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OPERATION OF THE HUERFANO UNIT AREA
OUNTY OF SAN JUAN, STATE OF NEW MEXICO
I-SEC, NUMBER 731
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THIS INDENTURE, made and entered into as of the /o »4
day of August, 1955, by and between EL PASO NATURAL GAS COMPANY,
a Delaware corpcration, whose address i1s Post QOffice Box 1492,
El Paso,; Texas, (hereinafter referred to as "E1 Paso"), NEW
MEXICO WESTERN OIL AND GAS COMPANY, a Delaware corporatlon,
whose address 1is 1501 Mercantile Bank Building, Dallas, Texas,
(hereinaf er referred to as "New Mexlco Western"), and PACIFIC
NORTHWEST PIPELINE CORPORATION, a Delaware corpcration, whose
address 18 911 M & M Building, Houston, Texas, (hereinafter

referred to as "Pacific Northwest"),

WITNES S E T H:

— — — —— —— o t— —— vt m—

WHEREAS, under the provisions of the Act of February 25,
1920, 41 Stat. 437; 30 U. S. C. Secs. 181 et seq., as amended by
the &ct of August 8, 1946, 60 Stat. 950, the Secretary of the
Onit=d 3tates Department of the Interior, by his duly authorized
repre:cntétive; on June 5, 1950, approved the Unit Agreement for
Lhe ngc;apmént and Operation of the Huerfano Unit, whereunder
51i¢%¢ﬁf5£ﬁ&ﬁ 011 Company was designated as Unlt Operator; and

Av‘QHEREQS; Slick-Moorman 0il Company has heretofore

resigned as Unit Operatof under sald Unit Agreement and Stanclind
011 2and Gss Company has heretofore qualifisd as Unit Operator
under said Unit Agreement; and

WHEREAS, under date of June 6, 13955, Stanolind 0il
and Gas Company submitted 1ts res ignation as Unit Qperator under

sald Unit Agreement, to be effective as of July 1, 1955; and
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WHEREAS, S*tanolind 0il and Gas Company is currently
continuing to act as Unit Operator under said Unit Agreement
pending the designation of a successor Unit Operator; and

WHEREAS, El Paso desires fo assume all of the rights,
duties and cbligations of Unit Operafor under said Unit Agree-
ment, effective upon tne approval hereof by the Director of the
United States Geological Survey; and

WHEREAS, the undersigned, New Mexico Western, is the
owner of 48.9% of the total unitized working interests in said
Unlt Area and is the owner of 60.8% of the total unitized working
interests lying within the presently defined Pictured Cliffs
Participating Area under said Unit Agreement, and the undersigned,
New Mexico Western, desires to designate, approve and accept the
sald E1 Paso as successor Unit Operator to Stanclind 011 and Gas
Company; and

‘ WHEREAS, Pacific Northwest is the owner of 32.4% of the
total unitized working interests in said Unit Area and 1s the
owner of 26.3% of the total unitized working interests lying
within the presently defined Pictured Cliffs Particlipating Area
under said Unit Agreement, and the sald Pacific Northwest desires
to designate, approve and accept E1 Paso as successor Unit
Operator to Stanolind 01l and Gas Company;

NOW, THEREFORE, 1n consideration of the premises and
the mutual covenants and agreements hereinafter set forth, El
Pasc Natural Gas Company hereby covenants and agrees to fulfill
the dutlies and assume the obligations of Unit Operator under and
pursuant to all of the terms and provisions of the Huerfano Unit
Agreement, and New Mexico Western and Pacific Northwest covenant
and agree that, effective upon approval of this indenture by the
Director of the Geological Survey, El Paso shall be granted the

exclusive right and privilege of exercising any and all rights



and privileges as Unit Operator pursuant to the terms and condi-
tions of sald Unit Agreement, reference to which Agreement 1is

nere made’ fcr all pertinent purposes, and the same 1s 1incorporated
herein by reference and made a part hereof as fully and effectively
as though said Unit Agreement was expressly set fortn in cthis
instrument.

This Indenture may be executed 1in any number of counter-
parts with the same force and effect as if all parties had executed
the same document, and shall be binding upon all those parties who
execute such a counterpart with the same force and effect as if
all such partles had signed the same instrument.

IN WITNESS WHEREOF, the parties hereto have executed

this Indenture as of the day and year first hereinabove set forth.

ATTEST: EL PASO NATURAL GAS COMPANY

L T O e .
AsslBtant Secretary Vice President
'a
ATTEST: NE MEXICO WESTERN OI& AND GAS COMPANY
e g R
: 77)4/ Vs i V
Ass¥stant Secretary 7 ; President
ATTEST: PACIFIC NORTHWEST PIPELINE CORPORATION

—

{pﬁf;;ah/M ByAEZ?QﬁZZé %ié

Assistant Zécretary (/” Vice Preslident




STATE OF TEXAS |
COUNTY OF EL PASO |}

On this /sz4 .day of August, 1955, vefore me appeared
5. L PERKINS S5 me personally xnown,

wno, being by me duly sworn, did say that he is the Vice Presi-
dent of EL PASO NATURAL GAS COMPANY, a Delaware corporation, and
that the seal affixed to said instrument is the corporate seal
of sald corporation, and that said instrument was signed and
sealed 1n behalf of said corporation by authority of its Board
of Directors, and said = ( reriNs
acknowledged said instrument to be the f{ree act and deed of
sald cerporation.

IN WITNESS WHEREQOF, I have hereunto set my hand and
affixed my cfficial seal the day and year in this certificate
first above written.

Notary Public 1m a oT

E1l Paso County, Texas
My Commission Expires:

MARTHA B, IVEY,

Notary Public, In and Tor El Pasn Lounly Tcxas

My cammission explres June 1, 1957

STATE OF TEXAS |
COUNTY OF DALLAS |

On this /2 T day of August, 1955, before me appeared

Sy 2 sy e > »»e@ > , tO me personally known,
who, belng by me dﬁly sworn, did say that he is the President of
NEW MEXICO WESTERN OIL AND GAS COMPANY, a Delaware 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 corporation/%y authority of 1ts Board
of Directors, and said (52 oy >y S D oy €2 O
acknowledged said instrumeﬂf’to be‘%he‘?ree act and deed of-
sald corpeoraticn.

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

""‘Q_’ . M& >
Notary Public 1n an or
Dallas County, Texas

My Commission Expires:

vz [, S EED
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STATE OF TEXAS I

L

COUNTY OF KARRIS™ ™1~

On tnhis S day cf Augus®t, 1955, tefore me apreared

o D e , to me personally Known,
who, being by me duly sworn, did say that he is the Vice Presi-
dent of PACIFIC NORTHWEST PIPELINE CORPORATION, a Delaware
corporaticn, and thaft the seal affixed to sald instrument is the
corporate s=al of said corporation, and that said instrument
was signed and sealed in behalf of sald corporation by auuhor*ty
of i1ts Board of Directors, and said ey g,¢4,+_

acxknowledged said instrument to be the free act and Jeed of said
orporation.

IN WITNESS WHEREOQOF, I have hereunto set my hand and
affixed my officlal seal the day and year in this certificate
first above written.

e
R . L,\/,é,[wu_ e R

Notary Publlic Im and for
Harris-—County ;s Texas—
My Commission Explires: e mma it il et /7,;777‘
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Approved this !!EZ:L day of >~13955, subject to

like approval by the Commissioner of Public Lands of the State
of New Mexlico and the 0il Conservaticn Commission of the State

of New Mexico.

/A

ictang Director of the United States
Gecloglical Survey

Approved this 232..,/ day of August, 1955, subject to
like approval by the Director of the United States Geological

Survey and the 011 Conservation Commission of the State of New

Mexico.

Edeecr Cle

Commissioner of Publlic Lands
of the State of New Mexico

Approved this égéaﬁﬁrday of August, 1955, subject to
like approval by the Director of the United States Geological

Survey and the Commissicner of Public Lands of the State of New

Mexlco.

NEW MEXICO OIL CONSERVATION COMMISSION

By CA;) ‘fE5 . )’71 AL RN

Secretary-Director 2}”
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UNIT AGRERMENT FOR THE DEVELOPMENT AND
OPE:ATION OF THE HUERFANO UNIT AREA,
COUNTY OF SAN JUAN
STATE OF IEV] MEXICO

I- Sec. Mo 73/

THIS AGREIENT, entered into as of thedfday of gleZ; , 1949
by and between the parties subscribing, ratifying, or consenfing hereto, and
herein referred to as the "parties hereto";

"TITHDSSETH : ~

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

THEREAS, the term '"working Interest owner" as used herein and in othe
contracts between ancd among the parties relating to the subject lands shall mea
and refer only to such an interest committed hereto as may be obligated to bear
share, either in cash or out of production (other than by permitting the use of
unitized substances for development, production, repressuring or recycling purr:
a portion or all of the costs or expenses of devéloping, equipping or operating
lard within the Unit Area subject to this agreement. If the working interest i
tract is or shall hereafter be owned by more than one party, the term "working
terest owner", when used with respect to such tract, shall refer to all such pe
owning the working interest therein; and

'HEREAS, the act of February 25, 1920, 41 Stat. 437, 30 U.S.C. Sec, 1
et. seq., as amended by the act of August 8, 1946, 60 Stat. 950, authorizes Fec
lessees and their representatives to unité with each other, or jointly or separ
with others, in collectively adopting and operating under a cooperative or unit
of development or operation of any oil or gas pool, field, or like area, or any
thereof, for the purpose of more properly conserving the natural resources ther
whenever determined and certified by the Secretary of the Interior to be necess
or advisable in the public interest; and

WHEREAS, the Commissioner of Public Lands of the State of New Mexico
authorized by an Act of the Legislature (Chap. 88, Laws 1947) to consent to or
approve this agreement on behalf of the State of New Mexico, insofar as it cove
and includes lands and mineral interests of the State of New Mexico; and

YHEREAS, the 0il Conservation Commission of the State of New Mexico !
auﬁhorized by an Act of the Legislature (Chap. 72, Laws 1935) to approve this :

ment and the conservation provisions hereof;

K B BRI CORY LTSRS PSSR T Y .. - SA e



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

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

NOW, THEREFORE, in consideration of the premises and the promises herein
contained, the parties hereto commit to this agreement their respective interests
in the unit area and agree severally among themselves as follows:

1. ENABRLING ACT 4ND REGULATIONS: The act of February 25, 1820, as

amended, supra, and all valid pertinemt regulations, including operating and unit
plan regulations, heretofore issued thereunder or valid pertinent and reasonable
regulations hercafter issued thereunder are accepted and made a-part of this agree-
ment, and as to non-Federal land applicable State laws are accepted and made part
of this agreegent.

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

NEV $EEXICO PRINCIPAL MERIDIAN

Township R5 North, Range 9 Vest

Sec. R2-All Sec., 7=-All Sec. 14-A11
Sec. 3411 Sec, 8-A11 Sec. 15-311
Sec. 4-A11 Sec, 9=All Sec, 16-411
Sec., 5=-A11 Sec, 10=-All Sec, 17-411
Sec. 6-A11 Sec. 11=-All Sec. 18-Al11

Township RS North, Range 10 Vest

Sec. 1-4l1 Sec, 4=All Sec. 1R-A11
Sec. 2-411 Sec, 10-Al1l Sec. 13-All
Sec. 3=A11 Sec, 11l-All Sec. 14-All

Township 26 North, Range 9 VWest

Sec. S5-A11 Sec., 18-Al11 Sec, 28-A11
Sec. 6-A11 Sec. 19-A11 Sec. R9=-Al1l
Secs 7-4all Sec. R0O-il1l1 Sec., 30-All
Sece 8-All Sec, R1-All Sec. 31-411
Sec. A1l Sec, R2-4ll Sec. 32-All
Sec. 15-411 Sec, 23~A1l Sec. 33-All
Sece 16-A11 Secs R6=-All Sec. 34-All
Sec. 17-11 : Sece 27=-A11 Sec, 35-all

Township 6 North, Range 10 llest

Sec., 1-411 Sec. 13=ill Secs R5-411
Sec. 2«41l Sec. 14-/11 Sece 26-,11
Sec. 3-A11 Sec, 15-Al11 Sec, 27=-A11
Sec, 4-A11 Sec, 16-Al1 Sec. RB=-411
Sec. 5-Al1 Sec. 17-A11 Sec, R9-A11
Sec. 6-A11 Sec, 18-A11 Sece 30-All
Jec, 7-Al11 Sec. 19-A11 Sec, 351-A11
Sec. 8-A11 Sac, RO-A11 Sec. 32-ill
Sec. 9~-A11 Sec. R1-All Sec., 33-Al11
Sec. 10-411 Sec, 22-A11 Sec. 34-A11
Sec, 11-A11 Sec, 23-4A11 Sec. 35-Al1l1
Sec. 12-A11 Sec. R4-A11 Sec. 36=A11
-2 -
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Township 26 North, Range 11 Vest

Sec. 12-E/2

Tcewnship 27 North, Range 9 '‘est

Sec, 31-~411

Township 27 North, Range 10 Vlest
Sec. 19-A11 Sec., 31-All Sec. 34-Al1l
Jec, 29-411 Sec, 3R~All Sec. 35-A11
Sec, 30-A11 Sec. 33=All Sec. 36-411

Township 27 North, Range 11 Viest

Sec. 24=A11
Sec. 25-411
Sec, 36-4A11
Total Unit Area embraces 63,12<.05 acres, more or less,

Exhibit "A" attached hereto is a map showing the unit area and the known
ownership of all land and leases in said area, Exhibit "B" attached hereto is a
schedule showing the percentage and kind of ovmership of oil and gas interests in
all land in the unit area, BExhibits "A" and "B" shall be revised by the Unit
Operator whenever changes in the unit area or other changes‘render such revision
necessary, but no such revision shall be retroactive. Not less than six copies of
the revised exhibits shall be filed with the 0il and Cas Supervisor, hereinafter
referred to as "Supervisor", and two copies with the Commissioner of Public Lands
of the State of New lexico, hereinafter referred to as "Commissioner",

The above-described unit area shall when practicable be expanded to in-
clude therein any additional tracts regarded as reasonably necessary or advisable
for the purposes of this agreement, or shall be contracted to exclude lands not
within any participating area whenever such expansion or contraction is necessary
or advisable to conform with the purposes of this agreement. Such expansion or
contraction shall be in the following manners

(a) Unit Operator, on its own motion or on demand of the Director of
the Geological Survey, hereinafter referred to as "Director", or on demand of the
Commissioner, 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;

(b) Said notice shall be delivered to the Supervisor and Commissioner,
and copies thereof mailed to the last known address of each working interest owner,
lessee, ard lessor whose interests are affected, advising that 30 days will be

allowed for submission to the Unit Operator of any objections;
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(c) Upon expiration cof the 3C-day reriod provided in the preceding item
(b) hereof, Unit Operator shall file with the Supervisor and Commissioner evidence
of mailing of the notice of expansion or comtraction and a copy of any objections
thereto which have been filed with the Unit Operator;

(d) Aifter due consideration of all pertinent information, the Director
and Commissioner shall approve in whole or in part or reject the proposed expansion
or contraction, To the extent that it may be approved, such expansion or contrac-
tion shall become effective as of the date prescribed in the notice thereof,

A1l land committed to this agreement shall constitute land referred to
herein as "unitized land" or "land subject to this agreement",

2, UNITIZED SURSTANCES: 4All oil, gas, natural gasoline, and associated

fluid hydrocarbons in any and all formations of the unitized land are unitized
under the terms of this agreement and herein are called "unitized substances".

4, UNIT OPERATOR: SLICK-MOORMAN OIL COMPANY is hereby designated as

Unit Operator and by signature hereto ccmmits to this agreement all interests in
unitized substances vested in it as set forth in Exhibit "B", and agrees and con-
sents to accept the duties and obligations of Unit Operator for the discovery,
development and preoduction of unitized substances as herein provided. ‘henever
reference is made herein to the Unit Operator, such reference means the Unit Opera-
tor acting in that capacity and not as ovmer of intercsts in unitized substamces.
The Unit Operator may resign as Unit Operator whenever not in default
under this agreement, but no Unit Operator shall be relieved from the duties and
obligations of Unit Operator for a periocd of six months after it has served notice
of intention to resign on all owrers of working interests subject hereto and the
Director and Commissioner unless a new Unit Operator shall have been selected amd
approved and shall have assumed the duties and obligations of Unit Operator prior
to the expiration of said six-month period, Unless a successcr operator is to be
selected and approved, and is to assume the duties and obligations of operator
prior to the effective date of the retiring operator's relinquishment of duties,
the retiring operator must place all wells drilled hereunder in a satisfactory con-
dition for suspension or abandonment as may be required by the Supervisor and the
Commissioner under aprlicable Federal and State oil and gas operating regulations.
Upon default or failure in the performance of its duties or obligations under this
agrcement, the Unit Operator may be removed by a majority vote of owners of working
interests determined in like manner as herein provided for the selection of a

successor Unit Operator. Prior to the effective date of relinquishment by, or
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within six months aftcr removal of Unit Oocrator, the duly qualified successor
Unit Operator shall have an option to purchase on reasonable terms all or any

part of the equipment, matcrial, and appurtenances in or upon the land subject to
this agreement, owned by the retiring Unit Operator and used in its capacity as
such Orerator, or if no qualified successor operator has been designated, the
working interést owvners may purchase such equirment, inatcerial, and appurtenanccse.
it any Lime within the next ensuing three months any equipment, material, and
appurtenances not purchased and not necessary for the preservation of wells may be
removed by the retiring Unit QOperator, but if not removed shall become the joint
oroperty of the ovmers of unitized viorking interests in the participating area or,
if no participating arca has been gstablished, in the entire unit area. The ter-
mination of the rights as Unit Operator under this agrcement shall not terminate
the right, title, or interest of such Unit Operator in its separatc capacity as
owner c¢f intercsts in unitized substances,

5. SUCCESSCR UNIT OPERATOR: ‘henever the Unit Operator shall relinguish

the right as Unit Operator or shall be removed, the ovmers of the unitized working
interests in the participnting areca on an acreage basis, or in the unit area on an
acreage basis until a participating area shall have been established, shall select
a new Unit Operator, A majority vote of the working interests qualified to vote
shall be required to select a necw Unit Operator; provided, that if a majority but
less than 75 rer cent of the working interests qualified to vote are owned by one
party to this agreement, a concurring vote of at least one additional working in-
terest ovmer shall be required to select a new Unit Operator. Such selection shall
not become effective until (a) a Unit Operator so sclected shall accept in vwriting
the duties and responsibilities of Unit Operator, and (b) the selection shall have
been approved by the Director and Commissioner. If no successor Unit Operator is
selected and qualified as hercin provided, the Director amd Commissioner at their
clection may declare this unit agrcement terminated.

6. UNIT ACCOUNTING AGREEMENT : If the Unit Operator is not the sole

ovner of working interests, all costs and expenses incurred in conducting unit
operations hereunder and the working interest benefits accruing hereunder shall be
apportioned among the ovners of unitized working intercests in accordance with a
unit accounting agreement by and between the Unit Operator and the other owners of
such interests, whether one or more, scparately or collectively. Any agrecment or
agrecments cntered into between the working interest ovmers and the Unit Opcrator
as provided in this section, whether one or more, are herein referred to as the
"Unit Accounting Agreement". No such agrecment shall be decemed cither to modify
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any of the terms and conditions of this unit agrecmont or to relieve the Unit
Operator of any right or obligation cstablished under this unit agrccment, and

in case of any inconsistency or conflict between this unit agreement and the

unit accounting agrecment, this unit agreement shall prcvail. Threc true copies
of any unit accounting agrecment executed pursuant to this section shall be filed
viith the Supervisor.,

7. RIGHTS AND OBLIGATIONS OF UNIT OPERATOR: Except as otherwise speci-

fically provided herein, thc exclusive right, privilege, and duty of cxercising any
and all rights of the parties hereto which are necessary or convenient for prog-
pecting for, producing, and storing the unitized substances are hereby delegated to
and shall be excrcised by the Unit Operator as herein provided. Each working
intercst owner shalil take in kind, or market individually or through an agent, %PE

respective portion of the unitized substances and acting individually or through

an agent shall pay all royalty, overriding royalty or other payments to which the

portion of such working intercst ovmer 1s subjects The right is hereby securecd to

- e e et

the United States and the State of Hew Mexico under existing or future laws and
regulations to elect to takc its respective royalty shares in kind or value.
Acceptable evidence of title to said rights shall be deposited with said Unit
Operator and, together with this agreement, shall constitute and define the rights,
privileges,>and obligations of Unit Operator. HNothing herein, however, shall be
construed to transfer title to any land or to any lease or operating agreement,

it being understood that undef this agrecment the Unit Operator, in its capacity
as Unit Operator, shall exercise the rights of posséssion ard use vested in the
parties hereto only for the purposes hercin specified.

The Unit Operator shall pay all costs and cxpenses of operation with
respect to the unitized land; and no charge thercfor shall be mado against the
royalty owners, If and when the Unit Operator is not the sole ovmer of all working
interests, such costs shall be charged to the account of the owners of working
interests, and the Unit Operator shall be rcimbursed therefor by such owners and
shall account to the working interest owners for their respective sharcs of the
production derived from operations hercunder, all in the manner ard to the extent
provided in the unit accounting agreement. If the Unit Opecrator is the sole work-

ing interest owvmer, he shall bear all such costs and cxpenscs. The Unit Operator

| shall render each month to the owners of unitized interests entitled thereto an
accounting of the operations on unitized land during the previous calendar month,

and shall pay in value or deliver in kind to each party cntitled thereto a pro-

pgrt?gngpﬁﬁgpd allocated sharc of the benefits accruing hereunder in conformity

~
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with operating agreements, leases, or other independent contracts between the Unit
Operator and the parties hereto either collectively or individually.

The development and operation of land subject to this agreement under
the terms hereof shall be deemed full performance by the Unit Operator of all
obligations for such development and operation with respect to each and every part
or separately owned tract of land subject to this agreement, regardless of whether
there is any development of any particular part or tract of the unit area, not-
vithstanding anything to the contrary in any lease, operating agreement, or other
contract by and between the parties hecreto or any of them.

8., DTRILLING TO DISCOVERY: Vithin 6 months after the effective date

nereof, the Unit Operator shall begin to drill an adequate test well at a location
to be approved by the Supervisor if such location is upon lands of the United States,
and if upon State lands or patented lands, such location shall be approved by the
0il Conservation Commission of the State of New Mexico, hereinafter referred to as
the Commission, unless on such effective date a well is being drilled conformably
with the terms hereof, and thereafter continue such drilling diligently until a

well has been drilled to a depth of 7000 fect to adequately test the Dakota forma-
tion, unless at a lesser depth unitized substances shall be discovered which can

be produced in paying quantities or the Unit Operator shall at any time establish
to the satisfaction of the Supervisor as to wells on Federal land, or the Commission
as to wells on State land or patented land, that further drilling of said well
would not be warranted. In the event of discovery and completion of the initial

or subsequent test wells as a commercial well or weils in formations above and be-
fore reaching the Dakota formation, a test well shall be drilled to the original
objective, and it is agreed that such well will be begun at a location approved

as above not later than 18 months after the effective date of this agreement. If
{he first or any subsequent tecst well fails to result in the discovery of a deposit
_of unitized substances capable of being produced in paying quantities, the Unit
Operator shall continue drilling diligently one well at a time, allowing not more
ﬁhan 6 months between the completion of one well and the beginning of the next well,
until a well capable of producing unitized substances in paying quantities is
completed to the satisfaction of said Supervisor if on Federal land or the Commis-
sioner if on State land or patented land, or until it is reasonably proved that

the unitized land is incapable of producing unitized substances in paying quantities.
Nothing in this section shall be deemed to limit the right of the Unit Operator to
resign, as provided in Section 4 hereof, after any well drilled under this section
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is placed in a satisfactorv condition for suspension or is plugged and abandoned
pursuant to applicable regulations. The .lirector, and the Commissioner may modify
the drilling requircments 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 COperator and cach working interest ovmer, lgssce,
and lessor at their last known addresses, declare this unit agreement terminated.

9, PLAN OF FURTHER DEVELOPLENT AND OPERATION: Within six months after

completion of a well capable of producing unitized substances in paying quantities,
the Unit Operator shall submit for the approval of the Supervisor, the Commissioncr,
and the Commission an acceptable plan of development and operation for the unitized
land which, when approved by the Supervisor, the Commissioncr, and the Commission,
shall constitute the further drilling and operating obligations of the Unit Operator
under this agrcement for the period specified thercin., Thercafter, from time to
time before‘the cxpiration of any existing plan, the Unit Operator shall. submit for
the approval of the Supcrvisor, the Commissioner, and the Commission, a plan for an
additional specified period for the development and operation of the unitized land.
Any plan submitted pursuant to this section shall provide for exploration of the
unitized area and for the determination of the commercially productive area thereorf
in each and every productive formation and shall be as complete 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 iocations of any wells to be
drilled and the proposed order and time for such drilling; and (b) to the extent
practicable specify the operating practices regarded as necessary and advisable for
proper conservation of natural resources. Separate plans may be submitted for
separate productive zones, subject to the approval of the Supervisor, the Commission-
er, amd the Commission, 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 Supervisor and Commissioner
are authorized to grant a reasonable extension of the six-month period herein pre-
scribed for submission of an initial plan of development where such action is
justified because of unusual conditions or circumstances, After completion here-
under of a well capable of producing oil and gas in paying quantities, no further
wells except such as may be necessary to afford protection against operations not
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under this agreement or such as may be specifically approved by the Supervisor
and the Commissioner shall be drilled except in accordance with a plan of devel-
opment approved as herein nrovided.

10. FPARTICIPATION AFTER DISCOVERY: Upon completion of a well pursuant

to the provisions of Section 8 hereof capable of producing unitized substances in
paying quantities or as scon thereafter as required by the Supervisor or the Cone
missioner, the Unit Operator shall submit for approval by the Director, the Com-
missioner, and the Commission a schedule, based on subdivisions of the public-land

survey or aliguot parts thereof, of all unitized land then regarded as reasonably

proved to be productive of unitized substances in paying quantities; all land in

said schedule on approval of the Director, the Commissioner, and Commission to

- —— e — e ————

constitute a participating area, effective as of the date of first production.

Said schedule also shall set forth the percentage of unitized substances to be allo-
cated as herein provided to each unitized tract in the participating area so estab-
lished, and shall govern the allocation of production from and after the date the
participating area becomes effective. A separate participating area shall be
established in like mamner for cach separate pool or deposit of unitized substances
or for any group thereof rroduced as a single pool or zone. The participating area
or areas so established shal%ﬂ?gﬂ;gyiﬁgg from time to time, subject to like appro-

val, whenever such action appears proper as a result of further drilling operations

or otherwise, to include additional land then regarded as reasonably proved to be

————— T

productive in paying quantities, and the percentage of allocation shall also be re-

vised accordingly. The effective date of any revision shall be the first of the

—_—_—e ; .

month following the date of first authentic knowledge cr information on which such

———— I [P, —— —_—_—

revision is predicated, unless a more appropriate effective date is specified in

the schedule, No land shall be excluded from a participating area on account of
depletion of the unitized substancess

It is the intent of this section that a participating area shall represent
the area known or reasonably estimated to be productive in paying quantities; but,
regardless of any revision of the participating area, nothing harein contained
shall be construed as requiring any retroactive apportiomment of any sums accrued
or paid for production obtained prior to the effective date of revision of the
participating area,

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

definition of a participating area, or until a participating area has, or areas
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have, been established as providad herein, the pertion of all pgyments affected
theredby may be impounded in a manner mutually acceptable to the owners of working
interests, excépt royalties due the United States and the State of New Mexico which
shall be determined by the Supervisor and the Commissiocner ard the amount thereof
deposited with the district land office of the Bureau of Land Management and the
Commissioner of Public Lands respectively to be held as unearned money until a
participating area is finally approved and then applied as sarned or returned in
accordance with a determination of the sum: due as Federal and State royalty on

the basis of sguch approved participating area.

‘henever it is determined, subject to the approval of the Supervisor as
to wells on Federal land, the Commissioner as to wells on State land, and the
Commission as to patented land, that a well drilled under this agreement is not
capable of production in paying quantities amd inclusion of the land on which it is
situated in a participating area is unwarranted, production from such well shall be
allocated to the land on which the well is located so long as that well is not
within a participating arca established for the pool or deposit from which such
production is obtained,

11, ALLOCATION OF PRODUCTION: All unitized substances produced from

each partiqipating area established under this agreement, except any part thereof
used for production or development purposes hereunder, or unavoidably lost, shall
.be deemed to,be produced equally on an acreage basis from the several tracts of
.unttized land of the participating area established for such production and, for
the purpose of determining any benefits that accrme on an acreage basis, each such
tract shall have allocated to it such percentage of said production as its area
bears to the said participating area. It is hereby agreed that production of uni=-
tized substances from a participating area shall be allocated as provided hersin
regardless of vwhether any wells are drilled on any particular part or tract of said
participating area,

12, DEVELOPMENT OR OPERATION ON NON~-PARTICIPATING LAND: Any party or

parties herete, other than the Unit Operator, owning or controlling a majority of

the working interests in any unitized land not included in a participating area ard
having thereon a regular well location in accordance with a well-spacing pattern
established under an approved plan of development and operation may drill:a well

at such location at his or their own expense, unless within 90 days of receipt of
notice from said party or parties of intention to drill the well the Unit Operator

elects and commences to drill such well in like manner as other wells are drilled
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by the Unit Operator under this agreement.

If such well, by whomsoever drilled, results in production such that the
land upon which it is situated may properly be included in a participating area,
such participating area shall be established or enlarged as provided in this agree-
ment, and the well shall thereafter be operated by the Unit Operator pursuant to
the terms of this agreement as other wells vithin participating areas, and there
shall be a financial adjustment between the parties who financed the well and the
working interest owners in the participating area concerning their respective
drilling and other investment cost, all as provided in the unit accounting agreement.

If any well, by whomsoever drilled, as provided in this section, obtains
production insufficient to justify inclusion of the land on which said well is
situated in a participating area, such well may be operated and produced by the
party drilling the well., If the drilling of such well was financed by parties

other than the working interest ovmers on the well tract, details of financial

. e e —

arrangements and operations as between such parties shall be provided for in the
unit accounting agreement.,

tlells drilled or produced at the sole expense and.for the sole benefit
of an owner of working interest other than the Unit Operator shall be operated
and produced pursuant to the conservation requirements of this agreecment. Royalties
in amount or value of production from any such well shall be paid as specified in
the underlying lease and agreements affected.

13, ROYALTIES AND RENTALS: Royalty on each unitized tract shall be paid

or delivered bv the parties obligated therefor as provided by existing lcases, con-
tracts, laws; and regulations at the lease or contract rate upon the unitized sub-
stances allocated to the tract. Nothing herein contained shall operate to relieve
the lessees of Federal or State lands from their obligations under the terms of
their respective leases to pay rentals and royalties,

Royalty due the United States shall be computed as provided in the opera-
ting regulations and paid in value or delivered in kind as to all unitized sube
stances 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 regulations; provided that for
leases on which the royalty rate depends on the daily average production per well,
said average production shall be determined in accordance vith the operating regu-
lations as though each participating area were a single consolidated lease.

Unitized substances‘produced from any participating area and used therein

in conformance with good operating practice for drilling, operating, camp, or other
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production or development purposes or under an approved plan of operation for re~
pressuring or cycling said participating area, or for development cutside of such
participating area if for the purposes of drilling exploratory wells or for camps

or other purposes benefiting the unit as a whole, shall be free from any royalty or
other charge except as to any products extracted from unitized substances so used.
If Unit Operator introduces gas for which royalties have been paid into any partici-
pating area hereunder from sources other than such participating area for use in
repressuring, stimulation of production, or increasing ultimate production in con-
formity with a:plan first approved by the Supervisor, a like amount of gas may be
sold without payment of royalty as to dry gas but not as to the products extracted
therefrom; provided, that gas so introduced shall bear a proportionate and equitable
share of plant fuel consumption and shrinkage in the total volume of gas processed
from such participating area; and provided further, that such withdrawal shall be at
such time as may be provided in the plan of operation or as may otherwise be con-
sented to by the Supervisor as conforming to good petroleum engineering practice;
provided, however, that said right of withdrawal royalty free shall terminate upon
termination of the unit agreemecnt.

Each working interest owner and lessee presently responsible for the pay-
ment of rentals, or his successor in interest, shall be responsible for and shall
pay all rentals of whatsoever kind on his respective lease. Rental or minimum
royalty for land of the United States subject to this agreement shall be paid at
the rate specified in the respective Federal leases or such rental or minimum
royalty may ﬁe waived, suspended, or reduced to the éxtent authorized by law and
applicable regulations. Rentals on State of New Mexico lands subject to this agree-
ment shall be paid at the ratesbspecified in the respective leases, or may be
reduced and suspended upon the order of the Commissioncr of Public Lands of the
State of Neﬁ Mexico pursuant to applicable laws and regulations,

14, CONSERVATION: Operations hereunder and production of unitized sub-
stances shall be conducted to pfovide for the most economical and efficient re-
covery of said substances, to the end that the maximum efficient yield may be
obtained without waste, as defincd by or pursuant to State or Federal law or regu~
lation; and production of unitized substances shall be limited to such production
as can be put to benef%cialru367Wi§h adequate realization of fuel and other values.

15. DRAINAGE: The Unit Operator shall take appropriate and adequate
measures to prevent drainage of unitized substances from unitized land by wells on

land not subject to this agreoment, or pursuant to applicable regulations pay a
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Teir and reasonable compensatory royalty as determined by the Supervisor for
Federal land or as approved by the Commissioner as to State land., Unit Operator
shall be reimﬂursed for the cost thereof by the working interest owners in the
manner orovided in the unit accounting agreement. I

16. LCASES AlND CONTRACTS CONFORMED TO AGR®ENENT: The parties hereto

nolding interests in leases embracing unitized land of the United States or of the
State of New Mexico consent that the Secretary of the Interior, hereinafter reforred
to as "Secretary", and the Commissioner, respectively, may, and said Secretary and
Conmissioner by their approval of this agreement do, establish, alter, change, or
revoke the driliing, preducing, rental, minimum royalty, and royalty requirements

of such leases and the regulaticns in respect thereto, to conform sald requirements
to the provisicns of this agreement, but otherwise the terms_and conditions of said
leases shall remain in full force and effect.

Said parties further consent and agree, and the Secretary or nis duly
authorized representative, and Commissioner by their respective approvals hereof
determine, that during the effective life of this agreement, drilling and producing
operations performed by the Unit Operator upon any unitized land will be accepted
and deemed to be operations under and for the benefit of all unitized leases em-
bracing land of the United States and of the state of New lexico; that no such
lease shall be deemed to expire by reason of failure to produce wells situated on
land therein embraced; and that all leases or other contracts concerning such land,
except as otherwise provided herein, shall be modified to conform to the provisions
of this agreement and shall be continued in force and effect beyond their respective
terms during the life of this agreement. Any Federal lease for a term of 20 years
or any renewal thereof or any part of such lease which is made subject to this agree-
ment shall continue in force until the terminaticn hereof. Any other Federal lease
committed hereto shall continue in force as to the committed land so long as the
lease remains committed hereto, provided a valuable deposit of unitized substances
is discovered prior to the expiration date of the primary term of such lease.
Authorized s;spension of all operations and production on the unitized land shall be
deemed to constitute authorized suspension with respect to each unitized lease,

The parties hereto hclding interests in privately owned land within the
unit area consent ard agree, to the extent of their respective interests, that each
such lease may be continued in effect beyond the primary term of such lease ard

during the term of this agreement, provided however that until scme portion of the

\1and in a privately owned lease is included in a participating area said lease may
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be kept in force only by the payment of the delay rentals in the time, manner and
amount provided by said lease., Except as in this section otherwise provided, all
leases or other contracts concerning such land shall be modified to conform to the
provisicns of this agreement and shall be comtinued in force and effect during the
life of this agrcement; that drilling and producing operations conducted on any
tract of land committed to this agreement will be accepted and deemed to be per-
formed on and for the benefit of each and every tract of such privately owned land
committed hereto: that no lease affecting said privately owncd land shall be deeined
to expire by reason of failure to drill or to produce wells situated on such lands;
and that authorized suspension of all operations and production on unitized land
shall be deemed to constitute authorized suspension with respect to all unitized
leases affecting privately owned lands.

17. COVENANTS RUN YITY LAND: The covenants herein shall be construed io

be covenants running with the land with respect to the interests of the parties
hereto and their successors in interest until this agreement terminates, and any
grant, transfér, or conveyance of interest in land or leases subject hereto shall

be and hereby is conditioned upcn the assumption of all privileges and obligations
hereunder by the grantee, transferee, or other successor in interest. No assignment
or transfer of any working, royalty, or other interest shall te binding on the Unit
Operator until the first day of the next calendar month after the Unit Operator is
furnished with the original or photostatic or certified copy of the instrument of
transfer,

18. FEFFECTIVE DATE AND TZRM: This agreement shall beccome effective upon

approval by the chretary and the Commissioner and shall have a term of § years
commencing as of said effective date, unless (a) the date of expiration is extended
by the Director and the Commissioner, or (b) it is reasonablv detcrmined prior to
the expiration of the fixed term or any extension thercof that the unitized land is
incapable of production of unitized substances in paying quantities and after notice
of intention to terminate the agreement on such ground is given by the Unit Operator
to all parties in interest at their last known addresses, the agreement is tcrminated
with the approval of the Director and the Commissioner,.or (¢) a valuable discovery
of unitized substances has been made on unitized land during said initial term or
any extension thereof, in which case the agreement shall remain in effect so long as
unitized substances can be produced from the unitized land in payiﬁg quantities;

or (d) it is terminated as provided in Section 5 or Section 8 hereof., This agree-

ment may be terminated at any time by not less than 75 percentum, on an acrecage
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basis, of the owncrs of working intorest signatory hcrcto with the approvel of the

Pircctor and the Commissioncr.

19. QRATE OF PROSPECTI!NG, LEVELOFL{ENT, AND FRODUCTION: All production

and the disposal thercof shall be in conformity vith allocations, allotments, and
quotas made or fixed by any duly cuthorized person or regulatory body under any
Fcderal or State statute. The Dircctor is hercby vested vith authority to alter

or modify from timec to timec, in his discretion, the rate of prospecting and devel-
opment and within the limits made or fixed by the Commission to alter or modify the
quantity and rate of production under this agrecement, such authority being hercby
limitcd to 2ltcration or modification in the public intercst, the purposc thereof
and the public interest to be served thereby to be stated in the order of alteration
or modification; provided further that no such alteration or modification shall be
effective as to any land of the State of New lexico as to the rate of prospecting
and development in the absence of the specific written approval thereof by the
Commissioncr and as to any lands of the State of New Mexico or privatcly-owned
lands subject 4o this ogrecment as to the quantity and rate of production in the
absence of specific written approval thercof by the Commission,

20, CONFLICT OF SUPERVISION: Neither the Unit Operator nor the working

interest ovmers nor any of them shall be subject to any forfeiture, termination,

or expiration of any rights hcréunder or under any leascs or contracts subjoct
hereto, or to any penalty or liability for delay or failurc in vhole or in part to
comply therewith to the extent that the said Unit Operator, working intercst ovmers
or any of them arc hindered, delayed, or prcvented from complying thercwith by
rezason of failure of the Unit Opecrator to obtain with the cxercise of duc diligence
the concurrence of the represcentatives of the United States and the reprcsentatives
of the State of New Mexico in 2nd about any matters or thing concerning which it is
rcquired herein that such concurrence be obtained. The partics hercto, including
tho Commission, agrec that 2ll powers and authority vested in the Commission in and
by any provisions of this contract are vested in the Commission and shall be excr-
cised by it pursuant to the provisions of the laws of the State of New Mexico and
subject in cny case to appeal or judicial review as may now or hereafter be pro-
vided by the lavws of the State of Newr Mexico.

21, UNAVOIDABLE DELAY: All obligations under this agrecment requiring

the Unit Opcrator to commecnce or continue drilling or to opcrate on or produce
unitized substances from any of the lands covercd by this agrecment shall bc sus-
pended while, but only so long 25, the Unit Operator despite the excreise of duc
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care and diligence is prevented from complying with such obligations, in whole or
in part, by strikes, lock-outs, acts of God, Federal, State, or municipal laws or
agencies, unavoidable accidents, uncontrollable delays in transportation, inability
to obtain necessary materials in open market, or other matters beyond the reasonable
control of the Unit Operator whether similar to matters herein enumerated or not.
2. TALES: The working interest owners shall render and pay for their
account and the account of the royalty owners all valid taxes on or measured by the
unitized substances in and under or that may be produced, gathered and sold from the
land subject to this contract after the effective date of this agreement, or upon
the proceeds or net proceeds derived therefrom. The working interest owners on
each tract shall and may charge the proper proportion of said taxes to the royalty
owners having interests in said tract, and may currently retain and deduct suffi-
cient of the unitized substances or derivative products, or net proceeds thereof
from the allocated share of each royalty owner to secure reimbursement for the taxes
so paid. No such taxes shall be charged to the United States or the State of Hew
Mexico or to any lessor who has a contract with his lessee which requires the lessee
to pay such taxes.,

23, COUNTERPARTS AND SUBSETUENT JOINDER: This agreement may be executec

in any number of counterparts with the same force and effect as if all parties had
signed the same document, or this agreement may be ratified with like force and
effect by a separate instrument in writing specifically referring hereto, and shall
be binding upon all those parties who execute such a counterpart, ratification or
consent hereto with the same force and effect as if all such parties had signed the
same document and regardless of whether or not it is executed by all other parties
owning or claiming an interest in the lands affected hereby. Any ovmer of oil or
gas interests in lands located within the unit area not subject hereto, may, with
the consent of the Director, “ercafter become a party hereto by subscribing to this
agreement or ratifying or approving the same and, if such party is also a working
interest own;r holding operating rights, such party may be admitted and become a
party to this agreement and his acreage become subject hereto by establishing his
title to the operating rights to such land to the satisfaction of Unit Operator and
by reaching an equitable agreement with the Unit Operator and the majority of the
then working interest owners ﬁolding operating rights on the lands then subject to
this agreement with resmect to classification and participating interest of such ncw
acreage and the sharing of the development and operating costs hereunder and by sub-

scribing to this agreement or ratifying or approving the same and subscribing to or
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ratifying the unit accounting agreement and sccuring the execution of such consents
as shall be necessary to make this agreement effective as to all parties owning any
interest in said lands or in “he production therefrom, it teing understood that all
rights of new parties or new acreage which may become subject hereto shall attach
only from the date of their admission hereto and shall in no manner be retroactive,
Any secparate counterpart, consent, or ratification duly executed after approval
hereof by the Secretary and the Commissioner shall be effective on the first day of
the month next following the filing thereof with the Supervisor and the Cémmissioner,
unless objection thereto is made by the Director or the Commissioner and notice of
such objection is served upon the approvriate parties within 60 days after such
filing.

24, FAIR EMPLOYMENT: The Unit Operator shall not discriminate against

any employee or applicant for cmployment becausc of race, creed, color, or national
origin, and an identical provision shall be incorporated in all subcontracts,

25, L0OSS OF TITLE: In the event title to any tract of unitized land

or substantial interest therein shall fail and the true owner cannot be induced to
join this unit agreement, so that such tract is not committed to this unit agrecment ,
there shall be such readjustment of participation as may be required on account of
such failure of title. In the event of a dispute as to title or as to any interest
in unitized land, the Unit Operator may withhold payment or delivery on account
thereof without liability for interest until the dispute is finally settled; pro-
vided, that, as to Federal and State land or leases{ no payments of funds due the
United States or the State of New iexico shall be withheld, but such funds shall be
deposited with the district land office of the Bursau of Land Management and the
Commissioner of Fublic Lands of the State of New liexico, respectively, to be held
as unearned money pending final settlememt of the title dispute, and then applied
as earned or returned in accordance with such final settlement.

26, NO RRTNERSHIF: It is expressly agreed that the relation of the

parties hercto 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 them.

IN WITNESS HEREOF, the parties hercto have caused this agreement te be
cxecuted and have set opposite their respective names the date of execution.

_ . UNIT . OPERATOR AND WORKING INTEREST OWNER
WITNESS: DATE: SLICK-MOORMAN OIL COMPANY, a partnership

55//[. S 8/949 sy S5/ 7.S. b
Tom Slick, Partner

Address: 2000 Milam Building T=
San Antonio, Texas 17 AT /D Py ALL OTHER PA-,{TA/LM.Y\
OF Slinkw- Moo AMANy
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Assistant Secretary

Address:

DATE:
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P. 0. Box 581, Tulsa, Oklahoma
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Secretary
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