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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION
OF THE
MARTIN RANCH UNIT AREA

COUNTIES OF CHAVES AND
DeBACA

STATE OF NEW MEXICO

No.

THIS AGREEMENT, entered into as of the ijﬁ day of A pr ), 1:9587
by and between the parties subscribing, ratifying, or consentiné hereto, and here-
in referred to as the 'parties hereto',

WITNESSETH:

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

WHEREAS, the term,'Working Interest" as used herein shall mean the interest
held in unitized substances or in lands containing unitized substances by virtue of
a lease, operating agreement, fee title, or otherwise, which is chargeable with and
obligated to pay or bear all or a portion of the cost of drilling, developing,pro-
ducing, and operating the land under the unit or cooperative agreement. The right
delegated to Unit Operator as such by this agreement is not to be regarded as a
working interest; and

WHEREAS, the Mineral Leasing Act of February 25, 1920, 41 Stat. 437, as
amended, 30 U.S.C., Secs. 181 et seq., authorizes Federal lessees and their repre-
sentatives to unite with each other, or jointly or separately with others in col-
lectively adopting and operating a cooperative or unit plan of development or opera-
tion of any oil or gas pool, field, or like area, or any part thereof for the pur-
pose of more properly conserving the natural resources thereof whenever determined
end certified by the Secretary of the Interior to be necessary or advisable in the
public interesgt; and

WHEREAS, the Commissioner of Public Lands of the State of New Mexico is
authorized by an Act of the Legislature (Sec. 1, Chap. 62, Laws of 1951, Chap. 7,
Art, 11, Sec. 41, N.M. Stat. 1953, Anno.) to consent to or approve this agreement on
behalf of the State of New Mexico, insofar as it covers and includes lands and

mineral interests of the State of New Mexico; and

10

11

13
1
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31

33



10

11

13
1h
15
16

18
19
20
21
22
23
2l
25
26
27
28
29
30
31
3

WHEREAS, the 0il Conservation Commission of the State of New Mexico is
authorized by an Act of the Legislature (Chap. 168, Laws, 1949) to approve this
agreement and the conservation provisions hereof; and

WHEREAS, the parties hereto hold sufficient interests in the Martin Ranch
Unit Area covering the land hereinafter described to give reasonably effective con-
trol of operations therein; and

W-EREAS, it is the purpose of the parties hereto to conserve natural re-
sources, 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, THEREFCRE, in consideration of the premises and the promises herein con-
tained, the parties hereto commit to this agreement their respective interest in the
below-defined unit area, and agree severally among themselves as follows:

1. ENABLING ACT AWD REGULATIONS. The liineral Leasing Act of February 25,
1920, as amended, supra, and all valid pertinent regulations, including operating
and unit plan regulations, heretofore issued thereunder or valid, pertinent, and
reasonable regulations hereafter issued thereunder are accepted and made & part of
this agreement as to Federal Lands, provided such regulations are not inconsistent
with the terms of this agreement; and as to non-Federal lands, the oil and gas
operating regulations in effect as of the effective date hereof governing drilling
and producing operations, not inconsistent with the terms hereof or the laws of the
State in which the non-Federal land is located, are hereby accepted and made a part
of this agreement.

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

New Mexico Principal Meridian, New Mexico
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Township 3 South, Range 22 East

Section 1: 1Iots 1, 2, 3, L4, s& wh, si (A11) 639.80
Sections 12 and 13: (All) 1280.00
Sections 22 to 27 inclusive: (A11) 38L40.00
Sections 34 to 36 inclusive: (All) 1920.00
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Township 3 South, Range 23 East

Section 1: Iots 1, 2, 3, 4, s n%, s (A11) 6L40. 60
Section 2: ILots 1, 2, 3, 4, s n3, s (A11) 640.88
Section 3: ILots 1, 2, 3, 4, 55 n&, s& (A11) 640. 32
Section L4: Iots 1, 2, 3, 4, S5 N}, s: (A11) 640, bl
Section 5: Lots 1, 2, 3, 4, s& ¥, s} (a11) 640. 56
R e e T e
i L 2 42 u o

Section 7: Lots 1, 2, 3, 4, EX Wi, B (A1) 630.60
Sections 8 to 12 inclusive: (All) 3200. 00
Sections 14 to 17 inclusive: (All) 2560, 00
Section 18: ILots 1, 2, 3, 4, EX Wi, B: (A11) 635.32
Section 19: Lots 1, 2, 3, 4, E> Wi, B (A11) 636.12
Sections 20 to 23 inclusive: (All) 2560.00
Sections 27 to 29 inclusive: (All) 1920.00
Section 30: Iots 1, 2, 3, 4, E5 wi, B (A11) 640.88
Section 31: ILots 1, 2, 3, 4, EX Wi, EX (A11) 645,20
Sections 32 to 34 inclusive: (All) 1920.00
Township 4 South, Range 22 East
Section 1: Lots 1, 2, 3, 4, si n&, s& (A11) 640.40
Section 2: Lots 1, 2, 3, 4, si n&, si (A11) 640,68
Section 3: ILots 1, 2, 3, 4, s n&, st (Al1) 640.76 |
Sections 10 to 15 inclusive: (Al1l) 3840.00
Township 4 South, Range 23 Fast
Section 4: Lots 1, 2, 3, 4, s3 W, s (A11) 640.00
Section 5: ILots 1, 2, 3, 4, s3 N&, s (A11) 639. 64
Section 6: Lots 1, 2, 3, &, 5, 6, 7, s} Bk,

SEX Wi, EY swi, SEL (All) 647.83
Section 7: Lots 1, 2, 3, 4, E3 Wi, EX (A11) 650. 60

TOTAL 35,192.91

Exhibit A attached hereto is a map showing the unit area and the bound-
aries and identity of tracts and leases in said area to the extent known to the Unit

Operator. Exhibit B attached hereto is a schedule showing to the extent known to

the Unit Operator the acreage, percentage, and kind of ownership of oil and gas
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{nterests in all lend in the unit aren. lowever, nobhing hereln or in onld schedude
or map shall be construed an a representatiion by any porty hereto os Lo Lhe owne -
ship of any iﬁtercst other than such interent or inﬁercsta as shown in sold mop or
schedule as owned by such party. DIxhibits A and B shall be reviged by the Unit
Operator whenever changes in the unit ares render such revislon necessary, or when
requested by the 0il and Gas Supervisor, hereinafter referred to as "Supervisor"
end not less than six copies of the revised exhibits shall be filed with the Super-
visor, and two copies each with the Commissioner of Public Lands of the State of
New Mexlco, hereinafter referred to as "Commissioner', and the 0il Conservation Com-
migssion, hereinafter referred to as "Commission",

The above-described unit ares shall when practicable be expanded to in-
clude therein any additional trﬁdt or tracts regarded as reasonably necessary or
advieable for the purposes of this agreement, or shell be dontractéd to exclude lendr
not within any participsting area whenever such expsnsion or contraction is neces-
sary or advisable to conform with the purposes of this agreement. ‘Such expansion
or contrection shall be effected in the following manner:

(a) Unit Operator, on its own motion or on demand of the Director of
the Ceological Survey, hereinafter referred to as "Director”, or on demand of the
Commisnioner, after preliminary concurrence by the Director, shall prepare a notice
of proposed expansion or contraction describing the contemplated changes in the
boundaries of the unit area, the reasons.therefor, and the proposed effective date
thereof, preferably the first day of a month subsequent to fhe date of notice.

(b) Said notice shall be delivered to the Supervisor aﬁd the Commis-
sioner, and copies thereof mailed to the last known address of each working interest
owner, lessee, and lessor whose interests are affected; advising that 30 days will
be allowed for submission to the Unit Operstor of any dbjéctions.

(c) Upon expirstion of the 30-dsy period provided in the preceding
item (b) hereof, Unit Operator shall file with the Supervisor and the Commissioner
evidence of mailing of the notice of expansion or conﬁracfion and a copy of any
obJections thersto which heve been filed with the Unit Operator, together with aﬁ
application in sufiiclent number, for approval of such expansion or contraction
and with appropriate Joinderé.

’(d) After due conslderntlon of all pertinent information, the expansion
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or contraction shall, upon approval by the Dircetor and the Comaleaioncr, hocome
effective as of the date prescribed dn the notlce thereof,

(e) All legnl subdivislons of wnitized londs (L.e., M0 acres by Govern-
ment survey or ifs nearcst lot or traect cquivalent in dnstoncen of irregulor nvr-
veys,bhowever, unusually large lots or tracts shall be congidered in multiples of
40 acres, or the nearest aliquot equivalent thereof, for the purpose of elimination
under this subsection), no parts of which are entitled to be in a participating area
within 5 years after the first day of the month following the effective date of the
first initial participating erea estabiished under this wnit sgreement, shall be
eliminated sutomatically from this agreement, effectlve as of the flrst day there-
after, and such lands shsll no longer be a part of the unit area and shall no long-
er be subject to this agreementi unless at the expiration of said S5-year period
diligent drilling operations are in progress on unitized lands not entitled to‘parti-
cipation, in which event all such lands shall remain subJect hereto’for‘so long as
such drilling operations are continued diligently, with not more than 90 days' time
elapsing between the completion of one such well and the commencement of the next
such well, except that the time allowed between such wells shsll not expire earlier
than 30 days after the expiration of aeny period of time during whiqh drilling opera-
tions are prevgnted by & matter beyond the reasonable control of unit operator as
set forth in the section hereof entitled "Unavoideble Delay"; provided that all y
legal subdivisions of lands not in a participating area and not entitled to become
participating under the applicable provisions of this agreement within 10 years
after sald first day of the month following the effective date of said first initial
participating area shall be eliminated as above specified. Determination of credit-
able '"Unavoidable Delsy" time shall be made by unit operator and subject to approv-
al of the Director and the Commissioner. The unit opera£or shall, within 90 days
after the effective date of any elimination hereunder, describe the area so elimi-
nated to the satisfaction of the Director and the Commissioner, and promptly notify
all parties in interest, |

If conditiions warroant extension of the 10-year period sﬁecified in‘thié
subsection 2(e), a single extension of not to exceed 2 years may be accomplished by
consent of the owners of 90% of the current unitized working interests and 60% of

the current unitized basic royalty interests (exclusive of the basic royalty
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intercsto of the United Stotes sand the State of New Mexdeo), on n total-nonpartiet .-
pating-acreege basis, respectively, with approval of the Director and the Commls-
sloner, provided such extension application is submitted to the Director and the
Commissioner not later than 60 days prior to the expiration of seid 1O-year period,
Any expansion of the unit ares pursuant to this scction which embraccy
lands theretofore eliminated pursuant to this subsecction 2(e) shall not be consider-

ed automatic commitment or recommitment of such lands.

3. UNITIZED LAND AND UNITIZED SUBSTANCES. All lend committed to this mprecy

.ment shall constitute land referred to herein as "unitized land" or "land subject

to this agreement". All oil and gas in any and all formations of the unitized Inn~
are unitized under the terms of this agreement and herein are called "unitized sub-
stances",

k. UNIT OPERATOR. Pan American Petroleum Corporation is hereby designated

ad Unit Operator and by signature hereto ag Unit Operator agrees and consents to ac-

cept the duties and obligations of Unit Operator for the discovery, development, eni|1

production of unitized substances as herein provided. Whenever reference is made
hefein to the Unit Operator, such reference means the Uni{ Operator acting in that
capacity and not as an owner of interest in unitized substances, and the term "wouil-
ing interest oﬁner" when used herein shall include or refer to Unit Operator as the
owner of a working interest when such an interest is owned by it.

5. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall have the
right to resign at any time prior to the establishment of a participating area or
areas heréunder, but such resignation shall not become effective so as to release
Unit Operator from the duties and obligations of Unit Operator and terminate Unit
Operator's rights as such for a period of 6 months after notice of intention to
reslgn has been served by Unit Operator on all working inﬁerest owners and the
Director and the Commissioner, and until all wells then drilled hereunder are plac-
ed in a satisfactory condition for suspension or abandohment whichever is requircd
by the Supervisor and the Commissioner, and unless a new Unit Operator shall have
teen soelected snd approved and nhall‘have taken over and‘assumed the duties and

obligations of Unit Operator prior to the expiration of said period.

Unit Operator shell have the right to resign in like manner and subject

to like limitations as above provided at any time a participating area established



oW

O O N o oW

10

11

32

33

hereunder is in exlstence, bub, in oll instanceo of rcﬁignatlon or removal, wntil a
successor unlt operator is sclected ond approved an herolnafter provided, the work-
ing interest owners sholl be Jointly responsible for performonce éf the dutles of
unit operator, and shall not later than 30 deys before such resignation or removel
becomes effective sppoint o common agent to represent them in any action to be token
hereunder.

The resignation of Unit Operator shall not release Unit Operator from
any liability for eny defeult by it hereunder occurring prior to the effective date
of its resignation.

The Unit Operator may, upon default or failure in the performence of i1ts
duties or obligations héreunder; be subject to remo#al by the same percentage vote
of the owners of working interoéts determined in like manner as herein provided for
the selection of a now Unit Operator. Such removal shall be effectlve upon notlce
thereof to the Dircctor ond the Comnlasloner.

The reolpootion or romovel of Unilt Operator under this sgrecment shall
not terminate 1tn right, title or intorest as the ownor of a‘working interest or
other intercot in unitlzed cubstonces, bub upon the resignotion or removal of Unit
Operstor becoming effective, cuch Unlt Operotor shall deldver possession of all’
equipment, moterinls, ond oppuirtononees used in conduching the wnit operntions ond
owned by the working interest owners to the new duly qualified succcssor Unibt Opera-
tor ox to thoe owacrs thoroof if no such new Undt Oporator is eloctod, fo be usad for
the purpose of conducting vult opevatlons hovewndsr. Nothing heroin ohall be con-
gbrued og outhorizinsg rewoveld of emy wrvberlol, cquipment ond eppurbentoness needed
for the proouevotlon of cuy walls,.

6. SUCCIGHOR URLY OptAmOR,  Whencver the Undt Operator shnall ‘btender his or
ito resignotlon on Undt Opoentor or shall bo vremoved on hereinobove provided, the
owvners of the working Intero oo dn the powvtdedpating oron or areos according to
thelr respective oerooge dntorests An puch portledprting oreo or oreus, or, until

a partieipating nren ahnll hove boon cethobliphed, the owners of the working in-

toreaty accordlng to tlhwedr veapective rerveoge dintercotn in al& wiitized land, shall

by majority vote sclect a cuecongor Unlb Operutor: Provided, That, if & majority
but less thon 75 por ccnb of the vorking laterensto quolificd to vote arce ownced by

one porty to thils siearh, oo concurglng vobe of one or more additionnd. working
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interest owners shall be required to select a new operator. Such selection shall
not become effective until

(a) a Unit Operator so selected shall accept in writing the duties and
responsibilities of Unit Operstor, and

(b) the selection shall have been approved by the Director and the
Commissioner. If no successor Unit Operator is selected and qualified as herein
provided, the Director and the Commissioner at their election may declare this unit
agreement terminated.

T. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT. If the Unit Opera-
tor 1s not the sole owner of working interests, costs and expenses incurred by Unit
Operetor in conducting unit operations hereunder shall be paid and apportioned among
and borne by the owners of working interests, all in accordance with the agreement
or agreements entered into by and between the Unit Operator and the owners of work-
ing interests, whether one or more, separately or collectively. Any agreement or
agreements entered into between the working interest owners and the Unit Operator
as provided in this sectlon, whether one or more, are herein referred to as the "unit
operating agreement." Such unit operating agreement shall also provide the manner
in which the working interest owners shall be entitled to receive their respective
proportionate and allocated share of the benefits accruing hereto in conformity with
their underlying operating agreements, leases, or other independent contrects, and
such other rights and obligations as between Unit Operator and the working interest
owhers as may be agreed upon by Unit Operstor and the working interest owners; how-
ever, no such unit operating agreement shall be deemed either to modify eny of the
terms and conditions of this unit agreement or to relieve the Unit Operator of any
right or obligation established under this unit egreement, and in case of any in-
consisteﬁcy or conflict between the unit agreement and the unit operating agreement,
this unit agreement shall prevail. Three true coples of any unit operating agree-
ment executed pursuant to this section should be filed with the Supervisor and two
true copies with the Commissioner, prior to approval of this unit agreement.

8. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except as otherwise specifi-
cally provided herein, the exclusive right, privilege, and duty of exercising any and
all rights of the parties hereto which are necessary or convenient for prospecting

for, producing, storing, allocating, and distributing the unitized substences are

no
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hereby delegated to and shall be exercised by the Unit Operator as herein provided.

Acceptable evidence of title to said rights shall be deposited with said Unit Opera-
tor and, together with this sgreement, shall constitute and define the rights, pri-
vileges, and obligations of Unit Operator. Nothing herein, however, shall be con-

strued to transfer title to any land or to any lease or operating agreement, it be-
ing understood that under this agreement the Unit Operstor, in its capacity as Unit
Operator, shall exercise the rights of possession and use vested in the parties here-

to only for the purposes herein specified.

9. DRILLING TO DISCOVERY. Within six (6) months after the effective date
hereof, the Unit Operator shall begin to drill an adequate test well at a location
approved by the Supervisor, if such locetion is upon lands of the United States,
and if upon State or Patented lands, such location shall be approved by the Commis-
sion and the Commissioner, unless on such effective date a well is being drilled con-
formably with the terms hereof, and thereafter continue such drilling diligently un-
£1il the entire Pennsylvanian System has been tested or until at a lesser depth uniti-
zed substances shall be discovered which can be produced in paying quantities (to-
wit: quentities sufficilent to repay the costs of drilling, and producing operations,
with & reasonable profit) or the Unit Operator shall at any time establish to the
satisfaction of the Super;isor as to wells on Federal lands, or the Commission and
the Commissioner as to wells on State lands or Patented lands, that further drill-
ing of said well would be unwarranted or impracticable, provided, however, that the
Unit Operator shall not in any event be required to drill said well to a depth in
excess of 5500 feet. Until the discovery of a deposit of unitized substances cap-
able of being produced in paying gquantities, the Unit Operator shall continue drili-
ing diligently one well at a time, allowing not more than 6 months between the com-
pletion of one well and the beginning of the next well, until a well capablerof pro-
ducing unitized substances in paying quantities is completed to the satisfaction
of said Supervisor, the Commission and the Commissioner, or until it is reasonably
proved that the Unitized lend is incapable of producing unitized substances in pay-

ing quantities in the formations drilled hereunder. Nothing in this section shall be
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deemed to limit the right of the Unit Operator to resign as provided in Sectlon 5
hereof, or as requiring Unit Operator to commence or continue any drilling during
the period pending such resignation becoming effective in order to comply with the
requirements of this section. The Director and Commissioner may modify the drill-
ing requirements of this section by granting reasonable extensions of time when,
in their opinion, such action is warranted.

Upon failure to comply with the drilling provislons of this section, the
Director and Commissioner may, after reasonable notice to the Unit Operator, and
each working interest owner, lessee, and lessor at their last known addresses, de-~

clare this unlt agreement terminsted.

10. PILAN OF FURTHER DEVELOPMENT AND OPERATION; Within 6 months after com-
pletion of a well capable of producing unitized substances in paying quantities, the
Unit Operator shall submit for the approval of the Supervisor, the Commissioner and
the Commission an acceptable plan of development and operation for the unitized land
which, when approved by the Supervisor, the Commissioner and the Commtission, shall
constitute the further drilling and opersting obligations of the Unit Operator under
this agreement for the period specified therein. Thereafter, from time to time be-
fore the expiration of any existing plan, the Unit Operator shall submit for the ap-
proval of the Supervisor, the Commissioner and the Commission s plen for an addition-
al specified period for the development and operation of the unitized land. Any
plan submitted pursuant to this section shall provide for the exploration of the
unitized area and for the diligent drilling necessary for determination of the area
or areas thereof capable of producing unitized substances in paying quantities in
each and every productive formation and shall be as compleﬁe and édequate as‘the
Supervisor, the Commissioner and the Commission may determine to be necessary for
timely development and proper conservation of the oil and gas resources of the
unitized area snd shall:

4 : =
(a) specify the number and locations of any wells to be drilled and

the proposed order and time for such drilling; and
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(b) to the extent practicable specify the operating practices regard-
ed es necessary and advisable for proper‘conservation of natural re-
sources. Separate plans may be submitted for separate productive zbnes,
subject to the approval of the Supervisor, the Commissioner and the Com-
mission. Said plan or plans shall be modified or supplemented when
necessary to meet changed conditions or to protect the interests of all
parties to this agreement. Reasonable diligence shall be exercised in
complying with the obligations of the approved plan of development. The
Supervigor and the Commissioner sre authorized to grant a reasonable ex-
tension of the 6-month period herein prescribed for submission of an
initial plan of deveiopment where such action 1ls Jjustified because of
unusual conditions or circumstances. After completion hereunder of a
well capable of producing any unitized substance in paying quantities,
no further wells, except such as may be necessary to afford protection
againét operations not under this agreement or such as may be specifi-~
cally approved by the Supervisor and the Commissioner, shall be drilled
except in accordance with a plan ol development approved as herein pro-

vided.
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11. PARTICIPATION AFTER DISCOVERY. Upon completion of a well capable of pro%l9

ducing unitized suhstances in paying quantities or as soon thereafter as required by
the Supervisor and the Commissioner, the Unit Operator shall submit for approval by

the Director, the Commissioner and the Commission & schedule, based on subdivisions

of the public-land survey or aliquot parts thereof, of all unitized land then regard-

ed a8 reasonably proved to be productive of unitized substances in paying quantities;

all lands in sald schedule on approval of the Director, the Commissioner and the Com- |

mission to constitute a participating area, effective as of the date of completion of
such well or the effective date of the unit agreement, whichever is later. Said
schedule also shall set forth the percentage of unitized substances to be allocated

as herein provid.d to cach unitized trnct in the participating area so established,

-11-
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and shall govern the allocation of production from and after the date the participat-
ing aresa becomes effective. A separste participating area shall be established in
1ike manner for each separate pool or deposit of unitized substances or for any
group thereof produced as & single pool or zone, and any two or more perticipating
areas so established may be combined into one with the consent of the owners of all
working interests in the lands within the participeting areas so to be combined, on
approval of the Director, the Commissioner and the Commission. The participating
area or areas so established shall be revised from time to time, subject to like ap-
proval, whenever such action appears proper as & result of further drilling opera-
tions or otherwise, to include additional land then regarded as reasonably proved to
be productive in paying quantities, or to exclude land then regarded as reasonably
proved not to be productive in paying quantities and the percentage of allocation
shall also be revised accordingly. The evvective date of any revision shall be the
first of the month in which is obtained the knowledge or information on which such
revision is predicated, provided, however, that a more asppropriste effective date
may be used if justified by the Unit Operator and approved by the Director, the Com-
mission and the Commissioner. No land shall be excluded from a participating ares
on account of depletion of the unitized substances.

It is the intent of this section that a participating area shall repre-
sent the ares known or reasonably estimsted to be productive in paying quantities;
but, regardless of any revision of the participating area, nothing herein contained
shall be construed as requiring any retroactive adjustment for production obtained
prior to the effective date of the revision of the participating area.

In the sbsence of agreement at any time between the Unit Operator and
the Director, the Commissioner and the Commission as to the proper definition or re-

definition of a participating area, or until a participating area has, or areas have,

been established as provided herein, the portion of all payments affected thereby may

be impounded in a manner mutually accepteble to the owners of working interests, ex-
cept royalties due the United States and the State of New Mexico, which shall be

determined by the Supervisor and the Commissioner, respectively, and the amount there
of deposited, as directed by the Supervisor, and the Commissioner, respectively, to
be held as unearned money until a participating area is finally approved and then ap-

plied as earned or returned in accordance with a determination of the sum due as
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tondd particlpotin oven,  IF uny gos produced from one porticineting earea is used for

Fedornl ond Stole roynlty bn the hopta off ruch approved poartictpabing nroo.

Vhenover 4t Lo detovnined, cubject to the npproved of Ghe ﬁupwrvimor n;
to wells on Fedoral londs, the Comminnionce)r og to wella on Stote londa, ond the Com-
micsion op o wells onvfutontod Imda, thol o well drilled wnder this epgreament 1o
not capable of prbduction in poying quantiticn and dnclusion of the land on which 1%
1s situnied in o porticipoting orco lg uvnworranted, productlon from such well shall,
for the purposes of sebtbtlemont owong oll parties other thon working interest owmers,
be allocated to the land on which the well Is located so long oo auch lond is not
within a pnfticiputing oreo estboblished for the pool or deposlt from which such pro-
duction is obtnlned. Settlemont for working intereat benelfits from such a well shall
be made o provided in the wnit operating cgreement.

12, ALTOCATION OF FRODUCTION. All wunitlzed substonces produced from ench
portlceipobing orco estobllinhed wnder this agreement, oxcept cny port thersof uwied
In conformity with good onersting practices wilthin the uniltized area for drilling,
operoting, comn and obther productlon or development purposes, Tor repressuring or
recycling in accordance with a plon of development opproved by the Surervisor, the
Commissioner and the Commisslon, or unavoldably lost, shall be deemed to be produced
equally on on acreage basls from the several tracts of unitized lend of the parti-
cipating area esteblished for such production and, for the purpose of determining
any benefits accruing under this sgreement, each such tract of unitized land shall
have allocated to 1% such percentoge of sald production as the number of acres of
guch tract included in scild particibmting area bears to the total acres of unitized
land in sald porticipating area, except that allocafion of production hereunder for
purposes other thon for sebtlement of the royallty, overriding foyalty, or payment oul:
of productlion obligations of the respecbive working interest owners, shall be on the
basis prescribed in the unit operoting sgreement whether in conformlty with the basis
of allocation herein set forth or otherwise. It ip hereby agreéd that productilon
of unitized substences from o prorbicipnating orca shall be éllocated as provided here-

In regardless of whetber sny wells cre drilled on any particular part or tract of

repreceuring or recycling puiyposes In onotber prrticipoating aren, the first gos with-

dresin frow such logt-wontlioned poviieipating oven for sele dwuring the life of this
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that trongferred choall be co produced Tor sode nnd pueh paa chel 1 be n.].,’_l,or:n,':r-d Lo bhe
participoting aren from which Inltiolly produced no conatibuted ol the time of svuch
final production.

13. DEVEiOPMENT OR OPFRATION OF NON-PARTICTPATING LAND OR FORMATIONS. Any
party hereto oﬁning or controlling the working interceat in sny unitized lond hoving
thereon a regﬁl&r well location may with the approval of the Supervisor, the Commig-
sioner or the Commission, at such party's sole risk, cost, and expense, drill a well
to test any formation for which a participatling ares has not been established or to
test sny formatlon for which s participating area hag been egtablished if such locr-
tion ds not within‘said participoting area, unless within 90 dﬁys of receipt of noticy
from poid porty of his intention to drill the well the Unit Operator elects and com-
mences ﬁo drill such o well in like monner oa other wells are drilled by the Unlt
Operator under thia ogrecment. |

If any well driiled as aforesaid by o working interest owner resulhs in
production such that the land upon which it is situated may properly be included in a
participating aren, such parficipating area, sholl be establlshed ar enlarged as pro-
vided in this agreemen’ and the well shall thereafter be operated by the Unit Opera-
tor in sccordance with the termg of thls agreement snd the unit operating agreemﬁﬁt.

If any well drilled as aforesnid by a working interest owner obtains
production in quantities insufficient to Justify the inclusion in a participating
orea of the land upon which such well is situated, such well may be operated and pro-
duced by the party drilling the same subject to the conservation requirements of this
agreement. The royalties in amount or value of production from any such well shall
be pald as speclfied in the underlylng lesase and sgreements affected.

1%, ROYALTY SETTIEMENT. The Unilted States and_thé State of 1w Mexlico and
all royalty owners who, undor exlsting confract, are entitled to take in kind a shore
ol the pubstonces now unltized hercund-r produced from awy trect, shall hercafter be

cntitled to the right to toke in kind their ashore of the unitized substences allocat-

ing dabterest ouncy as heveln o ovectol cnsen roovided for, guch working interest
ovner, sholl poele Ulrovico s of such royalby ol oo boken dn Kind in conformity with

sho appliesblo conty coon e, end oo ndetfons, Selblowany dov vove by dntercst not

ed to such troct, ond Unit Opovetor, or in cane of the operation of a well by a work-
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existing contracts, laws and regulations on or before the last dey of each month for
unitized substances produced during the precceding calendar month; proviaed, however,
that nothing herein contained shall operate to relieve the lessees of any land from
thelr respective lease obligations for the payment of any royalties due under their
leases.

If gas obtained from'lands not subject to this agreement 1s introduced
into any participating area hereunder, for use in repressuring, stimulation of pro-
ductién, or increasing ultimate recovery, which shall beiin conformity with a plan
first'approved by the Supervisor and the Commisaioner, a like amount of gas, after
nettlement as herein provided for any gas transferred from any other participating
ares and with due allowance for ioss or depletion from any cause, may be withdrawn
from the formatioh into whichvthé gas was introduced, royalty free as to dry gas,
but not as to the products extracfed therefrom; provided that such withdrewal shall
be at such time as may be providedvin the plan of operations or as mey otherwise be
consented to by the Supervisor; the Commissioner and the Commissibn ag conforming
to good petroleum engineering practice; and provided further, that such right of
withdrewal shall terminate on the termination of this unit agreement.

Royalty due the United States shall be computed as provided in the
operating regulations and paid in value or delivered in kind as to all unitized sub-
séances on the basis of the smounts thereof allocated to unitized Federal land as
provided herein at the rates specified in the respective Federal leases, or at such
lower rate or rates as may be authorized by law or reguldtion; providéd, that for
leases on which the royalty rate depends on the dally average production per well,
gald average production shall be determined in accordance with the.operating regula-
tions as though each participating area were a single consolldated lease.

15. RENTAL SETTLEMENT. Rental or minimum royalties due on leases committed
hereto shall be pald by working interest owners responsip;e therefor under existing
contracts, laws, and regulations, provided that nothing'ﬁerein contained shall oper-

ate %o relieve the lessees of any land from their respec%ive,lease obligations for

the payment of any rental or minimum royalty in lieu thereof due under their leases,

Rental or minimum royalty for lands of the United States subject to this agreement
shall be paid at the rate specified in the respective leases from the United States

unless such rental or minimum royalty is waived, suspended, or reduced by law or by
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. approval of the Secretary or his duly authorized reprcﬁentative. Rentals on State
of New Mexico lands subject to this agreement shall be paid at the rates speclfied
in the respective leases, or may be reduced and suspended upon the'order of the Com-
missioner of Public Lands of the State of New Mexico pursuant to aspplicable laws and
regulations,

With respect to any lease on non-Federal lend containing provisions
which would terminate such lemse unless drilling operations were within the time
therein specified commenced upon the land coveredbthereby or rentals peild for the
privilege of deferring such drilling operations, the rentals required thereby shall,
notwithsfanding any other provisions of this agreement, be deemed to accrue and be-
come payable during the term thereof as extended by this asgreement end until the re-
quired drilling oﬁerations are commenced upon the land covered thereby or some por-
tion‘of such land 1is included witﬁin 8 participating area,

16, CONSERVATION. Operations hereunder and production of unitized sub-
stances shall be conducted to provide for the most economical and efficient recovory“
of sald substances without waste, as defined by or pursuant to State or Federal laws
or regulations.

17. DRAINAGE. The Unlt Operator shall teke appropriate and adequate meanu-
res to prevent drainage of unitized substahces from unitized land by wells on land
not subject to this agreement, or pursuant to applicable regulations pay a fair and
reasonable compensatory royalty as determined by the Supervisor and the Commissionev.

lQ. LEASES AND CONTRACTS CONFORMED AND EXTENDED, The terms, conditions, and
proviasions of all leases, subleases, and other contracts relating td exploration,
drilling, development, or operation for oil or ges of lands committed to this agree-
ment are hereby expressly modified and amended to the extent necessary to make the
same conform to the provisions hereof, but otherwise to rémain in full force and
effect; and the parties hereto holding interests embracing unitized land of the
United States or of the State of New Mexico hereby consent that the Secretary and

the Cowmissioner, respectively, shall and by thelr approval hereof, or by the ap-

rroval hereof by thelr duly authorized representatives, do hereby eétablish, alter, |-

change, or revoke the drilling, producing, rental, minimum royalty, and royalty re-
quirements of Federal and State leases committed hereto and the regulations in re-

spect thereto to conform said ;equirements to the provisions of this agreement, and,

-16-
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without limiting the gencrality of the forecgolng, nll leoses, tublepaecs, nnd con-

tracts sre particulorly modified in accordance with the following:

(n) The development and operation of lands subject %o thin pgreemont
undcf the terms hereof shall be deemed full performonce of all oblipgsa-
tions for development end operation with respect to each and every parﬂ
or separately owned tract subject to this agreement, regardless of
whether there is any development of any particular part or tract of the
unit area, notwithstanding anything to the contrary in any lease, opers
ting agreement or other contract by and between the parties hereto, or
thelr respective predecessors in Interest, or any of them.

(v) 'Drilling and ﬁroducing operations performed hereunder upon any
tract of unitized lﬁnds will be accepted and deemed to be performed up-
on and for the benefit of each and every tract of unitized land, snd no
lease shall be deemed to expire by reaaonbof failure to drill or pro-
duce wells situated on the land therein embraced.

(¢) Suspension of drilling or producing operations on all unitized
lands pursuant to direction or consent of the Secretary or his duly
authorized representative, and on all unitized lands of the State of
New Mexico pursuant to the directlon and consent of the Commissioner,
or his duly authorized representativé, shall be deemed to constitute
suéh suspension pursuant to such direction or consent as to each and
every tract of unitized land.

(d) Each lease, sublease or contract relaeting to the exploration,
drilling, development or operation for oll or gas of lands other than
those of the United States committed to this agreement, which, by its
terms might expire prior to the termination of this agreement, is here-
by extended beyond any such term so provided therein so that it shall
be continued in full force and effect for and during the term of this
agreement.

(¢) Sy Fedeval lense for o fixed term of twenty (20) years or eny re-
newal thereof or any part of such lease which'is made\subject to this -
egreement shall contimie in force beyond the term pro&ided therein

uatil the terminatlon horoof,  Any other Federal lease committed hereto

V7
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19.

covenants running with the land with respect to the interest 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

shall continue in force beyond the term so provided therein or by law as
to the land committed so long as such lease remsains subject hereto, pro-
vided that production is had in paying quantities under this unit agree-
ment prior to the expiration date of the term of such lease.

(f) Each sublease or contract relating to the operation and development
of unitized substances from lands of the United States committed to this
agreement, which by its terms would expire prior to the time at which the
underlying lease, as extended by the immediately preceding paragraph,
will expire, is hereby extended beyond any such term so provided therein
go that it shall be continued in full force and effect for and during the
term of the underlyling lease as such term is herein extended.

(g) The segregation of any Federal lease committed to this agreement is
governed by the following provision in the fourth paragraph of Sec.l7(b)
of the Act, as amended by the Act of July 29, 1954 (68 Stat. 583, 585):
"Any (Federal) lease hereafter committed to any such (unit) plan embrac-
ing lands that are in part within and in part outside of the area cover-
ed by any such plan shall be segregated into separate leases as to the
lands committed and the lands not committed as of the effective date of

unitization: Provided, however, That any such lease as to the nonunitiz-

ed portion shall continue in force and effect for the term thereof but
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for not less thean two years from the date of such segregation and so long2l

thereafter as oil or gas is produced in paying quantities.”

(h) Any lease (covering State or privately-owned land), other than a
Federal lease, having only & portion of its lands committed hereto shall
be segregeted as to the portion committed and the portion not committed,
and the provisions of such lease shall apply separately to such segre-
gated portions commencing as of the effective date hereof. In the event
any such lease provides for a lump-sum rental payment, such payment'
shall be prorated between the portions so segregated in proportion to
the acreage of the respective tracts.

COVENANTS RUN WITH LAND.. The covenants herein shall be construed to be
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hereby is conditioned upon the assumption of all privileges ond obligatlons here-
under by the grantee, transferce, or other successor in interest. MNo osaipgnment or
transfer of any working interest, royalty, or other interest subjéct hercto ghall b
binding upon Unilt Operator until the first day of the calendar month after Unit
Operator is furnished with the original, photostatic, or certified copy of the in-
strument of transfer.

20, EFFECTIVE DATE AND TERM. This agreement shall become effective upon ap-
prévai by the Secretary and the Commissioner or their duly suthorized representatives
end shall terminate five (5) years from said effective date unless:

(a) such date of expiration is extended by the Director and the Com-
missioner, or

(b) 41t 1s reasonably determined prior to the expiration of the fixed
term or any extensioﬁ thereof that the unitized land is incapable of pro-
duction of unitized substances in paylng quantitles in the formations
tegted hereunder and dfter notice of intention to terminate the agree-
ment on such ground is given by the Unit Operator to allkparties in in-
terest at their last known eddresses, the agreement is terminated with
the approval of the Director and the Commissloner, or

(C), a valuable discovery of unitized substances has been made on uniti-
zed land during éaid initial term or én& extensgion thereof, in which evar
the agreement shall remain in effect for such term and so long as uniti-
zed substances can be produced in paying quanﬁities, 1., e, iﬁ this
particular instance in quantities sufficient to pay for the cost of pro-
ducing same from wells on unitized land within any participating area
established hereunder énd, should production cease, so long thereafter as
diligent operations are 1n progress for thé restoration of production or
discovery of new production and so long thereafter as the unitized sub-

stances so discovered can be produced as aforesaid, or
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(d) it is terminated as heretofore provided in this agreement.

‘This agreement may be termlnated at any time‘by not less than 75 per cen
tum, on an acreage bagis, of the owners of working interests signatory heretb, with'
thé approval of the Director and the Commissioner; notice of any such approval to be

given by the Unit Operator to sll parties hereto.
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21. RATE OF PROSPECTING DEVELOPMENT, AND PRODUCTION. The Director 1s
hereby vested with euthority to alﬁer or modify from time to time in his discretion
the quentity and rate of production under this agreement when such guantity and rate
is not fixed pursﬁant to Federal or State law or does not conform to any state-wide
voluntary conservation or allocation program, which is éstablimhed,.recognized, and
generally adhered to by the majority of opéraxors in such State, such authority be-
ing hereby limited to slteration or modification in the public interest, the purpose
thereof and the public Interest to be served theréby to be stated in the order of
alteration or modification. Without regard té the' foregoing, the Director is also
hereby vested wilth authority to alter or modify from time to time In his discretion
the rate of<proapecting and devélopment and the guantity and rste of production under
this sgreement when such alteration or modification is in the interest of attaining -
the conservation obJectives stated in this agreement and ié not 1n violatlon of any
applicable Federal or State law; provided, further, that no such alteration or modi-
fication shall be effective as to eny lond of the State of New Mexico as to the rate
of prospecting snd development in the absence of the specific written approval there-
of by the Comnissioner and as to any lands of the State of New Mexico or privately-
owned lands subject to this‘agreement as to the quantity and rate of production in
the absence of specific written approval thereof by the Commisgsioner.

Powers in this section vested in the Director shall only be exercised
after notice to Unilt Operator and opportunity for hearing to be held not less than -
15 days from notice.

22. CONFLICT OF SUPERVISION: Neilther the Unit Operator nor therworking in-
terest owners noriany of them shall be subject to any forfeiture, termination, or
expiration of any rights hereunder or under any léases or contracts subject hereto,
or to any penalty or liability for delay or failure in whole or in part to comply
therewith to the extent that the said Unit Operator, working interest owners or any
of them are hindered, delayed, or prevented from complying therewith by reason of
failufe of the Unit Operator to obtain with the exercise of due diliggnce the con-
currence of the representastives of the United States and the representatives of the
State of New Mexico in and sbout any matters or thing concerning which it is requir-
ed herein that such concurrence be obtained. The parties hereto, including the Com-

mission, agree that all powers and authority vested in the Commission in and by any
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provisiona of thls contract are voeahbad tn bhe Comulanton and nhall be ocovelped by b

pursuant to the provisions of the laws of the Sbate of New Mexico and subject o o
case to appeal or judicial review as may now or hercalter be provided by the Jaws of
the State of New Mexico.

23. APPEARANCES. Unit Operator shall, after notice té other parties of-
fected, have the right to appear for and on behalf of any and all interests affect.-
ed hereby before the Department of the Interior and to appeal from orders issuved 1n-
der the regulations of sald Department or to apply for relief from sny of cald rogo-
lations or in any proceedings relative to operatlons before the Department of the
Interior or any other legally constltuted authorlty; provided, however, that any
other interested party shall also have the right at bhis own expense fo be heard in
any sgch proceeding.

2h, NOTICES. ALl 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 seﬁt by postpaid registered mail,
address~* to such party or parties at their respective addresses set forth in con-
nection th the signatures hereto or to the ratification or consent hereof or to
guch other address as eny such party may have furnished in'writing to party sendirs
the notice, demend or statement.

25. NO WAIVER OF CERTAIN RIGHTS. Nothiné in this agreement contained shall
be construed as a walver by any party hereto of the right to assert any legal or
constitutional right or defense as to the valiaity or invalidity of any law of the
State wherein paid unitized lands are located, or of the Uniﬁed States, or regula-~
tions issued thereunder in any way saffecting such party, or as & waiver by any such
party of any right beyond his or its authority to waive.

26 UNAVOIDABLE DEIAY. All obligations under this agreement requiring the
Unit Operator to commence or continue drilling or to operate on or produce unitized

substances from any of the lands covered by this agreement shall be suspended while,

but oaly so long 45, the Unit Operator desplte the exercise of due care and diligenc

-‘i
{

s orevented from complyimg wlth such obligations, 1n whole or in part, by strikes,
acts of God, Fede.al, Stule, or munilcelpal law or agencies, unavoidable accidents,
uncontrollable delays in transportation, inability to obtain necessary materials

in open market, or other matters beyood the reasonable control of the Unit Operctov
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whebher almblar to mabbers heveln enumornbod or nol.
27.  FATR EMUINYMENT.  Tn connection with Lhe perforwance of work apdor Dhis

agreement, the operator ogreca not to discriminalc ppainat ony cmployes or oppll-

cant for employment beenuge of rrce, religlon, color, or nalionnl origin.  The oo

said provision shall include, but not be Yimited to, the followlng:  cmploym nl, vp-
crading, deﬁotion, or trongsfer; recruitment or rocrultment adverticloe, layoff or
termination; reates of pay or other forms of compenration; oud seloction for Lrain-
ing, including apprenticeshlp. The operator sgrees to post hercafter in conaoplounun
places, hvallable for employecs ond eppliconts for employment, notlces to he pro-
vided by the confracting offlcer setbing forth the provigions of the nondlscrimin--
tion cleuse.

The operator ugreés to insert the forcgolnpg provision in all subcon-
troacts hercunder, cxeept subcontracts for standard commercinl. supplies or rew mobor-
ials.

28. 1083 OF TITLE, In the event title to any tract of unitized land shnll
fail and the true owner cannot be induced to join in this unit agreement, such trach
phall be automatically regorded as not committed hereto and there shall be such re-
adjustment of future costs and benefits ag may be required on account of the loss of
auch title. In the event of a dispute os to title as to any royalty.working in-
terest, or other interest subject hereto, payment or delivery on account thereof
may be wlthheld without lisbllity for interest until the dispute is finally sebblced;
provided, that, as to Federal and State lond or leases, no payments of funds due the
United Gtates or the State of New Mexico should bhe withheld, bulb such funds shail be
deposited as directed by the Supervisor snd the Commlssioner, respectively, to bo
held as unearncd money pending final settlement of the title dispute, and then ap-
plied as earned or returncd in accordance with such final settlement.

Unit Operator as such is relieved from any responsibility for any de-
fect or fallure of any title hereunder.

In order to nvold title fallures whilch might incidentally cause the
TiEle to o workive dnterost or dnterocsts to fail, the owners of (a) the surface
rights to lands lying within the Unlt Arca, (b) severcd minerals or roy%lty in-
terests in sald lends, ond (¢) dinprovemsnts located on seild londs but noﬁ utilized

for unit operations, stall Individuelly be responsible for the rendition and aszoss-
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menk, for ad valovem Lux preposes, of all such propevly, and Top Ghe pmwanL ol ouch
taxen, cxcept ag obherwlize provided dn ooy conbroel or agrecmont belyeen sueh owner o
ond o working interest owner or owneri or in the wnll opevating nmrwomgnh. I oy ad
volorem tnxes ore not pald by such owncrs regpontible thoereflor whoen due, the Unif
Operator may, at any time prlor to tox sale, pay the samz, redeem such proporby, nnd
discharge such tax liens ags may arise throupgh non-poyment. Tn the cvent the Unit
Operator makes any such payment or redecms ony auch property from tax snle, the Unit
Operator shall be reimbursed therefor by the working interest owners in proportion to
thelr percentages of participation; and the Unit Operator shall witbhold from the pro-
ceeds otherwlse due to ssid delinquent toxpoyer or taxpayers, an amount sufficient to
defray the costs of such payment or redemption, such withholdings to be Aistributed
among the working interest owners in proportion to thelr respective contributions to-
ward such payment or redemptlon.

29. NON-JOTNDER AND SUBSEQUENT JOINDER. If the owner of any substantial ing
terest in a tract within the unit area fails or refuses to. subscribe or consent to
this agreement, the owner of the working interest in that tract moy withdraw said
tract from thils agreement by written notice to the Director, the Commisgioner snd the

Unit Operator prior to approvael of thils agreement by the Director and the Commigsion-

to submigslon of this agreement for final approval may thereafter be committed hereto
by the owner or owners thercof subscribing or consenting to this agreement, and, if
the interest 1s a working interest, by the owner of such interest also subscribing

to the unit operating agreement. After operations are commenced hereunder, the right
of subsequent joinder, as provided in thils sectlon, by a working intercet owner is
subject to such requifements or approvals, if any, pertaining to such Joinder, as may
be provided for in the unlt operating agreement. After final approval hercofl Jjoinder
by a non-worklng interest owner must be consented to in writing by the working in-
terest ownef comuitted hereto and regpousible for the paymwent of any benefits that
way aeccrue hereunder in behalf of such non-working interest. Joinder by suy owner of
nonon-working intevzet, ot ony time, must be accompunied by appropriste joinder by |
the owner of the correcsponding working interest in order for the interest to be re-
garded ag effectively committed hereto. Joinder to the unit apgreement by a working

interest owner, at any time, moot be accompanied by appropriate joinder to the unit

er. Any oll or gas interests in lands within the unit area not commltted hereto prior} ]

[
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10
11
12
13
1
15
16
AN
18
19
20

21

operating agreement, 1L more than one commiblhoed vork Ing-intorent ower is Involved,
in order for the intercot to be regarded no effectively committced to the unil apro.-

ment . Excépt ag moy otherwise herein be provided suboequent jolnders to thin aproc-

|ment shall be effective as of the Tirst day of the month following the filing with

the Supervisor and the Commissioner of duly executed counterperts of sll or eny
papers necessary to establish effective commitment of any tract to this agreement un-
less objection to such Joinder is duly mnde within 60 days by the Dircctor or Com-
missioner.

30; COUNTERPARTS. This sgreement may be executed in any number of countor-
parts no one of which néeds to be executed by all parties or may be ratified or con-
sented to by separate instrument in writing specifically referring hereto and shall
be binding upon all those parties who have executed such a counterpart, ratification,
or consent hereto with the same force and effect as if all such parties had signed
the seme document and regardless of whether or not it is executed by all other parlics

owning or claiming an interest in the lands within the above-deacribed unit area,

31. SURRENDER. Nothing in this sgreement shall prohibit the exercise by any |l

working iInterest owner of the right to surrender vested in such party in‘any lease,

sub-lease, or operating agreement ss to all or any part of the lands covered thereby,

provided that each party who will or might acqulire such working interest by guch sur- |1

render or by forfeiture as hereafter set forth, is bound by the terms of this agree-
ment.

If as a result of any such surrender; the working interest rights as to
such lands become vested in any party other than the fee owner of the unitized sub-

stances, sald party shall forfeit such rights and no further benefits from operation
hereunder as to said land shall accrue to such party, unless within ninety (90) days
thereafter said poarty sholl execute this agreement and the unit operating sgreement

as to the working interest acquired through such surrender, effective as though such

land had remained continuously subject to this agreement and the unit operating agreeci?

ment. And in the event such agreements are not so executed, the psrty next in the

chaln of title shall be end become the owner of such working interest at the end of

I such ninety (90) day period, with the same force and effect as though such working

interest had been surrendered to guch party. -

y
If as a result of any such surrender or forfelture the working interest

| rights as to such lands become vegted in the fee ovmer of the unitized substances,

T
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10
11
12
13
1
15
16

17{(6) monthe after any such surrender or forfeiture, such fee owner shall be deemed Lo

18
19
20

21

guch owner may:
(1) Bxecute this agrecment and the unit operating agreement no o work-
ing intereat owner,;éffectivc ng though such land had reﬁﬁinod conbini-
ously subject to this sgrecment and the unlt operating sgrecment.
(2) Again lesse such lands but only under the cohdition that the hnld:
of such lease shall within thirty (30) days after such lands arc so
leased execute this agreement and the unit opersting agreement an to
each particlpating area theretofore establighed herewnder, elffectlive s
though such land had remalned continuously subject to this agrecment; and
the unit operating asgreement,
(3) Operatc or provide for the operation of such land independently af
this agreement ag to any part thereof or any oll or ges depoaits therein

not then included within a participating area.

If the fee owner of the unitized substences does not execute this sprec-11

nent and the unit coperating agreement as a working Interest owner or aguln lease such|l

lands as above provided with respect to esch exlsting participating area, within aix

have waived the right to execute the unilt opersting agreement or lease such lands ac
to each such participating area, and to have agreed in consideration for the compon -
sation hereinafter provided, that operations hereunder as to any such participating
area or areas shall not be affected by such surrender.

For any period the workilng interest in any lands are not expressly com-

mitted to the unilt operating agreement as the result of any such surrender or for-

) felture, the benefits and obligetions of operations accruing to such lends under this [}

agreement and the unlt operating agreement shall be shared by the remaining owners of
unitized working interests in accordance with their respective participating working
interest ownership in any such participating area or areas, and such owners of work-

ing interests shall compcnsate the fec owner of unitized substances in such lands by

paying sums equal to the rentals, minimum royalties, and royalties applicable to such |2

lands under the lease in effect when the lands were unitized, as to such participatings

i

area or areadg,
Upon commitment of a working interest to this sgrecment and the unit

operating agreement as provided in this scction, an appropriate accounting and set-

24

tlement shall be made, to refleet the retroactive effect of the commitment . for all

Rl
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11
12
13
1k
15
16
17
18
19
20
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22

bens Cibe peorive Lo or poyaoarts apd cxpendiburecs pede o tocvreod on behabal ol raeh
sovrendered worklang Interest dnring bhe poviod betusen Bhe debe ol pendor nod G
date of recommltmont, ond poyeent of awy moncya fovnd o be woing by such na accounl -
ing shall be m/‘.mdr;-‘rm botweon the partles then sipnetory to the valt oporeting aproe .
ment and this sgrecwond within thivty (30) doyn after the recommitment,  The right
to becomr o parky to thls agreement and the unit operating agreem i on o vorking
interest owner by reason ol & suricndoy or fovioituis oo provided in this section
shall not be defeated by the non-existence of a unit operating égreement and in the
eyent no uwnit operating agreement is in existence end a mutually acceptablevagreement
between the proper partieg thereto cannot be consummated, the Supervisor may pre-
scribe such reasonable and equitable agreecment as he deems warranted under the cir-
cumstaﬁces.

Nothing in this section shall be deemed to limit the right of joinder or
subsequent Joinder to this agreement as pv;vided elsewhere in this sgreement. The
exercise of any right vested in a ﬁorking interest owner %o reassign such working
interest to the party from whom obtained shall be subject to the same conditlons as
set forth in this sectlion in regard to the exerclse of a right to surrender.

32. ROYALTY OWNERS' TAXES, ZEach royalty owner shall render and pay all. ad
valorgm texes, including ad valorem taxes measured by prodﬁction levied against its
royalty or mineral interest. Unit Operator shall pay, as an agent for the working
interest owners, each royalty owner's share of all taxes other than ad valorem taxesn
levied on, or measured by, the unitized substances in and under, or that may be prd-
duced,gathered, and sold from the iands subject hereto, or upon the proceeds or net
proceeds derived therefrom, to the extent that the same are made payable by lsw by
any working interest owner. Each working interest owner shall reimburse Unit Opera-
tor for taxes so paid on its behalf and such working interest owner shall moke pro-
portionate deductions of said amounts in settling with its royalty owners in each
separately owned tract. No such taxes shall be chorged to the United States or the

State of New Mexlco.

53« NO PARTNERGHUIP, It is expressly agreed that the relation of the parties|>

hereto is that of independent contractors snd nothing in this agreement contained,
expressed or implied, nor any operations conducted hereunder, shall create or be
deemed to have created a partnership or association between the parties hereto or
any of therr;‘ ’

sy
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IN WITNESS WHERECF, the parties hereto have caused this agreement to be ex-

ecuted and have set opposite their respective names the date of execution.

UNIT OPERATOR AND WORKING INTEREST OWNER

2PRO
=

ATTEST : . ‘ DATE: PAN AMERICAN PETROLEUM CORPORATION
AN A K ngw // . Z
% jktant Secretary Atécriey 2&7Faq%
Address: P. O. Box 1410, Fort Worth, Texas
N
WORKING INTEREST OWNERS
ATTEST
Secretary President
Address
ATTEST:
By
Secretary President
Address;
ATTEST:
By
Secretary President
Address:
ADDRESS : DATE :

-27-



OTHER PARTIES

ADDRESS : DATE:

-28-



STATE OF TEXAS )

)
COUNTY OF TARRANT )

On this 4 day of Lét/i0£> , 194 7 , before me appeared
Pm. . ol , .£0 me personally known, who, being by me duly sworn

did say that he is the Attorney in Fact of PAN AMERICAN PETROLEUM CORPORATION, a cor-
poration, and that the seal affixed to said instrument is the corporate seal of said
corporation and that said instrument was signed and sealed in behalf of said corpora-

tion by authority of its board of directors, and said Wm. J. neis
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 seal on this,

the day and year first above written. P
My Commission expires: L4£g;i4ﬂx ~/ (Lo
é L Notary Public in and for/ sAtA,Ld4;7P
- 49 County, e o e
STATE OF )
)
COUNTY OF )
On this day of , 19 , before me appeared
, to me personally known, who, being by me duly sworn
did say that he is the President of ,

a corporation, and that the seal affixed to said instrument is the corporate seal of
said corporation and that said instrument was signed and sealed in behalf of said cor-
poration by authority of its 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 affixed my seal on this,
the day and year first above written.

My Commission expires:

Notary Public in and for

County,
STATE OF )
)
COUNTY OF )
On this day of , 19 , before me appeared
, to me personally known, who, being by me duly sworn
did say that he is the President of

a corporation, and that the seal affixed to said instrument is the corporate seal of
sald corporation and that said instrument was signed and sealed in behalf of said cor-
poration by authority of its Boerd 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 affixed my seal on this,
the day and year first above written.

My Commission expires:

Notary Public in and for
County,

s Yoy



STATE OF

)
)
)

COUNTY OF
On this day of , 19 , before me appeared
, o me personelly known, who, being by me duly sworn
did say that he is the President of ,

a corporation, and that the seal affixed to said instrument is the corporate seal
of said corporation and that said instrument was signed and sealed in behalf of said
corporation by authority of its Board of Directors, and said

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 seal on this,
the day and year first above written.

My Commission expires:

Notary Public in and For

County, *
STATE OF )
)
COUNTY OF )
On this day of , 19 , before me personally appeared
, to me known to be the person described in
and who executed the foregoing instrument, and acknowledged that executed the
same as free act and deed.

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

My Commission expires:

Notary Public in and for

County,
STATE OF )
)
COUNTY OF )
On this day of s 19, before me personally appeared
, to me known to be the person described in and
who executed the foregoing instrument, and acknowledged that executed the

same 8s free act and deed.

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

My Commission expires:

Notary Public in and for
County,

-20-



STATE OF

)
)
)

COUNTY OF

On this day of , 19 , before me personally
appeared , to me known to be the person described
in and who executed the foregoing instrument, and acknowledged that executed

the same as free act and deed.

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

My Commission expires:

Notary Public in and for

County,
STATE OF )
)
COUNTY OF )
On this day of , 19 , before me personally
appeared , to me known to be the person described in

and who executed the foregoing instrument, and acknowledged that executed the
same as free act and deed.

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

My Commission expires:

Notary Public in and for

County,
STATE OF )
)
COUNTY OF )
On this day of , 19 ; before me personally
gppeared , to me known to be the person described in
and who executed the foregoing instrument, and acknowledged that executed the

same as free act and deed.

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

My Commission expires:

Notary Public in and for
County,

-]l =



STATE OF

)
)
)

COUNTY OF

On this day of , 19 , before me personally ap-
peared , to me known to be the person described
in and who executed the foregoing instrument, and acknowledged that executed
the same as free act and deed.

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

My Commission expires:

Notary Public in and for

County,
STATE OF )
)
COUNTY OF )

On this day of , 19 , before me personally ap-
peared » to me known to be the person described in
and who executed the foregoing instrument, and acknowledged that executed
the same as free act and deed,

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

My Commission expires:

Notary Public in and for

County,
STATE OF )
)
COUNTY OF )
On this day of , 19 , before me personally ap-
peared , to me known to be the person described in and
who executed the foregoing instrument, and acknowledged that executed the

same as free act and deed.

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

My Commission expires:

Notary Public in and for
County,
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Tract No.of
G, Description Acres
R-23E , .
1 Lo w/e ¥E/A, su/bh 2ko.00
T-35, R-23E
2 Sec. 1h: 5Z/4 320,00
See. 23: 5o/b
R-22%
3 bec. 13: n/e Wi/4 80.00
7-35, R-23F
L Sec. 11: A11 1280.00
Sec. 12: All
237
5 e, 41 S 959.64
See. 5: Lots 1,2,3,k,
s/2 n/2, s/2
T-3S, R-225 .
o) Sec., 25: 3/2 2568.41

Sec. 20: S/2
Sec. 27: mi/L, M/2 WE/L,
Se/b we/4, ns/b sp/b
Sec. 3hk: R/2
Sec. 35: A1l

EXHIBIT “B"
SCHEDULE SHOWING THE PERCENTAGE AND KIND OF OWNIRSHIP
OF OIL AND GAS INTERESTS IN ALL LAND IN THE MARTIN RANCH
UNIT AGREEMENT, DE BACA AND CHAVES COUNTIES, NEW MEXICO

Serial lo.
And Effective
Date of Lease

Record Owner of
lease or Application

Landowner and
Percent of Royalty

Feme and Percent of
Overriding Royalty

SF-0804T6 U.8.A. - A1l Fugene H. Pipkin
11-1-51

SF-080L4T78 U.S.A, - ALl Tarl G. Levick
2-1-52

51-080530 U.S.4. - A1 Jack D. Vhiteman -~ %
9-1-51 £. H. Pipkin - %
Wi-025221 U.S.A. - Al11 E. F. Murray
9-1-56

M4-025222 U.S.A. - Al E. F. Murray
9-1-56

M-025224 U.S.A. - All Vida V. Murray
9-1-56

Eugene H. Pipkin - 5%

Kone

1.

Jecit D, Vhitemarn - 2%
E. H. Pipkin - 2.7

lone

None

Yorking Interest
And Percent

Pan Americen - ALl1L

FTarl G. Levick - £11

ran American - A1

Pan American - A£11

Pan fmerican ~ All

Pan fmerican - A11



-2 -

Serial No.

oot Jo.of And Effective Landovner and Fecord Cwner of Neme and Percent of Yorking Interest
10, Description Acres Date of Lease Percent of Royalty Leasc or Application Overriding Royalty and Percent '
Federal Lands
6 T-L3, R-22E
(Contd.)3ec. 1: Lots 1,2,3,4,
s/2 ufe
a-rm; R-231
Sec. b: Lots 3,4,5,6,7,
se/b i/, £/2 svjb
T35, R-23h
7 Sec. 2: Lots 3,4,8/2 Wi/h, 2555.48 Ni1-025225 U.S.A. - A1 Vida V. Murray Ione Pon fmericon - £11
w/e su/u, MB/L SW/h, 9-1-56
Wil 8% \:
Sec. T: Lots 3,4,3/2 ov/k,
ey
gee. 81 gu/h
Zee. 9t BL/4
See.10: Su/i
NIsIcPR IS 2
sec AT Ja
tec 18: Lots 1,2,B/2 W/,
A.C\t.
Sec.2l: ,a\m wi/k, SE/k wu/h,
t\n nl\k
Sec.22: I/2, L/2 Sn/k
Sec.28: B4 10 /4
O 2405.55 Mi-025227 U.3.A. - A11 Vida V. lMwrray Lione Pen fnoevicen - CFT
82/l 9-1-55
TE/b




Trect Ho. of
Iio. Desecription Acres
Federal Lands
T-33, R-22E
9 Sec. 1: Lots 3, 4, s/2 mu/h, 1799.85
1/2 8/2
Sec. 12: WW/k, zsmr sw /b,
S/l TWE
Sec. 13: se/b ne/lL, w/2 s/2
Sec. 22: §/2
Sec. 23: W/, N/2 su/h,
%/2 NE/4, SE/4 NE/k,
rs/4 SE/b
Sec. 2k: /2 1/2
Sec. 25: N/2 K/f2
T-335, R-23Z
10 Sec. 20: SW/k ww/bk, w/2 su/h 2Lok,06
Sec. 27: S/2, s/2 Nf2, m/4 wd/k
Sec. 28: Nz/b SE/A, w/2 su/b
Sec. 29: /2 NE/4, NE/4 107/4,
sa/b wi/h, Wi/ osu/h
Sec. 30: Lot 1, NE/b mw/h,
FE/4 sw/h, w/2 SE/L
Sec. 31: bowm 2, 3, 4, E/2 su/k,
SE
Sec. 32: Wa/h, N/2 SE/b
Sec. 33: %W/2 mi/h, B/2 Sg/h
See. 34: s/2 N/2, s/2
T-43, R-225
11 Sec, 12: L/2 si/k 120.00

T-33, R-23E
sec. 33: Su/h N3/

Serial HNo.
And Effective
Date of Lease

Landowner and
Percent of Royalty

Record Owner of
Lease or Application

Name and Percent of
Overriding Royalty

Working Interest
And Percent

114-025228
9-1-56

1MM-025229
3-1-58

N4-036871
8-27-57

U.S.A. - A1l

U.S.A. - A1

UsS.A. - Al

Vida V. Hurray

Vida V. Murray

Hoover H. Wright

None

None

None

Pan American
All

Pan fmericean
A1l

Pan Ameri-
AL



Serial FNo.
Tract Ho. of And Effective Landovner and Record Owner of Name and Percent of Vorking Intercst
0. Description Acres Date of Lease Percent of Royalty Lease or Application Overriding Royalty And Percent

Federal Lands

T-33, R-23E
12 Sec. 10: SE/4, SE/k Wi /4 200.00 MH4-036872 U.S.A. - A1l Hoover H. Wright None Pan American
5-1-58 : A1l

Total Federal Acreage: 14,932.99 acres, or 42.4318¢% of Unit Area.

State Lands

T-32, R-220

Sty o o ’
13 Sec. 36: ou/b sp/h 40.00 0G-3873 State of New Mexico I. F. Luke and None m,or
6-3-58 A1l H. A. Luke . A
T-33, R-228
14 Sec. 30: /4 SE/M Lo.o0 E-L4986-24 Stete of New Mexico E. F. Luke and None e
2-7-51 All H. A. Luke ) . A
A, R. Iruns and AL
Vera Irene Bruns Ver
T-33, R~22% ,
15 Sec. 30: Lw/b /b 40.00 E-5T787-9 State of New lexico Joe H. King and None Joe . Iing
11-19-51 A1l Maisie T. Uaters 5077
Mailsie 4. oL
: WO..‘“
T-3S, R-22E
16 Sec. 36: oW/b 1w/b L0.00 E-5787-10 State of New Mexico Elizabeth Newman lione Elizebeth s
11-19-51 A1l A1

LS, D220
—2 L
17 3ec., 2: Lots 1, 2, 3, k4, 480.68 0G-294 Staete of ljew Mexico Pan Americen Hone Pan /moricon

8/2 n/2, su/4 10-18-55 M1 £21



Sec. 30: o&/b NE/b

Sec. 16: ILW/h SE/4

Sec. 30: Su/k se/h

2/

SE/L

. 36: Su/h su/h

Tract
o, Description
18 T-35, R-223
T-35, R-23C
19
T-35, R-220
20
1-33, R-234
21 Gec. 16: SE/h S
T-35, R-23Z
22 Sec. 16: nn/h
T-35, R-228
Lm0, mech
23 Sec
T-35, R-230
oL

Sec. 2: oe/l su/h, £/2 Sg/h,

S/ SE/h
Sec.16: I/2, oSu/b
Sec.32: SW/b SE/L

FNo. of
Acres

40,00

40.00

40,00

Lo.00

40,00

Lo.00

680.00

Serial No.
And EBffective
Date of lLease

Landowner and
Percent of Royalty

Record Owner of
Lease or Application

Neme and Percent of
Overriding Royalty

Working Hbmmwmmd
And_ Percent

0G-302-9
10-18-56

0G-302-3
10-18-56

0G-302-4
10-18-56

0G-302-5
10-18-56

0G=302-6
10-18-56

0G-302-7
10-18-56

0G-1148
7-11-57

State of New Mexico

State of New Mexico

A1}

State of New Mexico

State of Hew Mexico

State of Ilew Mexico

State of New Mexico

State of New Mexico

Pan Americen
Williem M. Corcoran
Luther ﬂ. Barker

L. C. Ieath

Thomas R. Stevens
Alice I. Mague

Farl G. Levick

None

None

None

None

None

None

None

Pan Americen
A1l

William M. Corcoran
All

Luther H. Darier
ALl

L. C. Leatn
All

Alice I. liague
Al

arl G. Levick
L\/luwl H



fract

T Deceription
State Lands
7-35, LR-233

25 Sec. 3 S/, SEfl SE/hL
Tl vl O\;

) .rlb...vm nﬂlP,.\
25 Sec. 30:  H/2 mm/b
7

Toted State Acreage:

2160.08, or

Iio. of
IMcres

200.00

80.00

32C.00

$.1395

5 of Unit

Serial Tio.
And Iffective

t
[0
1

Landovmer and

Record Qwner of

Name and Percent of

Working Interest

Date of lLease Percent of Royalty  Lease or Application Overriding Royaltiy fird Percent
0G~11hg State of Hew Mexico Earl G. Levick one Barl G. Levicik
T-11-57 AL All

03-1334 State of llew iMexico Pan American HNone Pan Americeon
9-19-57 AL ALL

oG-~24 3L State of liew iexico Pan American lione Pan faerico
r-wq-mo A AX1

Arca.



lract Lo. of
0. Description Acres
Peiented Lands
=38, R-22k
25 Sec. 1: Lots 1, 2, s/2 ug/h 871.78
T-35, R-238
bec. 5: Lot 3, SE/b /L
Sec. ©6: Lots 1, 2, 6, 7
s/2 NE/, E/2 3W/4, SE/A
Sec. 71 Ha/h
T-35, R-224
29 Sec. 12: /2 W&/4, sE/4 NE/L, 600.00
i/2 sg/b, wE/lh oSu/h,
s/z s/t
Sec. 13: /4, W/2 Ng/h,
JER YL
©=33, R-22%
30 Boe. 1: 5/2 8/2 1393.01
See. 12: §/2 sp/b
1-33, DR-23E
bec. 3: o/2 sz/i, mje sufh
Seco  5: Lot b, sw/b i/
Sec. 7: Lots 1, 2, B/2 /i
Sec. 8: Inif2
See. 9: /2 1m/4, /L
Gee. 10: mifh /b, wm/b
31 /2 i/ 80.00

ixpiration
Date of lease

record Owner
Of Iease

Landovwner and
Percent of Royalty

8-23-67

8-23-67

h-17-67

5-20-67

We M. Key - All Pan American

We M. Key - All Pan American

H. J. Sechroers 1/8 D. F. Yilson
H. E. Rorschach 1/4
R. E. Hermes 1/24

B. J. Hermes 1/16
Louise Whittlesey 1/16
8. A, Smith 3/212
R. R. Kirchner 10/02

John G. Phillips 10/212

Illame and Percent of
Overriding Royalty

Working Interest
And Percent

lione

Iione

Hone

one

Pan Americen
£11

Pan fmericon
A1l

D. 7. Vilson

A1L



Tract No. of Expirstion Landowner and Record Owner lNeme and Percent of VWorking Interest
19, Description Acres Date of Lease Percent of Royalty  Of Lease Overriding Roysalty And Percent

Patented Lands

l.\:bm ﬂlmu.j

32 (1) BSec. 19: ts 1, 2, E/2 Wi/k 157.45 5-22-67 P. Carter -50% Pan American None , Pan American
(2) 5-22-07 P. Carter, Jr.-25% Pan American None A1
(3) 5.22-67 A. Carter -25% Pan American None
T-L3, R-231 : .
33 Sec. 6: Lots 1, 2, 5/2 NE/bL, 479,82 5-14-67 Sacra Reanch Co.-All Pan American None Pan American
SE /U A1
Sec. T: IE/4
T-33, m 23F,
3k Sec. 3 m:\r SW r 160.00 5-22-67 D. P. Killgo - A1l Pan American None Pan American
Sec. b 2 sg/h, 4 sE/h All
35 160.00 . 5-24.67 C. L. Holt - A1l Pan American lone Pan American
All
36 3 38.73 6-11-67 R. M. DeQOliviera Pan American None Pan American
All All
T-33, R=-23u
27 Sec. 1: Lot 1, S/2 Ng/k . 830,14 5-10-67 J. D. Shirley Pan American None Pan American
Sec. 3: Lots 3, 4, sw/k wmi/L, A1l A1l

W/ su/h, su/b we/h,
W/2 ST wp\:
e/ SE/4 :r\r

Sec. 1k: W/, s/2 NE/4

Sec. 23: Im/L4, B/2 W/4



LTasT lo. of
o, Description Acres
Fetented Lands
. ) Ve35, R-23%
56 (1) see. 1@ g/2 320.00
(2)
R=221
r 13: O\m 5/2 5199.62
22 \P
23 z\m 5/2, wi/s sifh,
S/l T/

/e u/z, s/2

sec. 250 B/2 IL/2

dec. 20y w/2
sec. 27: ©i/k, s/2 si/h,
su/b we/b

17/ 8L /b,
sec. 34: o 5/2

S /s
/2

Lot 4, E/2 swu/k
see. 19: BU/L qr\
5 1s/h, 5/2 SE/4, B/2 Sufh,

b\E.Hgﬂ\L
b , W/e su/h,

, v
dec. 223
Lec. 27
] -
WEC . UOn

Expiration
Date of Lease

5-10-67

Unleased

5-10-07

Lendowner and
Percent of Royalty

Record Cvmer
Of lLease

J. D. Shirley
33.33.
H. M. Hart

66.0T %

Stinson Martin
£11

Pan American

Pan American

Ilame and Percent of
Overriding Royalily

Tnteres?

Working
And Perc

lione

Mone

Pon Awmericon
11



Tract o. of
Ho. Description Acres
Patented Lands
T-35, R-23E
39 (1) Sec. 31: S/2 NE/4, SE/4 1wW/b
CON'D. Sec. 32: N/k4
Sec. 28: /2 NE/M4
Sec. 29: Su/b sw/k, NW/b zsmf
Sec. 33: E/2 W/4, Wi/4 su/fh,
E/2 Si/4, W/2 SE
T-33, R-23C
39A(1) Sec. 28: SW/4 NE SE/b M /k 960.00
v/2 zz\mw~z\m SE/L, ’
(2) E/2 SW/b
'~ Sec. 29: S/2 ne/k, SE/4 ni/L,
SE/k, E/2 SW/L
Sec. 33: E/2 NE/4, NW/L NE/L
Sec. 3h4: N/2 N/2
T-35, R-23F
39B(1) Sec. 28: SE/L SE/4 Lo.oo
(2)
T-45, R-22E
Lo(1) Sec. 1: §/2 1845.05

Sec. 2: SE/4
Sec. 3: E/2 SE/b
Sec. 11: All
Sec. 12: Nf2
Sec. 13: Su/h

T-45, R-23E

Sec. 7: Lots 11, 2, Ef2 /b

- 10 -

Landowner and
Percent of Royalty

Expiration
Date of Lease

Record Owner
of Lease

5-10-67 Stinson Martin
50%

9-10-67 S. J. Blythe Est.
50%

9-10-67 S. J. Blythe Est.
50%

T-14-68 Stinson Martin
50%

5-10-67 Sterling Martin

Al

Pan American

Pan American

Pan American

Pan American

Pan American

Neme and Percent of
Overriding Royalty

Working Interest
And Percent

None

None

lNone

None

None

Pan American
211

Pan American
All

Pan American
All

2, 3, 4,

2, 3, k4,

L, s/2 w/b
mu s/2 NE/4

L4 SE/h

NE/M N/,
L

To. of
Acres

wmo..ﬂm

320.00

120.00

320.00

320.81

20.00

160.92

Expirati
Date of

5-10-67
T-26-67

5-10-67
T-23-67

5-10-67

5-14-67
8-26-67

8-7-67

Unleased

8-20-67

8-9-67



Tract No. of Expiration Landowner and Record Owner Name and Percent of Working Interest
I'o.  Description Acres Date of Lease Percent of Royalty Of Lease Overriding Royalty And Percent

Patented lLands

T-lis, R-222

Loa(l) Seec. 3: Lots 1, 2, 3, L, 320.76 5-10-67 Sterling Martin Pan American None Pan American
s/2 n/2 50% : A1l
(2) T-26-67 H. H. Clausing Pan American None
50%
T-45, R-22E
40B(1) Sec. 15: 5/2 320.00 5-10-67 Sterling Martin Pan American None Pan fmerican
50% A1l
(2) 7-23-67 J. H. Prater Pan American None
50%
~33, R-23E _
Ly Sec., 22: §/2 SE/b 120.00 5-10-67 J. W. Killgo Pan American None Pan Americean
Sec. 23: NW/L su/b ALl A1l
T-43, R-238
42(1) Sec. L: ts 1, 2, 3, k, 320,00 . 5<14-67 Sacra Ranch Pan American None Pan American
5/2 nj2 50% . ALl
(2) 8-26-67 Ida V. Fenton

C. W. Fenton, Jr.
Iela L. Vans Ivers

T-35, R-23E 50%
L3(1) Sec. 1: Tots 3, 4, s/2 Wi/k 320.81 8-7-67 B. G. Stevens Pan American None Pan American
Sec. 2: Lots 1, 2, S/2 NE/4 50% : 50%
(2) . . Unleased Clyde Fifer
504%
T-3S, R-23E
Ly Sec. 19: TIi/2 ¥B/b SE/4 20.00 8-20-67 J. E. Fuller Pan American None Pan American
A1l _ A1l

T-35, R-23%
—tn2 L T .
Ls Sec. 31: Lot 1, Ne/k NW/L, 160.92 8-9-67 C. W. Boyd BEstate Pan American lone Pan American
/2 ws/b A1l All



- 12 -

Trect o. of Expiration Landowvner and Record Name and Percent of VWorking Interest
1o, Description Acres Date of Lease Percent of Royalty Owner of Lesse Overriding Royvelty £nd Percent

Patented Lands

T-43, R-22%
L5 Sec. 13: o/k4 160.00 7-29-67 C. L. Landrum Pan American lone Pan American
Al A1l
T-45, R-22E ‘
L7(1) Bee. 3: Gifh 160.00 7-26-67 W. H. Womack Pan American Kone Pan American
25% 4 A1
(2) 1-17-68 H. P. Key Pan American None
37.50%
(3) 1-23-68 H, E. Andrews Pan American Kone
37.50%
7-35, R-23F
48(1) Sec. k: ow/k, NW/b SE/4 200.00 5-23-67 M Osage Co-0Op. Pan fmerican lone Pan Amcricen
Roy. 37.50% 505
(2) 6-11-67 C. R. Nixon Pan American Jone
‘ 2.08334%
(3) 6-26-67 Joe Patterson Pan American lione
2.0833h4
(%) 6-26-67 L. P. Sheets Pan American None
. 2,08334%
(5) 6-26-67 W. W. Patterson Pan American Hone
2.08334% ;
(&) T 8-27-67 L. ¥W. Hildt, Pen Americen lione

Angelina Hildt,
Julia E. Hildt

4, 166674
(7) Unleased G. D. Hess
25.00%
(8) Unleased L. L. Beadle
25.00%
1-33, R-23EF
Sec. 19: In/b 160.00 6-1L-67 Lee C.rter Pan American one Pes fmesian.

Alr Sl



Tract
llo. Description
Patented Lands
T-3S, R-23E
50A(1) Sec. L: Lots 1, 2, 3, k4,
S/2 W/
Seey 5: Lots 1, 2,
S/2 NE/4, SB/b
(2)
T-35, R-23E
50B(1) Sec. Lk: S/2 NE/4
(2)
T-3S, R-23E
50C(1) Sec. 5: Si/b
(2)
T-3S, R-23E
51 Sec, 1: Lot 2
T-3S, R-23E
52 Sec. 3: Lots 1, 2, sE/4 wi/h
Sec. 10: IE/4 nW/L
T-3S, R-23F
53 Sec. 3: SE/4 SE/4 NE/
See. 19: SE/b Si/h,
s/2 NE/4+ SE/4
T-33, R-23E
54(1) See., 3: N/2 sE/4
(2)
(3)

No. of Expiration
Acres Date of Lease
560.78 5-22-57
T-15-67
80.00 7-15-67
6-27-67
160.00 T-15-67
8-23.67
ko.11 Unleased
160.22 Unleased
70.00 Unleased
80.00 Unleased
Unleased
Unleased

- 13 -

Landowner and
Percent of Royalty

Record Owner
0f Lease

D. P. Killgo
50%

Grace Cole
50%

Grace Cole
50%

D. P, Killgo
50%

Grace Cole
50%
W. M. Key
50%

Lloyd Wright
A1l

Je« K. Dunlap Estate

C. A. Jones

Povwhatan Carter, Jr.
25.00%

Anderson Carter
25.00%

P. Carter

50.00%

Pan Amerdican

Pan American

Pan American

Pan American

Pan American

Pan American

lame and Percent of
Overriding Royalty

Working Interest
And Percent

None

None

None

None

None

None

Pan American
All

Pan American
All

Pan American
Al



Iots 3, 4, E/2 su/b

Tract
Iio., Description
Patented Lands
55
56
T-38, R-23E
57(1) BSec. 15: &/2 1mi/4
(2)
-39, R-238
58(1) Sec. 15: V/2 NE/h
(2)
T-35, R-23E
59(1) GSec. 15: u/2 NE/M
(2)
(3)
T-35, R-23E
GO Sec. 17: SW/kh
T-3S, R-23E
61 Sec. 19:
T-35, R-238
2 Sec. 19:

/b so/h

No. of
Acres

150.57

80.00

80.00

86.00

80.00

160.00

158.67

Lo.00

Expiration
Date of Lease

- 14 -

Lazndowner and
Percent of Royalty

Record Owner
Of Lease

1-9-68

Unleased

Unleased

Unleased

Unleased

Unleased

Unleased
Unleased
1-16-68

2-28-68

2-11-68

Unleased

B. G. Williams Est. Pan American
All

W. D. Hudson

A1l

W. D. Hudson

50.00%

B. G. Jay

50,007%

W. D. Hudson

75%

L. C. Scott

25%

W. D. Hudson

25¢%

E. G. Jay

50%

C. W. Rogers Pan American
25%

D. F. Reid Pan American
All

L. H. McKnight Pan American
All

W. Crane

A1l

Name and Percent of
Overriding Royalty

Workinz Interes

And Percent

.
w

lNone

lNone

ione

None

Pan American
All

Pan funericoin

25

Pan Amcricon

ALl

Pan finericou

ALL



TIrect
o, Description
Patented Lands
T-33, R-23E
63(1) Sec. 21: Nu/4, N/2 SE/L,
SW/4 SE/4
(2). Sec. 28: wi/b NE/4
(3)
()
_ T-3S, R-23%
6l Sec. 23: n&/L sw/h
65 Sec. 23: s/2 si/k
T-38, R-23E
66 Sec. 33: oW/b sw/b
T-43, R-22%
67 Sec. 3: W/2 SE/4
»
1-35, R-23n
€8 Sec. 20: u/2 mi/4, N/2 SE/b

No. of
Acres

320.00

40.00

80.00

40.00

80.00

160.00

Expiration
Date of Iease

Unleased

Unleased

Unleased

Unleased

2-10-68

Unleased

8-26-67

2-20-68

Unleased

Total Patented Lands 18,099.2L4 Acres, or 51.428T7/of Unit Area.

- 15 -

Landowner and

Percent of Royalty

Record Owmer
Of lease

Blanche Trigg
T5%

Orville O. Glenn

3.125%

Cleo F. Dickson and
Rena F. CGlenn - 3.125%
Mary Ida Lansdell ’

9.375%

Theresa M. Lansdell

9.375%

Buck Thompson
A1l

Pan American

Hal Bogle, Trustee

A1l

Jda Fenton
50%

James H. Shanor

50%

J. R. Hammons
A1l

Columbus PBrown

Federal Lend
State Land
Patented Land

TOT.

Pan American

Pan American

Total Acres

14,932.99
2,160.68
18,099.2k

35,192.91

Name and Percent of
Overriding Royalty

Working Interest
And Percent

None

None

Percent of Unit

42.4318
6.1395
51.h797

10C.C0007%5

Pan American
All

Pan Americun
Al

Pan Americen
All
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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION
OF THE
MARTIN RANCH UNIT AREA

COUNTIES OF CHAVES AND
DeBACA

STATE OF NEW MEXICO

No.

o - 1989
THIS AGREEMENT, entered into as of the /L/Léﬁay ot A/ , 1958;4

by and between the parties subscribing, ratifying, or consenting hereto, and here-
in referred to as the "parties hereto",
WITNESSETH:

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

WHEREAS, the term,"Working Interest" as used herein shall mean the interest
held in unitized substances or in lands containing unitized substances by virtue of
a lease, operating agreement, fee title, or otherwise, which is chargeable with and
obligated to pay or bear all or & portion of the cost of drilling, developing,pro-
ducing, and operating the land under the unit or cooperative agreement. The right
delegated to Unit Operator as such by this agreement is not to be regarded as a
working interest; and

WHEREAS, the Mineral Leasing Act of February 25, 1920, 41 Stat. 437, as
ahended, 30 U.S.C., Secs. 181 et seq., authorizes Federal lessees and their repre-
sentatives to unite with each other, or jointly or separately with others in col-
lectively adopting and operating a cooperative or unit plen of development or opera-
tion of any oil or gas pool, field, or like ares, or any part thereof for the pur-
pose of more properly conserving the natural resources thereof whenever determined
end certified by the Secretary of the Interior to be necessary or advisable in the
public interest; and

WHEREAS, the Commissioner of Public Lands of the State of New Mexico is
authorized by an Act of the legislature (Sec. 1, Chap. 62, Laws of 1951, Chap. 7,
Art., 11, Sec. 41, N.M. Stat. 1953, Anno.) to consent to or approve this agreement on

behalf of the State of New Mexico, insofar as it covers and includes lands and

¥

{ mineral interests of the State of New Mexico: and
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WHEREAS, the 0il Conservation Commission of the State of New Mexico is
authorized by an Act of the Legislature (Chap. 168, Laws, 1949) to approve this
agreement and the conservation provisions hereof; and

WHEREAS, the parties hereto hold sufficient interests in the Martin Ranch
Unit Area covering the land hereinafter described to give reasonably effective con-
trol of operations therein; and

WEREAS, it is the purpose of the parties hereto to conserve natural re-
sources, prevent waste, and secure other benefits obtainable through development
and operation of the area subject to this agreement under the terms, conditions,

and limitations herein set forth.

NOW, THEREFORE, in consideration of the premises and the promises herein con-

tained, the parties hereto commit to this agreement their respective interest in the

below-defined unit area, and agree severally among themselves as follows:

1. ENABLING ACT AND REGULATIONS. The Mineral Leasing Act of February 25,
1920, as amended, supra, and all valid pertinent regulations, ;ncluding operating
and unit plan regulations, heretofore issued thereunder or valid, pertinent, and
reasonable regulations hereafter issued thereunder are accepted and made a part of
this agreement as to Federal Lands, provided such regulations are not inconsistent
with the terms of this agreement; and as to non-Federal lands, the oil and gas

operating regulations in effect as of the effective date hereof governing drilling

and producing operations, not inconsistent with the terms hereof or the laws of the

State in which the non-Federal land is located, are hereby accepted and made a part
of this agreement.

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

New Mexico Principal Meridian, New Mexico

Township 3 South, Range 22 East

Section 1: ILots 1, 2, 3, L4, s& N, 8% (A11) 639.80
Sections 12 and 13: (All) 1280. 00
Sections 22 to 27 inclusive: (All) 3840.00
Qactdiaong W +to W inclnesive: (A1) 1000 00

=

o ~N O Ww
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16
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Acres

Township 3 South, Range 23 East

Section 1: Tots 1, 2, 3, 4, s& w4, s (A11) 640. 60
Section 2: lLots 1, 2, 3, 4, s3 N4, s (A11) 640.88
Section 3: ILots 1, 2, 3, 4, S5 n&, s (A11) 640,32
Section 4: Iots 1, 2, 3, 4, s& N&, st (A11) 640, Lkt
Section 5: Lots 1, 2, 3, 4, s& N5, sl (A11) 640.56
e O R e DT ™
Y u 2 u i3 M
Section 7: ILots 1, 2, 3, 4, EF W&, BY (A11) 630.60
Sections 8 to 12 inclusive: (A1l) 3200.00
Sections 14 to 17 inclusive: (A1ll) 2560.00
Section 18: Lots 1, 2, 3, 4, EX wh, ES (A11) 635. 32
Section 19: Iots 1, 2, 3, 4, E: wk, EX (Al1) 636.12
Sections 20 to 23 inclusive: (All) 2560.00
Sections 27 to 29 inclusive: (All) 1920. 00
Section 30: Iots 1, 2, 3, &, EX wi, EX (A11) 640,88
Section 31: Iots 1, 2, 3, &, BEX Wi, EX (A11) 645,20
Sections 32 to 34 inclusive: (411) 1920.00
Township 4 South, Range 22 East
Section 1: ILots 1, 2, 3, &, 53 M, si (A11) 640. 40
Section 2: Lots 1, 2, 3, 4, s3 &, 5% (A11) 640. 68
Section 3: Lots 1, 2, 3, 4, s ¥, si (a11) 640.76
Sections 10 to 15 inclusive: (A1ll) 3840, 00
Township 4 South, Range 23 Fast
Section 4: ILots 1, 2, 3, &, s& n&, si (A11) 640.00
Section 5: Iots 1, 2, 3, 4, s& n%, si (a11) 639. 64
Section 6: Iots 1, 2, 3, 4, 5, 6, 7, si nEL,
SEL nwi, EY swi, SEX (A11) 647.83
Section 7: Lots 1, 2, 3, 4, EX Wi, EX (A1l) 650. 60
TOTAL 35,192,901

Exhibit A attached hereto is a map showing the unit area and the bound-
aries and identity of tracts and leases in said area to the extent known to the Unit

Operator. Exhibit B attached hereto is a schedule showing to the extent known to

[the Unit Operator the acreage, percentage, and kind of ownership of oil and gas

v R W
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/- : The above-described unit eres shall when practicable be expended to in-

_____ (&) Unit Operator, on its own motion or on demand of the Director of

interests in all lend in the unit area. lowever, nothing heraein or in onild schedule
or map shall be construed as o representnbion by any porty hereto on to the ownmy-
ship of any 1ﬁterest other than such intereat or 1nﬁerostm as shown in sold map or
gchedule ne owned by such party. Ixhibits A and B shall be reviged by the Unit
Operator whenever changes in the unit srea render such revislon necessary, or when
requested by the 0il and Gas Supervisor, hereinafter referred to as '"Supervisor"

and pot less than six copies of the revised exhibits shall be filed with the Super-
vigsor, and two copies each with the Commissloner of Public Lands of the State of
New Mexico, hereinafter referred to as "Commissioner", and the 0il Conservation Com-
misiigg,,he¥einaftgg referred to as "Commtssion".

»'/-

clude therein any additional trﬁdt or tracts regarded as reasonably necessary or
advisable for the purposes of this agreement, or shall be contracted to exclude landr
not within any participsting area whenever such expsnsion or contraction i8 neces-
sary or advisable to conform with the purposes of this agreement. ‘Such expansion

or contraction shall be effected in the following manner:

the Geological Survey, hereinafter referred to as "Director”, or oh demand of the
Commissloner, after preliminary concurrence by the Director, shall prepare a notice
of proposed expansion or contraction describing the contemplated changes in the
boundaries of the‘unit area, the reasons_therefor, and the proposed effective date
thereof, preferably the first day of a month subsequent to the date of notice.

(b) Said notice shall be delivered to the Supervisor aﬁd thé Commis -
sloner, and copies thereof mailed to the last known address of each working interest
owner, lessee, and lessor whoge interests areiaffected; advising that 30 days will
be allowed for submission to the Unit Operstor of any dbjéctions.

(c) Upon expiration of the 30-day period provided in the preceding
item (b) hereof, Unit Operator shall file with the Supervisor and the Commissioner
evidence of mailing of the notice of expansion or conﬁracfion and & copy of any
objections thereto whilch have been filed with the Unit Operator, together with aﬁ
application in sufiicient number, for approval of such expansion or contraction
and with approprinte Joindefs.

,(d) After due conslderation of all pertinent information, the expansion

e
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- first initial perticipating sarea estabiished under this unit sgreement, shall be

or contraction shall, upon approval by the Director and the Comaluanloncr, bhocome

effective ms of the date prescribed jun the notice thereof,

(e) All legnl subdivistons of vnitized lends (L.e., M0 acres by Govern-|:

ment survey or its nearcst lot or traect cquivalent in instoncen of irrepulor nuvr-
veys,.however, unusually large lots or tracta shall be considered in multiples of
40 acres, or the nearest aliquot equivalent thereof, for the purpose of elimination

under this subsection), no parts of which are entitled to be in a participating arca

within 5 years after the first day of the month following the effective date of the

eliminated automatically from thils agreement, effective as of the first dsy there-
after, and such lands shall no longer be a part of the unit ares and shall no long-
er be subject to this agreementé unleas at the expiration of ssid 5-year perilod
diligent drilling operations are in progress on unitized lands not entitled to'parti-
cipation, in which event all such lands shall remain subject hereto for‘so long as
such drilling operations are continued diligently, with not more than 90 days' timé
elapsing between the completion of one such well and the commencement of the next
such well, except that the time allowed between such wells shall not expire earlier
than 30 days after the expiration of any period of time during whiqh drilling operso-
tions are prevgnted by & matter beyond the reasonable control of unit operator as
set forth in the section hereof entitled "Unavoidable Delay"; provided that all
legal subdivisions of lands not 1n a participating area and not entitled to become
participating under the applicable provisions of this agreement within 10 years
after sald first day of the month following the effective date of said first initial
participating area shall be elimineted as above specified. Determination of credit-
able "Unavoidable Delsy" time shall be made by unit operatér and subject to approv-
a8l of the Director and the Commissioner. The unit opera£or shall, within 90 days
after the effective date of any elimination hereunder, describe the area so elimi-
nated to the satisfaction of the Director and the Commissioner, and promptly notify
all parties in intereat.

If conditions warrsant extension of the 10-year period sﬁecified in this
gubsection 2(e), & single extension of not to exceed 2 years may be accomplished by
consent of the ovmers of 90% of the current unitized working interests ond 60% of

the current unitized basic royalty intercsts (exclusi#e of the basic royalty

o
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intercsta of the United States and the Gtate of Now Mexico), on n bLokal-nonpartiel-
pating-acrecage basis, respectively, with spproval of the Director and the Commis-

sloner, provided such extension application 1s submitted to the Director nnd the

" Commissioner not later than 60 days prior to the expiration of said JO-year period.

Any expansion of the unlt area pursuant to this section which cmbracond
lands theretofore eliminated pursuant to this subsection 2(e) shall not be conslder-

ed automatic commitment or recommitment of such lands.

3. UNITIZED LAND AND UNITIZED SUBSTANCES. All lend committed to this mprec

.ment shall constitute land referred to herein as '"unitized land" or "land subject

to this agreement". All oil and gas in any and all formations of the unitized lan”
are unitized under the terms of this agreement and herein are called "unitized sub-
stances".

4, UNIT OPERATOR. Pan American Petroleum Corporation is hereby designated

as Unit Operator and by signature hereto ag Unlt Operator agrees and consents to ac-

cept the duties and obligations of Unit Operator for the discovery, development, enit] 1

production of unitized substances as herein provided. Whenever reference is made
hefein to the Unilt Operator, such reference means the Unit Operstor acting in that
capacity and not as an owner of interest in unitized substances, and the term "woilk-
ing interest owner" when used herein shall include or refer to Unit Operator as the
owner of & working interest when such an interest is owned by it.

5. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall have the
right to resign at any time prior to the establishment of a participating area or
areas heréunder, but such resignation shall not become effective so as to release
Unit Operator from the duties and obligations of Unilt Operstor and terminate Unit
Operator's rights as such for a period of 6 months after notice of intention to
resign has been served by Unit Operator on all working interest owners and the
Director and the Commissioner, and untill all wells then drilled hereunder are plac-
ed in a satisfactory condition for suspension or abandohment whichever is required
by the Supervisor and the Commissioner, and unless a new Unit Operator shall have
reen naelected snd ppproved snd uhull‘have taken over and_assumed the duties and
obligations of Unit Operator prior to the expiration of said period.

Unit Operator shell have the right to resign in like manner and subject

to like limitations as abouve provided at any time a participating area established
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hereunder is in exlstence, but, In all instonceo of resignation or removal, until o
puccessor unilt operabor is sclected ond approved as herelnafter provided, the work-
ing interest owvners shell be Jolntly responsible for performonce 6f the dutlen of
unit operator, and shall not later than 30 days before such resignation or removal
becomes effective sppoint o common agent to represent them in any action to be token
hereunder.

The resignation of Unit Operator shall not release Unit Operator from
any liability for sny default by it hereunder occurring prior to the effectlve date
of its resignation.

The Unit Operator may, upon default or faillure in the performence of ita
duties or obligaotilons héreunder; be subject to remo#al by the same percentoge vote
of the owners of working intcroéts determined in like manner as herein provided for
the selection of a now Unit Operator. Such removel shell be effective upon notlce
thereof to the Dircctor ond the Commdissloner.

The reslgootion or removel of Unlt Oporator under this sgreement shall
not terminote itn ricght, title or intorest on the owner of a.wurkina interest or
other intercot in unitized cubstoncen, bub upon the resignotion or removal of Unit
Operator beoontlng effective, cueh Unit Oporotor ghall deliver posscsslon of nll’
equipment, motordals, ond nyyuétenaucou used in conducting the unit opcrationg and
ovned by the workidng dnberast ownero to the now duly quolified succemsor Undt Operaw
tor or to tho owancrs thorcof 1 no cuch new Unlt Oporotor is elected, fo be used for
the purpose of conducting unli operotlons horcimdor.  Nothing heroin shall be cone
gtrued on outhorising rowovel of poy wateriol, equipnent cnd pppurbontneey neaded
for the proocevotion of cuy wolls.

6. SUCCRCOOR UL O1aARoR,  Whenoever the Undt Operotor shall tendor his or
1o resignotlon oo Unlt Opovotor or plall be removed os horednobove provided, the
ovners of the working doteiroba dn tho porilelpobing aron or areos occording to
thelr reuspectlve serooge dnbowcsts In such portlelpoting oren or oreus, or, until
a participating aren shnll bhove boon cotoblished, thm‘owncra of’ the working in-
toereoty nccorddng o thole veapectlive cervcoege Intercots in ml& unitized lend, shall.
by majority vote scleet o cuecunsor Ualb Operotor: Provided, That, 1f a majority
but less then T por ccab ol the vorking latereots qualified to vobte are owmed by

onc porly to thls covoomeat, o concoreslng vobe of one or more odditlonnl working
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interest owners shall be required to select a new operator. Such selection shall
not become effective until

(a) & Unit Operator so selected shsll accept in writing the duties and
responsibilities of Unit Operator, and

(b) the selection shall have been approved by the Director and the
Commissioner. If no successor Unit Operator is selected and qualified as herein
provided, the Director and the Commissioner at their election may declare this unit
agreement terminated.

7. ACCOUNTING PROVISIONS AND UNIT OPERATING AGREEMENT, TIf the Unit Opera-
tor is not the sole owner of working interests, costs and expenses incurred by Unit
Operator in conducting unit operations hereunder shall be paid and apportioned among
and borne by the owners of working interests, all in accordance with the agreement
or agreements entered into by and between the Unit Operstor and the owners of work-
ing interests, whether one or more, separately or collectively. Any egreement or
agreements entered into between the working interest owners and the Unit Operator
as provided in this section, whether one or more, are herein referred to as the "unit

it

operating agreement. Such unit opersting sgreement shall also provide the manner
in which the working interest owners shall be entitled to receive their respective
proportionate and allocated share of the benefits accruing hereto in conformity with
their underlying operating agreements, leases, or other independent contrachts, and
such other rights and obligations as between Unit Operator and the working interest
owhers as may be agreed upon by Unit Operator and the working interest owners; how-
ever, no such unit operating agreement shall be deemed either to modify any of the
terms and conditions of this unit asgreement or to relieve the Unit Operator of any
right or obligation established under this unit agreement, and in case of any in-
consistency or conflict between the unit agreement and the unit operating agreement,
this unit agreement shall prevail. Three true copies of any unit operating agree-
ment executed pursuant to this section should be filed with the Supervisor and two
true copies with the Commissioner, prior to approval of this unit agreement.

8. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR. Except as otherwise specifi-

cally provided herein, the exclusive right, privilege, and duty of exercising any and

all rights of the parties hereto which are necessary or convenient for prospecting
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hereby delegated to and shall be exercised by the Unit Operator as herein provided.

Acceptable evidence of title to said rights shall be deposited with said Unit Opera-
tor and, together with this esgreement, shall constitute and define the rights, pri-
vileges, and obligations of Unit Operator. Nothing herein, however, shsll be con-

strued to transfer title to any land or to any lease or opereting agreement, it be-
ing 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 here-

to only for the purposes herein specified.

9. DRILLING TO DISCOVERY. Within six (6) months after the effective date
hereof, the Unit Operator shall begin to drill an adequate test well at & location
approved by the Supervisor, if such location is upon lands of the United States,
and if upon State or Patented lands, such location shall be approved by the Commis-
sion and the Commissioner, unless on such effective date a well is being drilled con-
formebly with the terms hereof, and thereafter continue such drilling diligently un-
+il the entire Pennsylivanian System has been tested or until at a lesser depth uniti-
zed substances shall be discovered which can be produced in paying quantities (to-
wit: quantities sufficient to repsy the costs of drilling, end producing operations,
with a reassonable profit) or the Unit Operator shall at any time establish to the
satigfaction of the Super;isor as to wells on Federal lands, or the Commission and
the Commissioner as to wells on State lands or Patented lands, that further drill-
ing of said well would be unwarranted or impracticable, provided, however, that the
Unit Operator shall not in any event be required to drill said well to a depth in
excess of 5500 feet. Until the discovery of & deposit of unitized substances cap-
able of being produced in paying quantities, the Unit Operator shall continue drill-
ing diligently one well at a time, allowing not more than 6 months between the com-
pletion of one well and the beginning of the next well, until a well capable}of pro-
ducing unitized substances in paying quantities is completed to the satisfaction
of said Supervisor, the Commission and the Commissioner, or until it is reasonably
proved that the Unitized land is incapable of producing unitized substances in pay-

ing quantities in the formations drilled hereunder. WNothing in this section shall be
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deemed to limit the right of the Unit Operator to resign as provided in Section 5
hereof, or as requiring Unit Operator to commence or continue any drilling during
the period pending such resignation becoming effective in order to comply with the
requirements of this section. The Director and Commissioner may modify the drill-
ing requirements of this section by granting reasonable extensions of time when,
in their opinion, such action is warranted.

Upon failure to comply with the drilling provisions of this section, the
Director and Commissioner may, after reasonable notice to the Unit Operator, and
each working interest owner, lessee, and lessor at their last known addresses, de-

clare this unit agreement terminated.

10. PILAN OF FURTHER DEVELOPMENT AND OPERATION; Within 6 months after com-
pletion of a well capable of producing unitized substances in paying quantities,‘the
Unit Operator shall submit for the approval of the Supervisor, the Commissioner and
the Commission an acceptable plan of development and operation for the unitized land
which, when approved by the Supervisor, the Commigsioner ana the Commission, shall
constitute the further drilling and operating obligations of the Unit Operator under
this agreement for the period specified therein. Thereafter, from time to time be-~
fore the expiration of any existing plan, the Unit Operator shall submit for the ap-
proval of the Supervisor, the Commissioner and the Commission & plan for an additiona
al specified period for the development and operation of the unitized land. Any
plan submitted pursuant to this section shall provide for the exploration of the
unitized area and for the diligent drilling necessary for determination of the area
or areas thereof cepable of producing unitized substances in paying quantities in
each and every productive formation and shall be as compleﬁe and adequate as the
Supervisor, the Commissioner and the Commission may determine to be necessary for
timely development and proper conservation of the oil and gas resources of the
unitized area and shall:

(a) specify the number and locations of any welis to be dfiliéd and v

the proposed order and time for such drilling; and
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(b) to the extent practicable specify the operating practices regard-
ed as necessary and advisable for propertconservation of natural re-
sources, Separate plans may be submitted for separate productive zones,
subject to the approval of the Supervisor, the Commissioner and the Com-
mission, Sald plan or plans shall be modified or supplemented when
necessary to meet changed conditions or to protect the interests of all
parties to this agreement. Reasonable diligence shall be exercised in
complying with the obligations of the approved plan of development. The
Supervisor and the Commissioner are authorized to grant a reasonable ex-
tension of the 6—month.period herein prescribed for submission of an
initial plan of deveiopment vhere such action is justified because of
unusual conditions'or circumstences. After completion hereunder of a
well capable of producing any unitized substance in paying quantities,
no further wells, except such as may be necessary to afford protection
against operations not under this agreement or such as may be specifi-
cally approved by the Supervisor and the Commissioner, shall be drilled
except in accordance with a plan of development approved as herein pro-

vided.

N

10

11

11. PARTICIPATION AFTER DISCOVERY. Upon completion of a well capable of pro{l9

ducing unltized substances in paying quantities or as soon thereafter as required by
the Supervisor and the Commissioner, the Unit Operator shall submit for approval by

the Director, the Commissiomer and the Commission a schedule, based on subdivisions

of the public-land survey or aliquot parts thereof, of all unitized land then regard-

ed as reasonably proved to be productlve of unitized substances in paying quantities;

all lands in sald schedule on approval of the Director, the Commissioner and the Com-

mission to constitute a participating area, effectlve as of the date of completion of
such well or the efiective date of the j;nit agreement, whichever is later. Said
schedule also shall set forth the percentage of unitized substances to be alloéated

as herein provid.d to cach unitized tract in the participating area so established,
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and shall govern the allocation of production from and after the date the participat-
ing area becomes effective. A separate participating area shall be established in
like manner for each separate pool or deposit of unitized substances or for any
group thereof produced as a single pool or zone, and any two or more participating
areas so established may be combined into one with the consent of the owners of all
working interests in the lands within the perticipating areas so to be.combined, on
approval of the Director, the Commissioner and the Commission. The participating
area or areas so established shall be revised from time to time, subject to like ap-
proval, whenever such action appears proper as a result of further drilling opera-
tions or otherwise, to include additional land then regarded as reasonsbly proved to
be productive in paying quantities, or to exclude land then regarded as reasonably
proved not to be productive in paying quantities and the percentage of sllocation
shall also be revised accordingly. The evvective date of any revision shsall be the
first of the month in which is obtained the knbwledge or information on which such
revision is predicated, provided, however, that a more appropriate effective date
may be used if justified by the Unit Operator and approved by the Director, the Com-
mission and the Commissioner. No land shall be excluded from a participating ares
on account of depletion of the unitized substances.

It is the intent of this section that a participating area shall repre-
sent the area known or reasonably estimgted to be productive in paying quantities;
but, regerdless of any revision of the participating area, nothing herein contained
shall be construed as requiring any retroactive adjustment for production obtained
prior to the effective date of the revision of the participating area.

In the absence of agreement at any time between the Unit Operator and
the Director, the Commissioner and the Commission as to the proper definition or re-
definition of & participating area, or until a participating area has, or areas have,
been established as provided herein, the portion of all payments affected thereby may
be impounded in a menner mutually acceptable to the owners of working interests, ex-
cept royalties due the United States and the State of New Mexico, which shall be
determined by the Supervisor and the Commissioner, respectively, and the amount there
of deposited, as directed by the Supervisor, and the Commissioner, respectively, to
be held as unearned money until a participating area is finally approved and then ap-

plied as earned or returned in accordance with a determination of the sum due as
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Federal ond State royalty on the bhapls of pucl approved porchiclpabing oroen.

Whenaver it La doternined, sublect to the spprovel of the ﬁupcrvlmor g
to wells on Tederal londs, the Commlnoloner og to wella on Stnte londs, ond the Com-
miosion ns Lo wells on'vaonﬁod londg, that o well drilled under thils opgrecment do
not capable of prbduction in paying quantitics ond dncluslon of the lznd on which 16
is gituoted in a portleipoting aren lg voworreonted, production from guch well shall,
for the purposes of scttlement nmong o1l portles other thon working interest owners,
be allocabted %o the land on which the well Is located so long o8 asuch Jond is not

within a pmfticipating oren esteblished for the pool or deposit from which such pro-

1]

duction is obtalned. Setiloment for working interest benefits from such o well shnallj]

be made ag provided in the unit opcrabing cgreement,

12, ALLDCATION OF PRODUCTION. ALl unitizod substonces produced from each
portlcipoating orco esteblliched vwader this agreoment, oxce@t any part thereof uied
in conformlity with good onernting practices wilthin the unltized aren Tor drilling,
operating, couwp and other productlon or development purposes, for repressurlng or
recycling in sccordence with a plon of development spproved by the Supervicor, the
Commissioner and the Commisslon, or unavoldably lost, shall be deemed to be produced
equally on on acreage basls from the several tracts of wnitized lond of the parti—
cipating area estebllished for such production and, for the purpose of determining
any benefits accruing under thils agrecement, each such tract of unitized land shall
have alloecated to it puch nercentoge of sald productlon as the number of acres of
guch tract included in said purticiéating area bears to the total acres of unitized
land in said porticipatling arca, except that allocafion of production hereunder for
purposes other thon forr settlement of the royally, cverriding foyalty, or payment out
of production obligations of the respective working interest owners, shall be on the
basls prescribed in the wnit operating sgreement whether in conformity with the basis
of allocation herein set forth or otherwise. It is hereby agreed that prbduction
of unitized substonces from o prrblcipating arca shell be ﬁllocuted as provided here-
in regardless of whbether sny wvells cre drilled on any partlcular port or tract of
suld partielpatin neaa. T any gos produced ivom one porticinating ﬁrea is used for
reprecearing or recycling purroses In another perticipating aren, the first ges with-

drevin frowm such logt-wontiooed pevbicipeting sven for gole during the 1ife of this

30

porceront ohall be considersd to be Lhe son aa breoancTerred mbdl an nmonmt eminl ha
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that tronsferred shnll be go produced Tov sale ond nuch pon chell bhe u]]rnvntfwl Lo he
participoting aren from which initlolly produced na conatlibubed ob the fime of nuch
final production.

13, DEVEiOPMENT OR OPERATION OF NON-PARTICTIPATING LAND OR FORMATIONS. Any
party hereto owning or controlling the working interest dn any unifized lond having
thereon a regﬁl&r well location moy with the approval of the Supervisor, the Commis-
gioner or the Commigsion, at such party's sole risk, cost, and expense, drill a woll
to test any formation for which a portlcipsating srea has not been epnfablished or to
test sny formation for which s participating area hos been established if such loos-
tion 1s not within'said.participating nreoa, unless within 90 dﬁys of receipt of notio
from soid porty of his intention to drill the well the Unit Operator elects and com-
mences to drill such & well in like manner og other wells arve drilled by the Undt
Operator under this agrecment.

If any well driiled as aforesaid by o working interest owner resulbts in
production such that the lend upon which 1t is situated may properly be included in a
particlpating ereca, such pmrﬁicipating area sholl be egtablighed ar enlarged as pro-
vided in this agreement ond the well shall thereafier be operated by the Unit Opera-
tor in accordance with the terms of thils esgreement snd the unit operating ugream@ﬁt,
If any well drilled as aforesaid by a working interest owner obtains
production in quantities insufficient to Justify the inclusion in‘a participating
area of the land upon which such well i1s situated, such well may be operated and pro-
duced by the party drilling the same smubject to the conservatlion requirements of this
sgrecment. The royalties in amount or value of production from any such well shall
be paid as speclfied in the uvnderlylng lease and sgresmsnts affected.

14,  ROYALTY SETTLEMENT. The United States oni th@ State of ! w Mexico and
all royelty owners who, wder existiing contract, ave eatitled to take in kind a shore
ol the pubstonces now unltlzed hercundsyr produced from any tract, shall hereafter be

entitled to the right to toke din kind their shorve of the wnitized substances allocat-

omer, ghnll woke dolivovios of coch royelty @b vo Loken dan kind in conformity with

e¢d to guch tract, ond Undt Operotor, ov In case of the operatlon of o well by a work-
ing dateregt owner as horoin o ooncetol cnoeny reovided for, such working interest

she apnlicablo oot cooa s e d coralalidorn, ot lanent Yoy vogo by dnterest not
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existing contracts, laws and regulations on or before the last doy of each month for
unitized substancés produced during the preceding calendar month; proviaed, however,
that nothing herein contained shall operate to relieve the lesseeé_of any land from
their respective lease obligatlons for the payment of any royalties due under their
leases.

If gas obtained from'lands not subject to this agreement is introduced
into any participating area hereunder, for use in repressuring, stimulstion of pro-
&ucti&n, or increasing ultimate recovery, which shall beiin conformity with a plen
first approved by the Supervisor and the Commissioner, a like amount of gas, after
nettlement as herein provided for any gas transferred from any other participating
area and with due allowance for ioss or depletion from eny cause, may be withdrawn
from the formatioh into which'thé gas was Introduced, royalty free as to dry gas,
but not as to the products extracﬁed therefrom; provided that such withdrewal shall
be at such time as may be provided in the plan of operations or as may otherwlse be
consented to by the Supervisor; the Commissioner and the Commissibn a8 conforming
to good petroleum engineering practice; and provided further, that such right of
withdrewal shall terminate on the termination of this unit agreement.

Royalty due the United States shall be computed as provided in the
operating regulations and paid in value or delivered in kind as to all unitized sub-
séances on the basis of the amounts thereof allocated to unitized Federal land as
provided herein at the rates specified in the respective Federal leases, or at such
lower rate or rates as may be authorized by law or regulation; providéd, that for
leases on which the royalty rate depends on the daily average production per well,
said average production shall be determined in accordance with the operating regula-
tions as though each participating area were a single consolidated lease.

15. RENTAL SETTLEMENT. Rental or minimum royalties due on leases committed
hereto shall be paid by working interest owners responsip;e therefor under existing
contracts, laws, and regulations, provided that nothing'?erein contained shall oper-
ate to relleve the lessees of any land from their respec%ive,lease obligations for
the payment of any fental or minimum royalty in lieu ther;of due under'their leases.,
Rental or minimum royalty for lands of the United States‘subject to this agreement
shall be paid at the rate specified in the respective leases from the United States

unlegs such rental or minimum royalty 18 waived, suspended, or reduced by law or by
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. approval of the Secretary or his duly authorized representative. Rentals on State

‘of New Mexico lands subject to this sagreement shall be paid at the rates speclfied

in the respective leases, or may be reduced and suspended upon the order of the Com-
missioner of Public Lands of the State of New Mexico pursuant to applicable laws ®nd
regulations.

With respect to any lease on non-Federal land containing provisions
which would terminate such lease unless drilling operations were within the time
thereiﬁ specified commenced upon the land covered fhereby or rentals paid for the
privilege of deferring such drilling operations, the rentals required thereby shall,
notwithsﬁanding any other provisions of this agreement, be deemed to accrue and be-
come payeble during the term thereof as extended by this agreement end until the re-
quired drilling oberations ere commenced upon the land covered thereby or some por-
tionvof such land is included witﬁin a participating afea.

16, CONSERVATION. Operatlons hereunder and production of unitized sub-

stances shall be conducted to provide for the most economical and efficient recovery.

of saild substances without waste, as defined by or pursuant to State or Tederal laws
or regulations,

17. DRAINAGE. The Unit Operator shall teke appropriate and adeqﬁate meanu -
res to prevent drainage of unitized substances from unitized land by wells on land
not subject to this agreement, or pursuant to applicable regulations pay a fair and
reasonable compensatory royalty as determined by the Supervisor and the Commissioner.

18f LEASES AND CONTRACTS CONFORMED AND EXTENDED. The terms, conditions, and
proviaions of all leases, subleases, and other contracts relating té exploration,
drilling, development, or operation for oll or gas of lands committed to this agree-
ment are hereby expressly modified and amended to the extent necessary to make the
same conform to the provisions hereof, but otherwise to rémain in full force and
effect; and the parties hereto holding interests embracing unitized land of the
United States or of the State of New Mexico hereby consent that the Secretary and

the Coumissloner, respectively, shall and by their approval hereof, or by the ap-

roval hereof by thelr duly authorized representatives, do hereby eétablish, alter,

change, or revoke the drilling, producing, rental, minimum royalty, and royalty re-
quirements of Federal and State leases committed hereto and the regulations in re-

spect thereto to conform said requirements to the provisions of this agreemént, and,

h
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1| without limiting the gencrality of the forogoing,‘ 01l leanes, gublepsco, nnd con- |
2l tracts sre particularly modified in accordance wlth the following: 8!
3 (n) The development and operation of lands sublect ﬁo thin agreament ”
I undef the terms hereof shall be deemed full performonce of nll obliga- |
5 tions for development snd operation with respect to each and every part )]s
6 or separately owned tract subject to.this sgreement, regsrdless of §
7 | whether there is any development of any particular part or tract of the '[
8 unit area, notwithstanding anything to the contrary in any lease, opera i
9 ting agreement or other contract by and between the parties hereto, or {0
10 thelr respective predecessors 1ln interest, or any‘of ‘them. I
11 (b) Drilling and ﬁroducing operstions performed hereunder upon any 1L
12 tract of unitized l&nds will be accepted snd deemed to be performed up- |12
13 : on and for the benefit of each end every tract of unitized land, snd no g '3
1h _ lease shall be deemed to expire by reason of fallure %o drill or pro-~ | ih
15 | duce wells situated on the land therein embraced. 15
16 (c) Suspension of drilling or producing operations on ell unitized 16
7 lands pursuant to direction or consent of the Secretary or his duly 17
18 | authorized representative,vand on all unitized lands of the State of 10
19 “ New Mexico pursuant to the direction end consent of the Commissioner, 19
20 or his duly authorized representativé, shall be deemed to constitute 0
21 o suéh suspension pursuant to such direction or consent as to each and ?HA"
a2 every tract of unitized land. 22
23 (d) Each lease, sublease or contract relating to the exploration, 23
2h drilling, development or operation for oil or gas of lands other than o
25 those of the United States committed to this egreement, which, by its 5
26 terms might expire prior to the termination of this egreement, is here- {20
a7 by extended beyond any such term so provided therein so that it shall 27
20 be continued in full force and effect for and during the term of this [0
<0 ecreenent.
3 i (e) Aoy Federal lease for n fixed term of twenty (20) years or any re-
5l newval thereof or any part of such lease which'is made‘subject to this - |3}
32 ogreement shall conhimie in force beyond the term pro&ided therein
33 untll the torsinoilon hereof.  Any other Federal lease committed hereto )
ey
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shall continue in force beyond the term so provided therein or by law as
to the land committed so long as such lease remains subject hereto, pro-
vided that production is had in paying quantities under this unit agree-
ment prior to the expiration date of the term of such lease.

(f) Each sublease or contract relating to the operation and development
of unitized substances from lands of the United States committed to this
agreement, which by its terms would expire prior to the time at which thse
underlying lease, as extended by the immediately preceding paragraph,
will expire, is hereby extended beyond any such term so provided therein
so that it shall be contimued in full force and effect for and during the
term of the underlying lease as such term is herein extended.

(g) The segregation of any Federal lease committed to this agreement is
governed by the following provision in the fourth paragraph of Sec.l17(b)
of the Act, as amended by the Act of July 29, 1954 (68 Stat. 583, 585):
"Any (Federal) lease hereafter committed to any such (unit) plan embrac-
ing lands that are in part within and in part outside of the ares cover-
ed by any such plan shall be segregated into separate leases as to the

lands committed and the lands not committed as of the effective date of

unitization: Provided, however, That any such lease as to the nonunitiz-

ed portion shall continue in force and effect for the term thereof but
for not less than two years from the date of such segregation and so long
thereafter as oil or gas is produced in paying quantities.”
(h) Any lease (covering State or privately-owned land), other than &
Federal lease, having only a portion of its lands committed hereto shall
be segregated as to the portion committed and the portion not committed,
and the provisions of such lease shall apply separately to such segre-
gated portions commencing as of the effective date hereof. In the event
any such lease provides for a lump-sum rental payment, such payment
shall be prorated between the portions so segregated in proportion to
the acreage of the respective tracts.
19. COVENANTS RUN WITH LAND. The covenants herein shall be construed to be
covenants running with the land with respect to the interest of the parties 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
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hereby is.conditioned upon the amaumption of 8ll privileges nnd obligatlona hnre-
under by the grantee, transferce, or other successor in interest. No ossipgnment or
transfer of any working interest, royalty, or other interest subjéct hereto. nhnll he
binding upon Unit Operstor until the first day of the calendar month after Unit
Operator is furnished with the original, photostatic, or certifled copy of the in-
strument of trensfer.

20. EFFECTIVE DATE AND TERM. Thils sgreement shall become effective upon ap-
proval by the Secretary and the Commissioner or thelr dﬁly authorized representatives
end shall terminate five (5) years from sald effective date unless: |

(a) euch date of expiration is extended by the Director and the Com-
missioner, or

(b) 1t is reasonably determined prior to the expiration of the fixed
term or any extensioﬁ thereof that the unitized'land is incapable of pro-
duction of unitized substances in paylng quentities in the formations
tested hereunder and éfter notice of intention to terminate the egree-
ment on such ground is gilven by the Unit Operator to all\parties in in~
terest at their lagt known addresses, the égreemant is terminated with
the approval of the Director and the Commissioner, or

(c)  a valuable discovery of unitized substances has been made on uniti-
zed land during éaid initial term on aﬁy extension thereof, in which eveny
the agreement shall remain in effect for such term and so long as uniti-
zed substences can be produced in paying qpanﬁities, i, ey, iﬁ this
perticular instance in quantities sufficlent to pay for the cost of pro-
ducing Bame from wells on unitized lend within any participating area
esteblished hereunder ﬁnd, should production cease, so long thereafter as
diligent'operations are in progress for thé restoration of production or
discovery of new production and so long thereafter as the unitized sub-

stancga 80 discovered can be produced as aforesaid, or

12
13
1k
15
16
17
18

19
20

(d) it is terminated as heretofore provided in this agreement.

‘Thie mgreément may be terminated at any time-by not less than 75 per cen
tum, on an acreuge basls, of the owners of working interests signatory heretb, with
thé approval of the Director and the Commissioner; notice of any such approval to be

given by the Unit Operator to all parties hereto.

-19-



=

@ N N W

10

11

13
b
15
16
17
18
19
20

21

- 21, RATE OF PROSPECTING DEVELOPMENT, AND PRODUCTION. The Dirqctor is
hereby vested with authority to aléer or modify from time to time in his discfction
the quantity and rate of production under this agreement when sucﬁ guantity and rate
is not fixed pursﬁant to Federsl or State law or does not c¢onform to any state-wide
voluntary conservation or allocation program, which in éstablimhed,.recognized, and
generally adhered to by the majority of opérators in such State, such authority be-
ing hereby limited to slteration or modification in the public interest, the purpose
thereof and the public Interest to be served thereby to be stated in the order of
alteration or modification. Without regard t6 the' foregoing, the Director i1s also
hereby vested with authority to alter or modify from time to time in his discretion
the rate of/prospecting and devélopment and the quantity and rate of production under
this agreement when such alteration or modification is in the interest of attalning -
the conservation objectives atated in this sgreement and is not in violatlion of sny
applicable Federal or State law; provided, further, that no such alteration or modl-
fication shall be effective as to any land of the State of New Mexlco as to the rate
of prospecting end development in the absence of the specific written approval there-
of by the Commissioner and as to any lands of the State of New Mexico or privately-
owned lands subject to thislagreement as to the quantity and rate of production in
the absence of gpecific written approval thereof by the Commissioner.

Powers in this section vested in the Director shall only be exercised
sfter notice to Unit Operator and opportunity for hearing to be held not less than -
15 days from notice.

22. CONFLICT OF SUPERVISION: Nelther the Unit Operator nor the-working in-
terest owners nor'any of them shall be subject to any forfeiture, termination, or
expiration of any rights hereunder or under any léases or contracts subject héreto,
or to any penalty or llability for delay or failure in whole or in part to comply
therewith to the extent that the said Unit Operator, working interest owners or any
of them are hindered, delayed, or prevented from complying therewith by reason of
failuFe of the Unit Operator to obtain with the exercise of due diligence the con-
currence of the representatives of the United States and the representatives of the
State of New Mexico in and about any matters or thing concerning which it is requir-
ed herein that such concurrence be obtained. The parties hereto, including the Com-

migsion, agree that all powers and authority vested in the Commission in and by eny
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provisions of thin conbtract are vested dn the Comduacton and rhall be cxcrelped by J6

pursuant to the provisions of the laws of the Lbate of New Mexdeo and subject An o
case to appeal or judicial review as may now or herceflter be provided by the laws ol
the State of New Mexico.

23. APFEARANCES. Unit Operator shall, after notilce té other portics of-
fected, have the right to appear for and on behalf of any and all interests affoect-
ed hereby before the Department of the Interior snd to appeal from orders issued vin-
der the regulations of sald Department or to apply for relief from sny of sald regu.-
lations or in any proceedings relative to operations before the Department of the
Interior or any other legally constituted authority; provided, however, that any
other interested party shall also have the right at his own expense to be heard in
any such proceeding.

2k, NOTICES. All noticés, demands or statements required hereunder to be
given or rendered to the partics hereto shall be deemed fully given if given in
writing and personally delivered to the party or éeﬁt by postpaid regigtered mail,
address~* to such party or parties at their respective addresses set forth in con-
nection .th the signatures hereto or to the ratification or consent hereof or to
such other address as any such party may have furnished in writing to party sendir:
the notilce, demand or statcment.

25. NO WAIVER OF CERTAIN RIGHTS. Nothiné‘in this agreement contained shall
be construed as B walver by any party hereto of the right to aspert any legal or
constitutional right or defense as to the Valiaity or invalidity of any law of the
State wherein said unitized lands are located, or of the Uniﬁed States, or regula-
tilons issued thereunder in any way affecting such party, or as a waiver by any such
party of any right beyond his or its authority to waive.

26 UNAVOIDABLE DELAY. All obligations under this agreement requiring the
Unit Operator to commence or continue drilling or to operate on or produce unitized

substances from any of the lands covered by this agreement shall be suspended while,

but only so long s, the Unit Operator desplte the exercise of due care and diligenc

Ze prevented from comolydny wlth such obligations, in whole or in part, by strikes,

acts of God, Fede.al, Stubte, or munilcipal law or agencies, unavoidable accidents,
uncontrollable delays in tronsportation, inability to obtain necessary materials

in open market, or other matters bevo.od the reassonable control of the Unit Oversbov
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whether almilnr to 111"1.1;‘I;(‘,1_‘:: hevetn cnomeratord or nol.

27, FATR DMUTOYMENT.  Tn connection with the perforwanee of work vnder Lhic
agrcement, the operalor agrees nol "t;o Al r;(;rj.‘;I.m,l.n;ml_'.(» neadnot any cwployee or o sppli-
cant for employﬁont becauge of rrce, relipion, color, or national origin. The i
gald provision shall include, but not be limited to, Che following: employm nl, vp-
rrading, demotion, or trensfer; recruitment ov recruitment adverticing, Jayoff or
termination; rates of pay or other forma of compenration; ond pelectlon for train-
ing, including apprenticeshlip. The operator sgrces Lo poat hercofter in conspleuous
places, hvaillable for employecs ound sppliconts for employment, notlces to be pro-
vided by the conﬁracting officer setting forth the provigions of the nondiscrimin.-
tion clause,

The operator sgreen to dngert the forcgoing provision Iln all subcou-
tracts bereunder, cxecept subcontracts for stdndard commercinl. suppllea or row mbtov-
ials.

28. 10SS OF TITIE. In the event title to any tract of unitized land ahall
fall and the true owner cannot be induced to Jjoin in this unlt agreement, such lracth
eghall be automatically regorded as not committed hereto and there shall be such re-
adjustment of future costs and benefits as moy bhe required on account of the loss of
guch title. In the event of a dispute os to title as to eny royaliy,working in-
terest, or other interest subject hereto, payment or delivery on account thercof
may be withheld without llsbility for interest until the dispute ia Linally setblcd;
provided, that, as to Federal and State lund or leases, no payments of funds due the
United States or the State of New Mexico should be withheld, bub such funds shall be
deposited as directed by the Supervisor and the Commissioner, respectively, to be
held as unearned money pending final settlement of the title dispute, and then ap-
plied ag earned or returncd in accordmnce with such final settlement.

Unit Operator as such is relieved from any responsibility for any de-
Tect or fallure of any title hereunder.

In order to avold title fallurcs which might incidentally cause the
iftle to o workive interest or Interosts to fail, the owners of (a) the surface
rights to lands lying within the Unilt Arca, (b) scvered minerals or roy%lty in-
terests in said lends, ond (¢) inprovemznts located on sold lends but noﬁ utilized

for wnit overations, sltoll individuclly be rooponsible for the rendition and asgogr

J
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ment, for ad volorem Lo pneposen, ol nd)ooneh propevby, ond Lopr Ghe pmwanL ol sneh
taxes, coxcept an obthorwieoe provided in oavy conbrach or agrecmenh botyoeen nuch gunern
and a8 working intercst owner or owneri or in the unll operating ﬁurccm@nt. T6 oy o
valorem taxes are not pald by such owncers regsponnible thereflor whoen duce, the Unill
.Operator may, at any time prior to tox saole, pay the pame, redcem such propoerby, and
discharge such tax liens as moy arice throuph non-payment. Tn the event the Unilt
Operator makes any such payment or redecms ony such property from tax sale, the Unib
Operator shall be reimbursed therefor by the working lunterest owners in proportion Lo
their percentages of participotion; and the Unit Operator shell withhold from the pro-
ceeds otherwlse due to ssid delinguent toxpoyer or taxpayers, an amount sufficlent to
defray the cosﬁs of such payment or redemphbion, such withholdings to be Aistributced
among the working interest owners In proportion to thelr respzctive contributions to-
ward such paywment or redemptlon.

29. NON-JOTNDER AND SUBSEQUENT JOINDER. If the owner of any substantial inf
terest in a tract within the unit area fails or refuses to. subscribe or consent to
thig agreement, the owner of the working interest in that tract may withdraw said
tract from thls agreement by written notice to the Director, the Comwissioner snd the
Unit Operator prior to approval of this agreement by the Director and the Commiséion—
er. Any oll or gas intereats in lands within the unit area not committed hereto prior
to submission of this agreement for final approval may thereafter be committed hereto
by the owner or owners thercof subscribing or consenting to this agreement, and, if
the 1interest is a working interest, by the owner of such interest also subscribing

to the unit operating asgrecwment. After operations are commenced hereunder, the right
of subsequent Jjoinder, as provided in this section, by a working interest owner 1s
subject to such requifements or approvals, 1T any; pertaining to euch joinder, as may
be provided for in the unilt operating agreement. After final approval hereof Joinder
by a non-working interest owner must bhe consented to in writing by the working in-
terest ownef committed hereto and regponsible for the payment of any beneflfits that
nay accrue hercunder in behalf of such non-working interest. Joinder by sny owner of
vonon-working Antercst, of ony time, wust be osccompanied by appropriste joinder by |
the owner of the corresponding working intercst in order for the interest to be re-

garded ag effectively committed hereto. Jodnder to the unit agrecment by a working

interest ownecr, at any time, must be accompanied by appropriate joinder to the unit
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operating ogreement, AL more than one comwmibbed work lrp=intereal, owner ia Involved,

in order for the inteorcst to be reparded no effTectively commlttcd Lo the unlt oprec-

ment. Excépt ns may obtherwise hercin be provided subcequent jolnders to this apgroo-

JIment shall be effective as of the first day of the morth following the filing with

the Supervisor and the Commissioner of duly executed counterparts of all or eny
papers necessary to establish effect£ve commitment of any tract to thls agreement un-
less obJection to such‘joinder is duly made within 60 days by the Director or Com-
missioner.

30. COUNTERPARTS. This agreement maoy be executed in any number of counteor-
parts no one of which needs to be executed by all parties or may be ratified or con-
sented to by separate instrument in writing specilfically referring hereto and shall
be binding upon all those parties who have executed such a counterpart, ratification,
or congent hereto‘with the same force and effect ag 1f all such partles had signed
the game document end regardless of whether or not it is executed by all other partios
owning or claiming an interest in the landsg within the above-descrilbed unit srea,

31. SURRENDER, Nothing 1n this agreement shall prohlbit the exercisge by anf
working interest owner of the right to surrender vested in such party in any lease,

sub-lease, or operating agreement as to all or any part of the lands covered thereby,

provided that each party who will or might acquire such working interest by such sur- |1

render or by forfeiture as hereafter set forth, is bound by the terms of this agree-
ment.

If as a result of any such surrender, the working interest rights as to
such lands become vested in any party other than the fee owner of the unitized sub-

stances, sald party shall forfelt such rights and no further benefits from operation
hereunder as to said land shall accrue to such party, unless within ninety (90) days
thereafter sald party shall execute this agreement and the unit operating sgreement

as to the working interest acquired through such surrender, effective as though such

land had remained continuously subject to this agreement and the unit operating agreci|?

ment. And in the event such agreements are not so executed, the psrty next in the

chain of title shall be snd become the owner of such working interest at the end of

! such ninety (90) doy period, with the same force and effect as though such working

interest had becen surrendered to guch party. -
b}
If as a result of any such surrender or forfelture the working interest

rights as to such lands become vested in the fee owner of the unitized substances,

oy
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gsuch owner may:
(1) FExecute this sgrecment and the unit operating agrecment as oo worl-
ing intereast owner,uéffective nz though such land had rcﬁﬁinod conbini -
ously subject to this sgreement and the unit opernting agroement;,
(2) Again lease such lands but only under the condition that the haldr,
of such lease shall within thirty (30) days after such lands are 50
leased execute this agreement and the unit opersting apgrcement an to
each participating area theretofore esteblished hereunder, elfective au
though such land had remained continuously subject to this sgreement and
the unit operating agreement.
(3) Operatc or provide for the operation of such land independently of

this agreement as to any part thereof or any oil or gas deposits therein

not then included within a participating area.

lands as sbove provided with respect to eoch existing participating area, within clﬁ
(6) months after any such surrender or forfeiture, such fee owner shall be deemed to
have waived the right to execute the unit operating agreement or lease such lends ar
to each such participating area, and to have agreed in consideration for the conpon -
gation hereinafter provided, that operations hereunder as to any such participating
area or areas shall not be affected by such surrender.

For any period the working interest in any lands are not expressly com-

mitted to the unit operating agreement as the result of any such surrender or for-

agreement and the unit operating agreement shall be shared by the remaining owners of
unitized working interests in accordance wilth their respective participating working
interest ownership in any such participating area or areas, and such owners of work-

ing interests shall compensate the fee owner of unitized substances in such lands by

Upon commitnoent of a working interest Yo this agrecment and the unit
operating agreement as provided in this scetion, en appropriate accounting and set-

tlement shall be made, to reflect the retrooctive elfect of the commitment, for all

If the fee owner of the unitized substeances doés not execute this spmren.-]1)

ment and the unit operating agreement as a working interest owner or agualn lease sush|]

felture, the benefits and obligations of operations accruing to such lands under this |54

paying sums equal to the rentals, minimum royalties, and royalties epplicable to such |2

lands under the lesse in cffect when the lands were unitized, as to such participating;

N _f3 L
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bens by necyrdivg Lo or poyvaenbs and expenddbuecs mede o fuerpeod on behndao of eneh
purrendered worklug fnbovenl daring the poviad botusen fhe dobe ol purvepdor ond G
date of recommitmont, oand poyieent of any moncoys Lfovnd to be wingg by anch no accomnb-
ing shall be made as between the partles then sipgnotory to the unlt oporabting amree
ment gud this asrecoont within thivty (30) dayn after the recommitmont.  The right
to bacoms o yarty to this agreement and the wnit operating agreem— . a0 a wvorking
interest owner by reason oi & cuirentoy ov forfelturs os provided in this section

shall not be defeated by the non-existence of a unit operating égreement and in the

beéween the proper porties thereto cannot be consummated, the Supervisor may pre-
scribe such reasonable and equitable agreement a3 he deems warranted under the cir-
cumstaﬁces.

Nothing in this section shall be deomed to limit the right of joinder or
subsequent Joinder to this agreement as yaufided elsewvhere in this agreement. The
exercise of any right vested in a Qorking interest owner to reassign such working
interest to the party from whom obtained shall be subject to the same conditions as
set forth in this section in regard to the exercise of a right to surrender.

32. ROYALTY OWNERS' TAXES, Each royalty owner shall render and pay all ad
valorem taxes, including ad valorem taxes measured by prodﬁction levied againsgt ifs
royalty or mineral interest. Unit Operator shall pey, as an agent for the working
interest owners, each royalty owner's share of all taxes other than ad valorem taxes
levied on, or measured by, the unitized substances in and under, or that may be pro-
duced,gathered, and sold from the lands subject hereto, or upon the proceeds or net
proceeds derived therefrom, to the extent that the same are made payable by law by
any working interest owner. Fach working interest owner shall reimburse Unit Opera-
tor for taxes so paid on its behalf and such working interest owner shall moke pro-
portionate deductions of said amounts in settling with its royalty owmers in each
separately owned tract. No such taxes shall be cherged to the United States or the

Gtate of New Mexico.

i

i
hereto is that of independent contractors and nothing in this agreement contained,

expressed or implied, nor any operations conducted hereunder, shall create or be

deemed to have created a partnership or association between the parties hereto or

any of thomn. Y

event no unit operating agrecment is in existence and a mutually acceptable agreement|c

53« NO PARTNERSHIP. It is expressly agreed that the relation of the partigs ;




IN WITNESS WHERECF, the parties hereto have caused this agreement to be ex-

ecuted and have set opposite their respective names the date of execution.

UNIT OPERATOR AND WORKING INTEREST OWNER

ATTEST: DATE: PAN AMERICAN PETROLEUM CORPORATION

OVED

1 /L;fgii% Fretrh ey

A A
jstant Secretary

7 7

Address: P. O. Box 1410, Fort Worth, Texas

f

. WORKING INTEREST OWNERS

ATTEST:

By

Secretary President

Address

ATTEST:

By

Secretary President

Address:

ATTEST :

By

Secretary President

Address:

ADDRESS : DATE :

-27-




OTHER PARTIES

ADDRESS : DATE:




STATE OF TEXAS )
)
COUNTY OF TARRANT )

On this 4— day of éC;f<L°4 , 19:%, before me appeared
WL o T , 40 me personally known, who, being by me duly sworn
did say that he is the Attorney in Fact of PAN AMERICAN PETROLEUM CORPORATION, a cor-
poration, and that the seal affixed to said instrument is the corporate seal of said
corporgtion and that said instrument was signed and sealed in behalf of said corpora-
tion by authority of its board of directors, and said Wm. J. Nolte
acknowledged said instrument to be the free act and deed of said corporation.

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

L/ s

My Commission expires: - é[[u,{ )}" Z[ 927

, o Notary Public in and for Gz yrw..!

¢ -1 - 7 County, . Jfewery
STATE OF )
COUNTY OF ;

On this day of , 19 , before me appeared
, to me personally known, who, being by me duly sworn

did say that he is the President of s

a corporation, and that the seal affixed to said instrument is the corporate seal of
said corporation and that said instrument was signed and sealed in behalf of said cor-
poration by suthority of its 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 affixed my seal on this,
the day and year first above written.

My Commission expires:

Notary Public in and for
County,

STATE OF

)
)
COUNTY OF )

On this day of , 19 , before me appeared

; to me personally known, who, being by me duly sworn
did say that he is the President of
a corporation, and that the seal affixed to said instrument is the corporate seal of
said corporation and that said instrument was signed and sealed in behalf of said cor-
poration by authority of its Board of Directors, and said

acknowledged said instrument to be the free act and deed of said corporation.

s

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

My Commission expires:

Notary Public in and for
County,




STATE OF

)
)
)

COUNTY OF
On this day of s 19 , before me appeared
, to me personally known, who, being by me duly sworn
did say that he is the President of y

& corporation, and that the seal affixed to said instrument is the corporate seal
of said corporation and that said instrument was signed and sesled in behalf of said
corporation by authority of its Board of Directors, and said

acknowledged said instrument to be the free act and deed of said corporation.

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

My Commission expires:

Notary Public in and For
County,

STATE OF

)
)
COUNTY OF )

On this day of , 19 , before me personally appeared
, to me known to be the person described in
and who executed the foregoing instrument, and acknowledged thst executed the
same as free act and deed.

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

My Commission expires:

Notary Public in and for

County,

STATE OF )

)
COUNTY OF )

On this day of , 19 , before me personally appesared
, to me known to be the person described in and

who executed the foreg01ng instrument, and acknowledged that executed the
same as free act and deed.

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

My Commission expires:

Notary Public in and for
County,




STATE OF

)
)
COUNTY OF )

On this day of , 19 , before me personally
appeared , to me known to be the person described
in and who executed the foregoing instrument, and acknowledged that executed
the same as free act and deed.

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

My Commission expires:

Notary Public in and for

County,
STATE OF )
)
COUNTY OF )
On this day of , 19 , before me personally
appeared , to me known to be the person described in

and who executed the foregoing instrument, and acknowledged that executed the
same as free act and deed.

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

My Commission expires:

Notary Public in and for

County,
STATE OF )
)
COUNTY OF )

On this day of , 19 , before me personally
appeared , to me known to be the person described in
and who executed the foregoing instrument, and acknowledged that executed the
same as free act and deed.

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

My Commission expires:

Notary Public in and for
County,




STATE OF

)
)
)

COUNTY OF

On this day of , 19 , before me personally ap-
peared , to me known to be the person described
in and who executed the foregoing instrument, and acknowledged that executed
the same as free act and deed.

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

My Commission expires:

Notary Public in and for

County,
STATE OF )
)
COUNTY OF )

On this day of , 19 » before me personally ap-
peared , to me known to be the person described in
and who executed the foregoing instrument, and acknowledged that executed
the same as free act and deed.

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

My Commission expires:

Notary Public in and for

County,
STATE OF )
)
COUNTY OF )
On this day of , 19 , before me personally ap-
peared , to me known to be the person described in and

who executed the foregoing instrument, and acknowledged that executed the
same as free act and deed.

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

My Commission expires:

Notary Public in and for
County,




LARGE FORMAT

EXHIBIT HAS
BEEN REMOVED
AND IS LOCATED
IN THE NEXT FILE



Tract No.of
o, Description Lcres

Federal Lands

1 YE/A, sw/h 240.00
7-33, R-23E

2 Sec. 1h: 82/L 320.00
Sec. 23: 8o/k
T-4i3, R-22E

3 Sec. 13: E/2 1B/ 80.00
7-38, R-238

L Sec., 11: A1l 1280.00
Sec. 12: All

5 959.64
Sec. 5: Lots 1,2,3,k4,

s/2 nf2, s/2

T-38, R-228 A

6 Sec. 25: 38/ 2568.41
Sec. 26: /2
Sec. 27: mi/L, 1/2 WE/L,

SE/4 we/b, NE/4 SE/b

Sec. 3b4: /2
Sec. 35: A1l

EXHIBIT “B”
SCHEDULZ SHOWING THE PERCENTAGE AND KIND OF OWNZRSHIP
OF OIL AND GAS INTERESTS IN ALL LAKD IN THE MARTIN RANCH
UNIT AGREEMSNT, DE BACA AND CHAVES COUKTIES, NEW MEXICO

Serial lo.
And Effective
Date of Lease

Record Owner of
ILease or Application

Landowner and
Percent of Royalty

Feme and Percent of
Overriding Royalty

Vorking Interest
And Percent

SF-080LT6 U.S.A. - ATL Fugene H. Pipkin
11-1-51

SF-080478 U.S5.A., - A11 Tarl G. Levick
2-1-52

SF-08053C U.S.A. - A11 Jack D. Vhitemen - %
9-1-51 E. 4. Pipkin - &
M=-025221 U.S.A. - All . F. Murray
9-1-56

114-025222 U.S.A. - A1l E. F. Murray
9-1-55

M-02522L U.S.A. - A11 vida V. Murray
9-1-56

Eugene H. Pipkin - 5%

None

14
2

Wniteman - 2

=4

Jack D,
E. H. Pipkin - 2%

=4

llone

None

None

Pan Americen - AllL

rarl G. Levick - 411

Pan American - f11

Pan American - £11

Pan American - A1l

Pan fmerican - ALl



rzet i0.0f

10, Description Acres
Frederal Lands

2 T-L5, R-025

(Contd.)Bec. 1: Lots 1,2,3,h4,

s/2 n/e

si/b wmi/fh, £/2 s/

Lots 3,L4,s/2 wi/k,
W/e su/h, ME/L Sw/k,
i/l SZ /L

Sec. T7: Lots 3,4,3/2 su/b,
B/

2555.48

sec, 8 /b

Sec. 91 SL/4

See,10: S/h

Doc.lB B2

sec. 1Ty IH /4

Sec.18: Lots 1,2,5/2 1W/k,

isoyz

Sec.2l: n/2 /4, SE/ /4,
L/ su/h

Jec.22: I/2, L/2 sn/L

Sec.28: NE/4 W/L

dec .10 AlL 2405.55
pec.12: &
bee.13: /i,
Sec. b AL
Sec.l5: I/2

rie_ Yy RS Ry
b SIS lzl..\IU.,L

-ec. f: Lots 3,b4,B/2 sw/k, so/b

Serial lio.
And Iffective
Date of Ilease

Landovwner and
Percent of Royalty

-2 -

Fecord Owner of
Lease or Application

Mame ard Percent of
Overriding Royalty

Yorking Intercst

and Percent

)

W1-025225
g-1-56

IM-025227
9-1-55

U.S.A.

U.S.A.

- All

- ALl

Vida V. Murray

Vida V. lfarray

Iione

Iione

Pan foperican



Trac No. of
Ilo. Description Acres
Federal Lands
T-33, R-22F
o Sec. 1: hwdm WV k, s/2 i/, 1799.85
n/2 s/2
Sec. 1l2: 1/k, zzmr sw/h,
SW/lh TE
Sec. 13: si/b NE/4, N/2 5/2
Sec. 22: S/2
Sec. 23: MW/4, N/2 SW/k,
N/2 WE/4, SE/4 NE/L,
WE/4 SE/4
Sec. 2h: 8/2 N/2
Sec. 25: N/2 K/2
T-3S, R-23E
10 Sec. 20: SW/4 W/, W/2 msn: 2Lok .06
Sec. 27: $S/2, 8/2 /2, We/4 WW/b
Sec. 28: wz/b sE/b, W/2 SW/k
Sec. 29: IJ2 NE/L4, WE/4 /4,
sa/bowifh, Wi/ su/h
Sec. 30: Lot 1, NE/b NW/h,
NE/4 sw/k, N/2 SE/
Sec. 31: Lots 2, 3, 4, E/2 su/kb,
SE/L
Sec. 32: We/hk, N/2 SE/k4
Sec. 33: /2 mi/h, B/2 SE/M
Sec. 34: s/2 N/2, 5/2
T-45, R-22E
11 Sec, 12: L/2 su/b 120.00

T-33, R-23R
Sec. 33t SH/h wz/b

Serial No.
And Effective
Date of Lease

L1-025228
9-1-56

1M-0252290
3-1-58

-035871
8-27-57

Tandowvner and
Percent of Royalty

Record Owner of
Lease or Application

Name and Percent of
Overriding Royalty

Working Interest
And Percent

U.8.A. - A1l
U.S.A. - ALl
U.S.A. - All

Vida V. MHurray

Vida V. Murray

Hoover H. Wricht

None

None

Jone

Pan American
All

Pan Americen
All

Pan MAmerio-
Al



Tract
o.

Description

iz

i3

1h

17

Federal Lands

T-38, R-23E

Sec. 10: oSE/4, SE/4 W /4

Total Federal Acreege:

State Lands

T-35, R-228
Sec. 36: si/b SE/L

T-33, R-22E

Sec. 36: NB/4 SE/4

T-33, R-228
Sec, 30: ILv/b wNW/h

T-3S, R-22E
Sce. 36: SW/h /b

|

T4

Sec. 2@

n-223

T

Lots 1, 2, 3,
s/2 u/2, su/b

Ho. of
Acres

200.00

40,00

L40.00

40,00

40,00

480.68

Serial No.
And Effective
Date of lease

NM1-036872
5~1-58

14,932.99 acres, or 42.4318% of Unit Area.

0G-3873
6~3-58

E-L986-2k
2-7-51

E-5787-9
11-19-51

E~5787-10
11-19-51

0G-294
10-18-56

Landowvner and
Percent of Royalty

Record Owner of
Lease or Application

Neme and Percent of

Viorking Interc

And Percent

S

+
9

U.S.A. - A1l

State of New Mexico
State of New Mexico

A1l

State of New Mexico

State of New llexico

State of llew Mexico
All

Hoover H. Wright

E, F. Luke and
H. A. Luke

B. F. Luke and
H. A. Luke

A. R. Drups and
Vera Irene Bruns

Joe H., King and
Maisie T. Vaters

Elizabeth Fewman

Pan American

Overriding Royalty

None

lone

None

None

None

lone

Pan Americe

A1l

M. e Lukte ol
m.>.H_d.,.b..

:

Glizabeth i

A1

n

nd ] T, s
Se Fo o Lwdoo oo
T

FPan /Imericon
L1



Tract
o Description
State Lands
18 Te33, R~22E
Sec. 35: oi/bk mE/M
T-33, R~-23E
19 Sec. 16: Iw/4 SE/L
T-35, R-22E
20 Sec. 30: ou/k SE/4
21
T-3S, R-23%
22 Sec. 16: /b sp/b
23 SW /b
T-35, R-23%
2h

3
Sec. 2: 8&/Lk su/h, B/2 si/h,
S

SW/h SE/M

fo. of
Acres

L0.00

40.00

Lo.00

Lo.oo

Lo.00

L4o,00

680.00

Serial No.
And Effective
Date of lLease

Landowner and
Percent of Royalty

Record Owner of
Lease or Application

Neme and Percent of
Overriding Royalty

Working Hbmmammd
And Percent

0G-302-7
10-18-56

0G-1148
T-11.-57

State of New Mexico
Al

State of New Mexico
A1l

State of New Mcxico

State of Hew Mexico

State of llew Mexico

State of New Mexico

All

State of New Mexico
All

Pan American
William M. Corcoran
Luther ﬂ. Barker

L. C. Ileath

Thomas R. Stevens
Alice I. Mague

Tarl G. Levick

None

None

Jone

None

None

None

None

Pan American
All

William M. Corcoran
All

Luther H. Barker
A1

L. C. Leatn
All

Thomas L. Steveus
A1l

Alice I. llague
Al

Tarl G. Levick
AL



Serial Tio.

Tract llo. of And Tffective Landowvner and Record Qwner of Name and Percent of VWorking Intercs
10, Deceription leres Date of lLease Percent of Royalty  Lease or Application Cverriding Royalty And Percent

-33, R-238
[¢]

25 200,00 0c-1149 State of New Mexico Earl G. Levick llone FTarl G, Leviclk
7-11-57 A1l A1d

=5 80.00 0G-1334 State of New Mexico Pan American Ione Pan Ameoricen
9-19-57 A1l £l

27 320.00 0G-24 3k State of llew lexico Pan fAmerican Lone Pan Anericc
L.17-58 AL A1l

Totel Stote Acreage: 2160.08, or 6.1395s of Unit Area.



iract . lo. of
0. Description Acres
Pailented Lands
-35, R-228
28 Sec. 1: Lots 1, 2, S/2 Me/k4 871.78
T-35, R-238
sec. 5: Lot 3, SE/A /4
Sec., 6: Lots 1, 2, 6, T
s/2 we/k, B/2 oifh, SE/4
Sec. T: /b
1-35, R=22.)
25 Sec. 12: L/2 NE/4, SE/4 NE/b4, 600,00
i/ si/h, NE/b Sijk,
5/a S /4
See. 13: IW/4, V/2 /4,
B/ HE /A
30 5/2 1393.01
i/l
1-33, R-238
Sec. 3: o/2 sz/b, Bf2 su/fh
See. 5: Lot b, Sw/b WI/4
Sec. T: Lots 1, 2, B/2 W/L
see. 8@ Ii/2
Sec. O: /2 un/k, wi/k
See. 10: /b wi/h, NE/L
=33, R-233
31 sec. 23: /e mi/h 80.00

ixpiration
Date of Lease

Landowvner and
Percent of Royelty

Record Qumer
Of Lease

8-23-67

8-23-67

h-17-07

0-G7

\1
S

W. M. Key - A1l Pan American

We M. Key - Al Pan American

H. J. Sechroers 1/8 D. F. Wilson
H. E. Rorschach 1/4

R. E. Hermes 1/24

E. J, Hermes 1/16

Louise Whittlesey 1/15

Bs A, Omith 33/212

R. R. Kirchner 10/a12

John G. Phillips 10/212

G. K. Smsll - ALL Pan

rerican

5>

Hame and Percent of
Overriding Royalty

Working Interest
And Percent

lone

Hone

Ione

I'one

Pan Americen
/11

Pan fmericen
AlL

D. . iloon
A1l

Pen forzricon
R

RS



Tract No. of Expiration Landowner and Record Owner llame and Percent of VWorking Interest
Lo,  Description Acres Date of Lease Percent of Royalty Of Lease Overriding Royalty And Percent

Patented Lands

T-35, R-238

32 (1) Bec. 19: Lots 1, 2, E/f2 Wi/h 157.45 5-22-67 P. Carter -50% Pan American None , Pan American
(2) 5-22-57 P. Carter, Jr.-25%. Pan American None Al
(3) 5.22-67 A. Carter -25% Pan American None
T-45, R-23% : .
33 Sec. ©0: Lots 1, 2, s/2 NE/b, 479,82 5-14-67 Sacra Ranch Co.-All Pan American Hone Pan American
SE /L A1l
Sec. T: IE/h
T-35, R-23F
3 Sce. 3t SW/4 mznr 160.00 5-22-67 D. P. Killgo - All Pan American Fone Pan Americean
Sec. L4: sg/2 sE/b, NE/h SE/M All
35 160.00 . 5-24~G7 C. L. Holt - All Pan American Hone Pan American
A1l
36 38.73 6-11-67 R. M. DeOliviera Pan American lone Pan American
A1 Al
T-33, R-23E
37 Sec, 1: Lot 1, mnm NE/L . 830.14 5-10-67 J. D. Shirley Pan American None Pan American
Sec. 3: Lots 3, 4, su/4 mi/h, A1l Al

W/ su/b, su/b NE/hL,
W/2 Si/b WE/b4,
e/ SE/h mE/h

Sec, 1hk: /4, 5/2 HE/L

Sec. 23: IE/4, B/2 W/



ract Ho. of Expiration Lendovner and Fecord Cwvmer Fame and Percent of  VWorking Interes
Lo. Description Acres Date of Lease Percent of Royaltly Of Lease Overriding Zoyaliy And. Percent

Petented Lands

=35, R-232

36 (1) See. 17 /2 320.00 5-10-67 J. D. Shirley Pan American Hone Pan fnerican
33.330 33.33
(2) Unleased H, M, Hart
66.6T
M55, Re22H
30 (1) dec. 13t B/2 5/2 5199.62 5-10-07 Stinson Mortin Pan American Fone Pan American
sEe. 220 /2 £11 211
sec. 23 s/2 5/2, Wl/h s/,
oW/l T/
Sec. 2h: M2 /2, 8/2
Sce. 250 B/2 IT/2
Sec. 2C: u/2
Sec. 27: ui/k, s5/2 sp/h,

4235, R-231

sec., ©: o8/b

Sec. 9: s/ ws/k, SW/h

Sec. 10: wq\k\: E&\r /

See. 17: /2

See, 18: Lot 4, B/2 sW/k
ce, 19: SW/h SE/

[
Q0

—1 Mo

@]
W MmN

Q

) S5/2 SE/4, E/2 3u/4,
ch“muzs“r / / /
si/b sp/l, /2 su/fh,

S/ Wi /b

/b

/2 s/, wa/h ma/k

Lots 2, 3, &, mi/h,

[ TRy, i /) -3,
,c,\x r,_\ru RRYE IR YES
M 1T 1
. SO /b
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Tract ) No. of Expiration Landowner and Record Owner Neme and Percent of Working Interest
Ho. Description Acres Date of Lease Percent of Royalty of Lease Overriding Royalty And Percent

Patented Lands

T-33, R-23E
39 (1) Sec. 31: S5/2 NE/4, SE/4 wW/b
CON'D. Sec. 32: NW/U
Sec. 28: E/2 NE/b4
Sec. 29: SwW/b sW/h, NW/4 MW
Sec. 33: E/2 WW/4, mW/u si/fh,
E/2 Si/k, W/2 SE

T-3S, R-23E

39A(1) Sec. 287 Sw/k NE/M, SE/M Ni/k, 960.00 5-10-67 Stinson Martin Pan American  Kone Pan American
/2 W/k, w/2 sE/L, 50% : M1
(2) E/2 su/h 9-10-67 S. J. Blythe Est. Pan American None :
Sec. 29: S/2 NE/4, SE/4 Mi/L, 50%

SE/k, E/2 SW/h
Sec. 33: E/2 NE/4, NW/4 NE/b
Sec. 34: N/2 N/2

T-33, R-23E

39B(1) Sec. 28: SE/k SE/b Lo.00 9-10-67 S. J. Blythe Est. Pan American Jone Pan American
50% A1
(2) 7-14-68 Stinson Mertin Pan American None
50%
lemn R-22E
ho(1) Sec. 1: §/2 1845.05 5-10-67 Sterling Martin Pan American None Pan American
Sec. 2: SE/k4 A1l : A
Sec. 3: E/2 SE/b \
Sec. 11: All
Sec. 12: N/2
See. 13: Su/h
T-L4S, R-23E :

Sec. T: Lots 1, 2, E/f2 W /4



Tract No. of Expiration Landowner and Record Owner Name and Percent of Working Interest
17O - Description Acres Date of Lease Percent of Royalty Of Lease Overriding Royalty And Percent

Patented Lands

e-rmm R-227

Loa (1) Sec. 3: Lots 1, 2, 3, k4, 320.76 5-10-67 Sterling Martin Pan Americen None Pan American
s/2 n/2 50% : A1l
(2) T-26-67 H. H. Clausing Pan American None
50% .
T-43, R-22E
LOXs (1) Sec. 15: 5/2 320.00 5-10-67 Sterling Martin Pan American None Pan American
50% A1l
(2) T-23-67 J. H. Prater Pan American None
50%
T-35, R-23% .
L3 Sec. 22: S/2 SE/h4 120.00 5-10-67 J. W. Killgo Pan American None Pan American
See. 23: NW/L su/b A1l A1l

T-43, R-238

L2 1) Sec. ts 1, 2, 3, L, 320.00 _ 5-14-67 Sacra Ranch Pan American None Pan fAmerican
s/2 u/fe 50% . Al
( 2) 8-26-67 Ida V. Fenton

C. V. Fenton, Jr.
ILela L. Vans Evers

T-35, R-23E 50%
L3 1) Sec. 1: ILots 3, 4, s/2 W/k 320.81 8-7-67 B. G. Stevens Pan American None Pan American
Sec. 2: Iots 1, 2, S/2 NE/b 50% : 50%
C 2) : Unleased Clyde Fifer
50%
T-35, R-23E
L1 Sec. 19: &/2 XE/4 SE/b 20.00 8-20-67 J. E. Fuller Pan American None Pan American
A1l ; A1

T-35, R-23E

1=35, R-=34 .

Ls Sec. 31: Lot 1, NE/k ww/b, 160.92 8-9-67 C. W. Boyd Estate Pan American Kone Pan American
N/2 1E/A A1] A1l



Tract llo. of
llo. Description Acres
Patented Lands
T-43, R-22%
L5 Sec. 13: on/k 160.00
T-45, R-22F
L7(1) Sec. 3: &/l 160.00
(2)
(3)
7-3S, R-23E
48(1) Seec. L: ou/k, /b SE/M 200.00
(2)
(3)
(&)
(5)
(6)
(7
(8)
T-33, R-23F
Sec. 19: Iu/h 160.00

Expiration
Date of Iease

Landowner and
Percent of Royalty

Record
Owner of lease

7-29-67

7-26=-67
1-17-68
1-23-66

5-23-67
6-11-67
6-26-67
6-26-67
6-26-67
8-27-67

Unleased

Unleased

6-1L-67

C. L. Landrun
A1l

W. H. Womack
25% .

H. P. Key
37.50%

H. E. Andrevs
37.50%

M Osage Co-op.
Roy. 37.503%
C. R. Nixon
2.08334%

Joe Patterson
2.0833k%

L. P. Sheets
2.08334%

W. W. Patterson
2.08334%

L. ¥W. Hildt,
Angelina Hildt,
Julia E. Hildt
L 166674

G. D. Hess
25.00%

L. L. Beadle
25.00%

Iee Curter
All

Pan

Pan

Pan

Pan

Pan

Pan

Pen

Pan

Pan

Pan

American

American

American

American

American
American
American
American
American

Anmerican

Pan American

Name and Percent of

Working Interest

fnd Percent

Overriding Royalty

None

None
None

None

one
None
one
None
Tione

lone

Ione

Pan American

All

Pan American

A1l

Pan Americecn

507



Tract
Ho.

Description

50A(1)

(2)

50B(1)
(2)

50C(1)
(2)

51

52

23

54(1)
(2)
(3)

Patented Lands

T-33, R~23E

Sec. L: ILots 1, 2, 3, 4,
S/2 Wi/l

lots 1, 2,

S/2 NE/4, SE/U4

Sec. 51

T3S, R-23E

Sec. T S/2 NE/4

T-35, R-23E
Sec. 5: sSw/k

Mo
)

e

T

35, R-23E
c. 1l: Lot 2

T-3S, R-23E
Sec. 3: Lots 1, 2, SE/4 Ww/L
Sec. 10: IE/L NW/h

T-33, R-23E
Sec. 3: oE/b SE/4 NE/M
Sec. 19: SE/4 SE/M,

S/2 NE/4 SE/L

T-3S, R-23E
Sec. 3: N/2 SE/4

No. of Expiration
Acres Date of Lease
560.78 5-22-57
T-15-67
80.00 7-15-67
6-27-67
160.00 T=-15-6T7
8-23-67
Lho.11 Unleased
160.22 Unleased
qo.oo. Unleased
80.00 Unleased
Unleased
Unleased

-13 -

Landowner and
Percent of Royalty

Record Owner
Of lLease

D. P. Killgo
50%

Grace Cole
50%

Grace Cole
50%

D. P. Killgo
50%

Grace Cole
50%
W. M. Key
50%

Lloyd Wright
A1l

J«. K. Dunlap Estate

C. A. Jones

Povhatan Carter, Jr.
25.00%

Anderson Carter
25.00%

P. Carter

50.00%%

Pan American

Pan American

Pan American

Pan American

Pan American

Pan American

Kame and Percent of
Overriding Royalty

Working Interest
And Percent

None

None

None

None

None

None

Pan American
All

Pan American
All

Pan American
All

1
\
i
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Tract No. of Expiration Landowner and Record Owner Name and Percent of VWorking Interest
To. Description Acres Date of lease Percent of Royalty Of lesase Overridinz Royalty And Percent

Patented Lands

T-35, R-23L
= '.IL|1'| . . . .
55 Sec., ©0: Lots, 3, 4, 5, 150.57 L-9-68 B. G. Williems Est. Pen American Tone Pan American
SE/b W /4 A1l A1l
T-33, R-23E
56 Sec. 15: W/2 MW/h 80.00 Unleased W. D. Hudson
A1l
T-33, R-23E
57(1) See. 15: E/2 ©W/k4 80.00 Unleased W. D. Hudson
50.00%
(2) Unleased E. G. Jay
50.00%%
T-35, R-238 &
58(1) Bec. 15: W/2 NE/h 86.00 Unleased W. D. Hudson
5%
(2) . Unleased L. C. Scott
25%
T-35, R-23F
59(1) See. 15: m/2 NE/4 80.00 Unleased W. D. Hudson
25%
(2) Unleased E. G. Jay
50% .
(3) 1-16-68 C. W. Rogers Pan American None Pan fmericon
. 25% 25,
=35, R=-23E
GO Sec. 17: SW/h 160.00 2-28-68 D. F. Reid Pan American Ione Pan Americon
ALl . £l
T-38, R-23E
61 Sec. 19: Lots 3, 4, E/2 swu/b 158.67 2-11-68 L. H. McKnight Pan fmerican None Pan fmericon
A1 AL

_Hmem R-23E
Sec. 19: /4 SZ/b Lo.00 Unleased W. Crane
Al

ny



Trect
e} Description
Patented Lands
T-35, R-23E
63(1) Sec. 21: nu/hk, n/2 SE/M,
SW/4 SE/M
(2). Sec. 28: /4 NE/4
(3)
(L)
‘ T-38, R-23E
6l Sec., 23: N&/b su/b
T-3S, R-23E
65 Sec. 23: S5/2 su/k
T-33, R-23E
66 See. 33: SW/h sSw/h
T-43, R-22§
67 Sec. 3: W/2 SE/4
k]
T-33, R-238
68 Sec. 20: H/2 Mi/4, n/2 SE/L

No. of
Acres

320.00

Lo,00
80.00

L4o.00

80.00

160.00

Expiration
Date of lLease

- 15 -

Landovmer and Record Owner
Percent of Royelty Of Lease

Unleased

Unleased

Unleased

Unleased

2-10-68

Unlesased

8-26-07

2-20-68

Unleased

Total Patented Lands 18,099.2L4 Acres, or 51.4287jof Unit Area.

Blanche Trigg

5%

Orville O. Glenn
3.125%

Cleo F. Dickson and
Rena F. Glenn - 3.125%
Mary Ida Lansdell )

9.375%

Theresa M. Lansdell

9.375%

Buck Thompson Pan American
A1l

Hal Bogle, Trustee

All

Ida Fenton Pan American
50%

James H. Shanor

50%

J. R. Hammons Pan American

Al

Columbus Brown

Total Acres
Federal Lend 14,932.99 .
State Land 2,160.68
Patented Land 18,099.2k

TOTAL 35,192.91

Name and Percent of Working Interest

Overriding Royalty And Percent

None Pan Americean
Al

llone . Pan Americon
Al

None Pan Amerizon
A1

Percent of Unit

42,4318
6.1395
51,4787

100.00007
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UNIT OPERATING AGREEMEIT
MARTIN RANCH UNIT AREA
COUNTIES OF CHAVES AND

DeBACA
STATE OF NEW MEXICO

~

-~ - B
THIS AGREEMENT, made and entered into, as of the /fi‘”aay of Jég £y / ,
/

l)g&jﬁi,'by and between PAN AMERICAN PETROLEUM CORPORATION, a corporation: hereinafter
designated as '"Unit Operator', and the undersigned as owners of working interests in
the unitized substances within the Unit Area subject to the Unit Agreement herein be-~
low described, as may subscribe this agreement and become parties hereto, which owners
are hereinafter referred to as '"Working Interest Owners'';

WITNESSETH: THAT,

WHEREAS, the parties hereto have executed, as of the date hereof a certain
Unit Agreement for the Development and Operation of the Martin Ranch Unit Area, Counties
of Chaves and DeBaca, State of New Mexico, hereinafter referred to as "Unit Agreement”;
and

WHEREAS, the parties enter into this agreement pursuant to Section 7 of the
Unit Agreement.

NOW, THEREFORE, in consideration of the mutual agreements herein contained,
it is agreed as follows:

ARTICLE I

UNIT PLAN CONFIRMED: The aforesaid Unit Agreement and all exhibits sttached

thereto are hereby confirmed and made a part of this agreement. In the event of any
inconsistency or conflict between provisions of this agreement and the Unit Agreement,
the Unit Agreement shall prevail.

ARTICLE IT

MANAGEMENT OF UNIT

2.1 UNIT OPERATOR AND EMPIOYEES: ©Pan American Petroleum Corporstion, the

party hereto named as Unit Operator of the Unit Area under the provisions of the Unit
Agreement, or its duly appointed successor Unit Operator, shall have the exclusive
right to develop and operate the Unit Area subject to the provisions of this agreement
and of the Unit Agreement. All individuals employed by Unit Operator in the conduct
of operations hereunder shall be the employees of Unit Operator alone, and their work-

ing hours, rates of compensation, and all other matters relating to their employment

ahal]l he determined acnlelv hv TIns4+ Oneratnr



2,2, UNIT OPERATOR -- DUTIES: Unit Operator shall in the conduct of opera-
tions hereunder:’

(a) Conduct the operations in a good and workmenlike manner, and in
the exercise of its Judgment and discretion, acting in good faith;

(b) Consult with Working Interest Owners concerning unit operations,
aﬁd keep Working Interest Owners informed of all matters arising during the operation
of the Unit Area which Unit Operator, in the exercise of its best Judgment, considers
important;

(c) Keep full and accurate records of all costs incurred, unitized sub-
stances produced, and controllable materials and equipment, which records, end re-
ceipts and vouchers in support thereof, shall be available for inspection by author-
ized representatives of the Working Interest Owners at ressonable intervals during
usual business hours, at the Office of Unit Operator,

(d) Permit each of the Working Interest Owners, through its duly author-
ized representatives to have access to the Unit Area at all times, and to the derrick
floor of each well drilled or being drilled hereunder, for the purpose of observing
operations conducted hereunder and inspecting jointly owned materials, equipment and
other property, and to have access at reasonable times to informetion and data in the
possession of Unit Operator concerning the Unit Area;

(e) TFurnish to each of the other parties who makes timely written request
therefor, copies of Unit Operator's authorizations for exﬁenditurea or itemizations
thereof in excess of One Thousand Dollers ($l,000), and copies of all drilling reports,
well logs, basic engineering data, tank tables, gauge reports, and run tickets, and re-
ports of stock on hand at the first of each month, if available, samples of cores or
cuttings taken from wells drilled hereunder, containers therefor to be furnished by
the party requesting such samples;

(f) Comply with the terms and conditions of the Unit Agreement and
all valid applicable Federal and State Laws and Regulations;

(g) Keep the land in the Unit Area free from liens and encumbrances
occasioned by itc operations, except such liens as the Working Interest Owners elect
to contest, and save only the lien granted the Unit Operator under this agreement.

2.3 UNIT OPERATOR--RESTRICTIONS: The Unit Operator shall not do any of the

following things without the consent of the Working Interest Owners obtained as herein

-2 -



provided:

(a) Locate, drill, deepen, or plug back any well or let any contract
therefor. The approval of the drilling, deepening, or plugging back of any well
shall be construed to mean and include the approval of any necessary expenditures for
the drilling, deepening, or plugging back, and completing and equipping of such well,
including the necessary lines, separators, and necessary tankage if é producer, and,
if a dry hole, the plugging and abandonment thereof, except as otherwlse provided in
Article IV hereof;

(b) Make eny expenditures in excess of Fifteen Thousand Dollars ($15,000)
other than normsl operating expenses;

(¢) Use any facilities owned by one participating area for purposes of
operation and development outside of said area, or determine the amount of any charges
therefor, unless otherwise provided for in this agreement or in the Unit Agreement;

(d) Mske any expenditure for expert technical advice, including any
extra services, in excess of One Thousand Dollars ($1,000) rendered by Unit Operator's
technical staff, not contemplated by the provisions of Exhibit "1" attached hereto,
and not covered by the overhead, dlstrict, and camp expenseé therein authorized, which
overhead in Exhibit "1" is intended to cover only normal development and operations.

(e) Make any partial relinquishment of the rights of the Unit Operator.

(£f) Abandon any well or wells or dispose of any major items of surplus
material or equipment other than junk, having an original cost of One Thousand Dol-
lars ($1,000) or more (any such item or items of less cost may be disposed of without
such appréval), except as otherwise provided in Section 4.6 hereof.

(g) Propose any plan for development of the Unit Ares or any participat-
ing area or amendment thereof, or any expension or contraction of the Unit Area or any
designation or enlergement of & participating area; provided, if such consent cannot
be obtained, he shall propose that plan or area having the approval of the largest
plurality.

(n) Drill or abandon any injection wells or convert any well into‘an

_injection well,

(1) Determine whether “o drill a demanied offset well or pay compensa-

tory royalty.

{3) Determine the basis of investment sdiustment and +he adinatred haada



of prorated future development and operating costs and readjustment percentages of
participation on enlargement or reduction of Unit Area or enlargement of any parti-
cipating.area or on elimination of acreage for failure of title.

(k) Make any arrangements for repressuring, cycling, or pressure main-
tenance, or approve or disapprove any change in the existing method of operation.

(1) Contest any encumbrance or lien.

In case of blow-out, explosion, fire, flood, or other sudden emergency,
Unit Operator may take such steps, and incur such expense, as in its opinion are re-
quired to deal with the emergency and to safeguard life and property; provided, that
Unit Operator shall, as promptly as possible, report the emergency to the other parties
and the action taken. | |

Subject to fhe provisions hereof, Unit Operator shall have full control
of the premises subjected hereto and shall conduct and manage the development and opefa-
tion of unitized lands for the production of unitized substances therefrom for the
account of the parties hereto.

2.4 CONSENT OF WORKING INTEREST OWNERS: On matters on which the consent of

Working Interest Owners is required, each Working Interest Owner shall have a vote
equal to the proportionate or fractional acreage interest owned by him in the parti-
cipating area or on any separately operated lease involved in any determinetion to be
made, or in the Unit Area where the determination concerns any mastter affecting the
Unit Area as a whole. Designation of a participating area shall be by vote of all
ﬁorking Interest Owmers in the Unit Area. Enlargement of a participating area shall
be by vote>of the Working Interest Owners in the area before enlargement and those

on the lease embracing the extension well causing the enlargement. Any party hereto
not satisfied by any such decision may obJect to the Supervisor end may renew his
objection to the Director. Except as otherwise specified herein or in the Unit Agree-
ment, an affirmative vote of 65% of the voting power of the Working Interest Owners;
on any matters on which they are suthorized to act, shall constitute the decision of
the Working Interest Owners, which decision shall be binding upon all; provided, how-
. ever, that should any Working Interest Owner own as much as 65%, but less than 100%,
voting interest in the Unit Area or in a participating area, as the case may be, his
vote must be supported by the affirmative vote of at least one additional Working

Interest Owner to bind all the partics hereto, and provided further that if one party



ovns 35% or more voling interest, but less than 50%, the vote of such party shall not
serve to defeat or disapprove any matter epproved by the majority (over 50%) unless
supported by at least one additional voting interest.

The Working Interest Owners shall meet in regular or special meetings
for the purpose of discussing unit business and of voting on the matters set out in
Section 2.3 hereof, and of exercising any other powers by this agreement or by the
Unit Agreement committed to the Working Interest Owners. Each Working Interest
Owner shall designate a representative and an alternate to represent him at such
meeting, who shall have such powers as are conferred ocn him by his principal, which
powers shall be sufficilently broad to enable the representative to vote on matters
coming before said meeting. Notices of meetings and cther notices shall be served
on such representative by the Unit Operator. The representative of the Unit Opera-
for shall act as Chairman at all meetings. Each Working Interest Owner shall have
the right from time to time, on notice to the Unit Operator, to change its repre-
sentative or the alternate. It shall be competent for the Working Interest Owners
to provide by rule or regulation for the polling of the Working Interest Owners by
the Unit Operator on urgent matters without calling a meeting, and any vote so taken
pursuant to such rule or regulation shall be as binding on the Working Interest Owners
as if done at a regulsr meeting at which & guorum was present.

2.5 UNIT OPERATOR-~LIABILITIES: Unit Operator shall not be liable to any of

the Working Interest Owners for anything done or omitted to be done by it in the
conduct of operations hereunder in compliance with Section 2.2(a) hereof.

2.6 UNAVOIDABLE DELAY: The obligations of Unit Operator shall be suspended

to the extent that, and only so long as, performance thereof is prevented by Tire,
action of the elements, strikes, or other differences with workmen, ascts of civil or
military authorities, acts of the public enemy, acts of God, restrictions or restraints
imposed by law or by regulation or order of Governmental authority, whether Federal,
State, or local, inability to obtain necessary rights of éccess, unavoidable accidents,
uncontrollable delays in transportation, inability to obtain necessary materials in
the open market, or other matters beyond the reasonable control of the Unit Operstor,
whether or not similar to any cause sbove enumerated.

ARTICIE III

COST OF OPERATIONS3

3.1 HOW KEPT: The actual cost to the Unit Operator of rerforming its



cbligations as Unit Operatcr hercunder shall be kept separately for each participat-
ing areca, and in each arca such cost shall be apportioned to each tract in the same
ratio as that defined in the Unit Agreement for the allocation of production in that
area, end among the Working Interest Owners in each tract in proportion to their
comparative interests therein, and as so allocated shall be paid as hereinafter pro-
vided by the several Working Interest Owners, and as nearly as may be done all costs
shall be charged directi;r to each participating area and the operations served. The
cost of other separate operations shall likewise be scparately kept, and charged o
the Working Interest Owners affected., All materisls, equipment, and other property,
whether reel or personal, charged as a part of cost of operations hereunder chall be
owned by the Working Interest Oﬁners in the game proportion as they were cherged
therefor. All such costs, expenses, credits, snd related matters and the method of
hzndling the accounting with respect thereto shall be in accordance with the provi-
gsions of the Accounting Procedure attached hereto, made a part hereof, and marked
for identification as Exhibit "1", In the event of aay inconsistency or conflict
between provisions of this agreement and Exhibit "1", this agreement shall prevail.

3.2 OPERATOR'S LIEN: Unit Operator is hereby granted a prior lien on the

rights and interests of each Working Interest Owner in the Unit Area.and the unitized
tubstancees allocated to each such Working Interest Owner, and the material and equip-
ment thereon, to secure the payment of its proportionate part of the said costs and
expenses.  Should any Working Interest Owner fail to psy its proportionate part of
gaid couts and expenses within thirty (30) days after being billed therefor as pro-
vided in the referred to Accounting Procedure, Exhibit "1", Unit Operator shall have
the right at its option at any time theresfter, such default continuing, to foreclose
said lien on the respective interests of such Working Interest Owner. In lieu of

or in addition to such reredy, the psrties hereto agree that in the event of default,
the Unit Operator may notify the purchaser of the defaulting party's shzre of the
unitized substances and thereupon the purchaser shall pay to the Unit Operator the
proceeds of the zale of defaulting party's share of unitized substances until said
obligation is extingulshed without any 1lizbility to the defeulting party. In licu

of cr in addition to the remedy sbove specified for such default, Unit Operator may
have any other reredy efforded by law or equity sgairst the defaulting‘party for

<ucoch defsult.,



3.3 ADVANCES: Unit Operator, at its election, may require each Working In-
terest Owner hereto to advance its respective proportion of the development and
operating costs hereunder in accordance with an estimate by Unit Operator to be made
not less than ten (10) days in advance of the month ia which the costs and expenses
are to be incurred. Adjustment between estimates and actual costs shall be made by
tﬁe Unit Operator at the close of each calendar month and the accounts of the Working
Interest Owners adjustec accordingly.

3.4 WORKING INTEREST OWNERS' TAXES: The Unit Operator shall render, for ad

valorem tax purposes, the entire leasehold rights and interests covered by this agree-
ment and all physical property located thereon or used in connection therewith, or
guch part thereof as may be subjéct to ad valorem taxation under existing laws, or
vhich may be made subject to taxation under future laws, and shall pay, for the bene-
fit of the joint account, all such ad valorem taxes at the time and in the manner reQ
quired by law which may be assessed upon or against all or any portion of such lease-
hold rights and interests and the physical property located thereon or used in con-
nection therewith., The Unit Operstor shall bill each Working Interest Owner for its
proportionate share of such tax payments as provided by the Accounting Procedure, be-
ing said Exhibit "1".

Fach Working Interest Owner shall reimturse the Unit Operator for (a)
the percentage of the ad valorem taxes on personal property which is equal to such
Working Interest Owner's percentage of participation in production, and (b) the ad
valorem taxes levied on such Working Interest Owner's leasehold interest or interests
covered by this Agreement; provided, however, that a Working Interest Owner owning
less than the entire seven-eighths (7/8) leasehold intérest or interests covered by
this Agreement shall reimburse the Unit Operator for its proportion of the ad valorem
taxes levied on the full leasehold interest, adjusted so es to reflect a credit for
payments based upon values assigned to and mede on behalf of outstanding excess royal-
ties, overriding royalties, and production payments.

In the event that any taxable valuation is assessed upon or against
said property or wny portion thereof, which the Unit Operator deems to be unreason-
able, it shall be the duty of the Unit Operator to protest said tsxable valuation
within the time and manner as prescribed by law and to prosecute such protest to a

final determination unless the parties agree to abandon such protest prior to final



determination. When any such protested valuation of such property shall have been
determined, the Unit Operator shall pay for the joint account the taxes thereon, to-
gether with any interest or penalty accrued by reason of such protest, and shell bill
each Working Interest Owner for its proportionate share of such payments in accordance
with the accounting procedure, being said Exhibit "1".

3.5 INSURANCE: Insurance shall be carried by the Unit Operator and its con-
tractors or Sub-Contractors as provided in Exhibit "2" attached hereto.

ARTICLE IV

WELLS

4,1 CENERAL PROVISIONS:

(a) All wells subject to this agreement shall be drilled and operated
by the Unit Operstor for the account of the affected Working Interest Owners.

(b) All wells shall be drilled on a compenitive contract basis at the
usual rates prevailing in the region of the unit area, provided, however, Unit Opera-
tor mey employ its own tools and equipment in the drilling of such wells, but in such
event the charges therefor shall not exceed the competitive prevailing rate charged by
independent contractors doing work of a similar nature.

(¢) '"Well costs" (referred to in this Article IV) shall be all those
costs necessary to drill, complete and equip any well, including necessary lines,
separators and tankage if a producer, and if & dry hole the plugging and abandonment
thereof, and such costs shall be authorized and paid for by the Working Interest
Owners affected in proportion to their interests as applicable to the specific well
categories enumerated in the succeeding provisions of this Article TV,

4.2 TEST WELLS:

(&) A "test well" is any well drilled to & formation before the estab-
lishment of a participating area for that formation.

(b) Well costs of the test well provided for in Section 9 of the Unit
Agreement shall be paid by all the working interest owners in proportion to their in-
terest in the unit area. Seid test well shall be located at & point designated by
Unit Operator or at such other location as may be approved by the Department of the

Interior.

(c) Well costs of any test Well drilled subsequent to the test well



provided for in Section 9 of the Unit Agreement and subparagraph (v) of this Sec-
tion 4,2, shall be paid by the Working Interest Owners or any consenting majority
thereof on their lease as provided in Section 13 of the Unit Agreement or by other
Working Interest Owners as they may decide by separate agreement.

k.3 PARTICIPATING AREA WELLS:

(a) A "participating area well" is any well drilled within the sur-
face boundaries of an established participating area to the formation for which the
participating area was established.

kb) Well costs of such wells will be paid by all Working Interest
Owners in the participating aree as provided in Section 3.1 and upon consent of ssid
ownefs as provided in Section 2;&.

4.k EXTENSION WELLS:

(a) An "extension well" is any well drilled to the formeation for which
a participating area or areas have been esteblished but which well location is out-
side the surface boundaries of saild participating areea.

(b) Well costs of such wells shall be paid as follows:

(1) By the Working Interest Owners in the participating ares |
established for the objJective formation, the boundery of which ie closest to the well
¢ite, upon obtaining consent therefor in accordance with Section 2.4 provided, how-
ever, any such owner who did not vote in favor of drilling the well may be relieved
of the obligation to pay his proportionate share thereof by notifying the Unit Opera-
tor in writing to that effect within thirty (30) days after the date of the decision
of the other participating erea Working Interest Owners to drill the well, or

(2) By the Working Interest Owners or any consenting majority
thereof on their own lease as provided in Section 13 of the Unit Agreement, provided
they give ninety (90) days' written notice to the Working Interest Owners in the parti-
cipating area established for the formation to which the well is to be drilled or,
if there is more then one participating area esteblished for the formation, to the
participating area that has e boundary line nearest the well location. During said
ninety (90) days the Working Interest Owners in the participating area may elect to
pay for the well costs as in (b) (1) :bove, but if sald Working Interest Owners, v
ing in accordance with the provisions of Section 2.4, elect not to pay for the wui:,

then the well costs shall be pald by the Working Interest Owners on the said lease



who have elected to drill it.

4.5 FORCED WELLS:

(a) A forced well is any well_required by the Department of the Interior
whether required independently of any plan of development or as a substitution there-
for or an addition thereto. Any one or more of the Working Interest Owners herein
may elect to pay for the cost of a forced well, proportionately according to their
comparative acreage interests in the Unit Area, or as they may otherwige agree. If
no Working Interest Owner is willing to pasy for said well, the parties may determine
by vote under Section 2.4 hereof, on payment of compensatory royalty, contraction of
the unit area, dissolution of the asgreement, or any other measure satisfactory to the
Department of the Interior, wheréby the obligation to drill the well may be avolded.
If no such measure can be agreed upon as above and, if the demanded well is a test
well, it shall be drilled at the cost of all the parties hereto proportionate to their
respective interests, but if the well is not a test well, it shall be drilled at the
cost of all the Working Interest Owners having interests in the participating area or
areas established for the objective formation to which the well is to be drilled.

4.6 DEEPENING, PLUGGING BACK AND ABANDONING WELLS:

(a) Any well which upon completion in‘its objective formstion is either
s dry hole or produces unitized substances in less than paying quantities, or any for-
merly producing well which ceases to produce in quagntities sufficient to justify con-
tinued operation in the formation in which it is then completed, may be deespened or
plugged back to snother formation, or plugged and abandoned, as provided in this
Section k4.6,

(b) Any one or more of those Working Interest Owners (hereinafter
called well owners) who have borne the well costs theretofore incurred in a well in-
capable of producing in paying quantities may elect to deepen or plug back the well
at its or their expense provided, however, no well shall be deepened or plugged back
to the formation covered by an established participating area except with the con-
cent of the Working Interest Owners in such area as determined under the provision
of Szetion 2.k, I 1ess t1-a 211 of tha uell owners wish to deepen or plug book ¢
wall, the cenditions vadze whoch Sho 7211 1y be toker over by the porties wishine

Lo conduct such ouvzrations, tho bosig ol shhring the costs of deepsning and plug i

ot or dionositbion of tobal well coste (includine co. o




of the deepening or plugging back operation) as between the parties who have borne
a share of such total costs, shall be made the subject of a special agreement be-
tween such parties. In the event that none of the well owners wish to deepen or
plug back the well, the majority Working Interest Owners of the lease embracing
the well site (if they be parties other than the well owners) may deepen or plug
back the well subject to a special agreement with the well owners concerning well
costs and related matters mentioned in the preceding sentence. Arrangements to
deepen or plug back a well,as aforesald, shall be completed within 48 hours after
notice by Unit Operator that the well has been completed as a dry hole when a drill-
ing rig is on the well location, otherwise, within 30 days after Unit Operator's
notice of éompletion or advice cdncerning the non-paying status of the well.

(¢) In the event any well described in paragraph (a) of this Section
L,6 is proposed for abandonment by a well owner, and no arrangements to deepen or
plug back are completed or in process in accordance with paragraph (b) of this Sec-
tion 4.6, the well may be abandoned or continued in operation subject to the follow-
ing conditions: If the well be a particlipating area well, it shall be plugged and
abandoned or continued in operation as determined by the participating area Working
Interest Owners in accordasnce with Section 2.4 hereof. If the well is not a partici-
pating area well, it may be plugged and abendoned by unanimous consent of the well
owners. If some but not all of the well owners do not agree to abandonment of a well
other thaﬁ a participating area well, said parties shall pay the owners wishing to
abandon a sum equel to the latters' proportionate share of the value of salvable
material and equipment in and on the well, said value to be determined on the price
basis set forth in Exhibit "1" attached less the estimated costs of salvaging. Upon
receipt of said sum, the abandoning parties will execute proper bills of sale and
division orders necessary to transfer their rights in saild well and to its production
from the formation in which completed to the parties not wishing to abendon; however,
there shall be no formal conveyance of rights in and to any land or leasehold rights
in the acreasge surrounding said well gnd the percentage of participation of the parties
hereto with respect to other wells and as to land and leaschold rights under this sgree-
ment and the Unit Agreement shall be unaffected by this transfer. No further wells
shall be drilled to the same formation within the drainage area of said well, which
shall be the spacing pattern then iﬁ use in the field, or in the absence of an estab-

lished pattern, a square area of 640 acres for s zas wa2ll or 40O scres For an ol well



with the well at the center thereof. After such transfer of interests the well shall

be operated for the account of the non-abandoning parties.

4.7 OPERATION OF COMPLETED WELLS: Any well completed hereunder which is
capable of producing unitized substances and is included in a participating area
shall be operated for the acéount of the parties included in such area and there shall
‘be an adjustment of well costs in accordance with Article V hereof. Any well drilled
outside a participating area which produces in such small quaﬂtity or poor quality as
not to justify its inclusion in a participating area shall be opersted for the account
of the Working Interest Owners who paid for the well and said Working Interest Owners
shall discharge the royalty obligation on the production taken by them from said lease.
| ARTICLE Vv

INVESTMENT ADJUSTMENT

5.1 ON ESTABLISHMENT OF PARTICIPATING AREA: In the event any test well or

wells drilled shall encounter the unitized substances in quantity sufficient to Jjustify
the establishment ofva Participating Area for the formation encountered, such partici-
- pating area shall be formed as provided in Section 11 of the Unit Agreement, and there
ghall be those investment adjustments hereinafter provided, and thereafter the costs
incurred and benefits derived from the operation ofAthe well shall be borne by and
inure to the benefit of the Working Interest Owners in the Participating Area, and the
working interests attributable to the non-participating portion of the Unit Area shall
thereafter be liable for no part of the costs and entitlea to no part of the benefits
derived therefrom, in the absenc:: of & subsequent enlargement of the participating
area.

(a) Investment Adjustment of Intangibles: On the establishment of the

participating area there shall be retroactive adjustmwent of the actual intangible cost
incurred in drilling, completing and equipping for production the said producing test
well or wells to the effective date of the establishment of the participating area to
the end that the owners of working interests in the participating area‘established
shall, in proportion to their respective percentagesof participation in the parti-
cipating area, refﬁburse without interest in the manner hereinafter provided the party
or parties who paid for said intangible cost and expense of drilling, completing, and
equipping for production the producing well or wells, it being understood thal in-

terests in intangibles shall beexchanged only for interest in intancibles or for



cash in order to effect said adjustment.

(b)  Investment Adjustment of Tangibles: On the establishment of the

participating area, there shall be a sepasrate retroactive investment adjustment ac
to the tangible propertj in and appurtenant to said producing well or wells, tsnkage,
pipelines, camps, separators, and without limitation all other structures, facilities,
appliances, and property employed in the drilling, completion, equipping, and opera-
tion of said well, to the end that the owners of working interests in the Participst-
ing Area established shall reimburse without interest in the manner hereinafter pro-
vided the Working Interest Owners who purchased and paid for said equipment, for the
actual cost thereof to the end that all of said property shall be owned by the Work-
ing Interest Owners in'the Participating Ares by undivided interests in proportion 'H
their respective percentages of participation in the participating area, and to the
end that the former owners thereof shall be reimbursed for their expenditures on the
basis herein set out, it being understood that interests in tangibles shall be ex-
changed for interests in tangibles or for cash in order to effect said adjustment.
Separate participating areas for different formations may be establish-
ed and any participating area may be diminished on account of failure of title or
mey be enlarged all as provided by the Unit Agreement and this agreement.

5.2 ENLARGEMENT OF PARTICIPATING AREA: On the enlargement of any partici-

pating area as provided in the Unit Agreement, there shall be investment adjust-
mente between the Working Interest Owners in the enlarged participating area who are
parties hereto and the Working Interest COwners in the former participating area who
are parties hereto, to the end that costs and investments within the enlarged parti-
cipating area shall be paid for by the affected Working Interest Owners in the enlarged
participating area proportionate to the interest of each in the enlarged participating
area, and also to the end that the Working Interest Owrers who have previously paid
said costs shall be reimbursed on the basis hereafter set forth, and otherwise ass set
forth in Section 5.1 hereof, except:

(a) The affected Working Interest Owners in the participating area be-
fore its enlargemznt and those vho paid for intangibles in the area to be admitted
to the enlarged participoting crce, sh 1l receilve credit for the intangible cost of
drilling, completing, cnd ciulpping for production all wells capable of producing the

unitized substonces within scid enlorged porticipnting area. The costs to be so
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credited shall be measured by the average cost of drilling, completing, and equipping
for production wells of like character and depth in the region in a good and workman-
like manner at the time when said wells were drilled. Credits for tangibles in the
participating ares before enlargement and in #he area to be included in the enlarge-
ment shall be given in accordance with a classification and appraisal thereof by the
Working Interest Owners or a committee thereof, valued in accordance with the method
set out in Section V of Exhibit "1" attached hereto, or otherwise as agreed to by the
Working Interest Owners. The sum total of said credits shall be apportioned to the
enlarged participating area, and separate cash adjustment of tangibles and intangibles
as set forth in Section 5.1 shail be made among the Working Interest Owners through the
Unit Operator. No credit shall be given for the previous cost of operatiﬁg any wells
or for the intangible cost of repairing or maintaining other property, nor shall there
be any debit for and on account of production taken from wells prior to the effective
date of the enlargement of the participating area.

(b) If the extension well which caused the enlargement of the Partici-
pating Area was drilled under the provisions of Section L.4(b) (2) hereof, the Work-
ing Interest Owners who paid for the drilling of said well shall be credited on the in-
vestment adjustment with 150% of the intangible coet and 150% of the tangible cost
as set out in Section 5.1 hereof, of drilling, completing, and equipping said well
for production, provided, however, that if any Working Interest Owner or group of
Owners shall request the drilling of more than one well at a time under Section
4, 4(b) (2) hereof, and the Participating Area shall not elect to drill any of them
and said wells are thereafter drilled under Section 4.4(b) (2) hereof, the 150% credit
shall, as to any one owner or group of owners, apply only to the first well so drilled
and completed as & paying producer, snd the normal 1004 credit shall be given on the
remaining wells but if the Participating Area, pursuant to such requests, elects to
drill one or more of the wells, either successively or concurrently, the 150% credit
shall not apply to any of the remaining wells embraced in the requests and drilled by -
the Owners under Section 4.L (b) (2) hereof.

(¢) 1In the event the extension well, which causes the enlargement of
the Participating Area, is drilled under Section 4.4(b) (1) hereof and one or more
Working Interest Owners in the Participating Area before enlargement elected not to
participate in the cost and risk of the extension well, there shall be the normal in-

vestment adjustment as provided in Section 5.2 and 5.2(a) hereof and in addition



thereto the Non-Consenting Working Interest Owners shall be charged with and shall 7

pay an additional one-half of what would have been thelr respective shares of the iﬁ-
tangible cost and an additional one-halr of what would have been their respective shares
in the tangible cost of drilling, completing and equipping the extension well had they
participated therein, and said sum shall be distributed pro rata to the Working Inter-
est Owners who paid for the cost of the extension well.

5.3 CONTRACTION OF PARTICIPATING AREA: On the contraction of a participating

area to exclude land then regarded as reasonably proved not to be productive, as provided
in Section 11 of the Unit Agreement, where it appears that the sum total of the intan-
gible and tangible costs charged to the excluded land up to the date of exclusion have
exceeded the proceeds of the sale of the working interest shares of the unitized sub-
stances (or the value thereof, in the event the same are not sold), allocated to said
excluded lands after deducting the taxes and operating expenses attributable to said
excluded lands, up to the date of exclusion, the Working Interest Owners in the con-
tracted participating area, in proportion to their respective interests therein, shall
reimburse in cash the working interest owners in the excluded lands for the excess of
such costs. In meking the adjustment to the end of securing this reimbursement, revenues
allocated to the excluded acreage shall first be applied to the extinguishment of the
operating costs, and second to the extinguishment of the intangible investment, and
third, whetever if any remains shall be applied on the tangible investment. But if
the proceedé or value of the production sllocated to the excluded lends shall exceed
the costs charged thereto, the Working Interest Owners in the excluded lands may re-
tain the same and there shall be no reimbursement. In any case there shall be no,ad-
Justment of settlements which were made 1o royalty owners prior to the contraction of
the participating area. TFollowing the effective date of the contraction of & partici-
pating area, costs will be borne and tangibles will be owned (including any tangibles
located on the excluded area) by the Working Interest Owners in the contracted partici-~
pating area, and the benefits shall be allocated to them, and to the royalty holders
in such contracted participating area, in proportion to their acreage basis ownership
therelin.

ARTICIE VI

ROLUCITON

6.1 RENTALS: The Working Intercct Ouncrs on e€ach tract shall pay all rentals,




advance rentals, or delay rentals due under the lease thereon, and shall concurrently
submit to the Unit Operator evidence of payment. If the Working Interest Owners on
any tract determine not to pay any such rental, they shall notify Unit Operator at
least sixty days before the due date, and shall thereupon aésign to all other Work-

ing Interest Owners in the Unit Area requesting such assignment, proportionate to their-
thén interest, all their right, title and interest under said lease. If the Working
Interest Owners on any tract fail to pay the rental and fail to notify the Unit Opera-
tor of their intention not to pay the same, the Unit Operator may, but shall not be
obligated to, pay said rental, and shall charge the same to their account. In the
event of loss of title to a lease for fallure to pay rental, all loss occasioned there-
by shsll be that of the Working Ihterest Owners who should have paid the same, and they
hereby expressly indemnify and agree to hold harmless the Unit Operator and all other
Working Interest Owners hereunder from any damages, claims, or liabllity occasioned

by said loss of title, and the parties losing such title shall lose their interest
hereunder represented thereby, but except as above set out, no Working Interest Ownmer
shall, in the sbsence of bad faith sustain any liability to the Unit Operator or to

any other Working Interest Owner hereunder on account of such loss of title.

6.2 ROYALTIES, COMPENSATORY ROYALTY: Except as provided in Section 4,7 and

6.3(c) hereof, each Working Interest Owner shall pay and satisfy all obligations for
royalties, overriding royalties, and payments out of production payable on the lease
_interests contributed by such Working Interest Owner to the-Unit Agreement snd this
agreement. In the event that any such royaity owner hes not committed his interest
to the Unit Agreement, and the Working Interest Owners having interests in said tract
have not withdrawn their signatures from this agreement prior to the approval of the
Unit Agreement by the Department of the Interior, such Working Interest Owners shall
be responsible for payment of all royalty obligations to such non-consenting royalty
owner and for all claims for damsges for drainage or otherwige, and do hereby indemnify
and hold the other partles hereto harmless for and on account of any and all royalty
claims and all demands of any nature by said non-consenting royalty owner under this
Section.

In cases where the affected Working Interest Owners determine to pay com~
pensatory royalty or damages in lieu of drilling a demanded offset well, such compen-~

satory royalty shall be paid by the Unit Operator. Compensatory royelty for drainage
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of lands within a Participating Area shall be apportioned to all the Working Interest
Owners having interests therein, in proportion to their respective interests. Com-
pensatory royalty for drainage of lands situated outside any Participating Arca shall
be apbortioned to those Working Interest Owners having interests in such lands.

6.3 DISPOSAL OF PRODUCTION:

(a) Each Working Interest Owner shall own and, at its own expense, shall
teke in kind and separately dispose of its proportionate part of all the unitized sub-
stances produced and saved from the lease acreage covered hereby, exclusive of the
production that the Unit Operator may use in developing and producing operations and
in preparing and treating oil for market purposes end cf proauction unavoidebly lost;
provided, that each of the parties shall pay or secure the payment of the royalty
interest in its proportionate part of the production.

(b) During such time or times as a Working Interest Owner shall fail or
refuse to take in kind or separstely dispose of his proportionate part of the unitized
substances, the Unit Operator, except as otherwise provided in Sub-section (c) hereof,
shall have the authority, revocable by the Working Interest Owner at will, to purchsse
at not less than the prevailiﬁg field market price, or to seil, all or part of such
unitized substances to others at the same price that the Unit Operastor receives for
its own portion of unitized substances. All such sales by the Unit Operator of the
working interest share of others shall be only for such reasonable periods of time
as sre consistent with the minimum needs of the Industry under the circumstances, but
in no event shall any such sale be for s perlod in excess of one year.

(c¢) Any Working Interest Owner may withhold the production and sale of
his or their allocated working interest shares of natural gas or casinghead gas pro-
duced hereunder by giving the Unit Operator notice to such effect. The remaining
parties desiring to sell their allocated shares hereinafter called "selling parties”
may, and if lawfully required, shall thereupon proceed to produce and sell gll or any
part of the gas and casinghead gas production for which they have & market, or for which
& market exists, and the gsas purchasers shall pay the royalty, overriding royalty, and
01l pasyment shares of such production to the ﬁnit Operator who shall meke settlement
with said royalty owners on the basis -f allocation otherwise set out in the Unit Agree-
ment and herein as though there had been no withholding, The working interest shares

of the gas so produced and sold shall be the property of the selling parties and they
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shall receive direct payment and credit therefor as an advance on their allocated
chares of gas and casinghead gas to be produced in the future, and subject to future
adjustment of production as hereafter provided on account of the overage thus created.
Unit Operator shall receive éOpies of records of all gas sales and shall supervise the
adjustment of overages and underages to conform to allocated shares of production.
There shall be an adjustment out of production of current overages and underages among
the selling parties at the end of each calendar year. At any future time any withhold-
ing party may by written notice to Unit Operator elect to dispose of his allocated
share under Sub-sections (a) or (b) of this Section and Unit Operator shall notify
the gas purchasers of the selling parties. Thereupon the withholding party who has
elected to sell shall be entitled to sell to his purchaser not only his current allocsat-
ed share of the gas and casinghead gas, but also fifty per cent (50%) of the current
allocated shares of gas of the previously selling parties until the cumulative over-
4 age and underage &8s between them has been equalized. If the gas supply is depleted
before»such equalization occurs, there shall be no further adjustment. All contracts
for the sale and purchase of gas or casinghead gas shall be confined to the shares of
gas allocated to the seller under the terms of the Unit Agreement and this Agreement,
and shall be made subject to the provisions of this Sub-section, and all sttempted
sales in violation of the provisions hereof shall be Qoid and unenforceable. The Work-
ing Interest Owners may adopt detailed procedures for carrying thisg Sub-section into
effect.

ARTICLE VII

TITLES TO UNITIZED INTERESTS

7.1 TITLE EXAMINATION~-FIRST WELL: Each Working Interest Owner hereby repre-

sents that it is now the owner of the interests in tracts of land in the Unit Ares as
set out in Exhibit "B" attached to the Unit Agreement. On the execution of this agree-
ment, the Working Interest Owners on each and every lease covering land, any part of
which is situated within a 2,560-acre area surrounding the location for the first test
well in such an outline as may be delipeated by the Working Interest Owners in the

Unit Area, shall furnish the Unit Operator wifh: (a) up-to-date abstracts of title,
(b) copies of all title opinions and title documents in its possession, and (¢) in
addition, for lands of the United States or of Indian Tribes or restricted Indians,

acceptable up-to-date reports as to the status of said lands as appears from the



records of the Department of the Interior, and (d) in addition, for State lands, an
acceptable report or transcript showing the status of lands as appears on the records
of the State Land Office. The Working Interest Owners within the 2,560-acre ares shall
by majority vote promptly appoint a title committee who shall examine or cause to be
examined all of said titles and have title oplnions prepared and copies thereof dis-
tributed to all of the aforesaid Working Interest Owners. All expenses of and in con-
nection with said title examination shall be charged to the Working Interest Owners
within the area of the title examination in proportion to the acreage ownership, and
each Working Interest Owner shall severally pay the cost of all curative work on its
own titles. The Working Interest Owners within the 2,560-acre area shall by vote as
provided in Section 2.4 hereof accept or disapprove all titles. In the event that title
to any tract or interest therein shall be disapproved, such tract or interest shall be
treated as uncommitted to the Unit Agreement and this agreement, unless the true owner
shall commit said interests to said agreements.

7.2 TITLE EXAMINATTON-~SUBSEQUENT WELLS: Prior to the drilling of any ad-

ditional well hereunder title shall in like manner be examined and accepted as sbove
described covering all leases any part of which are within & 2,560-acre ares surround-
ing the proposed well in such an outline as may be delineated by the Working Interest
Owners, except as to titles previocusly accepted as abéve set out.

The Working Interest Owners in any participating area affected may by
vote as provided in Section 2.4 hereof waive or modify the requirements of this section
to meet special conditions as they may arise, or may require the examination of title
to additional lands.

7.3 LOSS OF TITLE--BEFORE APPROVAL: 1In the event that, prior to approval

of title by the Working Interest Owners, title to any tract of land or interest therein
ghall fail, the parties hereto who improperly claimed an interest in said land shall
gustain the entire loss occasioned by such failure of title, and do hereby expressly
relieve and indemnify the Unit Operator and all other Working Interest Qwners from

any and all liability on account thereof, and unless the true owner shall commit said
interest to this agreement, said tract or inﬁerest shall be eliminated from this ag;ee-
ment, and the Unit Agreement.

7.4 10SS OF TITLE--ATTER APPROVAL: In the event that title to anv tract of




land within s participating area shall fail after acceptance of title by the Working
Interest Owners, the loss and any ensuing liebility shall be charged as a common lozs

" of the Working Interest Owners having interests in that participating area, but the
percentages of participation of the parties whose title has failed shall not be chang-
ed 8s to other lands within any participating area that embraces any of such lend as
to which title has failed. If title to & tract without any participating erea shall
fail after acceptance, the loss and liability shall be confined to the Working Interzst |
Owners having interests in that tract. If, however, the true owner of the interests
shall commit his said interest to the Unit Agreement and this agreement, thén the per-
centage of participation of all affected parties shall be reduced proportionately to
permit the admission of the true owner to his proper percentage of participation.
Admission of the true Working Interest Owner shall be on such terms and conditions as
may be approved by the Working Interest Owners, but otherwise, subject to any valid
claims of the true owner, there shall be no adjustment of past cost, investment, pro-
duction, or proceeds on failure of a previously spproved title, except as otherwise
provided by any indemnity contract which may be given.

ARTICLE VIIT

CHANGE OF OWNERSHIP

8.1 ASSIGNMENTS: Except as otherwise may be provided in this Article, any
Working Interest Owner may, at any time, transfer or assign all of his working interest
to any other Working Interest Owner who is then a party to the Unit Agreement and to
this agreement, or to any other person, association, or corporation, when such assign-
ment ls made expressly subject to the terms of the Unit Agreement and the terms of this
sgreement, and wherein the assignee shall accept and agree to perform all duties, obli-
gations, and liabilities thereof. On the making of such assignment, the assignor shall
thereupon be relieved of all future duties, obligations, and liabilities of a Working
Interest Owner under this agreement and under the Unit Agreement. A psrtial assignment

of working interest shall be effective as above described to the extent of the interest

m

o azsigned. No assignment made under‘the provisions of this Section shall be binding
upon the Unit Operation until a certified copy of said assignment has been deliversd
. to Unit Operator. The terms of this agreement shall be deemed to be covenants runn-
ing with the land and leasehold estates and interests therein of the parties harcto,

and shall be binding upon end inure to the benefit of the parties hereto, tholr bl



devisees, personal representatives, successors, and assigns.

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

from this agreement by conveying, assigning, and transferring, without warranty, either
express or implied to the other Working Interest Owners requesting the essignment who
do not desire to withdraw all of its right, title, and interest in and under the leases
inﬁluded in the Unit Area, together with the withdrawing party's interest in all wells,
casing, material, equipment, fixtures, and other personal property belonging to the
joint account, but such conveyance or assignment shall not relieve said party from

eny obligation or liability accruing or incurred prior to the date thereof. If no

one requests an assignment, the party may exercise his right of surrender as provided
in the Unit Agreement. The interest so conveyed and assigned shall be held and owned
by the assignees in the proportion set out in appliceble percentage participation
schedules and thereupon the withdrawing party shall be relieved from all obligations -
and liabilities thereafter to accrue under this contract, and the right of such party
to any benefits subsequently accruing hereunder shall cease; but assignees shall pay
asgignor for 1ts interest in all cesings, material, equipment, fixtures, and other
personal property owned by the Joint account at the salvage value thereof computed in
accordance with the Accounting Procedure, Exhibit "1", hereto attached.

8.3 SUBSEQUENT JOINDER: Prior to commencement of operations under the Unit

Agreement, all owners of working interests in the Unit Area who have not joined in the
Unit Agreement shall be privileged to join in this agreemeﬁt by subscribing the Unit
Agreement and this agreement. After commencement of operations under the Unit Agree-
ment, however, subsequent Joinder in the Unit Agreement end in this agreement by any
party owning & working interest in the Unit Area shall be on such reasonable terms
and conditions as the Working Interest Owners who are then committed to the Unit Agree-
ment and this agreement may require in view of the circumstances existing at the time
such subsequent joinder is snught.

ARTICLE IX

MISCELLANEQUS PROVISTONS

9.1 FAIR "MPLOYMENT: In connection with the performance of work under this

agreament, the Operator agrees not to discriminate against any employee or applicant
for employment because of race, religion, color, or national origin. The aforesaid

provision shall include, but not be limited to, the following: employment, upgrading,
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demotion, or transfer; recruitment or recruitment advertising, layoff or termination;
rates of pay or other forms of compensation; and selectlon for training, including
apprenticeship. The Operator agrees to post hereafter in conspicuous places, avail-
able for employees and applicents for employment, notices to be provided by the con-
tracting officer setting forth the provisions of the nondiscrimination clause.

The Operator agrees to insert the foregoing provision in all subcontracts
hereunder, except subcontracts for standard commercial supplies or raw materials.

9.2 NOTICES: All notices required or permitted to be given hereunder shall be
in writing and shall be deemed to have been properly served and addressed when sent
by mail or telegram to the parties executing this agreement at the addresses set
opposite their respective names, or such other addresstes as may thereafter be fur-
nished.

9.3 LIABILITY: The liability of the parties hereunder shall be several and
not joint or collective. Each party shall be individually responsible only for its
own obligations as set out in this agreement and shall be liable only for its propor-
tionate share of the costs and expenses as provided by this contract, and nothing here-
in contained or implied shall be deemed to create a partnership or joint liability be-
tween or among the parties hereto. No funds received by Unit Operator under this
agreement, whether received as proceeds from the sale-of unitized substances, or as
advances or as payments on account of costs or expenses, or otherwlse, need be segre-
gated by Unlt Operator or maintained by it as & Joint fund, but may be comingled
with its own funds and distributed by Unit Operator as provided for in this agreement.
Each party hereto hereby elects to be excluded from the application of Subchapter X
of Chapter 1 of Subtitle A of the Internal Revenue Code of 195&, insofar as such Sub-~
chapter or any portion or portions thereof may be applicable to the parties in res-
pect of the operations covered by this agreement. Unit Operator is hereby author-
ized and directed to execute on behalf of each of the parties hereto such additional
or further evidence of said election as may be required by regulations issued under
gald Subchapter K, or, should sald regulations require each party to execute such
further evidence, each party agrees to execute such evidence, or to join in the execu-
tion thereof,

9.4 HEADINGS: The Index and the headings uced in this agreement ore inserted

for convenience only and shall be disreparded in construing the instrumesnt.
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9.5 LAWS AND REGUILATIONS: This agreement shall be subject to all valid and

applicable State and Federal laws, rules, regulations and orders, and the operations
conducted hereunder shall be performed in accordance with said laws, rules, regula-
tions and orders. In the event this agreement, or any provision hereof is, or the
operations contemplated hereby are found to be, inconsistent with or contrary to any
such law, rule, regulation or order, the latter shall be deemed to control and this
agreement shall be regarded as modified accordingly and, as so modified, shall con-

tinue in full force and effect.

9.6 EFFECTIVE DATE AND TERM: This agreement shall become effective as to all

parties executing the same on the effective date of the Unit Agreement and the term

hereof shall be the same as that of the Unit Agreement. Notwithstanding the termina-

tion of this agreement, the provisions thereof relating to the charging and payment
of costs and the disposition of materials and equipment and distribution of proceeds
shall remain in force until final accounting therefor. This agreement mey be termi-
nated in any manner by which the said Unit Agreement may be terminated.

9.7 COUNTERPARTS: This agreement may be executed in any nunmber of counter-

parts with the same force and effect as if all the parties had signed the same docu-
ment.

IN WITNESS WHFRECF, the parties have executed this contract the day and yeer
first above written.

UNIT OPERATOR AND WORKING INTEREST
OWNER

. DATE : PAN AMERICAN PE CORPORATION
'L44LC:1§%(; 4%?¢Le/3£AQJ?7 By :

edretary At Atgorney in Fact

P. 0. Box 1410, Fort Worth, Texas

WORKING INTEREST OWNERS

ATTEST : DATE:

By

Secretary President

Address




ATTEST: DATE :
By
Secretary President
Address:
ATTEST: DATE:
By
Secretary President
Address:
ATDRESS : DATE :




STATE OF TEXAS

e e N

COUNTY OF TARRANT

On this ,4 day of A{Q@/gt( , 19 J 9, before me appeared
¥m, J. Nolte / , to me personally known, who, being by me duly
sworn did say that he is the Attorney in Fact of PAN AMERICAN PETROLEUM CORPORATION,
a corporation, and that the seal affixed to said instrument is the corporate seal of
said corporation and that said instrument was signed and sealed in behalf of said
corporation by authority of its Board of Directors, and said Wm. J. Nolte
acknowledged said instrument to be the free act and deed of said corporation.

IN WITNESS WHEREQOF, I have hereunto set my hand and affixed my sesl on this,

the day and year first above written. bﬂé?
My Commission expires: //£4x>ﬂ. ;é%i, 612;54qu_//

i Notary Public in and for Tarrant County,
é — (-1 Y Texas
STATE OF )
)
COUNTY OF )
On this day of , 19 , before me appeared
, to me personally known, who, being by me duly sworn
did say that he is the President of s

a corvoration, and that the seal affixed to said instrument is the corporate seal of
said corporation and that said instrument was signed and sealed in behalf of said
corporation by asuthority of its Board of Directors, and said

acknowledged said instrument to be the free act and deed

of said corporation.

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

My Commission expires:

Noteary Public in and for

County,
STATE OF ) \
)
COUNTY OF )
On this day of , 19 , before me appeared
, to me personally known, who, being by me duly
sworn did say that he is the President of

a corporation, and that the seal affixed to said instrument is the corporate seal
of said corporation and that said instrument was signed and sealed in behalf of
said corporation by authority of its Board of Directors, and said

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 seal on this,
the day and year first above written.

My Commission expires:

Notery Public in and for
County,




STATE OF

)
)
COUNTY OF )

On this day of , 19 , before me personally ap-
peared ,to me known to be the person
described in and who executed the foregoing instrument, and acknowledged that
executed the same as free act and deed,

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

My Commission expires:

Notary Public in and for

County,
STATE OF )
COUNTY OF g
On this day of , 19 , before me personally ap-
peared , to me known to be the person

described in and who executed the foregoing instrument, and acknowledged that
executed the same as free act and deed.

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

My Commission expires:

Notary Public in and for

County,
STATE OF )
)
COUNTY OF )
On this day of , 19 , before me personally ap-~
peared , to me known to be the person de-

scribed in and who executed the foregoing instrument, and acknowledged that
executed the same as free act and deed.

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

My Commission expires:

Notary Putlic in and for
County,
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EXHIBIT 1 , PASO-T-1955-2
Attached to and made a part of __UNIT OPTRATING ACRTP MENT

New Mex:Lco

ACCOUNTING PROCEDURE

(UNIT AND JOINT LEASE OPERATIONS)

I. GENERAL PROVISIONS

Definitions

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

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

“Non-Operator” as hercin vsed shall be construed to mean any one or more of the non-opcrating 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 during the preced-
ing month. Such bills will be accompanied by statements, reflecting the total costs and charg:s as set forth under Subparagraph B 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 shall pay its proportion of all such bills within fifteen (15) days after receipt thircof. 1f payment is not made within such time, the
unpaid balance shall bear intcrest at the rate of six per cent (6%) per annum until paid,

Adjustments

Payment of any such bills shall not prejudice che right of Non-Operator to protest or questicn the correctness thereof. Subject to the exception
noted in Paragraph 5 of this scction I, all statements rendered o Non-Operator by Operator during any calendar year shall conclusively be presumed
to be rrue 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 adjustraent.  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 thercon. The provisions of this paragraph shall not prevent adjustments resulting from physical inventory of property as
provided for in Section V1, Inventories, hereof.

Audits

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

effort to conduct joint or simultaneous audits in a manner which will result in 2 minimum of inconvenience to the Operator.

II. DEVELOPMENT AND OPERATING CHARGES
Subject to limitations heveinafter prescvibed, Operator shall charge the joint account with the following items:
Rentals and Royalties

Delay or other reatals, when such rentals are paid by Operator for the joint account; royal:es, whea 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 employces directly engaged on the joint property in the development, maintenance, and operation thereof,
including salaries or wages paid to geologists and other employees who arc temporarily ass:gned to and directly employed on a drilling well.

B. Operator’s cost of holiday, vacation, sickness and disability benefits, and other customary allowances applicable to the salaries and wages charge-
able wnder Subparagraph 2 A and Paragraph 11 of this Section . Costs under this Subparagraph 2 B may be charged on a2 “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 1. If percentage assessment is used, the rate shall be based on the Operator’s cost experience.

Costs of expenditures or contributions made pursuant to assessments imposed by governmental authority which are apphcable 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 employces’ 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 Scction 1I.
Material

Material, equipment, and supplies purchased or furnished by Operctor 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 employces, equipment, material, and supplies necessary far the development, maintenance,
subject to the following limitations:
4'\.

and operation of the joint property

If material is moved to the joint property from vendor's or from the Operator’s warchoase or other properties, no charge shall be made to the

joint account for o distance greater than the distance from the nearest reliable supply store or railway receiving point where such material is

avalable, except by oepedial agreement with Non-Operator.



10.

11.

12.

P

B. If surplus material is moved to Operator's warchouse or other storage point, no charge shal be made to the joint account for a distance greater
than the distance from the nearest reliable supply store or railway receiving point. except Ly special agreement with Non-Operator.  No charge

shall be made to the joint account for moving material to other propertics belonging to Opentor, except by special agreement with Non-Operator,

Service
A. Outside Services:
The cost of contract services and utilities procured from outside spurces.
B. Use of Operator’s Equipment and Facilities:
Use of and service by Operator’s cxclusively owned equipment and facilities as provided in Paragraph 5 of Section III entitled "“Operator’s Ex-

clusively Owned Facilities.”

Damages and Losses to Joint Property and Equipment

All costs or expenses fecessary to replace or repair damages or losses incurred by fire, flood, storm, theft, accident, or any other cause not con-
trollable by Operator through the exercise of reasonable diligence. Operator shall furnish Nor-Operator written notice of damages or losses in-
curred as soon as practicable after report of the same has been received by Operator.

Litigation Expense

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

fees and expenses as hereinafeer provided, together with all judgments obeained againse the parties or any of them on account of the joint operations

under this agreement, and actual expenses incurred by any party or parties hercto in sccuring 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 hercunder shall so agree, actions or claims affecting the joint interests hereunder may be handled by the legal
staff of one or more of the parties hereto; and a charge commensurate with cost of providing and furnishing such services rendered may be
made against the joint account; but no such charge shall be made until approved by the legal departments of or attorneys for the respective
partics hereto. ’

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

Taxes

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

Insurance and Claims

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

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

District and Camp Expense (Field Supervision and Camp Expense)

A pro rata portion of the salaries and expenses of Operator’s production superintendent and other employces serving the joint property and other
propertics of the Operator in the same operating area, whose time is not allocated directly to the properties, and a pro rata portion of the cost of
maintaining and operating 1 production office known as Operator’s .. LO ) O, e
office located at or near .. HObbS; Vew Mexico e e (or a comparablc office if location changed), and
necessary suboffices (if any), maintained for the convenience of the abmc dLSCI’lbtd office, anc all necessary camps, including housing facilities for

employees if required, used in the conduct of the operations on the joint property and other properties operated in the same locality. The expense
of, less any revenue from, these facilities should be inclusive of depreciation or a fair monthly rental in licu of depreciation on the investment. Such

charges shall be apportioned to all properties served on some equitable basis consistent with Opurator’s accounting practice.

Administrative Overhead

Operator shall have the right to assess against the joint property covered hercby the followirg management and administrative overhead charges,
which shall be in licu of all expenses of all offices of the Operator not covered by Scction II, Paragraph 11, above, including salaries and expenses
of personnel assigned to such offices, except that salaries of geologists and other tmployces of Operator who are temporarily assigned to and directly
serving on the joint property will be charged as provided in Section 11, Paragraplh 2, above. Salaries and expenses of other technical employees as-
signed to such offices will be considered as covered by overhead charges in this paragraph usless charges for such salaries and expenses are agreed
upon between Operator and Non-Operator as a direct charge to the joint property.

WELL BASIS (Rate Per Well Per Month)

PRODUCIMNG WELL RATE

DPRILLING WELL {(Use Completion Depth)
RATE
1 I
Well Depth Each Well First Five Next Five Svler\v'le'tla:

0_- kooo! 8150 , £20  ¢os $15

o YeTe MG s 1o Yo Ve S WENI 225 i Qi ko 30 e
80001 3200 L oo 3000 65 25 Ls

.......... 75 65 131:)'

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



(4) Wells permanently shut down but on which plugging operations are deferred shall be dropped from the overhead schedule at the time the
shutdown is effected. When such wells are plugged, oveehead 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 shal' 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 cvent 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 prcducing operations and are not intended to cover the
construction or operation of additional facilities such as, but not limited to, gasoline plants, compressor plants, repressuring projects, salt water
disposal facilities, and similar installations. If at any time any or all of these become necessary to the operation, a separate agrecment 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 betwueen Operator and Non-Operator if, in practice, they are

{ound 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.)

No charge, either dlrect or indirect, W’lll be made to the Jjoint account

Any expenditure, other than expenditures which are covered and dealt with by the foregoing provisions of this Section 11, incurred by the Opera-
tor for the necessary and proper development, muaintenance, and operation of the joint property.

HI. BASIS OF CHARGES TO JOINT ACCOUNT
Material and equipment purchased and service procured shall be charged at price paid by Operator after deduction of all discounts actually received.

Material required for operations shall be purchased for direct charge to joint account w]umvur practicable, except that Operator may furnish such

material from Operator’s stocks under the following conditions:

(1) New material transferred from Operator’s warchouse or other properties shall be priced f.o.b. the nearest reputable supply store or railway
receiving point, where such material is available, at current replacement cost of cthe 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 ncarest the joint account operation where such material is available.

(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 guod secondhand material (Condition "B"), or
(b) Is serviceable for original function but substantially not suitable for reconditioning,

“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 valuc commensurate with its usc.

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

13.
14. Other Expenditures
1. Purchases
2. Material Furnished by Operator
A. New Material (Condition “A’”)
(3) Cash discount shall not be allowed.
B. Used Material (Condition "B and “C")
shall be classed as Condition
3. Premium Prices

Whenever materials and equipment are not readily obtainable at the customary supply point and at prices specified in Paragraphs 1 and 2 of this
Section IIT 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 expens: 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, whercupon Non-Operator shall have the right,
by so clecting and notifying Operator within 10 days after receiving notice from the Operater, to furnish in kind, or in tonnage as the parties may
agree, at the location, nearest railway receiving point, or Operatos’s storage point within a comparable distance, all or part of his share of material
and/or equipment suitable for use and acceptable to the Operator. Transportation costs on any such material furnished by Non-Operator, at any
point other than at the location, shall be borne by such Non-Operator. If, pursuant to the provisions of this paragraph, any Non-Operator furnishes
material and/or equipment in kind, the Operator shall make appropriate credits therefor to the account of said Non-Operator.

4. Warranty of Material Furnished by Operator

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

Operator's Exclusively Owned Facilities
The following rates shall apply to service rendered to the joint account by facilities owned exclusively by Operator:

Ao 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 ficld where the joint property is located.



B. Automotive equipment at rates commensurate with cost of ownership and operation.  Such -ates should generally be in line with the schedule of
rates adopted by the Petroleum Motor Transport Association, or some other recoguized ovrpanization, as recommended uniform charges against
joint account operations and revised from time to time. Automotive rates shall include cos: of oil, gas, repairs, insurance, and other operating
expense and depreciation; and charges shall be based on use in actual service on, or in conncction with, the joint account operations. Truck
and tractor rates may include wages and expenses of driver.

C. A fair rate shall be charged for the use of drilling and cleaning-out tools and any other items of Operator’s fully owned machinery or equip-
ment whick 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 ficld where the joint property is located, Pulling units shall be charged at hourly rates com-
mensurate with the cost of ownership and operation, which shall include repairs and maintenance, operating supplies, insurance, depreciation, and
taxes. Pulling unit rates may include wages and cxpenses of the operator.

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

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

F. Rates shall be revised and adjusted from time to time when found to be cither excessive or insufficient.

{V. DISPOSAL OF LEASE EQUIPMENT AND MATERIAL

The Operator shall be under no obligation to purchase interest of Non-Opcrator in surplus new or secondhand material.  The disposition of major
items of surplus material, such as derricks, tanks, engines, pumping units, and tubular goods, shall be subject to mutual determination by the parties
hereto; provided Operator shall have the right to dispose of normal accumulations of junk and scrap material either by transfer or sale from the
joint property.

Material Purchased by the Operator or Non-Operator

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

Division in Kind

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

Sales to Outsiders

Sales to outsiders of material from the joint pmpcr‘(y shall be credited by Operator to the joint account at the net amount collected by Operator
from vendee. Any claims by vendee for defective matcrial or otherwise shall be charged bac< to the joint account if and when paid by Operator.

V. BASIS OF PRICING MATERIAL TRANSFERRED FROM JOINT ACCOUNT

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

New Price Defined

New price as used in the following paragraphs shall have the same meaning and application asv that used above in Section II, “Basis of Charges to
Joint Account.”

New Material

New material (Condition "A™), being new material procured for the joint account but never ased thereon, at one hundred per cent (1009%:) of cur-

rent new price (plus sales tax if any).

Good Used Material

Good used material (Condition "B™), being used material in sound and serviceable condition, suitable for reuse without reconditioning:

A. At seventy-five per cent (750¢) of current new price if material was charged to jeint account as new, or

B. At sixty-five per cent (657 ) of current new price if material was originally charged to the joint property as secondhand at seventy-five per
cent (75% ) of new price.

Other Used Material

Used material (Condition “C™), at fifty per cent (5077) of current new price, being used m. terial which:

A, Afrer reconditioning will be further serviceable for original function as good sccondhand material (Condition “B™), or

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

Bad-Order Material

Material and equipment (Condition “D7), which is no longer usable for its original purpece without eacessive repair cost bur is further usable for

some other purpose, shall be priced on 1 basis comparable with that of items normally used for that purpose.
Junk

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

Temporarily Used Material

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

above, such material shall be priced on a basis that will leave a net charge to the joint accourt consistent with the value of the service rendered.

VI. INVENTORIES
Periodic Inventories, Notice and Representation
At reasonable intervals, inventories shall be taken by Operator of the joint account material, which shall include all such material as is ordmanly
considered controllable by operators of oil and gas properties.
Written notice of intention to take inventory shall be given by Operator at least thirty (30) days before any mventory is to begin so that Non-
Operator may be represented when any inventory is taken.

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

Reconciliation and Adjustment of Inventories

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

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

Special Inventories

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



EXHIBIT "2"

Attached to and made a part of Unit Operating
Agreement, Martin Ranch Unit Area, Chaves and
DeBaca Counties, New Mexico.

INSURANCE

I. For Operations by Unit Operator: The Unit Operator shall carry for the benefit

of the Jjoint account insgurance to cover the Unit Operator's operations on the lands
covered by this agreement, as follows:

() Workmen's compensation insursnce: In compliance with the workmen's com-
pensation laws of the State of New Mexico, including employer's lisbility.

(b) Comprehensive general liability insurance, excluding products: In
amounts of $100,000.00 for injuries to one person, $500,000.00 for injuries in one
accident, for property damage in the amounts of $100,000.00 for each accident and
$250,000.00 aggregate.

(¢) Automobile public liability and property damage insurence: In amounts
of $100,000.00 for injuries to one person, $300,000.0C for injuries in one accident
and $10,000.00 for property damage.

II. For Contracted Operations: The Unit Operator shall require its contractors and

subcontractors working or performing services on the lands covered hereby to comply
with the workmens' compensation laws of the State of New Mexico and to carry such

other insurance and in such amounts as the Unit Operator shall deem necessary.
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GEOLOGICAL MEMORANDUH |* '\ ceoUATION COMMISSION

Concerning 2. [ EXHIBIT NO._ T
~r)
Proposed Martin Ranch Unit | CASE NO. / b S

Townships 3 and 4-S, Ranges 22 andl-23=f
Chaves ard DeBaca Counties, New Mexico

The proposed Martin Ranch Unit located approximately L5 miles
northeast of the city of Roswell is outlined in red on "Exhibit No. 1",
embracing parts of T-3-8, R-22-E, T-3-S, R-23~E, in DeBaca County, New
Mexico; parts of T-4-S, R-22-E, ard T-4-S, R-23-E, Chaves County, New
Mexico, A high percentage of lands within this outline are Federal and
hence we believe it would be in the public interest to join them in a
unit agreement before drilling a test well for oil or gas. It is recom-
mernded that the unitized substances include all horizons from Surface to
Basement Complex.

The attached structural contour map on Top of Basement Complex,
"Exhibit No. 1", which is based on aeromagnetic depth determinations and
well data, shows an east-west trending basement ridge with the proposed
Unit located on the south flank thereof. Regionally, the arsa is located
on the extreme northwestern flank of the Northwestern Shelf of the Permian
Basin. The basement ridge is apparently a peninsula of the ancestral
Pedernal Land Mass.

This area is thought favorable for the occurrence of stratigraphic
type traps in Fennsylvanian sands analogous to the gas and distillate reser-
voir of the Newmill Pennsylvanian Pocl located approximately 14 miles
southeastl Cross-section A-A!, "Exhibit No. 2", shows stratigraphic correla-
tions between the Newmill Pool and the recently drilled Eugene Talbert No. 1

Andree, traversing the proposed unit in a southeastarly direction.




Page -2- June 19, 1958
Geological Memorandum
Proposed Martin Ranch Unit

The following is a tabulation of the geologic formations antici-

pated in the area as interpolated from "i#xhibit No. 2'":

Approximate
Age Formation Depth
Permian Whitehorse Group Surface
San Andres 100!
(lorista 800!
Yeso 1100!
Drinkard 2500!
Abo 3000!
Wolfcamp 3600
Pennsylvanian Series Undifferentiated 43001
Pre~Cambrian Basement Complex 5500!

Possible pay zones include the San Andres, Wolfcamp, and
Pennsylvanian., A test well is recommended at a location in SE/L SE/L
Section 24, T-3-8, R-22-E., This test should be drilled to Basement Complex
which is estimated at a depth of approximately 55CO'.

Center of the proposed Unit is about 13 miles northeast of El Paso
Natural Gas Company's 30 inch San Juan Loop, This will provide a marketl
outlet as soon as sufficient reserves are proven,

It is requested that the information contained herein, and ths

Exhibits attached hereto, be kept in strict confidence.

PAN AMERICAN PETROLEUM CCRPCRATION

By w HIM

Wm. T. Smith, Division Geologist
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