
P. 0. BOX 660 

ROSWELL, NEW MEXICO 

February 9, 1954 

New Mexico O i l Conservation 
Committee 
P.O. Box 871 
Santa Fe, New Mexico 

Gentlemen: 

We are enclosing f o r your records a p h o t o s t a t i c 
copy of our a p p l i c a t i o n f o r t e r m i n a t i o n of the Cass 
Ranch Unit Agreement, approved by the U.S.G.S. as of 
February 1, 1954. A copy of t h i s approved a p p l i c a t i o n 
has also been sent t o the Commissioner of Public Lands. 

Very t r u l y yours 

MALCO REFINERIES, INC. 

enc . 



U -K HTMisHT Tite IW-JtlO* 

OKOI/JGICAL S8H?£T 

III THE WITTER OF TIER ) APPLICATION FOR A r^P VAL of 
OMT Af»£S«ENT ) TERMIMATIOli OF THr, 
FOR THE DKVS'l/i* 1RMT ASD OPERATION ) CAS: HA NTH mTT ACKEFMSIIT 
Of THE CASS R/ HCH UMIT ARSA, ) PURSUAXT TO SFOTIMI C p y p 
CMUMrr n» vnTvr. KTATR OF ) TH>*'^F IPK & ^ ^ •> ™ It CRUSTY OF Knivr, STATS OF 
MESS ynico 
To I THE HtmORAHL*: OIRaCT' <K )F TM* GE^LOQICAL '•• ftVM, 

n?:P»RTMRIfr OF THE r*T hF>R, ^HINOTOM, O.C.t 

l u DEC241S53 * 
U. S. GEOLOGICAL SURVEY 

KOSWRL, NEW MEXICO 

Malco Refineries , Ine . , u Unit Oporator and sa owner of on* hundred 

par cantos (100?) ef tho working interest signatory to the Ranch ffnlt 

Aim em ont, I Soc. No* 680, hereby afrees to tho te minatlon of tho said 

Cass Ranch Unit *sre«aent , pursuant tho provisions of Soction 18 therwof , 

and respectfully requests aporoval of the Pireetor of the itoited : tatea 

Oeolofleal Survey to said termination. 

In support of this Application for Termination, tho followinr i s 

respectfully submitted* 

(1) Pursuant to coction 3 of said "nit <:reeount, the -asa anch 

Unit #«11 No. 1, located In E A N^A of Ac t ion 3, Township 2v : ruth, 

Hange 2h Fast , ddy County, New Mexico was dr i l l ed to a total d«^th of 

(2) The following formation tops *-re recordedt 

?an .\ndree 
Clorietta 
ful lerton 
Abo 
Hueco 

/331* 

+ 311* 
- 276 
-1506 

Canyon 
f. tota» 

Woodford 
devonian 

-3706 

sissiasln? ian - r*'-*l 
-6111 
-6130 

(3) Bo eosiiwrcial r i l or gas showings were enco-intirtKi in any of the 

sonos penetrated. 

( l ) The well was pluj.!**d and aba-sinned ctober 1> 3. 

The underfill:neo aorkin" nt rest rmer '.tellcves i t i s reasonably 

detormined thst the unitUod lanu is ,».c*pa""t« of producti«n of ur.itizeo 

s».»bets news in p-r.yin- ..uantities in tf>-» /'or^st ion? tcatftd lhi>xe?zrc 15 

not wHlinsr to inc -jr tha expense and r isk of u r t l i i n ; any &-.iultl>nal t*ct 

we l l s . 

uated this day of -Jecen^r l / S j . 

ATT :-.T J 

Secretary 

^ ) 

V ic* ; rvs iJ mt 

•Mjjs ! iJCl l s s> iB3B 
• n this • day of / , 1> , 'v-for* «. c* - r ^ 

Donald 3 . Anderson, to s« personally known, wN> ' y July sworn, t.i 



eay that te ia tha visa ' resident of Maloo Refineries, Inc. aad that 
the seal affixed to said instraaent is tha corporate seal of said cor
poration, and that said instrument was signed and sealed la behalf ef 
•aid corporation by authority of its Board of Directors, and aala 
Donald «. Anderson acknowledged aald instrument to be th free ect 
and deed ef aald corporation. 

Given under ey band and notarial eeal day of 

My eoaoiasion expiresi 

Jate r 

u , .r* _'a;-£- iva'"1;". I U . L ' a-,re": 

Notary 

J ;:.t-, 

••• • - e •:.! or 

AJL^ 



Sammrj 20, 195A 

Malco Refineries, *ne« 
fr\) I . O.Box 660 

u Roswell, Now HKrioo 

D 

v/ 

Rot Apfl3 cation for arrrov&l of 
TemLa&tieti. of ths Case K&neh 
'Mt Area, Mdy County, New 
Mnxioo 

Centl Assent 

U j bavo your letter datod -.'angary 7, 1954 *cg»tr«r witV a 
w p otoatstie soiy of tbe appli oat-9 on f'.len with thm flhitel States 

r«cie»loal Survey for approval termination of th© Catta Pa cfe 
Hnit a *r eswnt In Sdĉ r County, New exieo. 

He*»"e be ĉhrised t>st v« sprrove your appliontion to terminate 
this particular unit apreewent provided, however, like consent is 
obtained trm t*a tfetited " "ntm Geol opioid 'urwjy an- '11 Tcaaervetiea 
Cf!Kideeion» 

'ory truly ynira, 

%***t*elo»*r of PnbUc tan "8 

eet TMto«? statue Gaolop' c*l Serwy 
>oewell, »cv Mexle© (3) 
Oil Oowierwt̂ lon Coral salon 
Santa Fo, Mew Xexioo (l) 

LLEGIBLE 



P. O. Box 1249 

June lG. 1953 

>4 MISSION 

" 1 

r JUN 2 2 1953 j 

CASS BAECE UNIT 
2ddv Couatv, Kev Mexico 

Si — — — — 

Conservation Commission 
State of New Mexico 
Santa Fe, New Mexico 

Gentlemen: 

Accounting Agreement f o r the Cass Ranch. Unit daxed 
May 1, 1953. 

Yours very t r u l y . 

7/'U *x 
H. H. Kuester, Man-c 
Land and Lease Division 

SMT:ms 

Enclosure 

cc: The Commissioner of Public Lands 
State of New Mexico 
Santa Fe, New Mexico 

T 



iovmcbmr 1952 

Itei-jc HeiA..®ri' a# inc . 
. .v-. .-or 640 

01!. CÔSPRVATION CWMUSICHi 
SANTA r t . NEW « r > 

NOV 24 mo 
III ., 

•.ttent..<-a: H. h'nr'-ir:. -on 

^eor w i n 

with s oo y of your a^vllo** ...or- a«b tu-d io - c ' i t u 
L-mU::- ueologior.l Survey re ..©atlng thot the terRi ©f the 
Seas '•.2~.ch ?*nit 4f . re«»nt be extended u n t i l i>4jc«*tter J 1 , 
1053. 

The ifider.? ;. ;;;e' her*-, y yon.- \ l . 
tirsfc of twelve aon'.ha from >r*i 0 ;*to>; 
v i t - . in which to ooeply with r ^ r ^ c r 
f.-r . 'xe cn i t -^rrs-'.-tient: *<-•'* i I-
•a'.v.'u.:ri^ti«?n fo r ex -eaaion r m i 
% K ...jjitud .•£<•.?»©& Geo .c..icr*X -.. ~ ay, 

tc tr) •jsetsaaico *:£ 
>eo«r i.or 31, 19=2, 

: r i l i i j . - : r ^ u i r - .v.i::t 
r , j ' l i a r 

<>ry y?*uv .yours. 

ILLEGIBLE 
ct 



Ducotaber ^7, 1951 

Male© Koriaefles, Inc. 
it . U. BOX 660 
isoswell, New i exico 

Attentions H. E. Harringt 

lies* S l T j 

?*• nave your letter dnued 
with a mp? of 
States G«ologi 
tho Caae "ait 

\ 

m HA iCH 01 

1951 together 
3d to ti.e Un tod 

ttati the term of 
ctondea to Beeember 31, 1952. 

the une>»rs%nett\l»reb5r consent;- to the extension of 
tiae ©f twelve N^ths f i y i d after .^ej-^ex j l , lggl* 
wifchln^E^ to o^^y--t^tii further drilling re-̂ uJxeraente 
for/Cfca'liasa Unit Ap-eeaiisnt} provided, hoeever, Jifldlsr 

jrorieation far eaeteriaion is granted ty the Director of 
tlief United >ta4»P Geological iiirvey, 

Very truly yours. 

Guy Ui*f are, 
CoBSiiisaionor of , ublie Lane's. 

oes Uil £ons©rvaoion Coamis.'.i n " 
Sai>c& Fe, Hew Mexico 
U« 4.ueoiogieol Purvey 
isoswell. Hew Mexico 



Gct-.-ber 1 1951 
/ 

/ 

Malco Ref ine r i e s , Inc. 
Box 66'' 
Roswel l , New Mexico 

Attention: Mr H. E. 

Re: Cass Ranch Uni t Area 

Gentlemen: 

l a accordance wi th your requeet cf August 24th I am 
pleased to i n f o r m you that I approve the extension of the above 
ca tioned Unit Agreement f o r » per iod of nine (')) months f r o m 
June 24, 1951. 

I also approve the resignat ion of Magnolia Pet roleum 
Company as Unit Operator and the proposal of Malco Ref ine r i e s . 
Inc. , to be Successor Unit Operator of the Cass Ranch Unit 
Area ; provided, however, l ike approval i s had and obtained by 
the Malco Ref ine r i e s , Inc. , f r o m the pr per o f f i c i a l s of the 
Depar tment of I n t e r i o r and this o f f i ce provided wi th a duly 
executed and fede ra l ly approved copy of the Designation fo r 
our f i l e s . 

Very t r i ly your s . 

GUY SHEPARD 
Commiss ioner of Public Lands 

cc: U . S. Geological Survey 
Roswe l l , New Mexico 

O i l Conservat ion Commiss ion 
Santa Fc, N . M . 



"\ /I 

••sar >"'i*. uamlf Isi: 

wXtfckSaiOil o f t i M C 
Iiiiftlicr d r l ilia,.: 
«n4 tt£>*r*tiou © I 
C&miiys He® liosic^ 

cm^ily with tac 
* for tile 4evel*i>&icn.;t 
mh Ihili \ rca , "PiiPy 

I liavc c«^l.aaeU^iliBi i ; ^ -;cst i i i i cres i s t:*e 
^iatc ail Hm £eari»J» i c i K . 'x* served tr/ sucli rc» 

of tlic orJsEl»#J ^fefromaetit. T&ftre/orc, I a^-royc 
your applK*^lo**>Tor oxtoaaioa vl tioe u a i l l 

Tkis Approval i s entire cu-jdHioacc? û -mi approval 
ol t i l ls application lor cxteasiou hviu-;:. k&d i rau tho 
proper officiate; sf tltc ^cpcrtstoiit of iUc I uteri or* 

ILLEGIBLE 
Vary truly ycmrs. 

• . s i ; „ 

L mx ig %s% oner 



MAGNOLIA PETROLEUM COMPANY 
A S O C O N Y - V A C U U M C O M P A N Y 

Roswell, Hew Mexico 

January 23 1950 ; 

Mr. R. R. Spurrier 
New Mexico Oil Conservation Commission 
Santa Fe, Hew Mexico 

Dear Dick: 

I am enclosing two copies of the approval of 
the extension of time i n which to start a well on our Cass 
Ranch Unit i n Townships 19 and 20 South, Range 2U East, 
Eddy County, New Mexico. 

This i s the unit agreement which I discussed with 
Guy Shepherd on the telephone while you and he were i n Washing
ton and you and Guy wired Buck Morrell approving the extension 
for the Commission. 

Thanks a l o t to you and Guy for your friendly coop
eration i n getting this extension of time. 

Yours very t r u l y , 

Ends. 



C O P Y 
csnrEB STATU 

DBPAR̂ MT CF THS INTf»I0R 

GEOLOGICAL SBRVST 

Washington 25, B. 0, 

January 20, 1950 

Magnolia Petroleum Gcaspany 

Roswell, New Meade© 

G ©ntleraen i 

On January 13, 1950, Acting Director of the United States 
Geological Surrey, Thomas B. Nolan, approvad the application dated 
January 3, 1950, filed ir/ your company as unit operator, requesting 
an extension of tiae until February 7, 1950, within which to commence 
the drilling of the initial teat well in the Cass Ranch unit area, 
Bddy County, Hew Mexico, I-S©c Ho« 680 approved July $, 194-9. 

Qac approvad copy af the application is enclosed for your 
record* It is assumed that you will furnish the State of New Mexico 
with whatever evidence of this approval it requires. 

Very truly yours, 

/a/ II« J. Duncan 
For the Director 

Enclosure 



M A O N O I i l A P E T R O L E U M C O M P A N Y 

Roswell, New Mexico 

January 3, 1950 

Director, U. S. Geological Survey 
Washington, D. G. 
Thru Mr. Foster Morrell, Supervisor 
Roswell, "lew Mexico 

Eo % Cass Ranch Unit agreement 
f , 19 and 20 3., p.. 24 E., 
Eddv County. Mew Mexico. 

Bear Sirt 

The Director of the United states Geological Survey approved 
our Cass Ranch Unit Agreement on July 8, 194-9, and under the provisions 
of this Unit Agreement, we agreed to start a well to be drilled to a 
total depth of 3900 feet, or o i l or gas in paying quantities at & lesser 
depth, within six months from that date. 

This six months time w i l l be up on January 3, 1950. Me are at 
the present time engaged i n doing additional geological and geophysical 
work in an effort to determine the best location for the test well on 
this Unit and we respectfully request an additional th i r t y days time to 
complete this work in order that we may pick what we think is the best 
location with a passible better chance of securing production. 

We kindly ask that yea "ive this favorable consideration. 

lours very truly, 

3f /a/ P. Ifenaaifin 

SPHSJQS 

Approved January 13 1950 

/ a / Thorns a. !Jolan 
Acting Director, 
:J. i . Geological Survey 



Form X-85-4 4p 

COPY 

mmetmr T ?HL; itfrstier. 

January acf 1950 

^fejpioiia Petroleum ->otrany 

roawe.ll, How Mexico 

3entl<xaeni 

Ota January 13, 1950, .ivhine, *>ireotor of tbo 'a'aitod States 
Geological Survey, Tboraess % "fc-lau, r̂ -̂ om-ed the application dated. 
January 3 t 1950, f i l e d by rour commit as unit operator, reeruestinc 
an extension of ti&e u n t i l refersnry 1950, tdthin \!h£ch to oomence 
ths d r i l l ing of the i n i t i a l tact, t jo l i in the Cass Ranch unit area, 
nddy County, Hew llexLeo, I-Sec* «30 approved July a, 194.9, 

One approvad oowr of Vic application is ^closed for your 
record. I t is assumed that jmi -.rill furnish the State of Mew S%riLeo 
with T-?hat0ver evidence of this approval i t requires. 

: rery truly vours 

/a/ ~U -J. ftoacaa 
for tho Hreeior 

^closure 



M A G N O L I A P E T R O L E U M C O M P A N Y 

tiosvali, Hew t'exioo 

January 3, 1950 

Director, U. s. Geological -Survey 
iJashington, D. G. 
Thru Mr. Foster Tbrrell , 'Supervisor 
Roswell, Mow Mexieo 

V.ot t-ass Faneh Unit ^greeraaat 
?. 19 and 20 3., p . 24 *V 
Eddv County. Hew ?Wff?i. . 

Dear Sirs 

Ths Mreetor of th© "??dt©a %ates Geological Purvey approved 
our Cass Bench Uait Agreement on July 3, 1949, and under the" provisions 
of this Unit Agreeaeat, wo agreed to start a well to be drilled to a 
total depth of 3900 feet, or o i l or gas ia paying quantities at a lesser 
depth, within six Kjonths from that date. 

M s six Months time w i l l tx? tip on January 1, 1950, •,Je are at 
the present time engaged i n doing additional geoiogicai and geophysical 
work in an effort to determine the ?xHjt location for th© test well on 
this Unit nnd we respectfully request an additional thirty days tiise to 
eoraplate this work in order that wo nay pick what we think is the best 
location with a possible bettor ehaaoe of securing production. 

I'e kindly ask that you --Hvo this favorable consideration. 

fairs vary truly, 

:r h i P. ffensifiss 

Approvod January 13 1950 

/a/ rhosaas 3. Jlolas 
Acting Director, 
. .% Geological Survey 



July 25, 1949 

I Jr. Clarence Hinlrle 
Hervey, Dow and Hinkle 
Roswell, Kev I'exico 

Dear Mr. Hinkle; 

"This w i l l acbaowledga roeei:>t of your letter of July 22nd, and 
an approvod copy of tho Unit Agreement for t v e oporation and 
development of tlie Cess Ranch Unit Area, 3ddy County, New Ifexico. 

very truly yours. 

R. R. Spurrier 

RRSibw 



LAW OFFICES 

HERVEY, DOW & HINKLE 
J . M . H E R V E Y 

HIRAM M.DOW R o S W E L L , N E W M E X I C O 
C L A R E N C E E. H I N K L E 

W . E. B O N D U R A N T , J R . 

July 22, 19^9 
G E O R G E H . H U N K E R , J R . 

Mr. R. R. Spurrier 
Secretary, Nev; Mexico O i l & Gas Ass'n 
Santa Fe, New Mexico 

Dear Mr. Spurrier: 

We hand you herewith an approved copy of 
the Unit Agreement for the operation and development 
of the Cass Ranch Unit Area, Eddy County, New Mexico, 
which was approved by the Director of the United 
States Geological Survey as of July 8th. 

Yours very t r u l y , 

HERVEY, D01,T & HINKLE 

CEH:rh 
Enc. 



OIL CONSERVATION COMMISSIO 
SANTA FE, NEW MEXICO 

13 ctcoer 1943 

Carlsbad Daily Current Argus 
Carlsbad, New 'exico 

RBi Cases 161,162, k 164 -
Notice of Publication 

Gentlemen? 

Please publish the enclosed notice once, isaediately. Please 
proof-read the notice careful ly and send a copy of the paper 
carrying such notice. 

UPON COHPLSriOK OF THE PUBLICATION, FT.SASS SEND PUBLISHER'S 
AFFIDAVIT IN DUPLICATE. 

For payment please submit statement i n duplicate, accompanied 
by voucher executed i n duplicate. The necessary blanks are 
enclosed. 

Very t r u l y yours, 

RRS:bsp 



MOTICS Of PtJSLICATtOSf 
STATE OF XW I85SIC0 

OIL COISESvATFK CCmZ35Xai 

Th® State of Hew flexie© by its Oil Coneervatisa CoaRi:ssion hereby gives 
notice, pursuant to law, of the following public hearing to be held October 
28, 194$, beginning at iOtQO o'clock iUM. on that day ia the City of Santa 
Fe, New r-fexieo. 

STATJ of sew mamo to* 
All ruuned parties la the fallowing 
cases,.sad notice to the publici 

CASE 161 

la the natter of application of naiaolia, Petroleum 
Coapany for an order approving a proposed uait agreeneat 
for the development and operation of the Caes Ranch Unit 
area ©easiatiaj of 10,230.27 aares situated In Townships 
19 and ^ t

s&t^ss 23 and 24 fast, S.M.f.R. in Bddy County, 
mm Mexico. 

CASE 162 

In taa matter of the application of the Hew .̂ gxiao oil 
Conservation Coassissioa upoa its action at the suggestion 
of the tea County Operators Cow&ttee that Paragraffe *of» 
of section 2 of CaandUsion Ordar 637 known as -Ute State 
wide Proration Order be anended so as to read as follows t 

(f) At tne beginning ef each calendar acuta, t-.-e 
distribution or proration to the respective 
units In eaeh pool shall be changed in order 
to take into account all new wella which have 
been completed aad were not ia the proration 
schedule oaring ths previous calendar raonth. 
where aay well is consisted between the first 
aad last day of the calendar aonth, its unit 
snail be assigned an allowable in accordance 
with whether such aait is aarglnal or aon-
aarglnal, beginning at 7 A*K«, on tbe date 
of completion and for the remainder of that 
calendar asonth. 

CASE 164 

in the natter of the application of omyburg Oil Coapany 
of Hew ileaico, aad veetera Production Coapany, mo. for 
aa order granting permission to unitise eertain tracts 
within the boundaries of the onaybarg Cooperative and 
Unit Area, in Townahip 17 South, Hanges 29 and 30 Beat, 
K.tt.P.n., ia the irayburg-Jackeon Pool of Eddy County, 
Hew Heaioo for proration aad allowable purposes. 

• Avon aader the seal of the oil Conservation commission of Mew êxioo at 
Santa .Fe, New hexieo, on ctober 13, 1943* 

STATE Of WSi HEX ICO 

on. co§fssR7AfioK cowr $xm 

m fh. LX. C$ toK>ui^ ^ ^ . h n m m . Secretary 



J . M . H E R V E Y 

H I R A M M. D O W 

C L A R E N C E E. H I N K L E 

W . E. B O N D U R A N T , J R . 

G E O R G E H . H U N K E R , J R . 

L A W O F F I C E S 

HERVEY, DOW & H I N K L E 

R O S W E L L , N E W M E X I C O 

September 22, 1948 
SA -f \ r ' i 

Wwi 

tO A 48 

u c L : :isn±_\rv L 

1/ % n 
Mr. R. R. Spurrier, Secretary \ 
Nev; Mexico O i l Conservation Commission 
State Capitol 
Santa Fe, New Mexico 

Dear Dick: 

We hand you herewith, i n t r i p l i c a t e , a p p l i 
cation of the Magnolia Petroleum Company f o r approval of 
the Cass Ranch Unit Area, Eddy County, Nev; Mexico, t o 
gether with three copies of the proposed unit agreement. 

We would appreciate your setting t h i s matter 
down f o r hearing at your e a r l i e s t convenience and would 
suggest that the hearing be held, i f possible, some time 
during the weeks of the l l t h or 18th of October. 

We are also f i l i n g s imilar application of 
the Magnolia Petroleum Company f o r a hearing on the 
L i n d r i t h Unit Area, which can be heard at the same time. 

I t would be appreciated i f you would, l e t 
me know as soon as possible the date of the hearing so 
that I may make my plans accordingly. 

Yours sincerely 

HERVEY> DOW & HINKLE 

'".BY k X ^ ^ 

ceh: s 
encls. 



UKIT AGREEMENT 

FOR THE DEVELOPMENT AND OPERATION OF THE CASS RuHCH UNIT AREA 

' ' " " M EDDY OOUjiTY STATE OF NEW MEXICO 

^ • " V l S J / " 5 I . SEC. NO, 6 $ 0 ; ^.s^TTdiro^ 

':>!'* .:- This agreement, entered, in to as of the / f day MR 281949 

v f e ) / ^ , . ^ ^ ^ 4 > 1948, by and between the parties subscri'&dtofe = A L 

r a t i f y i n g , or consenting hereto, and herein r e fe r r ed to as the 

"part ies hereto", 

W-I-T-N-E-S-S-E-T-K: 

WHEREAS, the parties hereto are the owners of working, 

r o y a l t y , or other o i l or gas interests i n the unit area subject 

to t h i s agreement; and 

WHEREAS, the Act of February 25, 1920, 41 Stat..437, 

30 U.S.C. sees. 181, et. seq., as amended by the Act of August 8, 

1946, 60 Stat. 950, authorized Federal lessees and t h e i r repre

sentatives to unit e with each other, or j o i n t l y or separately with 

others, i n c o l l e c t i v e l y adopting and operating under a cooperative 

or unit plan of development or operation of any o i l or gas pool, 

f i e l d , or l i k e area, or any part thereof, for the purpose of more 

properly conserving the natural resources thereof whenever de

termined and c e r t i f i e d by the Secretary of the I n t e r i o r to be 

necessary or advisable i n the public i n t e r e s t ; and 

WHEREAS, the Commissioner of Public Lands of the State 

of New Mexico i s authorized by an Act of the Legislature (Chap. 88, 

Laws 1943) to consent t o or approve t h i s agreement on behalf of 

the State of New Mexico, insofar as i t covers and includes lands 

and mineral interests of the State of New Mexico; and 

WHEREAS, the O i l Conservation Commission of the State 

of New Mexico i s authorized by an Act of the Legislature (Chap. 

72, Laws 1935) to approve t h i s agreement and the conservation 

provisions hereof; and 



WHEREAS, the parties hereto hold sufficient interests 

in the Cass Ranch Unit Area to give reasonably effective control 

of operations therein; and 

WHEREAS, i t is the purpose of the parties hereto to con

serve natural resources, prevent waste, and secure other benefits 

obtainable through development and operation of the area subject 

to t h i s agreement under the terms, conditions, and limitations 

herein set f o r t h ; 

NOW, THEREFORE, in consideration of the premises and the 

promises herein contained, the parties hereto commit to this agree

ment their respective interests in the unit area and agree severally 

among themselves as follows: 

ENABLING ACT AND REGULATIONS 

1. The Act of February 25, 1920, as amended, supra, and 

a l l valid pertinent regulations, including operating and unit plan 

regulations, heretofore issued thereunder or valid pertinent and 

reasonable regulations hereafter issued thereunder are accepted 

and made a part of this agreement, and as to non-Federal land ap

plicable State laws are accepted and made part of this agreement. 

UNIT AREA 

2. The following described land is hereby designated and 

recognized as constituting the unit area: 

NEW MEXICO PRINCIFAL MERIDIAN 

T. 20 S. , R. 23 E. - Section 13 - NE-£ 

T. 19 S. , R. 24 E. - Section 26 - Bi
sections 27 and 28 - A l l 
Sections 31 to 34, i n c l . - A l l 
Section 35 - Ni?, SW£ 

T. 20 S. , R. 24 E. - Sections 3 to 9, i n c l . - A l l 
Section 10 - Wf 
Section 17 - m 

Section 18 - Lots 1 and 2, NÊ , E|-NW£ 

Eddy County, New Mexico, containing 10,230.27 acres, more or less 

-2-



Exhibit A attached hereto i s a map shovring the u n i t 

area and the known ownership of a l l land and leases i n said area. 

Exhibit B attached hereto i s a schedule showing the percentage 

and kind of ownership of o i l and gas interests i n a l l land i n the 

unit area. Exhibits A and B shall be revised oy the Unit Opera

tor whenever changes i n tne unit area or other changes render 

such revision necessary, end not less than six copies of the 

revised exhibits s h a l l be f i l e d with the C i l and Gas Supervisor. 

The above-described unit area sh a l l be expanded or 

contracted, whenever such action i s necessary or desirable to 

conform with the purposes of t h i s agreement, i n the following 

manner; 

(a) Unit Operator, on i t s own motion or on demand of 

the Director of the U. S. Geological Survey, hereinafter referred 

to as Director, or on demand of the Commissioner of Fublic Lands 

of the State of New Mexico, hereinafter referred to as Commis

sioner, s h a l l prepare a notice of proposed expansion or contrac

t i o n describing the contemplated changes i n the boundaries of 

the unit area, the reasons therefor, and the proposed ef f e c t i v e 

date thereof. 

(b) Said notice s h e l l be delivered to the O i l and Gas 

Supervisor, hereinafter referred to as Supervisor, and Com

missioner, and copies thereof mailed to the last known address 

of each working interest owner, lessee, and lessor whose i n t e r 

ests are affected, advising that 30 days w i l l be allowed for 

submission to the-Unit Operator of any objections. 

(c) Upon expiration of the 30-day period provided i n 

the preceding item (b) hereof, Unit Operator s h a l l f i l e with the 

Supervisor and Commissioner evidence of mailing of the notice of 



expansion or contraction and a copy of any objections thereto 

which have been f i l e d with the Unit Operator. 

(d) After due consideration of a l l pertinent informa

t i o n , the expansion or contraction s h a l l , upon approval by the 

Director and Commissioner, become e f f e c t i v e as of the date pre

scribed i n the notice thereof. 

A l l land committed to t h i s agreement sh a l l constitute 

land referred to herein as "unitized land" or "land subject to 

t h i s agreement". 

UNITIZED SUBSTANCES 

3. A l l o i l , gas, natural gasoline, and associated 

f l u i d hydrocarbons i n any and a l l formations of the uni t i z e d 

land are u n i t i z e d under the terms of t h i s agreement and herein 

are called " u n i t i z e d substances". 

UK IT OPERATOR 

4, The Magnolia Petroleum Company, a, corporation, with 

o f f i c e s at Dallas, Texas, i s hereby designated as Unit Operator 

a.nd by signature hereto commits to t h i s agree - ent a l l interests 

i n u n i t i z e d substances vested i n i t as set f o r t h i n Exhibit 5, 

and agrees and consents to accept the duties and obligations of 

Unit Operator for the discovery, development, and production of 

uni t i z e d substances as herein provided. Whenever reference is 

made herein to the Unit Operator, such reference means the Unit 

Operator acting i n that capacity and not as an ovner of interests 

i n u n i t i z e d substances. 

The Unit Operator may resign as Unit Operator whenever 

not i n default under t h i s agreement, out no Unit Operator s h a l l 

be relieved from the duties and obligations of Unit Operator for 
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a period of 6 months aft e r i t has served notice of i n t e n t i o n to 

resign on a l l owners of working interests subject hereto and the 

Director and Commissioner, unless 3 new Unit Operator sh a l l have 

been selected and approved and s h a l l have assumed the duties 

and obligations of Unit Operator prior t o the expiration of said 

8-month period. Upon default or f a i l u r e i n the performance of 

i t s duties or obligations under t h i s agreement the Unit Operator 

may be removed by a majority vote of owners of working interests 

determined i n l i k e manner as herein provided for the selection 

of a successor Unit Operator. Frior to the e f f e c t i v e date of 

relinquishment by or w i t h i n 3 months a f t e r removal of Unit 

Operator, the duly q u a l i f i e d successor Unit Operator shall have 

an option to purchase on reasonable terms a l l or any part of 

the equipment, material, and appurtenances i n or upon the land 

subject to t h i s agreement, ovned oy the r e t i r i n g Unit Operator 

and used i n i t s capacity as such operator, or i f no o u a l i f i e d 

successor operator has been designated, the working interest 

owners may purchase such eouipment, material, and appurtenances. 

At any time w i t h i n the next ensuing 3 months eny eouipment, 

material, and appurtenances not purchased and not necessary 

for the preservation of wells may be removed cy the r e t i r i n g 

Unit Operator, but i f not removed s h a l l become the j o i n t 

property of the owners of un i t i z e d working interests i n the 

p a r t i c i p a t i n g area or, i f no p e r t i c i p a t i n g area has oeen estab

lished, i n the entire u n i t area. The termination of the r i g h t s 

as Unit Operator under t h i s agreement s h a l l not terminate the 

r i g h t , t i t l e , or interest of such Unit Operator i n i t s separate 

capacity as owner of interests i n u n i t i z e d substances. 



SUCCESSOR UNIT OPERATOR 

5. 7/henever the Unit Operator shall relinouish the 

right as Unit Operator or shall be removed, the owners of the 

unitized working interests i n the participating area on an 

acreage basis, or in the unit area on an acreage basis u n t i l a 

participating area shall have been established, shall select a 

new Unit Operator. A majority vote of the working interests 

qualified to vote shall be reouired to select a new Unit Opera

tor; FR0VIDED, That, i f a majority but less than 75 percent of 

the working interests oualified to vote are owned by one party 

to this agreement, a concurring vote of at least one additional 

working interest owner shall be reauired to select a new operator. 

Such selection shall not become effective u n t i l (a) a Unit 

Operator so selected snail accept in writing the duties and 

responsibilities of Unit Operator, and (o) the selection shall 

have been approved by the Director and Commissioner. I f no 

successor Unit Operator is selected and oualified as herein 

provided, the Director and Commissioner at their election may 

declare this unit agreement terminated. 

UNIT ACCOUNTING AGREEMENT 

6. I f the Unit Operator is not the sole owner of 

working interests, a l l costs and expenses incurred i n conducting 

unit operations hereunder and the working interest benefits accru

ing hereunder shall be apportioned among the owners of unitized 

working interests i n accordance with a unit accounting agreement 

by and between the Unit Operator and the other owners of such 

interests, whether one or more, separately or collectively. Any 

agreement or agreements entered into between the working interest 

owners and the Unit Operator as provided in this section, 'whether 



one or more, are herein referred to as the "u n i t accounting agree

ment". No such agreement s h a l l be deemed either to modify any of 

the terms and conditions of t h i s u n i t agreement or to relieve the 

Unit Operator of any r i g h t or ob l i g a t i o n established under t h i s 

u n i t agreement, and i n case of any inconsistency or c o n f l i c t be

tween t h i s u n i t agreement and the u n i t accounting agreement t h i s 

u n i t agreement s h a l l p r e v a i l . Throe true copies of any u n i t account

ing agreement executed pursuant to t h i s section s h a l l be f i l e d with 

the Supervisor. 

RIGHTS AND OBLIGATIONS OF UNIT OPERATOR 

7. Except as otherwise s p e c i f i c a l l y provided herein, the 

exclusive r i g h t , p r i v i l e g e , and duty of exercising any and a l l r i g h t s 

of the parties hereto which arc necessary or convenient f o r prospect

ing f o r , producing and storing tho uni t i z e d substances are hereby 

vested i n and s h a l l be exercised by the Unit Operator as herein pro

vided 5 but not withstanding anything contained i n th i s Agreement to 

the contrary, a l l working i n t e r e s t owners of unitiz e d lands hereby 

reserve the r i g h t to tako t h e i r proportionate shares of the unitized 

substances i n hind or to provide f o r the sale of t h e i r respective i n 

terests therein f o r t h e i r i n d i v i d u a l accounts, as such unitized sub

stances arc allocated to tho respective working i n t e r e s t owners I n 

accordance with the provisions of t h i s Agreement. Acceptable e v i 

dence of t i t l e to said r i g h t s s h a l l be deposited w i t h said Unit 

Operator and, together w i t h t h i s agreement, s h a l l constitute and 

define the r i g h t s , p r i v i l e g e s , and obligations of Unit Operator. 

Nothing heroin, however, s h a l l be construed to transfer t i t l e to 

any land or to any lease or operating agreement, i t being under

stood that under t h i s agreement the Unit Operator, i n i t s capacity 

as Unit Operator, s h a l l exercise the r i g h t s of possession and use 

vested i n the parties hereto only f o r the purposes herein specified. 

The Unit Operator s h a l l pay a l l costs and expenses of 

operation with respect to the un i t i z e d land. I f and when the 

Unit Operator i s not the sole owner of a l l working i n t e r e s t s , 
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such costs s h a l l be charged t o the account of the owner or owners 

of working i n t e r e s t s , and the Unit Operator s h a l l be reimbursed 

therefor by such owners and s h a l l account to the working i n t e r e s t 

owners for t h e i r respective shares of the revenue and benefits 

derived from operations hereunder, a l l i n the manner and to the 

extent provided i n the u n i t accounting agreement. The Unit Opera

tor s h a l l render each month to the owners of u n i t i z e d interests 

e n t i t l e d thereto an accounting of the operations on unitized 

land during the previous calendar month, and s h a l l pay i n value 

or deliver i n kind to each party e n t i t l e d thereto a proportionate 

and allocated share of the benefits accruing hereunder i n conform

i t y with operating agreements, leases, or other independent con

t r a c t s between the Unit Operator and the parties hereto either 

c o l l e c t i v e l y or i n d i v i d u a l l y . 

The development and operation of land subject to t h i s 

agreement under the terras hereof s h a l l be deemed f u l l performance 

by the Unit Operator of a l l obligations for such development and 

operation with respect to each and every part or separately owned 

t r a c t of land subject to t h i s agreement, regardless of whether 

there is any development of any p a r t i c u l a r cart or t r a c t of the 

u n i t area, notwithstanding anything to the contrary i n any lease, 

operating agreement, or other contract by and between the parties 

hereto or any of them. 

DRILLING TO DISCOVERY 

8. Within 6 months a f t e r the e f f e c t i v e date hereof, 

the Unit Operator s h a l l begin to d r i l l an adecuate test well at 

a location to be approved by the Supervisor, i f such location i s 

upon lands of the United States, and i f upon State lands or 



patented lands, such location shall oe approved by the Oil Conserva

tion Commission of the State of New Mexico, hereinafter referred to 

as the Commission, and thereafter continue such d r i l l i n g d i l i g e n t l y 

u n t i l a well not less than 3900 :fee"fc i n depth has been d r i l l e d , un

less at a lesser depth unitized substances shall oe discovered which 

can be produced i n paying ouantities or the Unit Operator shall at 

any time establish to the satisfaction of the Supervisor as to wells 

on Federal land, or the Commission as to wells on State land or 

patented land, that further d r i l l i n g of said well would not be 

warranted. I f the f i r s t or any subseouent test well f a i l s to result 

in the discovery of a deposit of unitized substances capable of 

oeing produced in paying quantities, the Unit Operator shall con

tinue d r i l l i n g d i l i g e n t l y one well at a time, allowing not more than 

6 months between the completion of one well and the beginning of the 

next well, u n t i l a well capable of producing unitized substances in 

paying ouantities is completed to the satisfaction of said Super

visor i f on Federal land or the Commissioner i f on State land or 

patented land, or u n t i l i t is reasonably proved that the unitized 

land is incapable of producing unitized substances in paying ouanti

ties. Nothing in this section shall be deemed to l i m i t the right 

of the Unit Operator to resign, as provided in Section 4 hereof, 

after any well d r i l l e d under this section is placed in a satis

factory condition for suspension or is plugged and abandoned pur

suant to applicable regulations. The Director, and the Commissioner 

may modify the d r i l l i n g reouirements of this section by granting 

reasonable extensions of time when in their opinion, such action 

is warranted. Upon fail u r e to comply with the d r i l l i n g provisions 

of this section, the Director and Commissioner may, after reason

able notice to the Unit Operator and each working interest owner, 

lessee, and lessor at their last known addresses, declare this 

unit agreement terminated. 
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The d r i l l i n g of an i n i t i a l test well to the depth and in 

the manner hereinabove specified oy the Kagnolia. Fetroleum Company 

shall satisfy the reouirement set forth hereinabove for the d r i l l i n g 

of such well, notwithstanding that such well may have been commenced 

or completed prior to the effective date of this agreement. 

FLAN OF FURTHER DEVEL0F2<ISITT AND OFERATION 

9. Within 6 months after completion of a well capable 

of producing unitized substances in paying oua.ntiti.es, the Unit 

Operator shall submit for the approval of the Supervisor, the 

Commissioner, and the Commission, an acceptable plan of develop

ment and operation for the unitized land which, when approved by 

the Supervisor, the Commissioner, and Commission, shall constitute 

the further d r i l l i n g and operating obligations of the Unit Operator 

under this agreement for the period specified therein. Thereafter, 

from time to time before the expirption of any existing plan, the 

Unit Operator shall submit for the approval of the Supervisor, 

the Commissioner, and the Commission, a plan for an additional 

specified period for the development and operation of the unitized 

land. Any plan submitted oursuant to this section shall provide 

for exploration of the unitized area and for the determination 

of the commercially productive area thereof in each and every 

productive formation and shall oe as complete and adeouate as the 

Supervisor, the Commissioner, and. the Commission may determine to 

be necessary for timely development and proper conservation of the 

o i l and gas resources of tee unitized area and shall (a) specify 

the numoer and locations of any wells to be d r i l l e d and the pro

posed order and time for such d r i l l i n g ; and (b) to the extent 

practicable specify the operating practices regarded as necessary 

and advisaole for proper conservation of natural resources. Sep

arate plans may be submitted for separate productive zones, subject 
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to the approval of the Supervisor, Commissioner, and the Com

mission. Said plan or plans shall be modified or supplemented 

when necessary to meet changed conditions or to protect the 

interests of a l l parties to this agreement. Reasonable diligence 

shall be exercised in complying with the obligations of the ap

proved plan of development. The Supervisor and Commissioner 

are authorized to grant a reasonable extension of the 6-month 

period herein prescribed for submission of an i n i t i a l plan of 

development where such action is j u s t i f i e d because of unusual 

conditions or circumstances. A l l parties hereto agree that after 

completion of one commercially productive well no further wells, 

except such as may be necessary to afford protection against op

erations not under this agreement, shall be d r i l l e d except in 

accordance with a plan of development approved as herein provided. 

PARTICIPATION AFTER DISCOVERY 

IC. Upon completion of a. well capable of producing 

unitized substances in paying Quantities or as soon thereafter 

as required by the Supervisor or the Commissioner, the Unit 

Operator shall submit for spproval by the Director, the Com

missioner, and the Commission a schedule, based on subdivision 

of the puolic land survey or aliquot parts thereof, of a l l uni

tized land then regarded as reasonably proved to be productive of 

unitized substances in paying quantities; a l l land in said sched

ule on approval of the Director,the Commissioner and the Commission 

to constitute a participating area, effective as of the date of 

f i r s t production. Said schedule shall also set fo r t h the per

centage of unitized substances to be allocated as herein pro

vided to each unitized tract in the participating area so estab

lished, and shall govern the allocation of production from 
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and after the date the participating area becomes effective. A 

separate participating area shall be established in like manner 

for each separate pool or deposit of unitized substances or for 

any group thereof produced as a single cool or zone. The p a r t i 

cipating area or areas so estaolished shall be revised from time 

to time, subject to l i k e approval, whenever such action appears 

proper as a result of further d r i l l i n g operations or otherwise, 

to include additional land then regarded as reasonably nroved to 

be productive in paying ouantities, and the percentage of alloca

tion shall also be revised accordingly. The effective date of any 

revision shall be the f i r s t of the month following the date of 

f i r s t authentic knowledge or information on which such revision 

is predicated, unless a more appropriate effective date is speci

fied in the schedule. i;o land shall be excluded from a p a r t i c i 

pating area, on account of depletion of the unitized substances. 

I t is the intent of this section that a participating 

area shall represent the area known or reasonably estimsted to 

be productive in paying ouantities; but, regardless of any re v i 

sion of the participating area, nothing herein contained shall be 

construed as requiring any retroactive apportionment of any sums 

accrued or paid for production obtained r r i o r to the effective 

date of revision of the participating area. 

In the absence of agreement at any time between the 

Unit Operator, the Director, the Commissioner, end the Commission 

as to the proper definition or redefinition of a participating 

area, or u n t i l a participating area has, or areas have, been 

established as provided herein, the portion of a l l payments 

affected thereby may be impounded in a manner mutually acceptable 
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to the owners of working in t e r e s t s , except r o y a l t i e s due the 

United States and the State of New i'exico, which sh a l l be deter

mined by the Supervisor nnd the Commissioner and the amount there

of deposited with the D i s t r i c t Land Cffice of the Bureau of Land 

Management and the Commissioner of Public Lands, respectively, to 

be held as unearned money u n t i l the p a r t i c i p a t i n g ?rea is f i n a l l y 

approved and then applied as earned or returned i n accordance with 

a determination of the sum due a.s Federal and State royalty on the 

basis of such approved p a r t i c i p a t i n g area. 

Whenever i t is determined, subject to the approval of 

the Supervisor as to wells on Federal land and the Commissioner 

as to wells on State land, and the Commission as to patented land, 

that B well d r i l l e d under t h i s agreement is not capable of produc

t i o n i n paying quantities and inclusion of the land on which i t is 

situated i n a p a r t i c i p a t i n g area is unwarranted, production from 

such well s h a l l be allocated to the la.vd on which the well i s 

located so long as that well i s not w i t h i n a p a r t i c i p a t i n g srea 

established for the pool or deposit from which such production i s 

obtained. 

ALLOCATION OF PRODUCTION 

11. A l l un i t i z e d suostances produced from each p a r t i 

cipating srea established under t h i s agreement, except any part 

thereof used for production or development purposes hereunder, 

or unavoidably l o s t , s h a l l be deemed to be produced equally on 

an acreage basis from the several t r e c t s of un i t i z e d land of 

the p a r t i c i p a t i n g area established for such production and, for 

the purpose of determining any benefits that accrue on an acreage 

oasis, each such t r a c t s h a l l have allocated to i t such percen

tage of said production as i t s area bears to the said participa

t i n g area. I t i s hereby agreed that production of unitized 
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substances from a participating area shall be allocated as pro

vided herein regardless of whether any welis are d r i l l e d on any 

particular part or tract of said participating area. 

DEVELOPMENT OR OPERATION ON NON-PARTI01PATINS LAND 

12. Any party hereto, other than the Unit Operator, 

owning or controlling e majority of the working interests i n any 

unitized land not included i n 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 d r i l l a well at such location at his own expense, 

unless within 90 days of receipt of notice from said party of 

his intention to d r i l l the well tne Unit Operator elects and 

commences to d r i l l such well in l i k e manner as other wells are 

d r i l l e d by the Unit Operator under this agreement. 

I f such well is not d r i l l e d by the Unit Operator and 

results in production such that the land upon which i t is situated 

may properly be included in a participating area, tne party ray

ing the cost of d r i l l i n g such well shall be reimbursed as provided 

in the unit accounting agreement for the cost of d r i l l i n g similar 

wells in the unit area, and the well shall be operated pursuant to 

the terms of this agreement as though the well had been d r i l l e d 

by the Unit Operator. 

I f any well d r i l l e d hy the Unit Operator or by an 

owner of working interests, as provided in this section, obtains 

production insufficient to j u s t i f y inclusion of the land on which 

said well is situated in a participating area, said owner of 

working interests at his election, within 30 days after determina

ti o n of such insufficiency, shall be wholly responsible for and 
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may operate and produce the well at his sole expense and for his 

sole benefit. I f such well was d r i l l e d by the Unit Operator and 

said owner of working interests elects to operate said well, he 

shall pay the Unit Operator a f a i r salvage value for the casing 

and other necessary eouipment l e f t in the well. 

Wells d r i l l e d or produced at the sole expense and for 

the sole benefit of an owner of working interest other than the 

Unit Operator shall be operated pursuant to the terms and pro

visions of this agreement. Royalties i n amount or value of 

production from any such well shall be paid as specified in the 

lease affected. 

ROYALTIES AED RENTALS 

13. The Unit Operator, on behalf of the parties here

to, shall pay i n value or deliver i n kind, according to the rights 

of the parties established by underlying leases or agreements, a l l 

royalties due upon production allocated to unitized land and shall 

pay a l l rentals or minimum royalties due on unitized land. A l l 

such payments or deliveries in kind shall be charged by the Unit 

Operator to the appropriate working interest owners as provided 

in the unit accounting agreement. Nothing herein contained shall 

operate to relieve the lessees of Federal or State land from their 

obligations under the terms of their respective leases to pay 

rentals and royalties. 

Royalty due the United States shall be computed as 

provided in the operating regulations and paid i n value or de

livered i n kind es to a l l unitized substances on the basis of 

the amounts thereof allocated to unitized Federal land as pro

vided herein at the rates specified in the respective Federal 

leases, or at such lower rate or rates as may be authorized by 
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law or r egu la t i on : PROVIDED, That f o r leases on which the royalty-

ra te depends on the d a i l y average production per w e l l , said average 

production s h a l l be determined i n accordance wi th the operating 

regulat ions as though each p a r t i c i p a t i n g area were a s ingle con

so l ida ted lease. 

Rental or minimum roya l t y f o r land of the United States 

subject to t h i s agreement s h a l l be paid at the rates spec i f i ed 

i n the respective Federal leases, or such r e n t a l or minimum roya l ty 

may be waived, suspended, or reduced to the extent authorized by law 

and applicable regula t ions . 

CONSERVATION 

14. Operations hereunder and production of unitized 

substances shall be conducted to provide for the most economical 

and efficient recovery 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 pro

duction of unitized substances shall be limited to such production 

as can be put to beneficial use with adequate realization of fuel 

and other values. 

DRAINAGE 

15. The Unit Operator shall take appropriate and ade

quate 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 f a i r and reasonable com

pensatory royalty as determined by the Supervisor for Federal land 

or as approved by the Commissioner as to State land. 

LEASES AND CONTRACTS CONFORMED TO AGREEMENT 

16. The parties hereto holding interests i n leases 

embracing unitized land of the United States or of the State of 

New Mexico consent that the Secretary and Commissioner, respec

t i v e l y , may, and said Secretary and Commissioner, by their approval 

of this agreement do hereby establish, alter, change or revoke the 
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d r i l l i n g , producing, rental, minimum royalty, and royalty require

ments of such leases and the regulations i n respect thereto, to 

conform said reauirements to the provisions of this agreement, 

hut otherwise the terms and conditions of said leases shall remain 

i n f u l l force and effect. 

Said parties further consent and agree, and the Secretary 

and Commissioner by their approval hereof determine, that during 

the effective l i f e of this agreement, d r i l l i n g and producing 

operations performed by the Unit Operator upon any unitized land 

w i l l be accepted and deemed to be operations under and for the 

benefit of a l l unitized leases embracing land of the United States 

and the State of New Mexico; and that no such lease shall be deemed 

to expire by reason of f a i l u r e to produce wells situated on land 

therein embraced. Any Federal lease for a term of 20 years or 

any renewal thereof or any part of such lease which is made sub

ject to this agreement shall continue in force u n t i l the termination 

hereof. Any other Federal lease or state lease committed hereto 

shall continue i n force as to the committed land so long as the 

lease remains committed hereto, provided a valuable deposit of 

unitized substances ie discovered prior to the expiration date 

of the primary term of such lease. Authorized suspension of a l l 

operations and production on the unitized land shall be deemed to 

constitute authorized suspension with respect to each unitized 

lease. 

Each of the parties hereto holding any unitized interest, 

including royalty and working interest, i n , to and under an o i l and 

gas lease of privately owned land subject to this agreement hereby 

agrees that such lease is hereby modified, as between such of the 

parties hereto as are interested therein, effective as of the effec

t i v e date of this agreement, to the extent necessary that (1) such 

lease shall remain i n f u l l force and effect for the primary term 

therein stated, subject only to the payment of any and a l l delay 
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rentals and the compliance with any other requirements therein pro

vided, and for so long thereafter as one or more of the substances 

so leased is producible from lands embraced by such lease in Quanti

ties sufficient to j u s t i f y the cost of production, and (2) i n the 

event any of the land embraced by such lease is before expiration 

or termination thereof included within a participating area, or 

extension thereof, effective pursuant to this agreement, so that 

the holders of such interests become entitled to share i n the 

production, or proceeds from sale thereof, from suoh participating 

area, payable at the rate or rates provided in such lease on the 

production allocated hereunder to the land so included, then the 

term of such lease is extended (free of subsequently accruing delay 

rentals, i f any) as to a l l the land embraced by i t , for and during 

the entire term of this agreement. 

COVENANTS RUN WITH LAND 

17. The covenants herein shall be construed to be cov

enants running with the land with respect to the interests of the 

parties hereto and their successors i n interest u n t i l this agree

ment terminates, and any grant, transfer, or conveyance of interest 

i n land or leases subject hereto shall be and hereby is conditioned 

upon the assumption of a l l privileges and obligations hereunder 

by the grantee, transferee, or other successor in interest, and 

as to Federal land shall be subject to approval by the Secretary 

and as to State land shall be subject to approval by the Commissioner. 

EFFECTIVE DATE AND TERM 

18. This agreement shall become effective upon appro

val by the Commissioner and Secretary and shall terminate on 

December 31, 1951, unless (a) such date of expiration is extended 

by the Director and Commissioner, or (b) i t is reasonably deter

mined prior to the expiration of the fixed term or any extension 

thereof that the unitized land is incapable of production of 

unitized substances in paying quantities and after notice of 
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i n t e n t i o n to terminate the agreement on such ground i s given by 

the Unit Operator to a l l parties i n interest at t h e i r last known 

addresses, the agreement i s terminated with the approval of the 

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

uni t i z e d substances has been made on un i t i z e d land during said 

i n i t i a l term or any extension thereof, i n which case the agree

ment shall remain i n effect so long as un i t i z e d substances can 

be produced from the u n i t i z e d land i n paying Quantities; or (d) 

i t i s terminated as provided i n section 5 or section 5 hereof. 

This agreement may be terminated at any time by not less than 

75 per centum, on an acreage "oasis, of the owners of working 

interests signatory hereto with the approval of the Director 

and the Commissioner. 

RATE CF FROSFECTING, DEVELOPMENT, AND PRODUCTION 

19. A l l production and the disposal thereof s h a l l be 

i n conformity with allocations-, allotments, and quotas made or 

fix e d by any duly authorized person or regulatory body under any 

Federal or State statute. The Director i s hereby vested with 

authority to a l t e r or modify from time to time, i n his discre

t i o n , the rate of prospecting and development and wit h i n the 

l i m i t s made or f i x e d oy the Commission to a l t e r or modify the 

quantity and rate of production under t h i s agreement, such authori

t y being hereby l i m i t e d to a l t e r a t i o n or modification i n the public 

i n t e r e s t , the purpose thereof and the public interest to be served 

thereby to be stated i n the order of a l t e r a t i o n or modification; 

provided further that no such a l t e r a t i o n or modification s h a l l be 

eff e c t i v e as to any land of the State of New Kexico as to the rate 

of prospecting end development i n the absence of the spec i f i c 

w r i t t e n approval thereof by the Commissioner and as to any lands 

of the State of New Mexico or privately-owned lands subject to 
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this agreement as to the quantity and rate of production in the 

absence of specific written approval thereof by the Commission. 

CONFLICT OF SUPERVISION 

20. Neither the Unit Operator nor the working interest 

owners nor any of them shall be subject to any fo r f e i t u r e , termina

t i o n , or expiration of any rights hereunder or under any leases or 

contracts subject hereto, or to any penalty or l i a b i l i t y on account 

of delay or f a i l u r e i n whole or in part to comply with any applicable 

provision thereof to the extent that the said Unit Operator, working 

interest owners or any of them are hindered, delayed, or prevented 

from complying therewith by reason of f a i l u r e of the Unit Operator 

to obtain, in the exercise of due diligence, the concurrence of 

proper representatives of the United States and proper representa

tives of the State of New Mexico i n and about any matters or thing 

concerning which i t is reauired herein that such concurrence be 

obtained. The parties hereto, including the Commission, agree that 

a l l powers and authority vested i n the Commission i n and by any 

provisions of this contract are vested i n the Commission and shall 

be exercised by i t pursuant to the provisions of the lews of the 

State of New Mexico and subject in any case to appeal or ju d i c i a l 

review as may now or hereafter be provided by the laws of the State 

of New Mexico. 

UNAVOIDABLE DELAY 

21. A l l obligations under this agreement reouiring the 

Unit Operator to commence or continue d r i l l i n g or to operate on 

or produce unitized substances from any of the lands covered by 

this agreement shall be suspended while, but only so long as, the 

Unit Operator despite the exercise of due care and diligence, is 

prevented from complying with such obligations, in whole or in 

part, by strikes, lockouts, acts of God, Federal, State, or muni

cipal laws or agencies, unavoidable accidents, uncontrollable 

delays i n transportation, i n a b i l i t y to obtain necessary materials 
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i n open market, or other matters beyond the reasonable cont ro l of 

the Unit Operator whether s imi l a r to matters herein enumerated or 

not. 

COUNTERPARTS 

22. This agreement may be executed i n any number of 

counterparts w i t h the same force and e f f e c t as i f a l l parties had 

signed the same document, or th i s agreement may be r a t i f i e d wi th 

l i k e force and e f f e c t by a separate instrument i n w r i t i n g speci

f i c a l l y r e f e r r i n g hereto. Any separate counterpart, consent, or 

r a t i f i c a t i o n duly executed a f t e r approval hereof by the Secretary 

and the Commissioner s h a l l be e f f e c t i v e on the f i r s t day of the 

month next f o l l o w i n g the f i l i n g thereof wi th the Supervisor and 

the Commissioner, unless oojec t ion thereto is made cy the Director 

0 r Commissioner and not ice of such object ion is served upon the 

appropriate part ies w i t h i n £0 days a f t e r such f i l i n g . 

F A I R EiaFLCiiriNT 

23. The Unit Operator s h a l l not discr iminate against 

any employee or applicant for employment because of race, creed, 

co lor , or na t ional o r i g i n , and an i d e n t i c a l provis ion sha l l be 

incorporated i n a l l subcontracts. 

LOSS CF TITLE 

24. In the event t i t l e to any tract of unitized land 

or substantial interest therein shall f a i l and the true owner 

cannot be induced to join this unit agreement, so that such tract 

is not committed to this unit agree.!ent, there shall be such re

adjustment of participation as may be required on account of such 

fa i l u r e of t i t l e . In the event of a dispute as to t i t l e or as to 

any interest in unitized land, the Unit Operator may withhold 

payment or delivery on account thereof without l i a b i l i t y for 
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in te res t u n t i l the dispute is f i n a l l y s e t t l e d ; PROVIDED: That 

as to Federal and State land or leases, no payments of funds due 

the United States or the State of New Mexico s h a l l be withheld 

but such funds s h a l l be deposited wi th the D i s t r i c t Land Of f i ce 

of the Bureau of Land Management and Commissioner of Public Lands 

of the State of New Mexico, respec t ive ly , to be held as unearned 

money pending f i n a l settlement of the t i t l e dispute and then 

appl ied as earned or returned i n accordance wi th such f i n a l 

settlement. 

IN WITNESS 'THEREOF, the part ies hereto have caused 

t h i s agreement to be executed and have set opposite t h e i r 

respective names the date of execution. 

ATTEST: MAGNOLIA PETRQLEM COMPANY 

t ^ . ^ g > e ^ ^ ^ s By A / ' ( C / ' C ^ C ? y v S & t f A- Thompson 

/ V ^ f ' " "Vicelprasident/ ~" 
7" Date "'orl'-'.ng nterest fa.mev "rents 1 to 10 

nclus-' ve, lessee Tracts 12, 13 nnd "! . 

ATTEST: CONTINENTAL OIL COMPANY 

By 

Date 

ATTEST: GULF OIL CORPORATION 

By 

Date 

ATTEST: BUFFALO OIL COMPANY 

By 

Date 
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Ro/e'crd. owner Tract Wo. 7. 

/ Date 

Recoyd owner Tract . 6. 

Date 

leco/d owner Tract p,o. 3• 

)- Date-
-V 

Record, owner Tract llo. 2. 

Record owner Tract Ho. 

Date 

Record owner Trac^ y-o.. 1. 

/ Date 

fit/! v. 

42 4*^? 

icorcy owner Tr§,c 

D a t e ^ ' 

tsfc£hd> of record owner Tract' 

• ' Date 

Record ov/ner Tract No. 8. 

Date 

Record owner Tract No. 9. 
ud ft, rfdg 

Date 

Date 

Date 



STATE CF 

30UNTY OF 
S3 

On t h i s 7<f ~~aay of > ^ ^ / ^ ^ ^ ^ i A ^ \ 19 *^f, before 
•ne personally appeared S. A. Thompson , 
to ae personally known who being by me duly sworn, d id say 
that he i s the Vice- president of 
MAGNOLIA PETROLEUM COMPANY 
and that the seal affixed to said instrument is the corporate 
seal of said corporation, and that said instrument was signed 
and sealed i n behalf of said corporation by authority of i t s 
Board of Directors, and said S. A. Thompson 
acknowledged said instrument to be tne free act and deed of 
said corporation. 

IN WITNESS '.'.-HEREOF, I have hereunto set my land 
and affixed my o f f i c i a l seal on th i s , the day and year last 
aoove written. 

lly Commission Expires JOAN STEPHENS, Notary Public 
in and tor lianas County, Tesas 

(/' 

STATE CF ) 
;SS 

COUNTY OF ) 

On this day of 13 , before 
me personally appeared 
to me personally known who being by me duly sworn, did say 
that he is the president of 

and that the seal affixed to said instrument is the corporate 
seal of said corporation, and that said instrument was signed 
ana sealed i n behalf of said corporation by authority of i t s 
Board of Directors, and said 
acknowledged said instrument to be the free a,ct 'and deed of 
said corporation. 

IS ^ITT"ESS WHEREOF, I have hereunto set my hand 
and affixed my o f f i c i a l seal on this , the day and year last 
above written. 

iiy Commission Expires 

Notary Public 



STATS CF 

COUKTY CF 
TCl On t h i s / f ^ d . a y of . . y ^ ^ ^ ^ J ^ . , before me 

per-eonaliv appeared C/A€^OC^ c y r ^ ^ ^ j ^ <^-^^C ^ l ^ j ^ 4 t _ > ^ _ 
/""" A Ao known to be the person j 

described vii/and who executed the foregoing instrument, and 
acknowledged that /f-he u executed the same as Ss> 
free act and deed. / 

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

Y-l- commission expires 
MY GOUM/SS/Oti EXPIRE8 UA/ 14tk, tM 

Notary Puclic 

STATZ C F ^ t ^ ^ ^ ^ < ^ ^ ) 

COUNTY OF CL*L*C^/ _ j 

before me 
o eare d ^U*^<^ Js//'?u^ ^^t^ < A ^ ^ ^ J U 

_ Zt^x-s to me known to be the person j 
described i n and who executed the foregoing instrument', and 
acknowledged that /he a executed tne same "as ^Ae-ir-
free act and deed. ~ / — — 

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

Ly commission expires: 

ST-VTS OF /^..^ ^ ^ o - g ^ ) 

COUNTY OF ( Z ^ t ^ t _) 

i f 

iota.: Pu 

, 194 ̂  , before me 
' 1-

e the person^ 
/"described i n and wh.o executed the' foregoing instrument, and 
acknowledged that J h e a executed, the same as 
free act and deed. / 

IN WITNESS VMEREOF, I cave hereunto set m" hand and 
af f i x e d my o f f i c i a l seal the lay and year i n t h i s c e r t i f i c a t e 
amove vmritten. 

i£y commission expires: 



J*_A, , 194 , before me 

STATE CF X / ^ c ^ g ^ ) 

COUNTY CF j 

On t h i s ^ /xday o „ 
oersonaliy appeared /btf_/M- M/H^r-^ *t^^c 
' • ^ ^ U ^ ^ - ^ . f^i+-*<i^nJ' // , to me Iraov-'n. fo oe the person^ 
described i n aad who executed" the foregoing instrument, and 
acknowledged that ̂  he9 executed the same as ^& Jr 
free act and deed. / 

IN WITNESS WHEREOF, I have hereunto set my hand and 
affixed my o f f i c i a l seal the day and ye?r in this c e r t i f i c a t e 
above written. 

Y.y commission expires Notary F&#Lic 

STATZ CF JUW^JTZL**^** ) 

COUNTY CF dZCaU, ) 
On this J ^ ^ d a y o i ^ j L i l L ^ J ^ , 194 / , before me 

perao na lly a op ea r e A J C f ^ ^ y ^ ^ ^<-jL> 
O^^c^ /?, S****->*t̂ £3X>̂  , to me known to be #he' oerson_j 
described in and who executed the foregoing instrument", and ~" 
acknowledged that ^he f J executed tne same'as 6A*ss> 
free act and deed. / 1 — 

IN WITNESS THEREOF. I nave hereunto set my hand and 
affixed my o f f i c i a l seal the da7 and. year in this certificate 
above written. 

Ly commission expires: " i f c ^ a r v F v v o ^ ^ - ^ — 

STATE OF 'PP2JI^U^(L^ ) 

COUNTY OF dZ^^Cv/ j 

des; 
acknowledged that S he executed, the sa?e"as 
f r ee act and deed. 

-N WITNESS 'VHEREOF, I have hereunto set rr? hand and 
e f i i x e d my o f f i c i a l seal the lay aad year i n t h i s c e r t i f i c a t e 
socve w r i t t e n . 

Ky com-, i s r-i on expires: 



STATE CF _ 

COUBTY CF 

On t h i s vJ%? 
p ^ ^ o i y s l i y appeared 

194 before me 

' , to me known to ce the oefson/ 
described in and who executed the foregoing instrument, and 
acknowledged that he ̂  executed the same as ir4e/^ 
free act and deed. ' 

IH WITNESS WHEREOF, I have hereunto set my hand and 
affixed my o f f i c i a l seal the day and year i n this c e r t i f i c a t e 
above written. 

'y commission expires 
~ J--V • JT£> 

Notary puolic 

TATE CF ̂ f^-^ ^P^t^c^ 

) 

STAT 

COUNTY CF 
On this 

pe^is onal 1 y a P . . . . ^ 
j£L *̂̂ cr<L £̂?ŷ K c^u£L*cs / , to ;pe known*' to be the person 
described in apd who executed the foregoing instrument", and 
acknowledged that he executed tne same a.s A/s 

^day of ̂ ' g ^ 7 ^ > , 1S$£_, before me 

free act and. deed.' 
IN WITNESS THEREOF. I have hereunto set my hand and 

affixed my o f f i c i a l seal the day and year in this certificate 
above written. 

IMy conv.nissibn expires: 
/ & - c? f - vJ-*Q 

Notary pu^Sc 

STATE OF 

COL*mTY OF 

On this Z/^-AzZ ofJ^e&^QL. , 194_£, before me 
p^^onali^rappeared > *>, XJ. ro^p^uA^ 

., to me known t<6 be the person s. 
described in and wh.o executed the' foregoing instrument", and' 
acknowledged that ± j x e a executed the same as £A*./ss 
free act and deed. T 

IN WITNESS '\HEREOF, I have hereunto set my hand and 
afx ixed my o f f i c i a l seal the day and year i n t h i s c e r t i f i c a t e 
above w r i t t e n . 

JANICE wr. 

Ky^c^m:--ission expires: ~~~ Notary Puolic 
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UNIT ACCOUNTING AGREEMENT UNDER 
UNIT AGREEMENT FOR THE DEVELOPMENT AND OPERATION 
OF THE CASS RANCH UNIT AREA, COUNTY OF EDDY, 

STATE OF NEW MEXICO 

THIS AGREEMENT, made and entered into, as of the 1st day of May, 1953, 

by and between STANDARD OIL COMPANY OF TEXAS, a Delaware corporation, hereinafter 

designated as "Unit Operator", and the undersigned as owners of worKixig interests 

in the unitized substances within the Unit Area subject to the Unit Agreement 

herein below described, as may subscribe this agreement and become parties hereto, 

which owners are hereinafter sometimes referred to individually as "Working 

Interest Owner" and collectively as "Working Interest Owners"; 

WITNESSETH: THAT, 

WHEREAS, the parties hereto have heretofore executed a certain Unit 

Agreement for the Development and Operation of the Cass Ranch Unit Area, County 

of Eddy, State of New Mexico, dated September 18, 19^8, hereinafter sometimes 

referred to as "Unit Agreement"; and 

WHEREAS, Section 6 of the Unit Agreement provides for a separate 

Unit Accounting Agreement to be executed by the parties hereto, wherein and 

whereby such parties shall agree among themselves with respect to certain 

matters and things relating to the development and operation of the said area. 

NOW, THEREFORE, i n consideration of the premises and the covenants 

and agreements herein contained, i t is mutually agreed by and between 1;he 

parties as follows: 

1. UNIT PLAN CONFIRMED: The Unit Agreement for the Development 

and Operation of the Cass Ranch Unit Area and a l l exhibits attached thereto 

are hereby confirmed and made a part of this agreement and, i n the event 

of any conflict between the provisions of the Unit Agreement and the 

provisions of this agreement, the provisions of the Unit Agreement shall prevail. 

2. UNIT OPERATOR: STANDARD OIL COMPANY OF TEXAS, the party hereto 

named as successor Unit Operator of the Unit Area under the provisions of the 

Unit Agreement, or i t s duly appointed successor Unit Operator, shall have the 

exclusive right to develop and operate the Unit Area subject to the provisions 



of this agreement and of the Unit Agreement. The Unit Operator shall not sus

tain any l i a b i l i t y to the Working Interest Owners for any acts done or omitted, 

i n good f a i t h performance of any of the provisions of this agreement, and i n the 

exercise of i t s Judgment and discretion. 

The number of employees used by Unit Operator i n conducting unit 

operations, the selection of such employees, the hours of labor and the com

pensation for services to be paid any and a l l such employees shall be determined 

by Unit Operator. Such employees shall be the employees of Unit Operator-. 

3. TITLES? Each Working Interest Owner hereto represents that i t 

is now the owner of an interest i n one or more of the tracts of land i n the 

Unit Area. Within ten (10) days after the effective date of this agreement, 

each Working Interest Owner shall furnish the Unit Operator with up-to-date 

abstracts of t i t l e covering and affecting i t s interest together with such o r i 

ginal and supplemental t i t l e opinions as may be available, and i n addition for 

lands of the United States, acceptable up-to-date reports as to the status of 

the lands as appears from the records of the Bureau of Land Management of the 

Department of Interior. The Unit Operator shall thereupon examine a l l t i t l e 

opinions, abstracts and status reports. A l l expenses incurred i n connection 

with such examination of t i t l e s shall be borne by each Working Interest Owner 

as to his own lease or leases. Each Working Interest Owner shall severally pay 

the cost of curative work on i t s own t i t l e s . The Unit Operator shall pass upon 

a l l t i t l e s and shall approve or reject, i n whole or i n part, such t i t l e s . A l l 

tracts of land or parts thereof as to which t i t l e i s disapproved by the Unit 

Operator, and also by a controlling vote of the Working Interest Owners as pro

vided i n Section 5 hereof, shall be eliminated from the Unit Agreement and -from 

this agreement. 

Notwithstanding approval and acceptance of t i t l e s as provided above, 

each party hereto shall sustain the entire loss occasioned by any defect i n 

or failure of i t s t i t l e s and Unit Operator is hereby relieved from any and a l l 

l i a b i l i t y i n connection therewith) and upon any loss of t i t l e to any land or 

interest committed to this agreement and the Unit Agreement there shall be an 

appropriate adjustment of the percentages of participation of the parties hereto, 

and i f the interest is substantial and the true owner of such t i t l e f a i l s or 

refuses to commit i t s interest to the said agreements, the acreage so affected 

shall be eliminated from this agreement and the Unit Agreement. 
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The Unit Operator i n i t s capacity as Unit Operator shall sustain no 

l i a b i l i t y to any party hereto for and on account of loss occasioned by reason 

of any erroneous payment caused by defect of t i t l e , but such loss shall be the 

loss of a l l the parties hereto owning working interests, excluding the owner 

whose t i t l e f a i l e d , l n the affeoted participating area proportionate to their 

respective interests without prejudice to pursue any rights i n law or i n equity 

against the defaulting party for recovery of such loss. Any future recovery 

of any sums so erroneously paid shall be paid or credited to said parties In 

l i k e proportion. 

k. DUTIES OF UNIT OPERATOR: Unit Operator shall i n the conduct of 

operations hereunder: 

(a) conduct the same in a good and workmanlike manner, and have the 

right and duty to conduct such operations i n accordance with i t s best judgment 

of what a prudent Operator would do under the same or similar circumstances; 

(b) consult freely with Working Interest Owners concerning unit 

operations, and keep Working Interest Owners advised of a l l matters arising 

during the operation of the Unit Area which Unit Operator, i n the exerciBe of 

i t s best judgment, considers important; 

(c) keep true and correct books, accounts and records of i t s opera

tions hereunder, and permit at a l l reasonable times the inspection, examination 

and auditing of same by any party hereto; 

(d) permit any party hereto to have access to the lands and premises 

hereunder for inspection at a l l reasonable times; 

(e) upon written request, furnish each affected Working Interest 

Owner with copies of a l l run tickets, and likewise upon request furnish each 

such party hereto, on or before the 20th day of each calendar month, with a 

statement of the production, and the kinds thereof taken from the premises 

during the preceding calendar month; provided, that settlement for gas sold 

w i l l be made by the 25th day of the second month following the month i n which 

sales were made; 

( f ) on request furnish any Working Interest Owner a copy of the log 

of any well and other engineering data pertaining to unit operations and samples 

from the cores and cuttings encountered i n d r i l l i n g wells, provided that such 

Working Interest Owner gives Unit Operator written notice of i t s desire to have 

such samples prior to the commencement of the well; 



(g) comply vith a l l valid applicable Federal and State lavs and 

regulations; and 

(h) keep the land in the unit area free from liens and encumbrances 

occasioned by Its operations, save only the lien granted the Unit Operator 

under this agreement. 

5. ADVISORY COMMITTEE CREATED: An "Advisory Committee" is hereby 

created consisting of one representative of each Working Interest Owner signa

tory hereto, and its assigns, to be designated in writing by each party. The 

representative of the Unit Operator shall be chairman of the Committee. Each 

member shall have a vote equal to the proportionate or fractional acreage 

interest owned by his principal in the participating area involved in any 

determination to be made by the Committee, or in the Unit Area where the 

determination concerns any matter affecting the Unit Area as a whole. Except 

as otherwise specified herein or in the Unit Agreement, an affirmative vote 

of 65$ of the voting power of the Committee, taken in the manner to be deter

mined by the Committee, referred to hereinafter, upon any matters upon which 

such Committee is authorized to act shall constitute the decision of the Com

mittee and be binding on the Committee and upon each of the parties hereto; 

provided, however, that should any party own as much as 65$, but less than 

100$, voting Interest in the Unit Area or ln a participating area, as the case 

may be, its vote must be supported by the affirmative vote of at least one addi

tional party to bind a l l the parties hereto and provided further that i f one 

party owns 30$ or more voting interest, but less than 100#, the vote of such 

party shall not serve to defeat or disapprove any matter approved by the major

ity (over 50$) unless supported by at least one additional voting interest but 

in oase of conflict the last proviso shall yield to the preceding proviso. 

The Committee i s authorized to adopt a rule providing that where any action is 

agreed to in writing by a l l members of the Committee, i t shall be part of the 

Committee's records and shall have the same force and effect as i f adopted at 

a regular meeting at whioh a quorum was present. 

I t i s agreed by the parties hereto that the place of meeting of the 

Advisory Committee shall not be over seventy-five (75) miles distant from the 

properties herein covered unless agreed upon by the Advisory Committee. 

6. POWERS AMD DUTIES OF ADVISORY COMMITTEE: The Advisory Committee 

shall be charged, subject to the provisions of this agreement, with compliance 



v i t h the terms and conditions of the Unit Agreement and the leases and neces

sary contracts affecting the development and operation of the lands covered 

hereby as long as the same shall be owned and held by the parties hereto, and 

shall have, among other powers, the power and authority; 

(a) to exercise the powers of the Working Interest Owners set forth 

i n the Unit Agreement and this agreement; 

(b) to adopt sueh rules and regulations as i t may deem advisable 

for i t s proper functioning including the selection of the time and place for 

holding regular meetings, calling of special meetings, and the manner of taking 

votes on any question; 

(c) to approve or disapprove the location, d r i l l i n g , and l e t t i n g 

of contracts for d r i l l i n g or recompletion of any and a l l wells. The approval o f 

the d r i l l i n g or recompletion of any well shall be construed to mean and include 

the approval of any necessary expenditures for the d r i l l i n g , completing and 

equipping of such well, including the necessary lines, separators, and necessary 

tankage i f a producer, and i f a dry hole the plugging and abandonment thereof, 

except as otherwise provided i n Sections 9 and 17 hereof; 

(d) to approve or disapprove any expenditure i n excess of $5*000.00 

other than normal operating expenses; 

(e) to approve or disapprove the use of f a c i l i t i e s owned by one par

ticipating area for purposes of operation and development outside of said area, 

and to determine the amount of any charges therefor, unless otherwise provided 

for i n this agreement or in the Unit Agreement; 

( f ) to approve or disapprove any expenditure for expert technical 

advice including any extra services rendered by Unit Operator's technical staff 

not contemplated by the provisions of the Accounting Procedure, hereto attached, 

marked Exhibit "l", and not covered by the overhead and camp expenses therein 

authorized, which overhead i n said Accounting Procedure is Intended to only 

cover normal development and operations; 

(g) to approve or disapprove any p a r t i a l relinquishment of the rights 

of the Unit Operator; 

(h) to approve or disapprove the abandonment of any well or wells 

or the disposal of any major items of surplus material or equipment other than 

junk, having an original cost of $1,000,00 or more (any such item or items of 

less cost may be disposed of without such approval), except as otherwise pro

vided i n Section 17 hereof: 



( i ) to approve or disapprove any proposed plan for development of 

the Unit Area or any participating area or amendment thereof, or any proposed 

expansion or contraction of the Unit Area or any designation or enlargement of 

a participating area unless otherwise required by Public Authority; 

( j ) to determine the basis of investment adjustment and the adjusted 

basis of prorated future development and operating costs and to readjust per

centages of participation upon enlargement or reduction of the Unit Area or 

enlargement of any participating area or upon elimination of acreage for f a i l 

ure of t i t l e ; 

(k) to approve or disapprove any arrangements for repressuring or 

cycling and to approve or disapprove any change i n the existing method of 

operation. 

In case of blow-out, explosion, f i r e , flood, or other sudden emer

gency, Unit Operator may take such steps, and incur such expense, as i n i t s 

opinion are required to deal with the emergency and to safeguard l i f e and prop

erty; provided that Unit Operator shall, as promptly as possible, report the 

emergency to the other parties and shall endeavor to secure any sanction which 

might otherwise have been required. 

Subject to the provisions hereof, Unit Operator shall have f u l l con

t r o l of the premises subjected hereto and shall conduct and manage the develop

ment and operation of unitized lands for the production of unitized substances 

therefrom for the account of the parties hereto. 

I t i s specifically understood, that i f the Working Interest i n the 

i n i t i a l participating area or any subsequent participating area or areas, or 

of any separate lease situated outside any participating area, is owned by one 

party, such party shall alone control the action of the Unit Operator i n a l l 

matters referred to i n subsections (a), ( c ) , (d), (e), ( f ) , (h), ( j ) , and (k) 

above in respect thereto u n t i l such area or areas may be enlarged to include 

an additional Working Interest Owner or Owners therein. 

7- INSURANCE; Unit Operator agrees that Contractors or Subcon

tractors w i l l carry insurance as follows, to cover d r i l l i n g and development 

operations on a l l lands subject to this agreement; 

(a) Workmen's Compensation Insurance as required by the laws of 

the State of New Mexico. 

(b) Contractor's Public L i a b i l i t y Insurance i n amounts of $100,000.00 

for injuries for one person and $300,000.00 for injuries i n one accident. 

(c) Automobile Public L i a b i l i t y and Property Damage Insurance i n 
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amounts of $100,000.00 for injuries to one person, $300,000.00 for injuries i n 

one accident and $10,000.00 for property damage. 

With respect to production operations on a l l lands subject to this 

agreement, Unit Operator shall carry v i t h a reputable insurance carrier, Work

men's Compensation Insurance, Contractor's Public L i a b i l i t y Insurance v i t h 

l i m i t s of $100,000.00 for one person and $300,000.00 for one accident, and 

Automobile Public L i a b i l i t y Insurance v i t h l i m i t s of $100,000.00 for one per

son, $300,000.00 for one accident and $10,000.00 for property damage. 

Unit Operator shall carry insurance required under this agreement 

at the expense of the parties hereto and for the benefit of Working Interest 

Owners hereunder; however, premiums for Automobile Public L i a b i l i t y and Prop

erty Damage Insurance on Unit Operator's fully-owned equipment shall not be 

charged directly to the j o i n t account, but w i l l be covered by the f l a t rate 

charges assessed for use of such equipment. Unit Operator w i l l not carry f i r e , 

windstorm and explosion insurance covering operations hereunder. 

8. COST OF OPERATIONS; The actual cost to the Unit Operator of 

performing i t s obligations as Unit Operator hereunder shall be kept separately 

for each participating area, and in each area such cost shall be apportioned 

to each tract i n the same ratio as that defined i n the Unit Agreement for the 

allocation of production i n that area, and among the Working Interest Owners 

in each tract i n proportion to their comparative interest therein, and as so 

allocated shall be paid as hereinafter provided by the several Working Interest 

Owners, and as nearly as may be done a l l costs shall be charged directly to 

each participating area and the operations served. A l l such costs, expenses, 

credits, and related matters and the method of handling the accounting with 

respect thereto shall be in accordance with the provisions of the Accounting 

Procedure attached hereto, made a part hereof, and marked for identification 

as Exhibit " l " , except that; 

(a) Anything contained i n the Accounting Procedure attached hereto 

to the contrary notwithstanding, i f Operator is unable to obtain pipe or other 

materials l n the open market and/or through regular channels, or i f Operator 

wishes to move pipe or materials to the j o i n t property from i t s warehouse i n 

the d i s t r i c t or from other properties of Operator, the transportation charges 

for which would be i n excess of that which would be incurred i f moved from the 

nearest reliable supply store or railway receiving point, then Operator mav 



give each Working Interest Owner written notice or hy telegraph setting out the 

estimated prices to be paid or the transportation charges i t proposes to incur 

and each Working Interest Owner shall, i n a similar manner, advise Operator within 

five (5) days after the date of such notice that i t either agrees to pay i t s pro

portionate part of such costs or excess transportation charges, or elects to furnish 

i t s proportionate share of such pipe or other materials i n kind at the location 

where they are to be used and by the time they are required to be on location and 

Operator shall be governed by and charges shall be made or not made to the joi n t 

account accordingly. I f Non-Operator f a i l s ©r refuses to so notify Operator 

within the period as aforesaid, or f a i l s to furnish the pipe or other materials at 

the location within the time required, then Operator may proceed with the purchase 

and/or transportation of such pipe and materials as set out i n i t s notice to each 

Working Interest Owner and the costs thereof shall be charged to the Joint Account 

and each Working Interest Owner shall pay i t s proportionate share of such charges. 

(b) In the event.of any conflict between the provisions contained 

in the body of this instrument or i n the Unit Agreement and those contained i n 

said Accounting Procedure, the provisions of the former shall govern to the extent 

of such conflict. The term "Operator" as used i n Exhibit "l" shall be deemed to 

refer to the Unit Operator, and the term "Non-Operators" as used i n Exhibit "l" 

shall be deemed to refer to the Working Interest Owners herein. 

Unit Operator i s hereby granted a prior l i e n upon the rights and 

interest of each Working Interest Owner i n the Unit Area and the unitized sub

stances allocated to eaeh such Working Interest Owner, and the material and 

equipment thereon, to secure the payment of i t s proportionate part of the said 

costs and expenses. Should any Working Interest Owner f a i l to pay i t s propor

tionate part of said costs and expenses within t h i r t y (30) days after being 

b i l l e d therefor as provided for i n the referred-to Accounting Procedure, Exhi

b i t " 1 " , Unit Operator shall have the right at i t s option at any time thereafter, 

such default continuing, to foreclose said l i e n upon the respective interest of 

such Working Interest Owner. 

Unit Operator, at i t s election, may request each Working Interest 

Owner hereto to advance i t s respective proportion of the development and operat

ing costs hereunder i n accordance with an estimate by Unit Operator to be made 

not less than ten (10) days i n advance of the month i n which the costs and 

expenses are to be incurred. Adjustment between estimates and actual costs 



shall be made by the Unit Operator at the close of each calendar month and the 

accounts of the Working Interest Owners adjusted accordingly. 

9. TEST WELLS: In the event any test wells are d r i l l e d on the Unit Area 

by Operator prior to establishing a participating area, or prior to establishment 

of an additional participating area, or any additional test wells to test heretofore 

untested formations, the Working Interest Owners subscribing hereto shall only be 

responsible for such portion of the cost thereof as they may have expressly agreed 

to i n writing. 

1 0" ESTABLISHMENT OF NEW PARTICIPATING AREAS OR ENLARGEMENT OF EXIST

ING PARTICIPATING AREAS: In the event any test well d r i l l e d shall encounter the 

unitized substances i n quantity sufficient to j u s t i f y the establishment of a new 

and separate participating area or the enlargement of an existing participating 

area for the formation encountered, such participating area or enlargement shall 

be formed as provided i n Section 10 of the said Unit Agreement. Upon the estab

lishment of any participating area, there shall be a retroactive adjustment 

of the cost of d r i l l i n g , completing, equipping for production and operating 

the said test well from the commencement of operations on said well u n t i l the 

effective date of the establishment to the end that the owners of working i n t 

erests i n the participating area newly established shall reimburse without 

interest the party or parties who paid for the cost and expense of d r i l l i n g , 

completing, equipping for production, and operating the well, less any income 

derived by the last named party or parties up to the date of settlement, and 

thereafter the costs incurred and benefits derived from the operation of the 

well shall be borne by and inure to the benefit of the Working Interest Owners 

in the participating area or areas, and the working interests attributable to 

the nonparticipating portion of the Unit Area shall thereafter be liable for 

no part of the eosts and entitled to no part of the benefits derived therefrom. 

11. FUTURE WELLS DRILLED BY UNIT OPERATOR; A l l wells d r i l l e d in the 

Unit Area by Unit Operator after the effective date of this agreement shall be 

dr i l l e d on a competitive contract basis at the usual rates prevailing i n the 

region of the Unit Area. Unit Operator, i f i t so desires, may employ i t s own 

tools and equipment i n the d r i l l i n g of such wells, but i n such event the charge 

therefor shall not exceed the competitive prevailing rate charged by independent 

contractors doing work of a similar nature. Before the commencement of the 

d r i l l i n g of any well by the Unit Operator, the Unit Operator and the other 

affected Working Interest Owners shall agree upon the then competitive prevail-



Ing rate and upon the contract under which Unit Operator w i l l d r i l l such well. 

12. WELLS DRILLED OUTSIDE PARTICIPATING AREA: The Unit Operator, 

upon obtaining the approval, where necessary, of Federal or State authority, 

may d r i l l any test well within the Unit Area hut outside the boundaries of any 

established participating area, for the account, and at the sole cost, risk 

and expense of the Working Interest Owners within the participating area, only 

after obtaining the consent of the parties as provided i n Sections 5 and 6 

hereof. In the alternative such wells may be d r i l l e d as provided i n Section 

12 of the Unit Agreement. 

13. CHANGE OF PARTICIPATING AREA - INVESTMENT ADJUSTMENT; Separ

ate participating areas for different formations may be established and any 

participating area may be diminished on account of failure of t i t l e or may be 

enlarged, a l l as provided by the said Unit Agreement and this agreement. On 

the enlargement of any participating area there shall be an investment adjust

ment between the owners of working interest i n the enlarged participating area 

who are parties hereto and the Working Interest Owners i n the former p a r t i c i 

pating area who are parties hereto, to the end that the investment i n wells, 

well equipment, f a c i l i t i e s , and a l l other property within the enlarged p a r t i 

cipating area shall be paid for by the affected Working Interest Owners in the 

enlarged participating area proportionate to the interest of each in the cost 

of operation and revenue derived from the enlarged participating area, and also 

to the end that the parties who have previously paid said costs shall be reimbursed 

on the basis hereinafter set forth. The affected Working Interest Owners i n 

the participating area before i t s enlargement shall receive credit for the 

intangible cost of d r i l l i n g , completing, and equipping for production a l l 

wells capable of producing unitized substances situated within said participat

ing area. The costs to be so credited shall be measured by the average cost 

of d r i l l i n g , completing and equipping for production wells of l i k e character 

and depth i n that region i n a good and workmanlike manner at the time when 

said wells were d r i l l e d . Credit shall also be given for the casing and other 

tangible property and f a c i l i t i e s installed i n the wells and for any structures, 

f a c i l i t i e s or other property at a percentage of original cost, such percentage 

to be separately agreed upon by the Working Interest Owners i n the enlarged 

participating area. The affected Working Interest Owners on any tract outside 

of the participating area that i s to be admitted to the enlarged participating 



area shall likewise receive credit for the intangible cost of d r i l l i n g , complet

ing, and equipping any wells on their respective leases, together with the value 

of the tangible equipment, f a c i l i t i e s , and structures located thereon and used 

in connection therewith on the basis as last hereinabove set out. The sum t o t a l 

of a l l credit shall be the investment cost apportionable to the enlarged p a r t i 

cipating area. The investment adjustment shall be made by cash settlement 

among the Working Interest Owners through the Unit Operator. No credit shall 

be given for the previous cost of operating any wells or repairing or maintain

ing other property, nor shall there be any debit for and on account of produc

tion taken from wells prior to the effective date of the enlargement of the 

participating area. 

I k . MARGINAL WELL - SEPARATE OPERATION; In the event that any well 

d r i l l e d under the provisions of Section l 6 hereof or under Section 12 of the 

Unit Agreement shall encounter the unitized substances i n producible but not 

in paying quantities, so that the well i s not admitted to any participating 

area, i t may be separately operated by the parties who financed the d r i l l i n g 

thereof for their own account as provided by Section 12 of the Unit Agreement. 

I f the d r i l l i n g of the well was financed by parties other than the Working I n t 

erest Owners on the well t r a c t , such Working Interest Owners may at any time 

take over the well by reimbursing the parties financing the same for the unrecov

ered portion of the d r i l l i n g and operating costs thereof; but i f the parties 

who financed any such well desire to abandon the same, the Working Interest 

Owners on the well tract may then take over and operate the well by payment of 

the f a i r salvage value of the casing and other necessary equipment l e f t i n the 

well, provided also that i f the Working Interest Owners on the well tract do 

not elect to take over and operate such well, the same shall be plugged and 

abandoned at the cost of the parties who financed such well. 

15- TAXES; A l l ad valorem taxes assessed on privately owned land 

within the Unit Area shall be paM by the owner of the land unless otherwise 

provided i n any contract or agreement between such owner and a Working Interest 

Owner hereunder. Each Working Interest Owner, however, shall ascertain that 

the land contributed by i t to the Unit Area shall not be sold for nonpayment of 

any ad valorem taxes constituting a l i e n thereon and i n the event of such sale, 

such Working Interest Owner shall, at i t s expense, effect the redemption of 

such land or take any other measures permitted by law or the terms of i t s lease 
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to prevent the loss of the land as a result of the tax sale. 

Unit Operator, subject to the provisions of the Unit Agreement, shall 

render and pay a l l taxes on tangible personal property owned by the Working 

Interest Owners in a l l participating areas and a l l other taxes of any nature 

or kind whatever (except the Federal and State income taxes i n any state, 

licenses, franchises, or other similar tax necessary to be .paid by the parties 

hereto to maintain their corporate existence) and shall charge to and collect 

such taxes from the respective Working Interest Owners in the same proportion 

as other costs are distributed and collected. 

In the event any taxable valuation is assessed on or against said 

property or any portion thereof, which the Unit Operator deems to be unreason

able, i t shall be the duty of Unit Operator to protest said taxable valuation 

within the time and manner as prescribed by law, and prosecute such protest to 

f i n a l determination. When any such protested valuation of such property shall 

have been determined, Unit Operator shall pay, for the joint account, the taxes 

thereon, together with any interest or penalty accrued by reason of such pro

test, and b i l l each party for i t s proportionate share of such payments i n 

accordance with the Accounting Procedure, Exhibit "l", hereto attached. 

16. DRILLING OF ADDITIONAL WELLS: Any Working Interest Owner who 

desires to be relieved of the obligation to contribute to the cost and the 

obligation to share i n the risk of d r i l l i n g any well at a location outside the 

boundaries of an existing participating area, or to test any untested formation, 

may be so relieved by notifying the Unit Operator i n writing,prior to the com

mencement of operations for said well. 

Certain further provisions are made in Section 12 of the Unit Agree

ment as to the d r i l l i n g of such outside well by the party or parties owning or 

controlling a majority of the working interests under such well location. The 

basis of contribution to the cost of such well and the f i n a l adjustment or dis

position of such costs shall be made the subject of a special agreement between 

the parties financing said well. Said cost in either event shall include, i f 

a producer, the cost of completing and equipping the well for production, and 

i f a nonproducer, the cost of plugging and abandoning the well. 

In either ease, i f the well produces unitized substances in producible 

but not in paying quantities, the said well shall be handled as provided i n the 

t h i r d paragraph i n Section 12 of the Unit Agreement and, i f operated by the 
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Unit Operator, shall he operated for the account of the Working Interest Owners 

who participated i n the cost and risk of d r i l l i n g the well. 

Likewise i n either case, i f said well is completed as a producer of 

unitized substances i n paying quantities, the well shall be operated by the 

Unit Operator l n the appropriate participating area as enlarged or to be estab

lished as a result of the d r i l l i n g of this well as the case may be, and there 

shall be an investment adjustment among the Working Interest Owners as provided 

i n Section 10 or Section 13 hereof as the case may be. Separate accounts shall 

be maintained as to costs and production of said well and the entire Working 

Interest portion of the production from the well after deducting 100$ of the 

operating costs attributable to the well to the date of reimbursement herein

after provided f o r , shall be f i r s t allocated to the Working Interest Owners 

who participated i n the cost and expense of d r i l l i n g said well i n proportion 

to their contribution to the cost of such well, u n t i l said Working Interest 

Owners have received from the proceeds thereof, i n addition to the 100$ credit 

for the cost of the well allowed above i n the investment adjustment, an addi

tional 50$ of the cost of d r i l l i n g , testing, completing and equipping such 

well. After the parties who participated i n the cost of d r i l l i n g said well 

have been f u l l y reimbursed to the extent above described, then and thereafter 

said well shall be operated by the Unit Operator for the jo i n t account of a l l 

Working Interest Owners herein, and the subsequent costs and expenses of opera

tion and the production derived therefrom shall be apportioned i n the same 

manner and i n the same proportion as i f a l l Working Interest Owners hereto had 

originally participated i n the d r i l l i n g of said well. 

I f any well be d r i l l e d hereunder to test any formation other than 

the formation then producing i n any participating area and said well is not 

completed as a paying producer from the objective formation but the well can 

be plugged back or deepened, as the case may be, and made into a paying producer 

i n a formation for which a participating area has been established, the Working 

Interest Owners i n the affected participating area shall have the right to take 

over said well and cause the Unit Operator to plug back or deepen as the case 

may be and to complete and operate i t a l l for the account of such participating 

area upon effecting an investment adjustment for the cost of said well from 

the surface to such producing formation on the same basis provided i n Section 
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Notwithstanding the foregoing, in the event Unit Operator is required 

to drill an extension well outside the boundaries of any participating area or 

any development well within a participating area by governmental order, or 

demand, whether such order or demand is initiated by the government independent 

of its consideration of any plan of development, or is issued as a required 

alteration of a plan of development, the cost of drilling and completing said 

well if a producer, and of plugging and abandoning the well if a dry hole, 

shall be bome by a l l of the Working Interest Owners in said participating area 

in proportion to their interest therein. The consent of a Working Interest 

Owner to a plan of development calling for the drilling of a well or wells shall 

be deemed consent to participate ln the cost of drilling such a well or wells. 

Should Unit Operator be required by governmental order to drill a well to test 

any previously untested formation in the Unit Area, the cost of drilling and 

equipping such well if a producer, and plugging and abandoning the well If a 

dry hole, shall be, anything contained in Sec. 9 hereof notwithstanding, Initially 

borne by a l l of the parties hereto In proportion to their interests in the entire 

Unit Area; provided, however, further, that in the event such well ls completed 

as a paying producer resulting in the establishment of a participating area, the 

parties advancing said costs shall be reimbursed for a l l the costs of drilling, 

equipping and operating the well by cash adjustment by the Working Interest Owners 

in the participating area, after which, the well shall be owned by and operated for 

the account of the Working Interest Owners of the participating area so established. 

In the event any well is multiply completed as a paying producer in 

more than one formation, the Working Interest Owners of the respective parti

cipating areas established for such formations shall arrange for an appropriate 

allocation of investment and operating costs of such well by separate agreement. 

17. OPTION AS TO ABANDONMENT OF WELLS; If the affected Working Inter

est Owners hereto are unable to agree as to the proposed abandonment of any well 

or wells, then sueh party or parties not desiring to abandon the same shall 

tender to the other affected Working Interest Owner or Owners a sum equal to 

the last named parties' proportionate share in the salvage of the material 

and equipment in said well or wells determined ln accordance with the Account-



ing Procedure Exhibit "1" hereto attached and upon receipt of said sum, the 

said parties wishing to abandon said well shall assign to the other Working 

Interest Owners their rights i n the well and well property down to and includ

ing the producing formation i n the land on which said well is situated, said 

well may thereafter be operated by the Unit Operator for the separate account 

of the remaining Working Interest Owners. Proper b i l l s of sale and division 

orders shall be executed by the assigning parties to accomplish the purposes 

hereof, and no further wells shall be d r i l l e d to the producing formation within 

the drainage area of said well as established by the well spacing system then 

i n use i n said f i e l d , but there shall be no conveyance of any rights i n and to 

any land or leasehold rights i n the acreage surrounding said well, and the 

percentage of participation of the parties under the Unit Agreement and this 

Agreement as to a l l other wells then or thereafter d r i l l e d and as to the land 

and leasehold rights under this Agreement and the Unit Agreement shall be 

unaffected by this transfer. 

18. ASSIGNMENTS: Any Working Interest Owner may, at any time, 

transfer or assign a l l of his working interest to any other Working Interest 

Owner who is then a party to the Unit Agreement and to this agreement, or to 

any other person, association, or corporation, when such assignment is made 

expressly subject to the terms of the Unit Agreement and the terms of this 

agreement, and wherein the assignee shall accept and agree to perform a l l duties, 

obligations, and l i a b i l i t i e s thereof. In such assignment, i t shall be competent 

for the assignor to reserve a royalty interest. Upon the making of such assign

ment, irrespective of whether a royalty interest is reserved, the assignor shall 

thereupon be relieved of a l l future duties, obligations, and l i a b i l i t i e s of a 

Working Interest Owner under this agreement and under the Unit Agreement. A 

part i a l assignment of working interest shall be effective as above described 

to the extent of the interest so assigned. No assignment made under the provi

sions of this Section shall be binding upon the Unit Operator u n t i l a certified 

copy of said assignment has been delivered to Unit Operator. 

19. WITHDRAWAL OF PARTYs I f any party hereto so desires, i t may 

withdraw from this agreement by conveying, assigning, and transferring, without 

warranty, either express or implied to the other parties hereto who do not 

desire to withdraw, a l l of i t s r i g h t , t i t l e and interest i n and under the 

leases Included i n the Unit Area, together with the withdrawing party's inter

est i n a l l wells, casing, material, equipment, fixtures, and other personal 



property belonging to the jo i n t account, but such conveyance or assignment 

shall not relieve said party from any obligation or l i a b i l i t y accruing or 

incurred prior to the date thereof. The interest so conveyed and assigned 

shall be held and owned by the assignees i n the proportion set out i n applic

able percentage participation schedules and; thereupon the withdrawing party 

shall be relieved from a l l obligations and l i a b i l i t i e s thereafter to accrue 

under this contract, and the right of such party to any benefits subsequently 

accruing hereunder shall cease; but assignees shall pay assignor for i t s interest 

i n a l l casings, material, equipment, fixtures, and other personal property owned 

by the jo i n t account at the salvage value thereof, computed i n accordance with 

the Accounting Procedure, Exhibit " 1 " , hereto attached. 

20. LIABILITY: The l i a b i l i t y of the parties hereunder shall be 

several and not Joint or collective. Each party shall be Individually respons

ible for i t s own obligations as set out i n this agreement and shall be liable 

only for i t s proportionate share of the costs and expenses as provided by this 

contract, and nothing herein contained or implied shall be deemed to create a 

partnership between or among the parties hereto, whenever i n this agreement 

reference i s made to operations for the account of any of the parties hereto 

or the charges or credit to the account of the parties hereto, or whenever similar 

language is used, the parties use such language merely as a convenient method 

of referring to the accounting necessary between them, and i t is agreed that 

no such phraseology shall ever be construed as creating any joi n t l i a b i l i t y 

upon the part of the parties hereto for any obligation incurred under this 

agreement, or as setting apart or creating any fund or j o i n t l y owned property 

for the satisfaction of any such obligation; or as creating a common fund for 

any other purpose. No funds received by Unit Operator under this agreement, 

whether received as proceeds from the sale of unitized substances, or as advances 

or as payments on account of costs or expenses, or otherwise, need be segregated 

by Unit Operator or maintained by i t as a joint fund, but may be commingled 

with i t s own fund and distributed by Unit Operator as provided for l n this 

agreement. 

Unit Operator shall not be liable or responsible for any damage to 

the Unit Area or the property, equipment or f a c i l i t i e s used i n the development 

and operation thereof, or for the loss of any production arising out of i t s 

operation of the Unit Area, except only for bad f a i t h or gross negligence i n 
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connection therewith. 

I f , and i n the event, notwithstanding the foregoing provisions of 

this section, the Unit, the Unit Operator or any member of the Unit is held 

liable by a court of competent jurisdiction for any matter or thing for which 

i t i s herein provided the Unit or person so named shall not be liable, the 

amount of such l i a b i l i t y as f i n a l l y determined shall thereupon be treated, 

regarded and paid as an item of unit expense. 

21. NOTICES: A l l notices required or permitted to be given hereunder 

shall be i n writing and shall be deemed to have been properly served and addressed 

when sent by mail or telegram to the parties executing this agreement at the 

addresses set opposite their respective names. 

22. SUBSEQUENT JOINDER: Any Working Interest Owner having interests 

i n the Unit Area who for any reason does not subscribe to this agreement at the 

time of i t s inception may subsequently become a party thereto by signing instru

ments with the Unit Operator expressly r a t i f y i n g this agreement and the Unit 

Agreementj however, the Unit Operator may i n i t s discretion refuse to admit a 

Working Interest Owner to participation i n this agreement unless a l l the Work

ing Interest Owners having interests i n the tract or tracts of land i n which 

the applicant Working Interest Owner has an interest likewise elect to j o i n , 

and further subject to the condition that i f the Working Interest Owners are 

unable to secure the commitment to the Unit Agreement of a l l of the royalty 

Interests i n the tract to be committed, they shall undertake to pay and satisfy 

the royalty interests on said tract and save the Unit Operator and the other 

Working Interest Owners on other tracts harmless from any claim or demand of 

said royalty owners. The Unit Operator shall promptly furnish to the remain

ing Working Interest Owners who are then parties hereto, copies of a l l such 

Instruments. 

23. DISPOSAL OF PRODUCTION: Each of the parties hereto shall own 

and, at i t s own expense, shall take i n kind and separately dispose of i t s pro

portionate part of a l l the o i l , gas, caslnghead gas and other hydrocarbon 

substances produced and saved from the lease acreage covered hereby, exclusive 

of the production which the Unit Operator may use i n developing and producing 

operations and i n preparing and treating o i l for market purposes and of pro

duction unavoidably lost; provided that each of the parties shall pay, or 

secure the payment of the royalty interest i n i t s proportionate part of the 



production. 

2k. URAVOIDABLE BELAY: All obligations under this agreement requir

ing the Unit Operator to commence or continue drilling or to operate on or 

produce unitized substances from any of the lands covered by this agreement 

shall be suspended while, but only so long as, the Unit Operator despite the 

exercise of due care and diligence is prevented from complying with such obli

gations, in whole or in part, by strikes, lockouts, acts of God, Federal, State, 

or municipal laws or agencies, unavoidable accidents, uncontrollable delays 

in transportation, inability to obtain necessary materials in open market, or 

other matters beyond the reasonable control of the Unit Operator whether simi

lar to matters herein enumerated or not. 

25. EFFECTIVE BATE AND TERM: This agreement shall become effective 

as to a l l parties executing the same upon the date set out above, and the term 

hereof shall be the same as that of the Unit Agreement. This agreement may be 

terminated in any manner by which the said Unit Agreement may be terminated. 

This agreement may be executed in any number of counterparts with the 

same force and effect as i f a l l the parties had signed the same document. 

IN WITNESS WHEREOF, the parties have executed this contract the day 

and year f i r s t above written. 

ATTEST: MALCO REFINERIES, INC. 

By 
Secretary 

Bate 

ATTEST: STANDARD OIL COMPANY OF TEXAS 

By 
Assistant Secretary 

Date 

Date 

Date 

Date 

Date 



NEW MEXICO OIL CONSERVATION COMMISSION 

SANTA PE, NEW MEXICO 

APPLICATION FOR APPROVAL OF CASS RANCH UNIT AREA 

EDDY COUNTY, NEW MEXICO 

New Mexico Oil Conservation Commission 
Santa Fe, New Mexico 

COMES the undersigned, the MAGNOLIA PETROLEUM 

COMPANY, a corporation of Dallas, Texas, and f i l e s herewith 

three copies of a proposed Unit Agreement for the Development 

and Operation of the Cass Ranch Unit Area, Eddy County, New 

Mexico, and hereby makes application for the approval of said 

Unit Agreement by the New Mexico Oil Conservation Commission, 

as provided by law, and in support thereof shows: 

1. That the unit area designated i n said unit 

agreement covers a t o t a l of 10,230.27 acres, situated i n Town-

ships 19 and 20 ̂ Ranges 23 and 2k East, N.M.P.M., Eddy County, 

New Mexico. That 9,270.27 acres of the lands i n the said pro

posed unit area are lands of the United States, 6kO acres are 

lands of the State of New Mexico, and 320 acres are fee or 

privately-owned lande. That said unit area is more particularly 

described by the plat attached to said unit agreement, made a 

part hereof, and for purposes of identification marked Exhibit 

»A«. 

2}- That the owners of substantially a l l of the 

o i l and gas leases, or pending applications therefor, embracing 

lands of the United States, have agreed to commit said o i l and 

gas leases to said Unit Agreement and the Magnolia Petroleum 

Company owns or holds o i l and gas leases covering a substantial 



portion of the privately-owned or fee lands and i s w i l l i n g to 

commit said leases to said u n i t agreement, as w e l l as i t s 

lease covering the lands of the State of New Mexico embraced 

i n said proposed uni t area. 

3. That the u n i t area described i n the pro

posed uni t agreement has heretofore been designated by the 

Director of the United States Geological Survey as one s u i t 

able and proper f o r u n i t i z a t i o n , and that a l l lands embraced 

therein are believed to be situated upon the same geological 

structure, and that there i s attached hereto, made a part hereof, 

and f o r purposes of i d e n t i f i c a t i o n marked Exhibit "A", a plane 

table map showing the geological structures covered by said 

proposed unit area and the relationship between the geological 

structure and the proposed u n i t area and that said map i s the 

one submitted to the U. S. Geological Survey and upon which the 

designation by the Director was based and i s to be treated as 

co n f i d e n t i a l . 

k. That the undersigned, Magnolia Petroleum 

Company, i s designated as the Unit Operator i n said agreement 

and the Unit Operator i s given authority under the terms thereof 

to carry on a l l operations which are necessary f o r the develop

ment and operation of the u n i t area f o r o i l and gas, subject to 

a l l applicable la\irs and regulations. The Magnolia Petroleum 

Company i s preparing to commence operations upon a test w e l l 

f o r o i l and gas to be located upon some part of the lands em

braced i n the proposed unit area, and i t i s anticipated that 

the same w i l l be d r i l l e d i n the approximate center of said unit 

area, and that said w e l l w i l l be d r i l l e d w i t h due diligence to 

a depth of approximately 3900 fe e t , unless o i l or gas i n 

T 



commercial quantities should be encountered at a lesser depth. 

5. That said unit agreement i s i n substantially 

the same form as unit agreements heretofore approved by the Com

missioner of Public Lands of the State of New Mexico, the Secre

tary of the I n t e r i o r , and the New Mexico O i l Conservation 

Commission, and i t i s believed that operations to be carried on 

under the terms thereof w i l l promote the economical and e f f i c i e n t 

recovery of o i l and gas to the end that the maximum y i e l d may 

be obtained from the f i e l d or area, i f o i l or gas should be dis

covered i n paying quantities, and the production i s to be l i m i t e d 

to such production as may be put to b e n e f i c i a l use with adequate 

r e a l i z a t i o n of f u e l and other values, and I t i s further believed 

that such agreement w i l l be i n the int e r e s t of conservation of 

o i l and gas and the prevention of waste as contemplated by the 

Oil Conservation Statutes of the State of New Mexico. 

6. That upon an order being entered by the New 

Mexico O i l Conservation Commission approving said Unit Agreement, 

and a f t e r approval thereof by the Commissioner of Public Lands of 

the State of New Mexico and the Secretary of the I n t e r i o r of the 

United States, an approved copy of said agreement w i l l be f i l e d 

w i t h the New Mexico O i l Conservation Commission. 

WHEREFORE, the undersigned applicant respectfully 

requests that a public hearing be held on the matter of the ap

proval of said u n i t agreement as provided by the Statutes of the 

State of New Mexico and the regulations of the New Mexico O i l 

Conservation Commission, and, upon said hearing, said u n i t agree

ment be approved by the New Mexico O i l Conservation Commission. 

Respectfully submitted 

MAGNOLIA PETROLEUM COMPANY 
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hsma 601 ?S;.\I.AO\J>!?H££A EXHIBIT " l " M o J e l Form-PASO-1949-1 

Attached to and made a part Unit Accounting Agreement under 
Unit Agreement for the Development and Operation of the 
Cass Ranch Unit Area^ County of Eddy, State of Hew Mexico 

A C C O U N T I N G P R O C E D U R E 
(UNIT AND JOINT LEASE OPERATIONS) 

I. GENERAL PROVISIONS 
1. Definitions 

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

2. Statements and Billings 
Operator shall bill Non-Operator on or before the last day of each month for its proportionate share of costs and 
expenditures during the preceding month. Such bills wi l l be accompanied by statements, reflecting the total 
costs and charges as set forth under Sub-Paragraph E — below: 
A. Statement in detail of all charges and credits to the joint account. 
B. Statement of all charges and credits to the joint account, summarized by appropriate classifications indica

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

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

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

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

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

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

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

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

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

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



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

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

13. Warehouse Handling Charges — _„ 

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

HI. BASIS OF CHARGES TO JOINT ACCOUNT 
1. Purchases 

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 warehouse or other properties shall be priced f. o. b. the 
nearest reputable supply store or railway receiving point, where such material is available, at current 
replacement cost of the same kind of material. This wi l l include material such as tanks, rigs, pumps, 
sucker rods, boilers, and engines. Tubular goods (2" and over), shall be priced on carload basis effective 
at date of transfer and f. o. b. railway receiving point nearest the joint account operation, regardless 
of quantity transferred 

(2) Other material shall be priced on basis of a reputable supply company's Preferential Price List ef
fective at date of transfer and f. o. b. the store or railway receiving point nearest the joint account 
operation where such material is available. 

(3) Cash discount shall not be allowed. 
B. Used Material (Condition "B" and "C") 

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

(2) Material which cannot be classified as Condition "B" but which, 
(a) After reconditioning w i l l be further serviceable for original function as good second hand material 

(Condition "B") , or 
(b) Is serviceaole for original function but substantially not suitable for reconditioning, 
shall be classed as Condition "C" and priced at 50% of new price. 

(3) Material which cannot be classified as Condition "B" or Condition "C" shall be priced at a value com
mensurate with its use. 

(4) Tanks, derricks, buildings, and other equipment involving erection costs shall be charged at applicable 
percentage of knocked-down new price. 

3. Warranty of Material Furnished by Operator 
Operator does not warrant the material furnished beyond or back of the dealer's or manufacturer's guaranty; 
and, in case of defective material, credit shall not be passed until adjustment has been received by Operator 
from the manufacturers or their agents. 

4. Operator's Exclusively Owned Facilities 
The following rates shall apply to service rendered to the joint account by facilities owned exclusively by 
Operator: 
A. Water service, fuel gas, power, and compressor service: At rates commensurate with cost of providing and 

furnishing such service to the joint account but not exceeding rates currently prevailing in the field where 
the joint property is located. 

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

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

D. Whenever requested, Operator shall inform Non-Operator in advance of the rates i t proposes to charge. 
E. Rates shall be revised and adjusted from time to time when found to be either excessive or insufficient. 

IV. DISPOSAL OF LEASE EQUIPMENT AND MATERIAL 

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



CERTIFICATION-BET ERMINAT ION 

Fursuant to the authority vested i n the Secretary of 

the Interior, under the act approved February 25, 1920, 41 Stat. 

436, 30 U.S.C. sees. 181, et seq., as amended by the act of 

August 8, 1946, 60 Stat. 950, and delegated to the Director of 

the Geological Survey pursuant to Departmental Order No. 2365 of 

October 8, 1947, 43 C.F.R. sec. 4.611, 12 F.R. 6784, I do hereby: 

A. Approve the attached agreement for the development 

and operation of the Cess Ranch Unit Area, State of New Mexico. 

B. Certify and determine that the unit plan of develop

ment and operation contemplated i n the attached agreement is 

necessary and advisable in the public interest for the purpose 

of more properly conserving the natural resources. 

rental, minimum royalty, and royalty reauirements of a l l Federal 

leases committed to said agreement are hereby established, altered, 

changed, or revoked to conform with the terms and conditions of 

this agreement. 

C. Certify and determine that the d r i l l i n g , producing, 

Dated JUL 8 W9 

Acting2f£'r~ect or 
^United States Geological Survey 

/ 





CERTIFICATE OF APPROVAL BY COMMISSIONER 
OF PUBLIC LANDS, STATE OF NEW MEXICO, OF 
UNIT AGREEMENT FOR TKE DEVELOPMENT AND 
OPERATION OF TKE CASS RANCH UNIT AREA, 
EDDY COUNTY, STATE OF NEW MEXICO. 

There having been presented to the undersigned, Commissioner 

of Public Lands of the State of New Mexico, f o r examination and agree

ment f o r the development and operation of the Cass Ranch Unit Area, 

Eddy County, New Mexico, bearing date of fawtaasflbeg lS 1948, i n 

which the Magnolia Petroleum Company, a corporat ion is designated as 

Operator, and which has been executed by various part ies owning and 

holding o i l and gas leases embracing lands w i t h i n the un i t area, and 

upon examination of s a i d agreement, the Commissioner f i n d s : 

(a) That such agreement w i l l tend to promote the conserva

t i o n of o i l and gas and the bet ter u t i l i z a t i o n of reservoir energy 

i n said f i e l d ; 

(b) That under the operations proposed, the State w i l l 

receive i t s f a i r share of the recoverable o i l or gas i n place under 

i t s lands i n the area a f f e c t e d ; 

(c) That the agreement is i n other respects f o r the best 

in te res t s of the State; 

(d) That the agreement provides f o r the u n i t operation of 

the f i e l d , f o r the a l l o c a t i o n of production, and the sharing of pro

ceeds from a part of the area covered by the agreement on an acreage 

basis as spec i f i ed i n the agreement. 

NOW, THEREFORE, by v i r t u e of the au thor i ty conferred upon 

me by Chapter 88 of the New Mexico Session Laws of 1943, approved 

A p r i l 14, 1943, I , the undersigned, Commissioner of Public Lands of 

the State of New Mexico, f o r the purpose of more properly conserving 

the o i l and gas resources of the State, do hereby consent to and 

approve the un i t agreement above r e f e r r ed to f o r the development and 

operation of the Cass Ranch Unit Area, Eddy County, New Mexico, sub

j e c t t o a l l of the provisions of the aforesa id act. 

Executed t h i s the l i i i , day. of (Q&L . 1948. 

^ASjmmi ss i oner of Public Lands of the 
/ s ta te of New Mexico 


