. P. 0. BOX 660
T ROSWELL, NEW MEXICO

Gb February 9, 1954

New Mexico 0Oil Conservation
Committee

P.0. Box 871

Santa Fe, New Mexico

Gentlemen :

We are enclosing for your records i photostatic
copy of our application for termination of the Cass
Ranch Unit Agreement, approved by the U.S.G.S. as of
February 1, 1954. A copy of this approved application
has also been sent to the Commissioner of Public Lands.

Very truly yours,
MALCO REFINERIES, INC.
>77 D Sors

Al M. Norton (Mrs.)

enc.
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U FoETMENT F TH: INT -h e
OROLOUICAL SURVEY

AFFLICETION POR AV TR WAL UF

TERMINATION OF THR

CAS: HANCH UNIT ACREFMENT

PURSUANT T SFOTION )8
EGE'YE

THERS OF
DEC 24 1953

u.s.
Tos THE MONORAXLZ DTRACTOK F THe CESLOQICAL & VLY, mﬁwﬁé‘v’v“"&gfc‘g’

DEPARTHENT F THML INT RI0K, <ASHINOTGOH,; G.Ce1

IN THE BATT-R F THE

UNTT AOREEMENT

FOR THE D-VEL.iMENT AND OPERATION
OF THE CASS i NCH UNIT AKKA,
CIHUNTY OF EDOTY, STATE OF

REA MEXTCO

Nt N Nt et st g

Malco Refineries, Inc., as lnit Operator and as owner of one hundred
per centum (1007) of the working intereat sisnatory to the Cas: Ranch imit
Agreement, I Sec. No, 680, hereby agrees to the te mination of the said
Casa Ranch [nit izreement, pursuant the provisi-ns of Section 18 thereof,
and respectfully requests aporoval of the Director »f the inited [tates
Osological Survey to said termimation,

In support of this :pplication for Terminution, the followins is
reaspectfully submitteds

(1) Fursuant to ‘ection 3 of said Ynit areecment, the ass -anch
Unit #ell No, 1, located in :E/h K3/l of lection 3, Townghip 2u . nuth,

Hange 2& ~ast, -dcy County, New Hexlico was drilled to a total deuth of

79501 ¢ I
(2) The followin;y formation tops wure recorded: '
tan Arxires #3314 ranyon ~37006 ) b~‘?‘i‘_';’ -
GlOPietta *19;’1‘ k toka -i:"}:ﬁ . e -
“ullerton # 31k #issigsinsian -TRT)
Abo - 7€ soodford «5111
Hueco 1506 Cevonian -1 30

(3) %o eommarcial cil or gas showinzs were sncoantarted in any of the
snnes penetrated,

(L) The well was plureed and abawdoned etoler 27, 1773,

The undersi. neu zorkin- nt regt »mer wlizves it is reascnanly
determined thet the uniticud lane is .neanu-le of production of uritizea

subgtsnges in poiyine  usntitigs ia the rorsations togted so LhevaDore 18

not st 1lins to ine:r the gxpense and risk of ariliin: any aaaitisnal test
wells,
patad this ‘ day of .ecemar 17573,

AVT STy LTIl F A D, M,

‘n thie , day of £ s 17 g ofare ma w,resred
Dt et e 0 N o
Donald 2, Andersan, to za orgonally known, who oe’n T ome duly eworm, i




- e -

e [

say that he is the Vice iresident of Malooc kefineries, Inc. and thad
the sesl affixed to said instrument is the corporate seal of said sor-
poration, and that sald instrument was signed and sealed in behalf ef
said corporation by authority of its Beard of Uirestors, and said
Donald 7, Anderson acknowledged said instrument to be th: free st
arnd deed of said corporation,

Oiven under my hand and notarial seal ! £ i day of /—/}L_ - -

19 .

My commission expires:

s

. e 7

o R
Date =i =1
Perminati.om “re o lans K& ULh A-Te2Te = count,
e L oTaTe = , Tlasbtve oy R ary 1, 10N
in teraboa 3 b3 e TAany > 7 mectior
B teres

4 . et et . S



Jamary 20, 1954

Malcs Refineries, Ine,
¥, O.Box 660
Roswell, New Mexioco

Fer Applicstion for arrrovel of
Termination ¢f the Tsze Ranch
"nit Area, Eddy County, New
Mexien

Contlemeny

@ have your letier dnted ancary 7, 195 :-getler with a
1 otostetic eovy of the arplimt on Mle with tre mital States
focloioal Survey for approval «F termination of the Cams Ns oh

[‘\i mit ‘or-ement in ¥ddy County, “eov “exico,
H
/ Tlen~e be pdvised trat ve aprrove your arplication to terminate

this particular wnit acreemcnt rrovided, howsver, like consent ia
obtainel firz the United 7 ales Geclorical 'urvey sn: 11 ‘cnservation
Cormicaion,

\/{/ Tary tyuly yours,

Te e CRLEYR
‘omrigeloner of fnblde Larns

oct 'nited “tates Geclog’esl Survey
“newell, Nev Mexico (3) .
41 Conservation Cammission v
janta Fe, Hew Maxico (1)

ILLEGIBLE



Conservation Commigslion
State of New Mexico
Santa Fe, New Mexico

Gentlemen:

We enclose Tor jour

accounting Agreement for the
May 1, 1953.

AMTims

fnclosure

Cats

RANCH URIT
Zddy County, Lew N

¢ JUNZ 21953 /
“L“"—-h—-u [VR Setve |

L

CH1LLCO

Yours very trul

~}/1/ W T

H

L

I2)

<

H. Xuester,
nd end Lease

cc: The Commissioner of Puvlic Lands

Stete of New Mexico
Senta Fe, New Mexice

Me
D

\""
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Uecanber 27, 1951

#elco relineries, Inc.
ie Ue BHBox 660 PR ‘_H!
rnogvwell, New Jexico Lo

sttentions H. E. iary iug}ol(/ \

Desr Sir

o o the Un'ted

Stotes Gealegi Y ; thet txe t»ﬂ‘m of

3 c,i aftsr Jaeehr 3.1, 1951,
: ety further erlhg re uirements
Gaaa Undt ‘gfeement) provided, however, :simller
ar extenzlon is granted 4y the Director of
ep Geological ‘urvey.

K Bfi

SRS

Very troly youra,

Guy herrd,
Commissioner of . ublde Lania,

oe: Al fonservacion Compdssd n 7
Septa e, New Koxico
U, vei00.0gicul Survey
uosvell, Hew Mexico




October 11951 /

Malco Refineries, Inc.
Bowx 664
Roswell, New Mexicu

Atrention: Mr H., E.

Re: Cass Ranch Unit “res

Gentlemen:

In accordance with your request of Auarist 24th 1 am
pleased to inform you that 1 approve the extenszon of the ahuve
ca tioned Unit Agreement for » se - i0d of nine (?) months from
June 24, 1951.

I also approve the resignati .n of Maynolia Petroleam
Company as Unit Cperato- and the nrovosal of Malco Refineries,
Inc., to be Successor Unit Operatsr of the Cass Ranch Unit
Area; provided, however, like approval is had and obtained by
the Malco Reiineries, Inc., from the ur per officials of the
Department of Interior and this office provided with & duly
executed and fedevally appruved copy of the Designation for
our files.

ery trdy yours,
GUY SHZPARD
Commissioner of Public Laands

ce: U. 5. Geological Survey
Roswell, New Mexico

Oil Conservation Commission
Santa Fe, N. M,

o,

-~



as%aik, ?ﬁw flexice
stteatlont Bre e .

&

. ., T men ® BT
ey e BfMIz:oiuil

Lohave &ﬁrkiii&J )
cxtoeusion of tluc
faurtlher deililin
aﬂg vparation ol
au@ij, Hew llexico

ot 3i gaii%ﬁ.; ;U} Réi
y Coraply with the
s fur the develapne
ach Unit irea, ::i

4
X

I bave o€ iuwded thael 1o ost lalorests ol e
rigiﬁ cif frew CBXAEY would Tw o served by such roe

tensicag uider thw 8P o] wiate provisliaon
spinal & *-&&ai. Thaereiore, I aqvove

your applhesd] for cxtemsion of {ioe watl
Jang 24, 1951y

Tiis appreval is eulirely couditieued w o o, ruvsl

of {hls applicatisu for tatensive ac;M s Sy
sroper &fficiaia of the .= avtmesni of tuc interior,

very trniw T 3,

ILLEGIBLE % M&/m/,l o

AT 2. .
"’Li »’,33*35'-4-: iut i ®

Cuizoissisuor



A' SOCONY-VACUUM COMPANY

Roswell, New Mexico

A " January 23 1950 P e

LY gt
INATE

¥r. R. R, Spurrier A
New Mexico 0il Conservation Cormission

Santa Fe, New lMexico
Dear Dick:

I am enclosing two coples of the approval of
the extension of time in which to start a well on our Cass
Ranch Unit in Townships 19 and 20 South, Range 2/ East,
Eddy County, New Mexico.

This is the unit agreement which I discussed with
Guy Shepherd on the telephone while you and he were in Washing=-
ton and you and Guy wired Buck lorrell approving the extension
for the Commission.

Thanks a lot to you and Guy for your friendly coop~-
eration in getting this extension of time,

Yours very truly,

SPH:ms
Enclse




Form X-85—4-49

COPY

ONITED STATES
DEPARTMENT OF THE INTERIR
GEOLOGICAL SURVEY
Washington 25, D. C.

Jamary 20, 1950

Magnolia Petroleum Compeny
Roswell, New Mexleo

Gentlemen:
On Jamuary 13, 1950, Aeting Director of the United Statee

Geological Survey, Thomas B, Wolan, approved the anplication dated

Jamary 3, 1950, filed by your cempany as unit eperator, requesting
an extensien of time umtil February 7, 1950, within vhich to commance
the drilling of the initisl test well in the Cass Ranch unit area,
Eddy County, New Mexico, I=See, YNoe 680 appreved July 8, 1949,

One approved copy of the application is enclosed for your
record, It is assumed that you will furnish the State of New Maxico
with whatever evidence of this aporoval it requires,

VYery truly yours,

/s/ e 3. Dunean
For the Mrector

Enclosure



X-4238

MAGNOLIA PETROLEUM COMPANY

Roswell, ow Mexlco

Jarmery 3, 1950

Jreetor, J. S. Geolegicel Survey
Hashington, D. C.

Thru Mr. Foster Morrell, Supcrvisor
Roswell, “low Mexioo

Zer Cass Ranch Unit Agreement
Te 19 and 20 Sey Fe 24 B,
E county, Hew ¥

Dear Sir:

The Direetor of the mited “iabes Geological Survey approved
our Caas Ransh Unit Agreament on July 2, 1949, and under the provisions
of this Unit Agreament, we agrced o start a well to be drilled to a
total depth of 3900 feet, or o0il or guc in paying quantities at = lesser
depth, within six months fron that dabe,

This six months timo will be up on Jamary %, 1950, ‘e are at
the present time engaged in doing additional geological and geophysieal
work in an effort to determiine the hest locatfon for the test w1l on
this Unit and we respectfully recusst an additional thirty daye time bo
complete this work in order that we may pick vhat we think is the best
locetion with a pessible better chance of sseuring production,

Wa kindly ask that you ~ive thls favorable considersticn,
Yours very truly,
VAGTALL. PETRALEBU COIPANY
Y /3/ e Pe Tamifin
SPHms

Approved Jamary 13 1950

/s/ Thomas 5. lolan
Aeting Director,
e 3o Geological Survey



Form X-85—4 49

COPY

JEPART YT 7T THI INTERIF
SOLNITLL SIMVEY

Hesiinrton 25, U Ce
Jormary 70, 1950

rumolis Petrolewr: orreny
Toawcll, Wew Mexico

Zontloments

Un Jamuary 13, 1950,  ctin: irector of tho "'nited States
Gonlodenl Survey, Thomns % ‘olon, wroved tie asmiication dated
Jowmary 3, 1950, £iled by sour conray as unit operator, recuegting
an oxtemsion of time until Telrwnry 7, 1930, within hich to cormenecs
the 4~11ling of the initind tect wwll in the Cass “anch unit ares,
fady Jounty, Wew lexleo, I=lcc, ce O30 coproved July 7, 1949,

e approved cony of L amplication is -nclosed for your
racordl, It is asswmed tint you 710 faenish the Stato of Mew Madeo
with hatever evidence of tii: ooweowal it requiroes.

Tery traly wours,

Jof e Je Duncan
Far the Yrector

nelosare



X-4238

MAGNOLIA PETROLEUM COMPANY

B iogwall, Hew lexico

Jamuary 3, 1950

';)irector, Te Se Geolﬁg?‘icﬂ W
Hashington, D. Ce

Thru Mr. “oster Yorrell, “upcrvisor
floswell, 'low Mexico

“gt Cass Haneh Unit Agrocment
Te 10 and 2C Sey Te 24 ey
Edady mby, Hew Yazieo

Tlegr Sirs

The Direetor of the "mited tites Seclogieal Turver anproved
our Tass “anch Unlt Agreasmsnt o July %, 1949, and under the mrovisiona
of this "it Agreament, w2 apreed to atart a well to be drilloed to a
total depth of 3900 feet, or 2il or zn> i payines mantities at a lesser
depth, within six months fronm that date,

Tids six months tirmec wlll e ur on Jamary %, 1950, ‘le are at
the presont time engaged in Aoing o li%tlannd geolosical and ~asphysical
work in on offort to determin: the oot location Tor the test w=ll on
this "nit nnd we reapeetfully requost an additionsl thirty Jdays time to
complote this work in order tint yo moy plck vhat we think is the best
location vith a possible betior clice of securin: nroductisr,

g ¥indly agk that sou Svo this favorable consideration,
Tours very truly,

CATILIA POTROLTRY SOMPAYY

a fof . Pe famifin

3P

Approvod  Jamary 13 1950



July 25, 1049

lir. Clarence HinZle
llervey, Dow and iinkle
Roswell, Few lexico

Dear Mr, Hinkle:

To5 will acmowledse reeel L of your letter of Jul;m 22nd, and
en approved copy of the Ul Agreement for 4-e opermbion and

development of the Oass Panch Unit Area, Tddy County, New liexico,

Tery tamly rours,

Re Be fSnDurrier
SECE TARY=-DIRCTOR
RRStbw

Ay




" LAw OFFICES
HeRrVEY, Dow & HINKLE
J. M, HERVEY

HIRAM M. DOW RosweLL, NEw MEXICO

CLARENCE E. HINKLE
W. E. BONDURANT, JR,

July 22, 1949

GEORGE H. HUNKER, JR.

Mr, R. R. Spurrier
Secretary, New Mexico 0il & Gas Ass'n
Santa Fe, New Mexico

Dear Mr. Spurrier:

We hand vou herewith an apnroved copy of
the Unit Asreement for the operation and development
of the Cass Ranch Unit Area, Eddy County, New lMexico,
which was approved by the Director of the United
States Geological Survey as of July 8th.

Yours very truly,

HERVEY, DOV & HINKLE

CEH:rh
Enc.
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OIL CONSERVATION COMMISSIOw~

SANTA FE, NEW MEXICO

13 ctober 1948
Carlsbad Daily Current Argus
Carlsbad, New *iexico

RZ: Cases 161,162, & 164 -
notice of Publication

Jentlemens

Flease publish the enclosed notice once, immediately. Please
proof-read the notice carefully and send a copy of the paper
carrying such notice.

JPON COMPLETION OF THE PUSLICATION, PLUAST SENT: PUSLISHFERIS
AFFIDAVIT 1IN DUPLICATE.

For payment please submit statement in duplicate, accompanied

by voucher executed in cuplicate. The necessary blanks are
enclosed.

Very truly yours,

RRSsbsp




BOTICE OF PUBLICATION
STATE OF HEW MEXICO
OIL COREFRVATLOR COMMISDION

The State of New exieo by its il Conservatisn Comml:ision hereby rives
noiies, pursuant to law, of the following public hearing to be held Ostober
28, 1948, beginning at 10100 o'clock AHe on that day in the City of Santa
¥e, Mew Mexico.

STATE OF KB4 MRLICO TOs

A1l named parties in the following
cases, aw! notice to the pudblic:

CASE 161

n the matiter of application of Hagnolia Petroloum
Ccompany for au order approving & proposed unit agreemsnt
for the development and operatien of the Cams Ranch Wit
ares amigw of 10,230,327 aecves situated in Tomnships
19 and 20, fanges 23 ~nd 24 Tast, NoMePdMe in Fddy County,
New Hexicn.

CASE 162

In the matter of the applicztion of the Hew Mewieo (41
Conservation Commission upon 1ts notion at the suggestion
of the Lesa County Operaiors Zommittee that Parsgraph *
of Seation 2 of Commission Order 637 known as the State
Wids Froration {rder be amended so a8 10 read as follows:

(g) At tbe beginning of sach cal:ndar month, tue
distribution or prorvation to the respective
units in eaeh pool shall be changed in order
to take into account all new wells which have
been completed and wers not in the proratisn
achedule during the previous calendar month.
where any well is completed between the first
and last day of the ¢alendar month, its unit
shall be assined an allowable in accordance
with whether such wnit is margina) or none-
marginal, bhagiuning at 7 A.M., on the date
of compl:tion and for the remainder of that
calendar month.

In the matter of the application of Grayburg Cil Company
of NHew Hexioo, and Western Production Company, Ine. for
an order granting permisaion to unitise certain tracts
within the bhoundaries of the Grayburg Cooperative and
Unit Ares, in Township 17 South, kanges 29 and 30 rast,
HeMePolls, in the Jrayburg-jackson Pecl of Zddy County,
Rew iisxico for proration and allowable purposes,

dvern under the seal of the 0l Conssrvation Commission of Hew “exico at
Zante ?ﬁ, Kew ﬁﬂmﬂ, on Detobey 13, 1948,

STATE OF HEM MUYICH
CIL CORZERVATION CoMMI sI1oM




C;..... -

J. M. HERVEY

GEORGE H. HUNKER, JR. i S gy '(}ﬁg
{ i oy OO
1
1
i

LAw OFFICES
HervEY, Dow & MINKLE

HIRAM M. DOW RoswELL, NEw MEXico {3if {‘"\:“"\‘1’_'\',\1",!’&.7'!;‘5-.; M TEERE e
CLARENCE E. HINKLE SAM ATy et
W €. BONDURANT, ur. September 22, 1948 PN

‘ N [N RS N N S T o
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Mr. R. R. Spurrier, Secretary }
New Mexico 0il Conservation Commission
State Canitol

Santa Fe, New Mexico

Dear Dick:

We hand you herewith, in trinlicate, apnli-
cation of the Magnolia Petroleum Comnany for an-roval of
the Cass Ranch Unlt Area, Eédy County, New Hexico, to-
gether with three conles of the proposed unit agreement.

We woulcd apnreciate your setting this matter
cown for hearing at your earliest convenience and would
suggest that the hearing be held, if possible, come time
during the weeks of the 1ith or 12th of Qctover.

We are also filing similar snnlication of
the Magnolia Petroleum Company for a hearing on the
Lindrith Unit Area, which can be heard at the scames %time.

It would be anvreciated if you would let
me know as soon as nossible the date of the hearing so

nat I may make my nlans accordingly.

Yours sincerely

HEEX%?}\DOW & HINKLE

/ ;!




UNIT AGREEMENT

FOR THE DEVELOEMENT AND OFERATION OF THE C.SS RuNCH UNIT aRE4d

IR _ I. SEC. XO. 5X0 L RVATION B;
‘ sty V/
LS S,
‘ (+)

G SRS ‘ »
C e AN ‘
This agreement, entered into as of the /f  day WAR 281949

AN

<

Ay caL suRy

v,y
ratifying, or consenting hereto, and herein referred to as the

x/éj 7 e fi A , 1948, by and between the parties subscri

"parties hereto",

W-I-T-H-E-S-5~E-T-E:

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

WHEREAS, the Act of February 3%, 1920, 41 Stat.. 437,
30 U.S.C. secs. 181, et. seq., as amended by the Act of August 8,
1946, 60 Stat. 980, authorized Federal lessees and their repre-
sentatives to unite with each other, or jointly or separately with
others, in collectively adopting and operating under a cooperative
or unit plan of development or operation of any oil or gas pool,
field, or 1like area, or any part thereof, for the purpose of more
properly conserving the natural resources thereof whenever de-
termined and certified by the Secretary of the Interior to be
necessary oi advisable in the public interest; and

WHEREAS, the Commissioner of Fublic Lands of the State
of New Mexico is autinorized by an Act of the Legislature (Chap. 88,
Laws 1943) to consent to or approve this agreenent on behalf of
thelstate of Kew Mexico, insofar as it covers 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 (Chap.

72, Laws 123E) to approve this agreement and the conservation

prrovisions hereof; and




WHEREAS, the parties hereto hold sufficient interests
in the Cass Ranch Unit Area to give reasonably effective control
of operations therein; and

WHEREAS, it is the 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 hereto commit to this agree-
ment their respective interests in the unit area and agree severally
among themselves as follows:

ENABLING ACT AKD REGULATIONS

1. The Act of February 2%, 1920, as amended, supra, and
all valid pertinent regulations, including operating and unit plan
regulations, heretofore issued thereunder or valid pertinent and
Teasonable regulations hereafter issued thereunder are accepted
and made a part of this agreement, and as to non-Federal land ap-
plicable State laws are accepted and made part of this agreement.

2. The following described land is hereby designated and

recognized as constituting the unit area:

NEW MEXICO FRINCIFAL MERIDIAN
T. 20 S., R. 33 E. - Section 13 - NE

T. 19 S., R. 34 E. - Section 38 - S%
Sections 27 and 28 - All
Sections 31 to_ 34, incl., - All
Section 35 - N}, SW

T. 230 S., R. 24 E. - Sections 3 to 9, incl. - All
Section 10 -~ W%
Section 17 - N>
Section 18 - Lots 1 and 2, NELX, EXNWS

Eddy County, New Mexico, containing 10,330.27 acres, more or less




Exnibit A attached zereto is a zap showins the unit
area and the known ownership of all land and leasses in said area.
Exhibit B attached hereto is a schedule showing the percentage

and kind of ownership of o0il anc gas interests in all lard in the

2

tsi

unit area. Exntipbits &4 an shall ve revised oy the Unit Opera-
tor whenever changes in toe uait ares or other changes render
guch revision necessary, end not less than six copies of the
revised exnibits shall be filed with the Cil and Fas Supervisor.

The above-described unit area shall be expanded or
contracted, whenever such sction is necessary or desirable to
conform with the purposes of tais agreeunent, in the following
manner

(a) Unit Cperator, on its own motion or on demand of
the Director of the U. 3. Geolngical 3Survey, hereinafter referred
to as Director, or on demand of the Commissioner of Fublic Lands
of the State of New lexico, hereinafter referred to as Commnis-
sioner, shall prepare a notice of proposed expznsion or contrac-
tion describing the conteunplated chanses in the béundaries of
the unit srea, the reasons taerefor, and the proposed effective
date thereof.

(v) 8Said notice shell be delivered to the 0il and Gas
Supervisor, hereinsfter referred to =2s Supervisor, and Com-
missioner, and copies thereof wmeziled to the last known address
of each working interest owner, lessee, and lessor whose inter-
ests are affected, advising that 30 days will be allowed for
submission to the -Unit COperator of any objections.

(¢) Upon expiration of the 3)-day period provided in
the preceding item (o) hereof, Unit'Operator shall file with the

Supervisor and Commissioner evidence of wmailing of the notice of




expansion or contraction and a copy of any objections thereto
which have been filed with the Unit Operator.

(d) After due consideration of all pertinent informa-
tion, the expansion or contraction shall, upon approvsl by the
Director 2ud Commissioner, oecome effective as of the date pre-
scriped in the notice thereof.

£11 land cowmitted to this azreenent shall constitute
land referred to herein as "unitized land" or "lznd subject to
this agreeuent”.

UNITIZED SUBSTAKOJES

3. All oil, gas, natural zasoline, and associated
fluid anydrocarvons in any and 21l formations of the unitized
land are unitized uader toe terms of this agreenent and herein

are called "unitized substaonces”.

UXIT CFERAICR

4, The Kagnolia Fetroieum Jomrany, & corporation, with
offices at Dellas, Texas, is hereu; designated as Unit Operator
and by signature hereto vommits to this agreersent all interests
in unitized substances vested ia it as set forth in Exhibit 3,
and agrees ané consents to accept the duties and ovbligations of
Unit Cperator for the discovery, development, and procduction of
unitized substances as herein provided. Whenever reference is
made herein to the Unit Cperater, sucik reference means the Unit
Operator acting in that capacity anc not as an ovner of interests
in unitized substances.

The Unit Operator may resign as Unit Operator wienever
not in defsult under this agreenent, cut no Unit Operator snall

be relieved from t-e duties and otligations of Unit Operator Ior




a period of € mdnths after it Ras served notice of iantention to
resisn on all owners of working interests subject nereto and the
Directof end Conmissioner, unless 3 new Unit Cperator shall have
been selected snd approved and sitall have assuned the duties

and oblisations of Unit Operator prior to the expiration of said
S-month period. Uron defsult or failure in the vperformance of
its duties or ovligations under this azreement tne Unit Cperator
may e rexoved oy a majority vote of owners of working interests
deternined in like manner a8 herein provided for tie selection
of a successor Unit QOperator. Frior to the effective date of
relincuisiment oy or within 5 months after revwoval of Unit
Operator, the duly cualified successor Unit Operator shall hzve
an opticn to purchase on reasonadle terms zll or any part of

the uipnent, material, and arpurtenances in or upon the land
susject to tiais a.reeuent, ovied oy the retiring Unit Operator
and used in its capacity =2s sucih operator, or if no oualified
successor operstor has Leen designeted, the working interest
owners may purchase sucin eoculpnrent, unaterial, and appurtenances.
At any time within the next ensuing 3 months zay eculpnent,
material, end appurtenances not purchased an¢ ot necessary

for tae preservation of wells may e reioved cy tae rTetiring
Unit Operstor, out if not removed sinall Lecone tie joint
property of the 6wners of unitized working interests in the
participatin. area or, if no perticipatinz area has oeen estac-
lisned, in the entire unit area. The terzination of the rigats
28 Unit Orerator under this azreeunent s2all not terminate the
right, title, or interest of such Unit Operator in its separate

capacity as owner of interests in unitized substances,




SUGCESSOR UKIT OFERATOR
5. Whenever the Unit Cperator shall relinouish the

right as Unit Operator or shall be renoved, the owners »f the
unitized working interests in the participating srea on an
acresze vasis, or in tihe unit area on an acreage vesis until a
articipatin;; area shall have been estavlished, shall select a
new Unit Operator. A wmajority vote of the workin: interests
qualified to vote snall ce reouired to select a new Unit Opera-
tor; FROVIDED, That, if a majority out less than 75 percent of
the working interests cualified to vote are owned by one party
to this agreement, a concurring vote of at least one additional
working interest owner shall te required to select a new operator.
Suon-selection shall not become effective until (a) a Unit
Operator so selected siall accept in writin: the duties and
responsibilities of Unit Operator, and (o) the selection saall
have been approved oy the Director znd Conuissiorner. If no
successor Unit Cperator is selected and cuslified as nerein
provided, the Director and Commnissiouner at their election .iay

declare this unit sgreement terxinated.

UNIT ACICUNTIKG AQREEMET
€. IT the Unit Cperator is not the sole owner of

working interests, all costs and expenses incurred in conducting
unit operations hereunder and tiae working iaterest benefits accru-
ing hereunder s:all ve zpportioned amonsg the owners of unitized
working interests in accordence with a unit accounting agreenent
oy and between the Unit Operator and the other owners of such
interests, whether one or more, separately or ccllectively. -Auny
agreerent or agreements entered into vetween the working interest

owiners and the Unit Operator as provided in this section, whether




one or morc, are hercin rcferrcd to as the "unit accounting agree
ment", HNo such agrecement shall be decmed either to modify any of
tiie terms and conditions of this unit agrcement or to relieve the
Lnit Operator of any right or obligation cstablished under this
unit agrceement, and in case¢ of any inconsistency or conflict be-
tween this unit agrcement cnd the unit accounting agrcecment this
unit agreement shall preveil, Thrce true copies of any unit account-
ing agrccnent executed pursuant to this scetion shall be filed with
thc Supcrvisor.
RIGHTS AND OBLIGATICNS OF UNIT OPTZRATOR

7. Ixcept as otherwise specifically provided hercin, the
cxclusive right, privilege, and duty of cx er0151ng any and all rights
of the partics hereto which arc neccssary or convenicnt for prospecte
ing for, producing and storing the unitized substancces are herceby
vested in and shall be cxcrciscd by the Unit Opcrator as hcrein pro=-
vidced; but not vithstanding anything containcd in this Agrcement to
the contrary, all working intcrest owncrs of unitized lends hercby
rcserve the right to take their proportionatc sharcs of the unitized
gsubstanccs in 1.ind or to provide for the sale of their respective in-
terests therein for their individual accounts, as such unitizcd sub-
stanccs arc allocated to the respective working intcrest owncrs in
accordance with the provisions of this Agrccments Acceptable cvi-
dcnece of title to said rights shall be depositcé with said Unit
Operator and, together with this agrcement, shall constitute énd
d«finc the rights, privilcges, and obligations of Unit Opcrator.
'othing herein, however, shall be construcd to transfcr titlc to
any land or to any leasc or operating agrccment, it being under-
stood thet under this agrcement the Unit Operator, in its capacilty
as Unit Opcrator, shall cxercisc the rights of posscssion and usc
vested in the parties hereto only for the purposcs hercin specificd,

The Unit Opcrator shall pay cll costs and expcenscs of
operation with respect to the uvnitized lend. If and when the

Unit Opcrator is not the solc owner of all working intercsts,
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such costs shall be charged to the account of the owner or owners
of workinz interests, and the Unit Operator shall be reimbursed
therefor oy such owners and sinall account to the working interest
ovners for their respective shares of the revenue and benefits
derived from operations hereunder, all in the menrer and to the
extent provided in the unit accounting agreement. ae Unit Opera-
tor shall render each month to tihe owners of unitized interests
entitled thereto an accounting of the operations on unitized

land during the previous calendar month, and shall pay in value

or deliver in kind to each party entitled taereto a rroportionate
and allocated share of the benefits accruing hereunder in conform-
ity with operating agreevents, leascs, or other independent con-
tracts between the Unit Qpoerator and the perties nhereto either
collectively or individually.

The development and operation of land subject to this
agreenent under the teras hereof saall be deened full performance
by the Unit Operator of all octlisations for such developunent and
operation with respect to each and every part or separately owned
tract of land suvject to this sgreement, regardless of waether
there is any cdevelopuent of any particular vart or tract of the
unit area, notwithstendin; anything to the contrary in any lease,
operating agreement, or other contract by and between the parties

hereto or any of then.

DRILLIZG TC DISICVERY
8. Within € montias after the effective date nereof,
the Unit Cperator shall bexin to drill an adecuate test well at
a location to be approved by the 3Supervisor, if suci location is

upon lands of the United States, and if uron 3tate lands or




patented lands, such location shall oe approved by the 0il Conserva-
tion Commission of tie State of Few lMexico, nereinafter referred to
as tiae Commission, and thereafter continue suca drilling diligently
until a well not less than zgyp feet in depth has pdeen drilled, un-
less at a lesser depth unitized substances shall ce discovered waich
can ce rroduced in vayine cuantities or the Unit Operator shall at
any time ectavlish to the satisfaction of the Supervisor as to wells
on Federal land, or the Commission as to wells on State land or
patented land, tnat further drilling of said well would not be
warranted. If the first or any subsecuent test well fails to result
in the discovery of a derosit of unitized substances capable of
oeing produced in paying cquantities, the Unit Operator shall con-
tinue drilling diligently one well at a time, allowing not more thzan
& months Detween the coapletion of one well and tiae veslnning of tae
next welil, until a2 well capedsle of rroducing unitized substances in
paying cuantities is completed to the satisfaction of said Surer-
visor if on Federal land or the Commissioner if on State lend or
vetented lané, or until it is reasonacly proved that the unitized
land is incarable of producing unitized substaices in paying cuanti-
ties. Eofhing in thais section shall we deemed to limit the rignt

of the Unit Operator to resign, as provided in Section 4 zereof,
after any well drilled under this section is placed in a satis-
factory condition for suspension or is plugged and abandoned pur-
susnt to applicavle regulations. Tae Director, and the Commissioner
may modify the drillins reouirevwents of this section uy grenting
reasonzole extensions of time when in their opinion, such action

is warranted. Upon fesilure to comply with the cdrilling provisiouns
of this section, the Director and Commissioner wmay, after reasson-
aple notice to the Unit Cperator and each working interest owner,

lessee, and lessor at their last known addresses, declare tiis

unit agreement terminated.




The drilling of an initial test well to the depth and in
the manner hereinabove specified oy tae ifagnolia Fetroleum Company
shall satisfy the requirement set forta hereinabove for the drilling
of such well, notwithstanding tnat such well mav have been coumenced
or completed prior to the effective date of this agreenent.

FLAY OF FURTZZR DEVELOFMERT AND OFERATIOY

Y. Within € monthas after completion of a well capable
of producing unitizéd substances in parin: cuantities, the Unit
Cperator shall submit for tie approval of the Supervisor, the
Commnissioner, and the Com:uission, an sacceptacle plan of develop-
ment and operation for the unitized land which, when approved by
trhe Supervisor, the Commissioner, and Commission, shall constitute
the furtter drilling and operating obligations of the Unit Opera%or
under this agreement for the period specified therein. Thereafter,
from time to time before the expirstion of any existing rlan, the
Unit Cperator shall submit for the approval of the 3upervisor,
the Comnissioner, and tine Jommission, a plan for an additional
specified period for the developuent ana ogeration of the unitized
land. Aay clan submitted nursuant to this section szall provide
for exploration of the unitized area cnd for the detersination
of the commercislly procuctive area tiaereof in each and every
procductive formation and ehall ce as conplete awnd adecuvate as the
Supervisor, the Commissioner, and the Commission may cetermine to
be necessary for timely developuent and proper conservation of the
0il and ges resources of toe unitized area =nd shall (a) specify
the auncer and locatiomsof any wells to e drilled and the pro-
poged order and tiume for such arilling; and (o) to the extent
practicavle srecify tae operating rractices regarded as necessary
and advisacle for proper conservetion of natur=2l resources. Sep-

arate plans may be submitted for separate productive zones, subject
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to the approval of the Supervisor, Commissioner, and the Com-
mission. 8Sgid plan or plans shall te modified or supplemented
when necesgary to meet changed conditions or to protect the
interests of all parties to this agreement. Reasonable diligence
shall be exercised in complying with thae ooligations of the ap-
proved plan of developaent. The Supervisor and Commissioner

are authorized to grant a reasonaole extension of the E-month
perioc herein prescribed for suomission of an initial plan of
development where such action is justified because of unusual
concitions or circuustences. All parties hereto agree taat after
completion of one comnercially productive well no further wells,
except such as may be necessary to afford protection azzinst op-
erations not under this agsreevent, shall te drilled except in

accordasnce with a plan of developueat approved as serein provided.

FARTICIPATICON AFTZR DISCCVERY

1. TUpon completion of a well capable of rrocucing
unitized substaances in paving cuantities or as soon thereafter
as Tepuired oy the 3upervisor or the Commissioner, the Unit
Operator szall submit for sprroval by the Director, the Com-
missioner, and the Commission a schedule, based on subdivision
of the puolic lend survey or aliquot parts thereof, of all uni-
tized land then regarded as reasonably proved to be productive of
unitized substanrces in raving cuantities; all lard in said scued-
ule on approval of the Director,the Commissioner and the Comiission
to constitute a participating area, effective as of the date of
first production. Said schedule skall also set forth tae per-
centage of unitized supstances to e allocated as lerein pro-
vided to each urnitized tract in the participeting area so estaiv-

lisned, and shall govern the allocation of production from
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and after the date the participeting areca Tecomes effective. A
separate nerticipating area shall be estaolished in lile manner
for each separate pool or deposit of unitized substances or for

any group thereof procduced as a sinsle rool

O
H

zone. Tae parti~
cipating area or ereas so estaclished saall ve revised from tiue
to time, esubject to like apprroval, whenever such action appears
proper as & result of further drilling; operations or otaerwise,
to include sdditionel lanc then regarded ss reasonavcly vroved to
be productive ir paying cusntities, and the percertase of zlloca-
tion shall also e revised accordingly. The effective date of any
revision shall ve the first of the month following the date of
first authentic knowlecdge or information on which such revision
is precdicated, uanless a zore appropriate effective date is speci-
fied in the schedule. o land shall be excluded from a partici-
pating area on account of ceplction of the unitized substances.

It is the inteat of tials section that 2 rerticipating
area shall represent tae area known or resconably estimczted to
be productive in poying cuentitles; tut, rezardless of any revi-
sion of the participating srea, nothing herein contained shall be
construed s reguiring any retroactive apportiommnent of any suus
accrued or raid for production octained crior to tne effective
date of revision of the participeting area.

In the absence of agreenent at sny time cetween tae
Unit Cperator, the Director, the Jommissicner, end the Commission
as to tae rroper definition or redefinition of a rerticipating
area, or until a psrticipeting area hes, or zreas aave, veen
estzpolished as provided herein, the portion of all payuents

affected thereby may be impounded in a manner mutually acceptable
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to the owners of worzing interests, except rovalties due the

United States and the State of Tew Mexico, wiica shall oe deter-
mined oy the Supervisor =nd the Commissioner and tie anount there-
of deposited with the District Land Cffice of the Sureau of Land
Maragement and tihe Commissioner of Fublic Lauds, respectively, to
be held as unearned money until the perticivatiny srea is finally
approved and then anplied as earned or returned in accordsznce with
a determination of the sum due as Federal and State rovslty on the
vasis of such cpproved participating area.

Whenever it is deteruined, subject to the approval of
the Supervisor as to wells on Feceresl land and the Commissioner
as to wells on 3State land, anc the Commission as to petented land,
that » well drilled under tnis axreexnent 1is not csvavle of procduc-—
tion iu paying cuantities and inclusion of the lend on wilch it is
situsted in a participating area is unwarranted, production from

&

such well shall te allocated to tae 1laid on wnich the well is

=

located so lons ss that well is ot within a perticipating srea
estaclisned for the pool or deposit from which such production is
ovtained.
ALLOCATICY OF FRODUCTICH

11. 411 unitized suostances produced from ¢ach parti-
cipatine srea esteblished under thls agreesent, except any part
thereof used for procuction or cevelopanent purposes aereunder,
or unavoidably lost, shall de deened to e rroduced ecuslly on
an acreaze casis from the several trects of unitized land of

for

P

the participating =rea estzbdlished for sucin production and
the purpose of deterainiuy any tenefits trat accrue on &an acrea.e
casis, esch sucu tract shall nove alloceted to it such percen~
taze of said production as its area bears to the said participa-

tiny area. It is hereby asreed that production of unitized
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substances from a participating area shall be allocated as pro-
vided herein regardless of whether any wells are drilled on any

particular part or tradact of said varticipatineg area.

DEVELOFMENT OR OFPERATION OF LKOKN-FARTICIFATING LAND

12. Any party nereto, other tinan the Unit Operator,
owning or contreliins 2 majority of tiae working interests in any
unitized land not included in a participating area snd having
thereon a regular well location in accordance with a well-spacing
pattern estzblished under an approved plan of develomment and
operation may drill =z well at such locetion 2t his own expense,
unless witnin 90 cdays of receipt of notice from said varty of
ais intention to drill the well tie Unit Operator elects and
comzences to ¢rill such well in like nanner as other wells are
drilled by the Unit Operator under this agreeaent.

If such well is not drilled by the Unit Operator and
results in production such thet the land upon which it is situated
may properly be included in a participating area, the party ray-
ing the cost of drilling such well shall be reiubursed as rrovided
in toe unit accounting agreeaent for the cost of drilling similar
wells in the unit area, and the well shall be operated pursuant to
the terms of this agieement as though the well had been arilled
oy the Unit Cperator.

If any well drilled oy the Unit Operator or by an
owner of working interests, as provided in this section, obtains
production insufficient to justify imclusion of the land on which
said well is situated in a participating area, said owner of
working interests at his election, within 30 days after determina-
tion of such insufficiency, shall be waolly responsible for and

~14-
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may operate anc produce the well at his sole expense and for his
sole benefit. If such well waes drilled by the Unit Operator and
said owner of working interests elects to operate said well, he
shall pay the Unit Cperator a2 fair salvaze velue for the casing
and other necessary eculpmneant left in thne well.

wells drilled or produced at tlhe sole expense and for
the sole penefit of an owner of workias interest other than the
Unit Cperator shall be operated pursuant to the terus a2ud pro-
visions of tais agreeunent. Royalties in amount or value of
production from any such well snall be paid as sprecified in the
lease effected.

HOYALTIES AYD RENTALS

13. The Unit Operator, on behelf of the parties nere-
to, shall par in value or deliver in kind, according to the fights
of the parties established by underlyin:y; leases or azreenents, all
royalties cue upon production allocated to unitized land and saall
vay all rentels or winimum rovalties due on unitized land. All
suca paynents or deliveries in kind siiall be charged vy the Unit
Cperator to the appropriate workinz interest owners ss provided

-

in tae unit z2ccounting agreeuent. othing herein contained ghall
operate to relieve the lessees of Federzl or 3tate lsnd from their
obligetions under tae terms of their respective leases to par
rentale and rovalties.

Royeltyv due the United 3tetes shall de couaputed as
proviced in the opereting regulations and paid in value or de-
livered in kind es to all unitized sucstances on tiae basis of
the amounts thereof allocated to unitized Federal land as rro-

vided herein at the rates specified in tte respective Federal

leases, or at such lower rate or rates zs may oe authorized oy
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law or regulation: FROVIDED, That for leases on which the royalty
rate depends on the daily average production per well, said average
production shall be determined in accordance with the operating
regulations as though each participating area were a single con-
solidated lease.

Rental or minimum royalty for land of the United States
subject to this agreement shall be paid at the rates specified
in the respective Federal leases, or such rental or minimum royalty
may be waived, suspended, or reduced to the extent authorized by law
and applicable regulations.

CONSERVAT ION

14, Operations hereunder and production of unitized
substances shall be conducted to provide for the most economical
and efficient recovery of said substances, to the end that the
maXimum efficient yield may be obtained without waste, as defined
by or pursuant to State or Federal law or regulation; and pro-
duction of unitized substances shall be limited to such production
as can be put to beneficial use with adegquate realization of fuel

and other values.
DRAINAGE

15. The Unit Operator shall take appropriate and ade-
quate measures to prevent drainage of unitized substances from
unitized land by wells on land not subject to this agreement, or
pursuant to applicable regulations pay a fair and reasonable com-
pensatory royalty as determined by the Supervisor for Federal land
or as approved by the Commissioner as to State land.

LEASES AND CONTRACTS CONFORMED TC AGREEMENT

16. The parties hereto holding interests in leases
embracing unitized land of the United States or of the State of
New Mexico consent that the Secretary and Commissioner, respec-
tively, may, and said Secretary and Commissioner, by their approval

of this agreement do hereby establish, alter, change or revoke the
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drilling, producing, rental, minimum royalty, and royalty require-
ments of such leases and the regulations in respect thereto, to
conform said reouirements to the provisions of this agreement,

but otherwise the terms and conditions of said leases shall remain
in full force and effect.

Said parties further consent and agree, and the Secret-ry
and Commissioner by their approval hereof determine, that during
the effective life of this agreement, drilling and producing
operations performed by the Unit Operator upon any unitized land
will be accepted and deemed to be operations under and for the
benefit of all unitized leases embracing land of the United States
and the State of New Mexico; and that no such lease shall be deemed
to expire by reason of failure to produce wells situated on land
therein embraced. Any Federal lease for a term of 20 years or
any renewal thereof or any part of such lease which is made sub-
ject to this agreement shall continue in force until the termination
hereof. Any other Federal lease or state lease committed hereto
shall continue in force as to the committed land so long as the
lease remains committed hereto, provided a valuable deposit of
unitized substances is cdiscovered prior to the expiration date
of the primary term of such lease, Authorized suspension of all
operations and production on the unitized land shall be deemed to
constitute authorized suspension with respect to each unitized
lease.

Each of the parties hereto holding any unitized interest,
including royalty and working interest, in, to and under an oil and
gas lease of privately owned land subject to this agreement hereby
agrees that such lease is hereby modified, as between such of the
parties hereto as are interested therein, effective as of the effec-
tive date of this agreement, to the extent necessary that (1) such
lease shall remain in full force and effect for the primary term

therein stated, subject only to the payment of any and all delay
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rentals and the compliance with any other reguirements therein pro-
vided, and for so long thereafter as one or more of the substances
80 leased is producible from lands embraced by such lease in ouanti-
ties sufficient to justify the cost of production, and (2) in the
event any of the land emvbraced by such lease is before expiration
or termination thereof included within a participating area, or
extension thereof, effective pursuant to this agreement, so that
the holders of such interests become entitled to share in the
production, or proceeds from sale thereof, from such participating
area, payable at the rate or rates provided in such lease on the
production allocated nereunder to the land so included, then the
term of such lease is extended (free of subsequently accruing delay
rentals, if any) as to all the land embraced by it, for and during
the entire term of this agreement.
COVENANTS RUN WITH LAND

17. The covenants herein shall be construed to be cov-
enants running with the land with respect to the interests of the
parties hereto and their successors in interest until this agree~
ment terminates, and any grant, transfer, or conveyance of interest
in land or leases subject nereto shall be and hereby is conditioned
upon the assumption of all privileges and obligations hereunder
by the grantee, transferee, or other successor in interest, and
as to Federal land shall be subject to approval by the Secretary
and as to State land shall be subject to approval by the Commissioner

EFFECTIVE DATE AYD TERM

18. This agreement shall become effective upon appro-
val by the Commissioner and Secretary and shall terminate on
December 31, 1951, unless (a) such date of expiration is extenced
by the Director and Commissioner, or (b) it is reasonably deter-
mined prior to the expiration of the fixed term or any extension
thereof that the unitized land is incapable of production of

unitized substances in paying ouantities and after notice of
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'intention to terminate the agreement on such ground is given by
the Unit Operator to all parties ir interest at their last known
addresses, the agreerent is termincted with the aprrovel of the
Director anc tne Commissioner, or (o) a valuatle discovery of
unitized substances has oeen made on unitiéed land curing said
initial term or any extension trereof, in wiich cese¢ the agree-
ment snall remzin in effect so long as unitized substances can
be produced from the unitized land in paring ouantities; or (d)
it is terminated as provided in section S or section £ hereof.
This agreeient may be terminated at any tire oy not less than
75 percentum, on an acreage vasis, of the owners of working
interests signatory hereto with the approval of the Director

and tne Commissioner.

FATE CF FROSFECTI®G, DEVELCFMEXT, AXD FRCDUCTION

1€. All production #nd tie disposal trzereof shall be
in conformity with allocatione, allotments, and quotas made or
fixed oy any dulv authorized rerson or regulatory vody under any
Federal or State.statute. Trhe Director is 21ereby vested with
authority to alter or wmodify from tine to time, in his discre-
tion, the rate of prospecting and developuent and within the
limits made or fixed ov tiae Commission to alter or modify the
guantity and rate of procduction under this agreeaent, such autsori-
ty opeins hereoy limited to alteration or modification in the public
interest, the purpose thereof zad tne public interest to be served
thereby to be stated in the order of alteration or nodification;
provided further that no such alteration or wmodification saall ve
effective as to any land of the State of Hew Kexico as to the rate
of prospgecting c¢nd developnent in tne avsence of the svecifiec
written spproval thereof by the Commissioner and as to aay lends

of the State of New Mexico or privately-cwned lsnds subject to
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this agreement as to the guantity and rate of production in the
absence of specific written approval thereof by the Commission.
CCIFLICT OF SUPERVISION

20. Neither the Unit Operator nor the working interest
owners nor any of them shall be subject to any forfeiture, termina-
tion, or expiration of any rights hereunder or under any leases or
contracts subject hereto, or to any penalty or liability on account
of delay or failure in vhole or in part to comply with any applicable
provision thereof to the extent that the said Unit Operafor, working
interest owners or any of them are hindered, delayed, or prevented
from complying therewith by feason of feilure of the Unit Operator
to obtain, in the exercise of due diligence, the concurrence of
proper representatives of the United States and proper representa-
tives of the State of NWew Mexico in and avout any matters or thing
concerning which it is reguired herein that such concurrence be
obtained. The parties hereto, including the Commission, agree that
all powers 2nd authority vested in the Commissionn in and by any
provisions of this contract are vested in the Coumission anc shall
be exercised by it pursuant to the provisions of the lews of the
State of Wer lLiexico and subject in any case to appeal or judicial

review as may now or hereafter be provided by tne laws of the State

of New Mexico.
UNAVOIDABLE DELAY

21. All obligations under thils agreement recguiring the
Unit Operator to commence or continue drilling or to operate on
or produce unitized substances from any of the lands covered by
this agreement shall be suspended while, but only so long as, the
Unit Operator despite the exercise of due care and diligence, is
prevented from complying with such obligations, in whole or in
part, by strikes, lockouts, acts of God, Federal, State, or muni-
cipal laws or agencies, unavoidable accidents, uncontrollable

delays in transportation, inability to obtain necessary materials
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in open market, or other matters beyond the reasonadle control of
the Unit Operator whether similer to matters herein enumerated or
not.
COUFTZRFARTS

33, This agreenent may e executed in any numnber of
counterparts wifh the seame force and effect as if all parties had
signed the sane document, or this agreeunent nay ve ratified with
like force and effect by a separate instrunent in writing speci-
fically referring hereto. Any separate counterpart, conseant, or
ratification duly executed after approvel hereof by the Secretary
and the Commissioner shall e effective on the first day of the
month next following the filing thereof with tihe Supervisor and
the Commissioner, unless oojection tinereto 1s made oy the Director
or Commissioner and notice of suca objection is served upon the
appropriate parties witoin €0 dsys after such filing.

FaIR ZELFLCTMART

23. The Unit Operator shall not discriminate against
any eaployee or applicant for exployment Decesuse of race, creed,
color, or national origin, and an identical vrovision shall be

incorporateéd in sll subcontracts.

LCSS CFf TITLE

s4., In the event title to any tract of unitized land

or substantial interest therein shall feil ana the true owner

o tazat such tract

mw

cannot be induced to join tnis unit agreevent,

nall ce such re-

w

is not committed to this unit asreeaent, tuere
adjustment of rarticipation as nay ©e reouired on accouat of such
failure of title. - Ian the event of a dispute s to title or as tq
any interest in unitized lend, the Unit Operator mey withinold

paynent or delivery on account taereof without liawvility for
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interest until the dispute is finally settled; FROVIDED: That
as to Federal and State land or leases, no payments of funds due
the United States or the State of New Mexico shall be withheld
but such funds shall be deposited with the District Land Office
of the Bureau of Land Management and Commissioner of Fublic Lands
of the State of New Mexico, respectively, to be held as unearned
money pending final settlement of the title dispute and tuén
applied as earned or returned in accordance with such final
settlement.

IN WITNESS VHEREQOF, the parties hereto have caused

this agreement to be executed and have set opprosite their APILUYED

respective names the date of execution.

ATTEST: LAGNOLIA PETRQLEEN COHPANY

' ‘] Rt
By ﬂ! /. // 4 €. A. Thompson
A
) Vice-Pre91dent/

“orling ‘nterest $iner Tracts 1
‘nclus’ve, lessee Tracts 12, 13 ~nd Il

ATTEST: CONTINENTAL OIL COMFANY
By
Date
ATTEST: GULF OIL CORFCRATICKN
By
Tate
ATTEST: BUFFALC OIL COMFAN
By
Date
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STATE OF st o )
3
SOUETY OF otdlov ;

e )

On this %f “"Aciay of W/‘/KM/, 19 ‘/f, before
me persenslly avpeared __S. A. Thémpson )
to me personally known who being by me duly sworn, did sey
that he is the Vice= President of
MAGNOLIA PETROLEUM COMPANY

S

and tast the seal affixef t2 c2id ipstrument is the corporate
seel of said corroras 104, and that salic instrument was signed
and sezled in behalf of szid poration %, suthority of its
Board of Directore, =nd s2id S. A. Thompson

acknowladzed said iastrument to ve tae free act and deed of

ssid corvoration.

o

s

o

IN wITWESS «
and affixed my official sez
avove vritten,

HESECF, 1 naave 2ereunto set my 1and
2l on this, the day ané year last

lotary Public

Iy Coumission Exvires JOAN STEPUITNS, Notary Pulli
in and for paitas Lounty, Texas

%&L 7/1/6/ / 7&/4
Vi

STATE CF )

)88
COUETY OF )
On this gay of i cefore
R —— L4 b

me persgonally appesred
to me personally known wao veins by

'~
._\\.1
that ae is the Pre

uly sworn, did say
ident of

anc tnat the seal 2ffixed to s=21d instrument is the corvorzte
seal of s2id corvoretion, zndé tuet ssid instrumnent was sizned
and seale¢ in behalf of ssid cornoraticn oy authority of its
Board of Directors, zund saic
acknowledged said instrunent to be the free act and deed of
gsaid coryporation.

I #ITWESS WEEREOF, I have .ereunto set zy hand
¢ affixed ny official SEul on this, the day aand year last
Jove wxltten. :

"S

a
s

fotary Fublic

iy Cowmission Expires




STATE CF%/ %(/oa/)

/0 :

COUKTY OF 42¢4HL¢/ )
On this ,4£i4day of mzéap vefore me

personalliy annearead Cliice O ~H4;404L
A o e ’uowu to Le the Derson s
Céscrived Wi/and v.0 eXecuted tﬂe fore;oing instrument, and
acxnowledsed taat éigeJL executed the sase as 4 in

free act and desd. /

e

IN WITHEESS GZEREQF, I have aereunto set = hand and
affixed my officieal seal tie éar and verr in tnis certiaficate

above wrltted. )
/

Iy com.ission expires 5’ ““t“fy PUCllC
MY GOMMISSION EXPIRES MAY 14th, 1960

STaTZ F<2Zz~*222é4bp4;&/

)
OULTY OF &x/q )
on tris Lzo Kay of

194 before me

pexeonally gnopared . Gze A oA
;€Z;géxC Ln , to me tnown to Se the nérson
descrived In end who eXecuted tae forewcing instrument, and

acrnowleced that fneii executed tre sare as Ztesr
free act and deed.”

i¥ WITFESS WXFRECF, I aave hereunto set wy hand and
affixed ay official seal the dav and vear in this certificate
acove vritten.

124 8

Wm% L EE

cefore me

3

2 Ge the perscn,s_
3 itustruzent, and
sane as Ehe,p

[desoéibed in an
acknowledged %
free act and de

N IF WITTESS “ZERICF, I tave hereunto set myry nand and
affixed my official seal %ae Zey aad year in t-is certificate

azove urltten.
P 7

¥y comtission expires: Totery Pul]
LO- PTG SO




stats oF Pler %W)

COUXTY CF Ci{/d/p/ )
Cn tHls// ﬁé;

p@rson lr" ROGEST a

, 1945 |, before me
Aol coptdi

to 20 Tuown to ve the verson,s
descriogd in and V.o eXecutes tne forej;oing instrument, and
acknowleGred thet £ heg executed the sane as _ Fhe,r

free act and deed. /

F, I have aereunto set mr hand and
affixed A end rePry in tiris certificate

ny
above writte

Lv comtission exeires Yotary ic
A F- IO

STATZ 07 Phowe Ptaian
COUITY OF cé%
On th day o

4

e

g;&éi&4QA/ 194 £, before me
: MJ/W&JJ

: to me inmown to te ¥he person

descrived iInm and who eyecjtea tae forewcing instrument, and

acrnowlec ed that #ne, executed tre sate as _ £esr
free act ané dead. /

_, \42"”

IT WITFESS ¥ZERECF, I :ave hereunto set wuy hand and
affixed ay official seal tae dav and vear in this certificate

acove written.

¥y comrisslon expires: wotary PuCé?Eg

Lo = P T < o

51215 o8 Dhoeors lencs. )
couTy 0F_Cl toy )
24 v of \i;ééz;ﬁ4/ ., 194K bvefore me

Cn tdlsQQZZ__

Eiz:iil’¢g§§rﬁebrea Gt GO 2als o e 2

/ . t7 e znovn to/te the person___
descriogd in gAd wuo exccuted tue foresoins j rastrunent, and
ackuowledred thet She  sxecuted tie sane as Lo,
free act and deed.

i IN¥ WITUVESS "ZERECF, I rave hereunto set xny nand and
effixed ay official seal the dar axd year in t-is certificate
asove uwritten,

s
My

comiesion expires: Yotery Puod
o -2 7= GO




STATE OFMW)
COUKTY OF Wﬁ‘,&/ ) .

A On t‘ué o 42‘ 1945’ before me
onZl Ly ann qred Aty Lol
p%f Zéiaal— to ne Tuown to ve the persons

b

deberived in and v:o exe:uteu toe foregoing instrusent, and
rrnowledged tnat ;;heﬁ¥ executed thae sane as hein
free act and deed.

IN WITEESS WHERECF, I have hereunto set @y hand and
the

affixed =y I*_01al geal c¢ar &«nd rear in trils cert-ficate
above written.

2ty onat Ben
¥y comiission exnires gﬁ%ary Puolic
S - -y o

STATZ CF %V:%w)
COUITY OF &z,q )

/., to 8 inowd to e the persoch
di scrived 10 g d wno executda the flresoing instryment, and
acrnowleced that ne executed tre saue as ’'s
free act and deed.”™ T

i¥ WIT¥ESS WEZRERECF,
t

affixed =y official seal
acove vritten.

ny counrission expires: wotary Pu;aic

O -D2F 8T

STATI OF \7@\:;&_,

—
COUITY OMW

On tnis ay oﬁé&i/ L, 1 194 &, vefore me
oy Py i

ue zrown t£ Ue the perscn_g

I have hereunto set =y hand and
dav and vear in this certificate

A

descrined in aﬁa w0 eLCﬁntef & ft:e,Jl o 1 struzent, and

tae
ac}:::owled:;;ed net Fne executed the sane as z‘ééxn
free act and deed. fl

»

5 e - . - .,
ixed my official segl the day and year in t-is certificete

7 ‘ j ) ] JARISE WPLIRS
I e,

/\V Ry Ot I'" PL..Lu llC

IN WITTVESS ““EREICF, I rave hereunto set wav nand and
ne o

ef

:
aiove &rLtten.
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_ ELUIDIT v
SCHEIDULE SpOWING T w}mo NTAGE . MD LIVD OF OWIildSHIP OF CIL LND GaS IHT_RISTS
4LL L.IIDS IN 9HT CASS RANCH UNIT AGRTEMIEN
PUDERAL LAWDS .
Tract Leoeription: No, of Las Crucces 9 Royalty Receord Ovmer % of Overriding Working Intcr-
No. Leres Scrial HNo. Payablc to of Lcasc or Royalty Undcr cst Owncr and
Unitcd States Application Option igroccment, % of Intcrecst
Oscrating LAgrec=
ment oOr Lssigne
ment and Owner

1 411 See. 31, T. 19 S., 537.60 068660 124% Louisc D. Louisc D, Yates, DMagnolia Pctrolcum
R, 24 E. . Yetos 3% unéer Option  Co. 843%
. Loroement
2 £11 Uro. w, T, 20 S, 639.36 064470 125% Ralph Brown Ralph Brown, 3% Mognolia Pctroloum
R, 24 unccer Option Co. 8Wi%
. Lgrcement
3 A11 oo. Lk, T. 20 S. 639,62 065701 124% R.B.Reoéke R. B, RodLc, 3% Mcgaolia Potroleum
R. 24 E. under Opticn Co. 843%
. Lgroement
4, All Sccs. 5,6,7, To  1,914.88 06141469 124% Louis F, Louis F. ) Megnolia Potrolcum
20 8., R, 24+ LT, Hemilton Hemilton, 3% Co. 845%

undcr Option
sgrecment

5 £11 Sce. 8; NWi Scc. 93 1,438.81 064468 124% Mcrlc L. Merle L,Farrar, Magnolia Pctrolecum
'+ Sce. 173 Ni Sce. Farrar 3% under Option  Co. 843%
1€, T. 20 8., R, 24 E Iej Agrecment
T+ Scea 13, Te 20 S. |
R. 23 E.

6 NEX, SWi Scc. 93 NE: 480 0656024 1259 Frences Nix Frences Nix, 39 Magnolia Petrolcum

. mco. 17, T. 20 S., undcr Option Co. 8435

R. 24 &, Lgrecment

7 SE+ Scc. 93 Wi Sce. 480 064499 1254 Allic V.Tepp  4llic V. Tapp, Magnolia Pctroleum
Hov T. 20 S., R. 3% under Gption  Co. 844

24 B, Lgrceement




Trect
o,

Tract
lo.

10

11

Tract
No.

12

Descrintion

E4SIL Sce. 263 mlm E4NWE, 1,040.00

Si See. 27; LISTL,

m:xatz s, .msn:
wl.. mQOC mm . o

mo Nr m.lo

i!mM¢g SW+- Scc. mm 211

Sces. 33 end 3k 2-
SW¢ Sce. 35, T. 19
R. 24 T,

Total Fcderal Londs

5.

Description

SHNEL, H;erwu NDISWE
moo. 28-19s-24z,
a\gﬁ mﬂtn. N\Nu J@.IIM%WI

mor. mmlwom 24T
Total Fee Londs

Description

Eunz:mw STHESVE Sce.,
wmw n_... H@ 1.. 9 MN‘ MM“‘ ._.rw

——

No. of Las Cruccs % Royalty
Leres Scricl No, Payable to
United
Stcotes
062298 123%
2,000 062299 12%4
9,270.27 ,
FTE L. NDS
Yo, of % Royalty
ALCTes Payable to
Leesor and Ownoer
160 123% John R. Joyce, Jr.
160 124% Mollie Millman
320 acrcs
m_H.hk Hﬁ hem
No. of Serial No., & % of Roy
ACTCS Txpiration Pavable
date,. State of
Mexico
80 B-3112 12%%
L/12/49

Rcecord Ovmer
of Liase cr
Application

4 of Overriding
Royalty Under
obﬁwos Lgroement,
Opcrating fLgrec-
ment or Assign-
ment and Owner

Vorking Intcrcst
Ovner ané % of
Intercest,

T.C0.Powcll Mognolia Petrolcum

Richficld 0il  Co. 83%4%
Corporation 2%
under Option
Lgrcement
Fugence Pates Fugene Brtes 2% Mognolia Petroleum
. Richficld 0il Co. 83%%
Cornoration 2%
under Option
Lgreement
:ouawﬁm Interest Owncr
& % of Intercst
Maognolie Petroleum Co. 8749
Contincntal 0il Co. 87344
2lty  Leasc Record % of Overriding Royalty
to Owner & 4 of cnd Owner
How  Yorking Int.

Pctrolcecum None




Trect Ko,

13

14

15

16

17

18

19

20

No.
Ler

Dcsceription

SE4NWE Sce. 32, T. 19 S, 40
R. 24 E,

Scricl Ilo. &
expiration det

SW.SW: Sces 32, To 19 8. 40
R. 2k Z,

LilEE: Sce. 32, To 19 S, 80
R. 2% E.

N5SEL Sce. 32, Te 19 S. 80
R. 24 L,

Wi, NDISWT, SWISTE 200
IWHTE Sce. um e.

...-r@ m M lec fo ILQ

mauauu Sce. 32, T. 19 S. 40
Re 24 T

SCiSTi Sce. 32, T. 19 S, 40
R. 24 ©,

NWESWE moo. wm T. 19 5. L0
Re 24 B

Total Stote Lands 640,00

3

% of Royalty

Payable to

State of Ncw

Leasc Record % of
Owncr & % of

Vorking Int,

Mcxico

B-11106 1249 Magnclia Pctrolcum
3/4/5% Co. 67%%
B=-8976 12%% Ermbowpm Potzroleunm
2/6/51 Co. 8ude
E-1191 12%% Gulf 0il Coupany
2/10/57 Co. 874%
E~1160 124% Gulf 0il Company
1/10/57 Co. 874%
E=-1771 124% wcpmpwo 0il1 Company
3/10/58 8754
B=-9797 1244 0. Behrens 873%
9/3/52
B~-11115 1245 M. G. Smith &7%%
3/3/5%
B-8962 1254 0. B, Jones 874%
1/22/51

RECAPIITULAIION

m._PQ.OHvNurH H_M\J(sgm @9 5 565 8000 0FTEOR O ESNTEe e QMN\NOQN‘N

Fece Lands

® 6 0 8 000 2800080 OsN OB eI RERTESENS

State Londs

0 000000000 B0 EEN BB LISESIOERE

aeres
320 acres
640 acres

Total number of zacres in Cass
Ranch Unit Arca

[ e

10,230.27 acrcs

Nonc

3% to
Nonc
None

None

Nonc

None

None

Cverriding
Rovalty & Owner

Eal
L.F.

Lulke




UNIT ACCOUNTING AGREEMENT UNDER
UNIT AGREEMENT FOR THE DEVELOPMENT AND OPERATION
OF THE CASS RANCH UNIT AREA, COUNTY COF EDDY,
STATE OF NEW MEXICO

THIS AGREEMENT, made and entered into, as of the lst day of May, 1953,
by and between STANDARD OIL COMPANY OF TEXAS, & Delaware corporation, hereinafter
designated as "Unit Operator", and the undersigned as owners of working interests
in the unitized substances within the Unit Area subject to the Unit Agreement
herein below described, as may subscribe this agreement and become parties hereto,
which owners are hereinafter sometimes referred to individually as "Working
Interest Owner” and collectively as "Working Interest Owners";

WITNESSETH: THAT,

WHEREAS, the parties hereto have heretofore executed a certain Unit
Agreement for the Development and Operation of the Cass Ranch Unit Ares, County
of Eddy, State of New Mexico, dated September 18, 1948, hereinafter sometimes
referred to as "Unit Agreement”; and

WHEREAS, Sectioq 6 of the Unit Agreement provides for a separate
Unit Accounting Agreement to be executed by the parties hereto, wherein and
whereby such parties shall agree asmong themselves with respect to certain
matters and things relating to the development and operation of the said area.

NOW, THEREFORE, in consideration of the premises and the covenants
and agreements herein contained, it is mutually agreed by and between the
parties as follows:

1. UNIT PLAR CONFIRMED: The Unit Agreement for the Development

and Operation of the Cass Ranch Unit Area and all exhibits attached thereto

are hereby confirmed and made a part of this agreement and, in the event

of any conflict between the provisions of the Unit Agreement and the

provisions of this agreement, the provisions of the Unit Agreement shall prevail.

2. UNIT OPERATOR: STANDARD OIL COMPANY OF TEXAS, the party hereto

named as successor Unit Operator of the Unit Area under the provisions of the
Unit Agreement, or its duly appointed successor Unit Operator, shall have the

exclusive right to develop and operate the Unit Area subject to the provisions



of this agreement and of the Unit Agreement. The Unit Operator shall not sus-
tain any liebility to the Working Interest Owners for any acts done or omitted,
in good faith performeance of any of the provisions of this agreement, and in the
exercige of its Judgment and discretion.

The number of employees used by Unit Operator in conducting unit
operations, the selection of such employees, the hours of labor and the com-
pensation for services to be paid any and all such employees shall be determined
by Unit Operator. Such employees shall be the employees of Unit Operator.

3. TITLES: Each Working Interest Owner hereto represents thet it
is now the owner of an interest in one or more of the tracts of land in the
Unit Area. Within ten (10) days after the effective date of this agreement,
each Working Interest Owner shall furnigh the Unit Qperator with up-to-dste
abstracts of title covering and affecting its interest together with such ori-
ginal and supplemental title opinions as may be available, and in addition for
lands of the United States, acceptable up-to-date reports as to the status of
the lande as appears from the records of the Bureau of Land Management of the
Department of Interior. The Unit Operator shall thereupon examine all title
opinions, abstracts and status reports. All expenses incurred in connection
with such examination of titles shall be borne by each Working Intereat Owner
as to his own lease or leases. Each Working Interest Owner shall severally pay
the cost of curative work on its own titles. The Unit Operator shall pass upon
all titles and shall approve or reject, in whole or in part, such titles. All
tracts of land or parts thereof as to which title is disapproved by the Unit
Operator, and also by & controlling vote of the Working Interest Owners as pro-
vided in Section 5 hereof, shall be eliminated from the Unit Agreement and Trom
this agreement.

Rotwithstanding approval and acceptance of titles as provided above,
each party hereto ghall sustain the entire loss occagioned by any defect in
or failure of its titles and Unit Operator is hereby relieved from any and all
liability in connection therewith; and upon any loss of title to any land or
interest committed to this agreement and the Unit Agreement there shall be an
appropriate adjustment of the percentages of participation of the parties hereto,
and if the interest is substantial and the true owner of such title fails or
refuses to commit its interest to the said agreements, the acreage so affected
shall be eliminated from this agreement and the Unit Agreement.

-2 -



The Unit Operator in its capacity as Unit Operator shall sustain no
liability to any party heretc for and on account of loss occasioned bf reason
of any erroneous payment caused by defect of title, but such loss shall be the
loss of all the parties hereto owning working interests, excluding the owner
whose title falled, in the affected participating area proportionate to their
respective interests without prejudice to pursue any rights in law or in equity
againgt the defaulting party for recovery of such loes. Any future recovery
of any sums so erroneously paid shall be paid or credited to said parties in
like proportion.

4. DUTIES OF UNIT OPERATOR: Unit Operator shall in the conduct of

operations hereunder:

(a) conduct the same in a good and workmanlike manner, and have the
right and duty to conduct such operations in accordance with its best judgment
of what a prudent Operator would do under the same or similar circumstances;

(b) consult freely with Working Interest Owners concerning unit
operations, and keep Working Interest Owners advised of all mattere arising
during the operation of the Unit Area which Unit Operator, in the exercise of
its best judgment, considers important;

(¢) keep true and correct books, accounts and records of its opera-
tions hereunder, and permit at all reasonable times the inspection, examination
and auditing of same by any party hereto;

(d) permit any party hereto to have access to the lands and premimpes
hereunder for inspection at all reasonable times;

(e) upon written request, furnish each affected Working Interest
Owner with coples of all run tickets, and likewise upon request furnish each
such party hereto, on or before the 20th day of each calendar month, with a
statement of the production, and the kinds thereof taken from the premises
during the preceding calendar month; provided, that settlement for gas sold
will be made by the 25th day of the second month following the month in which
sales were made;

(f) on request furnish any Working Interest Owner a copy of the log
of any well and other engineering data pertaining to unit operations and samples
from the cores and cutiings encountered in drilling wells, provided that such
Working Interest Owner gives Unit Operator written notice of its desire to have

such samples prior to the commencement of the well;

-3 -



(g) comply with all valid applicable Federal and State laws and
regulations; and

(h) keep the land in the unit area free from liens and encumbrances
occasioned by its operations, save only the lien granted the Unit Operator
under this agreement.

5. ADVISORY COMMITTEE CREATED: An "Advisory Committee"” is hereby

created consisting of one representative of each Working Interest Owner signa-
tory hereto, and its assigns, to be designated in writing by each party. The
representative of the Unit Operator shall be chairman of the Committee. Each
member shall have a vote equal to the proportionate or fractional acreage
interest owned by his principal in the participating area involved in any
determination to be made by the Committee, or in the Unit Area where the
determination concerns any matter affecting the Unit Area as & whole. Except
ag otherwise specified herein or in the Unit Agreement, an affirmative vote
of 65% of the voting power of the Comnmittee, taken in the manner to be deter-
mined by the Committee, referred to hereinafter, upon any matters upon which
such Committee is authorized to act shall conmstitute the decision of the Com-
mittee and be binding on the Committee and upon each of the parties hereto;
provided, however, that should any party own as much as 65%, but less than
100%, voting interest in the Unit Area or in a participating area, as the case
may be, its vote must be supported by the affirmative vote of at least one addi-
tional party to bind a1l the parties hereto and provided further that if one
party owns 30% or more voting interest, but less than lOO%, the vote of such
party shall not serve to defeat or disapprove any matter approved by the major-
ity (over 50%) unless supported by at least one additionsl voting interest but
in case of confliet the last proviso shall yield to the preceding proviso.
The Committee is authorized to adopt a rule providing that where any action is
agreed to in writing by all members of the Committee, it shall be part of the
Committee's records and shall have the same force and effect as if adopted at
& regular meeting at which a quorum was present.

It is agreed by the parties hereto that the place of meeting of the
Advisory Committee shall not be over seventy-five (75) miles distant from the
properties herein covered unless agreed upon by the Advisory Committee.

6. POWERS AND DUTIES OF ADVISORY COMMITTEE: The Advisory Committee

shall be charged, subject to the provisions of this agreement, with compliance



with the terms and conditions of the Unit Agreement and the leases and neces-
sary contracts affecting the development and operation of the lands covered
hereby as long as the same shall be owned and held by the parties hereto, and
shall have, among other powers, the power and authority:

(a) to exercise the powers of the Working Interest Owners set forth
in the Unit Agreement and this agreement;

(v) to adopt such rules and regulations as it may deem advisable
for its proper functioning including the selection of the time and place for
holding regular meetings, calling of special meetings, and the manner of taking
votes on any question;

(e¢) to approve or disapprove the location, drilling, and letting
of contracts for drilling or recompletlon of any and all wells. The approval of
the drilling or recompletion of any well shall be construed to mean and include
the approval of any necessary expenditures for the drilling, completing and
equipping of such well, Including the necessary lines, separators, and necessary
tankage if a producer, and if a dry hole the plugging and abandonment thereof,
except as otherwise provided in 3ections 9 and 17 hereof;

(4) to approve or disapprove any expenditure in excess of $5,000.00
other than normal operating expenses;

(e) to approve or disapprove the use of facilities owned by one par-
ticipating area for purposes of operation and development outside of said area,
and to determine the amount of any charges therefor, uniess otherwise provided
for in this agreement or in the Unit Agreement;

(f) +to approve or disapprove any expenditure for expert technical
advice including any extra services rendered by Unit Operator's technical staff
not contemplated by the provisions of the Accounting Procedure, hereto attached,
marked Exhibit "1", and not covered by the overhead and camp expenses therein
authorized, which overhead in said Accounting Procedure is intended to only
cover normal development and operations;

(g) to approve or disapprove any partial relinquishment of the rights
of the Unit Operator;

(n) to approve or disapprove the abandonment of any well or wells
or the disposal of any major items of surplus material or equipment other than
Junk, having an original cost of $1,000,00 or more (any such item or items of
‘1eas cost may be disposed of without such approval), except as otherwise pro-

vided in Qection 17 hereof:



(i) to approve or disapprove any proposed plan for development of
the Unit Area or any participating area or amendment thereof, or any proposed
expansion or contraction of the Unit Area or any designation or enlargement of
& participating area unless otherwise required by Public Authority;

(J) to determine the basis of investment adjustment and the adjusted
basis of prorated future development and operating costs and to readjust per-
centages of participation upon enlargement or reduction of the Unit Area or
enlargement of any participating area or upon elimination of acreage for fail-
ure of title;

(k) to approve or disapprove any arrangements for repressuring or
cycling and to approve or disapprove any change in the existing method of
operation.

In case of blow-out, explosion, fire, flood, or other sudden emer-
gency, Unit Operator may take such steps, and incur such expense, as in its
opinion are required to deal with the emergency and to safeguard life and prop-
erty; provided that Unit Operator shall, as promptly as possible, report the
emergency to the other parties and shall endeavor to secure any sanction which
might otherwise have been required.

Subject to the provisions hereof, Unit Operator shall have full con-
trol of the premises subjeéted hereto and shall conduct and manage the develop-
ment and operation of unitized lands for the production of unitized substances
therefrom for the account of the parties hereto.

It is specifically understood, that if the Working Interest in the
initial participating area or any subsequent partiecipating area or areas, or
of any separate lease situated outside any participating area, is owned by one
party, such party shall alone control the action of the Unit Operator in all
metters referred to in subsections (a), (c), (d), (e), (f), (n), (J), and (k)
above in resgpect thereto until such area or areas may be enlarged to include
an additional Working Interest Owner or Owners therein.

T. INSURANCE: Unit Operator agrees that Contractors or Subcon-
tractors will carry insurance as follows, to cover drilling and development
operations on all lands subject to this agreement:

(a) Workmen's Compensation Insurance as required by the laws of
the State of New Mexico.

(v) Contractor's Public Liability Insurance in amounts of $100,000.00
for injuries for one person and $300,000.00 for injuries in one accident.

(¢) Automobile Public Liability and Property Damage Insurance in
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amounts of $100,000.00 for injuries to one person, $300,000.00 for injuries in
one accident and $10,000.00 for property demage.

With respect to production operations on all lands subject to this
agreement, Unit Operator shall carry with a reputable insurance carrier, Work-
men's Compensation Insurance, Contragtor's Public Liability Insurance with
limits of $100,000.00 for one person and $300,000.00 for one accident, and
Automobile Public Liability Insurance with limits of $100,000.00 for one per-
son, $300,000.00 for one accident and $10,000.00 for property damage.

Unit Operator shall carry insurance required under this agreement
at the expense of the parties hereto and for the benefit of Working Interest
Owners hereunder; however, premiums for Automobile Public Liability and Prop-
erty Damage Insurance on Unit Operator's fully-owned equipment shall not be
charged directly to the joint account, but will be covered by the flat rate
charges assessed for use of such equipment. Unit Operator will not carry fire,
windstorm and explosion insurance covering operations hereunder.

8. COST OF OPERATIONS: The actual cost to the Unit GOperator of

performing its obligations &as Unit Operator hereunder shall be kept separately
for each participating area, and in each area such cost shall be apportioned
to each tract in the same ratio as that defined in the Unit Agreement for the
alloecation of production in that area, and among the Working Interest Owners
in each tract in proportion to their comparative interest therein, and as so
allocated shall be paid &s hereinafter provided by the several Working Interest
Owners, and as nearly as may be done all costs shall be charged directly to
each participating area and the operations served. All such costs, expenses,
credits, and related matters and the method of handling the accounting with
respect thereto shall be in accordsnce with the provisions of the Accounting
Procedure attached hereto, made & part hereof, and marked for identification
as Exhibit "1", except that:

(a) Anything contained in the Accounting Procedure attached hereto
to the contrary notwithstanding, if Operator is unable to obtain pipe or other
materials in the open market and/or through regular channels, or if QOperator
wishes to move pipe or materials to the joint property from its warehouse in
the district or from other properties of Operator, the transportation charges
for which would be in excese of that which would be incurred if moved from the

nearest reliable supply store or railway receiving point, then Operator mav



give each Working Interest Owner written notice or by telegraph setting out the
estimated prices to be paid or the transportation charges it proposes to incur

and each Working Interest Owner shall, in a similar manner, advise Operator within
five (5) days after the date of such notice that it either agrees to pay its pro-
portionate part of such costs or excess transportation charges, or elects to furnish
its proportionate share of such pipe or other materials in kind at the location
where they are to be used and by the time they are required to be on location and
Operator shall be governed by and charges shaell be made or not made to the Joint
account accordingly. If Non-Operator fails or refuses to so notify Operator
within the period as aforesaid, or fails to furnish the pipe or other materials at
the location within the time required, then Operator may proceed with the purchase
and/or transportation of such pipe and materials as set out in its notice to each
Working Interest Owner and the costs thereof shall be charged to the Joint Account
and each Working Interest Owner shall pay its proportionate share of such charges.

(v) In the event of any conflict between the provisions contained
in the body of this instrument or in the Unit Agreement and those contained in
said Accounting Procedure, the provisions of the former shall govern to the extent
of such conflict. The term "Operator" as used in Exhibit "1" shall be deemed to
refer to the Unit Operator, and the term "Non-Operators"” as used in Exhibit "1"
shall be deemed to refer to the Working Interest Owners herein.

Unit Operator is hereby granted a prior lien upon the rights and
interest of each Working Interest Owner in the Unit Area and the unitized sub-
stances allocated to each such Working Interest Owner, and the material and
equipment thereon, to secure the payment of its proportionate part of the said
costs and expenses. Should any Working Interest Owner fail to pay its propor-
tionate part of said costs and expenses within thirty (30) &ays after being
billed therefor as provided for in the referred-to Accounting Procedure, Exhi-
bit "1", Unit Operator shall have the right at its option at any time thereafter,
such default continuing, to foreclose said lien upon the respective interest of
such Working Interest Owner.

Unit Operator, at its election, may request each Working Interest
Owner hereto to advance its respective proportion of the development and operat-
ing costs hereunder in accordance with an estimate by Unit Operator to be made
not less than ten (10) days in advance of the month in which the costs and

expenses are to be incurred. Adjustment between estimates and actual costs



shall be made by the Unit Operator at the close of each calendar month and the
accounts of the Working Interest Owners adjusted accordingly.

9. TEST WELL3: In the event any test wells are drilled on the Unit Area
by Opersator prior to establishing & participating area, or prior to establishment
of an additional participating area, or any additional test wells to test heretofore
untested formations, the Working Interest Owners subscribing hereto shall only be
responsible for such portion of the cost thereof as they may have expressly agreed
to in writing.

10. ESTABLISHMENT OF NEW PARTICIPATING AREAS OR ENLARGEMENT OF EXIST-

ING PARTICIPATING AREAS: In the event any test well drilled shall encounter the

unitized substances in quantity sufficient to Justify the establishment of a new
and separate participating area or the enlargement of an existing participating
area for the formation encountered, such participating area or enlargement shall
be formed as provided in Section 10 of the said Unit Agreement. Upon the estab-
lishment of any participating area, there shall be a retroactive adjustment

of the cost of drilling, completing, equipping for production and operating

the said test well from the commencement of operations on said well until the
effective date of the establishment to the end that the owners of working int-
erests in the participating area newly established shall reimburse without
interest the party or parties who paid for the cost and expense of drilling,
completing, equipping for production, and operating the well, less any income
derived by the last named party or parties up to the date of settlement, and
thereafter the costs incurred and benefits derived from the operation of the
well shall be borne by and inure to the benefit of the Working Interest Owners
in the participating area or areas, and the working interests attributeble to
the nonparticipating portion of the Unit Area shall thereafter be liable for

no part of the costs and entitled to no part of the benefits derived therefrom.

1l. FUTURE WELLS DRILLED BY UNIT OPERATOR; All wells drilled in the

Unit Area by Unit Operator after the effective date of this agreement shall be
drilled on a competitive contract basis at the usual rates prevalling in the
region of the Unit Afea. Unit Operator, if it so desires, may employ its own
toocls and equipment in the drilling of such wells, but in such event the charge
therefor shall not exceed the competitive prevailing rate charged by independent
contractors doing work of & similar nature. Before the commencement of the
drilling of any well by the Unit Operator, the Unit Operator and the other

affected Working Interest Qwners shall agree upon the then competitive bprevail -~



ing rate and upon the contract under which Unit Operator will drill such well.

12. WELLS DRILLED OUTSIDE PARTICIPATING AREA: The Unit Operator,

upon obtaining the approval, where necessary, of Federal or State authority,
may drill any test well within the Unit Area but outside the boundaries of any
established participating area, for the account, and at the sole cost, risk
and expense of the Working Interest Owners within the psrticipating area, only
after obtaining the consent of the parties as provided in Sections 5 and 6
hereof. In the alternative such wells may be drilled as provided in Section
12 of the Unit Agreement.

13. CHANGE OF PARTICIPATING AREA - INVESTMENT ADJUSTMENT: Separ-

ate participating areas for different formations may be established and any
participating area may be diminished on account of failure of title or may be
ehlarged, all as provided by the said Unit Agreement and this agreement. On
the enlargement of any participating area there shall be an investment adjust-
ment between the owners of working interest in the enlarged participating area
who are parties hereto and the Working Interest Owners in the former partici-
pating area who &re parties hereto, to the end that the investment in wells,
well equipment, facilities, and all other property within the enlarged parti-
cipating area shall be paid for by the affected Working Interest Owners in the
enlarged participating area proportionate to the interest of each in the cost
of operation and revenue derived from the enlarged participating ares, and also
to the end that the parties who have previously paid said costs shall be reimbursed
on the basis hereinafter set forth. The affected Working Interest Owners in
the participating area before 1ts enlargement shall receive credit for the
intangible cost of drilling, completing, and equipping for production all
wells capable of producing unitized substances situated within said participat-
ing area. The costs to be s0 credited shall be measured by the average cost
of drilling, completing and equipping for production wells of like character
and depth in that region in & good and workmanlike manner at the time when
gaid wells were drilled. Credit shall also be given for the casing and other
tangible property and facilities installed in the wells and for any structures,
facilities or other property at a percentage of original cost, such percentage
t; be separately agreed upon by the Working Interest Owners in the enlarged
participating area. The affected Working Interest Owners on any tract outside

of the participsting area that is to be admitted to the enlarged participating



area shall llkewige receive credit for the intangible cost of driliing, complet-
ing, anpd equipping any wells on their respective leases, together with the value
of the tangible equipment, facilities, and structures located thereon and used
in connection therewith on the basis as last hereinabove set out. The sum total
of all credit shall be the investment cost apportionable to the enlarged parti-
cipating area. The investment adjustment shall be made by cash settlement
among the Working Interest Owners through the Unit Operator. No credit shall
be given for the previous cost of operating any wells or repairing or maintain-
ing other property, nor shall there be any debit for and on account of produc~
tion taken from wells prior to the effective date of the enlargement of the
participating area.

14. MARGINAL WELL - SEPARATE OPERATION: 1In the event that any well

drilled under the provisions of Section 16 hereof or under Section 12 of the
Unit Agreement shall encounter the unitized substances in producible but not

in paying quantities, so that the well is not admitted to any participating
area, it may be separately operated by the parties who financed the drilling
thereof for thelr own account as provided by Secticn 12 of the Unit Agreement.
If the drilling of the well was financed by parties other than the Working Int-
erest Owners on the well tract, such Working Interest Owners may at any time
take over the well by reimbursing the parties financing the same for the unrecov-
ered portion of the drilling and operating costs thereof; but if the parties
who financed any such well desire to abandon the same, the Working Interest
Owners on the well tract may then take over and operate the well by payment of
the fair salvage value of the casing and other necessary equipment left in the
well, provided also that i1f the Working Interest Owners on the well tract do
not elect to take over and operate such well, the same shall be plugged and
abandoned at the cost of the parties who financed such well.

15. TAXES: All ad valorem taxes assessed on privately owned land
within the Unit Area shall be paid by the owner of the land unless otherwise
provided in any contract or agreement between such owner and a Working Interest
Owner hereunder. Each Working Interest Owner, however, shall escertain that
the land contributed by it to the Unit Area shall not be sold for nonpayment of
any ad valorem taxes constituting a lien thereon and in the event of such sale,
such Working Interest Owner shall, at its expense, effect the redemption of

such land or take any other measures permitted by law or the terms of its lease
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to prevent the loss of the land as a result of the tax sale.

Unit Operator; subject to the provisions of the Unit Agreement; shall
render and pay all taxes on tangible personal property owned by the Working
Interest Owners in all participating aress and all other taxes of any nature
or kind whatever (except the Federal and State income taxes in any state,
licenses, franchises, or other similar tax necessary to be paid by the parties
hereto to maintain their corporate existence) and shall charge to and collect
such taxes from the respective Working Interest Owners in the same proportion
as other costs are distributed and collected.

In the event any taxable valuation is assessed on or against said
property or any portion thereof, which the Unit Operator deems to be unreason-
able, 1t shall be the duty of Unit Operator to protest said taxable wvaluation
within the time and manner as prescribed by law, and prosecute such protest to
final determination. When any such protested valuation of such property shall
have been determined, Unit Operator shall pay, for the joint account, the taxes
thereon, together with any interest or penalty accrued by reason of such pro-
test, and bill each party for its proportionate share of such payments in
accordance with the Accounting Procedure, Exhibit "1", hereto attached.

16. DRILLING OF ADDITIONAL WELLS: Any Working Interest Owner who

desires to be relieved of the obligation to contribute to the cost and the
obligation to share in the risk of drilling any well at a location outside the
boundaries of an existing participating area, or to test any untested formation,
may be so relieved by notifying the Unit Operator in writing prior to the com-
mencement of operations for said well.

Certain further provisions are made in Section 12 of the Unit Agree-
ment as to the drilling of such outside well by the party or parties owning or
controlling a majority of the working interests under such well location. The
basis of contribution to the cost of such well and the final adjustment or dis-
position of such costs shall be made the subject of & special agreement between
the parties financing said well. Said cost in either event shall include, if
a producer, the cost of completing and equipping the well for production, and
if & nonproducer, the cost of plugging and abandoning the well.

In either case, if the well produces unitized substances in producible
but not in paying quantities, the said well shall be handled as provided in the

third paragraph in Section 12 of the Unit Agreement and, if operated by the
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Unit Operator, shell be operated for the account of the Working Interest Owners
who participated in the cost and risk of drilling the well.

Likewise in either case, if sald well is completed as a producer of
unitized substances in paying quantities, the well shall be operated by the
Unit Operator in the appropriate participating area as enlarged or to be estab-
lished as & result of the drilling of this well as the case may be, and there
shall be an investment adjustment among the Working Interest Owners as provided
in Section 10 or Section 13 hereof as the case may be, Separate accounts shall
be maintained as to costa and production of sald well and the entire Working
Interest portion of the production from the well after deducting 100% of the
operating costs attributable to the well to the date of reimbursement herein-
after provided for, shall be first allocated to the Working Interest Owners
who participated in the cost &and expense of drilling said well in proportion
to their contribution to the cost of such well, until said Working Interest
Owners have received from the proceeds thereof, in addition to the 100% credit
for the cost of the well allowed sbove in the investment adjustment, an addi-
tiongl 50% of the cost of drilling, testing, completing and equipping such
well, After the parties who participated in the cost of drilling said well
have been fully reimbursed to the extent above described, then and thereafter
said well shall be operated by the Unit Operator for the joint account of all
Working Interest Owners herein, and the subsequent costs and expenses of opera-
tion and the production derived therefrom shall be apportioned in the same
manner and in the same proportion as if all Working Interest Owners hereto had
originally participated in the drilling of said well.

If any well be drilled hereunder to test any formation other then
the formation then producing in any participating area and said well is not
completed as & paying producer from the objective formation but the well can
be plugged back or deepened, as the case may be, and made into a paying producer
in a formation for which a participating area has been established, the Working
Interest Owners in the affected participating area shall have the right to take
over sald well and cause the Unit Operator to plug back or deepen as the case
may be and to complete and operate it all for the account of such participating
aree upon effecting an investment adjustment for the cost of said well from

the surface to such producing formation on the same basis provided in Section

12 herent



Notwithstanding the foregoing, in the event Unit Operator is required
to drill an extension well outside the boundaries of any participating area or
any development well within a participating area by governmental order, or
demand, whether such order or demend is initlated by the government independent
of its consideration of any plan of development, or is issued &s & required
alteration of & plan of development, the cost of drilling and completing said
well if & producer, and of plugging and abandoning the well if & dry hole,
shall be borne by all of the Working Interest Owners in said participating area
in proportion to their interest therein, The consent of & Working Interest
Owner to & plan of development celling for the drilling of & well or wells shgll
be deemed consent to participatelin the cost of drilling such a well or wells,
Should Unit Operater be required by governmental order to drill a well to test
any previously untested formation in the Unit Area, the cost of drilling and
equipping such well if a producer, and plugging and abandoning the well if a
dry hole, shall be, anything contained in Sec. § hereof notwithstanding, initially
borne by all of the parties hereto in proportion to their interests ln the entire
Unit Ares; provided, hoquér, further, that in the event such well is completed
as a peying producer resulting in the establishment of a participating area, the
perties advencing said costs shall be reimbursed for all the costs of drilling,
equipping and operating the well by cash adjustment by the Working Interest Owners
in the participating area, after which, the well shall be owned by and operated for
the account of the Working Interest Owners of the participating area so established.
In the event any well is multiply completed &s & paying producer in
more than one formation, the Working Interest Owners of the respective parti-
cipating areas established for such formations shall arrange for an appropriate
allocation of investment and operating costs of such well by separate agreement,

17, OPTION AS TO ABANDONMENT OF WELLS: If the affected Working Inter-

est Owners hereto are unable to agree as to the proposed abandonment of any well
or wells, then such party or parties not desiring to abandon the same shall
tender to the other affected Working Interest Owner or Owners & sum equal to

the last nemed parties' proportionate ahare'in the salvage of the material

and equipment in said well or wells determined in accordance with the Account-



ing Procedure Exhibit "1" hereto attached and upon receipt of said sum, the
sald parties wishing to abandon said well shall assign to the other Working
Interest Owners their rights in the well and well property down to and includ-
ing the producing formstion in the land on which said well is situated, said
well may thereafter be operated by the Unit Operator for the separate account
of the remaining Working Interest Owners. Proper bills of sale and division
orders shall be executed by the assigning parties to accomplish the purposes
hereof, and no further wells shall be drilled to the producing formetion within
the drainage area of said well as established by the well spacing system then
in use 1in sald field, but there shall be no conveyance of any rights in and to
any land or leasehold rightes in the acreage surrounding said well, and the
percentage of participation of the parties under the Unit Agreement and this
Agreement as to all other wells then or thereafter drilled and as to the land
and leasehold rights‘under this Agreement and the Unit Agreement shall be
unaffected by this transfer.

18, ASSIGNMENTS: Any Working Interest Owner may, at any time,
transfer or assign all of his working interest to any other Working Interest
Owner who is then a party to the Unit Agreement and to this agreement, or to
any other person, association, or corporation, when such assignment is made
expressly subject to the terms of the Unit Agreement and the terms of this
agreement, and wherein the assignee shall accept and agree to perform all duties,
obligations, and liabilities thereof. 1In such assignment, it shall be competent
for the asgignor to reserve a royalty interest, Upon the making of such assign-
ment, irrespective of whether a royalty interest is reserved, the assignor shall
thereupon be relieved of all future duties, obligations, and liabilities of a
Working Interest Owner under this agreement and under the Unit Agreement. A
partial assignment of working interest shall be effective as above described
to the extent of the interest so assigned., No assignment made under the provi-
sions of this Section shall be binding upon the Unit Operator until a certified
copy of said assignment has been delivered to Unit Operator.

19, WITHDRAWAL OF PARTY: If any party hereto so desires, it may

withdraw from this agreement by conveying, assigning, and transferring, without
warranty, elther express or implied to the other parties hereto who do not
desire to withdraw, all of its right, title and interest in and under the
leages included in the Unit Area, together with the withdrawing party's inter-

est in all wells, casing, materisl, equipment, fixtures, and other personal



property belonging to the joint account, but such conveyance or assignment

shall not relieve said party from any obligation or liability accruing or
incurred prior to the date thereof, The interest so conveyed and assigned

shell be held and owned by the assignees in the proportion set out in epplic-
able percentage participation schedules and; thereupon the withdrawing party
shall be relieved from all obligations and liabilities thereafter to accrue
under this contract, and the right of such party to any benefits subsequently
accruing hereunder shall cease; but assignees shall pay assignor for its interest
in all casings, material, equipment, fixtures, and other personal property owned
by the joint account at the salvage value thereof, computed in accordance with
the Accounting Procedure, Exhibit "1", hereto attached.

20, LIABILITY: The liability of the parties hereunder shall be
several and net Joint or collective, Each party shall be individually respons-
ible for its own obligations as set out in this agreement and shall be liable
only for its proportionate share of the costs and expenses as provided by this
contract, and nothing herein contained or implied s8hall be deemed to create a
partnership between or among the parties hereto. Whenever in this agreement
reference 1s made to operations for the account of any of the parties hereto
or the charges or credit to the account of the parties hereto, or whenever similar
language is used, the parties use such language merely as a convenient method
of referring to the accounting necessary between them, and it is agreed that
no such phraseology shall ever be construed as creating any Jjoint liability
upon the part of the parties hereto for any obligation incurred under this
agreement, or ﬁs setting apart or creating any fund or jointly owned property
for the satisfaction of any such obligation; or as creating a common fund for
any other purpose. No funds received by Unit Operator under this agreement,
whether received as proceeds from the sale of unitized substances, or as advances
or &g payments on account of costs or expenses, or otherwise, need be segregated
by Unit Operator or maintained by it a&s a joint fund, but may be commingled
with its own fund and distributed by Unit Operator as provided for in this
agreement .

Unit Operator shall not be liable or responsible for any damage to
the Unit Area or the property, equipment or facilities used in the development
and operation thereof, or for the loss of any production arising out of its

operation of the Unit Area, except only for bad faith or gross negligence in
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connection therewith.

If, end in the event, notwlthstanding the foregoing provisions of
this section, the Unit, the Unit Operator or any member of the Unit is held
liable by & court of competent jurisdiction for any matter or thing for which
it is herein provided the Unit or person so named shall not be liable, the
amount of such liability as finally determined shall thereupon be treated,
regarded and paid as an ltem of unit expense.

21, NOTICES: All notices required or permitted to be given hereunder
shall be in writing and shall be deemed to have been properly served and addressed
when sent by mail or telegram to the parties executing this agreement at the
addresses set opposite their respective names,

22,  SUBSEQUENT JOINDER: Any Working Interest Owner heving interests

in the Unit Area who for any reason does not subscribe to this agreement at the
time of its inception may subsequently become a party thereto by signing instru-
ments with the Unit Operator expressly ratifying this agreement and the Urit
Agreement; however, the Unit Operator may in its discretion refuse to admit a
Working Interest Owner to participation in this agreement unless all the Work-
ing Interest Owners having interests in the tract or tracts of land in which
the applicant Working Interest Owner has an interest likewise elect to Join,
and further subJect to the condition that if the Working Interest Owners are
unable to secure the commitment to the Unit Agreement of all of the royalty
interests in the tract to be committed, they shall undertake to pay and satisfy
the royalty interests on said tract and save the Unit Operator and the other
Working Interest Owners on other tracts harmless from any claim or demand of
said royalty owners, The Unit Operator shall promptly furnish to the remain-
ing Working Interest Owners who are then parties hereto, copies of all such
instruments.

23, DISPOSAL OF PRODUCTION: Bach of the parties hereto shall own

and, at its own expense, shall take in kind and separately dispose of its pro-
portionate part of all the oil, gas, cesinghead gas and other hydrocarbon
substances produced and saved from the lease acreage covered hereby, exclusive
of the production which the Unit Operator may use in developing and producing
operations and in preparing and treating oll for market purposes and of pro-
duction unavoidably lest; provided that each of the parties shall pay, or

secure the payment of the royalty interest in its propertionate part of the



production.

24. UNAVOIDABLE DELAY: All obligations under this agreement requir-

ing the Unit Operator to commence or continue drilling or to operate on or
produce unitized substances from any of the lands covered by this agreement
shall be suspended while, but only so long as, the Unit Operator despite the
exercige of due care and diligence is prevented from complying with such obli-
gations, in whole or in part, by strikes, lockouts, acts of God, Federal, State,
or municipal lews or agencies, unavoidable accidents, uncontrollable delays

in transportation, inability to obtain necessary materials in open market, or
other matiers heyond the reasonable control of the Unit Operator whether simi-
lar to matters herein enumerated or not.

25. EFFECTIVE DATE AND TERM;: This agreement shall become effective

as to all parties executing the same upon the date set out above, and the term
hereof shall be the same as that of the Unit Agreement. This agreement may be
terminated in any menner by which the said Unit Agreement may be terminated.
This agreement may be executed in any number of counterparts with the
same force and effect as if all the parties had signed the same document.
IN WITNESS WHEREOF, the parties have executed this contract the day

and year first above written.

ATTEST: MALCO REFINERIES, INC.
- By,
Secretary
Date
ATTEST: STANDARD OII, COMPANY OF TEXAS
By
Assistant Secretary
Date
Date
Date
Date

Date




NEW MEXICO OIL CONSERVATION COMMISSION
SANTA FE, NEW MEXICO

APPLICATION FOR APPROVAL OF CASS RANCH UNIT AREA
EDDY COUNTY, NEW MEXICO

New Mexico 01l Conservation Commission
Santa Fe, New Mexlco

COMES the undersigned, the MAGNOLIA PETROLEUM

COMPANY, a corporation of Dallag, Texas, and files herewith
three copies of a proposed Unit Agreement for the Development
and Operation of the Cass Ranch Unit Area, Eddy County, New
Mexico, and hereby makes application for the approval of said
Unit Agreement by the New Mexico Cil Conservation Commission,
ag provided by law, and 1in support thereof sghows:

| 1. That the unit area designated in said unit
agreement covers a total of 10,230.27 acres, situated in Town-

Sowlt &
shipes 19 and ZOy\Ranges 23 and 24 East, N.M.P.M., Eddy County,
New Mexico. That 9,270.27 acres of the lands in the said pro-
posed unlt area are lands of the Unlted States, 640 acres are

lands of the State of New Mexico, and 320 acres are fee or
privately-owned lands. That saild unlt area 1s more particularly
described by the plat attached to sald unit agreement, made a
part hereof, and for purposes of identification marked Exhibit
HAY,

2+~ That the owners of substantially all of the
011 and gas leages, or pending applicationg therefor, embracing
lands of the United States, have agreed to commit said oil and
gas leases to sald Unlt Agreement and the Magnolla Petroleum

Company owne or holds o0ll and gas leases covering a subgtantial
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portion of the privately-owned or fee lands and 1s willing to
commit said leases to sald unit agreement, as well as its
lease covering the lands of the State of New Mexico embraced
in sald proposed unit area.

3. That the unlt area described in the pro-
posed unlt agreement hae heretofore been designated by the
Director of the Unlited States Geologlcal Survey as one sult-
able and proper for unitization, and that all lands embraced
therein are belleved to be situated upon the same geological
structure, and that there is attached hereto, made a part hereof,
and for purposes of identification marked Exhibit "A", a plane
table map showing the geoclogical structures covered by sald
proposed unit area and the relationship between the geologlcal
structure and the proposed unit area and that sald map 1s the
one submltted to the U. S. Geologlcal Survey and upon whilch the
designation by the Director was based and 1ls to be treated as
confidential.

L4, That the undersigned, Msgnolia Petroleum
Company, is designated as the Unit Operator in sald agreement
and the Unit Operator is given authority under the terms thereof
to carry on all operations which are necessary for the develop-
ment and operation of the unit area for o0il and gas, subject to
all applicable laws and regulationg. The Magnholia Petroleum
Company 1is preparing to commence operations upon a test well
for o0il and gas to be located upon sgome part of the lands em-
braced i1n the proposged unit area, and it is anticipated that
the same will be drilled in the approximate center of sgaild unit
area, and that sald well will be drilled with due diligence to

a depth of approximately 3900 feet, unless oll or gas in




commercial quantities should be encountered at a lesser denth.

5. That gaid unit agreement is in substantially
the same form as unit agreements heretofore approved by the Com-
missioner of Public Lands of the State of New Mexico, the Secre-
tary of the Interior, and the New Mexlco 011 Conservation
Commigsion, and it 1s belleved that operations to be carried on
under the terms thereof will promote the economical and efficient
recovery of oil and gas to the end that the maximum yield may
be obtained from the field or area, if oil or gas should be dis-
covered in paying quantities, and the production is to be limited
to such production as may be put to beneflclial use with adequate
realization of fuel and other valueg, and 1t is further believed
that such agreement will be in the interest of conservation of
0il and gas and the prevention of waste asg contemplated by the
Cil Conservation Statutes of the State of New Mexico.

6. That upon an order being entered by the New
Mexico 0il Congervation Commigsion apnroving sald Unit Agreement,

and after aporoval thereof by the Commissioner of Public Lands of
the State of New Mexico and the Secretary of the Intérior of the

Unlted States, an approved copy of sgald agreement will be filed

with the New Mexico 0Al Conservation Commission.

WHEREFORE, the undersigned applicant respectfully
requests that a publlic hearling be held on the matter of the ap-
proval of sald unlt agreement as provided by the Statutes of the
State of New Mexico and the regulations of the New Mexico 0il
Congervation Commlssion, and, upon said hearing, sald unit agree-

ment be approved by the New Mexico Oil Conservation Commission.
Regpectfully submitted

MAGNOLIA PETROLEUM COMPANY

<7




kea/THR 601 oa s OxUahioma EXHIBIT ‘e l * Model Form-PASO-1949-1

Attached to and made a part of Uit Accounting Agreement under
Unit Agreement for the Development and Operation of the

Cass Ranch Unit Area, County of Eddy, State of New Mexico

ACCOUNTING PROCEDURE

(UNIT AND JOINT LEASE OPERATIONS)

1. GENERAL PROVISIONS

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

2. Statements and Billings

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

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

costs and charges as set forth under Sub-Paragraph . B . . below:

A. Statement in detail of all charges and credits to the Jomt account,

B. Statement of all charges and credits to the joint account, summarized by appropriate classifications indica-
tive of the nature thereof.

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

indicative of the nature thereof; and

(3) Statement of any other receipts and credits.

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

4. Audits

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

1I. DEVELOPMENT AND OPERATING CHARGES
Subject to limitations hereinafter prescribed, Operator shall charge the joint account with the following items:

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

2. Labor, Transportation,-and Services

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

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

4. Moving Material to Joint Property
Moving material to the joint property from Vendor’s or from Operator’s warehouse in the district or from the
other properties of Operator, but in either of the last two events no charge shall be made to the joint account
for a distance greater than the distance from the nearest reliable supply store or railway receiving point where
such material is available, except by special agreement with Non-Operator.
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F. The above overhead schedule on producing wells shall be applied to individual leases; provided that,

whenever leases covered by this agreement are operated as a unitized project in the interest of economic
development, the schedule shall be applied to the total number of wells, irrespective of individual leases.

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

Warehouse Handling Charges None

14.

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

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

Material Furnished by Operator

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

A. New Material (Condition “A”)

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

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

(3) Cash discount shall not be allowed.

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

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

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

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

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

shall be classed as Condition “C” and priced at 50% of new price.

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

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

3. Warranty of Material Furnished by Operator

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

Operator’s Exclusively Owned Facilities

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

Operator:

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

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

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

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

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

IV. DISPOSAL OF LEASE EQUIPMENT AND MATERIAL

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



CERTIFICATION-DETERMIKAT ION

‘Fursuant to the authority vested in the Secretary of
the Interior, under the act aprroved February 25, 1920, 41 Stat.
436, 30 U.S.C. secs, 181, et seq., as amended by the act of
August 8, 1946, 60 Stat. 950, and delegated to the Director of
the Geological Survey pursuant to Departmental Order Np. 23385 of
October 8, 1947, 43 C.F.R. sec. 4.611, 12 F.R. 8784, I do hereby:

A.- Approve the attached agreenent for the development
and operation of the Cass Ranch Unit Area, State of New Mexico.

B. Certify and determine that the unif plan of develop-
ment and operation contemplated in the attached agreement is
necessary and advisable in the public interest for the purpose
of more properly conserving the naturzl resources.

C. Certify and determine that tine drilling, producing,
rental, minimum royalty, and royalty reguirements of all Federal
leases committed to said agreement are hereby established, altered,
changed, or revoked to conform with the terms and conditions of
this agreement.

Dat ed JuL__ 8 1949

. \4/&44—/ ﬂ\ \[;f/‘b“
ActingpiTector i
¥nited States Geological Survey
/
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CERTIFICATE OF APPROVAL BY COMMISSIONER

OF PUBLIC LANDS, STATE CF NEW MEXICO, OF

UNIT AGREEMENT FOR TEE DEVELOFMENT ARD

OFERATION OF THE CASS RANCH UNIT AREA,

EDDY COUNTY, STATE OF NEW MEXICO.

There having been presented to the undersigned, Commissimer

of Public Lands of the State cof New Mexico, for examination and agree-
ment for the development and operation of the Cass Ranch Unit Area,

Eddy County, New Mexico, bearing date of _ Septesber 18 | 1948, in

which the Magnolia Petroleum Company, a corporation is designated as
Operator, and which has been executed by various parties owning and

holding oil and gas leases embracing lands within the unit area, and
upon examination of said agreement, the Commissioner finds:

(a) That such agreement will tend to promote the conserva-
tion of o0il and gas and the vetter utilization of reservoir energy
in said fielgd;

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

(c) ‘i‘hat the agreement is in other respects for the best
interests of the State;

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

NOW, THEREFQORE, by virtue of the authority conferred upon
me by Chapter 88 of the New Mexico Session Laws of 1843, approved
April 14, 1943, I, the undersigned, Commissioner of Fublic Lands of
the State of New Mexico, for the purpose of more properly conserving
the oil and gas resources of the State, do hereby consent to and
approve tie unit agreement above referred to for the development and
operation of the Cass Ranch Unit Area, Eddy County, New Mexico, sub-

ject to all of the provisions of the aforesaid act.

Executed this the /{4 a Qb . 1048.

mmissioner of Public Lands of the
tate of New Mexico

of

.




