
UNIT AGREEMENT 

THIS AGREEMENT, made and entered into by and between 

the Commissioner of Public Lands of the State of New Mexico, 

herein referred to as "Commissioner1' or "Lessor", and Amerada 

Petroleum Corporation and Gulf O i l Corporation, herein referred 

to respectively as "Amerada" and "Gulf", or c o l l e c t i v e l y as 

"Lessees", 

covering, among other lands, a f u l l interest i n SE/^ SE/^ of 

Section 34-HS-33E, Lea County, New Mexico; and 

WHEREAS, Amerada i s the owner of an o i l and pes lease 

covering, among other lands, a f u l l interest i n NE/̂  SE/4 

Section 34-11S-33E, Lea County, New Mexico; and 

WHEREAS, the State of New Mexico, acting by and through 

i t s Commissioner of Public Lands, lc the Lessor under both of 

said o i l and gas leases; and 

WHEREAS, the O i l Conservation Commission of the State 

of New Mexico has heretofore, on May 1, 1951. entered i t s oroer 

establishing the E/2 of SE/k of Section 3"-llS-33E, as one 80-

acre proration unit f o i ' the Bagley-Silur-o-Devonian pool; and 

WHEREAS, f o r the purposes of more properly conserving 

the o i l and gas resources of the State, the Lessees desire to 

develop and operate the above described severally owned leases 

as a un i t f o r the production of o i l end gas from a l l formations 

underlying said land; and 

WHEREAS, the Commissioner of Public Lands of the State 

of Mew Mexico i s authorized to consent to and approve the de­

velopment or operation of State lands under agreements made by 

lessees of State land, where such agreements provide f o r the 

un i t operation or development of part or a l l of any o i l or gas 

pool, f i e l d or area; and 

W I T N E S S E T H : THAT 

WHEREAS, Gulf i s the owner of an o i l and gas lease 
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WHEREAS, the Oi l Conservation Commission of the State 

of Mew Mexico i s authorized to approve such agreement. 

MOW, THEREFORE, i n consideration of the mutual coven­

ants and agreements herein provided, i t i s agreed as follows: 

1. UNIT AREA: The following described land i s hereby 

designated the "Unit Area": 

E/2 SE/4 Section 34-11S-33E 
Lea County, New Mexico. 

2- UNITIZED SUBSTANCES: A l l o i l , gas and caslnghead 

gas produced from any and a l l formations underlying the Unit 

Area is unitized under t h i s agreement and i s called "unitized 

substances". 

3. UNIT OPERATOR: Amerada Petroleum Corporation i s 

hereby designated as Unit Operator and shall have exclusive 

charge of the development and operation of the Unit Area. Nothing 

herein, however, sh a l l be construed to transfer t i t l e to any o i l 

and gas lease, i t being understood that Unit Operator, i n such 

capacity, shall exercise the r i g h t s of possession of the lessees 

of the Unit Area f o r the purposes herein specified. 

L. DRILLING AMD DEVELOPMENT: I f Unit Operator has not 

already commenced operations f o r the d r i l l i n g of the wel l herein­

af t e r referred to, i t shall w i t h i n t h i r t y (30) days a f t e r the 

effective date hereof commence operations f o r the d r i l l i n g of a 

well located i n the center of the SE/4 SE/4 Section Jk, T11S-

R33E, Lea County, New Mexico, and thereafter d r i l l such w e l l 

with due diligence to a depth s u f f i c i e n t to test the Devonian 

formation found at the approximate depth of 11,000 feet unless 

unitized substances are found i n paying quantities at a lesser 

deoth or an impenetrable substance encountered. 

A l l covenants express or implied i n each lease covering 

the Unit Area shall be applicable to the Unit Area as an entirety 

; f i f ..-cvt-r^d by one lease and sh a l l govern the subsequent de­

velopment and operation of the Unit Area. 
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8. LEASES AMENDED TO CONFORM: The terms and pro­

visions of a l l o i l and gas leases covering the Unit Area 

upon approval hereof by the Commissioner sh a l l be, and the 

same are hereby expressly modified and amended to the extent 

necessary to make the same conform to the provisions hereof, 

but otherwise to remain i n f u l l force and e f f e c t . 

9. TERM: This agreement shall become effective as 

of the date of approval by the Commissioner hereinafter set 

out and sha l l remain i n force as long as the leases contributed 

by both parties are i n force as to the acreage within the Unit 

Area and any extensions or renewals thereof. 

IN WITNESS WHEREOF, the parties hereto have executed 

t h i s agreement t h i s 12th day of March, 1952, i n t r i p l i c a t e . 

STATE OF NEW MEXICO Date of 
Approval: 

By 
Guy Shepard, 

Commissioner of Public Lands 

L E S S O R 

- -
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THE STATE OF OKLAHOMA { 

COUNTY OF TULSA } 

On t h i s day of March, 1952, before me personally 
appeared E. H. KcCCLLcaGH , to me personally known, 
who, being by me duly sworn, did say that he i s Vice President 
of AMERADA PETROLEUM CORPORATION, and that the seal a f f i x e d to 
the foregoing instrument i s the corporate seal of said corpora­
t i o n and that said Instrument was signed and sealed l n behalf 
of said corporation by authority of i t s Board of Directors, and 
said :,, . . .. acknowledged said instrument to 
be the free act and deed of said corporation. 

IN WITNESS WHEREOF, I have hereunto set my hand and 
aff i x e d my o f f i c i a l seal on t h i s the day and year f i r s t above 
w r i t t e n . 

My eonxissson expires Gclober 25, 1952 tary Public 
Tulsa County, 

i n and f o r 
Oklahoma 

THE STATE OF TEXAS { 

COUNTY OF TARRANT j 

On t h i s /A day of March, 1952, before me personally 
appeared F. J. ADAMS, to me personally known, who, being by me 
duly sworn, did say that he i s Vice President of GULF OIL 
CORPORATION, and that the seal a f f i x e d to the foregoing i n s t r u ­
ment i s the corporate seal of said corporation and that said 
instrument was signed and sealed i n behalf of said corporation 
by authority of i t s Board of Directors, and said F. J. ADAMS 
acknowledged said Instrument to be the free act and deed of 
said corporation. 

IN WITNESS WHEREOF, I have hereunto set my hand and 
aff i x e d my o f f i c i a l seal on t h i s the day and year f i r s t above 
w r i t t e n . 

S. tf. B. R. JORDAN 

Notary Puttilc i n and f o r 
Tarrant County, Texas 



5. ALLOCATION OF PRODUCTION AND PARENT. 91. RpJALTY: 

For the r.urpo&e of determ J ri Ing the payment c f royalties due 

Lessor under the terms of the J eases committee to this agree­

ment a l l ra-odiSL-tion of unitized substances obtained from any 

oart. (;f the Unit Area shall be allocated to the respective 

leases covering said Unit Area i n the proportion that the acre­

age interest of each lease w i t h i n the Unit Area bears to the 

entire acreage interest of the Unit Area, with the same effect 

as i f that proportion of unitized substances so allocated to 

each lease was obtained from wells d r i l l e d thereon. The roy­

a l t i e s payable f o r said production allocated to each o i l and 

gas lease comprising the Unit Area shall be computed and paid 

on the baeis of the pronortlonate amount of unitized substances 

allocated to the respective leases and. in the manner provided 

for the payment of royalty described in each of said leases. 

6- RENTAL PAYMENT: A l l rentals due the State of New 

Mexico shall be paid by the respective lease owners i n accordance 

with the terms of t h e i r leases. 

7. EFFECT OF DRILLING- AND PRODUCTION: I t is agreed 

that the commencement, d r i l l i n g , completion and operation of a 

well on any part of the Unit Area shall f o r a l l purposes be 

considered as the commencement, d r i l l i n g , completion end opera­

ti o n of a well on each tr a c t included within the Unit Area under 

the terms and provisions of each and a l l of the o i l and gas 

leases comprising the Unit Area, and that production of o i l , 

gas and caeinghead gas from any part of the Unit Area shall be 

deemed to be production of such substances under the terms of 

each end a l l of said leases with the same force and effect es 

i f said production was obtained from a well located on the 

land covered by each of said leases within the Unit Area. 



OPERATING AGREEMENT 

THIS AGREEMENT, made and entered Into this 2A day 

of February, 1952, by and between Amerada Petroleum Corporation, 

hereinafter called "Amerada" or "Operator", and Gulf Oil 

Corporation, hereinafter called "Gulf", or "Nonoperator", 

W I T N E S S E T H : THAT 

WHEREAS, Amerada ls the owner of an oil and gas leaee 

of record from the State of New Mexico covering a full interest 

in NE/4 SE/4 of Section 34-11S-33E, Lea County, New Mexico, 

containing 40 acres; and 

WHEREAS, Gulf is the owner of an oil and gas lease of 

record from the State of New Mexico covering a full interest in 

SE/4 SE/4 Section 34-11S-33E, Lea County, New Mexico; and 

WHEREAS, the parties desire to enter into an agreement 

for the Joint development and operation for o i l and gas purposes 

of the following described land hereinafter for convenience called 

"Unit Area", to-wit: 

E/2 SE/4 Section 34-11S-33E, 
Lea County, New Mexico, 
containing 80 acres. 

NOW, THEREFORE, for and in consideration of the mutual 

covenants and agreements herein contained, l t ie agreed as 

follows: 

1. TITLES AND APPROVAL OF UNIT AGREEMENT BY STATE: 

As soon as possible after the execution of this agreement, but 

not later than ten (10) days, each party shall deliver to the 

other such abstracts and copies of a l l tit l e opinions of their 

respective attorneys, and such other tit l e papers as they may 

have ln their fi l e s . Both parties shall have a period of 

twenty (20) days from the receipt of said t i t l e papers within 

which to approve or disapprove t i t l e to said land. In the event 

t i t l e is rejected by either party, then this contract shall cease 



and terminate and each party hereto shall be relieved of a l l 

further obligations hereunder. I f t i t l e s are accepted as here­

inabove provided, should the t i t l e to any lease thereafter f a l l , 

in whole or ln part, or should any lease covered by this agree­

ment terminate for any reason, then the loss of t i t l e shall be 
i 

borne by the parties i n the proportion of their ownership as 

' hereinafter set out. 

Upon execution of this agreement by both parties, 

Operator shall make application to the Commissioner of Public 

Lands of the State of New Mexico and to the Oil Conservation 

Commission of said state for approval of a unit agreement, the 

terms of which shall be mutually agreed upon by the parties 

hereto, for the purpose of pooling the royalty interests under 

the Unit Area. I f either said Commissioner or said Commission 

refuses to approve such Unit Agreement, this contract shall not 

terminate but shall continue in force under the provisions of sub­

section (b) of ar t i c l e 4 hereof, following the exchange of assign­

ments therein provided for. 

2. OWNERSHIP 0? PROPERTIES AND PRODUCTION: A l l o i l , 

gas, casinghead gas and other minerals that may be produced from 

the Unit Area and a l l casing, personal property, material and 

leasehold equipment located or to be located on the Unit Area 

(the cost of which ls chargeable to the Joint account of the 

parties hereto under the provisions of this agreement and of 

"Exhibit A" hereto attached and which ls used for or in connec­

tion with operations for o i l or gas on the Unit Area) shall be 

owned by the parties hereto ln the following proportions, to-wit: 
Amerada Petroleum Corporation 1/2 
Gulf Oil Corporation 1/2 

In the event the interest of either party is subject 

to any overriding royalty interest, production payment or carried 

inter-st, or royalty i n excess of 1/3, then the entire burden 
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of such obligation shall be borne by the party contributing* 

such interest and shall be paid out of his proportionate share 

of the o i l , gas and oasinghead gas produced from the Unit Area. 

3. OPERATOR: Amerada shall be the Operator of the 

Unit Area for the Joint account of the parties hereto in the 

proportions set out above, and Amerada shall have the exclusive 

control and direction of the drilling, completion, operation 

and abandonment of any and a l l wells in the Unit Area. Such 

operating rights shall n3t be assignable by Amerada and should 

Amerada dispose of a l l of i t s leasehold Interest, then Gulf 

shall have the option of determining the Operator under the 

terms of this agreement. 

4. INITIAL WELL; 

(a) Amerada shall, within thirty (30) days after the 

execution of this contract, and may at any time after its 

execution commence operations for the drilling of a well to be 

located in the center of the SE/4 SE/4 Section 34-11S-33E, Lea 

County, New Mexico, and thereafter d r i l l such well with due 

diligence to a depth sufficient to test the Siluro-Devonian 

formation found at the approximate depth of 11,000 feet unless 

granite or some impenetrable substance is encountered at a lesser 

depth. During the drilling of said well Amerada agrees to test 

adequately and properly a l l prospective oil and gas rones en­

countered, and to make an electrical survey of the well to the 

total depth and to furnish Nonoperator with a copy of the electrl 

cal log. Such well shall be drilled, tested, completed, or 

plugged and abandoned i f a dry hole, at the Joint cost and ex­

pense of the parties hereto in proportion of their participation 

set out above. Such costs and expenses shall be paid in ac-

cordance with the Accounting Procedure attached hereto. 

(b) I f the Commissioner of Public Lands or the Oil 

Conservation Commission of the State of New Mexico should deny 
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the application for pooling of royalty interests under the 

land herein affected, then the parties hereto agree to exchange 

assignments of their respective leases to the end that each 

will own an undivided one-half (1/2) interest in the NE/4 SE/4 

Section 34, and in the SE/4 SE/4 Section 34-11S-33E, Lea County, 

New Mexico. 

(c) Each of the parties hereto recognizes the fact 

that each of the leases above described is a separate lease 

covering State of New Mexico lands and that the terms thereof 

can ln no sense, in the event of the exchange of assignments 

provided for ln subsection (b) above, be modified by the within 

agreement insofar as the obligations imposed by each lease is 

concerned, but the parties hereto agree between themselves that 

the leasehold rights ln each of the leases shall, ln the event 

ot an exchange of assignments, be owned in the undivided pro­

portions set forth in subsection (b) and shall be developed and 

operated in accordance with the terms and provisions of this 

agreement. 

5. ADDITIONAL WELLS: Except for the i n i t i a l well 

above provided, no well shall be drilled and no project shall 

be undertaken by the Operator on the Unit Area which involves 

a capital expenditure in excess of Twenty-five Hundred Dollars 

($2500.00) without the consent of Nonoperator. But approval of 

the drilling of a well shall include a l l expenses for the d r i l l ­

ing, equipping and completion of such well, including necessary 

flowlines, separators, and lease tankage. 

In the event the parties hereto cannot agree upon the 

drilling of said well, then the party desiring to d r i l l may do 

so at its own cost, risk and expense, and ln the event of pro­

duction, i t shall be entitled to receive a l l of the proceeds 

from the sale of the production from such well after deducting 
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a l l royalty interests, overriding royalty interests and pro­

duction payments, if any, and taxes until said drilling party 

snail have received from the proceeds of the sale of such 

production an amount equal to the total operating expense 

thereof plus one and one-half times the total cost of drilling, 

testing, completing and equipping said well, including the com­

pletion into stock tanks if an oil well or into the separator 

if a gas well. Thereafter such well, the equipment thereon 

and therein, and the production therefrom shall be owned by 

the parties hereto in equal shares and a l l further operations 

thereon and in connection therewith shall be conducted by the 

Operator for the Joint benefit and at the joint expense of the 

parties hereto pursuant to the provisions of this agreement. 

If any such well fails to produce oil, gas or other minerals 

ln commercial quantities, the party drilling same shall cause 

it to be properly plugged and abandoned at its sole cost and 

expense and shall not be entitled to any credit or reimburse­

ment from the other party or from the joint account for or on 

account of the drilling of such dry hole. 

It is further understood that all wells drilled for 

the Joint account of the parties hereto on the Unit Area pur­

suant to the terms of this agreement shall be drilled at a rate 

consistent with the prevailing price in the field. 

6. CQgtS AND SDPEHSEB: All costs and expenses ln 

connection with the development and operation of ta© Unit Area 

under the terms of this agreement shall be borne by the parties 

hereto in proportion of their respective ownership as hereinabove 

set out. 

Operator shall advance and pay a l l costs and expenses 

actually inourred in the drilling and completion of said initial 

well and the further development and operation of the Unit Area 

r 
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and Operator shall b i l l Nonoperator for its proportion thereof, 

and Nonoperator shall make payment therefor to Operator, a l l as 

set forth ln "Exhibit A", designated "Accounting Procedure", 

attached hereto and made a part hereof. 

Nonoperator agrees at the request of Operator to 

furnish on a tonnage basis the equivalent of one-half (1/2) of 

all casing and tubing that may be required for the drilling and 

completion of al l wells drilled on the Unit Area. All tubular 

goods furnished by either party hereto shall be charged to the 

Joint account according to the provisions of the Accounting 

Procedure for such materials furnished by Operator. 

7. DISPOSITION OF PRODUCTION: Nonoperator shall always 

have the continuing right and privilege at any time of receiving 

ln kind or of separately disposing of its proportionate share of 

all production obtained from the Unit Area and receiving the 

proceeds thereof. Such party shall pay or cause to be paid a l l 

applicable royalty thereon and shall pay any extra expense and 

furnish any extra equipment and tankage necessary for taking 

said production. 

In the event Nonoperator shall fall to exercise the 

right of receiving in kind or separately disposing of its 

respective proportionate share of the production as above pro­

vided, then the Operator, during such time Nonoperator falls to 

exercise said right, shall have the right to market such pro­

duction ln the same manner as its own and for not less than the 

prevailing market price. 

Any contract for the sale or disposal of Nonoperator's 

share of the production by Operator shall always be subject to 

revocation at will by such Nonoperator as above provided. 

Operator shall have the right to use so much of the 

production from the Unit Area as may be necessary in the drilling 

and operation of any well or wells drilled thereon. 

i 
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8. ABANDONMENT OF WELLS: No well that i s producing 

from the Unit Area shall he abandoned without the mutual con­

sent of both parties. I f the parties are unable to agree upon 

abandonment of any such well, then the party not desiring to 

abandon shall pay to the other party Its proportionate part of 

the value of the material and equipment in and on such well, 

determined in accordance with the "Accounting Procedure" at­

tached hereto and marked "Exhibit A", less the cost of salvag­

ing, and upon receipt of said sum the party desiring to abandon 

said well shall assign to the other party i t s interest in the 

well and the leasehold estate in the land surrounding ĥe well 

as to the horizon from which said well is producing to the 

extent of the proration unit for such well established for such 

well by the rules, regulations or orders of the New Mexico Oil 

Conservation Commission or by Federal authority. 

9. SURRENDER OF LEASES: No lease covered by this 

agreement shall be surrendered in whole or ln part except by 

mutual consent of the parties hereto. However, i f either party 

desires to surrender i t s lease and the other party does not, 

the party desiring to surrender shall, at the request of the 

other party, assign to the other party its lease as to the Unit 

Area. Such assignment or surrender shall not affect the liability 

of either party hereto for the completion of any well previously 

authorized to be drilled or other obligations incurred hereunder 

prior thereto. 

10. SAT.F, OF INTEREST: Should either party desire to 

sell its lease covering the Unit Area and there i s a purchaser 

ready, willing and able to purchase said lease for a bona fide 

consideration, the other party shall have the option for a 

period of ten (10) days after notice to purchase or acquire such 

lease for the same consideration. If the option is not exercised 

within ten (10) days, then the party so desiring to sell may do 
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BO, provided, however, that this shall not apply to mergers, 

consolidation or reorganization or sale of a l l of the assets 

of any of the parties to this agreement. 

11. REPORTS AND INFORMATION; Operator agrees to 

furnish to Nonoperator for each well drilled under this agree­

ment in advance of commencing drilling operations a detailed 

estimate of expenditure for Nonoperator's approval. During the 

drilling of the well Operator shall furnish daily drilling re­

ports and samples of cores and cuttings i f requested. For each 

producing well, or lease, Operator shall furnish to Nonoperator 

monthly gauge reports and coples*of run tickets and tank tables. 

In addition, Operator agrees to furnish Nonoperator upon request 

a l l information about the Joint operations which i s available 

to Operator and is necessary for the intelligent handling of 

the Joint operations. 

12. INSURANCE; Operator shall at a l l times while 

operations are conducted on the Joint property carry insurance 

to indemnify, protect and save the parties hereto harmless as 

follows: 

(a) Workmen's Compensation insurance 
in accordance with the laws of 
the State of New Mexico; 

(b) Public Liability Insurance with 
limits of not less than $100,000 
as to any one person, and $300,000 
as to any one accident; 

(c) Automobile Public Liability Insurance 
with limits of not less than $50,000 
as to any one person, and $50,000 as 
to any one accident; and Automobile 
Property Damage Insurance with a 
limit of not less than $5,000. 

No other insurance i s to be carried and each party hereto 

shall assume it s own risk covering i t s respective interest on a l l 

other insurable risks. Operator shall not be liable to Nonoperator 

for any loss accruing to i t by reason of Operator's inability to 

procure or maintain the insurance mentioned above. Operator 
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agrees that I f at any tlae during the t e n of this agreement i t 

is unable to maintain or obtain such insurance, l t will immedi­

ately notify Nonoperator of that fact. 

13. r > g r A V Pttw*AT.q. party shall pay a l l delay 

rentals whioh may become due and payable under the terms and 

provisions of the leases which i t has contributed hereto. 

14. LIEN: -Operator shall have a prior lien on a l l of 

the rights and interests of Nonoperator in the Unit Area, the 

production therefrom and the material and equipment therein, to 

secure the payment by Nonoperator of its respective proportions 

of the costs, charges and expenses of developing and operating 

the Unit Area as herein provided. 

15. LIABILITY: Operator shall not be liable for any 

loss of property or time because of war, strikes, storms, floods, 

or from failure to d r i l l wells, I f said failure is due to causes 

beyond i t s control, provided, however, that i t shall at a l l 

times use reasonable diligence in an effort to comply with the 

provisions of this contract. Should any of the contingencies 

referred to in this paragraph occur, Operator shall keep Non-

operator currently advised of the cause of the delay and shall 

confer with Nonoperator as to a possible elimination of such 

cause in the event Nonoperator can be of assistance in this 

connection. 

16. RELATIONSHIP OF PARTIES: The rights and obligations 

of the parties hereto shall be several and not Joint or collective. 

Each party shall be responsible for only its obligations as set 

forth herein and shall be liable only for its proportionate share 

of developing and operating the Unit Area. 

17. TERM: Subject to the provisions of Paragraph 1 

hereof, this agreement shall remain in force for the l i f e of the 

o i l and gas leases which are subjected hereto, and any extensions 

or renewals thereof. 
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18. NOTICES: All notices to be given under the terms 

of this agreement to Operator shall be given by telegram or mall 

addressed to: 

Amerada Petroleum Corporation 
Beacon Building 
Tulsa, Oklahoma 

All notices to be given to Nonoperator shall be in like 

manner addressed to: 

Gulf Oil Corporation 
Life of America Building 
Fort Worth, Texas 

IN WITNESS WHEREOF, the parties hereto have executed 

this agreement as of the day and year f i r s t indicated above. 

r 
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THE STATE OF OKLAHOMA I 

COUNTY OF TULSA | 

On this *3f daypf February, 1952, before me 
personally appeared G. An 7/1 f *L> , to me 
personally known, who, being by me duly eworn, did say 
that he ls Vice President of Amerada Petroleum Corporation, 
and that the seal affixed to the foregoing Instrument is 
the corporate seal of said corporation and that said in­
strument was signed and sealed ln behalf of said corpora­
tion!^ authority of Ate Board of Directors, and said 

C. /fe*(J+&/+^ f-4Ls acknowledged said instrument to 
be the free act ana deed of said corporation. 

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

Notary Public ln and for 
Tulsa County, Oklahoma. 

My romr.ii:.s'xn expires January 13,1954 

THE STATE OF TEXAS I 

COUNTY OF TARRANT I 

On this 25th day of February, 1952, before me 
personally appeared F. J. ADAMS, to me personally known, 
who, being by me duly sworn, did say that he ls Vice 
President of Gulf Oil Corporation, and that the seal 
affixed to the foregoing instrument is the corporate seal 
of said corporation and that said instrument was signed 
and sealed in behalf of said corporation by authority of 
its Board of Directors, and said F. J. Adams acknowledged 
said instrument to be the free act and deed of said 
corporation. 

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

B . £ - % i M ^ B» R. JORDAN 
Notary Pjablic in and for 
Tarrant County, Texas 

RELB:mbl 
2-22-52 
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taaa 601 r^ro".v»"«,c-° EXHIBIT " A " Model f°™-?As°-1949-1 

Attached to and made a part of . _fJPJSBAT.IMG...AGREEMENT 
.BETWEEN _ -AMERADA PEmOXE-UM.. CQRZQR AT TON AND 

fiULE. . Q I L JlQRPfJSATJLOji 

ACCOUNTING PROCEDURE 
(UNIT AND JOINT LEASE OPERATIONS) 

I. GENERAL PROVISIONS 
1. Definitions 

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

2. Statements and Billings 
Operator shall bill Non-Operator t>n 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 A. below: 
A. Statement in detail of all charges and credits to the joint account. 
B. Statement of all charges and credits to the joint account, summarized by appropriate classifications indica­

tive of the nature thereof. 
C. Statements, as follows: 

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

indicative of the nature thereof; and 
(3) Statement of any other receipts and credits. 

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

4. Audits 
Payment of any such bills shall not prejudice the right of Non-Operator to protest or question the correctness 
thereof. All statements rendered to Non-Operator by Operator during any calendar year shall be conclusively 
presumed to be true and correct after eighteen months following the close of any such calendar year, unless 
within said eighteen months period Non-Operator takes written exception thereto and makes claim on Operator 
for adjustment. Failure on the part of Non-Operator to make claim on Operator for 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. 

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

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

2. Labor, 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. 



5. Movmg Snrplns Material from Joint Property v 

Moving turplui material from the joint property to outside vendees, if sold f.o.b. destination, or minor returns 
to Operator's warehouse or other storage point No charge shall be made to the joint account for moving major 
surplus material to Operator's warehouse or other storage point for a distance greater than the distance to the 
nearest reliable supply store or railway receiving point, except by special agreement with Non-Operator; and no 
charge shall be made to the joint account for moving material to other properties belonging to Operator, except 
by special agreement with Non-Operator. 

6. Use ef Operator's Equipment and Facilities 
Use of and service by Operator's exclusively owned equipment and facilities as provided in Paragraph 4, of 
Section m, "Basis of Charges to Joint Account." 

7. Damages and Leases 
Damages or losses incurred by fire, flood, storm, or any other cause not controllable by Operator through the 
exercise of reasonable diligence. Operator shall furnish Non-Operator written notice of damage or losses in­
curred by fire, storm, flood, or other natural or accidental causes as soon as practicable after report of the same 
has been received by Operator. 

8. Litigation, Judgments, and Claims 
All costs and expenses of litigation, or legal services otherwise necessary or expedient for the protection of the 
joint interests, including attorney's fees.and expenses as hereinafter provided, together with all judgments ob­
tained against the joint account or the subject matter of this agreement; actual expenses incurred by any party 
or parties hereto in securing evidence for the purpose of defending against any action or claim prosecuted or urged 
against the joint account or the subject matter of this agreement. 
A. If a majority of the interests hereunder shall so agree, actions or claims affecting the joint interests here­

under may be handled by the legal staff of one or more of the parties hereto, and a charge commensurate 
with the services rendered may be made against the joint account, but no such charge shall be made until 
approved by the legal department of or attorneys for the respective parties hereto. 

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

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

10. Insurance 
A. Premiums paid for insurance carried for the benefit of the joint account, together with all expenditures in­

curred and paid in settlement of any and all losses, claims, damages, judgments, and other expenses, in­
cluding legal services, not recovered from insurance carrier. 

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

11. District and Camp Expense 
A proportionate share of the salaries and expenses of Operator's District Superintendent and other general 
district or field employees serving the joint property, whose time is not allocated direct to the joint property, 
and a proportionate share of maintaining add operating a district office and all necessary camps, including 
housing facilities for employees if necessary, in conducting the operations on the joint property and other 
leases owned and operated by Operator in the same locality. The expense of, less any revenue from, these 
facilities shall include depreciation or a fair monthly rental in lieu of depreciation on the investment. Such 
charges shall be apportioned to all leases served on some equitable basis consistent with Operator's accounting 
practice. 

11 Overhead 
Overhead charges, which shall be in lieu of any charges for any part of the compensation or salaries paid to 
managing officers and employees of Operator, including the division superintendent, the entire staff and ex­
penses of the division office located at F o r t Worth, ..Texas , and any portion of the office expense 
of the principal business office located at T u l s a , Oklahoma , but which are not in lieu of district 
or field office expenses incurred in operating any such properties, or any other expenses of Operator incurred 
in the development and operation of said properties; and Operator shall have the right to assess against the 
joint property covered hereby the following overhead charges: 
A $...25Q.QQ— per month for each drilling well, beginning on the date the well is spudded and 
terminating when it is on production or is plugged, as the case may be, except that no charge shall be made 
during thejumension of drilling operations for fifteen (15) or more consecutive days. 
B. $ pO.Jjg ^ per Well per month for the first five (5) producing wells. 
C. $ 35.-QQ- per well per month for the second five (5) producing wells. 
D. $...-.25-.-C>-CL- per well per month for all producing wells over ten (10). 
S. In connection with overhead charges, the status of wells shall be as follows: 

(1) In-put or key wells shall be included in overhead schedule the same as producing oil wells. 
(2) Producing gas wells shall be included in overhead schedule the same as producing oil wells. 
(3) Wells permanently shut down but on which plugging operations are deferred, shall be dropped from 

overhead schedule at the time the shutdown is effected. When such wells are plugged, overhead shall 
be charged at the producing well rate during the time required for the plugging operation. 

(4) Wells being plugged back or drilled deeper shall be included in overhead schedule the same as drill­
ing wells. 

(5) Various wells may be shut down temporarily and later replaced on production. If and when a well 
is shut down (other than for proration) and not produced or worked upon for a period of a full calen­
dar month, it shall not be included in the overhead schedule for such month. 

(8) Salt water disposal wells shall not be included in overhead schedule. 
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F. The above overhead schedule on producing 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. 

13. Warehouse Handling Charges 

Hone 

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

DX BASIS OF CHARGES TO JOINT ACCOUNT 
1. Pan ham 

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

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

(1) New material transferred from Operator's warehouse or other properties shall be priced f. o. b. the 
nearest reputable supply store or railway receiving point, where such material is available, at current 
replacement cost of the same kind of material. This will mcludematernij such ajstanks, rigs, pumps, 
sucker rods, boilers, and •mg'T, Tubular goods (2" and over )f %nall be pncea^rfcarioad basis effective 
at date of transfer and 1 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 to. b. the store or railway receiving point nearest the joint account 
operation where such material is available. • 

(3) Cash discount shall not be allowed, 
a 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 ef Material Farnished 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. 

4. 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. * 
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1. Material Purchased by Operator 
Material purchased by Operator shall be credited to the joint account and included in the monthly statement 
of operations for the month in which the material is removed from the joint property. 

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

3. Division in Kind 
Division of material in kind, if made between Operator and Non-Operator, shall be in proportion to their re­
spective interests in such material Each party wil l thereupon be charged individually with the value of the 
material received or receivable by each party and corresponding credits will be made by the Operator to the 
joint account, and such credits shall appear in the monthly statement of operations. 

4. Sales to Outsiders 
Sales to outsiders of material from the joint property shall be credited by Operator to the joint account at the 
net amount collected by Operator from Vendee. Any claims by Vendee for defective material or otherwise 
shall be charged back to the joint account, if and when paid by Operator. 

V. BASIS OF PRICING MATERIAL TRANSFERRED FROM JOINT ACCOUNT 
Material purchased by either Operator or Non-Operator or divided in kind, unless otherwise agreed, shall be 
valued on the following basis: 

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

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

3. Good Used Material 
Good used material (Condition "B"), being used material in sound and serviceable condition, suitable for reuse 
without reconditioning, 
A. At 75% of current new price if material was charged to joint account as new, or 
B. At 75% of current new price less depreciation consistent with their usage on and service to the joint prop­

erty, if material was originally charged to the joint property as secondhand at 75% of new price. 

4. Other Used Material 
Used Material (Condition "C"), being used material which 
A. After reconditioning wil l be further serviceable for original function as good secondhand material (Con­

dition "B"), or 
B. Is serviceable for original function but substantially not suitable for reconditioning, 
at 50% of current new price. 

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

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

7. Temporarily Used Material 
When the use of material is of a temporary nature and its service to the joint account does not justify the re­
duction in price as provided in Paragraph 3B, above, such material shall be priced on a basis that wil l leave a 
net charge to the joint account consistent with the value of the service rendered. 

VL INVENTORIES 

1. Periodic Inventories 
Periodic inventories shall be taken by Operator of the joint account material, which shall include all such 
material as is ordinarily considered controllable by operators of oil and gas properties. 

2. Notice 
Notice of intention to take inventory shall be given by Operator at least ten days before any inventory is to 
begin, so that Non-Operator may be represented when any inventory is taken. 

3. Failure to be Represented 
Failure of Non-Operator to be represented at the physical inventory shall bind Non-Operator to accept the 
inventory taken by Operator, who shall in that event furnish Non-Operator with a copy thereof. 

4. RecosKiliation of Iuioulory 
Reconciliation of inventory with charges to the joint account shall be made by each party at interest, and a 
list of overages and shortages shall be jointly determined by Operator and Non-Operator. 

5. Adjustment ef Inventory 
Inventory adjustments shall be made by Operator with the joint account for overages and shortages, but Oper­
ator shall only be held accountable to Non-Operator for shortages due to lack of reasonable diligence. 

0. Special Inventories 
Special inventories may be taken, at the expense of the purchaser, whenever there is any sale or change of 
interest in the joint property, and it shall be the duty of the party selling to notify all other parties hereto as 
quickly as possible after the transfer of interest takes place. In such cases both the seller and the purchaser 
shall be represented and shall be governed by the inventory so taken. 
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