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W. THOMAS KELLAHIN TELEPHONE 505-982-4285
706 GONZALES ROAD FACSIMILE 505-216-2780
SANTA FE, NEw MEXICO 87501 TKELLAHIN@COMCAST.NET

January 28, 2011

HAND DELIVERED

David K. Brooks, Esq.

Oil Conservation Division
1220 South St. Francis Drive
Santa Fe, New Mexico 87505

Re: NMOCD Case 14589
Application of Burlington Resources Oil & Gas Company, L.P.
To void Order R-8993 including authority to file Amended
C-102s for Certain Fruitland Coal-Gas Wellbores within
Sections 7 and 8 of T32N, R6W all within the Allison Unit,
San Juan County, New Mexico

Dear Mr. Brooks,

On January 20, 2011, you were the Division’s hearing Examiner for the referenced case.
Near the conclusion of the hearing, you stated that I obtain a Supplemental Affidavit to further
explain the difference between the Allison Unit a fixed interest unit, and the more typically
understood divided type Federal unit with participation areas. Please find enclosed that affidavit
marked as Hearing Exhibit along with the locator map, Exhibit “A;” the Unit Agreement, Exhibit
“B” and the Unit Accounting Agreement, Exhibit

cc: Burlington Resources Oil & Gas Company, L.P.
Attn: Vanessa M. Thompson
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CASE NO. 14589

FIRST SUPPLEMENTAL
AFFIDAVIT OF VANESSA M. THOMPSON

STATE OF NEW MEXICO §
§ ss.
COUNTY OF SAN JUAN §

Before me, the undersigned authority, personally appeared Vanessa M.
Thompson, who being fully sworn stated:

A. My name and qualifications as an expert are as follows:

Education: ~ B.B.A. in Energy Management, University of Oklahoma
Experience: Landman, San Juan Basin, ConocoPhillips, July 2008 — Present
e Job responsibilities include contract preparation/
negotiation, title review/curative and ownership analysis
with a specialized focus on Federal Units
~o- Qther responsibilities include Land education and training
~ and mentoring for early career Landmen
Associations: American Association of Professional Landmen
Four Corners Association of Professional Landmen

B. I am over the age of majority and competent to make this First Supplemental
Affidavit.

I am each responsible for and involved in preparing the necessary documents for
submittal to the New Mexico Oil Conservation Division for this case.

First Supplemental Affidavit of Vanessa M. Thompson
NMOCD Case 14589
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[ am personally knowledgeable and familiar with the facts and circumstances of
this case and the following factual statements.

I am familiar with the Allison Unit and its Unit Agreement and Unit Accounting
Agreement.

This affidavit has been prepared in accordance with the New Mexico Oil
Conservation Division Rule 1207.A(1)(b).

My expert opinions are based on the following facts and events:

CHRONOLOGICAL SUMMARY OF SIGNIFICANT EVENTS

(1) Burlington is the current operator of the Allison Unit that includes, among other
acreage, all of Sections 7 and 8, T32N, R6W, San Juan County, New Mexico. See
locator Map attached as Exhibit “A”.

(2) The Allison Unit is a “fixed interest unit”; thus, Burlington’s requested voiding of
Order R-8993 and the changes to the configuration of these spacing units will not
result in a change of gross interest for any interest owner. Additionally, the initial
expansion of the Fruitland Coal Participating Area covers the entire Allison Unit,
so any changes to the configuration of these spacing units will also not result in a
change of net interest for any interest owner.

(3) The Allison Unit was approved by the New Mexico Oil Conservation
Commission by Order R-24 in Case 224 on June 14, 1950.

(4) The Allison Unit consists of Federal (“BLM”), State of New Mexico, State of
Colorado and fee tracts.

(5) The Allison Unit is characterized as a “Fixed Interest Unit” which is different
from a more familiar Divided Interest Unit.

(6) That difference is described as follows:

a. The Unit Accounting Agreement for the Allison Unit sets out the working
interest ownership on a contractual basis, which is fixed for all lands
within the Unit Area. The percentage of working interest for each owner
is the same regardless of the location of the well being drilled. The
working interest was determined based on each owners’ ownership in
various tracts and the surface acreage those tracts contribute to the Unit
Area. This varies from a Divided Interest Unit, where working interest is
based on the leasehold ownership for each tract and varies from tract to
tract.

First Supplemental Affidavit of Vanessa M. Thompson
NMOCD Case 14589
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b. The royalty interests (“RI”) and overriding royalty interests (“ORRI”) in
the Allison Unit were determined and fixed when the Initial Participating
Arca was established, effective July 1, 1989, thus allocating revenues
between royalty and working interest owners. The Initial Participating
Area for the Fruitland Coal Formation was fully expanded to cover the
entire Unit Area of the Allison Unit.

c. The royalty and overriding royalty interests in the Divided Unit are
determined as follows: prior to commerciality determination of the drilled
well, the RI and ORRI in that well’s spacing unit (“driliblock”) are paid
according to their percentage interest in the drillblock. Then, after
commerciality determination, the drillblock is added to the PA and all
interest including the Rl and ORRI, are recalculated at that time based
upon their respective interest in the expanded PA.

(7) The Fixed Interest nature of the Allison Unit is not consequential due to the fact
that the entire Unit Area was brought in to the Fruitland Coal Participating Area
during the initial expansion, effective July 1, 1989, due to geologic inference.
Ownership is identical for all lands within the Participating Area. Just as in a
Divided Interest Unit, each Tract in the Participating Area is allocated its share of
total production as its surface area bears to the said Participating Area, regardless
of where it was produced.

(8) At the request of the Division, a true and correct copy of the Allison Unit’s Unit
Agreement and Unit Accounting Agreement are attached as Exhibit “B” and
Exhibit “C”.

SUPPLEMENTAL EXPERT OPINIONS

(1) Approval of this application will not impair the correlative rights of any other
interest owner in these Fruitland Coal-Gas well and spacing units.

(2) Because the Fruitland Coal Participating Area covers the entire Unit Area of the
Allison Unit, notification is not required.

(3) Approval of this application will be in the best interests of conservation, the

prevention of waste and the protection of correlative rights.

FURTHER AFFIANT SAYETH NOT:

\ WMWKZWM/M@”/\

Vanessa M. Thompson

First Supplemental Affidavit of Vanessa M. Thompson
NMOCD Case 14589
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ACKNOWLEDGMENT

STATE OF NEW MEXICO )
)SS:
COUNTY OF SAN JUAN )

BEFORE me, the undersigned, a Notary Public in and for said County and State, on

this éi‘day of January 2011 personally appeared Vanessa M. Thompson a person who
subscribed the name of the maker thereof to the foregoing instrument and acknowledged to
me that she executed the same as her free and voluntary act and deed for the uses and

purposes therein set forth.

‘\ﬁ i [ 'f’g“aiven under my hand and seal the day and year last above written.

.7 P Wil (/()M

S

Notary Public

Rl ‘w‘?
J

Sr s

A
N

Cammission expires:

SRR

[alo3] 200/
/ [
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, UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATTON OF THE

ALLISON UNIT ARTA

COIH\ETIES OF SAN JUAN =W MXIGC
ana .
LAPLATA AND A_RGEE?H? N VOLO”.ADG

I - SEC. NO.- 7y~

THIS AGREEMENT, entered into as of the 15{ th day of November ’

.19 k9 ,: by and between the parties subseribing, ratifying, or consenting here-

"to,‘ land herein referred to as the "parties hereto,”
- WITH ESSETH
MIEREAS, the parties hereto are the owners of working, royalty or

other oll or gas interests in the unit area subject to 't.his agreement; and
| WHEREAS, the Act of February ,25; 1920, 13 Stat. 437, 30 U.S.C. Secs.
.181, et seq., as amended by the Act of August 8, 1946, 60 Stat. 950, author-
izes Federal lessees and t.beir representatives to un:lte 'nith each other, or
Jointly or separate]y with others, in collectively adopting and operating un-

- der a cooperative or unit plan of development or operation of -any oﬁ. or gas
pool, field, or 1like area, or any part thereof, for the purpose of more prop—

-erly conserving the matural resources thereof whenever determined and certi-

~ fied by the Secretary of the Interior to be necessary or advisable in the pub-

1ic interest; and

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

s authorized by an act of the Legislature (Ch, 88, N.M. Laws 15L3) to consent '

to or approve this agreement on behalf of the State of New Mexico imsofar as
it covers and includes lands and mineral interests of the State of New Mexdlcos
and.

WHEREAS the Gil Conservatlon Comm:Lssion of the State of New Mexi-

co is authorized by an act of the Leg:.slature (Gh 72 N. M I.aws of 1935 as

amended by Ch. 168, N.M. ILaws of 1949) to approVe this agreement and the

" .sconservation provisions thereof; and

WHEREAS, the parties hereto hold sufficient interests in the

ALLISON UNIT AREA to give reasonably effective éontrol_ of opei'ation therein; - -
and .




WHEREAS, it is the purpose of the parties hereto to canserve natural

résourced, prevent waste, and secure other benefits obtainable through develop-

ment and operation of the area subject to this agreement u.ndei- the terms, con-
aitiona, and limitations herein set forth.
NGN, THEREFORE, in consideration of the premises and the promises

l-lerei:'h contained, the parties hereto commit to this agreement thelr respective

" interests -in the unlt area and agree severally among themselves as follows:

ENABLING ACT AND REGUIATIONS 1. The Act of February 25, 1920, as

amended, supra, and all valid pertinent regulations, including operating aad unit

plan regulations, heretofore issued thereunder or valid pertinent and reasonable
regulations hereafter issued thereunder are accepted and made a part of this
agreement, and as to non-Federal land applicable State laws are accepted and

made part of this agreement.

UNIDT ARRA 2, The following &escribed land is hereby désignated and

. recegnized a3 constituting the unit area:

TOWNSHIP 32 NGRTH, RANGE 6 WEST, N.M. P.M,, NEW MEXIGO

ACRES

Section 7: Lots 1, 2, 3, Ly 5, 6, 73 SE/L Ww/h; -

E/2 sw/lk; 5/2 N/l SE/L (AL1) _ gh9. 7l

v 8: Lots 1, 2, 3, bs 8/2 N/2; 5/2 55h.82

# 9: sw/lh 160,00

# 16: W/2 320400

" 172 All 6140000

®. 18: Lots 1, 2, 3, Ls B/2 w/2; E/2 (A1) £37.82

" 59: Lots 1 2, 3, L B/2 w/z‘ E/2 (AL1l) 636,83

n 03 610,00

n 21: VV/2 ) 3,;%.00

#  28: W/l 320,00

# ;9: AL b 572 W/ C 640,00

" 30: Iots 1, 2, 3, E/2 W/2; B/2 (A1l 634,12

: ® 31: Tot 1; NE/L Ma/l; NB/h; N/2 se/l ) 3%8.39
TOWNSHIP 32 NORTH, RANGE 7 WEST, N.M., P.M., NEW MEXICO

Section 9: Iots 1, 2, 3; SE/l; E/2 sw/h 298,15

10: Tots 1, 2, 3, h; 5/2 (Fractional All) 39756

» 1: 1ots 1, 2, 3, I; s/2 398.25

®  12; fobts 1, 2, 3, b 5/2 " " 399,00

no33: p13 610,00

w3k 201 i 640,00

s 3i5: all C6h0L00

n 16: E/2 5 320,00

v 23: WW/h; B2 © 1180400

@ 2L a1l 640,00

no-25: Wi/l /2 NE/L; S/2 NE/L 320,00

o 26: W¥E/L : : 160,00




POCR Copy

TOWNSHIP 32 NORTH, RANGE 6 WEST, Nk, P.M,, COLORADG

% Section 19: Fractional," ’ 150,68
@ 20: Lots 1, 2, 3, h, s/2 K/2; N/2 ¥E/b;
. N/2 Nw/l; (Fractlonal, All) LL8.96
" 21: Iobs 1, 2, 3, Ly s w/2; wi/Lh /L 328.L0

x : W 22: Tots'1, 2, 3, by SW/l NE/h, s/2 wa/k 2)6,2l
' TOYNSHIP 32 NORTH, RAVGE 7 WEST, N.K., P.M., COLORADO

Section 23: Lot 1; B/2 NE/L 119460

" 2L: Fractional, A1l . 475.36
TOTAL ACRES 13,77he22

Exhibit A" attached hereto is a map showing the unit area and the

known ownership of all land and leases in said arca. Exhibit "BW attached "

! l hereto is & schednle showing the percentage ard kind of ownership of oil and

| o gas interests in all land in the unit area. Exhibits A" and B" ghall be re- '.
vised by the Unit Operator whenever changes in the unit area or other cilanges
rendér such reévision necessary, and not less than six._copies of the revised
exhibits shall be filed with the 0il -and Gas Supervisor and two copies with the

i ' . .Cslmnis'sione.r of Public Lands and 0il Conservation Commission, respectiveiy.

) The above described unit area shall be expanded or contracted, when-

ever such action is necessary or desirable to conform with the purposes of this

.agreement, in the following manner:

(a) Unit Operator, on its ovm motion or on demand of the Director

of- ihe Geological Survey, hereinafter referred to as Director, or on de of

i the New Meﬁco Commissioner of Public lands, hereinafter referred to as Coaﬁmis—

; sioner, shall prepare a notice of proposed expansion or contraction describing

{ the contemplated changes in the boundaries of the unit area, the reasons there-

! v " for, and the proposed effective date thereof,

\i {b) said nectice shall be delivered to the 0il énd Gas Supervisor,

li hereinafter referred to as Supervisor, and Commissioner 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

o o 'submssion to the Unit Onerator of any objections.

1 : (c) Upon expiratlon of the 30 day pemod providéd in the preceding

‘ item (b) hereof, Unit Uperater shall f11e with the Supervisor and Comrnlssioner

evidence of mailing of the notice of e:cpanswn or contractlon and a copy of any

. objections therete which have been filed with the Unit Operator_,




—t

) (a) Ai‘te_r due consideration of all pertiﬁent- information, thé expati-

sio'n or confrﬁction'shall, upon approval by the Director and Commissioner, be-.

come effective as of the date prescrlbed in the notice thereof. Y ‘
411 land cormitted to this agreement shall constitute land referred

to hereln as tunitized land" or "land subject to thlS agreement.”

UNITIZED SUBSTANCES 3. A1l oil, gas, natural gasoline and assoclated

fluid hydrocarbons in any:and all formations of the unitized land are unitized
under the terms of this agreement and herein aré called tunitized substances.®
UNIT OPERATOR L. Amerada Petroleum Corporation is hereby designated
‘as Unit Operator and by signature hereto commits to this agreement all int'ex!e,sta
in unitized substances vested in it as set forth in Exhibit "B", and agrees and
consents to accep£ the duties and obligations of Unit Operator for the discov-
ery, development and production of unitized substances as hereizi provided. ﬁlefx— :

ever reference is made herein to the Unit Operatbf, ‘such reference means the

Unit Operator acting in that capacity and not’'as an owner of interests in unit-

‘ized substances.

The Un;it Operator may resign as Uni£ Op;erator wheneverﬁot in default
underl this agreen;ent s but no Unit Operator shall be relieved from the duties and -
obligations of Unit Operator for a period of 6 months after it has served notice
of intenti‘on to resign on all owners of working interests subject hereto aﬁd the
Di;'ector and Commissioner unless a ﬁew Unit Operator shall have been sél'ected ’
and approved and shall have assumed the duties and obligations of Unit Operator” .
prior t0 the expiration of said &-month period. Unless a successor operétor is
selected and approved and assumes the duties and obligations of operator prior
to the effective date of the retiring operator!s relinéuislm:ent of duties, t.hé
retiring operator must place all wells drilled hereunder in a satisfactor;con-- )
dition for suspension or abandonment as may be required by the Supervisor or
by the Commissioner under applicable operating--regulations. Provided, hcwevez;, ‘

where a participating area or areas have been established and such area or areas

" are capable of producing unitized substances in paying quantities, the resigna-

tion of the Unit Operator shall not become effective until a succeésor Unit Op—
erator has been selected and shall have assumed its duties. Upon déi‘ault or
failure in the performance of its duties or obligations under this agreement

the Unit Operator may be removed by a majority vote of owners of working inter-

-1 -
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ests determined in like manner as herein provided for thé selec_tioﬁ of a suc-

cessor Unit Operator, P:rior to the efi‘ectitve date of réliﬁqdishment by or with-

" in 6 months ai't'er removal;lof' Unit Opézjat_or, the duly c';ugli.i'iedusuccessof Ux_x;u;l
v0perato.1"' shall have an ofatj.on to purchaée on reasonable terms all or an:: part ‘ :
iof the equipment, material and appurtemances in or upon the land subject to
this agreement, owned by the retiring Unit Operator and used.in 'its capacity as
such bperator; or if no qualified suceessor operator has been designated,. the
working interest owners may purchase such equipmenf., material and appurtenances.

i At any time within thé next ensuing 3 months any equipment; material and é.pp;lr~

i . tepances not purchased: and not necessary for the preseryatiori of wells may b,e: re-

‘ moved by the retirin.g Unit Operatdr, but if not removed span becoume the joint

propert.y> of the owners of un:_ltized working interesj;s ih the par{;icipating area

‘ .~ or, if no participating area has bgen established, in t;he entire unit area. The

-term:l_.nat.io'n of th_e rights as Unit Operator under this agreement sﬁ_all not temif

-nate the right, title or interest of such Unit Operator in its separate’ cépacity'

as owner of interests in unitized substances.

SUCCESSOR_UNIT OPERATOR ‘5. Whenever the Unit Operator shall relin-

-quish the right as Unit Operator or shall be removed, the omners of theé unitized

I ' working interesf.s in the participating area on én acreage banis, or in. the uﬂit
area on an-acreagé basis until a particigating area shall have been estéblished,
shall se’lect‘ a new Unit OperatorA. A majority vote of the working intefésts quali;-‘ ’
fied to vote shall be required to select a new Unit Operator; Provided, rhat, if .
a majority but less than 75 percent of the worldng intgrests qu#ﬂfiez_i to vote

| are owned by one party to this agreement, a concurring vote of at least one addi-
tional working inte;regt owner shall be required to select a new operétor. Such
selection shall not become effective until (a) a Unit Operator so selected shall
accept in writing the duties and responsii)ilitius of Unit.'Opérator, and (b) tt;e .
sélectibn shall have been approved by the Director and Commissioner. If no suc; o

! : cessor Unit Operator is selected and qualified a8 herein provided, the; Diréc£or )

and the Commissioner, at their eleciion, may declare this unit agreement terminated‘{

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

owner of working interests, all costs and expenses incurred in conducting uni‘t,1

operations hereunder and the working interest benefits acéruing hereunder shall

be apportionsd among the owners of undtized working in'terests' in accordance with : .

-5~




,,t,.ha‘unit accounting agreement. The Unit Operator shall render each month to ‘

a unit accounting agreement by and between»tﬁe Unit Operator and the other"ownfl
ers bf such’interests;,whetheg one or more, separately or collectivelyf Any .
agreement -or agreements entered into between the working interest owners and the
ﬁhit Operaﬁor as provided in this section, whether one or more, are herein refer—
red to as the "init Accounting Agreement."‘ No such agreement shall be deemed
either to modify any'of the terms and conditions of this unit agreement or’ to re-
lieve the Unit Operator of any right or obligation established under this unit
agreement ard in case of any inconsistency or conflict between this unit agreement: .
and the unit accounting egreement.this unit agreement shall prevail. Three true
coples of any unit aceounting agreerent executed pureuant to this section shall

be filed with the Supervisor-andeoﬁe true copy-with the Commissioner.

RIGHTS AND OBLIGATIONS OF uﬁIT OPERATOR 7." Except as otherwise specifi-
cally provided herein, theiexclueive right, privilege and duty of exercising any
and all rights of the parties hereto which are necessery or convenient for pros-
pecting,for,.producing, storing and disposing of the unitized substances are here-

by 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 Op-

erator and, together with this agreement, shall constitute and define tbe righte,~
privileges and obligations of Unit Operator; Nothing‘herein,_howeyer, shall be . v
construed to trangfer title to any 1end or to any lease or operating'agreement!.
iﬁ‘ﬁeing understood that under this agreement the Unit Operator, in its capacity
as Unit Operator, shall exercise the rigﬁts of possession and use vested in the
parties hereto only for the purposes herein specified.

" The Unit Operator shall pay all costs and expenses of operation :
with respect to the unitized land, 1If and when the Unit Operator is not the
sole owner of all working interests, such costs shall be charged to the ao-'.
count of the owner or cwners of working interegts and the Unit Operator ehall
be reimbu?sed therefor by such owners and shall account to the working inter-
est owners for their respective shares of the revenue and benefits derived

from operations hereunder, all in the manner and to the extert provided in

the omers of unitized interests entitled thereto an accounting of the op~-
erations on unitized land during the previcus calendar month, and shall pay -

in value or.deliver in kind to each party entitled thereto a propeftioﬁete w?i




and allocated share of the benefits accruing hereunder in confomity with
operating agreememts, leases or ether indep'ende.nt- dontracte between  the Ur;it
Operator and *bhe parties hereto either collectieely or individually.

The development and operatir_m of land subject to this agreement
under the terms hereof shall be deemed full performance by the Unit Opera-
tor of all obligations for s‘uch-&evelopzqeet and operation with respect to
each and every part or seéarately e_wned tract of land subject ‘to this.agreev
ment, regardless of whether there is any developl;zent of any‘ particular.pa’rt or
trect of the unit aree, notwithstaﬁding anything to the' contrary in any lease,
operating agreement or e;c.hee 'contract by and between, the parties hereto er any
of them, A - '

. SECTION 7-a. Notwithstanding any provision to the contrary in Sece ‘
tion 7, or any other section of thj;s agreem‘mt all.parties' signatory to this

agreement hereby agree that each. and every one of the owners of the working

"interests in lands unitized under the agreement shall have: '

(1) The right to take in kind that proportionate share
of the unitized substances which is allocated or :
allocable to his working interest in accordance
wifh the provisions of this agreement;
{2) The right to personally sell such proportion-
ate share; |
(3) The right to revoke at will any authorization
in this -agreement empo;veripg a representative
'(or'representatives) to sell his proportionate
share of the unitized substances if that repre—
sentative (or representatives) is authorized
to sell the share of more than one owner.
An owner who also acts in a representative capacity shall be regarded
as belng "authorized to sell the shares of more: than one owner" as the phrase

is used in the foregoing sentence, if he also sells or directs the sale of any :

part of his own share.

DRIZLING T0 DISCOVERY 8, Within 6 months after the effective date '

hereof the Unit Cperator shall begin to drin an adequate test well at a 1oca- .




.résult in the discovery of a deposit of unitized substances capable of being pro-

,completion of a well capable of producing: unltized substances in paylng quan--~ﬁ

;tities, the Unit Operator shall submit for the approval of the Supervisor, the

ﬂae,smau;

00R COPY

tion 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 1oéation shall

be approved by the 0il Conservation Compission of the State of New Mexico,

hereinafter referred to as "Commliszsion", unless on such effective date a well

is being drilled conformably with the terms hereof; and thereafter continue
such drilling diligently %o a depth of 9,000 feet, or to the base of the Dakota
Sandstone, whichever is reached first, unless at a lesser depth unitized sub-
stances shall be discovered which.can be produced in paying quantities-(to-wit:
quantities sufficient to répay the costs of drilling énd producing operatibns,
with a reasonable profit), or the Unit Operator shall at any time establish to

e

the satisfaction of the Supervisor, as to wells on Federal 1ands, and the Com-

mission, as to wells on State or patented lands, that further drilling of said

well would not be warranted, If the first or any subsequént test well fails to

duced in paying quantities, the Unit Operator shall continue drilling diligehti&
one wéll at a time, allowing not more than 6 months between the complétion of one
well and the beginnipg of the next well, until a ieli capable of prodﬁqing unitizedék.
substantes in paying quantities is complseted to the satisfaction of said Super- . "

vigor, if on Federal lands, and the Commission, if on State or patented lands,

" or until it is reasonably proved that the unitized land is iﬁcapabie of producing

" unitized substances in paying gquantities. Nothing in this section shall be desmed -

to limit the right of the Unit Operator to resign, as provided in Section 4'he}e~
of, after any well drilled under this section is placed in a satisfactory condition
fpr suspension or is plugged and abandoned pursuaqt to applicable regulations.

The Director and the Commissioner may:modify the drilling requirements of this-
section by granting reasonable extensions of time whep, in their opinion, such
action is'warranted. Upon failure to comply with the drilling provisions éf this “f'
section, the Director and the Commissioner may, after: reasonable notice to the
Unit Operator, and each working interest owner, lessee and lessor at _their last
knawn.addresses declare this unit agreement terminated. ‘

" PLAN OF FURTHER DVVELOPMENT AND- OPERATTON 9. Withln 6 months after. N
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» Commissioner and the commission an acceptable plan of development and opera—-
" “‘tion for the unitized land which, when' approved by the Supervisor,- the Com=
missioner and t,he Comrission, shall constitute the further dril?.ing and op--
«er;tihg obligations of the Unit Opei'ator under this agre_enieht fo} the period
spegified therein. Thereafter, from time to time before the expiraﬁion of any
' existing plan, the Unit Operator shall submit for the approyal of the Super
visof, the Conmissioner and the Comaission a ﬁlan for an -additi\;onal spe'_ciﬁed
period .foz; the development and. _opération of the unitized land. Any plan g@-

mitted ‘pursuant to_this. usection’ shallrprovide for exploration of the \mitized '

i " area and for the detemination of _the commercially productlve area thereof J.n

Tt A

each and every _productive formation and shall be as complete and adequate as

the quervisor, the Commissioner and the Commission may determine to be neces-
sary-for timely developmentAand proper conServation of the oil and gas resou'rc'es-’
of the unitized area and.shall (a) specify the number and, locations; 9,1' QW."!LWW

to be drilled and the proposed order and time for such drilling, and (b) to the
s e

extent practicable, specify the operating practices regarded as necessdry and

advisable for proper conservation of natural resources. Separate plans ma}' be -
subniitted for separate productive zones, subject t¢ the approval of the Supep—

|
'[ S "-  wvisor, the Commissioner aixd the Commission. Sald plan or plans shall Be niodi— . "_'
|

- fied 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. ' = o

The ___quﬂi&nr_and_ the Commissioner are authorized to grant 8 reasonable ex—)

tension of ,the 6=month period herei rescrlbed for submss:.on of an initia].

pla.n of development where such act.lon is justlfied because o_f.‘ unusual condi—

8~ S

PRATTU,

’tions or circmnst;ncg_a. After completion hereunder of a well capable of pro-
dnc:.ng oll and gas in paying quantities, no further wells, except such am may .
be necessary to afford protection against operations not under this agreement . ;
~ or such as may be specifically approved by the Supervisor a_nd the Commissioner, =

 shall be drilled except in accordance with a plan of development approved as

herein provided.

PARTICIPATION AFTER DISCOVERY 10. Upon completion of a well capable .

of producing unitized substances in paying quantities.or as soon thereafter as




‘ reqixifed by the Supervisor and the Commissioner, the Unit >Operator shall sub-

mit for approval by the Director, the Commissioner and the Commission a sche-
dule, based on subdivisions of the publio land survey or ali'quot parts there-

of ,' of all unitized land then regarded as reasonably proved to be progt_}ggi_‘_re

of umtized _substances, in paying.guantities; all land in ssid schedule on ap-

proval of the Director, the Commissioner and the Cozmussion to constitute a -
h—N’_—‘_’_’,_ ity e

e et om0 it s e 45 SRS

participatlng g area, ii_‘g_ggt;ge_ as_of the date of i‘:.rst production. Said sche-—

R e

dnle also shall set forth the percentage of. unitized substances to be allocated
| as herein provided t0 each unitized tract in the participating area so estah-‘,
lished, and shall govern the allocation of production fran and after the date
the participating area becomes effective. A separate participating area shall

JRISSESES et st

be establiéhed in like manper.for.each.separate pool. or deposit of unitized sub—

e e T

stances or for any group thereof produc'ed as a smgle pocl or zone. The ‘partici—

s —— et o
e e O

I
- pating area or areas 80 establlshed shall be revised from t:l.me to time, subject -

t0 1like approval, whenever such action appears proper as a result of further
driiling operations or otherwise, to include additional land then regarded as
reasonably proved to be productive in paying qyantities or to e:écinde land then
rogarded as reasonably proved not to be productive, and the percentage of allo~
cation shall also be revised accordingly. The effective date of-any-revision
shall be the first of the month following. the~oate of first authentic.knowledge

e

_or information on wm.ch such rev:tsion 1s predicated, unless a more appropriate o

. effective date is'specified in the schedule. No land shall be excluded from a

participating area on account of depletion of the unitized substances.,
It is the intent of this section that a participating area shall
represent the area kmown or reasonably estimated fo be productive in pay'ing.

quantlties, but, regardleSS of any revision of the participating area, nothing .

e A

herein contained shall be construed as requiring any retroactive apportionment

of revision of the participating area,

In the absence of agreement at any time between the Unit Operator

and the Director, the Cormissioner and the Commission as to the proper defini-

of any sums accrued or paid for production obtained prior to the effective date

tion or redefinition of a participating area, or until a participating area has, % .

- 10 -




A esoh participating area established under this agréement, except any part there- . '

“duction as its area bears to the said participating area. It is hereby agreed

and having thereon a regular well location in accordance with a well spacing

“POORCOPY.
or areas hé.ve; been established as provided herein, the poiftion of all pa.y—
ments affected thereb_;r» may be impounded in a mammer mutually acceptable to the
owners of working interests, except royalties due the United States and the
State of New Mexico, which shall be determined by the Supgrviéor and the amount .
thereof deposited wiﬁhl the districtNligg‘}d office of thg ﬁureau.of Land Management
'or ds directed by the Supervisor and wit.h the Commissioner of Public Lands, re-~
specf,ively, to be héld as unearned money until a participating area is finélly‘
app;‘oved.and'-.. then appl;’l.ed as earned or returned in accordal.txce with a determina—

* tion of the sum due. as -Federal or Statfa royalty ou the basis of such approved
participating area. . 4

Whenever it is determined, subject to the approval of the Supervisor

" as to wells on Federal lands, the Commissioner as to wells on State lands and

thé Commission as to -pa'tented lands, that a well Ldril;Lecl under this agreement I
vis not capable of production in paying quantities and inclusion of the land on
which it is situated in a participating area is unwarranted, production from
such well shall’ be allocafed to the land on which. the well is lccated so long-
<~ that well is not within a participating area established for the pool or

- geposit from which' such production is obtained.

. ALLOCATION OF PRODUCTION 11.. All wnitized substances produced from

cf used for production or development purposes hereunder, orﬁmvoidably lost,
shéll be. degméd to be produced equally on an acreage basis from the severai
tracts of unitized land of the participating area est-abl.fgshed for such peoduc~
tion and, for the purpose of d.etemining any benéfits that accrue on an acreage

basis, each such tract shall have allocated to it such percentage of said pro-

that pmduction of unitized substances from a participating area shall be allo- L

.cated as provided herein regardless of whether any wells are drilled »n any

particular part or tract of said participating area.

* DEVELOPMENT OR OPERATION ON NON-PARTICIPATING LAND 12, Any rarty

hereto, other than the Unit Operator, owning or controlling a wajority of the .

working interests in any unitized land not included in a participating area .

pattern established under an approved plan of development and operation may

-1l -
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drill a well at such location at his own expense, unless within 90 deys of re-

éeipt. of notice from said party of his intention to drill the well the Unit

: Operaﬁor' elects and é;cmmences to drill such well in like manner as other wella

are drilled by the Unit Operator under this agreement,
If such well is not drilled by the Unit Operator and results in

production such that the land upon which it is situatéd may properly be in-

. cluded in a participating area, the party paying the cost of drilling such

well shall be reimburséd as provided in the unit accounting agreement for

~ the cost of drilling similar wells in the unit ares, and the well shall be

operated "pursuant to the terms of this agreement as though the well had been
drilled by the Unit Operator. ,
If any well drilled by the Unit Operator or by an owner of working

interests, as provided in this section, obtains production insufficlient to

 Justify inclusion of the land on which said well is situated in a pgrjbicipat~

ing area, said owner of working interests, at his election, within 30 days af-

-~ ter detemination of such insufficiency, shall be wholly fesponsible for and

. may operate .and produce the well at his sole expense and for his sole benefit.

If such well was drilled by the Unit Operator afzd said owner of working inter-

ests elects to operate said well, he shall pay the Unit Operator a fair sal-

~ vage value .for the casing and other necessary equipment left in the well,

"wells drilled or produced at the sole expehse and for the sole bene—

fit of an owmer of working interest other than the Unit Operator shall be op~

erated amd produced pursuant to the conservation requirements of this agreement.

Royalties in amount or value of production from any such well shall be pald as
specified in the underlying lease and agreements affected.

'ROYALTIES AND RENTALS 13. Royalty on each unitized tract shall be

paid or delivered by the parties cbligated therefor as piovided by existing

leases, contracts, laws and regulations at tﬁe lease or contract rate upon the

unitized substances allocated to the tract, Nothing herein contained shall op-

erate to relieve the lessees of Federal, State or patented lands from their
obligationé ‘under the terms of their respective leases to pay rentals and rﬁy—
alties.’ '

Royalty due the United States shall be computed as provided in the L

operating regulations and paid in value or delivered in kind as to all uni tized

- 12 -,




substances on the ba51s of the amounts thereof allocated to unitized Federal
. land as provided hereln at the rates sp|=cified in the respective Federal leases
or at such lower rate or rates.as.may_ be authorized by law or regulaﬁlons, pro-
vided that for leg;ses on whlch the royalty rate depends on the daily "average pro-.
duction per well, said averagé- production gha.l; be dgtermined in accordance with
“the opefating regulations as though vegch partic;patihg area were-a single lvcon-
solidsted lease. B '

-Uni'b‘ized substances produced from any partj.cipéting 'ar.ea and used |

'therein in conformance with good opefatiﬂg practice for drilling,v operating,
camp .or other prodncfion or developnienﬁ 'p@o’ses or under an approved plan of
_ operation for rei)ressux:i.ng or cycl:.ng s:aici participating area, or f6r~develop-
ment outside of such participating area if. for the 'puxpdéé_s of @irillj.ng explora—
tory wéllg or for camps.or bther purposes ‘benefiting the unit as.a-whol‘e,‘ shall
‘be free ffom any royalty or other charge excepf. as to -arv fproduc{:s exjhraéted
fzgom. unitized sub,sﬁances s0 used. Ii‘ ' lfxlit Operator introduces gas for whlch
royalties have been paid i;'xté any pérbicipating érea hereunder from souices
other than such participating area for use in repressunng, stimulation of pro-
duction, or increasing ult:_mate production in’ conformity mth a plan first ap-
proved by the Supervisor and the commlssmner, a like amount of gas may be sold
thout payment of royalty as to- dry gas but not as to the products extracted
' therefrom; provided, that gas so 1ntroduced shall bear-a proportlonate and
eqnitable share of plant fuel consumption and shrinkage in the total volume
of gas prr.;c:essed from such participabing area; and, provided further, that such
withdrawal shall be at such time as may be provided in the pl_zin of opexjétion
_or as may ot-herw_flse be consented to by the :‘;;upervisor,the Comnissioner and the
. Gommié_sion as cgnfoming to good petroleum e_ngineering practice; pro‘vided, how—
-ever, that such right of withdrawal royalty free shall terminate upon termina~
tion of -;_i‘.he unit afgre_emen-t..

Each working interest owner and lessee presently regsponsible for the
payment of rentaléf, or his successor in interest, shell be respon.si‘ble for and
shall pay éil ren’cais of whgtsoever kind on hie respective lease, Remtal or
minimum royalty for land of the United States subject to this agreement shall

: hg pald at the rate specified in the respective Federal leases or such rental

-13 -




or minimum royalty may be waived, suspended, or reduced to the extent author-
ized by law and applicable regulations. Rentals on State of New Mexico lands
subject to this agreement shall be paid ajt' the rates specified in the respective
leases, or may be reduced or susi)ended upbn the order of the Commissioner of
P’ublic’Lands of the State of New Mexico pursuant to applicable laws and regu-
1ations. Rentals on privately owned lands subject to this agreement shall be
paid as provided in ‘Section 16 hereof, _

CONSERVATION 1h. Operations her'eungier and prdduction of unitized

) sﬁbs_tances shall be conducted to provide for tﬁe most économical and efficient
recovéry' of said substances, to the end that the maximum efficient yield may
be obtained without waste, as defined by or pursuant to State or Federal law

- or regulation; and production of unitized substances shall be linited to such
'producti‘on as can be put to beneficial use with adequate realization of fuel

'and other values.

DRAIN&GE 15. The Onit Operator shall take approprzate and adequate
measures to prevent. drainage of unitized substances from unitized land by wells -
on land not subject to this agreement, or pursuant to applicable regulations
pay a fair aﬁd reasonable compensatory royalty as determined by the Supervisor

~as Ato Federal 1a¥1d_s, by the Commissioner for State lands and the Commission as
to patented lands. ‘

IEASES AND CONTRACTS CONFORMED TO AGREEMENT 16. The parties hereto/

-holding interests in leases embracing unitized land of the United States or of
the State of New Mexico consent that the Director and the CMssiomr, respec-
‘tively, may, am the Director and the Commissioner by their approval of‘this_
agreement do, establish, alter, change or revoke the drilliné, producing, rent-
al, minimm royalty and royality requirements of such leases and the regulations
in respect thereto, to conform said requirements to the provisions of this
agreement, but otherwise the terms and conditions of said leases shall rémai.n
in full force and effect. . v

Said parties further consent and agree, and the Director and Com-
missioner by their respective approvals hereof determine, that during the ef-
fective 1ife. of this agreement, drilling and producing,opez_‘ations performed

by the Unit Operator upon any unitized land will hg accepted and deemed to be

-1 -
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operations under and for the benefit of all unitized leases embracing lend of

the United States amd of the State of New Mexico; and that no such lease shall

be deemed to expire by reason of i_'ail\,_u'e 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 pro- . .
vigions of this agreaﬁent aﬁd shall be continued in force and effect beyond

their respective termms during the IJ:.fe 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 swject to this agreement shall continue in force until the termina-

tién hereof. Any other Federal lease committed hereto shall centinue in force

- as to the committed land so long as the lease remains committed hereto, pro~
. vided a valuable deposit of unitized substances. is discovered under the unit-

"ized land prior to the expiration date of the primary term of such lease.

Authorized suspension of all operations and production on the unitized land
shall be deemed to const:ftuté authorized suspension with réspect to each unit-
ized lease.

The'parties hereto holding interests in privately owned land within
the.unpit area consent ahd agree, bo the extent of their respective :interesté,
that each such lease may be continued in effect beyond the primary term of such
lease; and during the term of this agreement; provided, however, that delay
rentals payable under any privately omed lease in lieu of drilling shall not
be suspended during the primary term of any such leass, and annud ly thereaf-

ter, ‘except as to 2ll or any portion thereof on an acreage basis that may be

. included in a participating area hereunder. Except as in this section other-

wise provided, all leases or other contracts concerning such land shall be
modified to conform to the provisions of this agreement and shall be continued
in force and effect during the life of this agreement 5 that drilling and pro-
ducing operations éonducted on any tract of land committed to this agreement |
will be accepted and deemed to be"peri‘c).x_'med on.a.nd for the benefit of each and
every tract of such privately ommed iand c':ommitted hereto; that novlease affect-
ing sald privately owned land shall be deemed tc expire by reason of failure |
to 4rill or to pm@uce wells situated on such lands 3 and that suthorized sus-

pension of all operations and production on unitized land shall be deemed to

-15 -




' upon approval by the Director and the Commissioner and shall terminat.e in 5
Wes&(a) such date of expiration is extended by the

constitute authorized suspension with respect to all unitized leases af-
fecting prj.vat.ely owned lands,
COVENANTS RUN WITH LAND 17. The covenants herein shall be-con-

strued to be covenants running with the land with respect to the interests
: R . . . . 24“_,1%*
of the parties hereto and their successors in interest until this agreement

S
terminates and. any grant, transfer or conveyance of interest in land or leases

subject hereto shall be and hereby is conditioned upon the assumption of all - ’

privileges a_nd--obl_igatians hereunder by the grantee, transferge or other suc-

cessor in interest,

EFI'EGTIVE DATE AND TERM 18, This agreeﬁent shall become effective

ad. L Q- ~'-‘({(-"‘""
-4

'f" ~ Cobwone

Director and the Commissioner, or (b) it is. reasonably determined prior to

the expiration of the fixed term or any extension thereof that the unitized

G T
P o
-

L?[-w(-.. &\'?_rﬁ

land is incapable of production of unitized substances in paying quantities in-/
‘the fométion tested hereunder and after notice of. jntention to terminate the

Iagreemsnt on such ground is given by the Unit Operator to all parties in in-

terest at their last known sddresses, the agreement is terminated with the.ap-

proval of the Director and the Commissioner, or (c) a valuable discovery of

u_nitized 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 A

long &3 unitized substances can be produced from the unitized land in paying

quantities (to-wit: quantities sufficient to pay the cost of producing opera-

ﬁions with a reasonable profit), and, should production cease so long thereafter
as diligent operations are in progress for the restoration of preduction or dis-
covery of new prodﬁction and so long thereaft;er as the unitized substances so

discovered can be produced as aforesaid; or (d) it. is temiﬁated as provided in

section § of section 8 hereéf This agmement may be terminated at any time by

- not less than. 75 percentmn, on an acreage basis of the omners of working in-

tereste signatory hereto with the approval of the Director and the Commissiomer. .

- 16 -




RATE OF PR(SPECTING, DEVELOPMENT AND PRODUCTION: 19. All produc-

tion and the disposal. thereof shall be in conformity with allocations, alloﬁ-
ments and qudtas made or fixed by any duly suthorlzed person or‘r-egm.atory
b.bdy under any Federal or State statute. The Director and Commissioner are
hereby vesﬁéd with avthority to alter or modify from time to time, in their
discrétion, aft;ar agreement, the rate of prospecting and development ard,
within the 1imits made or fixed by the Commission, to alter or modify the

quantity and rate of product.idn. under this agreement, sich authority being

hereﬁy limited to alteration or modification in the public interest, the

purpose thereof and the public interest to be served thereby tobe stated in
the order of alteration or modification; provided, further, that no such al-

‘teration or modification shall be effective as to any lands of the State of

New Mexico as to the rate of prospecting and development in the absence of

- the specific written approval thereof by the Commissioner and as to any lands

of the State of New Mexico or privately owned lands subject to this agreemnt"

as to the quantity and rate of production in the absence of specific written

‘appmvai thereof by the Commission.

DETEMINATIONS BY UNIT OPERATOR AND REVIEW THEREOF 20. All deter-
m:@ns,tions under thi-s agreement for which no »specific method of determination
is provided elisewhere in this agreement shall be macie by the Unit Operator,
subject to the approval of the Director, the C;:nnnissioner and the Comission.
Notice of any such determination by the Unit Operator, accompanied by data in
support thereof, shall Ee furnished to the Director through the Supervisor and
directly to the Commissioner and the Commission. 1If, after reviéwing, all the
avai_labie eviden-ce, the Director and the Commissioner find that the determina-
tion reviewed is incorrect they shall advise the Unit Operator accordingly,
stating the reasons therefor, ._and thereupon such determination shall be of no

Torce and effect. The Unit Operator shall then meke a new determiration in

' conformity with the finding of the Director and the Commissioner or appeal

to the Commission as provided in the rules of the Commission., All determina-

" .tions made by the Unit Operator pursuant to this section shall be effective

unless and until altered, medified or rescinded as herein provided.

- 17 -




Any party hereto shall have the right to request the Director and

‘the Commissioner (such request to be accompanied by appropriate supporting
evidence) to review dny determination made by t.hé Unit Operator pursuant to

‘ this section not previouslj reviewed on appeal to the Commission. Such re-

quest will be granted or denied in the discretion of the Director and the
éonnnissioner within 60 days after being received. If the request for review
is granted and thereafter the Director and the _Commissioper find that the de-
termination should be altered, modified or rescinded, the Unit Operator shall
be advised accordingly and shall either comply with the finding of the Director

and the Commissioner or appeal to the Commlssion.

CONFLICT OF SUPERVISION 21. 'Nei‘chezf tte Unit Operator nor the work-
ing ix;ierest oﬁers nor any of them shall be subject to any forfeiture, termi-
nation,or expiration of any rights hereunder or under any leases 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 saild Unit Operator, work~
ing interest owners or any of them are hindered, delayed, or prevented from
complying therewith by reason of failure of the Unit Operator to obtain, with
the exercise of due diligence, the concurrence of the representatives of thse
United States and the representatives of the State of New Mexico in and about
any matters or thing concerning which it is required herein that such concur-
rence .be obtained. The parties hereto, including the Commission, agree that
all powers and authority vested in the Commission in and by any provisions
of this contract are vested in the Commission and shall be exercised by it pur-
suant to the provisions of the laws of the State of New Mexico and subject in
any case to appeal or judicial review as may now or hereafter be provided by

the laws of the State of New Mexico.

UNAVOIDABLE DETAY 22, All obligations u.ndér this agreement re-quir—
ing t.he-Unit Op_erator té commence or combinue drilling or £o operate on or pro-
duce unitized substances from any of the lands covered by this agreement shall
be suspended while, but only so long as, the‘ Unit Operator despite the exer-
cisé of due care and diligence is prevented from complying with such o‘r:;liga.-
tions, in whole or in part, by strikes, lockouts, acts of God, Federal, State

or municipal laws or agencies, unavoidable accidents » uncontrollable delays in

- 18 -




transportation, inability to obtain necessary materials in open market or
other matters beyond the reasonable control of the Unit Operator whéther
similar to matters herein enumerated or not. -

COUNTERPARTS 23. This agreement may be executed in any number of
counterparts with the same force gnd efféct as if all parties had signed the
same document, or this agreement may be rgtified with like force and effect
by a separate’inétrument in writing specifically referring hereto. Any sep-

Agrate counterpart, consent or ratification duly executed after approval hereof
by the Director and the Commissioner shall be effective on the first day of
the month next following the filing thereof with the Supervisor and Commission-
-er, unless objection thereto is made by the Director and Commissioner and no-
tice of such objection is served upon the appropriate parties within 60 days
after such filing.

FAIR EMPLOYMENT 2L. The Unit Operator_shall not discriminate
against any employee or applicant for employment becaﬁae of race, creed, color
or national origin and an identical prov{sion shall be incorporated in all sub-
contracts.

10SS OF TITLE 25.. In the event tifle to any tract of unitized

" land or substamtial interest therein shall fail ani the true owner cannot be.
inducgd to join this unit agreement, so that such tract is not committed to
this unit agreement, 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 an& interest in unitized land, the Unit Operator may with-
hold payment or delivery on account thereof without 1iability for interest
until the dispute is finally settled; provided, that, as to ngefal and State
land or leases, no payments of funds due the United States or the State of New
" Mexico shall be withheld, but such funds shall be deposited with the district ,
land office of the Bureau of Land Management or as directéd by the Supervisor
and with the Commissioner of Public Lands of the State of New Mexico, respective-
1y, to be held as unearned money pending final séttlement of the title dispute,
and ﬁhen applied as earned or returned in accordance with such final settlement,
NO PARTNERSHIP 26. Tt is expressly agreed that the relation of the
parties hgreto is that of independent contractors and nothing in this agreement

contained, expressed or implied, nor any operations conducted hereunder, shall
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create or be deemed to have created a partnership or _associatioﬁ

™
N’

pavr’oies heréto or any of them.

bubwesn tho

IN WITNESS WHEREQF , the parties hereto have caused this agreement

to be executed and ﬁavs set opposite their respective nepss the date of _execu—’

tion.o

}77» /;« (O3 /f/d/o

A}s:.stant Segejajri
- DATE:
ATTEST:
Secretary
‘DATE:

- DATE: A@z,m 2 )71’“9

-~ ATTEST:"

AN

n A’I‘TEST /

/;W, re

Secretary 7

- DATE:

A.TTEST :

/ZM/{; '// mm,{A/

‘ 144:/5 PR Secrftgry

DATE:

DATE:

DATE S\@N\u&q A‘*} 1(0

DATE: U?’/f/w,,- 10- /7I;o

/ // )
JU’,’«“/// 94

SJ.&‘ant Suc_;emg;,
Lo

OPERATOR

AMERADA PETROLEUM CORPORATION

S K / ‘,;,
po ot eF

7 A ey
Vie ’Pres:.dent

WORKING INTEREST OWMERS -

STANOLIND OIL AND GAS CCMFANY

By

President

H. U PRITiips -

BYRD-FROST, INC,

By

U/ presideni]

P3E . AL
- P.%Englisﬁ

WESTERN NATURAT GAS COMPANY

0

By - \ o I PR
S Y\bC = Presﬁient

| sQrmd ,;\[M

Roland Hauck
= ATV U o
Harold T. White, Jr. .

%W fr s,

John K. Scnnmmer

RADA PETRGLEUM CORPORATION

N b .
< . Tl
,/ o

By RN
N P s v o —
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civate or be desmed to have crsated a partnership or a,uw’ ablon Debusor T

mrtle.s hersto or any of them,
IN anss_ WHEREOF, the parties hereto have cavwed this sgreement

to be executed and have set opposite their respective nasss the date of execu-

tion.
- OPERATOR
DATE:
ATTEST: ) AYERADA PETROLEUM CURPORATION
By
Assistant Secretary -Vice President

WORKING INTEREST OWHERS

DATE: V(Qéfcwux,//o?j/ &

ATTEST: . STANOLIND OIL AND GAS CGR{PANY

. / P , APP?UV&-}D ol
4 . s i Ty f\(’ .
; . . T ! o
i:}...&.».,w PL?% By { //""‘ . //j _‘,/{/‘f écq - wi: J
&5515:3 Secretary ] LL},},[U:. President :
DATE:

H. H. Phillips

DATE:
" ATTEST: . BYRD-FROST, INC.
By
Secretary President -
DATE:
: P. B. English
DATE: :
ATTEST: . WESTERN NATURAT, GAS COMPANY
- By
Secretary . : President
DATE: .
Roland Hauck
DATE: .
Harold T. White, Jr.
DATE:
John K. Schemuer
DATE: ‘
ATTEST: AMERADA PETROQIEDH CORPORATION
By

T s AT Bedr ot ey S S o
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create or ba deemed to have created a partnership or ewsoclation batween ths

parties hereto or any of them.

N WITNESS WHEREQF, the parties hereto have caused this agréement

to be sxecuted and have seb opposite their respective nemes the date of execu~

tion.

DATE:
ATTEST:

Assistant Secretary

DATE:
ATTEST:

Secretary

wrE: /Y Ane s /6, /250

- DATE:
ATTEST:

Secretary

- By

DATE:

DATE:

ATTEST:

Secretary ‘

DATE:

DATE:

OPERATOR

AUERADA FETROLEUM CORPORATION

. Vice President

WORKING INTEREST OWNERS
STANOLIND OIL AND GAS COMPANY

By

Presideya’l

/3 72 00

“H. H. PRILLISE

BYRD-FROST, INC.

By

President -

P. B. English

WESTERN NATURAY, GAS COMPANY

By

President

Roland Hauck

Harold T. White, Jr:

John K. Schemmer

AMERADA PETROLE(MM CORPORATION

Vice Pragydent™




STATE OF M/ M )

) SS:
COUNTY OF /P {/f/w . :
On t.his r,? day of %ﬂ/ﬂ/ﬁié&[ 5 19/(// before me appeared

/QJ/C £ //* ,/0-—?% ., .y to mé personally known,
who, being’} by me duly sworn, did say that he is the _//z¢, President of

/ g/% // //Z ) /I‘v-// 1 ﬂ g O , and that the seal affﬁxed to

-said instrument/As the cdrporate seal f said corporation and that said instrument

was signed and“sealed behy of _saj won by authority of its Board of
Directors, and said 2/( /ﬁ acknowledged said instrument

to be the free act aWIeed of said corporation. .
Given under my hand end seal this 2 day ofﬂ / 7(4/‘,%-1 %”y, 192 /‘?

) commission explres: .
v NAOMA w"'ﬁAMS % XA / {ﬁ/ «//(Z( Z. )4.",»44

MTETYy T Bt ey Fexas
My Coannilssion Expicéssane 1, 1B}

Notary Public

STATE OF ;XA S )
COUNTY OF AA47415 ; 5 |
On this /72 fl’-“day of JTmuegey , 1952, before me appeared
N/ AT ., to me personally known,

Who, belno- by me duly sworn, did say that he is the << President of

R TV Y a0 L 2 e B I T i Yok , and that the seal afi‘ixed to
said instmment is the corporate seal of said corporation and that sald instrument
was signed and sealed in behalf of said corporation by anthority of ibs Board of
Directors; and said 0.7 Ca cwvp v acknowledged said instrument
to be the free act and deed of said corporation. : .

Given under my hand and seal this ..~ “’day of R s 1952,

=~ ROBERT E, JINKS
. NOTARY PUBLIC, HARRIS COUNTY, 1EXAS
My commlSSlOn ©XPiTes My COMMISSION EXPIRES JUNE 1, 1951

- /,_.-:_:.'&-
. Notary Pablic
STATE OF ﬁ%’./,/ﬁ/////;m«,awf) T T
-7 ) 85S¢
COUNTY OF 4. [f,( - )
) On %this é,”) day of T i s > 19.5,, befors me appeared
£ ,/ : ;
/:// ///: T ,‘/,} ‘- ﬁ » ) ;o me peraonally known,
who, being by me duly sworn, did say that he is ths 7 < President of ' .
. -/
e : D -
L e Sl T A s Zrsi s, and that ths seal affixed to

said l“StI'umPﬂv is the corporate seal oi‘ sald corporation and that said instrument
was signed and sealed in behalf oi‘ said corporatlon by authority of its Board of
D:Lrectors, and said RN A acknowledgesd said instrument
to be tha free act and deed of sa1d corporatlon.

Given under my hend and seal this 2 day of . /., . , 19 Fm,
!/ '
. |’-
Hy commission expires: e T e s
) Ty Notary ublic

‘




[ - . ‘j | ./'
INDIVIDUAL

KANSAS ,OKLAHCMA, NEBRASKA, SOUTH DAKOTA -
'\TE'&T MEXICO AND ARIZONA '

oo oo 3, POORCOPY

conry oF S llae)
Before me, (QJ_/&/Q/_/ W s a Notary Public in and

" for the County and State aforesaid, duly commissich¢d and acting, on this day per-
sonally appeared /. Y . T
known to me to be the person whos e. 1is subscribed to the fore- .
going instrument, and acknowledged td“me that  he executed the same' as iéié /
free and voluntary act and deed for the purposes an_ci——onsideratlon therein expressed.

. . Given under my hand and seal of office this od day of Qj ‘2.
18.50. —— ; v

My commission expires: (% 7 S
LEOLA CUNDIFF Lodes ol L/
Motary Pubiiz, Dallss Con ‘axus Notary Public /f
My Commission Expires June 1,1551

STATE OF )
' ) ss
COUNTY OF )

Before me, , 2 Notary Public in and
for the County and State aforesald, duly commissioned and acting, on this day per-~
sonally appeared R

- known to me to be the person . whose name is . subscribed to the fore-
going instrument,.and acknowledged to me that he executed the same as

free and voluntary act and deed for the purposes es and consideration therein expressed

Given under my hand and seal of office this . day of
19 .
‘My commission expires: " Notary ?ublic
STATE OF )
_ ‘ ) ss
"COUNTY OF )
Before me, » a Notary Public in and

for the County and Stale aforesaid, duly commissioned and acting, on this day per-
sonally appeared

known to ne to be the person __ whoSe name  is subscribed to the fore—

going instrument, and acknowledged to me that he executed the same as

free and voluntary act and deed for the purposes and consideration therein e¥prassed.

Given under my hand and seal of office this day of ,
19 - .
My commission expires; . Notary Public

e

——




i . " 5 el e .

m . -~ % 3 1y 55 R £
) : : = TpTvinusr ?
' KANSAS , CKTAYCMA, WEDRASKA, SOUTH DAKGTA
NEF MEXTCO AND ARIZONA
STATE OF 1) 0y g
coumry or [l g0 )\ /M.&
- Before me, &FO-=N== O —, a Notary Public in and

for the County and State aforesaid, duly commissioned and acting, on this day per-

sonally appeared o %R \{ . ScohE owwg i - ,

knovmn tc me to bé the person _ whose hame is subscribed to the fore-,

going instrument, and acknowledged to me that he executed the same-as (
free and- voluntdry act and deed for the purposes and consideration: thereln expressea.

Given under my hand and seal of office this &day o_f.' A Irtds
D . . . { j ]

ty comgleeton expires O o |
BARRON - SO, L
Wotury Public in the Stare of New York = Oﬂfgl Publi - . ’ ’
Residiag in Mo Vel Goary No Ty ic = ‘ . .
N.Y. Co.ik's No.£- 8, Rey.[40.1355-B-0 - ’

Nassdn County Clerk's No. 59-B-50 .
Commission Expires March 30,1950 -

STATE OF /A//oa/??,ﬂ/"‘ ; N '
5SS <o
COUNTY OF 2(/04)’ Z’M, )

/

Before me, (gL/L(/(/ V7 L(_ ( w‘i L V(, a Notary Public in and
for the County and Statp aforesaid, duly commiss;oned and actmg, on this day per-

sonally appeared CAA A e Y gt o .
known to me to be the person whose name___ is suBscrlbed to the forey
going instrument, and acknowledged to me that he . executed the same as_.f.ec.’

free and voluntary act and deed for the purposes anﬂf“on&deratlon therein expressed.

D Given under my hand and seal of office this .2 1; day of ‘.‘:)‘i*mbc/ﬁ‘/‘-ﬁ," s
1% & : '
/ e .
(lece o 5. {
Uy commission expires: : ) ’N?)tary Public

N

ELSIE M, GILLaRD
Notery Public, State of New fork
O §1-7433800
Qualifizd in Quesng County
Cartincales filed witn N, f. County
Cibrks and Registars Office
Term Explreg Narch 30, 1051

., STATE OF !a/{u‘ [[M/? )
- // /: ) S8
COUNTY OF ’/u/fﬁ’ )
7 /
¢ P
Before e, {(‘/,{ &, //] Loy ol e ,1 a Notary' Publlc in and
for the County and tat,e aforesaid, dui}f commlss:.oned arurl actlng, on this day per-

scnally appeared 4. i s ot 4? R <o
known to me to be the person whose name is - .*'uLIbSCI‘leQ to the fore<.
going instrument, and acknowledged to me that he execubed the same as . ...
.free and voluntary act and deed for the purposes and considerabion thersin ﬂxér,g.s"éd
;o o
. ) Given under my hand and seal of office thris Jﬂ, ‘ §ay I3 ML SNSRI PLNS
’ 19 ot o ‘. T sl ‘

L R
"y cc)mmi ssion expires: ot«uy ? E tic




- SMTE OF ___72EN4 s

: MY comnlssion 9xpimﬂ=mwmmwssmu EXPINES JUNE }, 1951 e

Director.,, and said
to be ths fres act and desd of saTd corporat:.on.

o My c/:(»mnismion cxpires;

e it o e v <o B et v gt

smm OF :\y/_(/«/« 2o )
L = ) SSy
" COUNTY OF, L (/C/(//(/o ) Ce o
-On. th:.s g day of //I/ ﬂ/() &, ﬂLA/ 5 19/ / before ne appeared
}/r’ &2 "f' )ﬁel% : S to ms personally knorvm, S

who, ‘being’ by ‘e duly aworn, did say that he is the L President of -
/ﬂ%%//////)m/ '/J /4(' . s and that the seal afﬁ.xed to

said instrument/As the cdrporate; sea.l f said corporatich and that said instrument

was' signed and‘Bealed beha% 6f 8 corporatj.ax{ by authority, of its Board of
Directors, .and sald acknowledged said 1nstnnnent

to. be the free act agg' deed of said corporation.
Given under my hand and. seal this ,,2 day of/] - ///”r’/ S / 2ty 19&/_7

My commission expiress o .
! NAOMA qutql)AMS - %//7’/7 ./ ///////’A[z“yt)

“Wotary Pnblic

R citteia iy ane ) Loras w2 s T Foxas
- My L,Oum.r..mu Eixpirésoune 4, 1951

)
e ‘ ‘ B } 832
COUNTY OF /#4775 ) '
On this /L £ day of. }5}-7.\; 247 ) 1802, begpro me appeared
N A Ty ' - to 8 ?ersonally krwwn,

Who, beinv by . me duly sworn, did say that he is the r,.: y Pra fdent of

L ey et /Z?Tf’i’f') e gt Ay 7w N , and- t the 86&1 affixed to
. sald instrument is the corporata seal of said .corporation andk that said instrmment,::
was signed and sedled in behalf of said corporation. by’ authbri of it Board of

“ Pirectors; and said W4 (2. . acknowledge wald instrument
to be the rree act and deed of said. corporation. S

q1ven under my hend.and seal this '~ /7 day of o e T 19_(_?2.:.;

o . ROBERT €. BNKS

BUTARY PUBLIC, BARSS COUNSY, TEXAS '

i
LI ‘,\-' " e

Not.ary lrublic

- STATE OF (/0 rts o ..,)

-coum! OF % /7/( Lo ; % ,
, On this ___A_Q__day of . 2. er, > 19..:"7», befora me ai)peared'
s ':-f‘.. ’/ s - , Lo ma personally known,
-who, bsinz by me duly sworn, did say that he is the _’______ Preszdent of
cp e S ’ ) /'.,' s, Ay, and thab ths seal afflxed to

Sald instrumen* is the corporaie seal 61‘ said corporation and that said instrumsnt
slened and sealed in behalf of said corporation by authority of its Board of
oy acknowledgad said 1nstrument

Given under my hand and seal this - - day of S s 19:;‘;,"

oy, R




* - - . .
‘v') LR » Q
STATE OF )
- } ss:
COUNTY OF )
On this - ‘déy of » s 19, before me appeared

: s to me personally knowm,
vho, being by meé duly sworn, did say that he 1is the "~ President of

, and that the seal affixed to
$41d instrument is the corporate seal of said corporation and that said instrument
was signed and sealed in behalf of said corporation by anthority of its Board of
Directors, and said : B.cknowledged said 1nstrument
to be the free act and deed of said corporation,

——a—

Given under my hand and seal this day of , 19 .

- My commission expires:

“Notary public

; . STATE OF D70 e )

- ) 88
COUNTE OF _ 4t ottt o )
On this ‘?/ y of (A&' ,,r’;/n(_nmzfx. /s 197’_/.:2;, befors me appeared
; (£ /f / O s to me personally known, '

who, being by me duly sworn, did say that he is the 7 Zlaze= Prasident of

STANOLIND OIL ARD GAS COMPANY , and that the seal affixed to
said instrument is the corporate seal of said corporation and that said instrument
was signed and sealed in beh of said corporation by authority of 145 Bozrd of

. "Directors, and said oy o St acknowledged said instrument |
" to be 'Ighe free act and deed”of said corporation. -

Given under my hand and sgeal this @2,";’// day of [,\{Z”C'&M‘/,.{y/ C o, 19 féﬁ .

- ‘My commlssion expires: p P L. -
- Hy-Comt icion Expires Feb. 5, 1058 réZ':/ff{'Z’ e /Z' ?l.- ‘{K’JQK{«?’}/KJ&’—W/
Notary Public

STATE OF )
i ) S5:
COUNTY OF )] _
On this day of ' s 18___, bsefors-ms appeared
. » ‘Yo me personally known y
who, being by me duly sworn, did say that he is the President of

s, and that the seal affixed to
sald instrument is the corporate seal of said corporation and that sald ingtrument
was signed and sealed in behalf of said corporation by authority of its Board of
Directors, and said acknowledged said instrument
to be the fres act and deed of sald corporation.

———

; Given under my hand and seal this day of s 19,

¥y coumission expires:
: Notary Public

Eraries .
_:‘;"‘DL, e e !
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LHIVIDJ ’{L
KANSAS ,OKLAHCMA, NEBRASKA, SOUTH DAKOTA
I\‘Eﬁr MEXICO AND ARIZONA

STATE oF T gLt
COUNTY OF //M

Before nme, m y @ Notary Public in and N
for the County and S’cjeﬂj re duly commlssz.oned and acting, on this day per-
sonally appeared j @
¥nown to me to be the person " whose hamg s subscribed to the forg-
going instrument, and acknowledged to me that he executed the same as “Fl L __.
free and voluntary act and deed for the purposés and consideration therein eXpressed.

Given under my hand and seal of office this/ __ZZ day of ZZZ[)M,(, oy

N
o
wn

1857 .
. f;Iy (:onunissiqri expires: m
‘./,/95'/ ] Notaz;,s/Publlc
STATE OF )
) ss
COUNTY OF )

i Before me, ’ s @ Notary Public in and
for the County and State aforesaid, du]y commissmned and acting, on this day per-
sonally appeared N
known to me to be the person _ whose name is ’ subscribed to the fore-
going instrument, and acknowledged to me that - ke executed the same as

free and voluntary act and deed for the purposes and consideration therein expressed.

Given under my hand and seal of office this day of R

19 .
¥y commission expires: : “Notary Public
STATE OF ‘ )
) 85
COUNTY OF y
Before ne, , & Notary Public in and

for the County and State aforesaid, duly commissioned and acting, on this day per—
sonally appeared
known to me to be the person whose name is subscribed to the fore-

going instrument, and acknowledged to me that he executed the same as

free and voluntary act and deed for the purposes and considerstion therein e¥prossed.

TR T

Civen under my hand and seal of office this day of PR
Y. — —

——— ) v

My commission expires: Y ary PUbIlc

Qe T R e T e R
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GIAS BALANCING AGREEMENT ? g gg ?L,g

ALLISON UNIT

o

LPY

Attached to and made a part of Unit Operating Agreement
(or Unit Accounting Agreement) dated November 15, 1949

1.

In accordance with the terms of the Unit Operating Agreement (hereinafter also
referred to as Unit Accounting Agreement when applicable) to which thisg
Agreement is attached, each party shall take its share of cil and gas in kind
and separately dispose of 1ts proportionate share of the oil and gas produced
from the wells ( - 2 %X
aresa or non~commercial-unit well-as defined-within-the contextof-the—cubjoect—

i 3 3 on the leases within the Contract W
Area. In the event any party hereto fails, or is unable, to take and market
its share of the gas as produced for any reason, the terms of this Agreement
shall automatically become effective.

2.

As long as any gas produced from any of said wells is subject to the
regulations of the Federal Energy Regulatory Commission (FERC), or any
successor governmental authority, under any section of the Natural Gas Act,
the Natural Gas Policy Act of 1978 (NGPA), or other statutory authority, which
establishes maximum lawful prices for the gas, each party should receive its
allocated share of the category of gas in accordance with its interest in
production from said well. It is the intent of this Agreement that balancing
of gas taken will be based upon the allocated volumes of each category of

gas. Any deregulated gas shall be treated as a separate category for purposes
of balancing.

3.

During any period or periods when a party fails, or is unable, to take and
market its full share of gas produced, each of the other parties shall be
entitled to but not obligated to, take and deliver to its purchaser its
proportionate part of all of such gas production not taken by others. Each
party failing to take or market its full share of the gas as produced shall be
considered underproduced by a quantity of gas equal to its share of the gas
produced from the lease, less such party's share of the gas taken by such
party or in behalf of such party, vented, lost, or used in lease operations.
Those parties which are capable of taking and marketing the underproduced
quantity of gas allocable to an underproduced party, in the absence of any
other agreement between them, shall each take 3 shHare of the gas attributed

to each underproduced party in the direct proportion that said producing
party’s interest bears to the total interest of all parties taking
underproduced gas and each of said producing parties shall be considered to be
overproduced. All gas (including overproduction or make-up) taken and
marketed by a party in accordance with the terms of this Agreement, regardless
of whethet such party is underproduced or overproduced, shall be regarded as
Bas taken for its own.account with title thereto being in such party.

4.

All parties hereto shall share.in and own the liquid hydrocarbons recovered
from all gas by primary separation equipment prior to processing in a gas
plant in accordance with their respective interests as specified in the abave
described Operating Agreement, whether or not such parties are actually
producing and marketing gas at such time.

3.

The Operator will maintain appropriate accounting on a monthly and cumulative
basis of the quantities of gas each party is entitled to receive and the
quantities of gas taken and marketed by each of the parties. For the sole
purpose of implementing the terms of this Agreement and. adjusting gas
imbalances which may occur, each party -disposing of gas from the lease in any
month, to the extent required, shall furnish or cause to be furnished to the
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Operator by the last day of each calendar gonth a statement showing the total
volume of gas sold by such party or taken in kind for its own account during
the preceding calendar month (the "report peried"”). Within sixty (60) days
after the end of each reporf period, the Operator shall upon written request
of non-operator furnish each such party a statement showing the status of the
overproduced ‘and underproduced accounts of all parties. All gas volumes under
thia paragraph will be identified by the appropriate category provided under
the NGPA or any other law or regulation in esffect. In the event deregulation
occurs, the gas volumes will be identified additionally in that category.

Each party to this Gas Balancing Agreement agrees that it will not utilize any
information obtained hereunder for any purpose other than implementing the
terms of this Gas Balancing Agreement. "

6.

Any party who is underproduced as to a given category of gas shall endeavor to
bring its taking of gas of that category into balance. After written notice
to the Operator, any party may begin taking and delivering to its purchaser(s)
its full share of each category of gas produced. To allow for the recovery
and make up of underproduced gas in a category snd to balance the gas account
for the interests, the underproduced party or parties for a category of gas
shall after written notice to the Operator, also be entitled to take up to an
additional fifty percent (50%) of the monthly quantity of that category of gas
attributable to each overproduced party. 1In the event there is more than one
underproduced or overproduced party, unless otherwise agreed, each
underproduced or overproduced party's share of make-up gas shall be in the
direct proportion of its interest to the total interests of all underproduced
or overproduced parties taking or furnishing make-up gas. The first gas made
up shall be assumed to be the first gas undecproduced. Gag production from
other well(s) under this Agreement cannot be used for the purpose of balancing
underproduction from the particular well where an imbalance occurs.

7.

If at the termination of gas production of a given category of gas, an
imbalance exists between the parties, a monetary settlement of the imbalance
between the parties shall be made within a reasonable length of time after
such gas production permanently ceases. The amount of the monetary settlement
will be limited to the proceeds actually received by each overproduced party
at the time of overproduction, less royalties and taxes paid on such
overproduction. If an overproduced party did not sell its gas but otherwise
utilized such gasg in its own operations, such gas will be valued at the
maximum price which the overproduced party could have received for such gas at
the time of overproduction under such party's sales contract, or, if none, the
weighted average price received by all other parties for their gas sold at
that time. That portion of the monies collected by each overproduced party
which is subject to refund by orders of the FERC, may be withheld by the
overproduced party until such prices are fully approved by the FERC, unless
each underproduced party furnishes a bond or corporate undertaking agreement
acceptable to the overproduced party to hold the overproduced party harmless
from financial loss due to orders by the FERC.

8.

‘ Nothing herein shall change or affect each party's obligations to pay its

proportionate share of all costs and liabilities incurred in operations, as
its shate thereof is set forth in-the above described Unit Operating Agreement.

9.

Each party shall pay, or cause to'be paid, all production and severance taxes
due on all volumes of gas actually utilized or sold for its own account.

10.
Nothing herein shall be construed to deny any .party the right, from time to
time, to produce and take or deliver to its purchaser the full well stream.for

a period not to exceed seventy-two (72) hours to meet the deliverability test
required by its purchaser. '

2=
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11. ‘ ?

The partiss recognize that at:some time after the date of this Agreement,
legislation, judicial decision(s) or executive action may cause part or 211 of

‘the then remaining gas reserves subject to this Agreement to be deregulated

and no longer be subject to Federal price regulastion. If in such an event an
imbalance exists between the parties as to a given category of gas which is
deregulated, a monetary settlement of such imbalance between the parties shall
be made. The amount of the monetary settlement will be limited to the
proceeds actually received by each overproduced party at the time of
overproduction, less royalties and taxes paid on such overprodugtion, up to
and including the date deregulation occurs, After such monetary settlement
has been fully made for any imbalance that existed for a given category of gas
on the date of price deregulation, this Agreement shall continue to apply to
all gas produced from lands covered by the Operating Agreement.

12.

Nothing herein shall be construed as ever altering, amending or negating any
agreement heretofore entered into by any party hereto obligating such party to
pay any overriding royalty, payment out of production or royalties paysble
under any lease out of its interest regardless of whether such party is or is
not taking or selling its full share of production. :

13.
This Agreement shall remain in force and effect as long as the Unit Operating
Agreement is in effect and thereafter until the gas balance accounts between

the parties are settled in full and shall accrue to the benefit and be binding
upon the parties hereto, theic successors, representatives, and assigns.

-3




UNIT ACCOUNTING AGREEMENT UNDER
ALLTISON UNIT AGREEMENT

THIS AGREEMENT, Made and entered into as of the - 15th  day of

November , 1919, by and between AMBRADA PETROLEUM GIORPORATION s

a corporation, hereinafter called "Unit Operator®, party of the first part,
and STANOLIND OIL AND GAS CQIPANY, a corporation; H. H. PHILLIPS; BYRD-FROST,
INC., a corporation; P. B. ENGLISH; WESTERN NATURAL GAS CQMPANY, a corporation;
ROLAND HAUCK; HARCLD T. WHITE, JR.; JOHN K. SCHEMMER and AMERADA PETROLEW CCR-
PORATION, a corporation, and such other owners of working interests in the
unitized substances, underlying lands and leases within the boundary lines of
'the_ Allison Area U;nit, hereinafter referred to as "Unit Area", as may now or
hereafter execute this agreement, parties of the second part.

WITNESSETH THAT 4

WHEREAS, the pa.rties»here'i;o ha;ve executed as of the date hereof a
Unit Agzl'eement for the unit or cooperative deveiopment and operation of the
said Unit Area, loc;ated in Township 32 North, Ranges 6 and 7 West, San Juan
County, New Mexico, and La Plata and Archuleta Counties, Colorade; and

WHEREAS, the parties hereto are owners of the oil and gas operating
rights in the area embraced in said Unit Agreement, as shown on Fxhibit "B
thereof, and desire to set forth their respective rights and obligations and
the mammer in which the Unit Area is to be developed and prc;duced for oil,
gas and other hydrocarbon substances.

NOow, THEREFORE, in consideration of the covenants and agreements
herein contained and the mutual benefits to be derived by the parties hereto,
it is agreed as follows: .

1. UNIT AREA: The land described in Section 2 of the Unit Agree-
ment, and shown within the heavy dashed lines on Exhibit VA" thereof, and any
enlargement or contraction of such area as may 'pe made in the manner provided
for in said Unit Agreement are hereby designated and recognized as the MUnit

Arean,




2. PARTICIPATION IN PRODUCTION: For the purpose of calculating

the interests of the parties hereto in production from such Unit Area there

shall be deducted 1234 of the total production from the Unit Afea, less any

part thereof used by Unit Operator for production, development, repressuring,

recycling or unavoidably lost; such 123% portion so deducted to be delivered
in kind or paid in value to the parties hefeto in each participating area
which may be established and such 1257 portion to be allocated between such
parties' in the same manmmer as production is allecated under the provisions
of Section 11 of thel Tnit Agreement,(‘.!.’b being imderstood that each party
hereto in each participating area shall be responsible for delivering in
kind or making payment of all royalties, overri&m,g rdyalties and production
payments, if any, which are attributable to each lease or agreement where-
under it derives its working interest rights in each tract of land located
in any participating area), in conformity with the further provisions of Sec~’
tion 21 hereof.

After making such deductions, the balance of production from the

Unit Area shall be apportioned between tle parties hereto in the following

percentages: .

Amerada Petroleum Corporation 89.26l,511% -

' Stanolind 0i1 and Gas Company 684975

H. H. Phillips +580795%
Byrd-Frost, Inc. L.389150%

P. B. English 1.463050%

Western Natural Gas Gampai;y 2,411679%

Roland Hauck JSowksog
Harold T, White, Jr. «150730% oo
John K. Schemmer 7536502 7

The zbove percentages shall remain fixed except as otherwise pro-
vided in Sections 9 and 25 herein, regardless of what lands may be excluded
from the Unit Area or of what lands .may be .added to or excluded from a par-

ticipating area; provided, however, that in the event additional lands be-



longing to any party hereto are included within the Unit Area, adjustment of
said percentages shall be made, by agreement of the parties hereto, and in
the event additional lands not belonging to a party hereto are added to the
ﬁni‘b Area, the owner of the operating rights therein upon becoming a party
to the Unit Agreement shall be entitled to that percentage of participation
agreed upon by such owner and the parties hereto, and such percentage shall
be made up by deduction, as agreed upon by the partiés hereto, from the re-
spective percentages of the parties hereto at that time,

3. DISPOSITION OF PRODUCTION: Each party heretc shall own, and

at its own expense take in kind or separately dispose of, the percentage of
production to which it is entitled as provided in Section 2 hereof, provigléd

that any extra cost incurred by Unit Opsrator by delivering production in

kind Yo any party hereto shall be borne by such party, and provided, further,

that at such times as any party shall fail or refuse to take in kind or sep~-
arately dispose of his or its percentage of production as aforesaid, Opera-

tor shall have the authority, revocable at will, to purchase such production

or to sgll the same to others at the same price which Operator receives for

its percentage of production. All such sales by Cperator shall be only for

such reasonable periods of time as are consistent with the minimum needs of

“the industry under the ci.rcﬁ;nstmces, but in no event shall any such sale

exce'éd' a period of one (1) year.

4. JOINT EXPENSE: All costs of drilling, developing, operating
and abandoning ihe Unit Area, Iexcep't as otherwise érovided in Section 9 l
hereof, are herein designaﬁed tJoint Expense®, meaning and including the
items set forth in the "Accounting Procedure® attached hereto, marked Exhibif,
"AY and made a part hereof, and such other items as are hereinafter specifi-
cally made chargeable to Joint Expense and each party shall shaz;e ‘in Joint

Expense in the percentages stated in Section 2.



5. UNIT OPERATOR: AMERADA PETROLEUM CORPOR.ATIOﬁ is hereby desig-
nated as Unit Operator of the Unit Area. It shall be the obligation of the
Unit Operator, as such, to conduct and manage operations on the Unit Area for.
the discovery, development and operation for oil, gas and other hydrocarbon
substances, as required under the terms of the Unit Agreement. Unit Operator
may resign and relinquish its rights as such and the mrties hereto shall

select the successor Unit QOperator, all as provided in the Unit Agreement, -

6., RIGH'S AND OBLIGATIONS OF UNIT OFERATOR: The exclusive right
and privilege, except as otherwise specified hereinafter‘in'this agreement,

of exercising any and all rights necessary or convenient for development and

production of unitized substances is hereby vested in the Unit Operator. This

agreement shall constitute and define the Unit Operator's rights, privileges s
and obligations in the premises, provided nothing hez;ein shall be construed
to transfer title to any land, oil and/or gas rights, licenses or leases to
Unit Operator, as such; it being understood that Unit 6perator, as sach, shaJ;L
have only rights of possession and use for purposeé herein specified.

Subject to the other provisions of this agreement and of the said
Unit Agreement, Unit Operator shall:.

(a) Conduct all drilling, development, producing and associated
operations on the Unit Area on behalf of the parties hereto with reasonable

diligence and ordinary care and in accordance with good oil field end engi~

. neering practices, and shall adequately test all formations wherein any show

of oil or gas is encountered which in the opinion of a prudent operator re-
quires 'be_sting.

{b) To the extent possible without conflict with the requirements
of the Unit Agreement, all operations hereunder shall be condﬁc‘c,ed by Unit
Operator in such manner as will result in the avoidance of unnecessary waste
{physical as well as economic) of unitized substances and in the most equit-
able development of the premises with respect to the interests of the parties
hereto,

(e) Keep true and correct records of its operations hereunder,
which shall be open to inspection of the parties hereto during all business

hours, and shall furnish each party with all statements and information as

provided in the Accounting Procedure attached hereto and merked Exhibit nan
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and made a part hereof. A

(d) Furnish the parties with copies of logs of all wells drilled
in the Unit Avea and the mrties shall have full access to all cores, cuttings
and other geological and well data secured by the Unit Operator in its opera-
tions hereunder.,

(e) Furnish each party daily drilling reports and daily and monthly
reports showing the status of development and operations upon the premises and
any party shall have the right to enter upon the premises for the purpose of
gauging or measuring oil, gas or other unitized substances produced hereunder,
and for 211 other purposes under this agreement.

(f) Furnish all labor and materials for operations under this agree~
ment, Any employees of Unit Operator engaged in operations under this agree-
ment shail be and remain the separate employees of the Unit Operator.

(g) Keep the premises and &l personal property used in connection
with such operations free of liens and incumbrances of every character arising
from sach operations.

(h) At all times while operations are conducted for the joint ac-
count of the parties hereto, carry insurance to indemify, protect and save
the parties harmless as follows:

(1) Employers' Idiability and Workmen's Compensation
Insurance in accordence with the laws of the
States of Colorado and New Mexico,

(2) Public Liability Insurance with limits of not less
than One Hundred Thousand Dollars ($100,000,00)
as to any one person, and One Hundred Thousand
Dollars ($100,000,00) as to any one accident;

(3) Automobile Public Lisbility Insurance with limits
of not less than Fifty Thousand Dollars ($50,000.00)
as to any one person, and One Hundred Thousand Dol-
lars ($100,000,00) as to any one accident, and Au-
‘tomobile Property Damage Insuramce with a limit of
not less than Five Thousand Dollars ($5,000,00);

(L) Carry no other insurance for the benefit of the

parties hereto except as above provided and, in
event of any loss, clainm or damage which may arise
from operations carried on under the provisions

of this agreement not covered by insurance, each
party agrees to pay its proportien of such losses,
claims, damages and judgments, together with all
expenses and cogts in connection therewith;



(5) The Unit Operator shall not be liable to the parties
hereto for any loss accruing to them by reason of
Uit Operatorts inability to procure or maintain
the insurance aforementioned. TUnit Operator agrees
that if at any time during the life of this agreement
it is unable to maintain such insurance, it shall
immediately notify the other parties of that fact.
Unit Operator shall advise the other parties imme-
diately of eny loss or claim for damages.

(i) Give prompt notice to all parties hereto of any determination
made by it pursuvant to Section 20 of the Unit Agreement,

(j) Not discriminate against any employes or applicant for employ-
ment because of race, creed, color or national origin and an identical pro-
vision shall be incorporated in &1l sub-contracts.

(k) Comply with all State and Federal laws and regulations govern-
ing the development and exploitation of oi:l and gas fields, saving to each
party its right to protest or contest any regulation or the enforcement there-
of. .

(1) ¥ake all other expenditures chargeable hereunder as tJoint
Expense",

(m) Prosecute or defend all litigation arising out of the operations
hereunder and any party hereto may join in the prosecution or defense of such
litigation, subject to the provisions of paragraph 8 in the Accounting Proce-
dure, marked Exhibit ¥AY,

(n) Comply with and require campliance of others doing w.ork upon
the Unit Area under the direction of the Unit Operator wi.n the requirements
of any applicable State and Federal compensation,_, unemploy—
ment and similar applicable laws with respect to any work or operation con-
ducted by Unit 0per§tor-mder this agreement, and the cosgt of such insurance
and compliance shall be incq.uded in "Joint Expense", where such expense is
incurred for the joint benefit of the parties hereto.

(o) Teke all pi-cper steps for the protection of surface owners!
land, buildings, improvements and other real property and use thereof, grow-
ing crops, livestock and other personal property agaihst damage occasloned by

the operations to be conducted hereunder and pay such damages as may result



directly or indirectly from said operations. The cost of such steps, payments
and reimbursement to be charged to "Joint Expense®”.

7. LIMITATIONS ON UNIT OPERATOR: The Unit Operator shall not do

any of the following without first obtaining the concurrence of parties hereto
omning a total of at least 92% of the working interest in the Allison Unit:

(a) Locate, drill or let any contract for drilling any well or
wells, deepen or plug back a well;

(b) Make any proposed expenditure in excess of Five Thousand Dol-
lars($5,000,00) except regular monthly cperating expenses and emergency ex—
penditure necessary for the protection of the property and employees;

(¢) Submit to the Federal 0il and Gas Supervisor, hereinafter re-
ferred to asm™upervisorn,the New Mexico Commissioner of Public lands, herein-
after referred to as"Commissionerm, and the 0il Conservation Commission of
the State of New Mexico, hereinafter referred to as "Commission", any plan for
development of the Unit Area, or amendment thereof, as provided in Section 9
of the Unit Agreement;

(d) Designate or make any proposed enlargement or contraction of e
the Unit Area or any participating area.

8. INITIAL TEST WELL OR WELLS: SUBSEQUENT DEVELOPMENT: Unit Op-

erator shall drill the inltial test well at the time and location and in the
manner prescribed by the Unit Agreement, and if it is not productive of unitized
substances in payirig quantities, the Unit Operator shall drill such additional
test wells as may be agreed upon by the parties hereto and approved pursuant

to the Unit Agreément.

Should the initial or any subsequent well result in the production
of 0il or gas, or other unitized substances, in commercial quantities, the
same shall be operated and produced in accordance with this agreement and Unit
Operator shall submit to the parties hereto, for their spproval, z plan for
the further development of the Unit Area as provided in Section 9 of the Unit
Agreement. The Unit Operator shall also submit to the parties hereto, for
their approval, a schedule of all unitized land then regarded as reasonably
proved to be productive of unitized substances in paying quantities; 211 land
in said schedule, on approval of the Director, the Commissioner and the‘v Com—
misslon, to constitute a participating area, as provided in Section 10 of the

Unit Agreenment.
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A ttest well" within the meaning of this agreement is defined as
any well drilled prior to the discovery of oil or gas in commercial quantities
from a particular formation under the Umit Ares in an attempt to discover oil
or gas in such formation and the term shall include the discovery well. The
expressions "commercial quantities®, “commercial produét.ion" and "paying quan-
tities", as used in this agreement, are each defined as meaning produciion in
quantities sufficient to pay the cost of drilling, equipping and producing
with a reasonable profit.

9. RIGHT TO DRILL WITHOUT APPROVAL: No well shall be drilled within

the Unit Area’ exceptvés provided tor under any existing plan approved by the
Supervisor, the Commissioner ﬁnd the Commission for the future drilling and de-
velopment program for the Unit Area, except for the initisl test well, or such
additional test wells as may be required under the Unit Agreement; provided that '
any party hereto, other thén the Unit Operator, as such, owning or controlling
a majority of the working interests in any _unitizad land, 'no't included within-
a participating area, and 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 locatlon at its own cost, risk and éx—
pense, unless, within ninety (90) days of receipt of notice from said party
of its intention to drill the well, the Unit Operator, as such, elects and
commences to drill such well in like marmer as other wglls are drilled by the
Unit Operator under this agreement.

f If such well is drilled by any party hereto or by the Unit Operator
not écti;xg as such and shall be completed as a producing well such that the
land upon which it is situated may properly be in¢luded in a participating area,
the wellféhall be operated :pursuant to the terms of this agreement as though it~
had been cirilled by the Unit Operai;or and the party drilling such well shsll re-
ceive 200% of the total cost and expense of drilling, testing and completing

same, payable out of the first production therefrom remaining after payment of

all royalty charges, deductions for amounis used by Unit Operator for production,

developing, repressuring, recycling, or unavoidably lost and deductions for op-

erating expensesagThe total cost of drilling, testing and completing said well
shall be computed 'in accordance with this agreement and Exhidbit “AY, attached

hereto. The ccmpletioﬁ of the well as referred to above means completion into
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the separstor in case of a éas well and . into stock tanks of not bo.exceed five
hundred (500) bar%els capgcity in the case of an oil well. After the drilling
party has received sn amount equal to 200% of the cost of driliing, testing and
completing such well as herein defined, the production thereafter shall be ap-
portioned as provided in Section 2 hereof, with all costs and expenses thereaf-
ter apportioned as provided in Section l hereof. v

If such well is drilled by any party hereto or by the Unlt Operator
not acting as such, as provided in this section, 'and obtains production insuffi-
clent to justify inclusion of the land on which said well is situated in a par-
ticipating area, and the fact of such insufficiency shall be concurred in by
the Supervisor and the Commissioner, the party who drilled such well, at its
election, within thirty (30) doys after determination of such insufficilency by
the Supervisor and the Commissioner, shall be wholly responsible for and may op-
erate and produce the well at its sole cost and expense and for its sole benefit;
the percentages of ownership in the Unit Area not being affected thereby, If
the drilling of the well was financed by parties other than the Working Interest
Owners on the well tract, such Working Interest Omers may at any time take over
the well by reimbursing the parties financing the ssme for the unrecovered por-
tion of the drilling and operating costs thereof; but, if the parties who fi-
nancéd any such well desire to abandon the ssme, the Working Interest Owmers
;n the well tract shall have first opportunity to tzke over anmd operate the
well by payment of the fair salvage value of the casing and other necessary
equipment left in the well, provided also that, if the Working Interest Qwners
on the well tract do not elect to take over and operate such well, any other
parby hereto so electing may take over tke well on said salvage basis, and in
any case, if such rights are not exercised, the weil shall be plugged and aban—
doned at the cost of the parties who financed such well.

Wélis drilled or produced a£ the sole expense and for the sole bene—
fit of an owner of working interests, other than the Unit Operator as such,
shall be operated pursuant to the terms and provisions of the Unit Agreement.
Royalties in amount or value of production from any such well shall be paid as

specified in the lease affected,



10, MATERIALS FURNISHED BY OFERATOR FOR JOINT ACCOUNT: A1l

facilities, materials, supplies and equipment purchased or furnished by Unit
Operator and included in "Joint Expense" shall be owned by the parties in the
same percentages in wﬁich they share joiixt expense, With the consent of the
parties, and subject to provisions of any leases or licenses ard to the pro-
visions of this agreement, Unit Operator may remove from time to time from
the premises all surplus derricks, machinery, rigs, pipe, casing and other
property and improvements placed on said premises under the provisions of this
égreement; provided, however, that upon removal by Unit Operator '91‘ any sald
pfoperty, the cost of which shall have been included in #Joint Expense"™ here-
under, Unit Operator, unless it sells such property to a third person, not a
party hereto, shall account for and pay t¢ each party its share of the value
of said property at the time of removal in accordance with the terms of Bx-
hibit "A" - tAccounting Procedure",attached hereto, If Unit Operator shall
sell any of such propefty so removed from sald premises instead of retaining
the same and paying the éarties fheir share of the walue thereof, as above
proﬁded, then, in the event of such sale, Unit Operator shall account to the
parties for their share of the proceeds of such sale; provided, however, that

before Unit Operator shall consummate any sale of such property (other than

Junk) to a third party, not a party hereto, 1t shall first afford the parties

hereto the privilege of purchasing such property at the same price and upon the
sape terms as it contemplates the disposal thereof to such third party. It is
understood and agreed between the partles hereto that all such facilities, ma-
terials, supplies and equipment furnished by Unit Operator and not charged as
"Joint Expense" shall be and remain the sole property of the Unit Operator and
the removal and disposition thereof shall be at the election of the Unid Op-
erator,

11. WORK IET BY CONTRACT: Unless otherwise agreed to between the

parties, all drilling of wells, when pracjbicable, shall be let by contract
under competitive bidding, approved by the partiesi. For ordinary operations
which do not involve substantial costs, Unit Operater, if it so desires, may
employ its own tools gnd equipment but, in such event, the charge therefor
shall be in accordapce with Exhibij; "AT and such work shall ﬁe performed un-
der the terms and conditions as shall be cz_;stcmary and usugl in contracts of

independent contractors who are doing work of a similar mature.
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12, ADVANCES: Unit Operator shall have the right to demand and
receive from the parties advance payments on costs of drilling or installation
required to be i:érfomed by Unit Operator. Unit Operator may present tc each
of the parties an it-emized estimate of the costs for thé succeeding thirty
(30) day period, requesting payment of such parties' proportionate share there-
of. Within fifteen (15) days after receipt of such notice each party shall
pay its proportionate share of such estimate. Adjustments between ﬁxon’chly
estimates and actual costs shall be made by Unit Operator and accounts of the
parties shall be adjusted accordingly.

13, CURRENT RATE OF PRODUCTION: The current rate of production

from wells in the Unit Area shall be determined by Unit Operator in a manner
acceptable to the parties hereto and in such determination Unit Operator -shall
give conslderation to the ability of the wells to produce in conformity with
good engineering practice and applicable Federal and State Regulations and
Orders.

1k, REVISION OF UNIT LANDS:

(a) When, by drilling or development, acreage in the Unit Area is
reasonably demenstrated to the satisfaction of the parties hereto to be non-
productive of oil or gas in commercial quantities, the parties may reduce the
Unit Area S0 as to exclude the acreage so found by the parties to be non-
productive in commercial quantlties, as provided in the Unit Agreement; and
the amcreage thus excluded shall be released from this Agreement, but such ex—
clusions shall not alter the percentages set forth in Sections 2 and L herein
with respect to participation in production and joint expenses as to the re-
mainder of the Unit Area,

(b) Whenever production from a new well or wells not within a par-

" ticipating area established for the pool or deposit from which such production
is obtained is such that continued operation thereof will, in the opinion of .
any party hereto, result in a financisl loss to it and the other parties are
unwilling to agree to its abandorment, subject to the approval of the Super-
vigor and the Commissioner, the party not desiring to ebandon ssid well shall

tender to the parties desiring to abandon said well & sum equal to such party's
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proportionate share in the salvage of the material and equipment in said well
or wells, determined in accordance with the provisions of Exhibit "A" hereto
attached, and upon receipt of said sum the party or parties wishing to sbandon
said well or wells shall assign and convey to the other parties his or its
rights in said well or wells situated, together with the right to use the
surface around said well or wells to the extent of a LO-acre legal subdivision
or fractional lot on which each such well is situated. Any production there-
after obtained from operations of said well or wells by the parties not desir- .
ing to abandon shall be all6ca'bed to the land on which the said well or wells ‘
is located; provided, however, that the rights in and to said well or wells sco
assigned and conveyed shall be confined to the formation or formationé to which
said well or wells are producing. Nothing hereln contained, however, shall
alter the percentages set forth in Section 2 herein with respect to participa-
“%ion in production and Joint expenses as to the remainder of the Unit Area.

15. SURRENDER OF LANDS: Nothing in this agreement contained shall

be construed as in any way prohibiting the exercise of all or any of the rights
of surrender acquired or held under any oll or gas lease, operating agreements,
or other agreements, as to all or any part of the lands covered hereby, and
such rights of 'surrender are specifically reserved; provided, however, that no
lands, or operating rights therein, shall be surrendered unless or until elimi-
nated from the Unit Area pursuant to revision, as provided in Section 1l; hereof.

16. REPHESENTATIVE OF THE PARTIES: The representative of each party

shall be designated in writing prior to any drilling to be conducted hereunder,
which representative shall continue as such until his power is revoked and a
new representative shall be appointed to act for and in behalf of his princi-
pal in matters requiring joint ac‘l/:.ion or approval ,

17. TRANSFER OF PROPERTY: Should any party desire to sell, asslgn

or btransfer all or any part of his interest in the lands covered hereby, the
other parties hereto shail have a preferential right to purchaese the same; pro-
vided, however, no such sale, assigrment or transfer shall be made prior to
the completion of the initial test well required to be drilled under the terms
of the Unit Agreement, whether as a producing well or a dry hole. 1In such

event the selling party shall promptly communicate to the other parties the
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offer received by it from a purchaser ready, willing and able 't:o purchase the
szme, together with the name and addfess of such purchaser, and the other par-
ties shall thereupon have an option for a period of ten (10) days after receipt
of said notice to purchase said interest, said purchase to be at the same price
as that offered by the outside purchaser. The limitation of this paragraph
shall not apply where any corporate party hereto desires to dispose of its
interest by merger, transfer to a subsidiary or affiliated company or sell

all of its assets. If the other parties hersto elect not to purchase the
interest of the selling party and such interest is sold to an outside pur-
chaser, gaid purchaser shall teke subject to the provisions of this agreement.
If such transfer be of less than its entire oil and gas rights the representa-
tive of the transferring party shall continue as the sole representative for
the transferee and the transferer and for their respective oil and gas rights
in all matters requiring joint action, approval and authority, ‘and the decision
of such representative shall be binding upon such transferee and its oil and
gas rights. Should the transfer be of its entire oil and gas rigﬁts, .then,
until said transferee shall have designated a representative and shall have

so notified Unit Operator and the other parties hereto in writing, the deci-
sion of the representatives of the other pari_‘.ies shall be binding upon such
transferee and its oil and gas rights in all matters herein requiring joint

action, approval or authority.

168. COVENANTS TO RUN WITH THE JAND: This agreement shall run with
the lands until terminated and any grant, transfer, assignment or other agree-
ment with respect to amy of the Unit Area or of amy oil and/or gas rights
therein, or of any interest in the production therefrom or allocable thereto
shall be conditioned on the recognition and assumption of all the rights and
obligations hereunder by the grantee, transferee, assignee or other successor
in interest, insofar as they are applicable to the assigned interest. Provid-
ed, however, that this provision is not intended to apply to the rights o a
purchaser of the oil or gas when produced nor to the transportation thereof;
and provided, further, nothing in this agreement is intended %o prevent any
party from mortgaging or otherwise encumberiﬁg its rights or property but any

mortgage or encumbrance shall be made subject to this agreement.
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19. ROYALTIES AND RENTAIS: After the acceptance of the titles by

Unit Operator, as providéd in Section 25 herein, each party hereto shall pay
in value or deliver in kind according to the rights of the parties established
by underlying leases or agreements all royalties due upon production allocated
to unitized land and shall pay all rentals or minimum royalties due on unitized
lands in accordance with the terms of the leases or operating agreements by
virtue of which said parties hereto hold title to an interest in the Unit Area.
Each party will be solely and individually liable for a1l royalties, overrid-
ing royalties, bonuses, lease rentals, acreage rentals, delay rentalg, well
rentals, premiums on its lease or other bonds and all other obligations re-
quired to be paid or delivered by it under any lease, asslgrment, operating or
other agreements with respeci\: to the Unit Tands committed by it to this agree-

ment.

20, DEFAULT, LIENS AND COLLECTION RIGHTS: In the event any party
shall fail to pay ;

(a) any sum or sums due under this agreement on the due
date thereof, or

(b) any royalties, rentals or obligations due land-owners,

lessors or royalty owners required to be paid by said

parties under this agreement, and Unit Operator, at its

option, shall have advanced the same,
then in either case said indebtedness shall thereafter bear interest at the
rate of six percent (6%) per amnum and Unit Operator shall have a lien for the
payment ther.eof s including interest, upon 2ll of said defaulting party's inter-
est in the oil and gas produced in the Unit Area and upon the proceeds or the
right to the proceeds therefrom and upon defaulting party's interest in any
and a1l facilities, structures, leasehold interests and operating rights upon,
in or pertaining to all of the lands in the Unit Area, and Unit Operator shall
have the right, and the same is hereby granted, to demand, collect, receive
and apply to the indebtedness any and all sums and proceeds paysble or to be
delivered to said defaulting party pursuant to this agreement or pursuant to
any combract for the sale of amy oil or gas produced from the Unit Area, which
said lien and which said right to demand, collect and receive shall exist until
all defects are cured; provided, however, that any lien, remedy or right shall

not be exclusive nor operate to release the delinquent party from its full
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1liability to pay any and all amounts due and owing, nor to deprive Unit Op-
erator of any additicnal rights and remedies at law or in equity for the re-
covery of the indebtedness.

In the event Unit Operator shall default hereunder by failing or
negleeting to comply fully with any covenants or obligations under this agree-
ment, or under any operating agreement or lease, or by omitting or committing
any act in consequence of which the rights of any party in -the premises or
any portion thereof shall be jeopardized in any manher, the party whose rights
are jeopardized shall have the right, in addition to such other remedies it
may have and without waiver thereof, to notify Unit (perator of such default,
with a copy of said nﬁtice to the other parties, and to reguest that such de-
fault be promptly remedied and if Unit QOperator shall fail or neglect, within
sixty (60) days after the giving of such notice, to commence promptly and in
good falth to repair or correct the failure or default complained of and there-
after diligently continue in efforts to repair or correct such default the
party giving notice shall have the right, but shall not be required, to enter
upoh the portion of the premises with respect to 'which such default exists and
to remedy such default, in which event 2 sum representing each party's portion
of the expenses incurred by the party remedying the default shall upon ren-
dition of written statement therefor forthwith be paid by the other parties
to the party remedying the default and said party remedying the default shall
have the lien and collection rights as are herein accorded to Unit Operator
under the first paragraph of this section.

21. FORCE MAJEURE: Anything in this agreement or any portion
thereof or in any leases and operating agreements or any other agreements to
the contrary notwithstanding, it is hereby expressly agreed that the obliga-‘
tion of any party hereunder shall be suspended while it is prevented from
complying therewith, in whole or in part, by weather conditions, labor dis~
_ turbances, civil disorders, waf, acts of God, unavoidable accidents, rules
and regulations of any Federal, State or other govermmental agency under as—
serted authority, or for any other reason or circumstances beyond its control,

other than financial.
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22. NOTICES: -A11 notices, statements or communications required
to be made under the provisions of this agreement and all moneys payable here-
under shall be majled to the following addresses:

Amerada Petroleum Corporation
P, 0. Box 2040
Tulsa, Oklahoma,

Stanolind 0il and Gas Company
Stanolind Building
Tulsa, Oklahoma,

H., H. Phillips
306 Milam Building
San Antonio 5, Texas,

Byrd-Frost, Inc.
1110 Tower Petroleum Building
Dallas 1, Texas,

P. B. English

Western Natural Gas Company
Roland Hauck

Harcld T. White, Jr.

John X. Schemmer

¢/o Byrd-Frost, Inc.

1110 Tower Petroleum Bullding
Dallas 1, Texas.

Any party, or the successors or assigns of amy party, may at any
time, by written notice to the parties hereto, change the address to which
notices, statements or commundcations shall.'be sent.

23, TERM: This agreement shell become effective upon the effec-
tive date of the Unit Agreement and shall remain in effect during the life of
the Unit Agreement; provided that this agreement may be terminated at any time

by the mutual consent of all of the parties hereto.

2. OWNERSHIP OF WELLS AND FACILITIES, EASEMENTS: Except as other-
wise provided in Section 9, all wells drilled and facilities installed in the
Unit Area for unit operations shall be owned by the parties in the percent-
ages stated in Section 2.

In the event this agreement be terminated, an adjustment in accord-
ance with said stipulated percentages shall be made with respect to ownership
and use of facilities ingtalled at joint expense so as to permit continued
operations by interested parties and each party shall accord to ibe other,
without compensation, such rights of way or easements over its lands as it
shall have the power to grant, as are proper for the operation by said other

party.
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25. TITLES: Each party hereto represents that it is now the owner .
of an interest in one or more of the tracts of land in the Unit Area. The
nature and extent of such ownership is shown on the schedule attached as
Exhibit "B to the Allison Unit Agreement, Within ten (10) days after the
effective date of this agreement, each party hereto shall furnish Unit Op~
erator for its examination:

(a) as to fee and state lands, an up-to-date abstract

of title covering and affecting such interest,
together with such original and supplemental
title opinions as may be available and copies
-of its leases, assigmments and operating or
other agreements; and

(b) as to lands of the United States an acceptable

up-to-date status report, prepared by a competent
and reputable examiner; an sbstract or abstracter's
or attorney'!s certificate showing examination of
the county records; and copies of its leases, as-
sigmments and operating or other agreements.

Unit Operator shall examine and coordinate all title opinions fur-
nished and attempt to secure such curative matter which it may be called upon
to do and all expenses incurred in connection with such examination of titles
shall be charged to "Joint Expense; and each party hereto severally shall pay
the coét of curgtive work on its own titles. _

Unit Operator shall, after examination of all titles furnished by
the parties hereto, including examination of titles to land of Unit Operator,
advise the parties hereto whether it accepts or rejects title to each of the
tracts of land included in such unit and furnish the parties hereto copies
of its title opinions, status reports, leases, assignments and rental receipts
and, upon request, shall also furnish any other title information upon which
the title opinions were based, and the parties hereto shall accept or reject
titles within thirty (30) days after receipt of such title opinions. Follow-
ing notification by any party hereto of title deficiency under any of the
leases subject to this agreement, the party whose title is affected may there-
after have an opportunity to cure such defects. Title to any land not approv-
ed by the parties hereto will thereafter be excluded from the operation of
this agreement and the purty camltting such lande thus excluded shall sus-
tain the entire loss occasioned by such defect in or failure of title., The
true ommer of any interest which may be lost to thepartiés hereto upon be-

coming a party to this agreement shall be entitled to that percentage of par-
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ticipation agreed upon by such owner and the partles hereto and such percent~
age shall be made up by a deduction from the respective interest of the party
‘contributing the acreage on which title failed and the fixed interests of par-
ticipation of the parties hereto, set out in Section 2 hereof, shall then be
adjusted accordingly.,

Upon approval or acceptance of title, the parties hereto shall sus-~
tain any loss occasioned by any defect in or failure of title in the proportion
of the participation of the iaarties hereto in the unit lands at the time of
such loss. Bxcept, if such loss be occasioned by carlessness or failure on
the part of any party hereto, the loss shall be sustained by such party. If
the true owner of the interest which may be lost to the parties hereto commits
his interest to this agreement, there shall be an appropriate adjustment of the
percentages of partieipation of the parti;zs hereto in the ratio set forth in
Section 2 hereof, and if such true owner fails or refuses to commit his inter-
est in the Allison Area Unit the acreage so affected shall be eliminated from
this agreement and the Allison Unit Agreement.

26. NO PARTNERSHIP CREATED: Nothing herein contained shall create

or be deemed to have created a co-partnership between the parties hereto or
to render them liable as co-partners,

27. RELEASE BY ASSIGNMENT TO PARTIES HERETO: Should any party here-

to desire to be released from its obligations and liabilities not already ac~
crued under this agreement, it may tender to the other parties hereto an as-
sigoment or conveyance tra.nsferring or conveylng to such other parties all of
its operating rights in the Unit Area, including all of its rights under the
Unit Agreement and this agreement; provided, however, that no party shall be
released from its obligations and liabilities under this agreement prior to
the completion of the initial test well required to be drilled under the terms
of the Unit Agreement, whether as a producing well or a dry hole. The other
parties shall have a period of thirty (30) days within which to elect whether
or not to accept said tender and, if accepting, all future obligatioms of the
party assigning shall cease and determine as of the date of accepiance, and the

party or parties accepting such tender shall pay to the party assigning its
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proportionate share of the ssl vage value of all recoverable equipment then
located on the property affected by such transfer or assigmment. . In the event
that none of the other parties elect to accept said tender within said thirty
(30) day period, then this agreement shall ternminate and the parties will take
such steps as may be necessary to effect terminstion of the Unit Agreement and
the cost of sbandomment of operations and the plugging of any wells shall be

a jolnt expense.

28. ABANDONMENT OF WELLS: The Unit Operator may abandon any well

drilled in the Unit Area, subject to the provisions of Sec. 1l (b), when it
determines that said well is no longer capable of producing oil or gas in pay-
ing quantities, as defined in the Unit Agreement, and such determination is
concurred in by the Supervisor and the Commissjoner..

29. FUNCTIONS AND RICGHTS UNDER AGREEMENT: It is recognized that

the primary obligation of the Unit Operator is to perform the obligations of
the Unit Agreement and that the rights of the United States and all private

lessors, including the States of Colorado and New Mexico, are governed there-
by but that as between the parties hereto their rights and obligations shall

be controlled by the provisions of this agreement.

30. SUCCESSORS AND ASSIGNS: All of the covenants, conditions,
stipulations and obligations herein contained shall inure to the benefit of
and be binding upon the parties hereto, thelr respective successors and assigns.

31. EFFECT OF PARAGRAPH BEADINGS: The paragraph headings appear-

ing in this agreement are not to be construed as interpretations of the text
but are inserted for purposes of convenience in reference only.
IN WITNESS WHEREOF, The parties hereto have executed the foregoing

i 'f:g_g_xfje'él '.:'nt-" as o1 _(t.he"‘ day snd year first in this agreement written.

. AMFRADA PETROLEUM CORPORATION

= ; »_ ) . L

N

__'um‘s’i‘: e STANOLIND OIL AND GAS COMPANY

By
Secretary President
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proportionate share of the sal vage value of all recoverable equipment then
located on the property affected by such transfer or assigmment. In the event
that none of the other parties elect to accept said tender within said thirty
(30) day period, then this agreement shall terminate and the partles will take
such steps as may be necessary to effect termination of the Ur:it Agreement and
the cost of abandonment of operations and the plugging of any wells shall be

a joint expense.

28. ABANDONMENT OF WELLS: The Unit Operator may absndon any well

dﬁ.lled in the Unit Area, subject to the provisions of Sec. 1l (b), when it
determines that said well is no longer capable of producing oil or gas in pay-
ing quantities, as defined in the Unit Agreement, and such determination is
concurred in by the Supervisor and the Commissioner. |

29. FUNCTIONS AND RIGHTS UNDER AGRERMENT: It is recognized that

the primary cbligation of the Unit Operator is to perform the obligations of
the Unit Agreement and that the rights of the Unifed States and all private
lessors, including the States of Colorado and New Mexico, are goiemed there-
by but that as between the parties hereto fheir rights and obligations shsll
be controlled by the provisions of this agreement.

30. SUCCESSORS AND ASSIGNS: All of the covenants, conditions,

stipulations and obligations herein contained shall inure to the benefit of
and be binding upon the parties hereto, their respective successors and assigns.

31. EFFECT OF PARACRAPH HEADINGS: The paragraph headings appear-

ing in this agreement are not to be construed as interpretations of the text
but are inserted for purposes of convenience in reference only.
IN WITNESS WHEREOF, The parties hereto have executed the foregoing

agreement as o1 the day and year first in this agreement written.

ATTEST: AMERADA PETROLEUM CORPORATION

Vice President

STANOLIND OIL GAS COMPANY { APPROVED

¢ Bsslstant “Secretary

: = > X/
By //4// Y774 ad

YICE Presideft
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2 o0

H. B, Phillips //

ATTEST: BYRD-FROST, ING.
By
Secretary President
P. B, English
ATTEST: WESTERN NATURAL GAS COMPANY
By .
Secretary President -

Roland Hauck

Harold 7. White, Jr.

John K. Schemmer
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H. H. Philllps

BYRD-FROST, INC.

- S T U
Harold T. White, Jr.

| me“l{ LS,

John K. Schemmer
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STATE OF ,Q | entoa/
COUNTY OF Do llsc’
Before me, ( g_L/o-/&AJ W , a Notary Public in and

for the Coimnty and. State aforesaid, duly commfidsioned and acting, on this day per-
sonally appe.’cnl'ed s f f;wg/@vm&/ * s
; ? person____ who&é name ____ is subscribed to the fore~,
acknowledged to me that ____he _ executed the same as é; a

)
} ss
)

My Camtigsion. expires:
CaaEa

Db

o IEOTA CYTNIIFE
WNotary Public, Daltas County, Texas Notary Public,/ /
My Cummiseis.  : iresJune1,1851 :
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CORPORATE (WYOMING, MONTANA, COLORADO, NEW MEXICO)

STATE OF W )
) S3:
cowry ok X 2 /7 g ) ) ‘
&Z:;:ZD\? day M N 19{’/_ f, before me appeared

W ,/ sy to me personally known,

duly sworn, did say thet he is the /Ji g —President of

k / C._s ¢ 4 and that the seal affixed to
3 the corporate’ seal of said corperation and that said instrument
1 corporaticn by authority of its Board of
Beknowledged said instrument

' sa:.di o
‘ <.wa§ signé

" NAOGMA WILLIAMS MJ&M;@

Netary Public, Dallas County, Texas otary Public
My CommissionExpiresjune 1, 1881

STATE OF  7Fag s
COUNTY OF /54ty
On this /Zz‘—'f‘day of Jfh.epry s 195>, before me appeared

SS:

at

L V. Coevnn , to me personally known,
B duly sworn, did say that he is the |- e President of

BTuRaL. EAs Com PRY. s and that the geal affixed to

the corporate seal of said corporation and that Beid instrument

¢d in behalf of said corporation by authority of s Board of
TN O ot acknowledged said instrument

}@¥¥en under my hand and seal this / 2750y of  Tmepmy 195,

ROBERT E. JINKS
NOTARY PUBLIC, HARRIS COUNTY, TEXAS
MY COMMISSION EXPIRES JUNE 1, 1951 A ,

Notary ie

/-“ ‘,.\)\ Y :
My lcommi’ssion expires:

STATE OF &WW )
COUNTY OF ij;,g’é,,g, j) 55

} On this /0 day of Z%w s 193, before me appeared

7
24 // //&‘5:/ / s to me personally kmown,

who, belng by me duly’ sworn, did say that he is the ¢Z_/ . -President of
MW %777{2«)—7\_; s and that the seal affixed to

sald instrument: is the corporate sedl of said corporation and that said instrument
wass s, :sealed in eha]i‘ of g ﬁ corporation by authority of its Board of
S Dlrectors -and- 'said acknowledged said instrument
C s tove the ,‘Eree act and deed of said corporationm, '

Given under my hand and ssal this /9 day of “/%w s, 19%a

My o zmnlssion expires: f *
yﬂéu/«w V- —Lg83 Q;ﬂ«o Q,/ééqwn/
/ / Notagy Pubh(
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INDIVIDUAL
KANSAS ,OKTAHGMA, NEBRASKA, SOUTH DAKOTA
NEW MEXICO AND ARTZONA

STATE OF
S5

Before me , ( , a Notary Public in and

for the County and State aforesaid, duly commissioned and acting, on this day per-
sonally appeared O WN .. Sche mowmewr
kmown to me to be the person _ whose name is subscribed to the fore-

going instrument, and acknowledged to me that he executed the same as “ . '!
free and voluntary act and deed for the purposes and consideraztion therein expressed.

Given under my hand and seal of office this my of
158D .- ’ S :
¥y commission expires: ‘

SHIRLEY BARRON
Notary ?l{blic in the Starc of New York

et s e

COUNTY OF |

N.Y.Co.Clk's No.6' 6, Keg.No.1385-B-0
Nassau County Cierk's No, 59-B-50

Commission Expires March 30,1950
STATE o§ %M
COUNTY, OF wa— M

Before me, éée,u’_ N- Z/(/éa//f , a Notary Public in and
for the County and Sipte aforesaid, duly commissione and acting, on this day per-
sonally appeared avéazn_,a( s

known to me to be the person whose name su.bscrlbed to the fore
going instrument, and acknowledged to me that he he  executed the same ag
free and voluntary act and deed for the purposes and conslderation therein expressed.

Ss

~ Given under my hand and seal of office this Z_[a/aday of

Cf&u,ﬁz,é/ééwa(

Notary Pub);fc

#iNo, 41
ugl’ii}eid. Queens County
g{;ﬁh'gpéﬁﬁd.‘wlth N, Y. County
s*afid Régisters Office
pf‘es March 30, 1951

) STATE OF Z&W M g
s
COUNTY OF 72&@’ M )

. Y,
"/ .
Before ne, é&c&% , & Notary Public in and

for the County and Stage aforesaid, dqu sicned acting, on this day_%
sonally appeared Q """

known to me to be the person whose name i sﬁBscr:Lbed to the fore—
going instrument, and acknowledged to me that E executed the same as /&a
free and voluntary act and deed for the purposes e5 and consideration therein eXpréssed.

Given under my hand and seal of office this Zé /&(aay of M

Notary P}ﬂ%lic

»t (;\

195D .

if] >
. Clarks and Regi o

i
N - Torm Explras: Mam)go 1;531




CORPORATE (WYOMING, MONTANA, COLORADO, NEW MEXTCO)

STATE OF )
) 8S:
COUNTY OF )
On this day of s 19, before me appeared

» to me personally known,
who, beingby ne duly sworn, did say that he is the Prosident of

y and that the seal affixed to
'sald :Lns’cmment ig the corporate seal of said corporation and that said inatrument
was signed and sealed in behalf of said corporation by authority of its Board of
Directors, and said acknowledged said instrument
to be ‘t.he fres act and deed of said corporation.

i Givan_under my hand and seal this  day of 5 19

SRS

w commission expires:

Notary Public

S1atE OF (DI Hh porre— g
832
COUNTY OF __ A lem ) :
On this A ‘f/ day of /ﬂecpﬁ_é&:/__ s 19 _{z, befors me appeared

s to me personally known,
who, be:l.nrr by me duIy s-worn, did say that he is the z7 ., Prasident of

-, * STAROLIND OIL AND GAS COMPANY , and that the seml affixed to

- said mstrmnen is the corporate seal of said corporation and that Baid instrument
wasg, s:.gxed aled in-beh d corporation by authority of ibs Board of

Directg}:l‘s s 8 . /Z«,W acknowledgad said instrument

~-to belthé

R thvedos b pan
Notary Public
STATE OF )
. ) SS:
COUNTY OF )
On this day of s 19, before me appeared

s to me psrsonally known,
who, being by me duly sworn, did say that he is the President of

5, 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 sald corporation by authority of its Board of
Directors, and said acknowledged said instrumsnt
10 be the free act and deed of sald corporation.

Given under my hand and seal) this day of s 19

¥y commission expires:

Notary Public




INDIVIDUAL :
KANSAS ,OKLAHGMA, NEBRASKA, SOUTH DAKOTA
NEW MEXICO AND ARTZONA

STATE OFZedcs o
COUNTY OF /D

Before me, M \4{0 /\:Aof-;év_, s a Notary Public in and
unty and 83?7 \K/re?w comnissioned and ecting, on this day per-

¢ the person___ whose nand subscribed to the %
, and acknowledged to me tha'b he executed the same as
tary act and deed for the purposes and consideration therein expressed.

85

R

Lol Lo Aborsioe
Rty PR

; )
R ) ss
COUNTY OF- )

Before me, s a Notary Public in and
for the County and State aforesaid, duly commissioned and acting, on this day per—
sonally appeared 3
known to me to be the person___ whose name _ 1is subscribed to the fore-

going instrument, and acknowledged to me that he executed the same as
free and voluntary act and deed for the purposes and conmsideration therein eXpressed.

Given under my hand and seal of office this day of

19 .
My commission expires: Notary Public
STATE OF )
) ss
COUNTY OF )
Before me, s a Notary Public in and

for the County and State aforesaid, duly commissioned and acting, on this day per-
sonally appeared

known to me to be the person whose name is subscribed to the fore—

going instrument, and acknowledped to me that he executed the same as

free and voluntary act and deed for the purposes and consideration therein eXpressed.

Given under my hand and seal of office this day of

19 .

¥y commission expires: Notary Public
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ACCOUNTING PROCEDURE

(UNIT AND JOINT LEASE OPERATIONS)

I. GENERAL PROVISIONé

The term “joinl properly” as herein used shall be construed to mean the subject area covered by the agreement
to which this “Accounting Procedure” is attached.

The term “Operator” as herein used shall be construed to mean the party designated to conduct the development
and operation of the leased premises for the joint account.

The term “Non-Operator” as herein used shall be construed to mean any one or more of the non-operating
parties.

. Statcments and Billings

Operator shall bill Non-Operator on or before the last day of each month for its proportionate share of costs and
expenditures during the preceding month. Such bills will be accompanied by statements, reflecting the total
costs and charges as set forth under Sub-Paragraph ... . below:
A, Statement in detail of all charges and credits to the joint account.
B. Statement of all charges and credits to the joint account, summarized by appropriate classifications indica-
tive of the nature thereof.
C. Statements, as follows:
(1) Detailed statement of material ordinarily considered controllable by Operators of oil and gas properties;
(2) Statement of all other charges and credits to the joint account summarxzed by appropriate classifications
indicative of the nature thereof; and
(3) Statement of any other receipts and credits.

. Payments by Non-QOperator

Each party shall pay its proportion of all such bills within fifteen (15) days after rece]pt thereof, If payment
is not made within such time, the unpald balance shall bear interest at the rate of six per cent (6%) per annum
until paid.

. Audits

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

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

. Rentals and Royalties

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

. Labor, Transportation, and Services

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

. Material

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

. Moving Material to Joint Property

Moving material to the joint property from Vendor’s or from Operator s warehouse in the district or from the
other properties of Operator, but in either of the last two events no charge shall be made to the joint account
for a distance greater thah the distarice from the nearest reliable supply store or railway receiving point ‘where
such rmaterial is available, except by special agreement with Non-Operator.



10.
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12.

Moving Surplus Material froem Joint Property

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

Use of Operator’s Equipment and Faclhtxes
Use of and service by Operator’s exclusively owned eqmpment and facmtxes as provided in Paragraph 4, of
Section 111, “Basis of Charges io Joint Account.”

Damages and Losses

- Damages or losses incurred by fire, flaod, storm, or any other cause not controllable by QOperator through the

exercise of reasonable diligence. Operator shall furnish Non-Operator written notice of damage or losses in-
curred by fire, storm, flood, or other natural or accidental causes as soon as practicable after report of the same
has been received by Operator.

Llﬂgatlon, Judgments, and Claims

All costs and expenses of litigation, or legal services otherwise necessary or expedient for the protection of the

Jomt “interests, including attorney’s fees and expenses as hereinaiter provided, together with all judgments ob-

tained against the joint account or the subject matter of this agreement; actual expenses incurred by any party

or parties hereto in securing evidence for the purpose of defending against any action or claim prosecuted or urged
against the joint account or the subject matter of this agreement.

A. If a majority of the interests hereunder shall so agree, actions or claims affecting the joint interests here-
under may be handled by the legal staff of one or more of the parties hereto, and a charge commensuraie
with the services rendered may be made against the joint account, but no such charge shall be made until
approved by the legal department of or attorneys for the respective parties hereto,

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

. Taxes

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

Insurance :

A, Premiums paid for insurance carried for the benefit of the joint account, together with all expenditures in-
curred and paid in settlement of any and all losses, claims, damages, judgments, and other expenses, in-
cluding legal servmes, not recovered from insurance carrier.

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

District and Camp Expense

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

Overhead

Overhead charges, which shall be in lieu of any charges for any part of i{be compensation or salaries paid to

managing officers and employees of Operator, including the division superiniendent, the entire staff and ex-~

penses of the division office located at W~W..ﬁ~—_, and any portion of the office expense
of the principal business office located at ¥ isniniiud. SN , but which are not in Yieu of district
or field office expenses incurred in operating any such properties, or any other expenses. of Operator incurred
in the development and operation of said properties; and Operator shall have the right io assess against the
)omt Wr&covered hereby the following overhead charges:
per month for each dnlhng well, beginning on the date the well is spudded and
termmatmg when it is on production or is plugged as the case may be, except that no charge shall be made
durmg tﬁs Wensmn of drilling operations for fifteen (15) or more consecutive days.
- — per well per month for the first five (5) producing wells.

$ g‘g per well per month for the second five (5) producing wells.

$. A per well per month for all producmg wells over ten (10).

In connection with overhead charges, the status of wells shall be as follows:

(1) In-put or Xey wells shall be included in overhead schedule the same as producing oil wells.

(2) Producing gas wells shall be included in overhead schedule the same as producing oil wells.

(3) Wells permanently shut down but on which plugging operations are deferred, shall be dropped.from
overhead schedule at the time the shutdown is effected. When such wells ave plugged, overhead shall
be charged at the producing well rate during the time required for the plugging operation.

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

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

(6) Salt water disposal wells shall not be included in overhead schedule.

HYO®R



F. The above overhead schedule on producing wells shall be applied to individual leases; provided that,
whenever leases covered by this agreement are operated as a unitized project in the interest of economic
development, the schedule shall be applied to the total number of wells, irrespective of individual leases,

G. The above specific overhead rates may be amended from lime {o time by agreement between Operator
and Non-Operator if, in practice, they are found to be insufficient or excessive.
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14. Other Expenditures
Any other expenditure incurred by Operator for the necessary and proper development, maintenance, and
operatlon of the joint property.

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

2. Material Furnished by Operator
Material required for operations shall be purchased for direct charge to joint account whenever practicable,
except that Operator may furnish such material from Operator’s stocks under the following conditions:
A. New Material (Condition “A”)
(1) New material transferred from Operator’s waxehouse or other properties shall be priced £. o. b. the
. nearest reputable supply store or railway receiving point, where such materizl is available, at current
replacement cost of the same kind of material. This will include material such as tanks, rigs, pumps,
sucker rods, boilers, and engines. Tubular goodﬁ (2" and over), shall be priced on carload basis effective
at date of transfer and f. 0. b. rallway receiving point nearest the joint account operauon regardless
of ,quantity transferred.
Other material shall be priced on basis of a reputable supply company’s Preferential Price List ef-
fective at date of transfer and f. o. b. the store or ruilway receiving point nearest the Jomt account
operation where such material is available. B
{3) Cash discount shall not be allowed. :
B. Used Material (Condition “B” and “C”)
(1) Material which is in sound and serviceable condition and is suitable for reuse without reconditioning
shall be classed as Condition “B” and priced at 75% of new price.
(2) Material which cannot be classified as Condition “B” but which,
(a) After reconditioning will be further serviceable for original functzon as good second hand material
(Condition “B"), or
(b) Is serviceable for original function but substantlally not suitable for reconditioning,
shell be classed as Condition “C” and priced al 50% of new price.
(3) Material which cannot be classified as Condition “B” or Condition “C” shall be priced at a value com-
mensurate with its use.
(4) Tanks, derricks, buildings, and other equipment involving erection costs shall be charged at apphcable
percentage of knocked-down new price.

(2
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3. Warranty of Material Furnished by Operator :
Operator does not warrant the material furnished beyond or back of the dealer’s or manufacturcr s guaranty;
and, in case of defective material, credit shall not be passed until adjustiment has been received by Operaior
from the mamifacturers or their agents.

4, Operator’s Exclusively Owned Facilities

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

Operator:

A. Water service, i‘uel gas, power, and compressor service: At rates commensurate with cost of providing and
furnishing such service io the joini account bu‘c not exceeding rates currently prevailing in'the field where
the joint property is located.

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

C. A [air rate shall be charged for the use of drilling and cleaning-out tools and any other items of Operator’s
fully owned machinery or equipment which shall be ample {0 cover maintenance, repairs, depreciation,
and the service furnished the joint property; provided that such charges shall not exceed those currently
prevailing in the field where the joint property is located.

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

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

1V. DISPOSAL OF LEASE EQUIPMENT AND MATERIAL

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



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

Material Purchased by Non-Opcrator

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

Division in Kind

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

Sales to OQutsiders

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

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

. New Price Defined

New pnce as used in the following paragraphs shall have the same inmeaning and application as that used
above in Section III, “Basis of Charges to Joint Account.”

New Material
New material (Condition “A”), being new material procured for the joint account but never used thereon, at
1009 of current new price.

. Good Used Material

Good used material (Condition “B”), being uscd material in sound and serviceable condxtxon suitable for reuse

without reconditioning,

A, At 75% of current new price if material was charged to joint account as new, or

B. At 75% of current new price less depreciation consistent with their usage on and service to the joint prop-
erty, if material was originally charged to the joint property as secondhand at 759% of new price.

Other Used Material

Used Material (Condition “C"), being used matenal which

A. After reconditioning will be further serviceable for original function as good secondhand material (Con-
dition “B"), or

B. Is serviceable for original function but substantially not suitable for reconditioning,

% 5%0%1; new price,
Bad.Order Material

Used material (Condition “D”), being material which cannot be classx.ﬁed as Condmon “B" or Condition “C”,
shall be priced at a value commensurate with its use.

Junk
Junk (Condition “E”), being obsolete and scrap material, at prevailing prieccs.

Temporarily Used Material

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

VI. INVENTORIES .

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

. Notice

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

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

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

Adjustment of Inventory
Inventory adjustments shall be made by Operator with the joint account for everages and shortages, but Oper-
ator shall only be held accouniable to Non-Operator 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 iakes place. In such cases both the seller and the purchaser
shall be represented and shall be governed by the inventory so taken.

- % suitebls far 14 o vae bab autusl
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Ol EPaso, Hexas

August 19, 1959

Mr. F. W. Hulsizer .
Amerada Petroleum Corporation -
Post Office Box 2040 L//
Tulsa 2, Oklahoma

Mr. J. C. Gordon

Three States Natural Gas Company
17th Floor, Corrigan Tower
Ballas 1, Texas

Mr. K.  P. Moore
Western Natural Gas Company

1006 Mzin Street
Bouston 2, Texas

Re:

Gentlemen:

Mr. E. V. Hewitt
Pan American Petroleum Corporation
Post Office Box 1410

Fort Worth, Texas

Mr. George A. Works, Jr.

San Jacinto Petroleum Corporation
San Jacinto Building

Houston 2, Texas

Mr. H, H. Phillips, Jr.
Phillips Drilling Corporation
314 Milam Bullding

San Antonio b, Texas

Allison Unit Accounting Agreement

With reference to the Unit Accounting Agreement for the Allison Unit
area aated November 15, 1949, El Paso Natural Gas Company, as Unit Operator, finds
it necessary to amend the Exhibit "A" thereto, entitled Allison Unit Accounting

Agreement.

Your attention is directed in sald Exhibiuv A" to Section 12, Overhead,

of Part II DEVELOPMENT AND OPERATING CHARGES.

Under Subsection E thereof, no

provision 18 expressly made for wells completed in multiple horizons.

We therefore desiré_tb,amand Said Subsection E of Section .2 by adding

thereto the following language:

'(7) Wells complebed in dual or multiple horizons shall

be considered. as two wells in the producing overhead

schedule,"”

It is further agreéd‘anaAunuerstood that all the- other terms of the said
Unit Accounting Agreement and the attached Exhibit "A" Accounting Procedure shall
remadin in full ferce and effect and that the provision hereinabove recited ghall
be constyrued as being applicable.and in full force and. effect from the date of

inception thereof.

1T the foregoing meets with your approval, please indicate your accept-
ance in the space provided arnd return all but one signed copy-of this letter to

this office for our further handling.



Workipg Interest Owners
Allison Unit -2- August 19, 1959

This Letter Agreement has been prepared for execution in counterparts.
Very truly yours, .

EL PASO NATURAL GAS COMPARY

Ben R. Howell
Attorney in Fact

APPROVED AND ACCEPTED BY:

AMERADA PE'L'ROLEUMORPORATION

BY

Vice President

pATE  October 12, 1959




Working Interest Owners
Allison Unit ~2- August 19, 1959

This Letter Agreement has been prepared for execution in counterparts.

Very truly yours,

EL. PASO 2’1’UR¢AS COMPANY
By :

Ben R. Howell

Attorney in Fact

APPROVED AND ACCEPTED BY:

Three States Natural Gas Company

Vice President

DATE October 26, 1959




Vorking Interest Owners
Allison Unit -2~ August 19, 1959

This Letter Agreement has been prepared for execution in counterparts.
Very truly yours,

EL PASO NATURAL GAS COMPANY
BY

Ben R. Hovell
Attorney in Fact

APPROVED AND ACCEPTED BY:

WESTERY NATJRAJ/AS COMPANY
BY /m/

7 Wi KIDAYAS VICE PRESIOENT

DATE . SE PTEMBER. 24 /95 F




¥Working Interest Owners
Allison Unit ~2- August 19, 1959

This Letter Agreement has been prepared for execution in counterparts.
Very truly yours,
EL PASO NATURAL GAS COMPANY
By '

Ben R. Howkll
Attorney in Fact

APPROVED AND ACCEPTED BY:

APPROVED

DATE :f%%%ZiECi::uﬁax.- [Gﬁ Zéngz:



- Workimg Interest Owners
Alli{son Unit ~2-~ August 19, 1859

This Letter Agreement has been prepared for execution in counterparts.
Very truly yours,
EL PASO NATURAL GAS COMPARY
By

Ben R. Bowell
Attorney in Fact

APPROVED AND ACCEPTED BY:

BY i% G P Ze

President

DATE _ geptember 15, 1959




Yorking Interest Owners
Allison Unit ~2- August 19, 1959

This Letter Agreement has been prepared for execution in counterparts.
Very truly yours, .

EL PASO NATU GAS COMPANY

By

Ben R. Howell
Attorney in Fact

APPROVED AND ACCEPTED BY:

PHfLLIPS DRILLING CORPORATION

a — /
o XN A /T
HAH. Phillips, JT.,/Pres dent

DATE November 23, 1959




COPAS — 1962

Recommended by the
Coungil of Petroleum

EXHIBIT ‘A Qo M eacietes of
Attached to and made a part of.... ... Unit QOperating Agreement
SHEKXEENK ~ Allison Unit Area

ACCOUNTING -PROCEDURE

(JOINT OPERATIONS)

I. GENERAL PROVISIONS

Definitions

“Joint Property” shall mean the real and personal property subject {0 the agreement to which this “Accounting Pro-
cedure” is attached. .

“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and
maintendnce of the Joint Property.

“Operator” shall mean the party designated to conduct the Joint Operations.

“Non-Operators” shall mean the nonoperating parties, whether one or more.

“Joint Account” shall mean the account showing the charges and credils accruing because of the Joint Operations
and which are to be shared by the Parlies,

“Parties” shall mean Opcrator and Non-Operators.

“Material” shall mean personal properly, equipment or supplies acquired or held for use on the Joint Property.
“Controllable Material” shall mean material which at the time is so classified in the Material Classification Manual
as most recently recommended by the Council of Pelroleum Accountants Socicties of North America.

Conflict with Agreement
In the event of a conflict between the provisions of this Accounting Procedure and the provisions of the agree-
ment to which this Accounting Procedure is atlached, the provisions of the agreement shall control

Collective Action by Noun-Operators

Where an agreemenfi or other action of Non-Operators is.expressly required under this Accounting Procedure

and if the agreement to which this Accounting Procedure is attached coniains no conirary provisions in regard

thereto, the agreement or action of a majority in interest of the Non-Operators shall be controlling on all Non-

Operators.

Statements and Billings

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

cxpenses, for the preceding month. Such bills will be accompanied by slatemenis reflecting the total charges

and credits as set forth under Subparagraph....... & .. __below:

A. Stalement in detail of all charges and credits to the Joint Account.

B. Stalement of all charges and credits to the Joint Account, summarized by appropriate classifications indicalive
of the nature thereof.

C. Statement of all charges and credits to the Joint Account summarized by appropriate classifications indicative
of the nature thereof, except that items of Controllable Material and unusual charges and credits shall be detailed.

. Payment and Advances by Non-Operators

Each Non-Operator shall pay its proporlion of all such bills within fifteen (15) days after recelpt thereof. Tf pay-
ment is not made within such time, the unpaid balance shall bear interest at the rate of six per cent (6%) per
annum until paid.

Adjustmentis

Payment of any such bills shall not prejudice the right of any Non-Operators o proiest or questlon the correctness
thereof; provided however, all bills and statements rendered to Non-Operators by Operator during any calendar
year shall conclusively be presumed to be true and correct after twenty-four (24) months following the end of any
such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes written excep-
tion thereto and makes claim on Operator for adjustment. No adjustment favorable {0 Operalor shall be made
unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent adjust-
ments resulting from a physical inventory of the Joint Property as provided for in Seclion VII.

. Audits

A Non-Operator, upon notice in wntmg to Operalor 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; provided however, the making of an audit shall not ex-
iend ihe time for the faking of writien exception to and ihe adjustment of accounts as provided for in Paragraph
6 of this Section I. Where there are two or more Non-Operators, the Non~Operators shall make cvery reasonable
effort to conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience 1o
the Operator. . ‘

II. DIRECT CHARGES
Subject to Limitations hereinaffer prescribed, Operalor shall charge the Joint Account with the following items:

. Rentals and Royalties

Deluy or other rentals and royalties when such rentals and royaltics are paid by Operator for the Joint Account

of the Parties.

Labor

A. Salaries and wages of Operator's employees directly cngaged on the Joint Property in the conduct of the Joint
Operations, and salaries or wages of technical employees who are temporarily assigned to and directly
ernployed on the Joint Property.

B. Operator’s cost of holiday, vacation, sickness and disabilily benefits and other cusiomary allowances paid to the
employees whose salaries and wages are chargeable to the Joint Account under Paragraph 2A of this Section 11
and Paragraph 1 of Section T11; except that in the case of those employees only a pro rata portion of whose
salaries and wages are chargeable to the Joint Account under Paragraph 1 of Section III, not more than the same
pro rata portion of the benefits and allowances herein provided for shall be charged io the Joint Account. Cost
under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage assessment” on the
amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this Seciion II and Para-
graph 1 of Section III. If percentage assessmeni is used, the rate shall be based on the Operator’s cost experience.

C. Expenditures or contributions made pursuant to assessments imposed by governmental authorily which are ap-
piicable to Operalor’s labor cost of salaries and wages chargeable to the Joinl Account under Paragraphs 2A
and 2B of this Section II and Paragraph 1 of Section III

D. Reasonable personal expenses of those employees whose sularies and wages are chargeable to the Joint Account
under Paragraph 2A of this Section II and for which expenses the employees are reimbursed under Operator’s
usual practice.

— 1
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Employec Benefits - :

Operator’s current cost of established plans for employees’ group life insurance, hospitalization, pension, .retire-
meént, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable {v Operator’s labor cost; pro-
vided however, the total of such charges shall not exceed ten percent (10%) of Operator’s labor costs chargeable
to the Joint Account under Paragraphs 2A and 2B of this Section il and Paragraph 1 of Section III.

4. Matertal

Material purchased or furnished by Operator for use on the Joint Property bo far as it is reasonably practi-

cal and consistent wilh efficient and economical operation, only such Material shall be purchased for or iransferred

to the Joint Property as may be required for immediate use; and the accumulation of surplus stocks shall be avoided.
5. Transpertation

Transporiation of employees and Material.necessary for the Joint Operations but subject 10 the following limitations:

A. If Material is moved to the Joint Property from the Opecrator’s warehouse or other properties, no charge shall
be made Lo the Joint Account for a distance greater than the distunce from the nearcst reliable supply store or
railway receiving point where like malerial is available, except by agreement with Non-Operators.

B. If surplus -Material is moved to Operator’s warehouse or other slorage point, no charge shall be made to the
Joint Account for a distance grealer than the distance to the nearest reliable supply store or railway receiving
point, except by agreement with Non-Operators. No charge shall be made to Joint Account for moving Material
to other properties belonging to Operator, except by agreement with Non-Operators.

C: In the -application of subparagraphs A and B above, there shall be no equalization of actual gross trucking costs
of $100 or less.

6. Scrvices :

A. The cost of contract services and utilities procured from outside sources other than scrv1ces covered by Para-
graph 8 of.lhis Section II and Paragraph 2 of Section III.

B. Use and service of equipment and facilities furnished by Operator as provxded in Paragraph 3 of Section TV.

7. Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages

or-losses incurred by fire, flood, storm, theft, accident, or any other cause, except to the extent that the damage or

loss could have been avoided through the exercise of reasonable diligence on the part of Operator. Operator shall

Turnish Non-Opecrators written notice of damages or losses incurred as soon as practicable after a repor’t thereof

has been received by Operator.

8. Legal Expense

All costs and cxpenses of handling, investigaling and setlling litigation or claims arising by reason of the Joint

Operations or necessary to protect or recover the Joint Property, including, bul not limiled to, attorneys' fees,

court costs, cost of investigation or procuring evidence and amounts paid in scttlement or satisfaction of any

such litigation or claims; provided, (a) no charge shall be made for the services of Operator’s legal staff or other reg-
ularly employed personnel (such services being considered to be Administrative Overhead under Section I11), ex-
cept by agreemeni with Non-Operators, and (b) no charge shall be made for the fees and expenses of outside at-
torneys unless the employment of such attorneys is agreed lo by Operator and Non-Operators,
9. Taxes

All {axes of every kind and nature assessed or levied upon or in conneclion with the Joint Property, the operation
thereol, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the Parties.

16. Insurance Premimmns
Premiums paid for insurance requn:ed to be carrxed on the Joint Property {or the protection of the Partics.

11." Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Seclion II, or in Section ITI,

and which is incurred by the Operator for the necessary and proper conduct of the Joint Operations.

IIT. INDIRECT CHARGES
Operator may charge the Jomt Account for indirect cosis either by use of an allocation of district expense items plus a
fixed rate for administrative overhead, and plus the warchousing charges, all as provided for in Paragraphs 1, 2, and 3 of
this Section III OR by combining all three of =a1d items under the fixed rate provided for in Paragraph 4 of this Section
IT1. as indicated next below:

_OPERATOR SHALL CHARGE ‘I‘HE JOINT ACCOUNT UNDER THE TERMS OF:
[ Paragraphs 1, 2 and 3. (Allocation of district e*{pense plus fixed rate for administrative overhead plus
warehousing. )
m Paragraph 4. (Combined fixed rate)
1. District Expense

Operutor shall charge the Joint Account w1th a pro rata portion ol the salaries, wages and expenses of Operator s
production superintendent and other employees serving the Joint Property and other properties of the Qperator in
the same vperaling area, whose time is not allocated directly to the properties, and a pro rata portion of the cost of
maintaining and operating a production office known as Operator’s ... VP S SV O
.office located at or near .. O, (or a compar: able office if locanon changcd), and neces-
-sary sub-offices (il any), mamtamed for the convemence of the above-described office, and all necessary camps,
including housing facilities for employees if required, used in connection with the opcratlons of the Joint Property
and other properties in the same operating area. The expense of, less any revenue from, such facililies may, at the
option of Opcrator, include depreciation of invesiment or a [air monthly rental in lieu of depreciation. Such
charges shall be apportioned to all properties served on some equitable basis consistent with Operalor’s accounting
practice.

2. Administrative Overhead
Operator shall charge administrative overhead to the Joint Account at the following rates, which charge shall be in
lieu of the cost and expense of all offices of the Operator not covered by Paragraph 1 of this Section III, including
. salaries, wages and eipenses of personnel assigned lo such offices. Such charges shall be in addition to the salaries,
wages and expenses of employees of Operator authorized to be charged as direct charges as provided in Paragraphs
. 2 and 8 of Section 11,

WELL BASIS (RATE PER WELL PER MONTH)
) PRODUCING WELL RATE

DRILLING WELL RhATE {Use Current Producing Depth)
) ) (Use Total .Depr ) Al Woells
Woll Depth Each Well First Five Next Five Over Ten

The cost and expense of services ﬁom uutslde sources in connectmn with mattms of taxatxon traffie, a(‘countlng, or
matlers before or involying govemmental agencies shall be considered as included in the overhead rates provided for in
this Paragraph 2 of Section ITI, unless such cosl and expense are agreed upon between Opcrator and Non-Qperators
as a direct charge to the Joint Account.

DU



3. Operator’s Fully Owned Warehousé Operating and Maintenance Expense
(Describe {ully the agreed procedure {o be followed by the Operator.)

4, Comhmed Fixed Rates
Operator shall charge the Joint Account for the services covered by Paragraph 1, 2 and 3 of this Section III, the
following fixed per well rates:
WELL BASIS (RATE PER WELL PER MONTII)
PRODUCING WELL RATE

DRILLING WELL RATE (Use Current Producing Depth)
{Use Total Depth) UE™
ells
Well Depth Eoch Well First Five Next Five Over Ten
..-B)V Depths . ___ $400.00 $75.00 .. __ e e .$55.00

Said fxxcd rate €stally (shall not) mclude salaries and expenses of production foremen,

5. Application of Administrative Overhead or Combined Fixed Rates

The following limitatlions, insiruclions and charges shall apply in the application of the per well rates as provided

under either Paragraph 2 or Paragraph 4 of this Section III:

A. Charges for drilling wells shall begin on the date each well is spudded and terminate on the date the drilling or
completion rig is released, whichever is later, except that no charge shall be made during the suspension of
drilling operations for fifleen (15) or more consecutive days.

B. The status of wells shall be as follows:

(1) Producing gas wells, injection wells for recovery operations, water supply wells utilized for water flooding
operations and salt water disposa!l wells shall be considered the same as producing wells.

(2) Wells permanently shul down but on which plugging operations arc deferred shall be dropped from the
well schedule at the time the shutdown is effected. When such a well is pligged a charge shall be made
at the producing well rates.

(3) Wells being plugged back, drilled deeper, converted to a source or input well, or which are undergoing any
type of workover ihat requires the use of a drilling or workover rig shall be considered the same as drilling
wells,

(4) Temporarily shut-down wells, which are not produced or worked upon for a period of a full calendar month,
shall not be included in the well schedule, provided however, wells shut in by governmental regulatory
body shall be included in Lthe well schedule only in the event the allowable production is transferred to some
other well or wells on the Joint Property. -Tn the event of a unit allowable, all wells capable of producing
will be counted in delermining the charge.

(5) Gas wells shall be included in the well schedule if directly connected 1o a permanent sales outlet even
though temporarily shut in due to overproduction or failurc of purchaser to take the allowed production.

(6) ‘Wells completed in multiple horizons, in which the production is not commingled down hole, shall be con-
sidered as a producing well for each separately producing horizon.

C. The well rates shall apply to the total number of wells being drilled or operated under the agreement to which
thlS Accountmg Procedu.re is attached u'respectwe of mdlvxdual 1eases

0 the preccdmg calcndar year as shown by
jon Workers” as published by the

Section III, shall charge the Jomt ACcon
A. Total cost less than $25,000, no charge.
B. Total cost more than $25, 000 but less 2 S

% of the fn"st $100,000 plus $100,000 of total cosl.
Total cost sha : e total gxoss cosl of any one project. For the purpose of this Paragraph the 332

rrn_nx-mnn+ hall net be-t L-" satal Peee IS N ot Jnillie o sinll hall k. Jiael ,-'I

7. The spec1f1c rates prov‘lded for in thlS Secuon III may be amended. from time to time by mutual agreement between
the Parlies hereto if, in proctice, the rates are found to be insufficient or excessive.

IV. BASIS OF CHARGES TO JOINT ACCOUNT
Subject to the further provisions of this Section IV, Operator will procure all Material and services for the Joint Prop-
erty. At the Operalor’s option, Non-Operator may supply Material or services for the Joint Property.
1. Purchases
Material purchased and service procured shall be charged at the price paid by Operator after deduction of all dis-
counts actually reccived. '
2. Material furnished from Operator’s Warehouse or Other Properties
A. New Material (Condition “A”)
(1) Tubular goods, two inch (27) and over, shall be priced wa-East Ml base-G—e— towa-Ohierorein,
on a minimum carload basis effective at ddte of movement and f. 0. b,
fdlle.y xecelvmg pomt nearest the Jomt Property. regardless of quantlty —-lia—-eqaahaed—-h-aaﬂﬁg—eharges-

h'n“ T2 U L=V T) rl.‘,:'n & Jaaat 3, tained,

(2) Other Material shall be pnced at the current replaceme‘nt cost of the same kind of Material, effective at dale
of movementl and [. o. b. the supply slore or railway receiving point nearest the Joint Property where
. Material of the same kind is available.
(3) The Joint Account shall not be credited with cash discounts apphcable to prices provided for in this Para-
graph 2 of Section IV.
B. Used Material (Condition “B” and “C™)
(1) Material in sound and scrviceable condition and suitable for reuse without reconditioning, shall be classified
as Condition “B” and priced at seventy-five per cent (75%) of ihe currenl price of new Material.
(2) Material which cannot be classified as Condition “B” but which,
(a) After teconditioning will be further serviceable for original function as good secondhand Malerial
(Condition “B”), or
(b) Is serviceable for original function but substantially not suitable for reconditioning, shall be classifi-
ed as Condition “C” and priced at fifty per cent (509%) of current new price.
(3) Obsolete Material or Material which cannot be classified as Condition “B” or Condition “C” shall be priced
at a value commensurate with ils use. Malerial no longer suitable for its original purpose but usable for
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5.

some other purpose, shar: oe priced on a basis comparable with that «. items normally used [or such other
purpose.
(4) Malerial involving erection cosis shall be charged ai applicable percentage of the current knocked-down
price of new Malerial.
Premium Prices
‘Whenever Material is not readily oblainable at prices specified in Paragraphs 1 and 2 of this Section IV because of
national emergencics, strikes or other unusual causes over which the Operator has no contro!, the Operator may
charge the Joint Account [or the required Material at the Operator’s actual cost incurred in procuring such Material,
in mnaking it suitable for use, and In moving it to the Joint Property, provided, that notice in writing is
furnished to Non-Operaiors of the proposed charge prior to billing Non-Operaiors [or such Material. Each Non-
Operator shall have the right, by so electing and nolifying Operator within 10 days after receiving notice from
Operator, to furnish in kind all or part of his share of such Material suitable for use and acceptable to Operator.
Warranly of Material Furnished by Operator
Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the
Joint Account until adjustment has been received by Operator from the manufacturers or their agents.
Equipment and Facilities Furnished by Operator
A. Opcrator shall charge the Joinl Account for use of equipment and facilities at rates commensurale with cost of
ownership and operation. Such rates shall include cost of maintenance, repairs, other operating expense, -in-
surance, laxes, depreciation and interest on investment not to excecd six per cent (6%) per annum, provided
such rales shall not exceed those currently prevailing in the immediatle area within which the Joint Property is
located. Rates for automotive equipment shall generally be in line with the schedule of rates adopied by the
Petroleum Motor Transport Association, or some other recognized organizalion, as recommeded uniform charges
against Joint Property operations. Rales for Jaboratory services shall not exceed those currently prevailing if
performed by outside service laboratories. Rates for trucks, tractors and well service units may include wages
and expenses of operator. |
B. Whenever requested, Operator shall inform Non-Operators in advance of the rates it proposes to charge.
C. Rates shall be revised and adjusted from lime to time when found to be either excessive or insufficient.

V. DISPOSAL OF MATERIAL

The Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operaiors in surplus Condi-

tion

“A"” or “B” Materjal. The disposition of surplus Controllable Material, not purchased by Operalor, shall be subject

to agreement between Operator and Non-Operators, provided Operator shall dispose of normal accumulations of Junk

and
1.

The

scerap Material eilher by transfer or sale from thc Joint Properiy.

Material Purchased by the Operator or Non-Operators

Material purchased by either the Operalor or Non-Operators 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-Operators, shall be in proportion to the respective
interests in such Material. The Parties will thereupon be charged individually with the value of the Material re-
ceived or receivable. Proper credits shall be made by the Opcrator in the manthly statement of operations.

Sales 10 Ouisiders

Sales to outsiders of Material from the Joint Property shall be credited by Operator to the Joint Account at the net
amount collecled by Operator from vendce. Any claim by vendee related to such sale shall be charged back to the
Joint Account if and when paid by Operator.

VI. BASIS OF PRICING MATERIAL TRANSFERRED FROM JOINT ACCOUNT
Material purchased by either Operator or Non-Opcrators or divided in kind, unless otherwisc agreed to between
Operator and Non-Operators shall be priced on the following basis:
New Price Defined
New price as used in this Section VI shall be the price specified for New Material in Section IV.
New Material
New Material (Condition “A’), being new Material procured for the Joint Property but never used, at one hundred
per cent (100%) of currcnt new price (plus sales iax if any).
Good Used Material
Good used Malerial (Condmon “B"), being used Material in sound and serviceable condition, suitable for reuse
without reconditioning:
A. At sevently-five per cenl (75%) of current new price if Material was charged to Joint Account as new, or
B. At sixty-five per cent (656% ) of current new price if Material was originally charged to the Joint Account as
secondhand al sevenly-five percent (75%) of new price.
Other Used Material
Used Material (Condition “C”), at fifty per cent (50%) of current new price, being used Material which:
A. Is nol in sound and serviceable condition but suitable for reuse after reconditioning, or
B. Is serviceable for original function but not suitable for recondilioning.
Bad-Order Material
Material (Condition “D”), no longer suitable for its original purpose without excessive repair cost but usable for
some other purpose at a price comparable with that of items normally used for such other purpose.
Junk Material
Junk Material (Condition “E”), being obsolete and scrap Material, al prevailing prices.
Temporarily Used Material
‘When the use ol Material is temporary and its service to the Joint Property does not justify the reduclion in price as
provided for in Paragraph 3 B of this Section VI, such Material shall be priced on a basis that will leave a net charge
to the Joint Account consistent with the value of the service rendered.

VII. INVENTORIES

Operator shall maintain deiailed records of Material generally considered controllable by the Industry.
Periodic Inveniories, Nolice and Representation .
At reasonable intervals, inventories shall be taken by Operalor of the Joint Account Material, which shall include
all such Material as is ordinarily considered controllable. Written notice of intention to take inventory shall be
given by Operaior at least thirty (30) days before any invenlory is to begin so that Non-~Operators may be re
sented when any inventory is taken. Failure of Non-Opcrators to be represented at an inventory shall bind Hon-
Operators to accept the inventory taken by Operator, who shall in thal event furnish Non-Operators with a copy
thereof.
Reconciliation and Adjustment of Inventories
Reconciliation of inventory with charges to the Joint Account shall be made, and a list of overages and shortages
shall be jointly delermined by Operator and Non-Operators. Inventory adjustmenis shall be made by Operalor
with the Joint Account for overages and shortages, but Operator shall be held accountable to Non-Operator only
for shortages due 1o lack of reasonable diligence.
Special Inventories
Special inventories may be taken whenever there is any sale or change of interest in the Joint Property. It shall be
the duty of the parly selling to notify all other Parlies as quickly as possible after the iransfer of interest takes
place. In such cascs, both the seller and the purchaser shall be governed by such inventory. 19?)6

. 2 g 1ghd

—a ek

BTN



é] C@ aso Cnafural Cgas @ompany

&l EPaso, Eleas

January 14, 1966

TO ALL WORKING INTEREST OWNERS:

Re: Accounting Procedure
Allison Unit
San Juan County, New Mexico

Gentlamens

Pursuant to the terms of Section 11, Paragraph 12 G of the Accounting
Procedure of ths Upit Operating Agreeament for the captiomed Unit, provision 1s
‘made for adjusting overhead rates in the event such rates are found to be inguf-
ficfent, in practice,.for prudent operation of the unit.

El Paso Natural Gas Company, as Unit Operator of the subject unit; has
found that the costs of operation of this Unit have steadlly risen over the years
to the point that the rates as oziginally provided bave proven to be insufficlent

. to meet the increased opera,ting costs, Therefore, in the iasterest of proper and
efﬂeient administration of the wmit, it is deemed necessary that the Operating -
Agreemant be amended to provide a more cirrent and realistic basis for allocating
costs and operating expenses, -We feel this can best be accomplished using the
COPAS form which bz bascome standard in this ares,

This letter, when executed, shall evidenee your consent: snd agresment
to amend- the Unit Gperating Agreéement by deleting and abolishing the présent
Accounting Procedure and substituting therefor the attached Accounting Procedure .
in its extixety. Such consent and agresment shall evidence and comstitute ‘s walid
and effective Amendment to subject Unit Operating Agresmsnt and shall become ef-
fective as of the first day of January, 1966,

Very truly yours,

EL PASO NATURAL GAS COMPANY.

v /'/ Attorney-irf-Fact .
AGREED TO AND ACCEPTED sthis ’
/L , 1966

ﬁday of _ ._;'Q j
w. /X P//OQ__(%
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El Prco, Tras

January 14, 1966

TO ALL WORKING INTEREST OWRERS:

Re: Accounting Procedure
Allison Unit.

San Juan County, New Mexico’

Gextlemans

Pursuant to the terms of Section 11, Parsgraph 12 ¢ of the Accounting
Procedure of the Unit Operating Agreement for the captioned Unit, provision is
made for mdjusting overhead rates in the event such rates are found to be insuf~
ficfent, in practice, .for prudent ocperation of the unit.

El Pago Natural Gss Company, a8 Unit Operator of the subject unit, has
found. that the costs of opsration of this Unit bave steadily risenm over the yeats
to the point that the rates as originally provided have proven to be insufficient

. to meet the increased operating coste, Therefore, in the intexrest of proper gad
efficient adminiat:mtion of the unit, it ig deemed necessary that the Operating
‘Agreement be amended to provide a more curreant and realistic basis for a.llocat;ing
costs and operating expensey, We feel this can best be aceamplished using the
.COPAS form which has become ntandatd in this area,

This lettar, when exaciuted, shall e.videnee your comsent and agreement
to amend the Unit Operating Agreement by deleting and abolishing the ptesant
Accoupting: Procedura and subatituting therefor the attached Accounting Procedurg
in its antirety, Such consent and agresment shzll evidence and constitute a valid
and @ffect:ive Amsndment to subject Unit Operating Agreenent and shall become . ef=
fective as of the first day of Janusry, 1966.

Very truly yours,

EL PASO BATUBAL GAS COMPANY.

/w %/gf/%
s Attomégsfﬁc!’act
AGREED TO A¥D A.GCEPTED this ) _ ;




62 C@ asé Q/Zaifuraz Qas @ompany

El Prso, T

Jameary 14, 1966

TO ALL WORKING INTEREST OARERS:

) I3
PN
¥
i
L

5 4
U
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Re: Accounting Procedure “———memen.. I
Allison Unit , ﬁm '
San Juan County, New Mexico s

Gentlemen:

Pursuant to the texms of Section 11, Paragraph 12 G of the Accounting
Procedure of the Unit Operating Agresment for the captioned Unit, provision ism
made for adjusting overhead rates in the event such rates are found to be insuf-
ficfent, in practice, for prudent operation of the unit.

El Paso Ratural Gas Company, &3 Unit Operator of ths subject unit, has
found. that the costs of operation of thig Unit have stesdily risemn over the years
to the point that. the rates as originally provided have proven to be :l.nsufficient

. to meet. the increased operating costs, Therefore, in the intereést of proper’ and
efffcient administration of the unit, it is deemed necessary that the Operating
Agresment be amended to provide a more current and realistic basis for allocating
costs and operating expenseg, Wa feel this can bésk be accomplishad ‘using the
CGPAS form which has become standard in this area,

- Thig letter, when execiited, shall evidence your consent and agreement
to amend. the Unit Operating Agréement by deleting and abolishing the present
Accounting Procedure and aubstituting therefor the attached Acconnting Procedure
in its entirety, Such conssnt and agreement shall evidence and constitute a valid
&nd ‘effective Amendment to subject Unit Operating Agreement and shall become ef-
fective as of the first day of January, 1966.

Very truly yours,

EL PASO FATURAL GAS COMPANY.

Provided at least 50% of the By
working interest owners agree to samg,

AGREED TO AND ACCEPTED this )
21st day of’ .Feyruarv}(.‘.”’_ » 1966

;?L(ﬁ/a/ /y///’/ /z‘ R /é fO///ﬁ,a/

,/ Jane Phill:.ps Ladouceur
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6] C@ aso Qaaiural gas @0144[)any

El Prso, Toves

Janvary 14, 1966

TO ALL WORKING INTEREST OWNERS:

Re: Accounting Procedure Y ¢
Allison Upit -
8an Juan County, New Mexico

Gentlemens

Pursuant to the terms of Section 11, Paragraph 12 G of the Accounting
Procedure of the Unit Operating Agreement for the captiomed Unit, provision is
‘made for adjusting overhead rates in the event such rates. are found to be inguf-
ficfent, in practice,.for prudent operation of the unit'

El Paso Natural Gas Company, as Unit Operator of the subject unit, has
found that the costs of operation of this Unit bave steadily risen over the years
to the point that the rates as originally provided have proven to be insufficient
. to meet the increased operating; costs, Therefore, in the interest of proper and
afficient administration of the wait, it i{s deemed necessaty that the Operating
Agreement be amended to provide a more cirrent and realistic basis for- allocating
costn and operat;lng expensey, We feel this cen bést be accomlished ‘using the

COPAS form which has become stan.dard in thig ares,

: - Thip letter, when executed, shall evidenee your cengent @nd agreement
to amend the Unit Operating Agréement by deleting and abolishing the present
Accounting Procedurs and substituting therefor the asttached Accounting Procedure
in its entirety, Such conszeat and agreement shall evidence and comstitute 'a valid
and effective Amsndment to subject Unit Operating Agreement and shall become ef-
fective as of the first day of Jsouary, 1966,

Very truly yours,

EL PASO NATURAL GAS COMPANY.

Provided at least 507% of the By_
working interest owners agree to safig,
AGREED TO AND AGCEPTED this o
LAoth day of February . > 1966

/9
nyuf/’//b/zwwy (. (* ,/ /vz,gg
Winnie A, Phillips b?




‘Provided at least 50% of the Br_. 7 =

(gl (@ aso aiural gas @ompawy

6[ Cg)am, gexas -‘"\‘

January 14, 1966 -

TO ALL WORKING INTEREST OWNERS: -

Res Accounting Pro d’ur,e
Allison Unit C
San Juan County, New Mexlco

Gentlemen:

Pursuant to the terms of Section 11, Paragraph 12 G of the Accounting
Procedure of the Unit Operating Agreement for the captioned Unic, ptovision is
made for adjusting overhead rdtes in the event such rates are found to be insuf-
ficfent, in practice, for prudent operation of the unit,

El Paso Natural Gas Company, as Unit Operator of the subject unit, has
for.md that the costs of oprration of this Unit have stesdily rigen over the years
to the point that the rates as originmally provided have proven to be mgufﬂcient:
to meet the increased operating costs, Tberefore, in the interest of’ proper and
afficient administration of the wmit, it is deemsd necegsary that che Operating -

‘Agreement be amended to provide & more current and realistic basis for- allocnting

costs and operating expenses, We feel this can best be accompliahed ‘using the

CGPAS form which bas becoms atandard in this area.

- This letter, when executed, shall evidenee your consent. and agreement
to amend the Unit Operating Agreemsnt by deleting and abolishing the present
Acéounting Procedure and substitutiag therefor the attached Accounting Procedure
in its entirety, Such comsent and agreement shall evidence and constitute a wvalid
and ‘effectiva Amspdment to subject Upit Operating Agmemnt ‘and ghall Becoms ef-
fective as of the first day of Jamuary, 1966,

Very truly yours,

EL PASO NATURAL GAS COMPANY.

working interest owners agree to same / Attomey-iﬂalfact;
AGREED TO AND AGCEPIRD this
i5th day of ngr_u ; . s 1966

by XA /7_@0

R H. H. Phllllps




61 C@ aso C)/Zaiuraz gas @onlfzpany

El Prco, Trzas

January 14, 1966

TO ALL WORKING INTEREST OWNERS: [)\f 5}\%

Re: Accounting Procedure
Allison Unit
San Juan County, New Mexico

Gemrtlemen:

Pursuant to the terms of Section 11, Paragraph 12 G of the Accounting
Procedure of the Unit Operating Agresment for the captioned Unit, provision is
made for adjusting overhead rates in the event such rates are found to be insuf-
ficfent, in practice, .for prudent operation of the uni.t.

El Pasc Watural Gas Company, as Unit Operator of the assbject unfit, has
found that the costs of operation of this Unit haye stendily risén over the yeats
to the point that the rates as origimally provided have proven to be insnffic:lent

. to meet. the increased opérating costs, Iherefore, ip the interest of proper and
; e,fficient aduministration of the wnit, i is deemed necessary that the Operating
‘Agreement be amended to provide a more current and realistie basis ‘for allocating
coste and operating expsnseg, We feel this can bést be accomplished using the
.COPAS form which has become utanda:d in this ares,

This letter, when executed, shall evidence your consent and agreemant
to smend: the Unit Operating Agreément by deleting and sbolishipg the présent
Accounting Proc@dm:e and snbstituting therefor the sttached Aeconnting Procedure
in its entiret¥®, Such consent and agresment sball evidence and comstitute a valid
and ‘effective Amendment to pubject Umit Operating Agreement and shall becoma ef-
fective as of the first day of January, 1966.

Very truly yours,

EL PASO NHATURAL GAS COMPANY.

Attorney°in=vﬂact T
AGREED TO AND AGCEPTED this
day of . 1966
CCiwelaiy

By.. % %‘_
N j o Y¥Lve=rreg utiic

=g vivry

Fn H- RHF‘.EH . . i




P.0.BOX 1492
EL PASO, TEXAS 79978

PHONE: 915.543-2600

EiPaso Gy

May 15, 1978

Ms. Ruth P. Bisiker
c/o Trust Department
First National Bank in Dallas
Dallas, Texas 75202

Dear Mé. Bisiker:

: You or your predecessors in title are a party to each of the
0perat1ng Agreements described on the attached Exhibit "A".. The Account-
ing Procedures attached to and made a part of each 0perat1ng Agreement
do not provide for adjustment of overhead rates and the rates presently .
in effect are unreasonably low. Administrative costs have increased
.substantially since the Operating Agreements were entered into. E1 Paso
proposes that the Operating Agreements be amended by substituting the
~attached COPAS-1974 Accounting Procedure. for ones presently .in.use.
The rates used in the proposed COPAS-1974 Accounting Procedure'are those
used by E1 Paso as of April 1, 1978 for new wells and upon your- accept-
_ance of the new Account1ng Procedure the new rates will be effect1ve as
- of June 1, 1978.

EL PASO NATURAL GAS COMPANY

Vice President

TWB DI:ec

Agreed To and Accepted this
day of . 1978.

%%%4 s
. POOR
COPY




EPNG
FILE, __ PROPERTY NAME

EXHIBIT "A" TO LETTER
AGREEMENT DATED MAY 15, 1978 BETWEEN
EL PASO NATURAL GAS COMPANY AND
RUTH P. BISIKER
AMENDING ACCOUNTING PROCEDURES

" ACREAGE DESCRIPTION

OPERATING
AGREEMENT DATE

Allison Unit

San Juan Co., NM

11/15/49



NATURAL GAS .0.80)
EE PESD COMPANY ... . ELOPESOC;(, 1T?Zg)(2AS 79978

[ e * ) @ {- PHONL: 915-543-2600
B\‘ SN : L; ;

B e X
MAT 20 & Tyay 15, 1978
varn .o R
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Amerada Hess Corporation

P. 0. Bo 8 .
Hous , Texas 77001

Gentlemen:

You or your predecessors in title are a party to each of the
Operating Agreements described on the attached Exhibit "A". The Account-
ing Procedures attached to and made a part of each Operating Agreement
do not provide for adjusiment of overhead rates and the rates presently
in effect are unreasonably Tow. Administrative costs have increased
substantially since the Operating Agreements were entered inteo. E1 Paso
proposes that the Operating Agreements be amended by substituting the
attached COPAS-1974 Accounting Procedure for ones presently in use.

The rates used in the proposed COPAS-1974 Accounting Procedure are those
used by E1 Paso as of April 1, 1978 for new wells and upon your accept-

ance of the new Accounting Praocedure the new rates will be effective as

of June 1, 1978.

EL PASO NATURAL GAS COMPANY

By ﬁj.ul;uk

Vice President

TWB:DI:ec

Agreed To and Accepted this
day of 1978.
AMERADA HESS GORPOR SOI\\(

B ﬁ@%@ .
PoAS Cozart

Senicr Vice Prosident POOR
corY
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EPNG

EXHIBIT "A" TO LETTER
AGREEMENT DATED MAY 15, 1978 BETWEEN
EL PASO NATURAL GAS COMPANY AND
AMERADA HESS CORPORATION
AMENDING ACCOUNTING PROCEDURES

OPERATING

FILE PROPERTY NAME ACREAGE DESCRIPTION AGREEMENT DATE

C-300 Helton #1 A11 Sec. 18-33N-84 LaPlata County, CO 1/1/54

C-5700 Coloradd 32-7 #10 Sec. 22 & 23-32N-7W LaPlata County, CO 9/12/63
Allison Unit San Juan County, NM 11/15/49
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§ NATURAL GAS P. 0. BOX 1492
E p&ﬁﬁ COMPANY EL PASO, TEXAS 79978
PHONE: 915-543-2600

May 15, 1978

Mr. H. H. Phillips
314 Milam Bldg.
San Antonio, Texas 78205

Dear Mr. Phillips:

You or your predecessors in title are a party to each of the

Operating Agreements described on the attached Exhibit "A". The Account-
ing Procedures attached to and made a part of each Operating Agreement
do not provide for adjustment of overhead rates and the rates presently
in effect are unreasonably low. Administrative costs have increased
substantially since the Operating Agreements were entered into. El Paso
proposes that the Operating Agreements be amended by substituting the
attached COPAS-1974 Accounting Procedure for ones presently in use.
The rates used in the proposed CQPAS-1974 Accounting Procedure are those
used by E1 Paso as of April 1, 1978 for new wells and upon your accept-
ance of the new Accounting Procedure the new rates will be effective as
of June 1, 1978.

EL PASO NATURAL GAS COMPANY

By ﬁﬁm

Vice President

TWB:DI:ec

Agreed To and Accepted this
19tHWay of . May 1978.
, 7

w YA ILLL _*

H. H. Phitlips &




EXHIBIT "A" TO LETTER
AGREEMENT DATED MAY 15, 1978 BETWEEN
EL PASO NATURAL GAS COMPANY AND
H. H. PHILLIPS
AMENDING ACCOUNTING PROCEDURES

EPNG - OPERATING
FILE __ PROPERTY NAME ACREAGE DESCRIPTION AGREEMENT DATE

Allison Unit San Juan Co., NM - 11/15/49
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P.0.BOX 1482
EL PASO, TEXAS 79978

PHONE: 815-543-2600

El Paso s

May 15, 1978

Castle Inc.
205 North Main St.
Butler, Pennsylvania 16001

Gentlemen:

You or your predecessors in title are a party to each of the
Operating Agreements described on the attached Exhibit "A". The Account-
ing Procedures attached to and made a part of each Operating Agreement
do not provide for adjustment of overhead rates and the rates presently
in effect are unreasonably low. Administrative costs have increased

.substantially since the Operating Agreements were entered into. E1 Paso

proposes that the Operating Agreements be amended by substituting the
attached COPAS-1974 Accounting Procedure for ones presently in use.

The rates used in the proposed COPAS-1974 Accounting Procedure are those
used by E1 Paso as of April 1, 1978 for new wells and upon your accept-
ance of the new Accounting Procedure the new rates will be effective as
of June 1, 1978.

EL PASO NATURAL GAS COMPANY

T Bt

By

Al sirs bt 2o

Vice President
TWB:DI:ec

Agreed To and Accepted this
22nd day of . May 1978.

By:



EXBIBIT "A" TO LETTER
AGREEMENT DATED MAY 15, 1978 BETWEEN
EL PASO NATURAL GAS COMPANY AND
CASTLE INC.

AMENDING ACCOUMTING PROCEDURES

EPNG ’ - OPERATING
FILE PROPERTY NAME "ACREAGE DESCRIPTION AGREEMENT DATE

. Allison Unit San Juan Co., NM "11/15/49
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PHONE: 915-543-2600

May 15, 1978

Winnie A. Phillips
314 Milam Bldg.
San Antonio, Texas 78205

Dear Mr. Phillips:

You or your predecessors in title are a party to each of the
Operating Agreements described on the attached Exhibit "A". The Account-
ing Procedures attached to and made a part of each Operating Agreement
do not provide for adjustment of overhead rates and the rates presently
in effect are unreasonably low. Administrative costs have increased

.substantially since the Operating Agreements were entered into. El1 Paso
proposes that the Operating Agreements be amended by substituting the
attached COPAS-1974 Accounting Procedure for cnes presently in use.

The rates used in the proposed COPAS-1974 Accounting Procedure are those
used by E1 Paso as of April 1, 1978 for new wells and upon your accept-
ance of the new Accounting Procedure the new rates will be effective as
of June 1, 1978.

EL PASO NATURAL GAS COMPANY

T i

Vice President

By

TWB:DI:ec

Agreed To and Accepted this
19thday of . May 1978.

i N ( > _
By 'Jééé%é”$ﬁ4bdg (;%1 [ €
Winnie A. Phillips
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EPNG
FILE

PROPERTY NAME

EXHIBIT "A" TO LETTER
AGREEMENT DATED MAY 15, 1978 BETWEEN
EL PASO NATURAL GAS COMPANY AND
WINNIE A. PHILLIPS
AMENDING ACCOUNTING PROCEDURES

ACREAGE DESCRIPTION

OPERATING
AGREEMENT DATE

Allison Unit

San Juan Co., NM

11/15/49
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E pa - NATURAL GAS P. 0. BOX 1492
¢ S COMPANY EL PASO, TEXAS 79978
‘ PHONE: 915-543-2600

May 15, 1978

Ms. Jane Phillips Ladouceur
314 Milam Building
San Antonio, Texas 78205

Dear Ms. Ladouceur:

You or your predecessors in title are a party to each of the

Operating Agreements described on the attached Exhibit "A". The Account-
ing Procedures attached to and made a part of each Operating Agreement
do not provide for adjustment of overhead rates and the rates presently
in effect are unreasonably low. Administrative costs have increased
substantially since the Operating Agreements were entered into. E1 Paso
proposes that the Operating Agreements be amended by substituting the
attached COPAS-1974 Accounting Procedure for ones presently in use.
The rates used in the proposed COPAS-1974 Accounting Procedure are those
used by E1 Paso as of April 1, 1978 for new wells and upon your accept-
ance of the new Accounting Procedure the new rates will be effective as
of June 1, 1978.

EL PASO NATURAL GAS COMPANY

By, //JjELTZC

Vice President

TWB:DI:ec

Agreed To and Accepted this
/19tday of . May 1978.

By ; i AN &-L\\
ne Phillips Ladouceur




EXHIBIT "A" TO LETTER
AGREEMENT DATED MAY 15, 1978 BETWEEN
EL PASO NATURAL GAS COMPANY AND
JANE PHILLIPS LADOUCEUR
AMENDING ACCOUNTING PROCEDURES

EPNG . - OPERATING
FILE PROPERTY NAME ACREAGE DESCRIPTION AGREEMENT DATE

Allison Unit San Juan County, NM 11/15/49
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4 COMPANY EL PASO, TEXAS @- Jllrl-\ 2
PHONE: 815-543-2600

D5 er r P 2o o)
May 15, 1978

Ms. Susanna P. Kelly
Bar K Ranch
Cameron, Montana 59720

Dear Ms. Kelly:

You or your predecessors in title are a party to each of the
Operating Agreements described on the attached Exhibit "A". The Account-
ing Procedures attached to and made a part of each Operating Agreement
do not provide for adjustment of overhead rates and the rates presently
in effect are unreasonably low. Administrative costs have increased

.substantially since the Operating Agreements were entered into. E1 Paso
proposes that the Operating Agreements be amended by substituting the
attached COPAS-1974 Accounting Procedure for ones presently in use.

The rates used in the proposed COPAS-1974 Accounting Procedure are those
used by E]1 Paso as of April 1, 1978 for new wells and upon your accept-

ance of the new Accounting Procedure the new rates will be effective as

of June 1, 1978.

EL PASO NATURAL GAS COMPANY

T Tt

Vice President

TWB:DI:ec

Agreed To and Accepted this
23 day of. 1978

M%@:éw?



. EXHIBIT "A" TO LETTER
AGREEMENT DATED MAY 15, 1978 BETWEEN
EL PASO NATURAL GAS COMPANY AND
SUSANNA P. KELLY
AMENDING ACCOUNTING PROCEDURES

EPNG ' OPERATING
FILE PROPERTY NAME ACREAGE DESCRIPTION AGREEMENT DATE

Allison Unit San Juan Co., NM . 11/15/49



T COPAS — 1974

Recommended by the
Council of Petroleum

Keafisilt 601, TuLsa 7410t Accountants Socleties of

North Americe

1.

S

EXHIBIT *

Attached to and made a part of _lLetter Agreement
dated May 15, 1978

ACCOUNTING PROCEDURE
JOINT OPERATIONS

I. GENERAL PROVISIONS

Definitions

“Joint Property” shall mean the real and personal property subject to the agreement to which this Accounting
Procedure is attached.

“Joint Operations” shall mean all operations necessary or proper for the development, operation, protection and
maintenance of the Joint Property.

“Joint Account” shall mean the account showing the charges paid and credits received in the conduct of the Joint
Operations and which are to be shared by the Parties,

“QOperator” shall mean the party designated to conduct the Joint Operations.

“Non-Operalors” shall mean the parties to this agreement other than the Operator.

“Parties” shall mean Operator and Non-Operators.

“First Level Supervisors” shall mean those employees whose primary function in Joint Operations is the direct
supervision of other employees and/or contract labor directly employed on the Joint Property in a field operat-
ing capacity.

“Technical Employees” shall mean those employees having special and specific engineering, geological or other
professional skills, and whose primary function in. Joint Operations is the handling of specific operating condi-~
tions and problems for the benefit of the Joint Property.

“Personal Expenses” shall mean travel and other reasonable reimbursable expenses of Operator’s employees,
“Material” shall mean personal property, equipment or supplies acquired or held for use on the Joint Property.
“Controllable Material” shall mean Material which at the time is so classified in the Material Classification Manual
as most recently recommended by the Council of Petroleumn Accountants Societies of North America. )
Statement and Billings

Operator shall bill Non-Operators on or before the last day of each month for their proportionate. share of the
Joint Account for the preceding month. Such bills will be accompanied by statements which identify the author-
ity for expenditure, lease or facility, and all charges and credits, summarized by appropriate classifications of in-
vestment and expense except that items of Controllable Material and unusual charges and credits shall be sep-
aralely identified and fully described in detail.

. Advances and Payments by Non-Operators

Unless otherwise provided for in the agreement, the Operator may require the Non-Operators to advance their
share of estimated cash outlay for the succeeding month’s operation. Operator shall adjust each monthly billing
to reflect advances received from the Non-Operators.

Each Non-Operator shall pay its proportion of all bills within fifteen (15) days after receipt. If payment is not
made within such time, the unpaid balance shall bear inierest monthly at the rate of twelve percent (12%) per
annum or the maximum contract rate permitted by the applicable usury laws in the state in which the Joint
Property is located, whichever is the lesser, plus attorney’s fees, court costs, and other costs in connection with
the collection of unpaid amounts,

Adjustments

Payment of any such bills shall not prejudice the right of any Non-Operator to. protest or quéstion the correct-
ness thereof; provided, however, all bills and statements rendered to Non-Operators by Operator during any
calendar year shall conclusively be presumed to be true and correct after twenty-four (24) months following
the end of any such calendar year, unless within the said twenty-four (24) month period a Non-Operator takes
written exception thereto and makes claim on Operator for adjusiment. No adjustment favorable to Operalor shall
be made unless it is made within the same prescribed period. The provisions of this paragraph shall not prevent
adjustments resulting from a physical inventory of Controllable Malerial as provided for in Section V.

. Audits

A. Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit Ope-
rator’s accounts and records relating o the Joint Account for any calendar year within the twenty-four (24) month
period following the end of such calendar year; provided, however, the making of an audit ‘shall not extend the
time for the taking of written exception io and the adjustments of accounts as provided for in Paragraph 4 of this
Section I. Wheré there are two or more Non-Operators, the Non-Operators shall make every reasonable effort to
conduet joint or simultanecus audits in a manner which will result in a minjmum of inconvenience to the Opera-
tor. Operator shall bear no portion of the Non-Operators’ audit cost incurred under this paragraph unless agreed
to by the Operator.

. Approval by' Non-Operators

‘Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec-
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached containg
no contrary provisions in regard thereto, Operator shall notify all Non-Operators of the Operator’s proposal, and
the agreement or approval 6f a majority in interest of the Non-Operators shall be controlling on all Non-Opera-
tors.
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IL DIRECT CHARGES
Operator shall charge the Joint Account with the foliowing items:
1. Rentals and Royalties
Lesge rentals and royalties paid by Operator for the Joint Operations.
2, Labor

A, (1) Salaries and wages of Operator’s field employees directly employed on the Joint Property in the conduct
of Joint Operations,

(2) Salaries of First Level Supervisors in the field.

(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are
excluded from the Overhead rates.

B. Operator’s cost of holiday, vacation, sickness and disability benefits and other customary allowances paid to
employees whose salaries and wages are chargeable o the Joint Account under Paragraph 2A of this Section
II. Such costs under this Paragraph 2B may be charged on a “when and as paid basis” or by “percentage as-
sessment” on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this
Section II. If percentage assessment is used, the rate shall be based o1 the Qperator’s cost experience.

C. Expenditures or contribuiions made pursuant to assessments imposed - by, governmental authority which are
applicable to Operator’s costs chargeable to the Joint Account under Paragraphs 2A and 2B of this Sec-
tion 1II.

D. Personal Expenses of those employees whose salaries and wages are chargeable 1o the Joint Account under
Paragraph 2A of this Section II

3. Elﬁployee Benefits

Operator's current costs of established plans [or employees’ group life insurance, hospitalization, pension, re-
tirement, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section II shall be Operator's actual
cost not to exceed twenty per cent (20%).

4. Material

Material purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only
such Malerial shall be purchased for or transferred to the Joint Property as may be required for immediate use
and is .reasonably practical and consistent with efficient and economical operations. The accumulation of sur-
plus stocks shall be avoided.

5. Transportation

Transportatlon of employees and Material necessary for the Joint Operations but subject to the following limita-
tions:

A. If Material is moved to the Joint Property from the Operator's warehouse or other properties, no charge shall
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store,
recognized barge terminal, or railway receiving point where like material is normally available, unless agreed
to by the Parties.

B. If surplus Material is moved to Operator's warehouse or other storage point, no charge shall be made to the
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized barge
terminal, or railway receiving point unless agreed to by the Parties. No charge shall be made to the Joint Ac-
count for moving Material to other properties belonging to Operator, unless agreed 1o by the Parties.

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking cost
of $200 or less excluding accessarial charges.

6. Services
‘The cost of contract services, equipment and utilities provided by outside sources, except services excluded by
Paragraph 9 of Section II and Paragraph 1. ii of Section III. The cost of professional consultant services and con-
tract services of technical personnel directly engaged on the Joint Property if such charges are excluded from the
Overhead rates. The cost of professional consuliant services or contract services of technical personnel not di-
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by
the Parties.

7. Equipment and Facilities Furnished by Qperator

A. Operator shall charge the Joint Account for use of Operator owned equipment and Iacilities at rates com-
mensurate with costs of ownership and opcration. Such rates shall include costs of maintenance, repairs, other
operating expense, insurance, taxes, depreciation, and interest on investment not to excecd eight per cent (8%)
per annum. Such rates shall not exceed average commercial rates currently prevailing in the immediate area
of the Joint Property.

B.. In lieu of charges in Paragraph 7A above, Operator may elect lo use average commercial rates prevailing in
the irnmediale area of the Joint Property less 20%. For automotive equipment, Operator may elect to use rates
published by the Petroleum Motor Transport Association.

8. Damages and Losses 1o Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary hecause of dam-
ages or losses incurred by fire, flood, storm, theft, accident, or other cause, excepl those resulting from Operator’s
gross negligence or willful misconduct. Operalor shall furnish Non- Operator written notice of damages or losses
incurred as soon as practicable after a report thereof has been received by Operator.

9. Legal Expense
Expense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments
and amounts paid for settlement of claims incurred in or resulting from operations under the agreement or
necessary to protect or recover the Joint Property, except that no charge for services of Operator’s legal staff
or {ees or expense of outside atlorneys shall be made unless previously agreed to by the Parties. All other legal
expense is considered to be covered by the overhead provisions of Section III unless otherwise agreed to by the
Parties, except as provided in Section I, Paragraph 3.
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A_\ll taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera-
tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the
Parties,

10. Taxes

11. Insurance

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par-
ties. In the event Joint Operations are conducted in a state in which Operator may act as self-insurer for Work-
men’s Compensalion and/or Employers Liability under the respective state’s laws, Operator may, at its election,
include the risk under its self-insurance program and in that event, Operator shall include a charge at Operator’s
cost not to exceed manual rates. :

12. Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section III,
and which is incurred by the Operator in the necessary and proper conduct of the Joint Operations.

IIl. OVERHEAD

1. Overhead - Drilling and Producing Operations
i. As compensation for administrative, supervision, office services and warchousing costs, Operator shall charge
drilling and producing operations on either:
{ % ) Pixed Rate Basis, Paragraph 14, or
( ) Perceniage Basis, Paragraph 1B.
Unless otherwise agreed o by the Parties, such charge shall be in lieu of costs and expenses of all offices
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable
under Paragraph 2A, Section II. The cost and expense of services from outside sources in connection with
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considered
as included in the Overhead rates provided for in the above selected Paragraph of this Section III unless such
cost and expense are agreed to by the Parties as a direct charge to ithe Joint Account.
il. The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall
not () be covered by the Overhead rates.

A. Overhead - Fixed Rate Basis
(1) Operator shall charge the Joint Account at the following rates per well per month:

Drilling Well Rate $_941
Producing Well Rate $180

(2) Application of Overhead - Fixed Rate Basis shall be as follows:
(a) Drilling Well Rate
[1] Charges for onshore drilling wells shall begin on the date the well is spudded and terminate on

the date the drilling or completion rig is released, whichever is later, except that no charge shall
be made during suspension of drilling operations for fifteen (15) or more consecutive days.

[2] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment
arrives on location and terminate on the date the drilling or completion equipment moves off loca-
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen-
sion of drilling operations for tifteen (15) or more consecutive days

[3] Charges for wells undergoing any type of workover or recompletion for a period of five (5) con-
secutive days or more shall be made at the drilling well rate. Such charges shall be applied for
the period from date workover operations, with rig, commence through date of rig release, except
that no charge shall be made during suspension of operations for fifieen (15) or more consecutive
days.

(b) Producing Well Rates

[1] An active well either produced or injected into for any portic;n of the month shall be considered
as a one-well charge for the entire month.

[2] Each active completion in a multi-completed well in which production is not commingled down
hole shall be considered ag a one-well charge providing each completion is considered a separate
well by the governing regulatory authority.

[3] An inactive gas well shut in because of overproduction or failure of purchaser to take the produc-
tion shall be considered as a one-well charge providing the gas well is directly connected to a per-
manent sales outlet.

[4] A one-well charge may be made for the month in which plugging and abandonment operations
are compleied on any well.

[5] All other inactive wells (including but not limited to inactive wells covered by unit allowable,
~ lease allowable, transferred allowable, etc.) shall not qualify for an overhead charge.

(3) The well rates shall be adjusted as of the first day of April each year following the effective date of the
agreement 1o which this Accounting Procedure is attached. The adjustment shall be computed by multi-
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc-
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be
the rates currenily in use, plus or minus the computed adjustment,
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B. Overhead - Percentage Basis _
(1) Operator shall charge the Joint Account at the following rates:
{a) Development

—— . Percent ( %) of the cost of Development of the Joint Property exclusive of costs
provided under Paragraph 9 of Section IT and all salvage credits.

(b) Operating
———— Percent ( %) of the cost of Operating the Joint Property exclusive of costs provided
under Paragraphs 1 and 9 of Section II, all salvage credits, the value of injected substances purchased
for secondary recovery and all taxes and assessments which are levied, assessed and paid upon the min-
eral interest in and to the Joint Property.

(2) Application of Overhead - Percentage Basis shall be as follows:

For the purpose of determining charges on a percentage basis under Paragraph 1B of this Section III, de-
velopment shall include all costs in connection with drilling, redrilling, deepening or any remedial opera-
tions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com-
pleted as a producer, and original cost of construction or installation of fixed assets, the expansion of fixed
assets and any other project clearly discernible as a fixed asset, except Major Cunstruclmn as delned in
Paragraph 2 of this Section III. All other costs shall be consxdered as Operating.

2. Overhead - Major Construction

To compensate Operator for overhead costs incurred in the construction and installation of fixed assets, the ex-
pansion of fixed assets, and any other project clearly discernible as a fixed asset required for the development and
operation of the Joint Property, Operator shall either negotiate a rate prior to the beginning of constructxon or shall
charge the Joint Account for Overhead based on the following rates for any Major Constructimn project in excess
of . T ;
A. * % of total costs if such costs are more than$____ but less than $_|
B. % 9 oftotal costs in excess of $_________ but less than $1,000,000; plus |
C. . * o of total costs in excess of $1,000,000. |
Total cost shall mean the gross cost of any one project. For the purpose of this paragraph,|the component parts
of a single projecl shall not be treated separately and the cost of drilling and workover wells| shall be excluded.

3. Amendment of Rates

The Overhead rates provided for in this Section IIT may be amended from time {o {ime only by mutual agreement
between the Parties hereto if, in practice, the rates are found to be insufficient or excessive,

; plus

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TRANSFERS AND DISPOSITIONS

Operator is responsible for Joint Account Materjal and shall make proper and timely charges and credits for all ma-
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how-
ever, at Operator’s option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition
of idle and/or surplus Material, such disposal being made either through sale to Operator or Non-Operator, division in
kind, or sale to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera-
tors in surplus condition A or B Material. The disposal of surplus Controllablc Material not purchased by the Opera-
tor shall be agreed to by the Parties.

1. Purchases
Material purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case
of Material found to be defective or returned to vendor for any other reason, credit shall be passed to the Joint
Account when adjustment has been received by the Operator.

2, Transfers and Dispositions
Material furnished to the Joint Property and Material transferred from the Joint Property or disposed of by the
QOperator, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis-
counts:
A. New Material (Condition A)

(1) Tubular goods, except line pipe, shall be priced at the current new price in effect on date of movement on a
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest
published price f.0.b. railway receiving point or recognized barge ferminal nearest the Joint Property
where such Malerial is normally available,

(2) Line Pipe
(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of

movement, as lisied by a reliable supply sfore nearest the Joint Property where such Material is nor-
‘mally available.

(b) Movement of 30,000 pounds or more shall be priced under provisions of tubular goods pricing in Para-
graph 2A (1) of this Section IV. .

(3) Other Material shall be priced at the current new price, in effect at date of movement, as listed by a reliable
supply store or f.0.b. railway receiving point nearest the Joint Property where such Material is normally
available,

B. Good Used Material (Condition B)
Material in sound and serviceable condition and suilable for reuse without reconditioning:
(1) Material moved to the Joint Property
(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 2A of this Section IV.
(2) Material moved from the Joint Property

(a) At seventy-five percent (75%) of current new price, as determined by Paragraph 24 of this Sectxon Iv,
if Material was originally charged fo the Joint Account as new Material, or

*To be negotiated. —4—
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(b) at sixty-five percent (65%) of current new price, as determined by Paragraph 2A of this Section
1V, if Material was originally charged to the Joint Account as good used Material at seventy-five per-
cent (75%) of current new price,

The cost of reconditioning, if any, shall be absorbed by the transferring property.
C. Other Used Material (Condition C and D)
(1) Condition. C
Material which is not in sound and serviceable condition and not suitable for its original function until
after reconditioning shall be priced at fifty percent (50%) of current new price as determined by Para-

graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro-
vided Condition C value plus cost of reconditioning does not exceed Condition B value.
{2) Condition D

All other Material, including junk, shall be priced at a value commensurate with iis use or at prevailing
prices. Material no longer suitable for its original purpose but usable for some other purpose, shall be
priced on a basis comparable with that of items normally used for such other purpose. Operator may dis-
pose of Condition D Material under procedures normally utilized by the Operator without prior approval
of Non-Operators.

D. Obsolete Material

Material which is serviceable and usable for its original function but condition and/or value of such Material

is not equivalent to that which would justify a price as provided above may be specially priced as agreed to by

the Parties. Such price should result in the Joint Account being charged with {he value of the service ren-

dered by such Material.

E. Pricing Conditions

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents (15¢) per
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section IT.

(2) Material involving erection costs shall be charged at applicable percentage of the current knocked-down
price of new Material.

3. Premium Prices

‘Whenever Material is not readily obtainable at published or listed prices 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 Material at the Qperator’s actual cost incurred in providing such Material, in making it suitable for use,
and in moving it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed
charge prior to billing Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and
notifying Operator within ten days after receiving notice from Operator, to furnish in kind all or part of his share
of such Material suitable for use and acceptable to Operator.

4. Warranty of Material Furnished by Operator

Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the
Joint Account until adjustment has been received by Operator from the manufacturers or their agents.

Y. INVENTORIES
The Operator shall maintain detailed records of Controllable Material.

1. Periedic Inventories, Notice and Representation
At reasonable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Material,
‘Written notice of intention to take inventory shall be given by Operator at least thirty (30) days before any inven-
tory is to begin so that Non-Operators may be represented when any inventory is taken. Failure of Non-Operalors
to be represented at an inventory shall bind Non-Operators to accept the inventory taken by Operator.

2. Reconciliation and Adjustment of Inventories

Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages and shortages
shall be furnished to the Non-Operators within six months following the taking of the inventory. Inventory ad-
justments shall be made by Operator with the Joint Account for overages and shortages, but Operator shall be
held accountable only for shortages due {o lack of reasonable diligence.

3. Special Inventories 7
Special Inventories may be taken whenever there is any sale or change of interest in the Joint Property. It shall
be the duty of the party selling to notify all other Parties as quickly as possible after the transfer of intevest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory.

4. Expense of Conducting Periodic Inventories

The expense of conducting periedic Inventories shall not be charged to the Joint Account unless agreed to by the
Parties.




GAS BALANCING AGREEMENT

ALLISON UNIT

Attached to and made a part of Unit Operating Agreement
(or Unit Accounting Agreement) dated November 15, 1949

1.

In accordance with the terms of the Unit Operating Agreement (hereinafter also
referred to as Unit Accounting Agreement when applicable) to which this

Agreement is attached, each party shall take its share of 0il and gas in kind

and separately dispose of its proportionate share of the oil and gas produced

from the wells ( i - u : l%f

N : . .

i ~the-context of-the—subject—-
Unit Agreement—and-Unit-Operating--Azresment) on the leases within the Contract
Area. In the event any party hereto fails, or is unable, to take and market
its share of the gas as produced for any reason, the terms of this Agreement
shall automatically become effective. .

2.

As long as any gas produced from any of said wells is subject to the
regulations of the Federal Energy Regulatory Commission (FERC), or any
successor governmental authority, under any section of the Natural Gas Act,
the Natural Gas Policy Act of 1978 (NGPA), or other statutory asuthority, which
establishes maximum lawful prices for the gas, each party should receive its
allocated share of the category of gas in accordance with its interest in
production from said well. It is the intent of this Agreement that balancing
of gas taken will be based upon the allocated volumes of each category of

gas. Any deregulated gas shall be treated as a separate category for purposes
of balancing.

3.

During any period or periods when a party fails, or is unable, to take and
market its full share of gas produced, each of the other parties shall be
entitled to but not obligated to, take and deliver to its purchaser its
proportionate part of all of such gas production not taken by others. Each
party failing to take or market its full share of the gas as produced shall be
considered underproduced by a quantity of gas equal to its share of the gas
produced from the lease, less such party's share of the gas taken by such
party or in behalf of such party, vented, lost, or used in lease operatioms.
Those psrties which are capable of taking and marketing the underproduced
quantity of gas allocable to an underproduced party, in the absence of any
other agreement between them, shall each take a share of the gas attributed

to each underproduced party in the direct proportion that said producing
party's interest bears to the total interest of all parties taking
underproduced gas and each of said producing parties shall be considered to be
overproduced. All gas (including overproduction or make-up) taken and
marketed by a party in accordance with the terms of this Agreement, regardless
of whether such party is underproduced or overproduced, shall be regarded as
gas taken for its own account with title thereto being in such party.

4.

All parties hereto shall share.in and own the liquid hydrocarbons recovered
from all gas by primary separation equipment prior to processing in a gas
plant in accordance with their respective interests as specified in the above
described Operating Agreement, whether or not such parties are actually
producing and marketing gas at such time.

5.

The Operator will maintain appropriate accounting on a monthly and cumulative
basis of the quantities of gas each party is entitled to receive and the
quantities of gas taken and marketed by each of the parties. For the sole
purpose of implementing the terms of this Agreement and adjusting gas
imbalances which may occur, each party disposing of gas from the lease in any
month, to the extent required, shall furnish or cause to be furnished to the
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Operator by the last day of each calendar month a statement showing the total
volume of gas sold by such party or taken in kind for its own account during
the preceding calendar month (the “report period"). Within sixty (60) days
after the end of each report period, the Operator ghall upon written request
of non-operator furnish each such party a statement showing the status of the
overproduced and underproduced accounts of all parties. All gas volumes under
this paragraph will be identified by the appropriate category provided under
the NGPA or any other law or regulation in effect. 1In the event deregulation
occurs, the gas volumes will be identified additionally in that category.

Each party to this Gas Balancing Agreement agrees that it will not utilize any
information obtained hereunder for any purpose other thar implementing the
terms of this Gas Balancing Agreement. '

6.

Any party who is underproduced ag to a given category of gas shall endeavor to
bring its taking of gas of that category into balance. After written notice
to the Operator, any party may begin taking and delivering to its purchaser(s)
its full share of each category of gas produced. To allow for the recovery
and make up of underproduced gas in a category and to balance the gas account
for the interests, the underproduced party or parties for a category of gas
shall after written notice to the Operator, also be entitled to take up to an
additional fifty percent (50%) of the monthly quantity of that category of gas
attributable to each overproduced party. In the event there is more than one
underproduced or overproduced party, unless otherwise agreed, each )
underproduced or overproduced party's share of make-up gas shall be in the
direct proportion of its interest to the total interests of all underproduced
or overproduced parties taking or furnishing make-up gas. The first gas made
up shall be assumed to he the first gas underproduced. Gas production from
other well(s) under this Agreement cannot be used for the purpose of balancing
underproduction from the particular well where an imbalance occurs.

7.

If at the termination of gas production of a given category of gas, an
imbalance exists between the parties, a monetary settlement of the imbalance
between the parties shall be made within a reasonable length of time after
such gas production permanently ceases. The amount of the monetary settlement
will be limited to the proceeds actually received by each overproduced party
at the time of overproduction, less royalties and taxes paid on such
overproduction. If an overproduced party did not sell iis gas but otherwise
utilized such gas in its own operations, such gas will be valued at the
maximum price which the overproduced party could have received for such gas at
the time of overproduction under such party's sales contract, or, if none, the
weighted average price received by all other parties for their gas sold at
that time. That portion of the monies collected by each overproduced party
which is subject to refund by orders of the FERC, may be withheld by :he
overproduced party until such prices are fully approved by the FERC, unless
each underproduced party furnishes a bond or corporate undertaking agreement
acceptable to the overproduced party to hold the overproduced party harmless
from financial loss due to orders by the FERC.

8.

Nothing herein shall change or affect each party's obligations to pay its
proportionate share of all costs and liabilities incurred in gperations, as
its share thereof is set forth in the above described Unit Operating Agreement.

9,

Each party shall pay, or cause to be paid, all production and severance taxes
due on all volumes of gas actually utilized or sold for its own account.

10.
Nothing herein shall be construed to deny any party the right, from time to
time, to produce and take or deliver to its purchaser the full well stream for

a period not to exceed seventy-two (72) hours to meet the deliverability test
required by its purchaser.

—2-
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11.

The partimss recognize that at’ some time after the date of this Agreement,
legislation, judicial decision(s) or executive action may cause part or =1l of
the then remaining gas reserves subject to this Agreement to be deregulated
and no longer be subject to Federal price regulation. If in such an event an
imbalance exists between the parties as to a given category of gas which is
deregulated, a monetary settlement of such imbalance between the parties shall
be made. The amount of the monetary settlement will be 1imited to the
proceeds actually received by each overproduced party at the time of
overproduction, less royalties and taxes paid on such overprodugtion, up to
and including the date deregulation occurs. After such monetary settlement
has been fully made for any imbalance that existed for a given category of gas
on the date of price deregulation, this Agreement shall continue to apply to
all gas produced from lands covered by the Operating Agreement.

1z.

Nothing herein shall be construed as ever altering, amending or negating any
agreement heretofore entered into by any party hereto obligating such party to
pay any overriding royalty, payment out of production or reyalties payable
under any lease out of its interest regardless of whether such party is or is
not taking or selling its full share of production.

13.
This Agreement shall remain in force and effect as long as the Unit Operating
Agreement is in effect and thereafter until the gas balance accounts between

the parties are settled in full and shall accrue to the benefit and be binding
upon the parties hereto, their successors, tepresentatives, and assigns.
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. MERIDIAN OIL . LAND - FARMINGTON

Tenneco 0il Company

PLEASE RETURN TO

Decembet“'(lf} 19872
f?iﬁk\

RECEIVED ™77
DEC =7 1987

Attention: Mpr. David Motloch
Post Office Box 3249 E.E(;ikl
Englewood, Colorado 80155

Re: Gas Balancing Agreements
Federal Units .
San Juan Basin

Gentlemen:

Meridian 0il Inc. has proposed that the Unit Operating Agreements covering the
below Federal Units be amended to include the attached Gas Balancing Agreement.

Allison Unit San Juan County, New Mexico
Canyon Largo Unit San Juan County, New Mexico
Huerfano Unit San Juan County, New Mexico
San Juan 28-6 Unit San Juan County, New Mexico
San Juan 29-7 Unit San Juan County, New Mexico

San Juan 30-6 Unit San Juan County, New Mexico

Subject to your acceptance of the revisions set out below, this agreement will
be effective for the units shown above.

For:

Add:

Add:

Adad:

the Allison Unit only (a fixed interest unit): Delete the words in
parentheses starting on Line 5 of Paragraph 1 and ending on Line 7.

to Paragraph 5 at the end of the second sentencée the following clause:

"provided, however, that such statements shall only be required in
the event that split-stream gas sales are being made or a common
purchaser does not provide Operator with monthly statements showing
the total gas volumes sold by each joint interest owner.”

to Paragraph 7, Line 1, after the words "category of gas" the
following words: “within a well.™

to Paragraph 11 at the end of the next to last sentence the following
sentence:

»I1f an overproduced party did not sell its gas but otherwise utilized
such gas in its own operations, such gas will be valued at the
maximum price which the overproduced party could have received for
such gas at the time of overproduction under such party‘'s sales
contract, or, if none, the average welighted price received by all
other parties for their gas sold at that time.”

Meridian Oif Inc., 3535 East Sbrh St.. P.O Box 4289, Farmington. New Mexico 87499-4289, Telephone 505-327 0251




Tenneco 0il Company ~2- December 4, 1987

If you are in agreement with these revisions, please sign and return one (1)
copy of this letter.

Yours very truly,

S o Pt

Tom F. Hawkins
Senior Landman

TFH/t1m

Enclosure

GBA files for above units
Doc. #0273L

AGREED TO AND ACCEPTED this _24th. day of March, 1988 | 398%. and
effective May 1, 1986.
TENNECO OIL COMPANY *

By Hoo. C)"’c‘}g e

P.W. Caycegéﬁié/
Title Attorney-in~Falt

* Subject to Tenneco 0il- Company's conditional letter dated
March 24, 1988.
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" MERIDIANOIL M smorandum

To: Ms. Debbie Clymer Date: May 2, 1988
From: Terry Mosher Location: Land Department
Farmington

Re: Gas Balancing Agreement
Allison Unit
San Juan County, New Mexico

Attached please find an executed copy of the Gas Balancing Amendment to the
Allison Unit from Tenneco 0il Company.

Since the other units referenced in our letter dated December 4, 1987, have
not been released, we are holding Tenneco's acceptance on those units until
sufficient working interest approval has been received to release them.

If you have any gquestions regarding this matter, please contact Mr. Tom

Hawkins (505-326~9763) or myself.

tlim

Attachment
Allison Unit, 2.0
Doc. #29+

FM-MO-0001
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GAS BALANCING AGREEMENT

Unit

Attached to and made a part of Unit Operating (or Unit Accounting)

Agreement dated

1.

In accordance with the terms of the Unit Operating Agreement (hereinafter also
referred to as Unit Accounting Agreement when applicable) to which this )
Agreement is attached, each party shall take its share of oil and gas in kind
and separately dispose of its proportionate share of the oil and gas produced
from the wells (as used hereinafter the term "well(s)"” shall mean participating

"area or non-commercial unit well as defined within the context of the subject

Unit Agreement and Unit Operating Agreement) on the leases within the Contract
Area. In the event any party hereto fails, or is unable, to take and market
its share of the gas as-produced for any reason, the terms of this Agreement

shall autcmatically become effective.

2.

As long as any gas produced from any of said wells is subject to the
regulations of the Federal Energy Regulatory Commission (FERC), or any
successor governmental authority, under any section of the Natural Gas Act,
the Natural Gas Policy Act of 1978 (NGPA), or other statutory authority, which
establishes maximum lawful prices for the gas, each party should receive its
allocated share of the category of gas in accordance with its interest in
production from said well. It is the intent of this Agreement that balancing .
of gas taken will be based upon the. zllocated volumes of each category of

gas. Any deregulated gas shall be treated as a separate category for purposes

of balancing.

3.

During any period or periods when a party fails, or is unable, to take and
market its full share of gas produced, each of the other parties shall be
entitled to but not obligated to, take and deliver to its purchaser its
proportionate part of all of such gas production not taken by others. Each
party failing to take or market its full share-of the gas as produced shall be
considered underproduced by a quantity of gas equal to its share of the gas
produced from the lease, less such party's share of the gas taken by such
party or in behalf of such party, vented, lost, or used in lease operations.
Those parties which are capable of taking and marketing the underproduced
quantity of gas allocable to an underproduced party, in the absence of any
other agreement between them, shall each take a share of the gas attributed

to each underproduced party in the direct proportion that said producing
party's interest bears to the total interest of all parties taking
underproduced gas and each of said producing parties shall be considered to be
overproduced. . All gas (including overproduction or make-up) taken and
marketed by a party in accordance with the terms of this Agreement, regardless
of whether such party is underproduced or overproduced, shall be regarded as
gas taken for its own account with title thereto being in such party.

B 4.
All parties hereto shall share in and own the liquid hydrocarbons recovered
from all gas by primary separation equipment prior to processing in 2 gas
plant in accordance with their respective interests as specified in the above
described Operating Agreement, whether or not such parties are actually

producing and marketing gas at such time.

5.

The Operator will malntaln appropriate accountlng on a monthly and cumulative
basis of the quantities of gas each party is entitled to receive and the
quantities of gas taken and marketed by each of the parties. For the sole
purponse of implementing the terms of this Agreement and adjusting gas
imbalances which may occur, each party disposing of gas from the lease in any
month, to the extent required, shall furnish or cause to be furnished to the



Operator by the last day of each calendar month a statement showing the total
volume of gas sold by such party or taken im kind for its own account during
the preceding calendar month (the “report period”). Within sixty (60) days
after the end of each report period, the Operator shall upon written request
of non-operator furnish each such party a statement showing the status of the
overproduced and underproduced accounts of all parties. All gas volumes under
this paragraph will be identified by the appropriate category provided under
the NGPA or any other law or regulation 'in effect. In the event deregulation
occurs, the gas volumes will be identified additionally in that category.

Each party to this Gas Balancing Agreement agrees that it will not utilize any
information obtained hereunder for any purpose other than implementing the

terms of this Gas Balancing Agreement.

6.

Any party who is underproduced as to a given category of gas shall endeavor to
bring its taking of gas of that category into balance. After written notice
to the Operator, any party may begin taking and delivering to its purchaser(s)
its full share of each category of gas produced. To allow for the recovery
and make up of underproduced gas in a category and te balance the gas account
for the interests, the underproduced party or parties for a category of gas
shall after written notice to the Operator, also be entitled to take up to an
additional fifty percent (50%) of the monthly quantity of that category of gas
attributable to each overproduced party. In the event there is more than one
underproduced or averproduced party, unless otherwise agreed, each
underproduced or overproduced party's share of make-up gas shall be in the
direct proportion of its interest to the total interests of all underproduced
or overproduced parties taking or furnishing make-up gas. The first gas made
up shall be assumed to be the first gas underproduced. Gas production from
other well(s) under this Agreement cannot be used for the purpose of balancing
underproduction from the particular well where an imbalance occurs.

7.

If at the termination of gas production of a given category of gas, an
imbalance exists between the parties, a monetary settlement of the imbalance
between the parties shall be made within a reasonable length of time after
such gas production permanently ceases. The amount of the monetary settlement
will be limited to the proceeds actually received by each overproduced party
at the time of overproduction, less royalties®and taxes paid on such
overproduction. If an overproduced party did not sell its gas but otherwise
utilized such gas in its own operations, such gas will be valued at the
maximum price which the overproduced party could have received for such gas at
the time of overproduction under suech party's sales contract, or, if none, the
weighted average price received by all other parties for their gas sold at
that time. That portion of the monies collected by each overproduced party
which is subject to refund by orders of the FERC, may be withheld by the
overproduced party until such prices are fully approved by the FERC, unless
each underproduced party furnishes a bond or corporate undertaking agreement
acceptable to the overproduced party to hold the overproduced party harmless
from financial loss due to orders by the FERC.

- 8.

Nothing herein shall change or affect each party's obligations to pay its
proportionate share of all costs and liabilities incurred in operations, as
its share thereof is-set forth in the above described Unit Operating Agreement.

9.

Each party shall pay, or cause to be paid, all production and severance taxes
due on all volumes of gas actually utilized or sold for its own account.

10.
Nothing herein shall be construed to deny any party the right, from time to

time, to produce and take or deliver to its purchaser the full well stream for
a period not to exceed seventy-two (72) hours to meet the deliverability test

required by its purchaser.

2

#.-paid on behalf of the underproduced party...



11.

The parties recognize that at some time after the date of this Agreement,
legistation, judicial decislion{s) or executive action may cause part or ail of
the then remaining gas reserves subject to this Agreement to be deregulated
and no longer be subject to Federal price regulation. If in such an event an
imbalance exists between the parties as to a given category of gas which is
deregulated, a monetary settlement of such imbalance between the parties shall
be made. The amount of the monetary settlement will be limited to the
proceeds actually recelved by each overproduced party at the time of
overproduction, less royalties and taxes paid on such overproduction, up Lo
and including the date deregulation occurs. After such monetary setllement
has been fully made for any imbalance that existed for a glven category of gas
on the date of price deregulation, this Agreement shall continue to apply to
all gas produced from lands covered by the Operating Agreement.

12.

Unless otherwise required by provisions of a lease, agreement, Or statute,
rule, regulation, or order of any governmental authority having Jurisdiction,
and regardless of who is disposing of Gas, each Party shall be responsible for
and shall pay or cause to be pald any and all royalties, overriding royalties
and similar encumbrances due on its Percentage Ownership 1n such Gas, and
shall hold the other Parties free from any liability therefore, provided that
no party shall ever be responsible on a price basis higher than the price
actually or constructively received for such Gas.

13. -

This Agreement shall remain in force and effect as long as the Unit Operating
Agreement is in effect and thereafter until the gas balance accounts between
the parties are settled in full and shall accrue to the benefit and be binding
upon the parties hereto, their successors, representatives, and assigns.
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Tenneco Oil Company

A Tenneco Company

Rocky Mountain Division

P.Q. Box 3249 Oelivery Address:
Englewcod, Colorado 80155 6162 Soulh Willow Drive
{303) 740-4800 Englewood. Colorado 80111

March 24, 1988

Meridian 0il Inc.
P.0. Box 4288
Farmington, New Mexico 87499-4289

Attention: Tom F. Hawkins
Senior Landman

Re: Gas Balancing Adreements
San Juan Basin, New Mexico

Gentlemen:

Enclosed for your review are proposed Gas Balancing Agreements for the unit
and non-unit wells Tenneco operates in the Basin.

You will note that these agreements basically tract the former balancing
agreements Meridlan earlier forwarded to Tenneco for approval with the
following minor exceptions:

1. our gas balancing program provides that if a party is taking and that
party is underproduced, it will automatically take an additional share.
This is reflected in the third line of paragraph 3 where we have deleted
the words "be entitled to, but not obligated to," between the words
"shall" and "take".

2. our Administrative group is set up to provide each party with an over and
under statement relative to that party but not a statement for all parties
under a well. We have therefore deleted the words "of all parties" from
the end of the fourth to the last sentence of paragraph 5.

3. our balancing program also provides that if a party has less that a 5%
interest and is underproduced, when that party begins to sell it will
automatically receive twice its entitlement unless by doing so all of the
under 5% parties' cumulative takes would reduce the overproduced parties®
takes to less than 50% of their entitlements. This minor change is
reflected in paragraph 6.

In accordance with our earlier agreement, and if our proposed form of
balancing is acceptable to Meridian, we propose that the non—unit Balancing
Agreement be substituted for the earlier Balancing Agreement furnished to you
by our office under letter dated May 19, 1986, as accepted by your letter of



Page Two

Meridian 0Oil Inc. : March 24, 1988

October 20, 1986, copies attached. This agreement would be applicable then to
all of the non-unit wells which Tenneco operates under which Meridian is a
non-operator and which are currently covered by JOAs. These are shown on the
exhibit attached as Exhibit "A" to this letter.

Tenneco also proposes that the Unit Operating Agreement form of Gas Balancing
Agreement which I have enclosed be utilized for the units which Tenneco
operates in the Basin (the San Juan 28-7 and the San Juan 32-9).

We have executed and are returning your proposed Gas Balancing Agreement
letters upon the condition that you execute and return this letter.

If the foregoing is acceptable to you, please so indicate by signing the
original and one copy of this letter, returning the copy to the attention of
David L. Motloch at the letterhead address.

Very truly yours,

TENNECO OIL COMPANY

By: 7424J-C:ifeﬁ¥
. P.W. caycééﬁ?i
Attorney— act

PWC/DLM/ps/4672L
Enclosures

AGREED TO AND ACCEPTED

this _15th day of April « 1988

MERIDIAN OIL INC.

By: %Wz___
AMan Alexdnd .

Area lLand Manager (7;¥/
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PLEASE RETA
MERIDIAN OIL FOR YOURFILE

January 11, 1989
FEDERAL EXPRESS

Arco 011 & Gas Company
Attn: Mr. Pat Miller
300 North Pecos
Midland, Texas 79701

Re: @Gas Balancing Agreements
Federal Units
San Juan Basin
Gentlemen:

Meridian 011 Inc. has proposed that the Unit Operating Agreements covering the
below Federal Units be amended to include the attached Gas Balancing Agreement.

Allison Unit San Juan County, New Mexico

San Juan 28-6 Unit Rio Arriba County, New Mexico
San Juan 29-7 Unit Rio Arriba County, New Mexico
San Juan 30-6 Unit Rio Arriba County, New Mexico

Subject to your acceptance of the revision set out below, this agreement will
be effective for the units shown above. The amendment shall be effective
April 1, 1986.

For: - the Allison Unit only (a fixed interest unit): Delete the words in
parentheses starting on Line 5 of Paragraph 1 and ending on Line 7.

For clarification, each Participating Area is treated as if a separate
formation and any reference to category means NGA gas or NGPA gas as defined
under the regulations of the Federal Energy Regulatory Commission.

If you are in agreement with these revisions, please sign and return one (1)
copy of this letter.

Yours very truly,

S o F Huniliien

TFH:t1m Tom F. Hawkins
Enclosures ) Senior Landman
GBA files
Doc. 181+

5 AGREED TO AND ACCEPTED this \ 1Y day of ‘F{z\b{\m&\! . 1989.
ARCO OIL & GAS COMPANY

o2 I <L g

e
Title Attorney—in-Fact 1/ Qj

¥Subject to Meridian's acceptance of the revision attached hereto

Meridian Oif inc., 35635 East 30th SL., P.O. Box 4289, Farmington, New Mexico 874994289, Telephone 505-327-0251
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ARCQ's Attached Revision

(1) Paragraph #7, Line 6: After the word "royalties" add the following -
"paid on behalf of the underproduced party”.

AGREED TO AND ACCEPTED THIS _ /ot _ day of
Waich. , 1989.

MERIDIAN OIL INC.

BY: 4%1 423%@@ 4FH
TITLE: m%—ﬂ - é@





