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UNIT AGREEMENT 
FOR THE DEVELOPMENT AND OPERATION 
OF THE -SAN JUAN 30-5 UNIT AREA 

COUNTY 0? RIO ARRIBA, ^ 
STATE OF NEW MEXICO 

NO. 1M2JD01- -

This agreement entered into as of the day of y < ^ J > ( X f ^ - ^ ^ t 

1952, by and between the parties subscribing, ratifying, or consenting hereto, 
^^TgjRVATf^ c'T̂ v 

and herein referred to as the "parties hereto," /cP** r>cr.-̂.. v 

WITNESSETH; Whereas the parties hereto are the owners of working, jSjQV 7 iyr2. 

royalty, or other o i l and gas interests in the -unit area subject to thiss&k, ,w" 

agreement; and 

Whereas the Act of February 25, 1920, 41 Stat. 437, as amended by 

the Act of August 8, 1946, 60 Stat. 950, 30 U. S. C. Sees. 181 et seq., 

authorizes Federal lessees and their representatives to unite with each other, 

or jointly or separately with Others, i n collectively adopting and operating 

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

field, or like area, or any part thereof, for the purpose of more properly 

conserving the natural resources thereof whenever determined and certified 

by the Secretary of the Interior to be necessary or advisable in the public 

interest; and 

Whereas the Commissioner of Public Lands of the State of New Mexico 

is authorized by an act of the Legislature (Chapter 88, Laws 1943, New Mexico 

Statutes 1941 Annotated, Sections 8-H38 to 8-UL4I) to consent to and approve 

the development or operation of lands of the State of New Mexico under this 

agreement; and 

Whereas the Oil Conservation Commission of the State of New Mexico 

is authorized by an act of the Legislature (Chapter 72, Laws 1935, New Mexico 

Statutes 1941 Annotated, Sections 69—201 et seq,) to approve this agreement 

and the conservation provisions hereof; and 

Whereas the parties hereto hold sufficient interests in the San 

Juan 30—5 Unit Area covering the land hereinafter described to give reason­

ably effective control of operations therein; and 



Whereas i t i s the purpose of the parties hereto to conserve natural 

resources, prevent waste, and secure other benefits obtainable through develop­

ment and operation of the area subject to this agreement under the terms, 

conditions, and limitations herein se4" f o r t h . 

New, therefore, i n consideration of thu premises and the promises 

herein contained, the parties hereto commit to thi s agreement thei r respective 

interests i n the below-defined unit area, and agree severally among themselves, 

as follows; 

1, Enabling act and regulations. 

The act of February 25, 1920, as amended, supra, and a l l valid 

pertinent regulations, including operating and unit plan regulations, hereto­

fore issued thereunder or valid pertinent and reasonable regulations hereafter 

issued thereunder are accepted and made a part of t h i s agreement as to Federal 

lands, provided such regulations are not inconsistent with the terms of t h i s 

agreement; and as to non-Federal, lands, the o i l and gas operating regulations 

i n effect as of the effective date hereof governing d r i l l i n g and producing 

operations, not inconsistent with the terms hereof or the laws of New Mexico 

are hereby accepted and made a part of this agreement. 

2. Unit area 

The following-described land i s hereby designated and recognized 

as constituting the 'unit area; 

Nev/ Mexico Principal Meridian; 

A l l of Township 30 North, Range 5 West 
Rio Arriba County, containing 22,421.80 
acres, mors or less. 

Exhibit A attached hereto i s a map showing the unit area and the 

boundaries and ide n t i t y of tracts and leases i n said area to the extent known 

to the Unit Operator. Exhibit B attached hereto i s a schedule showing to the 

extent known to the Unit Operator the acreage, percentage, and kind of ownership 

of o i l and gas interests i n a l l land i n the unit area. However, nothing 

herein or i n said schedule or map shall be construed as a representation by 



any party hereto as to the ownership of any interest other than such interest 

or interests as are shown in said map or schedule as owned by such party. 

Exhibits A and B shall be revised by the Unit Operator whenever changes in 

the unit area render such revision necessary, or when requested by the Oil 

and Gas Supervisor, hereinafter referred to as "Supervisor," or when re­

quested by the Commissioner of Public Lands of the ^*tate of New Mexico, here­

inafter referred to as "Commissioner," and not less than five copies of the 

revised exhibits shall be filed with the Supervisor and copies thereof shall 

be fi l e d with the Commissioner and the New Mexico Oil Conservation Commission, 

hereinafter referred to as the "Commission". 

The above-described unit area shall when practicable be ocpanded 

to include therein any additional tract or tracts regarded as reasonably 

necessary or advisable for the purposes of this agreement, whenever such 

expansion is necessary or advisable to conform with the purposes of this 

agreement. Such expansion shall be effected in the following manner: 

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

of the Geological Survey^ hereinafter referred to as "Director", or on 

demand of the Commissioner and/or the Commission, shall prepare a notice 

of proposed expansion or contraction describing the contemplated changes 

in the boundaries of the unit area, the reasons therefor, and the pro­

posed effective date thereof. 

(b) Said notice shall be delivered to the Supervisor and Commis­

sioner and/or the Commission, and copies thereof mailed to the last 

known address of each working interest owner, lessee, and lessor whose 

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

sion to the Unit Operator of any objections. 

(c) Upon expiration of the 30-day period provided in the preceding 

item (b) hereof, Unit Operator shall f i l e with the Supervisor, Commissioner 

and the Commission evidence of mailing of the notice of expansion and 

a copy of any objections thereto which have been f i l e d with the Unit 

Operator. 
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(d) After due consideration of a l l pertinent information, the 

expansion shall, upon approval by the Director, Commissioner, and the 

Commission, become effective as of the date prescribed i n the notice 

thereof*, 

A l l land committed to th i s agreement shall constitute land referred 

to herein as "unitized land" or "land subject to t h i s agreement*" 

3. Unitized substancesa 

A l l o i l and gas i n any and a l l formations of the unitized land are 

unitized under the terms of this agreement and herein are called "unitized 

substances«," 

4o Unit Operator,, 

Phillips Petroleum Company <, a Delaware corporation with offices at 

Bartlesville, Oklahoma, i s hereby designated as Unit Operator and by signature 

hereto as Unit Operator agrees and consents t o accept the duties and obliga­

tions of Unit Operator for the discovery,, developments and production of 

unitized substances as herein providede Whenever reference i s made herein to 

the Unit Operator, such reference means the Unit Operator acting i n that 

capacity and not as an owner of interest i n unitized substances, and the term 

"working interest owner" when used herein shall include or refer to Unit 

Operator as the owner of a working interest when such an interest is owned 

by i t . 

5. Resignation or removal of unit operator. 

Unit Operator shall have the right to resign at anytime prior to 

the establishment of a participating area or areas hereunder,, but such resig­

nation shall not become effective so as to release Unit Operator from the 

duties and obligations of Unit Operator and terminate Unit Operator's rights 

as such for a period of 6 months after notice of intention to resign has been 

served by Unit Operator on a l l working interest owners and the Director^ Com­

missioner and fhe Commission, and u n t i l a l l weHs then d r i l l e d hereunder are 

placed i n a satisfactory condition for suspension or abandonment whichever i s 

required by the Supervisor as to Federal lands and by the Commission as to other 

lands, unless a new Unit Operator shall have been selected and 
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approved and shall have taken over and assumed the duties and obligations 

of Unit Operator prior to the expiration of said period c 

Unit Operator shall have the right to resign i n l i k e manner and 

subject to l i k e limitations as above provided at any time a participating 

area established hereunder i s i n existence, but provided, however, u n t i l a 

successor unit operator i s selected and approved as hereinafter provided, 

the working interest owners shall be j o i n t l y responsible for performance 

of the duties of unit operator, and shall not later than 30 days before such 

resignation becomes effective appoint a common agent to represent them i n 

any action to be taken hereunder. 

The resignation of Unit Operator shall not release Unit Operator 

from any l i a b i l i t y for any default by i t hereunder occurring prior to the 

effective date of i t s resignation. 

The Unit Operator may, upon default or failure i n the performance 

of i t s duties or obligations hereunder, be subject to removal by the same 

percentage vote of the owners of working interests determined i n l i k e manner 

as herein provided for the selection of a new Unit Operator,, Such removal 

shall be effective upon notice thereof to the Director and Commissioner, 

The resignation or removal of Unit Operator under this agreement 

shall not terminate i t s right, t i t l e , or interest as the owner of a working 

interest or other interest i n unitized substances, but upon the resignation 

or removal of Unit Operator becoming effective, such Unit Operator shall 

deliver possession of a l l equipment, materials, and appurtenances used i n 

conducting the unit operations and owned by the working interest owners to 

the new duly qualified successor Unit Operator or to the owners thereof i f 

no such new Unit Operator i s elected, to be used for the purpose of conduct­

ing unit operations hereunder. Nothing herein shall be construed as author­

izing removal of any material, equipment and appurtenances needed for the 

preservation of any weUsj, 

6. Successor unit operator-

Whenever the Unit Operator shall tender his or i t s resignation 

as Unit Operator or shall be removed as hereinabove provided, the owners 



of the working interests in the participating area or areas according to 

their respective acreage interests in such participating area or areas, 

or, until a participating area shall have been established, the owners of 

the working interests according to their respective acreage interests i n 

a l l unitized land, shall by majority vote select a successor Unit Operator; 

Provided, That, i f a majority but less than 75 per cent ofthe working i n ­

terests qualified to vote are owned by one party to this agreement, a con­

curring vote of one or more additional working interest owners shall be 

required to select a new operator. Such selection shall not become effec­

tive u n t i l (a) a Unit Operator so selected shall accept in writing the duties 

and responsibilities of Unit Operator, and (b) the selection shall have been 

approved by the Director and Commissionery I f no successor Unit Operator is 

selected and qualified as herein provided, the Director and Commissioner at 

their election may declare this unit agreement terminated. 

7. Accounting provisions and unit operating agreement. 

Costs and expenses incurred by Unit Operator in conducting unit 

operations hereunder shall be paid and apportioned among and borne by the 

owners of working interests, a l l in accordance with the agreement or agreements 

entered into by and between the Unit Operator and the owners of working 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 

"unit operating agreement." Such unit operating agreement shall also provide 

the manner in which the working interest owners shall be entitled to receive 

their respective proportionate and allocated share of the benefits accruing 

hereto in conformity with their underlying operating agreements, leases, or 

other independent contracts, and such other rights and obligations as between 

Unit Operator and the working interest owners as may be agreed upon by Unit 

Operator and the working interest owners; however, no such unit operating 

agreement shall be deemed either to modify any of the terms and conditions 



of this unit agreement or to relieve the Unit Operator of any right or o b l i ­

gation established under this unit agreement, and in case of any inconsistency 

or conflict between the unit agreement and the unit, operating agreement, this 

unit agreement shall prevail,, Three true copies of any unit operating agree­

ment executed pursuant to this section shall be f i l e d with the Supervisor, 

S. Rights and obligations of Unit Operator. 

Except as otherwise specifically provided herein, the exclusive 

ri g h t , privilege^ and duty of exercising any and a l l rights of the parties 

hereto which are necessary or convenient for prospecting f o r , producing, 

storing, allocating^ and distributing the unitized substances are hereby 

delegated to and shall be exercised by the Unit Operator as herein provided,, 

Acceptable evidence of t i t l e to said rights shall be deposited with said 

Unit Operator ands together with this agreement, shall constitute and define 

the rights,, privileges, and obligations of Unit Operator„ Nothing herein, 

however, shall be construed to transfer t i t l e to any land or to any lease 

or operating agreement, i t being understood that under this agreement the 

Unit Operator, i n i t s capacity as Unit Operator, shall exercise the rights 

of possession and use vested in the parties hereto only for the purposes 

herein specified, 

9» D r i l l i n g to discovery,, 

Within 60 days after the effective date hereof, the Unit Operator 

shall begin to d r i l l an adequate test well at a location selected by i t and 

approved by the Supervisor i f on Federal land or the Commission i f on State or 

Patented land unless on such effective date a well is being d r i l l e d conform­

ably with the terms hereof, 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 the Mesaverde formation has been tested or the Unit Operator shall at 

any time establish to the satisfaction of the Supervisor i f on Federal, land 

or the Commissioner i f on State land or the Commission i f on patented land 

that further d r i l l i n g of said well would be unwarranted or impracticable, 

provided, however;, that Unit Operator shall not in any event be required 

to d r i l l said well xo a depth i n excess of 6,000 feet. Within 30 days 



following completion of the aforesaid i n i t i a l test well upon the unit area, 

Unit Operator shall commence the d r i l l i n g of an additional well and shall there­

after continue d r i l l i n g operations on the unit area, with not more than 30 

days of elapsed time between the completion of one well and the commencement 

of the next succeeding well, u n t i l an aggregate of five wells commenced 

after May 10, 1952 (whether commenced before or after the effective date of 

this agreement ), shall have been d r i l l e d thereon to said depth at locations 

selected by Unit Operator and approved by the Supervisor i f on Federal land 

or the Commissioner i f on State land or the Commission i f on patented land 

so spaced over the unit area as to determine so far as may be practicable 

the productive acreage and gas reserves i n the Mesaverde and shallower 

formations underlying said unit area,, 

In addition to the foregoing, within one year from the effective 

date hereof the Unit Operator shall begin to d r i l l an adequate test well at 

a location approved by the Supervisor, Commissioner, or Commission, respectively, 

unless on or before such f i r s t anniversary of the effective date hereof 

operations for the d r i l l i n g of a well to test the Dakota formation shall 

have been commenced on the area approved by the United States Geological 

Survey for the San Juan 29-5, San Juan 29-6, or San Juan 30-6 unit agreements, 

and thereafter shall 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 the Dakota 

formation has been tested or the Unit Operator shall at any time establish 

to the satisfaction of the Supervisor i f on Federal land or the Commissioner 

i f on State land or patented land that further d r i l l i n g of said well would 

be unwarranted or impracticable, provided, however, that Unit Operator shall 

not i n any event be required to d r i l l said Dakota test well to a depth i n 

excess of 8,500 feet, provided, that, i n the event said Dakota test well 

shall be a dry hole at i t s t o t a l depth, i t shall then be considered as one 

of the five test wells required i n the preceding paragraph of this Section 9» 

In the event none of the wells d r i l l e d pursuant to the above 

specified d r i l l i n g program results i n obtaining production i n paying 

quantities, then upon completion of the above-outlined d r i l l i n g program 

u n t i l the discovery of a deposit of unitized substances capable of being 
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produced i n paying quantities, the Unit Operator shall continue 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 i n paying quantities i s completed 

to the satisfaction of said Supervisor i f on Federal land, or the 

Commissioner i f on State land, or the Commission i f on privately owned land, 

or u n t i l i t i s reasonably proved that the unitized land i s incapable of 

producing unitized substances i n paying Quantities i n the formations d r i l l e d 

hereunder. Nothing i n thi s section shall be deemed to l i m i t the right of 

the Unit Operator to resign as provided i n Section 5 hereof, or as requiring 

Unit Operator to commence or continue any d r i l l i n g during the period pending 

such resignation becoming effective i n order to comply with the requirements 

of t h i s section. The Director and Commissioner may modify the d r i l l i n g 

requirements of thi s section by granting reasonable extensions of time when, 

in their opinion, such action i s warranted. 

Upon failure to comply with the d r i l l i n g provisions of this section, 

the Director, Commissioner and the Commission may, after reasonable notice 

to the Unit Operator, and each working interest owner, lessee, and lessor 

at their last known addresses, declare this unit agreement terminated. 

10« Plan of further development and operation. 

Within 6 months after completion of a well capable of producing 

unitized substances i n paying quantities or within 6 months after completion 

of the d r i l l i n g program outlined i n Section 9 above, whichever i s the later 

date, the Unit Operator shall submit for the approval of the Supervisor, 

the Commissioner and the Commission an acceptable plan of development and 

operation for the unitized land which, when approved by the Supervisor, 

the Commissioner and the Commission, shall constitute the further d r i l l i n g 

and operating obligations of the Unit Operator under t h i s agreement for 

the period specified therein. Thereafter, from time to time before the 

expiration 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 
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unitized land. Any plan submitted pursuant to this section shall provide for 

the exploration of the unitized area and for the determination of the area or 

areas thereof capable of producing unitized substances i n paying quantities i n 

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

the Supervisor, the Commissioner and the Commission may determine to be necessary 

for timely development and proper conservation of the o i l and gas resources of 

the unitized area and shall (a) specify the number and locations of any wells to 

be d r i l l e d and the proposed 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 

advisable for proper conservation of natural resources. Separate plans may be 

submitted for separate productive zones, subject to the approval of the Supervisor, 

the Commissioner and the Commission. 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 i n 

complying with the obligations of the approved plan of development. The Super­

visor 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 i s j u s t i f i e d because of unusual conditions or circumstances. 

After completion hereunder of a well capable of producing any unitized substance 

in paying quantities and the d r i l l i n g program outlined i n Section 9 above, no 

further wells, except such as may be necessary to afford protection against 

operations not under thi s agreement or such as may be specifically approved by 

the Supervisor, the Commissioner and the Commission, shall be dr i l l e d except i n 

accordance with a plan of development approved as herein provided. 

11. Participation after discovery. 

(a) MESAVERDE AND 'SHALLOWER FORMATIONS. That portion of the unit 

area lying above the base of the Mesaverde formation i s hereby divided into 

D r i l l i n g Blocks containing 320 acres each, more or less, which D r i l l i n g Blocks 

shall constitute one-half sections, by government survey, the sections being 

divided by a line running north and south i n such manner that each D r i l l i n g 

Block shall be either the East Half (E/2) or the West Half (w/2) of each 

given section, provided, however, that i n any instances of irregular surveys 

that portion of a section which most nearly constitutes either the East Half 

(E/2) or the West Half (W/2) shall constitute a D r i l l i n g Block even though 
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i t s acreage may be irregular, and provided further that any irregular strips or small 

tracts shall attach to the adjacent D r i l l i n g Blocks to which they most logically 

attach within the limitations for D r i l l i n g Blocks as herein set forth, and provided 

further that i n the event any portion of the area subject to this agreement i s not 

surveyed, Unit Operator shall project the survey from the nearest established govern­

ment survey points for the purposes of this agreement. 

Upon completion of a well capable of producing unitized substances from the 

Mesaverde or shallower formations or as soon thereafter as required by the Supervisor 

or the Commissioner, the Unit Operator shall determine whether said well i s capable 

of producing unitized substances i n paying quantities and shall advise the Supervisor, 

the Commissioner and the Commission of i t s conclusion i n that regard, giving the data 

upon which i t s conclusion i s based and identifying the D r i l l i n g Block upon which said 

well i s located. Protests against said conclusion may be f i l e d with the Director, the 

Commissioner and the Commission within 15 days thereafter but unless the Director, the 

Commissioner or the Commission shall, within 30 days after the f i l i n g of the original 

statement of conclusion by Unit Operator, disapprove of such conclusion, the decision 

of Unit Operator shall thereafter be binding upon the parties hereto. I f any such 

well i s determined to be capable of producing unitized substances i n paying quantities, 

a l l of the land i n the D r i l l i n g Block shall constitute the participating area for 

the formation from which the well i s producing effective as of the date of f i r s t 

production. Unit Operator shall prepare a schedule setting forth the percent­

age of unitized substances to be allocated, as herein provided, to each unit­

ized tract i n the participating area so established, and upon approval thereof 

by the Director, the Commission and Commissioner said schedule shall govern the 

allocation of production from and after the date the participating area becomes 

effective, A separate participating area shall be established i n like manner for 

each separate pool or deposit of unitized substances or for any group thereof pro­

ducing as a single pool or zone, and a l l of the provisions of this section of this 

agreement shall be considered as applicable separately for each such participating 

area. I t i s hereby agreed for the purposes of this agreement that a l l wells com­

pleted for production i n the Fruitland formation shall be regarded as producing from 
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a single zone or pool and a l l wells completed for production i n the Pictured C l i f f s 

formation shall be regarded as producing from a single zone or pool, and a l l wells 

completed for production i n the Mesaverde group shall be regarded as producing from 

a single zone or pool. Additional D r i l l i n g Blocks, subject to any limitations else­

where set out i n this agreement, shall be admitted to the participating area on the 

f i r s t day of the month following the month i n which i t has been established that a 

well capable of production of unitized substances i n paying quantities has been 

d r i l l e d on any such D r i l l i n g Block, and the percentage of allocation shall be revised 

accordingly, i n which event a l l of the production prior to the effective date of 

admission of such d r i l l i n g block to the participating area shall be credited 

solely to the account of that particular block. For the purposes hereof, i t shall 

be deemed that the capability of a well to produce unitized substances i n paying 

quantities has been established when so determined by the Unit Operator and 

when notice of such determination shall have been delivered to the Supervisor, 

the Commissioner and the Commission, which notice includes the data upon which 

the determination i s based and identifies the D r i l l i n g Block upon which the 

well i s located, subject to the right of any interested party to protest i n 

writing against said determination to the Unit Operator, the Director, the 

Commissioner and the Commission within 15 days thereafter, however, i n any 

event, such determination shall become effective within 30 days from the 

date thereof unless disapproved within said 30-day period by the Director, 

Commissioner, or Commission. In the event such determination is not upheld 

and changed conditions subsequently warrant, a new determination based on new 

showings and a new effective date may be submitted and processed i n the same 

manner as aforesaid. No land shall be excluded from a participating area on 

account of depletion of the unitized substances0 

In the event that any D r i l l i n g Block is admitted to a participating 

area as hereinabove provided when i t l i e s directly north, south, east, or west 

of any D r i l l i n g Block already included i n said participating area, and where 

there i s one, but only one intervening D r i l l i n g Block on which no well has 

then been d r i l l e d , said intervening D r i l l i n g Block shall also be admitted to 

said participating area at the same time, i n the same manner and subject to the 

same conditions as the D r i l l i n g Block which i s then admitted to such participating 

area by reason of the completion of a well thereon capable of producing unitized 



substances i n paying quantities. I n such event, the d r i l l i n g of a well on such 

undrilled intervening D r i l l i n g Block shall be commenced, within one year from 

the effective date of said D r i l l i n g Block's inclusion i n the participating area, 

unless said time be extended by the Director, Commissioner, and Commission, and 

shall be continued with due diligence to the depth necessary to test the horizon 

from which production i s secured i n said participating area. 

I f the i n i t i a l well on any D r i l l i n g Block i s not capable of production i n 

paving quantities and at a later date a well i s d r i l l e d on such D r i l l i n g Block which 

i s capable of production of unitized substances i n paying quantities, then that 

portion of the D r i l l i n g Block considered to be capable of production i n paying 

quantities by reasonable geologic inference shall be admitted to the participating 

area upon recommendation of the Unit Operator and approval of the Director, the 

Commissioner and the Commission,, I f geologic inference i s not applicable, the 

forty-acre tract by government survey, existing or projected, on which the pro­

ducible well i s d r i l l e d and a l l other untested forty-acre tracts or lots approxi­

mating 40 acres lying within the D r i l l i n g Block shall be admitted to the participating 

area. 

I f any D r i l l i n g Block, or portion thereof, on which a well has been d r i l l e d 

is not included i n a participating area, conformably with the provisions of this 

agreement, and thereafter should become capable of production i n paying quantities 

by reason of repressuring or other methods of secondary recovery, such D r i l l i n g 

Block or portion thereof shall be admitted to the applicable participating area 

on recommendation of the Unit Operator and approval thereof as provided for the 

inclusion of lands i n a participating area i n the preceding paragraph hereof. 

Regardless of any revision of the participating area, and except as herein 

elsewhere specifically provided, there shall be no retroactive adjustment for pro­

duction obtained prior to the effective date of any such revision of the p a r t i c i ­

pating area. 

Whenever i t i s determined, i n the manner provided i n this agreement, 

that a well d r i l l e d under t h i s agreement i s not capable of production i n paying 

quantities and inclusion of the D r i l l i n g Block on which i t i s situated i n a 

participating area i s unwarranted, production from such well shall, for the 

purposes of settlement among royalty interest owners, be allocated to the 

Dr i l l i n g Block on which the well i s located so long as such land is not within 

a participating area established for the pool or deposit from which such 

-13-



production i s obtained. Settlement for working interest benefits from such a well 

shall be made as provided i n the unit operating agreement, 

(b) FROM FORMATIONS BELOW THE MESAVERDE. Upon completion of a well capable 

of producing unitized substances from formations lying below the base of the 

Mesaverde in paying quantities, or as soon thereafter as required by the Supervisor 

and Commissioner, the Unit Operator shall submit for approval by the Director, the 

Commissioner, and the Commission, a schedule based on subdivisions of the public-

land survey or aliquot parts thereof, of a l l unitized land then regarded as reasonably 

proved to be productive of unitized substances in paying quantities; a l l lands in 

said schedule 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 also shall set f o r t h the percentage of unitized substances to be allocated 

as herein provided to each unitized tract in the participating area so established, 

and shall govern the allocation of production from and after the date the p a r t i c i ­

pating area becomes effective, 

A separate participating area shall be established in l i k e manner for each 

separate pool or deposit of unitized substances or f o r any group thereof produced 

as a single pool or zone, and any two or more participating areas so established 

may be combined into one with the consent of the owners of a l l working interests in 

the lands within the participating areas so to be combined, on approval of the 

Director, the Commissioner, and the Commission, The participating area or areas so 

established shall be revised from time to time, subject to li 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 proved to be productive i n 

paying quantities and the percentage of allocation shall also be revised accordingly. 

The effective date of any revision shall be the f i r s t of the month in which i s 

obtained the knowledge or information on which such revision i s predicated, unless 

a more appropriate effective date i s specified in the schedule. No land shall be 

excluded from a participating area on account of depletion of the unitized substances. 

I t is the intent of this subsection (b) that a participating area shall 

represent the area known or reasonably estimated to be productive i n paying quan­

t i t i e s ; but, regardless of any revision of the participating area, nothing herein con­

tained shall be construed as requiring any retroactive adjustment for production 

obtained prior to the effective date of revision of the participating area. 
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In the absence of agreement at any time between the Unit Operator and the 

Director, the Commissioner, and the Commission as to the proper definition or 

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 i n a manner mutually acceptable to the owners 

of working interests, except royalties due the United States and the State of 

New Mexico, which shall be determined by the Supervisor and the Commissioner and 

the amount thereof deposited as directed by the Supervisor and the Commissioner, 

respectively, to be held as unearned money u n t i l a participating area is f i n a l l y 

approved and then applied as earned or returned in accordance with a determination 

of the sum due as Federal and State Royalty on the basis of such approved p a r t i c i ^ 

pating area* 

Whenever i t i s determined, subject to the approval of the Supervisor, as to 

wells on Federal land, the Commissioner as to wells on State land, and the 

Commission as to patented land, that a well d r i l l e d under this agreement i s not 

capable of production in paying quantities and inclusion of the land on which i t 

is situated in a participating area is unwarranted, production from such well 

shall, for the purposes of settlement among a l l parties other than working interest 

owners, be allocated to the land on which the well i s located so long as such land 

is not within a participating area established for the pool or deposit from which 

such production is obtained. Settlement for working interest benefits from such 

a well shall be made as provided in the unit operating agreement0 

12, Allocation of production. 

A l l unitized substances produced from each participating area established 

under this agreement, except any part thereof used i n conformity with good operat­

ing practices within the unitized area for d r i l l i n g , operating, camp and other 

production or development purposes, for repressuring or recycling in accordance 

with a plan of development approved by the Supervisor and Commissioner, or un­

avoidably l o s t , shall be deaned to be produced equally on an acreage basis from 

the several tracts of unitized land of the participating area established for 

such production and, for the purpose of determining any benefits accruing under 

this agreement, each such tract- or unitized land shall have allocated to i t such 

percentage of said production as the number of acres of such tract included i n 

said participating area bears to the t o t a l acres of unitized land in said p a r t i ­

cipating area, except that allocation of production hereunder for purposes other 

than for settlement of the royalty, overriding royalty, or payment out of production 



obligations of the respective working interest owners, shall be on the basis pre­

scribed i n the unit operating agreement whether i n conformity with the basis of 

allocation herein set forth or otherwise. I t i s hereby agreed that production 

of unitized substances from a participating area shall be allocated as provided 

herein regardless of whether any wells are d r i l l e d on any particular part or 

tract of said participating area. I f any gas produced from one participating 

area is used for repressuring or recycling purposes in another participating 

area,, the f i r s t gas withdrawn from such last mentioned participating area for 

sale during the l i f e of this agreement shall be considered to be the gas so 

transferred u n t i l an amount equal to that transferred shall be so produced for 

sale and such gas shall be allocated to the participating area from which 

i n i t i a l l y produced as constituted at the time of such f i n a l production, 

13, Development or operation of non-participating land or formations 

and d r i l l i n g of wells not mutually agreedjipon. 

Any party or parties hereto owning or controlling the working interests or 

a rcajority of the working interests in any unitized land having thereon a 

regular well location may, with the approval of the Supervisor as to Federal 

land, the Commissioner as to State land and the Commission as to privately owned 

land, and subject to the provisions of the Unit Operating Agreement, at such 

party 13 sole r i s k , cost, and expense d r i l l a well to test any formation for 

which a participating area has not been established or to test any formation 

for which a participating area has been established i f such location i s net 

within said participating area, or d r i l l any well not mutually agreed to by a l l 

interested parties, -unless within 90 days cf receipt of notice from said party of 

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

such well i n 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 any well d r i l l e d as aforesaid by a working interest owner results i n 

product-ion such that, zhe land upon which i t is situated may properly be included 

in a participating area, such participating area shall be established or enlarged 

as provided i n this agreement, and the party or parties paying the cost of 

d r i l l i n g such weli shall be reimbursed as provided i n the unit operating agreement 

for the cost of d r i l l i n g such, well, and the well shall thereafter be operated 

by Unit Operator i n accordance with the terms of I i i is agreement and the unit 

operating agreement. 

I f any well d r i l l e d as aforesaid by a working interest owner obtains 
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production i n quantities insufficient to j u s t i f y the inclusion i n a participating 

area of the land upon which such v e i l i s situated, such well may be operated and 

produced by the party d r i l l i n g the same subject to the conservation requirements 

of t h i s agreement. The royalties i n amount or value of production from any such 

well shall be paid as specified i n the underlying lease and agreements affected. 

14o Royalty Settlement. 

The United States and the State of New Mexico and a l l royalty owners 

who, under existing contracts, are entitled to take i n kind a share of the sub­

stances now unitized hereunder produced from any t r a c t , shall hereafter be en­

t i t l e d to the right to take i n kind the i r share of the unitized substances 

allocated to such t r a c t , and Unit Operator, or i n case of the operation of a 

well by a working interest owner as herein i n special cases provided ;or, such 

working interest owner, shall make deliveries of such royalty share taken i n 

kind i n conformity with the applicable contracts, laws, and regulations. 

Settlement for royalty interest not taken i n kind shall be made by working 

interest owners responsible therefor under existing contracts, laws, and 

regulations, on or before the last day of each month for unitized substances 

produced during the preceding calendar monthj provided, however, that nothing 

herein contained shall operate to relieve the lessees of any land from t h e i r 

respective lease obligations for the payment cf any royalties due -cinder their 

.leases. 

I f gas obtained from lands not subject to this agreement i s introduced 

into any participating area of the lands being operated hereunder, for use i n 

repressuring, stimulation of production, or increasing ultimate recovery, which 

shall be i n conformity with a plan f i r s t approved by the Supervisor and Commissioner, 

a l i k e amount of gas, after settlement as herein provided for any gas transferred 

from any other participating area and with due allowance for loss or depletion 

from any cause, may be withdrawn from the formation into which the gas was 

introduced, royalty free as to dry gas, but not as to the products extracted 

therefrom; provided that such withdrawal shall be at such time as may be provided 

i n the plan of operations or as may otherwise be consented to by the Supervisor 

as conforming to good petroleum engineering practice; and provided further, that-

such right of withdrawal shall terminate on the termination of thi s unit agreement. 

Royalty due the United States shall be computed as provided i n the 

operating regulations and paid i n value or delivered i n kind as to a l l unitized 

substances on the basis of the amounts thereof allocated to unitized Federal land 
— J. ( -



•-, provided herein at the rates specified in the respective Federal leases, or 

.-.t each lower rate or rates as ccy ^ authorized by law or regulations; provided, 

;'...t for leases on which the royalty rote depends on the daily average production 

;.. rall, said average production 3ha.ll be determined i n accordance with the 

.-•p.-'.rating regulations as though each paiticipating area were a single consolidated 

loose s 

Royalty due on account of Strobe and privately owned lands shall be com-

potod and paid on the basis of a l l unitized substances allocated to such lands. 

15. Rent a l s et t lenient c 

Rental or minimum royalties due ra leases committed hereto shall be paid 

'pp oopking interest owners responsible therefor under existing contracts, laws, 

::..:,d regulations, provided that nothing herein contained shall operate to relieve 

the lessees of any land from their respective lease obligations for the payment 

of aay rental or minimum royalty i n l i e u thereof due under t h e i r leases. Rental 

or minimum royalty for lands cf tho United States subject to th i s agreement shall 

hi* paid at the rate specified i n ths respective leases from the United States 

unless sxtch rental or minimum royalty i s waived, suspended, or reduced by law 

or by approval of the Secretary or his duly authorized representative. 

Rentals on State of New Kexico lands subject to this agreement shall 

paid at the rates specified i n i he respective leases, or may be reduced or 

oa«pended upon the order of the Ocu-aissiccier pursuant to applicable laws and 

r •-. *a OJ.. a ta. on s . 

With respect to any leaeo on non-Federal land containing provisions 

..iiich would terminate such lease wless d r i l l i n g operations were within the 

taaio therein specified conmenced ooxoi the land covered thereby or rentals 

paid for the privilege of deferring roach d r i l l i n g operations, the rentals re-

'.•;'.:d.r-.3d thereby shall, notwithstand,'rig any other provision of this agreement, 

"be abemed to accrue and become paoablo during the term therof as extended by 

hat; agreement and u n t i l the required d r i l l i n g operations are commenced upon 

tae land covered thereby'or setae porti <m of such land i s included within a 

i.«rrt3eipating area. 

l6o Conservation a 

Operations hereunder aad prod...notion of unitized substances shall be 

eeaoJacted to provide for the oâ st ocaa^-dcal and e f f i c i e n t recovery of said 
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substances without waste, as defined by or pursuant to State or Federal lav; 

or regulation. 

17. Drainage, 

The Unit Operator shall take appropriate and adequate measures to 

prevent drainage of unitized substances from unitized land by wells on land 

not subject to this agreement, including wells on adjacent unit areas, or pur­

suant to applicable regulations pay a f a i r and reasonable compensatory royalty 

as determined by the Supervisor for Federal lands or as approved by the 

Commissioner for State lands. 

18. Leases and contracts conformed and extended. 

The terms, conditions, and provisions of a l l leases, subleases, and 

other contracts relating to exploration, d r i l l i n g , development, or operation 

for o i l or gas of lands committed to th i s agreement are hereby expressly modified 

and amended fo the extent necessary to make the same conform to the provisions 

hereof, but otherwise to remain i n f u l l force and effect; and the parties hereto 

hereby consent that the Secretary as to Federal leases and the Commissioner as 

to State leases shall and each by his approval hereof, or by the approval hereof 

by his duly authorized representative, does hereby establish, alter, change, or 

revoke the d r i l l i n g , producing, rental, minimum royalty, and royalty require­

ments of Federal and State leases committed hereto and the regulations i n respect 

thereto to conform said requirements to the provisions of this agreement, and, 

without li m i t i n g the generality of the foregoing, a l l leases, subleases, and 

contracts are particularly modified i n accordance with the following: 

(a) The development and operation of lands subject to this agreement 

under the terms hereof shall be deemed f u l l performance of a l l obligations for 

development and operation with respect to each and every part or separately 

owned tract subject to this agreement, regardless of whether there i s any 

development of any particular part or tract of the unit area, notwithstanding 

anything to the contrary i n any lease, operating agreement or other contract 

by and between the parties hereto, or their respective predecessors i n interest, 

or any of them, 

(b) D r i l l i n g and producing operations performed hereunder upon any 

tract of unitized lands w i l l be accepted and deemed to be performed upon and 

for the benefit of each and every tract of unitized land, and no lease shall 



be deemed to expire by reason of failure to d r i l l or produce wells situated 

on the land therein embraced,, 

(c) Suspension of d r i l l i n g or producing operations on a l l unitized 

lands pursuant to direction or consent of the Secretary (or his duly authorized 

representative) and the Commissioner or with the approval of the Commission 

shall be deemed to constitute such suspension pursuant to such direction or 

consent as to each and every tract of unitized land 0 

(d) Each lease, sublease or contract relating to the exploration, 

d r i l l i n g , development or operation for o i l or gas of lands other than those of 

the United States, committed to this agreement, which, by i t s terms might 

expire prior to the termination of this agreement, is hereby extended beyond 

any such term so provided therein so that i t shall be continued in f u l l force 

and effect for and during the term of this agreement. 

(e) Any Federal lease for a fixed term of twenty (20) years or any 

renewal thereof or any part of such lease which is made subject to this agree­

ment shall continue in force beyond the term provided therein u n t i l the 

termination hereof. Any other Federal lease committed hereto shall continue 

in force beyond the term so provided therein or by law as to the committed 

land so long as such land remains committed hereto, provided unitized substances 

are discovered in paying quantities within the unit area prior to the expiration 

date of the primary term of such lease. 

( f ) Each sublease or contract relating to the operation and develop­

ment of unitized substances from lands of the United States committed to this 

agreement, which by i t s terms would expire prior to the time at which the 

underlying lease, as extended by the immediately preceding paragraph^ w i l l 

expire, is hereby extended beyond any such term so provided therein so that 

i t shall be continued in f u l l force and effect for and during the term of the 

underlying lease as such term is herein extended. 

(g) Any lease having only a portion of i t s lands committed hereto 

shall be segregated as to the portion committed and the portion not committed, 

and the terms of such lease shall apply separately to such segregated portions 

commencing as of the effective date hereof. In the event any such lease pro­

vides for a lump-sum rental payment, such payment shall be prorated between 
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the portions so segregated i n proportion to the acreage of the respective tracts,, 

(h) Parties hereto, each as to i t s interest i n the unit area, hereby 

grant to Unit Operator necessary surface rights to cover use of any portion of 

the surface of the unit area reasonably necessary for operations hereunder,, 

19o Covenants run with land. 

The covenants herein shall be construed to be covenants running with 

the land with respect to the interest of the parties hereto and their successors 

in interest u n t i l this agreement terminates, and any grant, transfer, or 

conveyance, of interest in land or leases subject hereto shall be and hereby 

is conditioned upon the assumption of a l l privileges and obligations hereunder 

by the grantee, transferee, or other successor i n interest. No assignment or 

transfer of any working interest, royalty or other interest subject hereto 

shall be binding upon Unit Operator u n t i l the f i r s t day of the calendar month 

after Unit Operator is furnished with the original, photostatic, or c e r t i f i e d 

copy of the instrument of transfer, 

20. Effective date and term. 

This agreement shall become effective upon approval by the Secretary 

or his duly authorized representative and shall terminate on June l s 1956, 

unless (a) such date of expiration i s extended by the Director and Commissioner, 

or (b) i t is reasonably determined 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 i n the formations tested hereunder 

and after notice of intention to terminate the agreement on such ground is 

given by the Unit Operator to a l l parties i n interest at their last known 

addresses, the agreement is terminated with the approval of the Director 

and Commissioner, or (c) a valuable discovery of unitized substances has 

been made on unitized land during said i n i t i a l term or any extension thereof, 

in which event the agreement shall remain i n effect for such term and so long 

as unitized substances can be produced in paying quantities, i.e„, in th i s 
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particular instance in quantities sufficient tc pay for the cost of producing 

same from wells on unitized land within any participating area established 

hereunder and, should production cease? so long thereafter as diligent 

operations are i n progress for the restoration of production or discovery 

of new production and so long thereafter as the unitized substances so 

discovered can be produced as aforesaid, or (d) i t is terminated as here­

tofore provided i n this agreement. 

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

75 per centum, on an acreage basis, of the owners of working interests 

signatory hereto, with the approval of the Director and Commissioner! 

notice of any such approval to be given by the Unit Operator to a l l parties 

hereto. 

21. Rate of prospecting, development, and production. 

A l l production and the disposal thereof shall be in conformity 

with allocations, allotment and quotas made or fixed by any duly authorized 

person or regulatory body under any Federal or State statute. The Director 

is hereby vested with authority to alter or modify from time to time, in his 

discretion, the rate of prospecting and development and within the l i m i t s 

made or fixed by the Commission to alter or modify the quantity and rate of 

production under this agreement, such authority being hereby limited to 

alteration or modification in the public interest, the purpose thereof and 

the public interest to be served thereby to be stated in the order of alter ­

ation or modification; provided, further, that no such alteration or modifi­

cation shall be effective as to any land of the State of New Mexico as to 

the rate of prospecting and development in the absence of the specific w r i t ­

ten approval thereof by the Commissioner and as to any lands of the State of 
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New Mexico or privately-owned lands subject to this agreement as to the 

quantity and rate of production in the absence of specific written approval 

thereof by the Commission,, 

Powers i n this section vested i n the Director shall only be exer­

cised after notice to Unit Operator and opportunity for hearing to be held 

not less than 15 days from notice. 

22. Automatic Elimination. 

Notwithstanding any other provisions of this agreement, any lease, 

no portion of which is included within a participating area within 7 years 

after the f i r s t sale of unitized substances from any lands subject to this 

agreement, shall be automatically eliminated from this agreement and said lease, 

and the lands covered thereby shall no longer be a part of the unit area and 

shall no longer be subject to this agreement, unless at the expiration of said 

7 year period d r i l l i n g operations are i n progress on such lease, i n which event 

the lands covered by such lease shall remain subject hereto and within said 

unit area for so long as such d r i l l i n g operations are continued diligently 

and, so long thereafter as such lands or any portion thereof may be included 

in a participating area hereunder. Inasmuch as any elimination under this 

section i s automatic, the Unit Operator shall, within 90 days after any such 

elimination hereunder, describe the area so eliminated, and promptly notify 

a l l parties i n interest. 

23. Conflict of supervision. 

Neither the Unit Operator nor the working interest owners nor any 

of than shall be subject to any forfeiture, termination 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 failure i n whole or i n 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 failure of the Unit Operator 
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to obtain, i n the exercise of due diligence, the concurrence of proper repre­

sentatives of the United States and proper representatives of the State of 

New Mexico i n and about any matters or thing concerning which i t is required 

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 laws of the State of 

New Mexico and subject in any case to appeal or judicial review as may now or 

hereafter be provided by the laws of the State of New Mexico. 

24. Appearances. 

Unit Operator shall, after notice to other parties affected, have the 

right to appear for or on behalf of any and a l l interests affected hereby 

before the Department of the Interior and the Commission and to appeal from 

orders issued under the regulations of said Department and/or Commission or to 

apply for r e l i e f from any of said regulations or i n any proceedings relative to 

operations before the Department of the Interior, the Commission, or any other 

legally constituted authority; provided, however, that any other interested 

party shall also have the right at his own expense to be heard in any such pro­

ceeding, 

2.5. Notices. 

AU notices, demands or statements required hereunder to be given or 

rendered to the parties hereto shall be deemed f u l l y given i f given i n writing 

and personally delivered to the party or sent by postpaid registered mail, 

addressed to such party or parties at their respective addresses set forth in 

connection with the signatures hereto or to the r a t i f i c a t i o n or consent hereof 

or to such other address as any such party may have furnished i n writing to 

party sending the notice, demand-or statement. 

26. No waiver of certain :rightg,.. 

Nothing i n this agreement contained shall be construed as a waiver by any 

party hereto of the right to assert any legal or constitutional right or defense 

as to the v a l i d i t y or i n v a l i d i t y of any law of the State wherein said unitized 

lards are located, or of the United States, or regulations issued thereunder i n 

any way affecting such party, or as a waiver by any such party of any right 

beyond his or i t s authority tc waive. 
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27o Unavoidable delay. 

A l l obligations under this agreement requiring 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 shsll be suspended while, but only so long as 

the Unit Operator despite the exercise of due care and diligence i s prevented 

from complying with such obligations, i n whole or i n part, by strikes, acts of 

God, Federal, State, or municipal law or agencies, unavoidable accidents, uncon­

tro l l a b l e delays i n transportation, i n a b i l i t y to obtain necessary materials i n 

open market, or other matters beyond the reasonable control of the Unit Operator 

whether similar to matters herein enumerated or not, 

28, Fair employment. 

The Unit Operator shall not discriminate against any employee or applicant 

for employment because of race, creed, color or national origin, and an identical 

provision shall be incorporated i n a l l subcontracts. 

29, Loss of t i t l e . 

In the event t i t l e to any tract of unitized land shall f a i l and the true 

owier cannot be induced to join i n th i s unit agreement, such tract shall be 

automatically regarded as not committed hereto and there shall be such readjust­

ment of future costs and benefits as may be required on account of the loss of 

such t i t l e . In the event of a dispute as to t i t l e as t o any royalty, working 

interest, or other interests subject thereto, payment or delivery on account 

thereof may be withheld without l i a b i l i t y for interest u n t i l the dispute i s 

f i n a l l y settled; provided, that, as to Federal land and State land or leases, 

no paymentr of ..unds due the United States or the State of New Mexico should be 

withheld, but such funds of the United States shall be deposited as directed by 

the Supervisor, and such funds of the State shall be deposited as directed by the 

Commissioner, to be held as unearned money pending f i n a l settlement of the t i t l e 

dispute, and then applied as earned or returned i n accordance with such f i n a l 

settlement. 

Unit Operator as such i s relieved from any responsibility for any defect 

or f a i l u r e of any t i t l e hereunder. 

30, Non-Joinder and subsequent joinder. 

I f the owner of any substantial interest i n a tract within the unit area 

f a i l s cr refuses to subscribe or consent to this agreement, the owner of the 
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working interest i n that tract may withdraw said tract from t h i s agreement by 

written notice to the Director, the Commissioner and the Unit Operator prior 

to the approval of this agreement by the Director. Any such tract not so 

withdrawn shall be considered as unitized, and any necessary adjustments of 

royalty occasioned by failure of the royalty and record owner to join w i l l be 

for the account of the corresponding working interest owner. Any o i l or gas 

interest i n lands within the unit area not committed hereto prior to sub­

mission of this agreement for f i n a l approval may thereafter be committed hereto 

by the owner or owners thereof subscribing or consenting to th i s agreement, and, 

i f the interest i s a working interest, by the owner of such interest also sub­

scribing to the unit operating agreement. After operations are commenced here­

under, the right of subsequent joinder, as provided i n this section, by a 

working interest owner i s subject to such requirements or approvals, i f any, 

pertaining to such joinder, as may be provided for i n the unit operating agreement. 

After f i n a l approval hereof joinder by a non-working interest ovmer must be 

consented to i n writing by the working interest owner committed hereto and 

responsible for the payment of any benefits that may accrue hereunder i n behalf 

of such non-working interest. Prior to f i n a l approval hereof, joinder by any 

owner of a non-working interest must be accompanied by appropriate joinder by 

the owner of the corresponding working interest i n order for the interest to be 

regarded as effectively committed hereto. Except as may otherwise herein be 

provided subsequent joinders to t h i " agreement _>hall be effective as of the f i r s t 

day of the month following the f i l i n g with the Supervisor and Commissioner of duly 

execrated counterparts of a l l or any papers necessary tc establish effective 

commitment of any tract to t h i s agreement unless objection to such joinder i s 

duly made >athin 60 days by the Director or Commissioner. 

31. Counterparts. 

This agreement may be executed i n any number of counterparts no one of which 

needs to be executed by a l l parties or may be r a t i f i e d or consented to by separate 

instrument i n v/riting specifically referring hereto and shall be binding upon a l l 

those parties who have executed such a counterpart, r a t i f i c a t i o n , or consent hereto 

with the same force and effect as i f a l l such parties had signed the same document 

and regardless of whether or not i t i s executed by a l l other parties owning or 

claiming an interest i n the lands within the above-described unit area, 
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32, Surrender. 

Nothing i n this agreement shall prohibit the exercise by any working 

interest owner of the right to surrender vested i n such party in any lease, 

sub-lease, or operating agreement as to a l l or any part of the lands covered 

thereby, provided that each party who w i l l or might acquire such working 

interest by such surrender or by forfeiture as hereafter set f o r t h , i s bound 

by the terms of this agreement. 

I f as a result of any such surrender, the working interest rights as 

to such lands become vested in any party other than the fee owner of the 

unitized substances, said party shall f o r f e i t such rights and no further benefits 

from operations hereunder as to said land shall accrue to such party, unless 

within ninety (90) days thereafter said party shall execute this agreement and 

the unit operating agreement as to the working interest acquired through such 

surrender, effective as though such land had remained continously subject to 

this agreement and the unit operating agreement. And i n the event such agree­

ments are not so executed, the party next in the chain of t i t l e shall be and be­

come the owner of such working interest at the end of such ninety (90) day period, 

with the same force and effect as though such working interest had( been surrendered 

to such party. 

I f as the result of any such surrender or forfeiture the working interest 

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

stances, such owner mays 

(1) Execute this agreement and the unit operating agreement as a working 

interest owner, effective as though such land had remained continuously subject 

to this agreement and the unit operating agreement. 

(2) Again lease such lands but only under the condition that the holder 

of such lease shall within t h i r t y (30) days after such lands are so leased 

execute this agreement and the unit operating agreement, effective as though 

such land had remained continuously subject to thi s agreement and the unit 

operating agreement. 

(3) Operate or provide for the operation of such land independently of 

this agreement as to any part thereof or any o i l or gas deposits therein not 

then included within a participating area. 
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I f the fee owner of the Unitized substances does not execute this 

agreement and the unit operating agreement as a working interest ovmer or 

again lease such lands as above provided, within six (6) months after any such 

surrender or forfeiture, such fee owner shall be deemed to have waived the right 

to execute the unit operating agreement or lease such lands, and to have agreed, 

i n consideration for the compensation hereinafter provided, that operations 

hereunder shall not be affected by such surrender. 

For any period the v/orking interest i n any lands are not expressly committed 

to the unit operating agreement as the result of any such surrender or forfeiture, 

the benefits and obligations of operations accruing to such lands under t h i s 

agreement and t he unit operating agreement shall be shared by the remaining owners 

of unitized working interests i n accordance with their respective participating 

working interest ownerships, and such owners of working interests shall compen­

sate the fee owner of unitized substances i n such lands by paying sums equal to 

the rentals, minimum royalties, applicable to such lands under the lease i n effect 

when the lands were unitized, as to such participating area or areas. 

Upon commitment of a v/orking interest to t h i s agreement and the unit 

operating agreement as provided i n t h i s section, an appropriate accounting and 

settlement shall be made, to reflect the retroactive effect of the commitment, 

for a l l benefits accruing to or payments and expenditures made or incurred on 

behalf of such surrendered working interest during the period between the date 

of surrender and the date of recommitment, and payment of any moneys found to be 

owing by such an accounting shall be made as between the parties then signatory 

to the unit operating agreement and t h i s agreement within t h i r t y (30) days after 

the recommitment. The right to became a party to this agreement and the unit 

operating agreement as a v/orking interest owner by reason of a surrender or f o r ­

feiture as provided i n this section shall not be defeated by the non-existence of 

a unit operating agreement and i n the event no unit operating agreement i s i n ex­

istence and a mutually acceptable agreement between the proper parties thereto 

cannot be consummated, the Supervisor and Commissioner may prescribe such reasonable 

and equitable agreement as they deem warranted under the circumstance. 

Nothing i n t h i s section shall be deemed to l i m i t the right of joinder or 

subsequent joinder to t h i s agreement as provided elsewhere i n this agreement. 
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The exercise of any right vested in a working interest owner to reassign such 

working interest to the party from whom obtained shall be subject to the same 

conditions as set forth i n th i s section in regard to the exercise of a right to 

surrender, 

OPERATOR 

Assistant Secretary 

WORKING INTEREST OWNERS 

PHILLIPS PETROLEUM COMPANY 

- FP 8 1952 
Dates 

Attest: 

Address; Bartlesville, Oklahoma 
Assistant Secretary 

EL PASO NATURAL GAS COMPANY 

Date: SEP 16 1952 
Vice President 

Attest: 



Date: 

STANOLIND OIL AND GAS COMPANY 

By l^XJT '^L.*-*^->-: 
Vifce President v 

Attest: 

Address: Fair Building 
Fort Worth. Texas Assistant Secretary 

GENERAL AMERICAN OIL COMPANY OF TEXAS 

Date: SFP 1 7 Wl By_ L • i _ • 

President 

Attest: 

Address: 
Assistant Secretary 

Date: -3> 

SKELLY OIL COMPANY 

Addre s s: Skelly Building 
Tulsa. Oklahoma 

S T A T E O F 

C O U N T Y O F 
•xtmm 

Attest; 

On t h i s IQfeb day of , 1 9 ® , b e f o r e m e a p p e a r e d 

by m e d u l y s w o r n , d i d say tha t he i s the ^%Km P r e s i d e n t of 
, to m e p e r s o n a l l y k n o w n , w h o , be ing 

Y.NY and t h a t the s e a l a f f i x e d to s a i d i n s t r u m e n t i s the 
c o r p o r a t e s e a l of s a i d c o r p o r a t i o n , a n d tha t s a i d i n s t r u m e n t was s i g n e d and sea l ed 
i n beha l f of s a i d c o r p o r a t i o n by a u t h o r i t y of i t s B o a r d of D i r e c t o r s 3 and s a i d 

A . L - 14r f f f i a c k n o w l e d g e d s a i d i n s t r u m e n t to be 
the f r e e a c t and deed of s a i d c o r p o r a t i o n . 

I Q S& 
G i v e n under m y hand and n o t a r i a l se'al this %Qt& day of JBfcCfceP 

M y c o m m i s s i o n e x p i r e s : 
fifty Commission Expires October 4,1355 2K 

N o t a r y P u b l i c 



GLS:mle 
8-4-52 

UNIT OPERATING AGREEMENT 
SAN JUAN 30-5 UNIT AREA 

THIS AGREEMENT, made and entered into th is day of t i d d l y 1952, 

by and among Phillips Petroleum Company, a Delaware corporation, hereinafter sometimes 

referred to as "Unit Operator", and such other parties owning working interests subject 

to the Unit Agreement for the Development and Operation of the San Juan 30-5 Unit Area 

as may execute this agreement, hereinafter sometimes called "Nonoperators", a l l parties 

being sometimes referred to as "Working Interest Owners", 

W I T N E S S E T H : 

WHEREAS, the parties hereto are also parties to that certain Unit Agreement 

for the Development and Operation of the San Juan 30-5 Unit Area, County of Rio Arriba, 

State of New Mexico, hereinafter called the "Unit Agreement", embracing a l l of Township 

30 North, Range 5 West, N.M.P.M., Rio Arriba County, NewMexico, containing 22,421.80 

acres, more or less, and 

WHERtAS, the parties hereto, i n accord with the provisions of Section 7 of 

the Unit Agreement, desire to provide for the apportionment of costs and benefits 

among Working Interest Owners and to establish related operating arrangements, 

NOW THEREFORE, premises considered, the parties hereto mutually agree that: 

1. Confirmation of Unit Agreement 

The Unit Agreement, including the exhibits thereto, i s hereby confirmed and 

adopted and made a part of this agreement. Terms employed i n this agreement shall 

bear the same meaning as given them i n the Unit Agreement. The unit area shall be 

developed and operated for the production and handling of unitized substances i n 

accord with the Unit Agreement and this Unit Operating Agreement. In the event of 

any inconsistency or conflict between provisions of t h i s agreement and the Unit 

Agreement, the Unit Agreement shall prevail. 

Each of the parties hereto represents to a l l other parties hereto 

that i t s ownership of o i l , gas and mineral interests i n the unit area i s correctly 

stated i n the schedule attached as Exhibit B to the Unit Agreement, 

2. Titles 

(a) Representation of Ownership 



In the event such representation of any party i s erroneous or the t i t l e of 

any party hereto f a i l s , i n whole or i n part, the interests of the parties 

hereunder shall be accordingly adjusted to the end that no party shall be 

credited with interests that i t does not own. Parties contributing acreage 

to the unit and receiving credit hereunder therefor shall, subject to the 

provisions of Section 2(c) below, bear the entire loss occasioned by any 

failure of t i t l e or defect i n their t i t l e or encumbrance thereon and shall 

save the other parties hereto harmless from any obligation or l i a b i l i t y 

on account thereof. A l l t i t l e curative expense and a l l costs and expenses 

incurred i n defending or establishing t i t l e to any interest in the 

unitized substances shall be borne by the party or parties hereto who claim 

such interest. 

(b) Furnishing T i t l e Data 

Within f i f t e e n (15) days following i t s execution of thi s agree­

ment, each Working Interest Owner shall furnish to the Unit Operator copies 

of i t s leases, operating agreements or other documents upon which i t relies 

as establishing i t s ownership of working interests, together with copies of 

i t s rental receipts or other evidence satisfactory to establish that such 

leases, agreements and/or other documents remain in f u l l force and effect. 

I t shall also furnish any t i t l e data in i t s possession relating to i t s work­

ing interest ownership, including the t i t l e opinion of i t s attorney and any 

curative instruments acquired i n relation thereto. Where outstanding t i t l e 

requirements have not been satisfied, the Working Interest Owner whose t i t l e 

i s affected shall proceed to satisfy such t i t l e requirements with due d i l i ­

gence and furnish proof of the satisfaction thereof to the Unit Operator. 

(c) Examination of T i t l e for Drilling; 

As a prerequisite to the d r i l l i n g of any well hereunder, Unit 

Operator shall obtain a t i t l e opinion by a competent attorney or attorneys 

selected by i t , based upon examination of complete abstract of t i t l e certi­

fied to date and/or the o f f i c i a l County and/or State or Federal records 

as well as examination of the material submitted pursuant to Section 2(b) 

above, approving t i t l e for d r i l l i n g purposes to the half section d r i l l i n g 

block (where the well i s to be d r i l l e d to the Mesaverde or shallower forma­

tions) or to the appropriate.spacing unit (where the well is to be d r i l l e d 

to formations below the Mesaverde) upon which the well i s to be located; 
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provided, however, that Unit Operator shall not be required to re-examine 

t i t l e to any d r i l l i n g block or spacing unit for the d r i l l i n g of any second 

or subsequent well thereon. The party or parties owning working interests 

in such d r i l l i n g block or spacing unit shall furnish such abstracts promptly 

as required and shall satisfy t i t l e requirements made by the examining 

attorney, at such party's or parties 5 sole expense, without delay in order 

that the d r i l l i n g obligation stated i n the Unit Agreement shall be timely 

performed,, Costs of t i t l e examination shall be charged as a part of the 

cost cf d r i l l i n g the well. Approving opinion of t i t l e as a prerequisite 

of d r i l l i n g may be waived upon approval of the owners of eighty per cent 

(80$) of the Working interest committed to the unit. Any party hereto i n ­

terested i n obtaining the d r i l l i n g of a well may post a bond in form satis­

factory to the Unit Operator i n an amount equal to one and one-half times 

the estimated cost of the proposed well, conditioned to protect a l l parties 

hereto against any loss of their investment i n the well by reason of t i t l e 

f a i l u r e , whereupon the requirement herein for an approving opinion of t i t l e 

w i l l be waived. I f t i t l e subsequently f a i l s to any tract or tracts, the 

t i t l e to which has been cleared for d r i l l i n g under this section, the Work­

ing Interest Owner thereof shall bear the entire loss i n participation i n 

unitized substances produced after such t i t l e f a i lure which would be a t t r i b ­

utable to the leasehold estate or working interest i n such tract under the 

terms of this agreement, but shall not be obligated to save any parties 

hereto harmless from any other loss occasioned thereby except to the extent 

of any indemnity agreement which may have been executed as hereinabove 

provided. 

3o Apportionment of Costs and Benefits 

Except as herein otherwise expressly provided, a l l costs, expenses 

and l i a b i l i t i e s accruing or resulting from exploration, development, operation 

and maintenance of the unitized land shall be borne, and a l l unitized substances 

produced hereunder and other benefits accruing hereunder shall be owned and 

shared, by the Working Interest Owners who have executed the Unit Agreement and 

this agreement, as follows: 

(a) Costs and Benefits i n Mesaverde and Shallower Formations 

Costs and benefits accruing i n the development and operation of 

any d r i l l i n g block (as defined i n Section 11 of the Unit Agreement) prior 



to i t s admission into a participating area shall be borne and shared i n the 

proportion that the acreage owned by each of such Working Interest Owners 

owning working interests i n the d r i l l i n g block bears to the total of work­

ing interests owned by a l l such Working Interest Owners owning working i n ­

terests i n the d r i l l i n g block. Costs and benefits accruing or resulting 

from development and operation of any participating area shall be borne by 

such Working Interest Owners owning interests i n such participating area i n 

the same proportion that the interest owned by each bears to the to t a l of 

interests owned by a l l such Working Interest Owners i n said participating 

area. Except for the adjustment i n investment i n the f i e l d f a c i l i t i e s as 

hereinafter provided, no adjustment of investment or previously incurred 

costs shall be made upon the admission of a d r i l l i n g block into the partic­

ipating area, but upon such admission a l l equipment used for the operations 

of the participating area shall thenceforth be owned by the Working Interest 

Owners in the enlarged participating area i n the same proportions as provided 

herein for their sharing of costs and benefits. Notwithstanding the fore­

going, however, when any d r i l l i n g block i s admitted to the participating area 

prior to the completion thereon of a well capable of producing unitized sub­

stances in paying quantities from the formation to which such participating 

area is applicable, Unit Operator shall comply with the obligation imposed 

by the Unit Agreement to d r i l l a well thereon to the horizon from which 

production i s being secured in the participating area, and a l l costs of 

d r i l l i n g , completing, testing and equipping such well to produce shall be 

charged to and borne by such Working Interest Owners owning working interests 

in such d r i l l i n g block i n the proportions which the interests of each bear 

to the aggregate of a l l the interests of a l l such Working Interest Owners 

within said d r i l l i n g block, Any such well shall be owned and operated for 

the benefit of parties owning interests in the participating area in the 

same manner as other wells i n such participating area. Upon admission of 

a d r i l l i n g block into a participating area, there shall be an adjustment 

of the cost of f i e l d f a c i l i t i e s among a l l such Working Interest Owners i n 

the enlarged participating area so that the cost of f i e l d f a c i l i t i e s a l l o ­

cable to the enlarged participating area shall be borne by such Working 

Interest Owners in proportion to their participation i n costs and benefits 



of operation of the enlarged participating area. Where f i e l d f a c i l i t i e s serve 

more than one participating area, costs and ownership thereof shall be allocated 

between participating areas on a well basis and shall be adjusted upon d r i l l i n g 

of additional wells so that each participating area w i l l bear such costs and own 

such f i e l d f a c i l i t i e s i n the proportion that the number of wells within such 

participating area, which upon their completion shall have been capable of pro­

ducing unitized substances in paying quantities, bears to the t o t a l number of such 

wells within the unit area. No adjustment between participating areas shall be 

made on account of the cessation of production i n paying quantities from any well 

or wells. "Field f a c i l i t i e s " , as that term is used i n this section, shall mean 

f a c i l i t i e s which are installed for serving the entire unit operation, such as, 

but not limited to, warehouses, f i e l d offices, camps, gathering systems, f i e l d 

tankage other than that serving a particular well or d r i l l i n g block, power stations 

and power lines, water stations and water lines. Costs of f i e l d f a c i l i t i e s shall 

be deemed to be the tangible and intangible costs thereof as reflected by the 

Operator's books, depreciated at the rate of four per cent (4/0 per annum, or 

fractional portion thereof, up to the period an adjustment is required. In the 

event book costs cannot be determined on certain classifications of equipment, the 

current market prices i n effect as of the date a d r i l l i n g block is admitted to the 

participating area shall be used as a basis for pricing. Roads shall not be con­

sidered a part of Field F a c i l i t i e s . Costs of a l l road construction required for 

the d r i l l i n g of the five Mesaverde test wells i n accord with Section 9 of the Unit 

Agreement shall be allocated to the working interest owners owning working interest 

in the f i v e D r i l l i n g Blocks upon which said test wells are d r i l l e d on an acreage 

basis. Roads required for the d r i l l i n g of subsequent wells shall be charged as a 

part of the d r i l l i n g costs and borne by the same party or parties as are required 

to pay the costs of d r i l l i n g such wells. There w i l l be no reallocation of road 

costs. In the event any well or wells capable of producing unitized substances i n 

paying quantities shall have been completed prior to the effective date of this 

agreement, such well or wells shall be turned over to the Unit Operator for operation 

hereunder on the f i r s t day of the month following the said effective date of this 

agreement, and the half section d r i l l i n g block on which each such well is located 

shall constitute or become a part of the participating area for the formation i n 

which such well is completed. Likewise, i f any Working Interest Owner shall have 

started any well but i t shall not have been completed on the effective date of this 



agreement, such Working Interest Owner shall proceed with due diligence to complete 

the d r i l l i n g of such well and, i f dry, to plug and abandon i t or s i f a producer, to 

test, complete and equip i t to produce and then turn i t over to the Unit Operator 

for operation hereunder. Adjustment for any such well or wells shall be only as 

hereinabove provided, 

(b) Costs and Benefits i n Formations Below the Mesaverde 

The cost of d r i l l i n g , equipping and completing the i n i t i a l test well projected 

to a depth below the base of Mesaverde formation and the cost of plugging and aban­

doning same i f a dry hole shall be paid by a l l of such Working Interest Owners 

each i n the proportion that i t s ownership of working interests on an acreage 

basis within the unit area bears to the t o t a l of a l l such interests of such parties. 

Costs of d r i l l i n g the second or any subsequent test well to formations lying below 

the Mesaverde, which is not required to be d r i l l e d by the terms of the Unit Agree­

ment, shall be only in accord with an agreement to be reached by the parties 

participating i n the d r i l l i n g of such second or additional test wells. In the 

event any such test well so d r i l l e d shall encounter unitized substances i n paying 

quantities so as to j u s t i f y the establishment of a participating area or the 

enlargement of an existing participating area for the formation encountered, such 

participating area or enlargement shall be formed as provided in the Unit Agree= 

ment. On the establishment of any participating area, there shall be a retroactive 

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

operating of the said test well and of the cost of f i e l d f a c i l i t i e s , to the end that 

the owners of working interests in the participating area newly established shall 

reimburse without interest the party or parties who paid for the costs and expenses 

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

any income derived by said party or parties up tc the date of settlement, and there­

after the costs incurred and benefits derived from the operation of the well shall be 

borne by and shall inure to the benefit of the Working Interest Owners i n the p a r t i c i ­

pating area in proportion to their ownership of interests therein. On the enlargement 

of any participating area, there shall be an investment adjustment between the owners 

of working interests i n the enlarged participating area, to the end that the investment 

within the enlarged participating area, including the investment i n the allocated 

portion of f i e l d f a c i l i t i e s , shall be paid for by the affected Working Interest Owners 

in the enlarged participating area i n proportion to the interests of each therein and i n 



proportion to thei r shares ir, the costs of operation and revenue to be 

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 par­

ticipating 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 the f i e l d 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 properties and f a c i l i t i e s installed i n the 

wells or used i n connection with the operation thereof at a percentage of 

the original cost, such percentage to be determined as provided i n the 

Accounting Procedure, 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 , completing and equipping any wells on t h e i r respective lands 

so admitted, together with the value of the tangible equipment 3 f a c i l i t i e s 

and structures located thereec and uoea ia. connection thereaiia, oa. the basis 

above set out. The sum total, of a l l credit shall be the investment cost 

apportionable to the enlarged participating area. The investment adjust­

ment 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 maintaining other property, nor shall 

there be any debit for or on account of production taken from wells prior 

to the effective date of the enlargement of the participating area, 

4o Royalty and Other.Payments Out of Production 

One-eight (1/8) of a l l of the unitized substances produced hereunder, 

or the proceeds thereof, shall be set aside for the payment or delivery i n kind, 

as the case may be, i n accord with underlying leases and other documents requir­

ing payment of royalties, by the Unit Operator or the Working Interest Owner i n 

accord vdth Section 12 of the Unit Agreement, Where any working interest i s 

burdened by royalties i n excess of one-eight ( i / s ) or by overriding royalties, 



o i l payments or other payments out of production, the required payment i n excess of 

1/8 shall be borne by the ovmer of the working interest so burdened. Before receiving 

i t s proportionate share of the unitized substances produced hereunder or the proceeds 

thereof, each Working Interest Owner shall pay or secure the payment of any such 

excess royalties or other payments constituting a burden upon i t s working interest. 

5. Rentals 

Each Working Interest Owner whose interest i s chargeable with rentals, 

minimum royalties i n excess of the royalties on actual production, or other pay­

ments i n the nature of rentals required to maintain i t s working interests rights, 

shall properly pay such rentals, minimum royalties or other payments. The inad­

vertent failure of any party to properly make such payments shall not subject such 

party to l i a b i l i t i e s hereunder except to the extent hereinabove provided i n the 

event of loss of t i t l e . 

6. Test Wells 

Unit Operator i s hereby authorized and directed to carry out the d r i l l i n g 

program outlined i n Section 9 of the Unit Agreement. Subject to obtaining the 

necessary approval of State and Federal authorities as therein required, i t i s 

agreed that locations for the five (5) required Mesaverde test wells shall be as 

follows t 

App. Cen. SW/4 Sec. 9, T30N, R5W; 
App. Cen. NE/4 Sec. 11, T30N, R5W; 
App. Cen. NE/4 Sec. 22, T30N, R5Wj 
App. Cen. NE/4 Sec. 29, T30N, R5Wj 
App. Cen. NE/4 Sec. 35, T30N, R5W. 

Said wells shall be d r i l l e d i n such sequence as may be determined by the Unit 

Operator. Location of the Dakota test well shall be determined by Unit Operator 

on the basis of geological data obtained i n the d r i l l i n g of Mesaverde wells on 

this and adjoining unit areas prior to the required date for commencement of 

operations for the d r i l l i n g of said Dakota test well. 

7. Determinations by Majority Vote 

In any matter i n which the action of the Unit Operator requires the 

concurrence of the working interest parties hereto or any of them, Unit Operator 

w i l l be governed by the decision of the owners of a majority of the working i n ­

terest i n the participating area, or the nonadmitted d r i l l i n g block, as the case 

may be, unless otherwise specified herein or i n the Unit Agreement, determined 
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i n the proportion that the acreage interest of each such party i n the p a r t i c i ­

pating area or such affected d r i l l i n g block bears to the t o t a l acreage interest 

in the participating area or affected d r i l l i n g block. Matters affecting the 

unit area aa a whole, shall be determined in accordance with the proportionate 

acreage interest as above defined i n the entire unit area. In any case where 

one working interest party hereto holds such a majority i n interest, but less 

than the f u l l working interest in the area affected, his vote shall require the 

concurrence of one additional party i n order to constitute the controlling vote. 

In any case i n which i t i s necessary to p o l l the working interest 

parties hereto, Unit Operator shall notify a l l affected Working Interest Owners 

in writing of the question for decision and i t s recommended course of action. 

Each such Working Interest Owner shall within ten (10) days of receipt of such 

notice advise Unit Operator i n writing of i t s decision thereon. Within five 

(5) days thereafter Unit Operator shall n o t i f y each affected Working Interest 

Owner in writing of the result of such p o l l . In the event that any Working 

Interest Owner f a i l s to advise Unit Operator i n writing of i t s decision, within 

the 10-day period above provided, i t shall be conclusively presumed that i t s 

decision is i n accord with the course of action originally recommended by Unit 

Operator, except that, i f the matter for decision i s one where the nonrespond­

ing Working Interest Owner might elect, pursuant to the provisions of this 

agreement, not to participate originally i n some element of cost or expense 

but instead to pay his share thereof out of production or the proceeds thereof, 

i t shall be conclusively presumed that such nonresponding Working Interest Owner 

elects to follow that l a t t e r course. 

The Unit Operator, except when otherwise required by governmental 

authority, shall not do any of the following without f i r s t obtaining the approval 

of such a majority interest, as provided above, i n the affected participating 

area or d r i l l i n g block or unit area, as the case may bej 

(a) Make any expenditure in excess of Five Thousand Dollars ($5,000.00) 

other than normal operating expenses, except in connection with a well, the 

d r i l l i n g of which has been previously authorized by or pursuant to this 

agreement; provided, however, that nothing i n this paragraph shall be deemed 

to prevent Unit Operator from making an expenditure in excess of said amount 
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i f such expenditure becomes necessary because of a sudden emergency which 

may otherwise cause loss of l i f e or extensive damage to property. I n the 

event of such emergency expenditure. Unit Operator shallj within f i f t e e n 

(15) days after making such expenditure x give written notice to the other 

parties. 

(b) Make any arrangement for the use of f a c i l i t i e s owned by the 

Working Interest Owners i n the operation and development outside the unit 

area or determine the amount of any charges therefor unless otherwise 

provided for i n this agreement or i n the Unit Agreement. 

(c) Dispose of any major items of surplus material or equipment 

having original cost of One Thousand Dollars ($lf000,00) or more, other 

than junk. Any such item or items of less cost may be disposed of wittv-

out such consent, 

(d) Submit to the Supervisor, Commissioner or Commission any plan 

for further development of the unit area or any proposed expansion of 

the unit area. 

(e) Abandon any well which i s producing unitized substances. 

Unit Operator shall not incur any costs or expenses for any single project cost­

ing i n excess of Five Hundred Thousand Dollars ($500,000.00) without f i r s t obtain­

ing the approval of the owners of eighty per cent (80$) of the working interests 

committed to the uni t . 

8. D r i l l i n g of Additional Wells 

(a) Obligation Wells and Wells Mutually Agreed Upon 

In addition to the required test wells, a l l other wells which Unit 

Operator i s required to d r i l l under the terms of the Unit Agreement or to 

comply with valid orders of governmental authorities having jurisdiction 

i n the premises shall be d r i l l e d by Unit Operator for the account of the 

Working Interest Owners owning interests i n the affected unit area, par­

ticipating area or d r i l l i n g block, as the case may be, as hereinabove pro­

vided. Unit Operator w i l l also d r i l l appropriate development wells within 

participating areas i n accord with plans of development adopted by a major­

i t y vote of affected Working Interest Owners i n accord with Section 7 above. 

Unit Operator w i l l d r i l l wells to the Mesaverde or any shallower formations 

at regular well locations outside of the applicable participating area upon 



request of the Working Interest Owner or Owners owning one hundred per cent 

(100$) of the working interest within the d r i l l i n g block upon which the 

well i s to be located. Such wells shall be d r i l l e d i n order of their re­

quest and approval by applicable governmental authorities. 

(b) Other Wells 

Unit Operator w i l l not d r i l l any well without the mutual consent 

of a l l the parties hereto other than as provided i n Subsection (a) of this 

section 8, except as hereinafter provided. Any Working Interest Owner 

owning a part of the working interests i n a d r i l l i n g block desiring that 

a well be d r i l l e d thereon to the Mesaverde or any shallower formation out­

side of the participating area established hereunder for such formation, 

or any Working Interest Owner owning working interests i n acreage consti­

tuting a spacing unit for wells d r i l l e d to any formation below the Mesa-i-

verde desiring that a well be d r i l l e d thereon to such deeper formation, 

shall so no t i f y Unit Operator, specifying the proposed location, objective 

depth and estimated cost of such well. Upon receipt of such notice, the 

Unit Operator shall advise those other Working Interest Owners parties 

hereto who, under the provisions of this agreement, would be required to 

share the cost and r i s k of the proposed well. Each such party shall, by 

responsive notice given to the Unit Operator .dthin t h i r t y (30) days of 

receipt of the aforesaid notice, elect as to whether such party desires 

to join i n the d r i l l i n g of such well. Failure to respond within said 30 

days shall be deemed an election not to join i n the d r i l l i n g of the pro­

posed well. I f a l l of said parties elect to j o i n , the well shall be d r i l l e d 

for the account of a l l such parties i n accord with the preceding provisions 

of this agreement. I f less than a l l of such parties elect to join i n the 

d r i l l i n g of such well.. Unit Operator shall, upon obtaining required govern­

mental approvals, proceed with due diligence to d r i l l such well at the sole 

cost and risk of the party or parties electing to share i n the costs thereof, 

hereinafter called the " d r i l l i n g parties"• In the event any such well i s a 

dry hole (and i s not taken over for plug back or deepening), i t shall be 

plugged and abandoned at the sole cost of the d r i l l i n g parties. In the 

event such well i s a producer, i t shall be tested, completed and equipped 

to produce by the Unit Operator at the sole cost of the d r i l l i n g parties, 



and such d r i l l i n g parties each i n proportion to i t s contribution to the 

cost of d r i l l i n g , testing, completing and equipping the well shall be 

entitled to receive the proceeds of production from the well or, i f i t 

i s capable of producing i n paying quantities, shall be entitled to receive 

the proceeds of production allocable to the interests admitted to the 

participating area on account of such well, after deducting therefrom a l l 

royalties, overriding royalties^ production payments and one hundred per 

cent (100$) of the operating expenses attributable thereto, u n t i l said 

d r i l l i n g parties shall have received therefrom one hundred f i f t y per cent 

(150$) of the costs of d r i l l i n g , testing, completing and equipping said 

well to produce. For the purposes of this section, where a party takes 

i n kind the proceeds of production from such a well shall be computed 

upon the same price basis as that employed for payment of royalties to 

the United States on comparable production from the unit area. When the 

d r i l l i n g parties shall have been reimbursed for 150$ of said costs as 

hereinabove provided, proceeds from the well shall thereafter be shared 

by the Working Interest Owners within the participating area i n the manner 

stipulated i n Section 3 above. Any amounts which may be realized from 

sale or disposition of the well or equipment thereon, or required i n con­

nection with the d r i l l i n g , testing, completing, equipping and operating 

thereof, shall be paid to the d r i l l i n g parties and credited against the 

t o t a l unreturned portion of said 150$, with the balance thereof, i f anŷ . 

to be divided as provided i n Section 3 above among the parties owning the 

v/ell. Locations of a l l wells d r i l l e d under t h i s provision must be i n 

accord with the spacing pattern adopted by the Unit Operator for the forma­

tion to which the well i s projected, 

9* Option to Take Over Wells 

I f any wel l d r i l l e d under t h i s agreement is a dry hole and the party 

or parties owning the well are ready to abandon i t but the v/ell can be plugged 

back or deepened to a different formation, Unit Operator shall so notify the 

Working Interest Owners i n the affected unit area, participating area or d r i l l ­

ing block, as the case may be, and such parties shall have the right to take 

over said well and cause the Unit Operator to plug back or deepen i t , as the 

case may be, and to complete i t for the account of the parties owning working 



interests i n the unit area, participating area or d r i l l i n g block, as the case 

may be, upon effecting an investment adjustment so as to reimburse the party 

or parties who shall have borne the cost of d r i l l i n g said well for either their 

cost of d r i l l i n g to the depth at which the well is taken over (computed i n 

accordance with the Accounting Procedure attached hereto) or for the average 

cost of d r i l l i n g from the surface to the formation in which the well is to be 

completed, whichever is the lesser amount. Working Interest Owners so notified 

hereunder shall respond as provided i n Section 7. I f one, but less than a l l , 

of the affected working interest parties elects to take the well over, then 

Unit Operator shall take i t over and conduct the specified operation for the 

account of the electing party or parties, and such party or parties shall be 

entitled to recover 150$ of their costs i n acquiring, deepening or plugging 

back, testing and completing the well i n the same manner as provided in Section 

8(b) above; provided, however, that where f i f t y per cent (50$) of the affected 

Working Interest Owners elect to take the well over for use in satisfying the 

obligation to d r i l l a test well hereunder, the well shall be d r i l l e d for the 

account of a l l of the affected Working Interest Owners. In the event any one 

well is completed as a paying producer in more than one formation, the Working 

Interest Owners of the respective participating areas established for such 

formations shall arrange for appropriate allocation of investment and operating 

costs of such well by separate agreement. 

10, Charges for D r i l l i n g Operations 

A l l wells d r i l l e d on the unit area shall be d r i l l e d on a competitive 

contract basis at the usual rates prevailing i n the f i e l d . Unit Operator, i f 

i t so desires, may employ i t s own tools and equipment in the d r i l l i n g of wells, 

but i n such event the charge therefor shall not exceed the prevailing rate i n 

the f i e l d and such work shall be performed by Unit Operator under the same terms 

and conditions as shall be customary and usual i n the f i e l d in contracts of 

independent contractors who are doing work of a similar nature. 

11. Access to Operations and Information 

Representatives of each party hereto shall have free access to the 

entire unit area at a l l reasonable times to inspect and observe operations of 

every kind and character thereon. Each party hereto shall have access at a l l 

reasonable times to any and a l l information pertaining to wells d r i l l e d , 
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production secured, and to the books, records and vouchers relating to the 

operation of the unit area. Unit Operator shall, upon request, furnish to 

the other parties hereto daily d r i l l i n g reports, true and complete copies of 

well logs and other data relating to wells d r i l l e d , and shall also, upon re-

auest, make available samples and cuttings from any and a l l wells d r i l l e d on 

the unit area. 

12. Disposition of Production 

Each of the parties hereto shall take i n kind or separately dispose 

of i t s proportionate share of the unitized substances produced hereunder, ex­

clusive of production which may be used i n development and producing operations 

of the unit area and i n preparing and treating o i l for marketing purposes, and 

production unavoidably lost. I n the event any party hereto shall f a i l to make 

the arrangements necessary to take i n kind or separately dispose of i t s pro­

portionate share of the unitized substances, Unit Operator shall have the right 

for the time being and subject to revocation at w i l l by the party owning same 

to purchase such unitized substances or to sell the same to others :at not less 

than the market price prevailing i n the area. Each party hereto shall be en­

t i t l e d to receive directly payment for i t s proportionate share of the proceeds 

from the sale of unitized substances produced, saved and sold from the unit 

area, and on a l l purchases or sales each party shall execute any division order 

or contract of sale pertaining to i t s interest. Any extra expenditure incurred 

by reason of the taking i n kind or separate disposition by any party hereto of 

i t s proportionate share of the production shall be borne by such party. 

13. Pipe and Other Tubular Goods 

Notwithstanding any limitations of the Accounting Procedure, Exhibit 

A, during such times as tubular goods and other eouipment are not available at 

the nearest customary supply point Unit Operator shall be permitted to charge 

the joint account of parties responsible hereunder for a l l tubular goods and 

other enuipment transferred from Unit Operator's warehouse or other stocks to 
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the unit area for use on a particular participating area or d r i l l i n g block, as 

the case may be, with such costs and expenses as may have been incurred i n 

purchasing, shopping, and moving the required tubular goods and other equipment 

to the unit area; provided, however, that each affected Working Interest Owner 

shall be given the opportunity, i n l i e u of bearing i t s proportionate part of 

such costs, of furnishing i n kind or i n tonnagej as the parties may agree, i t s 

share of such tubular goods and other equipment required. 

14» Advances 

Each of the parties hereto shall promptly pay and discharge i t s pro­

portionate part of a l l cost and expense on the basis set forth i n the Account­

ing Procedure attached as Exhibit A, Unit Operator, at i t s election, may require 

the parties hereto to advance their respective proportion of development and 

operating costs according to the following conditions: On or before the f i r s t 

day of each calendar month, Unit Operator shall submit an itemized estimate of 

such costs for the succeeding calendar month to each of the parties hereto with 

a request for the payment of such party's proportionate part thereof. Within 

ten (10) days thereafter each of such parties shall pay, or secure the payment 

i n a manner satisfactory to Unit Operator, such party's proportionate share of 

such estimates Unit Operator shall credit each Working Interest Owner with the 

advances so mades Should any party f a i l to pay or secure the payment of such 

party's proportionate part of such estimate, the same shall bear interest at 

the rate of six per cent '6%) per annum u n t i l paid. Adjustments between e s t i ­

mates and actual costs shall be made by Unit Operator at the close of each 

calendar month and the accounts of the parties adjusted accordingly. 

15* Operator's Lien 

Unit Operator shall have a l i e n on the interest of each of the parties 

i n the unit area, unitized substances produced therefrom, the proceeds thereof 

and the material and equipment thereon, to secure the payment of such party's 

proportionate part of the cost and expense of developing and operating the 

unitized lands and to secure the payment by any such party of such party's pro­

portionate part of any advance estimate of such cost and expense. Unit Operator 

shall protect such property from a l l other liens arising from operations here­

under. 
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16. Insurance 

Unit Operator, during the term hereof, shall purchase or provide pro­

tection comparable to that afforded under standard form policies of insurance 

for workmen's compensation with statutory l i m i t s , employer's l i a b i l i t y insurance 

with a l i m i t of $25,000, and general public l i a b i l i t y insurance with limits of 

$30,000/160,000. Unit Operator shall charge to the j o i n t account an amount 

equal to the premium applicable to the protection so provided. A l l losses not 

covered by standard form policies of insurance for hazards set out above shall 

be borne by the parties hereto as their interests appear at the time of any 

loss. 

17= Surrender 

No party hereto shall surrender any of i t s working interests insofar 

as they relate to lands located within a participating area. However, should 

any party hereto at any time desire to surrender any of the o i l and gas leases 

or operating agreements subject hereto, or any interest therein, insofar as 

they cover lands located outside such a participating area but within the unit 

area, i t shall notify a l l other parties hereto i n writing. Within t h i r t y (30) 

days following receipt of such notice by the other parties hereto, the party 

desiring to surrender such working interests insofar as they affect such land 

may proceed to surrender the same i f such right i s reserved in the leases or 

operating agreement, unless any other party or parties hereto have, within said 

30-day period, given written notice to the party desiring to surrender that they 

desire an assignment of said working interests insofar as they cover said land. 

In such event the party desiring to surrender shall assign, without express or 

implied warranty of t i t l e , and subject to existing covenants, contracts and 

reservations, a l l i t s interest i n such working interests insofar as they cover 

such land and the wells, material and equipment located thereon, to the party 

or parties desiring an assignment. Thereupon such assigning party shall be 

relieved from a l l obligations thereafter accruing (but not theretofore accrued) 

hereunder with respect to the interest assigned. From and after the making of 

such assignment, the assigning party shall have no further interest in the prop­

erty assigned but shall be entitled to receive from the assignees payment for 

i t s interest therein in an amount equal to the salvage value of any salvable 

material located on said land. I f such assignment shall run i n favor of more 



than one party hereto, the interest covered shall be shared'by such parties i n 

the proportions that the interest of each party assignee i n the lands committed 

to the Unit Agreement bears to the t o t a l interest of a l l parties assignee in 

lands committed to the Unit Agreement, 

18. Taxes 

Unit Operator shall, for the joint account, render for ad valorem tax 

purposes the entire v/orking interests i n the unit area of a l l parties hereto and 

a l l personal property used in connection with operations hereunder, or such part 

thereof as may at any time be subject to taxation. Unit Operator shall also pay 

a l l such ad valorem taxes, at the time and i n the manner required by law, which 

may be assessed upon or against a l l or any portion of such working interests and 

personal property, Each party shall pay i t s proportionate part of the t o t a l 

taxes so paid and expenses incurred in connection with the rendering and payment 

thereof in accord with Accounting Procedure, Exhibit A. Nothing herein shall 

relieve any Working Interest Owner of the consequence of any loss of t i t l e occa­

sioned by failure of the landowner to pay ad valorem taxes levied against the 

land to which i t s working interest relates, 

19. Employees 

The number of employees, the selection of such employees, the hours 

of labor and the compensation for services to be paid any and a l l such employees 

shall be determined by the Unit Operator, Such employees shall be the employees o 

Unit Operator, 

20. L i a b i l i t i e s 

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 responsible only for i t s obligations as 

herein set out and shall be liable only for i t s proportionate share of the cost 

of developing and operating the unit area as determined by the provisions hereof. 

21. Force Majeure 

This agreement and the respective rights and obligations of the parties 

hereunder shall be subject to a l l valid and applicable State and Federal laws, 

rules, regulations and orders, and in the event this agreement, or any provision 

thereof, i s or the operations contemplated thereby are found to be inconsistent 

with or contrary to any such law, rule, regulation or order, the l a t t e r shall 

be deemed to control and this agreement shall be regarded as modified accordingly 
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and as so modified shall continue i n f u l l force and effect. Unit Operator shall 

not be liable for any loss of property or of time caused by strikes, r i o t s , 

f i r e s , tornadoes, floods, i n a b i l i t y to obtain tubular goods or other required 

materials or services, or for any other cause beyond the reasonable control of 

Unit Operator in the exercise of due diligence. 

22, Notices 

A l l notices that are required or authorized to be given hereunder 

shall be given i n writing by United States mail or Western Union telegram, 

postage or charges prepaid, and addressed to the party to whom such notice is 

to be given at the address indicated for such party opposite i t s signature 

hereto. The originating notice to be given under any provision hereof shall 

be deemed given only when received by the party to whom such notice is directed, 

and the time for such party to give any response thereto shall run from the date 

the originating notice is received. The second or any subsequent responsive 

notice shall be deemed given when deposited i n the United States post office 

or with the Western Union Telegraph Company with postage or charges prepaid. 

23. Fair Employment Practices 

Unit Operator shall not discriminate against any employee or appli­

cant for employment because of race, creed, color or national origin, and an 

identical provision shall be incorporated in a l l subcontracts. 

24, Unleased Interests 

Should the owner of any unleased interest i n lands lying within the 

unit area become a party to the Unix. Agreement and thi s agreement, such unleased 

interest shall be treated, for a l l purposes of this agreement, as i f there were 

an o i l and gas lease covering such unleased interest on a form providing for the 

usual and customary one-eighth (1/8) royalty and containing the usual and cus­

tomary "lesser interest clause". This agreement shall in no way affect the 

right of the owner of any such unleased interest to receive an amount or share 

of unitized substances equivalent to the royalty which would be payable or due 

under the terms of the Unit Agreement i f such unleased interest were subject 

to such an o i l and gas lease, 

25. Effective Date and Term 

This Unit Operating Agreement shall become effective as of the effec­

tive date of the Unit Agreement and shall remain in f u l l force and effect during 

-18-



the l i f e of such Unit Agreement. The terms hereof shall be considered as 

covenants running with the ownership of working interests committed hereto 

and shall be binding upon the heirs, personal representatives, successors 

and assigns of the parties hereto. 

26. Execution by Counterparts 

This agreement may be executed i n counterparts with the same force 

and effect as i f a l l parties executing any counterpart hereof had executed 

one original document. I t shall be binding upon a l l parties executing any 

counterpart hereof whether or not signed by a l l parties l i s t e d below as own­

ing working interests. Any party owning working interests within the unit 

area may execute this agreement at any time prior to i t s effective date. Any 

such Working Interest Ovmer desiring to join subsequent to the effective date 

hereof shall be permitted to join only in accord with such terms and conditions 

as may then be agreeable to the Unit Operator. 

EXECUTED as of the day and year f i r s t above written. 

Attest; 

4' >•}/• 
PHILLIPS PETROLEUM COMPANV̂ * 

Assistant Secretary 

Phillips Building 
Bartlesville, Oklahoma 

o 

Vipre President 

UNIT OPERATOR AND WORKING INTEREST OWNER 

Attest: GENERAL AMERICAN OIL COMPANY OF TEXAS 

Assistant Secretary 

Dallas, Texas 
By_ 

President 

Attest: EL PASO NATURAL GAS CO. 

Assistant Secretary 

Bassett Tower 
El Paso, Texas Vice President 
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Notary 
Hy commission expiress 
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STATE OF _________________^ ) 
) ss. 

COUNTY OF _________________ ) 

On this day of , 19 . before me appeared 
to me personally known, who, being by me duly sworn, did say that he i s President of 
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said instrument i s the corporation seal of said corporation and that said instrument was 
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Notary Public 

My commission expiress 

STATE OF __________________ ) 
) ss, 
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My commission expiress 

Notary Public 


