignor
written notice of such drilling at least ten (10) days prioxr to tha end of such pri-

Dary term.

‘13, Assignor ressrves and is hersby granted a lien upon said leases herxein
assigned and all squipment placed on tha lands described herein and Assignee’s shars
of 31l xinerals produced therefrom to sscure the performance of the conditious and
covenants herein on tha part of Assignee and to securs the payment of smy damages
acaruing to Assignov by resson of any braach of said conditions and covenants. This
Assignment is expressly conditioned upon the faithful performauce Dy the Assignee of
211 ¢ha somdiriona and covenaats hersin on its part to be performed.

14, Unlsss othexrwise exprassly provided for herein, aay notice to be given
pursuant to this Assignment by Assignee shall be given te Asaignor to the attention
of ¥Mmnager of Land Dapartment, Cities Service 011 Company, P. 0. Box 300, Tulsa,
(klahoma 74102,

15. Is tha svens Assionaa dasiras to sell all or any part of ita interest
in said leasss, Assiznor shall have = prefarential right to purchase the same, In
such event, Assignese shall prmaptly cormmunicate in writing to Assignor the of fer
reacaived by it from a purchasar ready, abla, and willing to purchasa the sazme, to-
gether with ths name =md sddrass of such orospective purchaser, and Assignor shall
thereupou have an option for a periocd of ten (10) days aftar receipt by said lsnager
of said notice to purchase Assignea's interest at the price offared by the prospec-
tive purchaser, No sssigoment hersundsr shall be recognized wmtil Assignor has baen
furmnished with a copy of the recorded inatrument,

16, Assignor reservas the option, to be axercised from time to time and
as often as dasirad, of purchaasing all of the Assignee’s intersat in the oil, zas,
casinghead gas snd other minerals produced from and/or allocatad to tha lands
covexed by this Assignment; for oll at the posted markat price offerad by responsi-
ble purchasers in the fiald on the date of sach delivery; for zas at tha price pra-
vailing in tha fieid at the time ov times of tha axercise of this option; and for
casinghead gam at the sverage prevailing price being paid by rospomnsible purchasers

in the fiald,

1
|
|
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TO HAVE AND 7O HOLD the same unto the said Assignee, its successors and
assigns, according to the terms and conditions of said leuu, the said A“:l.gnu to
peifori &ll of wvuch conditions wid covensnis theveof as o Lhe poridonm of landa
herein assigned, but sudject however to the provuim and conditions of said con-
tract nereindafors menrionad. This Assigecent 1: mads withsul waseanty of ciela
either sxprass or implied,

The ressrvations hersin mads and the provisions and covenants contained
herein shall sttach to and rwn with the lease or leasse assigned and the land here-
in descrided oy referved to and shall de binding upon and inure to the benefit of
Assignor and Assignes and thair respective successers and assigns.

¥ WITERSS WHRREOY. the said CITIRS SERVICE OIL COMPANY, ss Assignor, has
exstuted this instrument this day of s 19 .

MUV VDO SVNETY A
VAA LET dRAFAWVR Wil WS OMAE

By (AN EXHIBIT ~ NOT FOR SIGNATURE)
Attorney~in~Fact

(ADD ACXROWLEDGMENT)




IXHIBIT “C" - Attached to and made a part of Farmout Contract dated June 8, 1973,
between CITIES SERVICE OIL COMPANY and ROBERTS, XKOCH AND CARIWRIGHT.

ASSIGNMENT OF OPERATING RIGHTS

KNOW ALL MEN BY THESRE PRRQRETS that CITIES SERVICE OIL. COMPANY. a Dela~
vare corporation, whose address is P. O, Box 300, Tulsa, Oklshoma 74102, herain
called "Asslignox,"” in consideration of Ten Dollars ($10.00) and other valuable
considerations paid, does hereby grant, convey, sell, assign and transfer unto

ROBERTS, KOCH AND CARIWRIGHY, a partunership composed of Ross D. Roberta, Charles E.
Xoch md Jack Cartwright, vhose address is 205 Building of the Southwut Midland,
Taxas 79701, hersia called "Assignsa,"

an yndivided one~half (1/2) of its interest in operating rights from the surface
down to and including, but not below, the depth of  feat (depth to be in-
sertod in aceordance with the contraect to which this Exhibit is attached) under
the hereinaftar described lands, to-wit:

(leas2s and lands to be insaerted to be in accordance with
that cortain Farmout Contract to which this Exhibit is attached)

1, There is axcepted and reserved from the léases and lands assigaed
hersin all rights grantsad by said leases below the depth to which this Assignment
13 mads, togather with the right to drill wslls for and produce and market any

and all minerals sppearing in said lands below said depth.

2, Raeh axtension of tha lease or leases coversd harseby, in whole or
in part, shall maintain and continue in effect the rights and interests reserved
by Aasignor in ssch lease so extanded and in the land coversd thersdy.

Should a renewal or neaw lease or lasses covering the land described
or refarred to in this Assigoment, or a part of or interest in said land, or a
paxt of os imtswsst is suth 2 leass, b2 22quirad Dy Assionea, or by n third narty
wholly or partly for Assignes or Assignea's dbenafit. vithin ten (10) years from
the date of expiration of the primary term of the lusie covered hereby, or from
ths date of the expiraxtion of the primary term of the lease coverad hereby having
the latast such date, 1f more than one lsase is coversd hereby, the righis and
interesta herein reséxrved by Assignor shall attachi aud apply to sach such ranewal
or new lease, the lands described therein and thea estats crsated thareby with the
same result and effect as such reserved yights and intervets attach and apply to
the leasa or losses assigned hereby, the land dascribed or raferred to hersin and

the estates ersated by such assigned leass or leases,

3. Assignor and Assignes each covenant and agrea that it shall not
create any lien, encumbrance or other burden upon the intarest of ths other paxty

in the said lease.

4, Aasignor and Assignee shall cooperats in tha filing of all necessary
ragorts or other informmtion a» may ba vsquirad by auy govemrnmental agsney with
respect to sald leass,

3., Thia 1gnman mad

‘ \oadl da : I
that certain ?armout Con tad Jun 1373, between ths 3aid Assiznor and the
aaid Assignea,

aubiact to the provisions and conditions of
e 8,

” (7
G-I-‘-

6., In tha avent Assignea desires to sall all or any pazt of 1is intarsst
in said lasses, Assignox shall have a preferential right to purchase the smme. In
such avent, Assignese shall promptly comsaunicsta im writing to Assignor the offax
received by it from a purchasar ready, abla, and willing to purchasa the same, to-
gather with the name and address of such prospectivs pyrchaser, and Asaignor shall
thereupoa have an option for a petiod of ten (10) days aftar recalpt by aaid Manager
of said notica to purchase Assiznee's intersst at the prica offered by the prospec—
tive purchasar, No assignment heraunder shall ba recognized unt:il Assignor has bdeen

furnished with a copy of the reseorded instrument.
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EXHIBXT "C¥
ASSIGRMENT OF OPERATING RIGHTS
Page Two

7. Assgignor raserves the option, ty be exercised from time to time and
as often as desired, of purchasing all of the Assignee's interest in the oil, gas,
casinghead gas end other =minerals produced from and/or allocated to tha lands
aowavead by thia Assignment; for oil 32 the posted market price offered by responsi-~
ble purchasers in the fiald on the date of each delivery; for gas at the price pre—~
vailing in the f1ald at the time or timea of the exercise of this option; and for
casinghend gas at the average prevailing price being paid by respocsidle purchasers
in the field.

. TO RAVE AND TO HOLD the same unto tha said Assignee, 1ts successors and
assigns, according to the terms and conditions of said leasea, the ssid Assignea to
parform all of such conditions and covenants thereof as to the portica of lands
hersin assigned, but subjeet hovever to the provisions and conditious of said con-
tragt hereinbefoxe mentiounad, This Assigmment ir made without warranty of title

eithar exprsss ox implied. ,
The resarvations hexrein made and the provisions and covenants contained

herein shall attach to and run with the lasse o leases assignad and the land harxe~ ‘

in deseribed or refsrred o sud ehall be binding uvpon and inuve to the benafit of
Assignor aund Assignee and thaix respective successors and assigns. , ,

IN WITNESS WHEREOY, the said CITIES SERVICE 0IL COMPANY, gs Assignor, has
executed this instrument this day of s 19 .

CITIES SERVICE OIL COMPANY

By (AN EXHIBIT - NOT POR SIGNATURR)*
Attorney-in-Fact

(ADD ACKNOWLEDGMENT)
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(o}, KERR-MCGEE CORPORATION

KERR:-MCGEE CENTER + OKLAHOMA CITY, OXLAHOMA 73102

August 27, 1973

Roberts, Koch and Cartwright
205 Buillding of the Southwest
Midland, Texas 79701

Re:  Deer Canyon Unit
Eddy County, New Mexico

Gentlemen:

Kerr-McGee Corporation does not choose to participate in the
Deer Creek Unit which you are in the process of forming. We do not
believe that our disinclination to participate willl lessen your
chances of obtaining unit approval by the U. S. Geological Survey,

We will be supporting your unit well with a dry hole contribution
and we wish you success in this venture.

Very truly yours,

KERR-McGEE CORPORATION

amgg P. Ryan
@-- al Land\Supervisor

JPR:cb




August 1, 1973

Petroleum, Inc..
500 Colorado State Bank Building
Denver, Colorado 80202

Gentlemen:

Reference is made to your letter agreement of March 27,
1973, to Roberts, Koch & Cartwright pertaining to lands in
Sections 1, 3, 4 and 10, Township 20 South, Range 21 East, .
Eddy County, New Mexico. It is the purpose of this letter
to conditionally accept such agreement, subject to modifica-
tions as follows:

1. Paragraph 1 is amended to state as follows:

"l. Farmee must commence or cause to be commenced
actuall drilling of a test well to ve located in the
NW/4 Section 14, Township 20 South, Range 21 East,
Eddy County, New Mexico, in accordance with the pro-
visions of the Unit Agreement for the Deer Canyon Unit
and Unit Operating Agreement for such unit, said well
to be commenced not later than October 30, 1973. Said
well is to be drilled at Farmee's sole cost, risk and
expense.”

2. Paragraph 6 is amended to state as followis:

"6. By the performance of the covenants and con-
ditions of this farmout contract and upon compliance
with Section 5.1 of the Unit Operating Agreement,
Roberts, Koch & Cartwright shall earn and be entitled
to the assignment from Petroleum, Inc. as set forth in
Section 5.1 of the Unit Operating Agreement.

3. Paragraph 7 is amended to state as follows:

"7. The assignment to be delivered by Farmor shall be
squeét to all of the terms and provisions of the Deer

} ‘ Canyon Unit Operating Agreement and Deer Canyon Unit

Agreement."



I,
: 4. Farmee shall have the right to'assign all or any part
i ' of its interest hereunder to Natural Gas Pipe Line Company of
' America and Hilliard 0Oil & Gas, Inc. and shall notify Farmor of
I such assignment. Such parties shall assume their proportionate
part of the burdens and obligations of this agreement.

5. Farmee shall not be liable in damages for failure to
drill the well provided for in this agreement and in the Unit
Operating Agreement, the sole penalty therefor being the loss
of rights as prescribed in this farmout contract to earn acreage.

e IR 0 Pk

6. The rights of Farmor under the Unit Agreement and :
Unit Operating Agreement for the Deer Canyon Unit as to acreage
owned by Aztec 0il & Gas Company, Cities Service 0il Company and
Union 0Oil Company of California shall be subject to farmout
agreements from said parties which Farmee shall make a good
faith effort to satisfy.

N % s R RN LR Bl i

The foregoing changes are necessary to conform to the Deer
Canyon Unit Operating Agreement and we will be happy to discuss
them with you. If you agree to the foregoing, please so indicate
by your signature below, whereupon your agreement of March 27,
1973 shall be deemed amended accordingly. o

T R o A S N i A 1 T SR,

Very truly yours,

i ROBERTS, KOCH & CARTWRIGHT

. : ' | By .

Agreed:

PETROLEUM, INC.

| Htiorncy I Fact /
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Hoberty, Nech & €b¢&au5ﬂu
205 Building of the Southaast
MIDLAND, TEXAS 79701
AIC 915 ~ 683 - 6231

ROSS D. ROBERTS - ENGINEER
CHARLES £. KOCH - LANDMAN _
IACK €, CARTWRIGHT - GEOQLOGIST : March 27, 1953

205 Building of Southwest
Midland, Texas 79701

; Attention: Mr. Charles ¥och

Re: NM-22~-S, NM0452514
Eddy County, New Mexico

Gentlemen:

Upon acceptance by you, this letter will constitute an agree-
ment between Roberts, Koch & Cartwright, hereinafter called
"Farmee", and Petroleum, Inc., hereinafter called "Farmor®,
with respect to the matters hersin contained.

e o e, b 1 ¢ N e R

_ing of a test well to be located in the C/3%W% of Section 11,
Township 20 South, Range 21 East, Eddy County, New Mexico, but

in no case will the test be commenced later than October 30,
1973. This test will be diligently drilled in a good and work-
manlike manner and drilling will continue until, irrespective

of encountering production of oil and/or gas, said well has

; been drilled to a depth sufficient to penetrate the upper Miss-

§ issippian (Barnett Shale) formation or to a depth of 9,500 feet,

Q whichever is lesser. Said test well is to be drilied at Farmee's
sole risk and expense.

2. Timz is of the essence of this agreement and Farmee'!s fail-
ure, for any cause, to comply with all of its obligations here-
in created shall relieve Farmor of any ahd all cbligations
herein imposed upon it. Untimely compliance shall have the
same effect as noncompliance,

i . Roberts, Koch & Cartwright

3. The agents and representatives of Farmor shall have free
‘and convenient access to th: location, well and derrick flocr
during thz rilling of said we2ll at all times for the purpose

of witnessing the progress of the “rilling oI said well, and
shall pe given all information regarding cuttings, cores, geill-

b 1. Wwithin six months after approval of the Deer Canyon Unit,
P ' Ffarmee must commence or cause to b2 commenced the actual drill-
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Roberts, Koch & Cartwright
paga 2
March 27, 1973

ing depths and any other information they dssire.

4. During the course of the drilling of said well, there shall
be furnished free of cost to the Farmox:

a. Daily comprenensive drilling reports of the progress
of said well, said report to be given by telephone by
11:00 a.m. (MST).

: _ b. Two approved copies of all notices to and from govern-
5 mental agencies both before and after the drilling of the
well, including a survey plat showing the exact location

f of said well, together with the ground elevation. :

¢. All information in connection with or obtained from
the drilling of said weall, including but not limited to
any surveys of the hole however made.

i d. Upon completion of the drilling of the well, electrical
well log surveys, and cther survevs, shall be made at Farmee's
expense and two (2) field prints delivered to Farmoxr as
follows:

(1) Induction-Electric Survey or Dual Induction Laterolog
from total depth to base of the surface casing.

(2) Compensated Formation Density Log or othexr adequate
porosity devices. :

e. Upon completion of the well, as herein provided, four
{(4) certified copies of the 7eologist's report, four copies
of eacn electrical log survey, all other surveys and tests,
and also four certified copies of the official plugging
record, if said well should be dry, shall be furnished

our office. If said well is completed as a producing

well, Farmor shall be furnished daily production raports
for a period of thirty (30) dayvs from completion date.

coplies and information to
s othearwise sp2cifically

All notices, data, rsports, sample,
\ ’}s
or dé¢livered to:

be Ffurnished hersunder shall, u
herain prowvided, bhe given, mail

nle
ed
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Rokerts, XKoch & Cartwrignt
Page 3

P - -
March 27, 1973

Bob Cowdery Phone: 303-893-9921

Petroleum, Inc. After hours and week
543G Cslcorado State Bank Bldg. ends,
Denver, Colorado 80202 Phonsa: 303-233-54123

or his designated representative at the same address.

5. It is the express purpose of drilling the said test well
to test adequately and properly all prospective oil or gas bear-

~ ing zones or horizons, and Farmee agrees to test adequately all

such zones or horizons, including the drillstem testing of any
zonz2 or horizon indicated from inforxmation obtained in connection
with the drilling of the well to be possible producing zones or
horizons. Advance notification shall be given of Farmee's inten-
tion to core or drillstem test any zone. In the event Farmee
should unexpectedlv encounter showings of oil or gas, Farmes agrees
to notify Farmor at once sce that Farmor may have an opportunity

to have such showings investigated ° :; Farmor's representative

or waive such right. .

6. When and only if the Farmee has timely and fully complied
with all of its obligations hersunder, including the drilling

of a test well in the manner specified, Farmor shall assign to
Farm=ze an undivided two-tuirds (2/3) interest, upon reguest, with-
out warranty of title, express or implied, in the following lands:
N
Township 20 South, Range 21 East S
Lots 10, 11 svW4NwY%, SWi, and W4SE Section I
s% section 3

SwhNEY%, SkNW¥%, N%SEX%, SEXSEX, Section 4

N¥%, E4SWY, SEYL Section 10,

it being understood that this two-thirds (2/3), as well as the
undivided onc-third {(1/3), retained by the Farmor in the above
described land shall be included in the Deer Canyon Unit and
will participate in the unit on all tests drilled, other than
the initial test well or any substitute for the test well to the
extent of the percantage relationship that the acres involved

in those interests bear to the acreage involved in the uait as

a whole.
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Roberts, Koch & Cartwright
Page 4
March 27, 1973

It is further understood that the Farmor shall receive its pro-~
portionate share of a five percent of sight-eights (5% of 8/8)
overriding royalty of any hydrocarbons producted from the initial
test well. This share will be in the same percentage relation-
ship that the 1,481.37 acres involved in the farmout bears Lo

the 9,860.45 acres participating in the unit. After the Farmee
has recovered 1003 of the cost of drilling, completing and

operating the initial test well, then this overriding royalty

interest will be convertible by the Farmor to & working interest

6n the basis of one-third of the percentage relationship bétween
the 1,481.37 acres invloved in this farmout and the 9,860.45
acres participating in the unit. Effective date of the assign-
ment of the working interest shall be 7:00 a.m. on the first day
of the month following the month in which Farmes has recavered
the above-described costs.

7. It is further agreed that all test wells drilled on the
acreage subject to the unit shall be drilled and operated under
the terms of a mutually agreeable operating agreement.

8. From and after the execution of this agreement, and until
such time as Farmee has lost all rights under this agreement, or
alternatively obtained the right to assignment, Farmee agrees,
binds and obligates itself to protect, indemnify and save Farmor

. wholly harmless from any and all loss, cost, claim, demand, exp-

ense, damages, liabilities, suits, actions, judgments and de-
crees in anywise growing out of, attributable to or resulting
from your performance of this agreement.

9. It is further agreed that Farmee shall be responsible for
all costs and expenses that may arise directly or incidentally
out of Farmee's compliance with this agreement, that this agree~
ment does not set up a partnership or joint venture between the
parties hereto and that the same is personal in the sense that
neither this agreement nor any of Farmee's rights hersunder may,
prior to Farmee's Lfulfillment of its obligations hereunder, be
assigned by Farmee to any third party without the prior consent
of Farmor to such assignment, and any attempted assignment will
be null and void. Any assignment made by Farmee subsequent to
its completion of its obligations hereunder shall recite that
same 1is mads pursuant and subject to the terms and provisions of
the letter agreement.




| It is understood that this ietter covers our entire agreement

: with respect to the matters herein contained, which agreement

! will be null and void if not accepted by you and such acceptance

, evidenced by returning one accepted cooy of this letter to

~ Petroleum. Inc., 500 Colorado State Bank Building, Denver,

! Colorado 80202, within ten (10) days from the date hereof. ‘
|
I
|

NS S

Yours very truly,

PETROLEUM, INC.
| L

§ Robert D. Cowdery

! Attorney in Fact

P
PP

= RDC:mCm:we

AGRESD TQ AND ACCEPTED THIS 45 —
DAY OF 1973.

: ROBERTS, KOCH & CARTYRIGHT

. g . 7 (fé;) J

=
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September 25, 1973

Mr., Jason Kellahin
Kellahin & Fox
Attorneys at Law
Post Office BoX 1769
Santa Fe, New Mexico

Dear Sir:
Enclosed herewith are iwWo
Commission order recently

ALP/ix

I. R. TRUJILLO

01 CONESERVY, ATION COMMISSION CHAIRMAN
STATE OF NEW MEXICO ”;“L"E?;‘:';i':l’;g“
P. 0. BOX 2088 - SANTA FE ME;IBER

7501
8750 STATE GEOLOGIST

A. L. PORTER, JR.
SECRETARY - DIRECTOR

Re: CASE NO. 5065
ORDER NO. R-4634
Applicant:

Roberts, Koch & Cartgg}ght

copies of the above-~referenced
t

entered in the subject case.

Very truly yours,

« 2GRt

L. PORTER, Jr.

k
A -
S etary-Director

.
o~
<.

Cdpy of order also sent to:

Hobbks OCC
Artesia OCC X
Aztec OCC '

Other Unit Division -~ State Land Office
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BEFORE THE
OIL CONSERVATION COMMISSION OF NEW MEXICO
CD//A/Z- ;Adés
IN THE MATPER OF ‘Uit APFLICATIUN
OF ROBERTS, KOCH & CARTWRIGHT FOR

APPROVAL OF A UNIT AGREEMENT, EDDY
COUNTY WNEW MEXICO

APPLICATION

COMES NOW Roberts, Koch & Cartwright, and apply to
the 01l Conservation Commission of New Mexico for appro-
val of a unit agreement, as an exploratory unit, &ddy
County New Mexico, and in support thereof would show the
Commission:

Applicant proposes to form its Deexr Canyon Unit
consisting of 10,620.45 acres of which 9,091.75 acres
or 85.6 per cent are federal lands, and 1,529.20 acres
or 1#.4 per cent are State of New Mexico Lands. No fee
lands are included in the unit. Unitized iands lie in
Townshlips 20 South, Range 21 East, N.M.P.M., Sections
1,2,3,4,9,10,11,12,13,14,15,16,21,22,23, and 24.

Applicant has obtained approval as to form of the(

Unit Agreement from the Commissioner of Public Lands, and

from the Department of the Intz2rior, United Staies Geoiogi~

cal Survey.

Applicant proposes to commence a well within the unit
onn or before Qctober 31; 1973, and said well, drilled as
an exploratory well, to be located in the NW/4 of Section 14,

Township 20 South, Range 21 East, N.M.D.M.

POCRES MAILED

F7E
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WHEREFORE applicant prays that this application be
set for hearing before the Commission or the Commisslon's
Anly annointed examiner. and that after notice and hearing

as required by law the Commission enter 1ts order approving

the unit agreement.

Respectfully submitted,

ROBERTS, KOCH & CARTWRIGHT

By . Nalbndo

KELLAHIN & FOX
P. 0. Box 1769
Santa Fe, New Mexico 87501

ATTORNEYS FOR APPLICANT




BEFORE THE .
OIL CONSERVATION COMMLSSION OF NEW MEXICO

IN THE MATTER OF THE APPLICATION O o -
OF ROBERTS, KOCH & CARTWRIGHT FOR e 2068
APPROVAL OF A UNIT AGREEMENT, EDDY

COUNTY NEW MEXICO

APPLICATION

COMES NOW Roberts, Koch & Cartwright, and apply to
the 01l Conservation Commission of New Mexico for appro-
val of a8 unit agreement; as an exploratory unit, Eddy
County New Mexico, and in support théfeof would show the
Commission:

Applicant proposes to form 1ta Deer Canyon-Unit,
consisting of 10,620.45 acres of which 9,091.75 acres
or 85.6 per cent are federal lands, and 1,529.20 acres
or 1.4 per cent are State of New Mexicou Lands. No fee
lands are included in the unit. Unitized lands 1ie in
Townships 20 South, Range 21 East, N.M.P.M., Sections
1,2,3,4,9,10,11,12,13,14,15,16,21,22,23, and 24,

Applicant has obtained approval as to form of the
Unit Agreement from the Commissioner of Public Lands, and
from the Department of the Interior, United Siates Geologi-
cal Swrvey.

Applicant proposes to commence 2 well within the unit
on or before October 31, 1973, and said well, drilled as

an exploratory well, to be located in the NW/4 of Section 14,

Township 20 South, Range 21 East, N.M.P.H.

P
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WHEREFORE applicant mrays that this appliocation be

Ve B B . &
PRSI R T I E R

duly appointed examinaer, and that after notice and hearing

a8 required by law the Commission enter its order approving

the unit agreament,

Respectfully submitted,

ROBERTS, XOCH & CARTWRIGHT
By“’fm‘:m“"m

P, O. Box 1769 ~
Santa re, Hew Mexioco 37501

ATTORNEYS FOR APPLICANT

e o ) O s o s
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BEFORE THE

Udis SUNRGRIIVATLVN CUMMLSSION OF NEW MEXICO

IN THE MATTER OF THE APPLICATION
OF ROBuRTS, XKOCH & CARTWRIGHT FOR
APPROVAL OF A UNIT AGREEMENT, EDDY
COUNTY NEW MEXICO

P —
(Ctoe 5°GES
APPLICATION

COMES NOW Roberts, Koch & Cartwright, and apply to
the 0il Conservation Commission of MHew Mexico for appro-
val of a unit agreemgnt, as an exploratory unit, Eddy
County New Mexico, and in support thereof would show the }
Commission: |
Applicant proposes to form its Deer Canyon Unlt,

consisting of 10,620.45 acres of which 9,091.75 acres

|
or 85,6 psr cent are federal lands, and 1,529.20 acres ]
or iid.4 per cent are State of New Mexico Lands. No fee

lands are included in the unit. Unitlzed lands lie in
Townships 20 South, Range 21 East, N.M.P.M., Sections
1,2,3,4,9,10,11,12,13,14,15,16,21,22,23, and 24,

Applicant has obtainad approval a8 to form of the
Unit Agreement from the Commissioner of Public Lands, and
from thé Department of the Ir.terior, United States Geologl-
cal Survey. |

Applicant proposes to commence a well within the unit
on or befors Octsbsr 31, 1573, and said well, drilled as
an exploratory well, to be loocated in the XNW/U of Section 14,
Township 20 South, Range 21 LKast, N,M.P.M.




e

WHEREFORE applicant prays that this application be
223 JUF hieaiia uwiore une commission or the Commission's
duly appointed examiner, and that after notice and hearing
a8 required by law the Commission enter its order approving

the unit agresment,

Respectfully submitted,

ROBERTS, KOCH & CARTWRIGHT

% L stario fhate

P. 0. Box 1769
Santa Fe, New Mexico 87501

ATTORNEYS FOR APPLICANT
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PURPOSE ¢

Geologic Report
Proposed Dcer Canyon Unit

Eddy County, New Mexico

The purpose of this report is to present the geologlc reasons

for forming a 10,620.45 acre Federai Unii ia which

a1 a7nnt

wildcat well will be drilled to test the Pennsylvanian Morrow
formation in or near section 14, T-20~-S, R-21-E, Eddy County,

New Mexico.

ENCLOSURES :

Exhibit

Exhibit

R YA A W el T

Exhibit

Exhibit

DISCUSSTION:
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Regional Atoka-Morrow Isopachous Map
(Morrow Production Indicated) - Horizontal
Scale 1" = 8000°'.

Structure Map - Base Pennsylvania {w/super-
imposed Isopachous Map Atoka-Morrow)
Horizontal Scale 1* = 4000°'.

Regidnal Cross Section AA' ~ (Hung strati-
graphically-Top Abo)

Regional Cross Section BB" ~ (Hung Strata-
graphically-Base Strawn)

Plat Regional Topographic Map.

Regional subsurface relationships indicate that the Deer Canyon
Prospect is located favorably to encounter well developed gas
bearing Morrow sands. The prospect area located on the north-
' J rest flank of the Dclaware Basin is on depositional trend with
‘ established production and is structurally high on a regional
basis. This wildcat prospect encompassing 16 sections affords
an cxcellent opportunity to establish a large reserve of gas.

GENERAL DISCUSSION:

I . Exhibit
,l

14 & 15 at an estimated surface CluVuxlDﬂCﬂf”ﬂ?nO( sofihe, logationyy
area is accessible from ranch roads in fthe QEXOYOR HOL AN
VAW:\f:”” oﬁs'

Sce Exhibit 5.

i The Deer Canyon Unit Prospect encompasses 16 sections in Town-

; ship T-20-8, R~21-E in extreme western Eddy County, New Mexico.
The unit is located approximately 18 miles south of the town

of Hope and is approximately 25 miles southwest of the city of
Artesia. The unit area which includes sections 1-4, 9-16, and 21-
24 has a total of 10,620.45 acres within the unit boundry. The
arid climate hill and arroyo topography of the area has been
determined by the denditic drainage pattern superimposed on the
eastward vegional dip of outcropping upper Permian carbhonates.

The prospect area encompasses an area of rolling
hills and intervening arroyos which produce relief of 100 to 200
feet. The area is accessible by ranch roads leading from Hope

to the north or from roads leading westward from the Artesia-
Carlsbad Highway (US 283). The initia} well in.the unit will be
dArilled in the vicinity of the common cL

rncra@:foaque%e?.lmuw ey

Smiies ) @ ordie Nochs.
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REGIONAL GEOLOGIC SETTING:

The Deer Cauanyon Unit 1is located on the northwest flank of the
Delaware Basin. Sece Exhibit I. Regional isopachous of the
Atoka~Morrow interval illustrates the general despsitional con-
figuration of the area during early Pennsylvanian time. The unit
area occurs near the up-dip limits of deposition of Morrow age
sediments and is located in an embavmant. Phe amhavment is forua—
ed where regional despositional strike changes from a northcast-
southwest alignment to a general southeast-northwest alignment.
It is postulated that the axis of the embayment situated betwcen
the positive feature to the south and broad positive shelf area
to the north is an area where 'a concentration of clastics occurs.
Clastics derived from the positive source areas should have been

‘transported into the structurally low areas during time of deposition.

Well developed clastic deposits should be preserved in that area.

Based on the assumption that the isopachous of the Atoka-Morrow
interval is indicative of depositional strike the Deer Canyon
Unit is on general strike with Morrow sands which have well
developed reservolir character and are productive. The Atoka-
Morrow interval represents a sequence of deposition that trans-~
gressed from the southeast toward the northwest. The near-shore
high energy clastic faciesof succeeding time intervals shifted
onto the ghelf area in stages. The isopachous values generally
conform to strike of various time units. During particular stages

(as indicated by particular isopachous values) thicker, more porous,

more areally extensive reservoirs were develoved than in other

periods. Those trends with the better reservoir development have
yielded better production. The Deer Canyon prospect is indicated
to occur within the trend of a particular time unit in which good

reservoir development ocours. See Bxhibii I.

Due to regional easiward tilt of the northwest flark of the Dela-
ware Basin, the Morrow interval will be encountered at a region-
ally high position in the Deer Canyon Unit Area.

Within the area of the Deer Canyon Unit, approximately 11,000 feet
of sedimentary section occurs. Permian San Andres dolomites out-
crop at the surface. the 8700' test in the unit will penetrate
the Permian and the entire Pennsylvanian interval. The test will
be drilled to 8700', or top of the Barnett shale (upper Miss.).
See Exhibit 3. Regional Cross Section AR (exhibkit 3), a stratigra-
phic section, depicts the stratigraphic column that will be pene-
trated below the top of the Abo. Although the Morrow unit is
considered the primary target in the area, secondary possibilities
for production arc afforded by bedded carbonates and clastic zones
in the Wolfcamp and upper Pernsylvanian interval. A prognosis

of formation torsto be encountered in the subject well is as follows:

Surface Elevation 4200 + DEPTH DATUM
San Andres outcrop

T. Glorieta sd. 1600 + (+2600)
T. Abo 3600 &+ (+ 600
T. WolLcamp 5000 + (- 800)
T. Upper Penn. 6600 + (-2400)
T. Strawn 7200 + (~3000)
T. Atoka 7800 + (~3600)
T. Morrow 8100 :+ (-~3900)
Base Morrow - T. Barnctt 8400 (-4200)
D 8700 +
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DRLINEATION QF THE DEER CANYON UNIT:

The Decer Canyon Unit encompasses 16 sections in Township T-20-S,
R-21~E, in which productive Morrow age sands are indicated to
occur. The unit outline gencrally includes tue area in which

550 to 700' of Atoka-Morrow interval occurs. .Please reier to
Exhibit 2. Based on regional control, the optimum development

of Morrow sands occurs locally along the Northwest Flank of the
Delaware Basin within the genectic unit defined by the 400 - 700°'
lsopachous interval. Based on the sparse control directly related

UYes Gl dinun 1. wncza of the Atolia- Morrow ic

.
IS > 12 I A
te Lhe m"'-i.'-.- area, na i ;:._Vu JESRIRS

550 ~ 700' based on the relatlonshlpc indicated in the Cass Ranch
area (Sec. 2, T-20~S, R~23-E). The Tom Brown #l Kewanee blew out
from a Morrow sand unit encountered in the interval 8570' - 8625'.
Please refer to Exhibit 4. That well was completed in November,
1963 and subsequently produced 0.23 BCF gas before abandonment in
1971. The productive well had 557' of Atoka-Morrow interval.
Offset wells drilled in sections 34 and 35 Township 19-S, 23-E had
512' and 525' of gross interxval, respectively. Morrow sands ia
those wells were tight and poorly developed. Based on the rela-
tioncghip in thie area, a 550' value for Atoka-Morrow thickness
is considered a reallutic updip limit for productive sands in the
Morrow in the prospect area. The loss of porosity and permeability
due to loss-of sand development provides the critical trap-

ping relationship for the local area.

Intrepretation of structural control’ lnd’cates that the Morrow
interval will be structurally hlqh to ne Cass Ranch production

(Sec- 2' T"20"S' R-2J"'E)

Production established from Morrow Sands in the Rocky Arroyo Area
(Sec. 33, T-21-S, R-22, Sec. 8 & 17, T-21-S, R~22-E) and shows from
sands encountered in section 16, T-21l, R-22-S further indicated

that the genetic unit anticipated in the Deer Canyon Unit has regiocnal

AL AN &
-

extent and continuily along the defincd
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BEFORE THE
NEW MEXICO OIL CONSERVATION COMMISSION
STATE LAND OFFICE BUILDING
SANTA FE, NEW MEXICO
September 19, 1973

EXAMINER HEARING

IN THE MATTER OF:
Case No, 5065
The Application of Roberts, '
Koch & Cartwright for a unit
agreement, Eddy County, New
Mexico

Nt st Nt el N e Swd St

BEFORE: ELVIS A, UTZ, Examiner

TRANSCRIPT OF HEARING
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PAGE 3

MR, UTZ: The next case looks like 5065,
MR. DERRYBERRY: Application of Roberts, Koch &
Cartwright for a unit agreement, LEddy County, New Mexico.

CHARLES KOCH,

a witness, having been first Quly sworin according
to law, upon his oath testified as follows:

DIRECT EXAMINATION

BY MR. KELLAHIN:

Would you state your name, please?

Q
A Charles Koch.
Q

Are you a member of the firm Roberts, Koch & Cartwright?

T am

W ey
Yos, gir am.

X

14 7

Q 4Where are you located?

A Midland, Texas.

Q Have you testified before the 0il Conservation Commission
befeore?

A Yes, sir.

Q Made your qualifications a matter of record?

A Yes, sir,

R Are you familiar with the Application in Case No, 50652

A Yes, sir,
0 What is the applicant proposing in this case?
A Proposing to dril) an exploration Federal unit comprised

of 10,620 acres in Township 20 South, Range 21 East, to

a depth of approximately 8700 feet, Upper Mississippian
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Barnett shale formation,

Now, referring to the Exhibit No. 1 which is the fqrm
of unit agreement, has that unit agreement been used by
the United Geological Survey Department of Interior?
Subject to the approval of thc MMOCC in the State of
New Mexico.

Has the State of New Mexico approved it?

Not until I finish with you all.

Do you have preliminary approval?

Yes, I do.

All that is waiting for the 0il Conservation Commission?
That'§ correct.

Is there any fee land in the unit?
None.

It's all Federal and State?

Yes, sir,

- Do you have a breakdown of what proportions are Federal

and what is State?

It's Exhibit 1, We have approximately 14.4 percent as
State land; 85.6 percent is Pederal.

Have all the working interest owners signed the unit
agreement? ‘

All except one, Kerr McGee. They have elected not to
participate in the unit,

Are they making any contribution to the unit?
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They're making a dry hole contribution,

Does the unit agreement require the drilling of an
exploratory well?

Yes, sir{ It dia.

What are the terms of drilling that well?

The well is té be located in the northwest quarter,
Section 14, Township 20 South, Range 21 East. The footage
location is 660 from the west, 1980 from the north line,
required depth 8700 feet, test the Upper Mississippian
formation Barnett shale at a lesser depth.

Are tlHere other drilling commitments contained in the
unit?

In the unit?

Yes, sir,

No, sir.

Are you operating on an agreement?

Continuous development on some of the working interest
parties, yes.

Is that»qontinggnt upon drilling a pour on the first well?
Contingent upon drilling a pour on the first well.

Have you estimated this exploratory unit? Have you made
a study of the geological formatlons inveolved here?

Yes, sir.

And is that report contained in the Exhibits 2-A through

2-H, inclusive?
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Yes, sir.
Could we just briefly identify those exhibits?
Starting with A, it's a land plat description of the
area.
That shows the Connier Hip Well?
Correct. B is a.regional Atoka~Morrow Isopachous map.
C is a structural map, base Pennsylvanian.
D is a regional cros3 3ection across the proépect
and so is E,
Are thosé based on wells in the vicinity?
In the proximity, prospect. The topographical map would
be F. We have logs, description, scout pictures of the

existing wells in the proximity and this last is a

. geological report on the proposed prospect.

Now, what is the closest well to this prospect?
Producing well?
Yes, sir,

About 15 miles,

‘There have been some dry holes drilled there?

There has been one offsetting the unit within a mile in
recent time,

Noﬁ, have all of the overriding royalty owners agreed to
this?

All but two.

Are they on the Kerr McGee lease?
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A

No. They are under a lease that they hold.

Do you anticipate that we will get an agreement?

1 have contacted them numerons times without response,
probably not.

What interest do they hold?

Mr. Maurice Grundy holds a 3 percent override under
approximately 1000 acres. Mr. Ben Brooks has 5 percent
override under 280 acres,.

Well, is their non-participation in the unit causing any
prcblem to you?

No, sir.

3 o)

Now, the Exhibit No. 1 which

1
]
‘
{

ha unit agreement, has
that been fully executed?

Yes, sir.

This particular copy?

Yes, sir.

Is the unit agreement in the form as her -~ .re been
approved by this Commission?

Yeg,; air.

You are familiar with Exhibit No. 1?

Yes, sir.

Were Exhibits 1 and 2-A through 2-H prepared by you or
under your supervisilon?

They were prepared by my genexalfpartner geologist.

Have you examined them and do they accurately represent
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the geological description?
That's correct.

MR, KELLAHIN: At this time I'll offer Exhibit 1 and
Exhibits Z~A through 2+,

MR. UTZ: Without objection, Exhibits 1, 2-2. through
2-1 will be accepted into the record in this case,

Other questions of the witness?

(No response.)

MR. UTZ2: The witness may be excused. Statements in
the case?

MR. KELLAHIN: If the Commission please, therxe is a
little urgency in getting this approved as soon as
possible and we would appreciate if it could be handled
as soon as we can.

MR, UTZ: Shouldn't take too long, Mr. Kellahin.

MR. KELLAHIN: Thank you,

~000~
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STATE OF NEW MEXICO )
) 88
COUNTY OF BERNALILLO )

I, CLAUDIA FAHRENTHOLD, a court reporter in and for
the County <€ Rernalillo, State of New Mexico, do hereby
certify that the foregoing and attached Transcript of
Hearing before the New Mexico 0il Conservation Commission
was reported by me; and that the same is a true and correct

record of the said proceedings to the best of my knowledge,

skill and ability.

COURT REPORTER
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SANTA FE, NEW MEXICO
September 19, 1973

EXAMINER HEARING

IN THE MATTER OF:
Case No.
The Application of Roberts,
Koch & Cartwright for a unit
agreement, Eddy County, New
Mexico

Nt N et ot Ml Nl st

BEFORE: ELVIS A, UTZ, Examiner

TRANSCRIPT OF HEARING

5065

R A A et e e S e



Y. meier & associates

dearnie

209 SIMMS BLDG.e P.0. BOX 1092 PKONE 243-869210 ALBUQUERQUE, NEW MEXICO 87102 ‘

126 FIRST NATIONAL BANK BLODG. EAST+ALBUQUERQUE, NEW MEXICO 87108

10

1

12

13

14

15

16

17

18

19

2t

22

23

24

25

PAGE 3

MR. UTZ: The next case looks like 5065.
MR. DERRYBERRY: Application of Roberts, Koch &
CartwrightAfor a unit agreement, Eddy County, Hew Mexico.

CHARLES KOCH,

a witness, hav
to law, upon his oath testified as follows:

DIRECT EXAMINATION

BY MR. KELLAHIN:

Q Would you state your name, please?

A Charles Koch.

0 Are you a mewber of the firm Roberts, Koch & Cartwright?
A Yes, sir, I am,

0 Where are you located?

A Midland, Texas.

Q Have you testified before the 0il Conservation Commissiocn
before?

A Yes, sir,

Q Made your qualifications a matter of record?

A Yes, sir,

Q Are you familiar witﬁ the Application in Case No. 5065?

A Yes, sir,

0 What ia the applicént proposing in this case?

A Proposing to drill an exploration Federal unit comprised

of 10,620 acres in Township 20 South, Range 21 East, to

a depth of approximately 8700 feet, Upper Mississippian
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Barnett shale formation.

Now, referring to the Exhibit No. 1 which is the form
of unit agreement, has that unit agreement been used by
the United Geological Survey Department of Intcrior?
Subject to the approval of the NMOCC in the State of
New Mexico,.

Has the State of New Mexico approved it?

Not until I finish with you all.

Do you have preliminary approval?

Yes, I do.

All that is waiting for the 0il Conservation Commission?
That's correct.

Is there any fee land in the unit?

None,

It's all Federal and State?

Yes, sir.

Do you have a breakdown of what proportions are Federal
and what is State?

It's Exhibit 1. ﬁé have approximately 14.4 percent as
State land; 85.6 percent is Federal. |

Have all the working interest owners signed the unit
agreement?

All except one, Kerr McGee., They have elected not to
participate in the unit,

Are they making any contribution to the unit?
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They're making a dry hole cbntribution.hﬂm

Does the unit agreement require the drilling of an
exploratory well?

Yes, sir. It 4iqd,

What are the terms of drilling that well?

The well is to be located in the northwest quarter,
Section 14; Township 20 South, Range 21 East. The footage
location is 660 from the west, 1980 from the north line,
required depth 8700 feet, test the Upper Mississippian
formation Barnett shale at a lesser depth.

Are there other drilling commitments contained in the
unit?

In the unit?

Yes, sir,

No, sir,.

Are you operating on an agreement?

Continuous development on some of the working interest
parties, yes.

Is that contingent upon drilling a pour on the first well?
Contingent uponvdrilling a pour on the first well.

Have you estimated this exploratoxy unit? Have you made
a study of the geoiogical formations involved here?

Yes, sir.

and is that report contained in the Exhibits 2-A through

2-H, inclusive?
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Yes, sir,
Could we just briefly identify those exhibits?
Starting with A, it's a land plat description of the
area.,
That shows the Connier Hip Well?
Correct. B is a regional Atoka-Morrow Isopachous map.

C is a structural map, base Pennsylvanian.

D is a regional cross section across the prospect
and so is E,
Are those based on wells in the vicinity?
In the proximity, prospect. The topographical map would
be F. We have logs, description, scout pictures of the
existing wells in the proximity and this last is a
geological report on the proposed prospect.
Now, what is the closest well to this prospect?
Producinq well?
Yes, sir.
About 15 miles,
There have been some dry holes drilled there?
There has been one offsetting the unit within a mile in
recent time.
Now, have all of tﬁé overriding royalty owners agreed to
this?
All but two.

Are they on the Kerr McGee lease?
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No. They are under a lease that they héid.
Do you anticipate that we will get an agreement?

I have contacted them numerous times without response,
probably not.

What interest do they holad?

Mr, Maurice Grundy holds a 3 percent override under
approximately 1000 acres. Mr. Ben Brooks has 5 percent
override under 280 acres.

Well, is their non-participation in the unit causing any
problem to you?

No, sir,

Now, the Exhibit No. 1 which is the unit agreement, has
that been fully executed?

Yes, sir,

This particular copy?

Yes, sir.

Is the unit agreement in the foim as heretofore been
approved by this Commission?

Yes, sir.

You are familiar with Exhibit No., 1°?

Yes, sir,

Were Exhibits 1 and 2-A through 2-~lf prepared by you or
under your supervision?

They were prepared by my general partner geologist,

Have you examined them and do they accurately represent

I
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the geological description?
That's correct,

MR, KELLAHIN: At this time I'll offer Exhibit 1 and
Exhibits 2-A fhrough 2-H.

MR. UTZ: Without objection, Exhibits 1, 2-A through
2-H will be accepted into the record in this case.

Other questions of the witness?

(No respdnse.)

MR. UTZ: The witness méy be excused. Statements in
the case?

MR. KELLAHIN: If the Commission please, there is a
little urgency in getting this approﬁed as soon as
possible and we would appreciate if it could be handled
as soon as we can.

MR. UTZ: Shouldn't take too long, Mr. Kellahin,

MR, KELLAHIN: Thank you.

~000~
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STATE OF NEW MEXICO )
) SS
COUNTY OF BERNALILLO )
1, CLAUDIA FAHRENTHOLD, a court reporter in and for
the county of Bernalillo, state of New Mcxico, dn hereby

certify that the foregoing and attached Transcript of

Hearing before the New Mexico Oil Conservation Commission

- was reported by me; and that the same is a true and correct

record of the said proceedings to the best of my knowledge,

skill and ability.
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Docket No. 26-~73

DOCKET: EXAMINER HEARING - WEDNESDAY -~ SEPTEMBER 19, 1973

9 A.M. - OIL CONSERVATION COMMISSION CONFERENCE ROOM,
STATE LAND OFFICE BUILDING ~ SANTA FE, NEW MEXICO

Stamets, Alteqidie Examiner:

CASE 4745:

{(Reopened) (Continued from the August 22, 1973, Examiner Hearing)

CASE 5047:

In the matter of Case No. 4745 being reopened pursuant to the provisions
of Order No. R-4365, which order established special rules and regula-
tions for the Penasco Draw San Andres-Yeso Pool, Eddy County, New
Mexico, including a provision for classification of o1l wells and gas
wells, the spacing thereof, and a limiting gas-oil ratio of 3000 to 1.
All interested parties may appear and show cause why saild pool rules
should remain in effect.

{Continued and Readvertised)

CASE 5063:

CASE 5064 :

CABE 5065:

!! :
l The following cases will be heard before Elvis A. Utz, Examiner, or Richard L. )

Application of Chace 01l Company for the amendment of Order No. R-4555,
Rio Arriba County, New Mexico., Applicant, in the above-styled cause,
seeks the amendment of the special rules and regulations for the South
Lindrith Gallup-Dakota Pool, Rio Arriba County, New Mexico, as promul-
gated by Order No. R-4555, to provide for the classification of oil wells
and gas wells, the assignment of 320-acre units to gas wells, and to
provide for approval of unorthodox locations for wells drilled as oil
wells but classified as gas wells upon completion.

Application of Shell 0il Company for an unorthodox oil well lecationm,
Lea County, New Mexico. Applicant, in the above-styled cause, seeks
approval of an unorthodox location for its Sanger Well No. 6Y to be
located 1220 feet from the North line and 180 feet from the West line
of Section 27, Township 18 South, Range 38 East, Hobbs Pool, Lea County,

New Mexico.

Application of Exxon Corporvation for a dual completion, Eddy County,
New Mexlco. Applicant, in the above-gtyled cause, seeks approval for
the dual completion (conventional) of its South Carlsbad 2 Gas Com.
Well No. 1 located in Unit J of Section 27, Township 23 South, Range 26
East, Eddy County, New Mexico, to produce gas from the South Carlsbad~
Strawn and South Carlsbad-Morrow Gas Pools through the casing-tubing

annulus and tubing, respectively,

Application of Roberts, Koch & Cartwright for a unit agreement, Eddy
County, New Mexico. Applicant, in the above-styled cause, seeks approval
of the Deer Canyon Unit Area comprising 10,620 acres, more or less, of
Federal and State lands in Township 20 South, Range 21 East, Eddy

County, Newy Mexico.
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CASE 5057.

Docket No. 26-73
-2~

{Continued and readvertised)

CASE 5066:

CASE 5067:

CASE 5068:

Application of Coquina 01l Corporation for an unorthodox location,

Eddy County, New Mexico. Applicant, in the above-styled cause, seeks
authority to drill a proposed gas well at an unorthodox location 330
feet from the South and East lines of Section 12, Township 18 South,
Range 25 East, West Atoka-Morrow Gas Pool, Eddy County, New Mexico,

the S8/2 of Section 12 to be dedicated fo the well. In the alternative,
applicant seeks approval of an unorthodox location 660 feet from the

South and East lines of said Section 12.

Application of Burleson & Huff for a non~standard gas proration unit

and compulsory pooling, Lea County, New Mexico. Applicant, in the above-

styled cause, seeks approval of a 160-acre non~standard gas proration
unit comprising the NE/4 of Section 29, Township 25 South, Range 37
East, Jalmat Gas Pool, Lea County, New Mexico, to be dedicated to its
Coll Well No. 1-A located in Unit G of said Section 29.

Applicant further seeks an order of the Commission pooling all mineral
interests in the Jalmat Gas Pool underlying the aforesaid quarter sectionm.
Also to be considered will be the cost of recompleting said well and the
allocation of such costs, as well as actual operating costs and charges

for supervision. Also to be considered is the designation of applicant

.as operator of the well and a charge for risk involved in recompleting

said well.

Application of American Quasar Petroleum Co. of New Mexico for a unit
agreement, Eddy County, New Mexico. Applicant, in the above-styled
cause, seeks approval of the Dune Unit Area comprising 2,576 acres,
more or less, of Federal and Fee lands in Township 23 South, Range 31
East, and Township 24 South, Ranges 30 and 31 East, Lea County, New

Mexico.

Southeastern nomenclature case calling for the creation and extension
of the vertical and horizontal limits of certain pools in Lea County,

New Mexico:

(a) Create a new pool in Lea County, New Mexico, classified as an oil
pool for Strawn production und designated as the Townsend-Strawn Pool,
with special vertical limits defined as being the Strawn formation from
11,325 feet to 11,535 feet as on the log of the discovery well, the
Ralph E. & J. C., Williamson Harrod State No. 1 in Unit U of Section 4,
Townmship 16 South, Range 35 East, NMPM. Said pool would comprise:

TOWNSHIP 16 SOUTH, RANGE 35 EAST, NMPM
Section 4: SW/4

(b) Extend the vertical limits of the Tubb Gas Pool in Lea County,
New Mexico, as established by Rule 25 of the Special Rules for

said pool as promulgated by Order No. R-1670, downward to include the
entire interval from 100 feet above the Tubb marker to the top of the
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(Case 5068 continued from Page 2)

Drinkard formation, in order to eliminate the zone of no- nomenclsiure
which exists between the Tubb and Drinkard Pools,
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cunty, New

TOWNSHIP 24 SOUTH, RANGE 34 EAST, NMPM
Section 6: NW/4

(d) Extend the Juerecho Plains-Queen Pool 1in Lea County,

New Mexico,
to include therein:

TOWNSHIP 18 SOQUTH, RANGE 32 EAST, NMPM
Section 23: SW/%

Section 26: Ww/2

(e) Extend the Wantz-Granite Wash Pool in Lea County,

New Mexico,
to include therein:

TOWNSHIP 22 SOUTH, RANGE 37 EAST, NMPM
Sectior. 24: NE/4
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BEFORE THE OIL CONSERVATION COMMISSION
OF THE STATE OF NEW MEXICO -~
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IN THE MATTER OF THE HEARING J,/ C:/;/.é

CALLED BY THE OIl, CONSERVATION o -
COMMISSION OF NEW MEXICO FOR . —

THE PURPOSE OF CONSIDERING:
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/;/ s \l\/’(,{/CASE No. m
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FOR APPROVAL OF 'I‘HE‘ &gc Cg gyad — ,____;
UNIT A"‘W :49 . CQU ., NEW MEXICO.

ORDER OF THE_COMMISSION

\ BY THE .COMMISSION:

) e This cause came on for hearing at 9 o'clock a.m. on
% ' 197_}, at Santa Fe, New Mexico, before Examiner
B v A

°

NOW, on this day of , 196___, the Tommission,
a quorum being present, having considered the testimony, the record,
and the recommendations of the Examiner, and being fully advised

in the prenises,
PINDS:

(1) That due public notice having been given as required by
law, the Commission has jurisdiction of this cause and the subject

matter thereof.

(2) That the applicant, M@Mﬁf&@?ﬂ
A seeks approval of the _Qm__%ln Unit Agreement
State g~

o o _covering 620 '*'g:res, more or less, of Federal lands
and--Fee
described as follows:
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(3) That approval of the proposed unit agreement should
promote the prevention of waste and the protection of correiative
rights within the unit area.

IT IS THEREFORE ORDERED: / )

(1) That the _nga_a?An Unit Agreement
is hereby approved.

(2) That the plan contained in said unit agreement for the
development and operation of the unit area is hereby approved in
principle as a proper conservation measure; provided, however,
that notwithstanding any of the provisions contained in said unit

agreement, this approval shall not be considered as waiving or

ralinguiching, in any manner, any right, duty, or cobligation which
is now, or may hereafter be, vested in the Commission to supervise
and control operations for the exploration and developmen: of any

lands committed to the unit and production of oil or gas therefrom.

(3) That the unit operator shall file with the Commission
an executed original or executed counterpart of the unit agreement
within 30 days after the effective date thereof; that in the event
of subsequent joinder by any party or expansion or contraction of
the unit area, the unit operator shall file with the Commission
within 30 days thereafter counterparts of the unit agreement
reflecting the subscription of those interests having joined or

ratified.
(4) That this order shall become effective upon the approval

~

of said unit agreement by the Commissioner of Public Ladég/;ot the
State of New Mexico and the Dirsctor of the United;Stéges/éeologi~
cal Survey; that this order shall terminate ;ggg.gé;;é upon the

termination of said unit agreement; and that the last unit opera-

tor shall notify the Commission immediately in writing of such

termination.

(5) That jurisdiction of this cause is retained for the
entry of such further orders as the Commission may deem necessary.

L2
DONE at Santa Fe, New Mexico, on the day and year herein-
above designated.

l
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