UNIT OPERATING AGRELMENT
FOR THE
WEST TATUM UNIT AREA
LEA COUNTY, NEW MEXICO

THIS AGREEMENT, made and entered into this day

of ___» 1956, by and among SKELLY OIL COMPANY,

a Delawsre corporation with offices in Tulsa, Oklahoma, here-
lnafter referred to ss either "Skelly" or "Unit Operator",
and SINCIAIR OIL AND GAS COMPANY, a Meire corporation with

offices in , hereinafter re-

ferred to as "Sinclair" or "Working Interest Owner";
WHEREAS, concurrently herewith the perties hereto have
made and entered into a Unit Agreement for the‘development
and operation of the Nest Tatum Unit Area, which sald agree-
ment is hereinafter referred to as "Unit Agrecment", embrac-
ing the following described land in Lea County, New Mexico:

NEW MEXICO PRINCIPAT, MERIDIAN, NEW MEXICO

Township 12 South, Range 35 East:

Section 26: All
Section 35: A1l

situated in Lea County, New Mexico,
containing 1,280 acres, more or less;

and

WHEREAS, Skelly has been designated the Unit Operator

uncder the terms of said Unit Agreement and is & Working



Intereat Owner under said Unit Agreement and enters into
this agreement in both capacities; and,

WHEREAS, the other parties hereto have committed cer-
tain oil and gas 1easehoid interests to sald Unit Agreement
which are subject to the terms and condltions thereof; and,

WHEREAS, Articles 6 and 9 of sald Unit Agreement provide
for the apportionment of all costs and expenses incurred in
conducting the unit operations under the terms of seid Unit
Agreement and for the allocation of production of unitized
substances among the Working Interest Owners, in accordance
with a Unit Operating Agreement to be made and entered into
by and between the Unlt Operator and the Working Interest
Owners having interests committed to saild Unit Agreement.

NOW, THEREFORE, it 1s mutuslly apgreed between the psr-
tles hereto as follows:

l. TITLES. Each of the parties hereto represents that
1t 1s the owner, respectively, of the oll and gas leasehold
Interests shown by the schedule attached hereto, made a part

hereof and for purposes of identification marked Exhibit "B".



In case of loss or fallure of title or of a dispute
involving the interest of any of the parties hereto, the
same shall be handled as provided in Article 20 of the
Unlt Agreement; provided, however, that each of the par-
ties hereto shall be responsible for its proportionate
part, on the basis hereinafter provided, of the cost of
drilling and completing the initial test well required by
the Unit Agreement, repardless of the status of title of
the leasehold interests of any of the parties hereto. It
1s agreed that any loss or failure of title to any inter-
est or lease shall be borne by the party or parties com-
mitting such interest or lease to the Unlt Agreement and
the participating interest in the unit area of the parties
hereto shall be revised accordingly; provided, however,
that there shall be no retroactive adjustment among the
parties hereto of costs incurred and benefits received
prior to the final determination of the loss of title.
Unit Operator 1s hereby relieved of any and all liability

for any failure or loss of title.

2. UNIT OPERATOR APPOINTED - DUTIES. Skelly is

hereby appointed Unit Operator hereunder to serve until
its successor is appointed in the manner provided in the
Unit Agreement. Subject to the terms of the Unit Agree-
ment and this agreement, Unit Operator shall have full
management and control of the unit area and all leasehold
interests committed to the Unit Agreement. Unit Operator
will use reasonable diligence in all operations and work

to be performed shall be conducted in a prudent manner.



3. INITIAL TEST WELL. By their joinder herein, the

parties hereto and each of them agree that, within sixty
(60) days after the effective date hereof, Unit Operator .
shall commence operations for the drilling of a test well
for oil and gas at a location described as being in the ap-
proximate center of the Southeast Quarter of the Southwest
Quarter (SE/L SW/L) of Section 26, Township 12 South, Range
35 East, Lea County, New Mexico, and shall drill said well
with due diligence to an spproximate depth of l3,200 feet

or to & depth sufficient,’in the opinion of Unit Operator,
to test the Devonian Formation, whichever is the lesser depth,
or to such lesser depth as unitized substances shall be dis~
covered in paying quantities or until, in the opinion of Unit
Operator, it shall be determined that the further drilling

of said well shall be unwarranted or impracticable.

L. COST OF INITIAL TEST WELL. It 1s ﬁndarstood and
agreed by.and among the parties hereto that the risk, qost ,
and expense of drilling, completing and equipping said initial
test well for production shall be borne end paid by the Work-
ing Interest Owners in the followlng proportions:

Skelly 68.75%
Sinclair 31.25%



All risk, cost and exﬁense of operating said well shall be
borne and pald by each of the parties hereto in the propor-

tion set out opposite its name in Paregraph 5 below.

5. PARTICIPATING INTEREST OF THE PARTIES. For thg pur-
pose of thls agreement and as between the parties hereto, the
royalty interest is and shell be treated as one-eighth (1/8}
and the working interest shall be treated as seven-eighths
(7/8). A1l of the produstion from the unit area attributable
to the working interest hereunder, end all quipment and ma-
terial acquired pursusnt hereto, shall be owned and shared by
the parties hereto in the following propértiona:

Skelly 68.75%
Sinclair 31.25%

end all costs, expenses and liabilities accruing or resulting
from the development and operation of the unlt area shall be

borne by the partles hereto in the same proportion.

6. OVERRIDING ROYALTIES, PRODUCTION PAYMENTS, ETC. If
any 1ease committed to the Unit Agreement 1s burdened with an
overriding royalty, payment out of productlon or other charge
in addition to the usual one-eighth (1/8) royalty, the owner
of each such iease shall bear and assume the same out of the

production allocated to it herein.



7. ADDITIONAL DRILLING. The parties hereto shall

mutually agree upon the drilling of additional wells,
thelr location, depth, deepening, plugging back, recon-
ditioning and sbandonment, and upon any of these opera-
tlons applicable to any wells which may have been pre-
viously drilled hereunder., Unit Operator shall secure
the written approval of Working Interest Owners before
incurring any item of expense In excess of Five Thousand
Dollars ($5,000.00) in connection with the operation of
the unit area, except in connection with the drilling of
any authorized well. Unit Operator shall upon request
furnish Working Interest Owners with a copy of Unit Op-
erator's authority for expendlitures for any project cost-
ing in excess of Two Thousand Five Hundred Dollars
($2,500.00). The consent and approval of the drilling
of any well shall include all expenditures regardless of
amount for the drilling, testing, completing and equip-
ping of seme, including all necessary lines, separators

and lease tankage.

8. NONCONSENT OPERATIONS. If at any time the parties

cannot mutually-agree upon the drilling of a particular well
or the deepening, plugging back or reworking of any non-
commercial well previously drilled hereunder, the party or
parties desliring to conduct such operations shall give the
other parties written notice thereof, specifying the lo-
cation, proposed depth, and estimated cost. The parties
receiving such notice shall have fifteen (15) days after
receipt thereof within which to notify the party or parties
desiring to conduct such operations whether or not such par-

ties shall elect to participate in the cost thereof.



The fallure of any party to give such notice within said
pericd of fifteen {15) days shall be construed that such
party does not elect to participate in the cost of the
proposed drilling operations. If duch parties shall elect
not to participate in the cost of the proposed drilling
operations, then within sixty (60) days after the explra-
tion of said period of fifteen (15) days the party or par-
ties desiring to conduct such operations, in order to be
entitled to the benefits under this paragraph, shall
authorize Unit Operator to commence the same for the ac-
count of such party or parties and thereafter prosecute

the same with due diligence until sald operations are
completed. Any well drilled under the provisions of this
paragraph shall conform to the then existing well spacing
program. Any drilling operations under the provisions of
this paragraph shall be conducted at the sole cost; risk
and expense of the party or parties electing to conduct
such operations. If such operations when coﬁpleted upon

a particular well should result in commercial production,
the participating party or parties shall be entitled %to re-
ceive all the proceeds from the sale of each nonparticipat-
ing party's net share of the working interest production
from such well until said participating party or parties
shall have received from the proceeds of the sale of each
nonparticipating party's net share of the production an
amount equal to one and one-half times what each nonpartici-
pating party's share of the cost of such operations (includ-
ing equipment acquired or installed in such operations)
would have been had each such party participated, and 100%

of each such nonparticipating party's share of the cost of



the operation of sald well during the time such reimburse-
ment is being made. Upon relmbursement to participating
party or partles of the share of the cost of each nonpar-
ticipating party, each such nonparticipating perty shall be
entitled to receive 1ts proportionate share of such produc-
tlon as I1f such operastions upon sald well had been con-
ducted by mutual agreement of all parties, and upon full
reimbursement of such cost, such well shall be operated by
Unit Operator for the joint account of all parties hereto,
the same as any other well drilled upon the unit area in
accordance with the provisions hereof. In the event the
participating party or parties fail to obtain from each
nonparticipating party's share of such production a suf-
ficient amount to repay such party's share of the cost of
such drilling operations, plus such party's share of the
cost of operating any such well, as set forth agbove, the
participating party or parties shall have and own all such
material, equipment and supplies placed or installed by it
or them in or on the unit area in connection with the op-
erations conducted under the provisions of thls paragraph;
provided that if such material, equipment and supplies have
a salvage value in excess of such remaining reimbursement
figure hereinabove provided, such excess shall be owned by
the parties hereto in proportion to their then participat-
ing interest in the unit area. If the drilling of any such
well should result in a dry hole or noncommercial production,
Unit Operator shall plug and abandon the same at participat-
ing party or parties' sole cost and expense. The partici-
patling party or parties shall hold the nonparticipating
party or pafties free and clear of all cost, expense and

liability in connection with the drilling of any such well.

8-



9. ACCOUNTING PROCEDURE AND COST OF OPERATION: All

expenses and charges of every kind and charsascter arising
from or growing out of operations hereunder shall be paid
by the Unit Operator and charged to the parties hereto in
proportion to thelir respective interests hereunder. Ex-
cept ag herein otherwlse providéd= all costs, Income,
charges and credlts for materials and other items in con-
nection with all operations under sald Unit Apreement and
accounting with respect tberéto shall be 1in accordance with
the "Accounting Procedure" attached hereto and made a part
hereof and marked Exhibit "D". The term "Non-Operators" as
used in said Exhibit "D" shall be deemed to refer to the

Working Interest Owners herein.

10. TLIEN OF UNIT OPERATOR. Unit Operateor shall have

a lien on the interest or interests of each of the other
parties hereto that are subjected to this agreement. the

0ll and gas produced therefrom, the proceeds thereof, and
such party's interest in the material and equipment thereon
?nd therein, to secure Unit Operator 1n the payment of any
sum due to Unit Operator hereunder from each such party.

The lien herein provided for shall not extend to any roy-
alty interests in or under the premises subject hereto or
the production therefrom. And it is agreed that in event
any amount due and owing to Unit Operator by any other party
hereto is not paild as herein elsewhere provided within Iif-
teen (15) days from the due date thereof, Unit Operator may
serve a written order on the purchaser or purchasers of such
cther party's share of such oll and gas, and the service of
such written order shall authorize and require such pur-

chaser or purchasers to pay to Unit Operator the proceszds



thereafter becoming due and owing for such share until Unit
Operator shall have been fully reimbursed to date for and

on account of such other party's delinquent part of such
amounts so due and owing under this agreement, together wiﬁh
interest thereon at the rate of six (6%) percent per annum,
but it is agreed that this remedy shall nét be exclusive;
provided, however, that all parties hereto shall have the
right to sell and dispose of their respective interests in
the o0il and gas produced from the premises subject hereto
free and clear of such lien and the purchaser or purchasers
thereof need not take noticelof said 1lien until default in
payment and service of such written order as above provided,
in which eventé each party hereto agrees that at any time
when it may be 1n arrears in payments hereunder, but only

in such event, it will execute upon request, such additional
Instrument as may be necessary or desired to further evidence

such lien and to provide for the prompt discharge thereof.

11l. TLEASE RENTALS. Each Working Interest Owner shall

pay any and all rentals which become due and payable under
any oll and gas lease of such Working Interest Owner com-
mitted to sald Unit Agreement and shall, at least thirty
(30) days prior to the time any such rental becomes due and
payable, furnish to Unlt Operator satisfactory evidence that
gaid rental has been pald. The burden of paying such rental
shallifall entirely upon the Working Interest Owner commit-
ting the oll and gas lease to the Unit Agreement and Unit
Operator 1s hereby relieved of any and all liability for any
loss of title resulting from the failure tec pay any rental

due under the terms of any such oll and gas lease.

-10~



12. DRILLING CONTRACTS. All wells drilled on the premi-

ses shall be drilled on a competitive contract basis st the
usual rates prevalling in the area. Unlt Operator, if it so
desires, may employ its own tools and equipment in the drill-
ing of wells, but in such event the charge taerefor shall not
exceed the prevelling rate In the field, and such work shall

be performed by Unit Operastor under the same terms and condi-
tions as shell be customary and usual in the field in the con-
tracts of independent contractors who are doing work of & simi-

lar nsture.,

13. ABANDONMENT OF WELIS. Except as provided in numericel

Paragraph B8 hereof, no well which is producing or has produced
shall be abandoned wilthout the mutusl consent of the parties
hereto; provided, however, 1if the parties are unable to agree

as to the abandonment of any well, then the party or parties

not desiring to sbandon the well shall tender to the party or
parties desiring to abandon same such abandoning party's propor-
tionate snare of the salvage value of the material and equipment
in and on said well, such value to be determined in accordance
with the attached Exhibit "D" -- Accounting Procedure. Upon re-
celpt of seid sum, the party or parties desiring to abandon

su;h well shall, without express or implled warranty of title,

assign to the party or partles tendering said sum the



abandoning party's or parties' rights in all working in-
terest production which may be produced from sald well
from the formation or formations for which ebandonment is
contemplated, together with all material and equipment
used in or on sald well, If there is more than one non~
abandoning party such assignment shall run in favor of
the nonabandoning parties 1n proportion to their then
participating interest in the unit area. Upon the de-
livery of said assignment, the assigning party or parties
shall be relieved from all obligations thereafter (but
not theretofore) accruing hereunder with respect to suéh
well.

1l,. TRANSFER OF INTERESTS. In the event any party

desires to sell or otherwise dispose of all or any part

of its leasehold interest committed to said Unit Agreement,
the other partles hereto shall have a preferential right to
purchase orvacquire the same. In such event, the selling

or disposing party shall promptly communicate to the othér
parties hereto the offer received by 1t from a prospective
transferee ready, willing and able to purchase or acquire
tiie same, together with the name and address of such pros-
pective transferee, and said parties shall thereupon have

an option for a period of ten (10) days after the receipt

of said notice to purchase or acquire such undivided in-
terest under the same or substantial 1y the same terms of-
fered by such proépective transferee; provided, further,
that the limitations of this paragraph shall not apply wherse
any party hereto desires to mortgage its interest or to dis-
pose of its interest by merger, reorganization, consolida-~
tion, sale or transfer of all its assets or a sale or trans-~

fer of its interest hereunder to a subéidiary or parent

-15-



company, or to any company in which such party hereto owns
a majorlty of the stock, or sale or other disposition by

an individual to a member of.his immediate family. Any in-
terests so acqulired by more than one party hereto shall be
shared by the parties purchasing the same upon the Sasis of
their then participating Interest in the unit area. The
sale or other disposition of any interest subjected hereto
shall be made expressly subject to this agreement and the
Unit Agreement, and in the event of a sale or 6ther dispo-
sition which is not made expressly subject to this agree-
ment and the Unit Agreement, the selling or disposing party
shall continue to be primarily liable and agrees to pay any
costs or expenses attributable to the interest so sold or
disposed of should the transferee of such interest fail or

refuse to make such payment when due.

15. LIABILITY OF PARTIES. The liability of the par-

ties hereunder shall be several and not joint or collective.
Bach party shall be responsible only for 1ts obligations as
hereln set out and shall be liable only for its proportion-
ate share of the cost of developing and operating the unit
area. It 1s expressly agreed that 1t is not the purpose or
intention of this agreement to create, nor shall the same

be construed as creating, any mining partnership, commercial
partnership or other partnership relations, nor shall the
operaﬁions of the parties hereunder be construed or consid-

ered as a joint venture.

16. EMPLOYEES. The numher of employees, the selection
thereof, and hours of labor and the compensation for servi-
ces to be paid them, shall be determined by Unit Operator.

Such employees shall be the employees of Unit Operator.

-13-~



17. RIGHT OF PARTIES TO INSPECT PROPERTY AND RECORDS.

The following specific rights, privileges and obligations of
the parties hereto are hereby expressly provided, but not by
way of limitation or exclusion of any other rights, privi-
leges and obligations of the respective parties:

(a) Any party hereto shall have access to
the entire unit area at all reasonable
times to inspect and observe operations
of every kind and character upon the
property.

(b) Any party hereto shall have access, at
all reasonable times, to any and all in-
formation pertaining to wells drilled,
production secured and marketed, and to
the books, records and vouchers relating
to the operation of the unit area.

(c) Unit Operator shall, upon request, fur-
nish the other parties hereto with daily
drilling reports, true and complete cop-
les of well logs, tank tables, daily
gauge and run tickets, and reports of
stock on hand at the first of each month,
and shall also, upon request, make avall-
able samples and cuttings from any and
all wells drilled on the unit area. '

18. SURPLUS MATERIAL. Surplus material and equipment

from the unit area, which in the judgment of Unlt Operator
1s not necessary for the development and operation thereof,
may be sold by Unit Operator to the other parties hereto
or to others for the benefit of the joint account, or may
be divided in kind between the parties hereto; provided
that any party furnishing such material or equipment in
kind shall have the prior right to take back such material
or equipment in kind. Proper charges and credits shall be
made by Unlt Operator as provided in the Accounting Pro-

cedure, marked Exhibit "D", attached hereto.

-1lj-



19, RIGHT TO TAKE PRODUCTION IN KIND. Each of the

parties hereto shall take in kind or separately dilspose

of its proportionate share of the production from the unit
area, exclusive of production which may be used in develop-
ment and producing operations on said unit area and in pre-
paring and treating oll for marketing purposes and produc-
tion unavoldably lost, and shall pay or deliver or cause to
be pald or delivered all applicable royalties thereon and
each party shall execute any and all contracts of sale per-
taining to its interest in such production. Any extra ex-
pendltures incurred by the taking in kind or separate dis-
position by any party hereto of its proportionate share of
the production shall be borne by such party. In the event
any party hereto shall fail or refuse to méke the arrange-
ments necessary to take in kind or separately dispose of 1its
proportionate share of the productlon from sald unit ares,
Unit Operator shall have the right for the time being ;nd
subject to revocation at will by the other party owning same,
to elther burcﬁase or to market such production at not less
than theAposted market price in the area for production of
like grade, gravity and quelity, but in no event less than
the price which Unit Operator receives for its own portion
of such produdtio; determined at the mouth of the well or
wells; PROVIDED that all contracts of sale by Unit Operator
of any Working Interest Owner's production shall be only for
such reasonable periods of time as are consistent with the
minimum needs of the industry under the circumstances, but
in no event shall any such contract be for a period in ex-
cess of one year. Nothing herein containéd shall ever be

construed, however, as requiring Unit Operator to purchase

~15-



or supply a market for the production of Working Interest
Owners. Subject to provision of numerical Paragraph 10,
each party hereto shall be entitled to receive directly
payment for its proportionate share of the proceeds from

the sale of producticn, saved and sold from sald premises.

20, INSURANCE. Unlt Operator shall carry such
Workmen's Compensation and Employers' Liability Insurance
as may be requlired by the laws of the State of New Mexico,
provided that Unit Operator may be a self-insurer as to
elther or both of such risks, if permissable, under the
laws of said state. No other insurance shall be carried
by Unit Operator for the benefit of the parties hereto

except by mutual consent of the parties.

21. SURRENDER OR TERMINATION OF INTERESTS. No lease

committed to the Unit Agreement shall be surrendered in
whole or in part unless all of the parties hereto mutually
consent thereto. Any Working Interest Owner shall have the
right at any time while not in default of any of the pro-
visions hereof or indebted to the joint account to be re-
lieved of s2ll further obligations, except the obligation to
pay such party's proportionate part of the cost of any well
then drilling under this Agreement by assigning, subject to
the approval of the Commissioner of Public Lands of the
State of New Mexico, to the other parties hereto, in pro-
portion to the Interest then severally held by them in the
unit area, all of the committed working interest in the unit
area of the Working Interest Owner desiring to be relieved
of such further obligations. Such interest shall be assigned

free and clear of all liens and encumbrances, except those

~16-



exlsting on the effective date of this agreement. In such
event the Unit Operator shall pay to the Working Interest
Owner desiring to be relieved of such further obligations,
at fair secondhand value, less the cost of salvaging the
same, all such party's proportionate interest in all cas-
ing, materlal, equipment, fixtures, and personal propérty

belonging to the Joint account.

22. REGULATIONS. This agreement and the respective

rights and obligations of the parties hereunder shall be
subject to all valid and applicable state and federal‘laws,
rules, regulations and orders, and in the event this agree-
ment or any provision thereof is, or the operations contem-
plated thereby are, found to be inconsistent with or con-
trary to any such law, rule, regulation or order, the latter
shall be deemed to control and this agreement shall be re-
garded as modified accordingly, and as so modified, to con-
tinue in full force and effect.

Unit Operator shall prepare and furnish to any such
duly constituted authority, through 1ts proper agency or
department, any and all reports, statements and information
as may be requested when such reports are required to be

furnished by Unit Operator.

23. FORCE MAJEURE. Obligations other than the ob-

ligation to make payments of amounts due hereunder shall
be suspended while the partiés hereto are prevented from
complyling therewith by acts of God, riots, war, acts of
federal or state agenc;es, inebility to secure materials,’
strikes, lockouts, or bther matters beyond their control,
whether similér of dissimilar; provided, that the settle-
ment of strikes or lockouts shall be entirely within the
discretion of the party having the difficulty.

-17-



2lj. CONTRIBUTIONS PROM OTHERS. In the event the

parties hereto or any one of them receive a contribution
toward the drilling of any well located on any lends
within the unit area, said contribution shall be ocwned by
the parties hereto in the proportion of their participa-
tion in the cost of sald well.

25. NOTICES. All notices that are required or
authorized to be given hereunder except as otherwise spe-
cifically provided herein shall be given by United States
mail or Western Union telegram, postage or charges prepaid,
and addressed to the party or parties to whom such notice
1s given at theilr respective addresses set forth under the
signatures hereto or to such other address as any such
party may have furnished in writing to the party sending
the notice. The originating notice to be given under any
provision hereof shall be deemed given when received by
the party to whom such notice is directed and the time for
such party to give any response thereto shall run from the
date the originating notice is received. The second or
any subsequent notice shall be deemed given when deposited
in the United States Post Office or with Western Union

Telegraph Company, with postage or charges prepaid.

26. FURTHER INSTRUMENTS. Each party hereto agrees

that it will execute such contracts, surrenders, assign-
menta, or other instruments necessary or required to carry
out and make effectual all or any of the provisions of
this agreement.

In the event that any of the leases which are now a

part of the unit covered hereby, or which may hereafter

~18-



become & part of suech unit, cover lands owned by the State

of New Mexlico and it becomes necessary to epply the pro-
visions of numerical Paragraphs 13, 1l or 21 of this Agree-
ment and in the application of the provisions of such para-
graph, or paragraphs, sny law, rule, regulation or order of
the State of New Mexico or sny governmental agency having
Jjurisdiction hereof will be violated as to a matter of sube
stance-as distingulshed from a me tter 6f form, the parties
heretq agree that such lands or leases shall be exempt from
the application of such Paragraphs 13, lh or 21, and separate
apgreements entered into at such time. Any assignment of a
lease coﬁering lands owned by the State of New Mexico which,
under the provisions of Paragraphs 13, 1l or 21, would other-
wlse run to two or more assignors, shall be made to the Unit
Operator alone, who shall hold the interest conveyed thereby
for the beneflt of those entitled thereto under the provi-

sions of the appllicsble paragraph or paragraphs.

27. PARTNERSHIP EXCLUSION. Each party hereto hereby

elects that he or it and the operations covered by this agree-
ment be excluded from the applicatlon of Sub-chapter K of
Chapter I of Subtitle A of the Internal Revenue Code of

195&, or such portion or portions thereof as the Secretary

of the Treasury of the United States or his delegate shall
permit by.election to be excluded therefrom, insofar as

all or any portion of said Sub-chapter K may be applicable

to the parties hereto 1n respect of the operations covered

-19-



by this agreement. Unit Operator 1s hereby authorlzed and
directed to execute on behalf of each of the partles hereto
such additional or further evidence of said electlon as

may be required by regulations issued under said Sub-chapteb
K, or, should saild regulations require eagh party to execute
such further evidence, each party agrees to execute such

evidence, or to join in the execution thereof,

28. TAXES. TUnit Operator shall render, for ad valorem
tai purposes, the premises covered hereby, together with all
tangible property, however classified, appurtenant thereto
1f, and to the extent that Unlt Operator deems such property
then to be subject to ad valorem taxation and shall pay, for
the benefit of the parties hereto, such ad valorem taxes
which Unit Operator deems to be assessed validly against
such property. When paid, such ad valorem taxes shall be
charged to the joint account as provided in the attached

"Exhibit D".

29, UNIT AGREEMENT. The parties hereto having entered

into that certain agreement, captioned "Unit Agreement For
The Development and Operatlon of the West Tatum Unit Area,
Lea County, New Mexico" (hereinafter referred to as the
"Unit Agreement"), of even date herewith, all of the terms,
provisions and conditibns of said agreement are incorporated
herein by reference and made a part hereof with the same

effect as if set out in full herein.

30, HEADINGS FOR CONVENIENCE. The headings used in

this agreement are inserted for convenience only and shall

be disregarded in construing this agreement.
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Agreement, and the Unit Operator shall make appropriate ad-

justments caused by such joinder, without any retroactive

ad Justment of revenue.

22. COUNTERPARTS:

in any number of counterparts, no
executed by all parties or may be
by separafe instrument in writing
hereto, and shall be binding upon

have executed such a counterpart,

This agreement may be executed

one of which needs to be
ratified or consented to
specifically referring
all those parfies who

ratification, or consent

hereto with the same force and effect as if all such parties

- hed signed the same document and regardless of whether or

not 1t 1s executed by all other parties owning or cleiming

an Interest in the lands within the above described unit area.

IN WITNESS WHEREOF, this agreement is executed as

of the day and year first above written.

ATTEST:

Asslstant Secretary

ATTEST:

Secretary

SKELLY OIL COMPANY

By

Vice-President
Skelly Building
Tulsa, Oklghoma

SINCLAIR OIL & GAS COMPANY

By

Presldent
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EXHIBIT “p PASO-T-1955-2

Attached to and made a part of . Opeérating Agreement between

ACCOUNTING PROCEDURE

(UNIT AND JOINT LEASE OPERATIONS)

. 1. GENERAL PROVISIONS : -
Definitions

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

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

“Non-Operator” as herein used shall be construed to mean any one or more of the non-operating partics.
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 durinﬂ the preced-
ing month. Such bills will be accompanied by statements, reflecting the total costs and charges as sct forth under Subparagraph ... & below:
A. Statement in detail of all charges and credits to the joint account.
B. Statement of all charges and credits to the joint account, summarized by appropriate classifications indicative of the nature thereof.
C. Statements as follows:

(1) Detailed statement of material ordinarily considered controllable by operators of oil and gas properties;

(2) Statement of ordinary charges and credits to the joint account summarized by appropriate classifications indicative of the nature thereof;
and

(3) Detailed statement of any other charges and credits.
Payments by Non-Operator

Each party shali pay its proportion of all such bills within fifteen (15) days after reccipt thereof. 1f payment is not made within such time, the
unpaid balance shall bear interest at the rate of six per cent (6%) per annum until paid.

Adjustments

Payment of any such bills shall not prejudice the right of Non-Operator to protest or question the correctness thereof. Subject to the exception
noted in Paragraph § of this section 1, all statements rendered to Non-Operator by Operator during any calendar year shall conclusively be presumed
tu be true and correct after twenty-four (24) months following the end of any such calendar year, unless within the said twenty-four (24) month
period Non-Operator takes written exception thereto and makes claim on Operator for adjustment. Failure on the part of Non-Operator to make
claim on Operator for adjustment within such period shall establish the correctness thereof and preclude the filing of exceptions thereto or making

of claims for adjustment thereon. The provisions of this paragraph shall not prevent adjustments resulting from physical inventory of property as
provided for in Section VI, Inventories, hereof.

Audits

A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Operator’s accounts and records
relating to the accounting hereunder for any calendar vear within the twenty-four (24) month period following the end of such calendar year, pro-
vided, however, that Non-Operator must take written exception to and make claim upon the Operator for all discrepancies disclosed by said
audit within said twenty-four (24) month period. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable
effort 1o conduct joint or simultaneous audits in 2 manner which will result in a minimum of inconvenience to the Operator.

II. DEVELOPMENT AND OPERATING CHARGES

Subject to limitations hereinafter prescribed, Operator shall charge the joint account with the following items:
Rentals and Royalties

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

Labor

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

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

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

Employee Benefits

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

Material

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

Transportation

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

A. If material is moved to the joint property from vendor’s or from the Operator's warchouse or other properties, no charge shall be made to the
joint account for a distance greater than the distance from the nearest reliable supply store or railway receiving point where such material is
available, except by special agreement with Non-Operator.
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Wells permanently shut down but on which plugging operations are deferred shall be dropped from the overhead schedule at the time the
shutdown is effected. When such wells are plugged, overhead shall be charged at the producing well rate during the time required for the
plugging operation.
(5) Wells being plugged back, drilled deeper, or converted to a source or input well shall be included in the overhead schedule the same as drill-
ing wells.
(6) Temporarily shut-down wells (other than by governmental regulatory body) which are not produced or worked upon for a period of a full
calendar month shall not be included in the overhead schedule; however, wells shut in by governmental regulatory body shall be included
in the overhead schedule only in the event the allowable production is transferred to other wells on the same property. In the event of a
unit allowable, all wells capable of producing will be counted in determining the overhead charge.
(7) Wells completed in dual or multiple horizons shall be considered as two wells in the producing overhead schedule.
(8) Lease salt water disposal wells shall not be included in the overhead schedule unless such wells are used in a secondary recovery program
on the joint property.

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

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

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

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

3.

4.

Other Expenditures

Any expenditure, other than expenditures which are covered and dealt with by the foregoing provisions of this Section 1I, incurred by the Opera-

tor for the necessary and proper development, maintenance, and operation of the joint property.

III. BASIS OF CHARGES TO JOINT ACCOUNT
Purchases
Material and equipment purchased and service procured shall be charged at price paid by Operator after deduction 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, wher: such material is available, at current replacement cost of the same kind of material. This will include material such
as tanks, pumping units, sucker rods, engines, and other major equipment. Tubular goods, two-inch (2”) and over, shall be priced on car-
load basis effective at date of transfer and f.o.b. railway receiving point nearest the joint account operation, regardless of quantity transferred.

(2) Other material shall be priced on basis of a reputable supply company’s preferential price list effective at date of transfer and f.o.b. the store
or railway recciving point nearest the joint account operation where such material is available.

(3) Cash discount shall not be allowed.

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

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

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

(a) After reconditioning will be further serviceable for original function as good secondhand material (Condition “B”), or
(b) Is serviceable for original function but substantially not suitable for reconditioning,
shall be classed as Condition “C” and priced at fifty per cent (509¢) of new price.
(3) Material which cannot be classified as Condition “B” or Condition “C’" shall be priced at a value commensurate with its use.
(4) Tanks, buildings, and other equipment involving erection costs shall be charged at applicable percentage of knocked-down new price.

Premium Prices

Whenever materials and equipment are not readily obtainable at the customary supply point and at prices specified in Paragraphs 1 and 2 of this
Section 111 because of national emergencies, strikes or other unusual causes over which the Operator has no control, the Operator may charge the
joint account for the required materials on the basis of the Operator’s direct cost and expense incurred in procuring such materials, in making it
suitable for use, and in moving it to the location, provided, however, that notice in writing is furnished to Non-Operator of the proposed charge prior
to billing the Non-Operator for the material and/or equipment acquired pursuant to this provision, whereupon Non-Operator shall have the right,
by so electing and notifying Operator within 10 days after receiving notice from the Operator, to furnish in kind, or in tonnage as the parties may
agree, at the location, nearest railway receiving point, or Operator’s storage point within a comparable distance, all or part of his share of material
and/or equipment suitable for use and acceptable to the Operator. Transportation costs on any such material furnished by Non-Operator, at any
point other than at the location, shall be borne by such Non-Operator. If, pursuant to the provisions of this paragraph, any Non-Operator furnishes
material and/or equipment in kind, the Operator shall make appropriate credits therefor to the account of said Non-Operator.

Warranty of Material Furnished by Operator

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

Operator’'s Exclusively Owned Facilities

The following rates shall apply to service rendered 1o the joint account by facilities owned exclusively by Operator:
A. Water, fuel, power, compressor and other auxiliary services at rates commensurate with cost of providing and furnishing such service to the
joint account but not exceeding rates currently prevailing in the field where the joint property is located.

—_3—
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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION OF THE
WEST TATUM UNIT

LEA COUNTY, NEW MEXICO

THIS AGREEMENT, entered intc as of the _ day

of , 1956, by and between the partles subscrib-

ing, ratifying or counsenting hereto, and herein referred to

o3 the "parties hereto,"

e T e )

WHERVALS, the partles hereto are the owners of work-
Inir, royelty or other o1l or gas interests in the unlt area
sub ject to thls apreement; and,

WHEREAS, the Commissloner of Publie Lands of the
State of New Merico 1s asuthorlized by an Act of the Lepgls-
lsture (Sec. 3, Chap. 80, Laws 193, as amended by Sec. 1 of
Chapter 162, Taws of 1951) to ccnaent to and approve the de-
velopment or operantlion of Stete lands under agreements made
hy lesseca of State 1rnd jointly or severally with other les-
aeea where siuch aprreements provide for the unit operation or
development of part of or a1l of sny oll or gaz pool, fileld
or arca; and,

NHEREAS, the GCommissioner of Public Lands of tle
State of New Mexico 1s authorized by an Act of the Legis-
lsture (Sec. 1, Chapter 162, Lews of 1951) to amend with the
approvsl of the lessee, any oll snd gas lease embracing State
lends so.that the lenpth of the term of said lease may coin-
cide with thne term of such agreements for the unit operation
and development of part of or all of any oll or ges pool,
field or srea; and,

WHEREAS, the 011 Conservatlon Commission of the State
of New Mexico (hereinafter referred to as the "Commission") is

authorized by an Act of the Leglslature (Chap. 72, Laws 1935)



to approve this agreement and the conservatlion provisions
hereof; and, !

WHEREAS, the partles hereto own the entlire working
interest in the West Tatum Unlt Area covering the 1snd here-
inafter described and, therefore, have effective control of
nperations thierein; ond,

WHEREAS, it is the purpose of the parties hereto to
conserve 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 considerstion of the premises and
the promises herein contained, the parties hereto commit to
thlis agreement their respective Interests iIn the below defined
unlt area, and agree severally among themselves as follows:

1. UNIT AREA: The followlng described land is
hereby designated and recognized as constituting the West

Tatum Unlt Area:

NEW MEXICO PRINCIPAL NMERIDIAN,
NEN MEXICO

‘Township 12 South, Range 35 East:

Section 26: A1l
Section 35: A1l

situated in Lea County, New Mexico,
containing 1,280 acres, more or less.



Exhibit "A" attached hereto is a map showing the
unit area and the boundarles and identity of tracts and
leases in sald area to the extent known to the Unit Operator.
Exhibit "B" attached hereto is a schedule showing to the
extent known to the Unit Operator the acreage, percentage,
and kind of ownership of oll and gas interests in all land
in the unit area. However, nothing herein or in said
schedule or map shall be construed as a representation by
any party hereto as to the ownefship of any interest other
than such interest or interests as are shown in sald map or
schedule as owned by such party. Exhibits "A" and "B" shall
be revised by the Unit Operator whenever changes in the unit
area render such revision necessary, or when requested by
the Commissioner of Publiec Lands, hereinafter referred to
as "Commissioner."

The above described unit area shall when practic-
able be expanded to include therein any additional tract or
tracts regarded as reasonably necessary or advisable for
the purposes of thls agreement. Such expansion shall be
effected in the following manner:

(a) Unit Operator, on its own motion or on demand
of the Commissioner, shall prepare a notice of proposed ex-
pansion describing the contemplated changes in the boundaries
of the unit area, the reasons therefor, and the proposed ef-
fective date thereof.

(b) Sald notice shall be delivered to the Commis-
sioner and coples thereof malled to the last known address
of each working interest owner, lessee, and lessor whose in-
terests are affected, advising that thirty (30) days will be

allowed for submission to the Unit Operator of any objections.



(c) Upon expiration of the 30~day period pro-
vided in the preceding item (b) hereof, Unit Operator shall
file with the Commissioner evidence of mailing of the
notice of expansion and a copy of any objegéions thereto
which have been filed with the Unit Operator.

(d) After due consideration of all pertinent in-
formation, the expansion shall, upon approval by the Commis-
sioner, become effective as of the date prescribed in the
notice thereof, provided, however, if mare than 25% on an
acreage basis objJject to such expansion, the same shall not
be approved; provided, however, that should the interest of
any objecting working interest owner equal or exceed 25% on
an acreage basls, then and in that event in order to make
such objection effective hereunder one additional working
interest owner must join in such objection:

All land committed to this agregment shall con-
stitute land referred to herein as "unitized land" or "1land

subject to this agreement."

2. UNITIZED SUBSTANCES: All oil, gas, natural

gasoline and assoclated fluld hydrocarbons in any and all
formations of the unitized land are unitized under the
terms of this agreement and herein are called "unitized

substances."

3. UNIT OPERATOR: Skelly 01l Company, a Delaware

corporation, is hereby designated as Unit Operator and by
signature hereto commits to this agreement all interests in
unitized substances vested in it as set forth in Exhibit "B",
and agrees and consents to accept the duties and obligatlons
of Unit Operator for the discovery, development and produc-

tion of unitized substances as herein provided. Whenever

-h_



reference is made herein to the Unit Operator, such ref-
erence means the Unit Operator acting in that capacity and
not as an owner of interests in unitized substances, and
the term "working interest owner" when used herein shall
include or refer to Unit Operator as the owner of a working

Interest when such an interest 1s owned by it.

. RESIGNATION OR REMOVAL OF UNIT OPERATOR: Unit

Operator shall have the right to resign at any time but such
resignation shall not become effective until a successor Unit
Operator has been selected and approved in the mamner pro-
vided for in Article 5 of this agreement. The resignation
of the Unit Operator shall not release the Unit Operator
from any liability or any default by it hereunder occurring
prior to the effective date of 1ts resignation.

Unit Operator may, upon default or failure in the
performance of its duties or obligations hereunder, be sub-
ject to removal by the same percentage vote of the owners
of worklng interests determined in like manner as hereiln
provided for the selection of a new Unit Operator. Such
removal shall be effective upon notice thereof to the
Commissioner,

The resignation or removal of the Unit Operator
under this agreement shall not terminate its right, title
or interest as the owner of a working 1nterest or other in-
terest in unitized substances, but upon the resignation or
removal of Unit Operator becoming effective, such Unit Op-
erator shall deliver possession of all equipment, materials
sand appurtenances used in conducting the unit operations and
owned by the working interest owners to the new duly quali-

fied successor Unit Operator or to the owners thereof if no



such new Unit Operator is elected, to be used for the pur-
pose of conducting unit operations hereunder. Nothing herein
shall be construed as authorizing removal of any material,
equipment and appurtenances needed for the preservation of

any wells.

5. SUCCESSOR UNIT OPERATOR: Whenever the Unit

Operator shall resign as Unit Operator or shall be removed
as hereinabove provided, the owners of the working interests
according to their respective acreage interests in all uni-
tized land shall by a majority vote select a successor Unit
Operator; provided that, if a majority but less than 65 per
cent of the working interests qualiflied to vote 1s owned by
one party to thils agreement, a concurring vote of sufficient
additional parties, so as to constitute in the aggregate not
less than 65 per cent of the total working interests, shall
be required to select a new operator. Such selection shall
not become effective until (a) a Unit Operator so selected
shall accept 1in writing the duties and responsibilities of
Unit Operator, and (b) the selection shall have been approved
by the Commissioner. If no successor Unit Operator is se-
lected and qualified as herein provided, the Commissioner at

his election may declare this unit agreement terminated.

6. ACCOUNTING PROVISIONS: The Unit Operator shall

pay in the first instance all costs and expenses incurred in
conducting unit operations hereunder and such costs and ex-
penses and the working interest beneflts accruing hereunder
shall be apportioned among the owners of the unitized work-
ing interests in accordance wlth an operating agreement by

and between the Unit Opefator and the other owners of such



interests, whether one or more, separately or collectively.
Any agreement or agreements entered into between the work-
ing interest owners and the Unit Operator as provided in
this article, whether one or more, are herein referred to as
the "Operating Apgreement" or "Unit Operating Agreement." No
such agreement shall be deemed either to modify any of the
terms and conditions of this Unit Agreement or to relieve
the Unit Operator of any right or obligétion established
under this Unit Agreement, and in case of any inconsisten-
cles or conflict between this Unit Agreement and the Operat-

ing Agreement this Unit Agreement shall prevall.

7. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR:

Except as otherwise specifically provided herein, the exclu-
sive right, privilege and duty of exercising any and all
rights of the parties hereto which are necessary or con-
venient for prospecting for, producing, storing, allocating,
and distributing the unitized substances are hereby delegated
to and shall be exercised by the Unit Operator as herein pro-
vided. Acceptable evidence of title to said rights shall be
deposited with said Unlt Operator and, together with this
agreement, shall constitute and define the rights, privileges
and obligations of Unit Operator. Nothing herein, however,
shall be construed to transfer title to any land or to any
lease or operating agreement, it being understood that under
this agreement the Unit Operator, in its capacity as Unit
Operator, shall exercise the rights of possession and use
vested in the parties hereto only for the purposes herein

specified,



8. DRILLING TO DISCOVERY. Within sixty (60) days

after the effective date hereof, the Unlt Operator shall
commence operstions upon an adequate test well for oil and

ges at a location described as being in the approximate center
of the Southeast Quarter of the Southwest Quarter (SE/l SW/L)
of Section 26, Township 12 South, Range 35 East, Lea County,
New Mexico, and shall drill sald well with due dilipence to

sn approximate depth of 13,200 feet or to a depth sufficient,
in the opinion of Unit Operstor, to test the Devonian Forma-
tion, whichever is the lesser depth, or to such lesser depth
as unitized substances shall be discovered in paying quantities
or until, in the opinion of Unit Operator, it shall be deter-
mined that the further drilling of ssid well shall be unwar-

ranteéd or lmpracticable.

Any well commenced upon the unit ares prlor to the
effective date of this agreement and drilled to the depth
provided herein for the drilling of an 1nit1al.test well shall
be consldered as complying with the drilling requirements hereof
with respect to the initisl test well. The Commissioner may
modify the drllling requirements of this section by granting
reasonable extensions of time when in his opinion such action
1s warranted. Upon fallure to comply with the dfilling provi-
sions of this article the Commissioner may, after reasonablé
notice to the Unig Operator and each working interest owner,
lessee or lessor at thelr lest known address, declare this

Unit Agreement terminated.

9. PARTICIPATION AND ALLOCATION OF PRODUCTION AFTER

DISCOVERY. All unitized substances produced from the unit
area, except any part thereof used within the unit area for

producticn or development purposes or unavoldably lost,



shall be deemed produced equally on an acreage basis from
the several tracts of unitized land and, for the purpose of
determining any beneflts accrulng under thls agreement, sach
such tract of unitized land shall have allocated to it such
percentage of production as the number of acres of such
tract bears to the total number of acres of unitized land
within the unlit ares, except that sllocation of production
hereunder for purposes other than settlement of royalty,
overriding royalty or payment out of production obligations
of the respective working interest owners shall be on the
basls prescribed in the Unit Operating Agreement, whether
in conformity with the basis of allocation herein set forth
or otherwise,

Notwithstanding any prdvisions contalned hereln to
the contrary, each working interest owner shall have the
right to take such owner's proportionate share of the unitized
substances in kind or to personally sell or dispose of the
same, and nothing herein contained shall be construed as
givirng or granting to the Unit Operator fhe right to sell or
otherwise dispose of the proportionate share of any working
interest owner without specific authorization from time to
time to so do.

10. PAYMENT OF RENTALS, ROYALTIES AND OVERRIDING

ROYALTIES: All rentals due the State of New Mexico shall be
paid by the respective lease owners in accordance with the
terms of their leases.

All royalties due the State of New Mexico under the
terms of the leases committed to this agreement shall be com-
puted and pald on the basis of all unitized substances allo-
cated to the respective leases committed hereto; provided, how-

ever, the State shall be entitled to take in kind its share of



the unitized substances allocated to the respective leases,
and in such case the Unit Operator shall meke deliveries of
such royalty oll in accordance with the terms of the re-
spective leases.

If the Unit Operator introduces gas obtained from
sources other than the unitized substances into any produc-
ing formation for the purpose of repressuring, stimulating
or increasing the ultimate recovery of unitized substances
therefrom, a like amount of gas, 1f available, with due al-
lowance for loss or depletion from any cause may be with-
drawn from the formatlon into which the gaé was introduced
royalty free as to dry gss but not as to the products ex-
tracted therefrom; provided, that such withdrawal shall be
at such time as may be provided in a plan of operations con-
sented to by the Commissioner and approved by the Commission
as conforming to good petroleum engineering practice; and
provided further, that such right of wlthdrawal shall ter-
minate on the termination of this Unit Agreement.

If any lease committed hereto 1s burdened with an
overriding royalty, payment out of production, or other
charge, in addition to the usual one-eighth (1/8) royalty,
the owner of each such lease shall bear and assume the same
out of the unitized substances allocated to it under the
terms of the Unit Operating Agreement.

11, STATE LEASES AND CONTRACTS CONFORMED AND

EXTENDED INSOFAR AS THEY APPLY TO IANDS WITHIN THE UNITIZED

AREA: The terms, conditions and provisions of all leases,
subleases, operating agreements and other contracts relating
to the exploration, drilling, development or operation for
0il or gas of State of New Mexico lands committed to this

agreement, shall, upon approval hereof by the Commissloner,

-10-



be and the same are hereby expressly modified and amended
insofar as they apply to such lands within the unitized

area to the extent necessary to make the same conform to

the provisions hereof and so that the length of the ssec-
ondary term of such leases on and covering such lands
within said area will be extended insofar as necessary to
coincide with the terms of this agreement and the approval
of thls agreement by the Commissioner and the lessee shall,
without further action of the Commissioner or the lessee,

be effective to conform the provisions and extend the term
of each such lease ns to lands within the unitized area to
the provisions and terms of this agreement; but otherwise

to remain in full force and effect. Each such lease commit-
ted to this apreement insofar as it applies to lands within
the unitized area, shall continue in force beyond the term
provided therein so long as this agreement remains in effect,
provided, drilling operations upon the iniﬁial test well pro-
vided for herein shall have been commenced or said well is
in the process of being drilled by the Unit Operatcr prior
to the expiration of the shortest term lease committed to
this agreement. Termination of this agreement shall not
affect any lease which pursuant to the termé thereof or any
applicable laws shall continue in full force and effect
thereafter. The commencement, completion, operation or pro-
duction of a well on any part of the unit area shall be re-
spectively construed and considered as the commencement or
completion or operation or production of a well within the
terms and provisions of each of the oil and gas leases to
the same extent as though such commencement, combletion,
operation or production was carried on, conducted and/or

obtained from any such leased tract.

-11-



Any lease embracing lands of the State of New
Mexico having only a portion of such lands committed hereto
shall be segregated as to that portion committed and that
portion not committed, and the terms of such lease shall
apply separately to such segregated portions commencing
as of the effective date hereof. Provided, however, that
notwithstanding any of the provisions of this agreement
to the contrary, any such lease shall continue 1in full
force and effect beyond the term provided therein as to
all lands embraced in such lease, if unitized substances
are discovered and are capable of being produced in paying
quantities from some part of the lands embraced in such
lease committed to this agreement at the expiration of the
secondary term of such lease; or if, at the explration of
the secondary term, the lessee or the Unlt Operator is then
engaged in bona flde drilling or reworking.operations on
some part of the lands embraced in such lease, "the same as
to all lands embraced therein shall remein in full force
and effect so long as such operations are being diligently
présecuted, and if they result in the production of uniti-
zed substances, said lease shall continue in full force and
effect as to all of the lands embraced therein, so long
thereafter as unitized substances in paying quantities are

being produced from any pértion of said lands.

12. CONSERVATION: Operations hereunder and pro-

duction of unltized substances shall be conducted to provide
for the most economical and efficient recovery of sald sub-
stances without waste, as defined by or pursuant to State

laws or regulations,

-12-



13. DRAINAGE: The Unit Operator shall take ap-
propriate and adequate measures to prevent drainage of
unitized substances from unitized lands by wells on land

not subject to this agreement.

14. COVENANTS RUN WITH IAND: The covenants hereih

shall be construed to be covenants running with the land with
respect to the interests of the parties hereto and their
successors in interest until this agreement terminates, and
any grant, transfer or conveyance of interest in land or
leases subject hereto shall be and hereby 1s conditioned
upon the assumption of all privileges and obligations here-
under by the grantee, transferee, or other successor in in-
terest. No assignment or transfer of any working, royalty
or other interest subject hereto shall be binding upon Unit
Operator until the first day of the calendar month after
Unlt Operator is furnished with the original, photostatic

or certified copy of the instrument of transfer.

15. EFFECTIVE DATE AND TERM: This agreement

shall become effective upon approval by the Commissioner
and shall terminate in two years after such date unless

(a) such date of expiration is extended by the Commissioner,
or (b) a valuable discovery of unitized substances has been
made on unitized land during sald initial term or any ex-
tension thereof in which case this agreement shall remain

in effect so long as unitized substances can be produced
from the unitized land in paying quantities and, should pro-
duction cease, so long thereafter as diligent operations are
in progress for the restoration of production or discovery
of new production and so long thereafter as the unitized

substances so discovered can be produced as aforesaid. This

13-



agreement may be terminated at any time by not less than

65 per cent on an acreage basis of the owners of the work-
ing interests signatory hereto with the approval of the
Commissioner. Likewise, as provided in Article 8 hereof,
the Commissioner may, after reasonable notice to the Unit
Operator and each working interest owner, lessee and les-
sor at their last known addresses, declare this Unlt Agree-

ment terminsted.

16. RATE OF PRODUCTION: All production and the

disposal thereof shall be in conformity with allocations,
allotments and quotas made or fixed by the Commission and

in conformity with all applicable laws and lawful regulations.

17. APPEARANCES: Unit Operator shall, after

notice to other parties affected, have the right to appear
for and on behalf of any and all interests affected hereby
before the Commissioner of Public Lands and the New Mexico
011 Conservation Commission and to appeal from orders ilssued
under the regulations of the Commissioner or Commission or
to apply for relief from any of sald regulations or in any
proceedings relative to operations pending before the Com-
missioner or Commission; provided, however, that any other
interested party shall also have the right at its own ex-

pense to appear and to participate in any such proceeding.

18. NOTICES: A1ll notices, demands or statements
required hereunder to be given or rendered to the parties
hereto shall be deemed fully given if given in writing and
personally delivered to the party or sent by postpaild reg-
istered mail, addressed to such party or parties at their
respective-addresses set forth in connection with the sig-

natures hereto or to the ratification or consent hereof or

~1lp-



to such other address as any such party may have furnished

in writing to party sending the notice, demand or statement.

19. UNAVOIDABLE DELAY: All obligatlions under

this agreement requiring the Unit Operator to commence or
continue drilling or to operate on or ppoduce unitized sub-
stances from any of the lands covered by this agreement shall
be suspended while, but only so long as, the Unit Operator,
despite the exerclse of due care and diligence, 1s prevented
from complying with such obligations, in whole or in part,
by strikes, war, acts of God, Federal, State, or municipal
law or agencies, unavoidable accidents, uncontrollable de-
lays in transportation, inability to obtain necessary ma-
terials in open market, or other matters beyond the reason-
able control of the Unit Operator whether similar to matters

herein enumerated or not.

20. LOSS OF TITLE: 1In the event title to any

tract of unitized land or substantial interest therein shall
fail and the true owner cannot be induced to join the Unit
Agreement so that such tract is not committed to this agree—'
ment or the operation thereof hereunder becomes impracticable
as a result thereof, such tract may be eliminated from the
unitized area, and the interest of the parties readjusted as
a result of such tract being eliminated from the unitized
area. In the event of a dispute as to the title to any
royalty, working or other interest subject hereto, the Unit
Operator may withhold payment or delivery of the ~llocated
portion of the unitized substances involved on account

thereof without liability for interest until the dispute

1s finally settled, provided that no payment of funds due

-15-



the State of New Mexico shall be withheld, but such funds
shall be deposited with the Commissioner of Public Lands to
be held as unearned money pending final settlement of the
title dispute, and then applied as earned or returned in
accordance with such final settlement. Unit Operator as
such ls relleved from any responsibility for any defect or

failure of any title hereunder.

21. SUBSEQUENT JOINDER: Any oil or gas interest

in lands within the unit area not commltted hereto prior to
the submission of this agreement for final approval either

by the Commission or Commissioner may be committed hereto

by the owner or owners of such rights subscribing or consent-
ing to this agreement or executing a ratification thereof,
and if such owner 1s also a working interest owner, by sub-
scribing to the operating agreemént providing for the allo-~
cation of costs of exploration, development and operati on.
After operations are commenced hereunder, the right of sub-
sequent joinder by a working interest owner shall be subject
to all of the requirements of any aﬁplicable operating agree-
ment between the working’interestvowners relative to the
allocation of production and the costs of exploration, de-
velopment and operation. A subsequent jolnder shall be ef-
fective as of the first day of the month following the filing
with the Commissioner and the Commission of duly executed
counterparts of the instrument or instrﬁments committing

the interest of such owner to this agreement, but such join--
ing party or parties before participating in any benefits
hereunder shall be required to assume and pay to Unit Opera-
tor their proportionate share of the unit expense incurred

prior to such party's or parties' joinder in the Unit

-16-



31. EFFECTIVE DATE AND TERM. This Unit Operating Agree-

ment shall become effective as of the effective date of the
Unit Agreement for the development and operation of the West
Tatum Unit Area and shall remain in full force and effect
during the life of such Unit Agreement, and the provisions
hereof shall be considered as covenants running with the owner-
ship of the respective o0il and gas leases committed by the par-
ties hereto to sald Unit Agreement, and shall be binding upon
the heirs, personal representatives, successors and assigns of

the parties hereto.

32. COUNTERPARTS. This agreement may be executed in any

number of counterparts with the same force and effect as if
all parties had signed the same document or this agreement
may be ratified with like force and effect by a separate 1in-

strument in writing specifically referring hereto.

IN WITNESS WHEREOF, thls agreement is executed as of the

day and year first above written.

SKELLY OIL COMPANY

ATTEST
By
Asslstant Secretary Vice-~Fresident
Skelly Bullding
Tulsa, Oklahoma
SINCLAIR CIL & GAS COMPANY
ATTEST:
By
Secretary President
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EXHIBIT *A"
SKELLY OIl. COMPANY-OPERATOR

WEST TATUM UNIT
T-12-S  R-35-E
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EXHIBIT "B"
WEST TATUM UNIT

SKELLY OIL COMPARY - Operator

SCHEDULE 0% PCRCENTAGE & OWNERS
INTEREST IN ALL LAIDS

HIP? &7 OIL & GAS

(%) - All New Mexico Statc Lands

Tract lio. No, of KNew liexico («*)Landowner & Record QOwnesr Over- Working Interest Owner
& State Lease Percentage of riding & Percentage of

Degscrintion Acres & Nate of Rovalty Lecase Rovalty Interest _
Tract Vo.l 2L0 E-9108 State of New Skelly 011 None Skelly 0il Coupany PT.07
Wil & E2 SEL (6=21-55) Mexlco Corpany
Sec.35 T128 12353
R35E
Tract Fo, 2 X0 E-9275 State of New Skelly 011 Tone Skelly 0il Corpany o7 o
S2 SwWl,., SEY (8-16-55) Mexico Company
Sec, 26;¥ElL 1237
Sec, 35 T125
R35E
Tract No.3 160 E-9351 State of New Skelly 01l None Skelly 0il Conpany e7.007

(9-20-~55) Mexico Company

123%
Tract No,l 20 E-1118 State of New Skelly 01l None Skelly 01l Company 87.50,
W2 3El Sec,35 (12-10-116) Mexico Company
T123 R35E 1219
Tract Yo, 5 &0 E-2369 State of lisw Sinclair 0il & Sinclair 01l % Gas ,
N2 SWlp Sec.26 (1-10-~119) lexico Gas Company None Company 87.5CT
T123 R3E5R 1237
Tract No.b 320 E-1119 State of Tew Sinclair 0il & Sineclair 0il & Tas
T2 Sec., 26 (12-10-U5) Mexicc Ges Company None Company 87.507
T12S R35E 1227
1280
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EXHIBIT *C"

STRUCTURE MAP SKELLY OIL COMPANY-OPERATOR
SEISMIC INTERPRETATION
NEAR DEVONIAN HORIZON WESTT‘IZ-'I;ATUgSS-lEJNlT

LEA COUNTY. NEW MEXICO
SCALE: 122000’




CERTIFICATE OF APPROVAL :
BY COMMISSIONER OF PUBLIC LANDS, STATE OF NEW MEXICO,
OF UNIT AGREEMENT FOR DEVELOPMENT AND OPERATION OF
THE WEST TATUM UNIT AREA
LEA COUNTY, NEW MEXICO

There having been presented to the undersigned Commissioner
of Public Lands of the State of New Mexlco for examination, the
attached agreement for the development and operation of the
West Tatum Unit Ares, Lea County, New Mexico; dated as of the

day of , 1956, in which Skelly 0il
Company 1s designated as Unit Operator and which has been exe-
cuted by ell parties owning and holding oil and gas leases em-
bracing lands within the unit area and upon examination of sald
agreement, the Commissloner finds:

(a) That such agreement will tend to promote the
conservation of oll end gas and the better
utilization of reservoir energy in said area;

(b) That under the operations proposed, the State
will receive its failr share of the recoverable

0il or gas in place under its land in the
area affected;

(¢c) That the agreement is in other respects for
the best interest of the State;

(d) That the agreement provides for the unit op-
eration of the area, for the allocation of
production, snd the sharing of proceeds from
a part of the area covered by the agreement
on an acreage basis as specified in the
agreement.

NOW, THEREFORE, by virtue of the authority conferred upon
me by Chap. 88 of Laws of the State of New Mexico, 1943, as
smended by Chap. 162 of the Laws of New Mexico, 1951, I, the
undersigned, Commissioner of Public Lands of the State of New
Mexico, for the purpose of more properly conserving the oll and
gas resources of the State, do hereby consent to and approve
the sald agreement, and all leases embracing lands in the State
of New Mexico committed to sald Unit Agreement shall be and the
same are hereby amended to conform with the terms thereof, and
shall remaln in full force and effect according to the terms
and conditions of sald agreement., Thls approval is subject to
all of the provisions of the aforesaid Chap. 88 of the Laws of
the State of New Mexico, 1943, as amended by Chap. 162 of the
Laws of the State of New Mexico, 1951. '

IN WITNESS WHEREOF, this Certificate of Approval is executed,
with seal affixed, this day of , 1956,

Commissioner of Public Lands ol
the State of New Mexico



WEST TATUM

S{HIBIT "R"

SKELLY OIL COMPANY -

SCHEDULE OF PLURCENTAGE & OWNE

UNIT
Operator
HIP O OIL & GAS

INTEREST IN ALL LAINDS
Tract To, No. of New Mexico («*)Landowner & Eecord Ouwner Over- Working Interest Owner
& State Lease Percentage of riding & Percentage of
Descriotion Acres & Date of Rovalty Leasge Rovalty Interest .
Tract Vo,l 2110 E-9108 State of New Skelly 011 None Skelly 0il Company £T.07
T 2 (6=-21-55) rmxuoo Company
Sec,35 T12S 1217
R35E
Tract o, 2 1L00 E-9275 State of New Skelly 011l None Skelly 0il Corpany T e
S2 swlp, SE) (8-16-55) ?mxwoo Company
Sec, 26;NEhL 1237
Sec, 35'T123
R35E
admoc Yo, 160 E-9351 State of New Skelly 01l None Skelly 0il Conpany o7, 507
(9-20-55) Hexico Company |
HHNM R35E 12457
Tract No.l 20 E-1118 State of New Skelly 01l None Skelly 0il Coupany &7.50,"
W2 SEL Sec.35 (12-10-46) dlexico Company
T123 R35E 1214
Tract ? 2o E-2369 State of liew Sinclair 0il & Sinclair 0il % Gas ,
i3] wmn 26 (1-10-4L9) liexico Gas Company None Conpany 67.5C7
T12S R35E 1217
Tract No.b 320 E-1119 State of Mew Sinclair 0il & Sineclair 01l & Tas
T2 Sec, 20 (12-10-U56) Mex1icc Ges Company None Company 87.507
T12S R35E 1239
1280

~‘—

(%) - All New Mexico State Lands



