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UNIT AGREEMENT
FOR THE DEVELOPMENT AND OPERATION OF THE
ANTELOPE RIDGE UNIT AREA
LEA COUNTY, STATE OF NEW MEXICO

NO.

THIS AGREEMENT, entered into as of the Bed day of Decerbel

192 , by and between the parties subscribing, ratifying, or consenting hereto,
and herein referred to as the "parties herato,"”
WITNESSETH:

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

WHEREAS the Mineral Iessing Act of Februsry 25, 1920, 41 Stat. k37,
as amended, 30 U.S.C. Secs. 181 et seq., authorizes Federal lessees and their
representatives to unite with each other, or jointly or separately witk others,
in collectively adopting and operating & cooperative or unit plan of development
or operation of any 0il or gas pool, field, or like area, or any pert thereof
for the purpcse of more properly conserving the natural resources thefeof
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 Sy an Act of the Legislature (Sec. 1, Chap. 162), (Laws of 1951,
Chap. 7, Art.l1l,Sec. 41 N.M. Statutes 1953 Annotated) to consent to and approve
this sgreement on behalf of the State of New Mexico, insofar as it covers and
includes lands and mineral interests of the State of New Mexico; and

WHEREAS, the Cil Conservation Commission of the State of New Mexico
is authorized by an Act of the Legislature {Chap. T2, Laws 1935; Chap. 65,
Art. 3, Sec. 1h N. M. Statutes 1953 Annotated) to approve this agreement and the
censervation provisions hereof; and

WHEREAS the parties heretc hold sufficient interests in the Antelope
Ridge Unit Area covering the land hereinafter described to give reasonably
effective control of operations therein; and

WHEREAS, it is the purpose of the parties hereto to conserve natursl
resources, prevent waste, and secure other benefits obtainable through development
and operation of the area subject to this sgreement under the terms, conditions,

anpd limitstions herein set forth;
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NOW, THEREFORE, in consideration of the premises and the promiszss
herein contained, the parties herseto commit to this ggreement their respective
interests in the below-defined unit area, and sgree severally among themselves
as follows:

1. ENABLING ACT AND REGULATIONS, The Mineral Ieasing Act of
February 25, 1920, as amended, supra, and all valid pertinent regulations,
ineluding operating and onit plan regulstions, beretofors issued thersunder or
velid, pertinent, and reasonsblie reguisiticns heveafter issued thersunder sre
accepted acd made a part of this agreement sz to Federsl lands, provided suca
regulations are not inconsistert witn the terws of this sgreement: and 235 to
nom-Federal lands, the oll and ges operating repgulations in effect ss of the
effective date bereol governing driiliing and producing operations, not
iveconsistent with the ferms hersof or The laws of the State in which the
nen=-Federal land is locgted, are hershy accspiad and made a part of this
agreement.

2., UNIT AfEA. The following-described land is hereby designsted and
recognized a3 conatituting the unit asres:

NEW SEXTO0 PRINCIPAL MERTDIAYN, NEW MEXICO

Township 23-South, Range 34-Fast

Section 27: All
Section 28: All
Section 33: All
Section 3%: A1l

Township 24-South, Range h-Fast

Section 3: ILots 1, 2, 3, 4, Sm142 N-1/2 and S-1/2

Section b: ILotes 1, 2, 3, &, 8-1/2 N-1/2 and S-1/2

situated in Lea County, New Mexico, contgining 3,839.80 acres, wore or less.

Exhibit A attached hereto is & map showing the unit ares snd the
boundaries and identity of tracts and lssses in said area to the extent krown
to the Unit Operstor. Exhibit B sttached hereto is s schedule showing to the
extent krown t0 the Unit Operator the screags, percentage, and kind of ownership
of oil and gus interests in all lexd in the unit area. However, nothing herein
or in sald schedule or mep shall be construed as s representstion by any party
hereto as Lo the ownership of ary iaterest 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 vy tiae Unit Operetor whenever changes in the unit ares render
such reviasion necessery,; or wheﬁ requested by the 01l and Gas Supervisor,
hereinafter referred to as "Supervisor" or the Commisslioner of Public Lands,
hereinafter referred to as "Commissioner') /afga: Q':hn.n 8ix copies of the revised
exhibite shall be filed with the Supervisor, and at least one copy shall be
f1led with the Commissioner and one copy with the New Mexico 0il Conserwvetiom
Commission, hereinafter referred to as "Commission".

The above-described unit ares shell when practicable be expanded to
include therein any sdditiomal tract or itracts regarded &s ressongbly necezsary
or advisable for the purposes of this agreement, or shall be contracted to
exclude lands not within any perticipating aree whenever such expansiorn o
contraction is necessary or &dvissable t¢ conform with the purposes of this
agresxent. Such expansion or comtraction shall be effected in the following
Benner: N

(8) Unit Operater, on its own wotion or on demend of the Director of
the CGeologicsl Survey, 'hereinafter referred to as "Director," after preliwminary
concurrence by the Director, or on demaed of the Commissioner, shall prepare a
notice of proposed expanasion or contraction describing the contemplated changes
in the bounderies of the unit area, the reasons therefor, emd the _yroposed
effective date thereof, preferably the first day of & month subaéquent to the
date of notice.

(v) Said notice shall be deliversd to the Supervisor and Commissioner,
and copies thereof mailed to the last known address of each working interest
owner, leasee,'a.nd lesacr whose interests are affected, advising that 30 days
will be allowed for submission to the Unit Operator of any objections.

(¢) Upon expiration of the 30-day period provided in the praceding
item (b) hereof, Unit Operator shall file with the Supervisor avd Commissioner
evidence of mailing of the notice of expansion or contraction and & copy of any
objections thereto which have been filed with the Unit Operstor, together with
a8z spplication in sufficient number, for spprovel of such expamsion 0r contrac-
tlon apd with eppropriate Jolnders.

(a) After die copslderstion of all pertinent information, the expan-
gion or contraction shall, upon spprovel by the Director sud Commissioner,

become effective as of the date prescribed in the notice thereof.



{e) All legal subdivisions of unitized lands {i.e., 40 acres by
Government survey or its nearést lot or tract equivalent in instances of
irregulexr surveys, however, unusually lerge lots or tracts shall be congidersad
in multiples of 40 acres, or the nearest aliquot eguivalent thereof, for the
purpose of elimination under this subsection), no parts of which are entitled
to be in & participating area within 5 years after the first day of the month
following the effective date of the Tirst initisl participating area estahiished
under this unit agreement, shall be elimingted eutomatically from this agrse-
ment, effective as of the first day thereafter, and such lands shall no longer
be a part of the unit area and shall no louger be subjeci to this agreemert,
unlees &t the expiration of said S-year veriod diligent drilling operations

are in progress on unitized larnds not entitled to participation, in which event

Q
e

81l such lands shell remain subject hereto for so long as such drillicg
operations are continued diligently, with aot more than 90 days' time

elapsing hetween the completion of one zuch well and the commencement of thre
next such well, except thet the time allowed between such wells shall not
expire earliier than 30 days after the expirstion of any period of time during
which drilling operations are prevented by a wmatter beyoud the reasonsable
control of unit operator as set forth in the section hereof entitled
"Uravoidable Delay”; provided that all legal subdivisions of lands not in s
participating area and not entitled to become participating under the applicable
provisions of this agreement within 10 years after said first day of the month
following the effective date of said first initisl participating area shall be
eliminated as above specified. Determiration of creditable "Unavoldable Delsy"
time shall be made by unit operator snd subject to spproval of the Director and
Commissioner. The unit operator shall, within 90 days after the effective date
of any elimiration hereunder, descrite the ares so eliminsted to the satisfactiocn
of the Director and Commissioner arnd promptly notify all parties in interest.

If conditions warrant extension of the 1lO-wyesr period specified in
this subsection 2(e), a single extension of not to exceed 2 years may be
accorplished by consent cf the owners of 90% of the current unitized working
interests and 60% of the current uaitized basic royelty interests (exclusive
of the basic royalty interests of the United States), on & total-nonparticipating-

paectively, with aporoval of the Director and Jomuissioner




provided such extension application is submitted to the Director and Comrissioner
not later thanm 60 days prior to the expiration of said 10-year period.

Any expansion of the unit area pursusnt to this section which embrsces
lapds theretofore eliminated pursuant to this subsection 2{e) shall not dbe
considered automatic commitment or recommitment of such lands.

3. UNITIZFD LAND AND UNITIZED SUBSTANCES, All land committed to this
agreement shall constitute land referred to herein as "unitized land" or "lard
subject to this agreement”. All oil &rd gss in any acd all formstions of +tie
unitized land are unitized under the terms of this agreement and hersin ars
called "unitized substances™.

4. UNIT OPERATCOR. ©hell 0il Compery is hereby designated as Unit
Operator and by signature hereto &s Unit Operator agrees and cousents to ascapt
the duties and obligations of Unit Operator for the discovery, development, and
production of unitized substances as hereir provided. Whensver referencé is
made herein to the Unit Operator, such reference megns the Unit Operstor acting
in that capacity and not a5 an owner of interest ip unitized substances, and
the term "working interest owner" when used hersir shall include or refer o
Unit Operator as the owner of a working interest when such an interest is owned
by it.

5. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall have
the right to resign at sny time prior to the establishment of & participating
arca or areas hereunder, but such resignatioa 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 & period of 6 months after notice
of intention to resign has beer served by Unit Operator on sll working interest
owners and the Director and Commissioner, and until all wells then drilled
hereunder are placed in a satisfactory condition for suspension or abandcnment
whichever is required by the Supervisor, as to Federsl lands, and the Commissioner,
ag to State lands, unless a new Unit Operator shall have been selected axnd
gpproved and shall have taken over and assumed the duties and obligations of
Unit Operator prior tc the expiration of =aid period.

Unit Operator shaell have the right to resign in like manner and éubject
to like limitations as above provided at any tiwme & participating ares
established hereunder is in existence, but, in all instances of resigaation or

remcval, until a successor unit operator is selected and approved as hereinafter



provided, the working interesi owners shell be Jjointly responsible for
performance of the dutles of unit operator, and shall not later than 30 days
before such resignation or removal becqmes effective appoint & common agent
to represent them in any action to be taken bereunder.

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

The Unit Operator may, upon default or failure 1n the performance of
its duties or obligations hereunder, be subject to removal by the same percsntage
vote of the owners of working interests determined in like manrer as herein
provided for the selection of a new ilnit Operator. Such removal shall be
effective upon notice thereof to the Tirector and Commissioner.

The resignation or removal of Unit Jperstor unier this agreement skall
not, terminate its right, title, or interest as the owner of a working iuterest
or other interest in unitized subsiances, but upon the resignation or removal
of Unit Operator becoming effective, such Urnlt Jperator shall deliver
possession of all equipment, materislis, and sppurtenances used in conducting
the unit operstions and owned by the working interest owners to the new duly
qualified successor Unit Opersator or to the owners thereof if no such new Unit
Operator is elected, to be used for the purpose of conducting unit operations
hereunder. Nothing herein shall be construed as authorizing removal of any
material, equipment and appurtenances needed for the preservation of any wells.

6. SUCCESSOR UNIT OPERATCR. Whenever the Unit Operator shall tender
his or its resignation as Unit Operafor ¢r shall be removed as bereinabove
provided, or a change of Unit Operator is negotiated by working interest
owners, the owners of the working interests in the participating ares or
areas according to their respective acreage interests in such participating
area or aress, or, wuutlil a participating area shall have been established, the
owners of the working interests according to their respective acreage
interests in all unitized lard, sbksll by majority vote select a successor Unit
Operstor: Provided, That, if a majority but less then 75 per cent of the
working icberests qualified to vote are owned by one party to this agreement, a

concurring vote of one or more additioral working interest owners shall be
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required to select a new operator. Such selection shall not become effective
until

(&) a Unit Operator so melected shall accept ir writing the duties and
respongibilities of Unit Operator, and

{b) the selection shall have been filed with the Supervisor and
approved by the Commissiopner. If no successor Unit Operator 1s selected and
qualified as herein provided, the Director srd Commissioner at their electiosn
may declare this unit sgreement terminsted.

7. ACCOUNTING PROVISIONS AND TINIT OPERATING AGREEMENT, If the Toit
Operator is not the sole owner of working irterests, costs and expernses
incurred by Unit Operateor in conducting uzit operations hersunder shsll be
paid and apportioned among snd borne by the owners of working interests, all
in accordance with the agreement or agreements entered into by and between the
Unit Operator and the owners of working interests, whether one or more,
separately or collectively. Any agrecwent or agreements entered into between
the working interest owners and the Uit Operstor as provided in this section,
whether one or more, are hereln referred tc as the "unit operatirg agreement.”
Such unit opersting agreement shall also provide the menner in whick the
working interest owners shall be entitled to receive their respective pro-
rorticnate and allocated share of the benefits accruing hereto in conformity
with their underlying operating sgreements, leases, or other indepéndent
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 intereegt owners; however, no such unit operating agreement shall be
deemed either to modify eny of the terms and corditions of this unit sgreement
or to relieve the Unit Operator of any right or obligation estsblisked under
this unit sgreement, and in case of any inconsistency or conflict between the
unit agreement and the unit operating agreement, this unit agreement shall
preveil. Trree true copies of any unit operating sgreement executed pursuant
to this section should be filed with the Supervisor, and one trus copy with the
Commissgioner, prior to approval of this unit agreement.

8. RIGHTS AND OBLIGATIONS COF UNIT OPERATOR. Except as otherwise

specificelly provided herein, the exclusive right, privilege, srd duty of



exercising any and all rights of the parties hereto which are necessary or
convenient for prospecting for, producing, storing, allocating, and distributing
the unitized substances are hereby delegated to and shall be exercised by the
Unit Operator as herein provided. Acceptable evidence of title to said rights
shall be deposited with said Tnit Operator aﬁd, together with this sgreement,
shall constitute and define the rights, privileges, and obligations of Unit
Operator. Nothing herein, however, shall he construed to transfer title to
any land or to any lease or operating sgreement, it being understood that under
this agreement the Unit QOperator, in its capacity as Unit Operator, shall
exercise the rights of possession and use vested in the parties hereto orly
for the purposes herein specified.

9, DRILLING TO DISCOVERY. Within 6 mowths after the effective date
herecof, the Unit Operator shall begin to drill an adequate test well at a
location approved by the Supervisor, if such location is upon Federal land, or
by the Commissioner if such location is upon State land, unless on such effsctive
date & well 1s being drilled conformably with the terms hereof, and tlerealter
continue such drilling diligently until the Devonlen formation has been tested
or until at a lesser depth unitized substances shall be discovered which can be
produced in paying quantities (to wit: quantities sufficient to repay the costs
of drilling, and producing opérations, with a reasonable profit) or the Unit
Operator shall at any time establish to the satisfaction of the Supervisor, if
on Federal land, or the Commissioner if oun State land, that further drilling
of said well would be unwarranted or impracticeble, provided, however, that
Unit Operator shall not in any event be required to drill said well to a depth
in excess of 14,800 feet. Until the discovery of a deposit of unitized sub-
stances capable of being produced in paying quantities, the Unit Operator shall
continue drilling diligently one well at a time, allowing not more than 6
months between the completion of one well snd the beginning of the next well,
until a well capable of producing unitized substances in paying quantities is
completed to the satisfaction of said Supervisor, if on Federsl land, or the
Commissioner,if on State land, or until it is ressomably proved that the unitized
land is incapable of producing unitized substances in paying quantities in the
formstions drilled hereunder. Nothing in this section shall be deemed to

limit the right of the Unit Operator to resign as provided in Section 5 hereof,
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or as rejuiring Unit Operstor to commence or continue any drilling during the
period perding such resignation becoming effective in order to comply with the
requirements of this section. The Director and the Commissioner msy modify
the drilling requirements of this section by grarting reasonable extensions cof
time when, inthelr opirion, such action is warranted.

Upon failure to comply with the drilling provisions of this section,
the Director and the Commissiomer may, after reasorable notice to the Unit
Operator, and each working interest owrer, lessee, and lsssor at their Last
known addresses, declare this unit agreement termingted.

Notwithstanding anything else herein, the well now completed ir the
SE-1/% SW-1/4 of Section 27, T-23-S, R-34-E, N. M. P. M., shall not be recogunized
a8 a unit well until completion in paying guantities of another well on the
unitized land.

10. PLAN OF FURTHER DEVELOPMENT ANC OPERATION. Within é montbs after
cowpletion of a well capasble of producing wnitized substances in paying
quantities, the Unit Operator shall submit for the approval of the Supervisor,
the Commissioner, and the Commission an acceptable plan of developmert ard
operation for the unitized land which, when approved by the Supervisor, the
Commissioner &nd the Commission, shall constitute the further drillirng and
operating obligations of the Unit Operator under this agreement for the period
gpecified 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 unitized land.

Any plan submitted pursuent to this section shall provide for the
exploration of the unitized area and for the diligent drilling necessary for
determination of the area or arszas thereof capable of producing unitized
substances in paying quantities inm esch and every productive formation and
shall be as complete and adegquate &g the Supervisor, the Commissioner,and the
Commission msy determine to be necessary for timely development end proper
conservation of the oil and gas rescurces of the unitized area and shall

{a) specify the npumber avd locations of any wells to be drilled

and the propesed order and time for such drilling; and
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{(d} to the extent practicable specify the operating practices
regarded as necessary and advisable for proper conservation of natursl resources.
Separate plans wmay be submitted for separsie productive zones, subject to the
approval of the Supervisor and the Commissioner.

Flans shall be modified or supplemented when necessary to meet
changed conditions or to protect the interests of all parties to this agreement.
Ressonable diligence shall be exercised in coaplying with the obligations of
the spproved plan of developmern®t. The Iuperviscr, the Commissioner, and the
Commission sre authorized to grant a reascnable extension of the 6-momth period
herein prescribed for submission of an initisl plan of development where such
action is justitied because of uvnususl conditicns or circumstances. After
completion hereurder of & well capable of prodicing spy unitized substence in
raying quantities, no further wells, sxcept such €8 may be necessary to afford
protection against operations not wnder thils agreemert or such as may be
specifically spproved by the Supervisor snd Commissioner, shall be drilled
except in sccordance with a plan of fevelopment approved as herein provided.

11. PARTICIPATION AFTER DiSCOVERY, Upon completion of a well cgpatle
of producing unitized substances in paying quantities or as soou thereafter as
required by the Supervisor or the 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 sliquot parts thereof, of all
unitized land then regarded as reasonably proved to be productive of unitized
substances in paying quantities; all lands in said schedule on approval of the
Director, the Comeissioner and the Commission to constitute a participating
area, effective as of the date of completion of such well or the effective date
of the unit agreement, whichever is later. The acreages of botik Federal and non-
Federal lands shall be based upcen appropriate computations from the courses snd
distances shown on the last approved public-land survey as of the effective
dete of the initial participating area. Said schedule also shall set forth
the percentage of unitized substances to be sllocated as herein provided to
esch unitized tract in the participating aresa so established, and shsll govern
the allocution of production from ard after the date the participating ares
becomes arfective., A separate participating ares shall be established in like

meaner for sach separate pool or deposit of unitized substances or for asny
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group trerecf produced as a single pocl or zone, and aay two or more participating
areas 50 sstablished may be combined irto one with the consent of the owners

of all working interests in the lands withir the participating areas sc to de
combined, on approval of the Director, the Jommizsioner, and the Commission.

The participating area or aress s0 ¢stablished shall be revised from time o

time, subject to like approval, whenever such action appears proper as & result

of further drilling operations or otherwise to inslude additional lard then
regarded &z ressopaebly proved o e productive in payicg juentitvies, or ~o

exclude lard then regarded as resscrably proved aobt to be productives in Layiox
quentities and the percentsge of sallocation shall alsc be revised accordingly.
The effective date of any revision shwell be the first of the month io which ie
obteined the knowledge or informaticr on wiish such reviesiop is predicatsd,
provided, however, that a mors approvriate effective date may be used if justified
by the Unit Operator and epproved by the Lirector, the Compdssionse, ol iia
Commigeion. No land shall be exciuded from a participating arss on accogrt of
depleticn of the unitized substarces.

It is the intent of this seovtion that a participsting sres shall
represent the area known or reasonably estimated to be productive in paying
ouvantities; but, regardless of any revision of the participating area, nothing
herein contained ghall be construed asz requiring any retroactive aldjustment
for production cbhtained prior to the effective date of the revision of the
participating ares.

In the absence of agreement at any time between the Unit Operator and
the Director, the Commissioner, and the Commissior as to the proper definition or
redefinition of a participating ares, or until & participeting area has, or
arees have, been established as provided herein, the porticn of all payrents
affected thereby may be impounded in a meeoner mutusally scceptable to thne owners
of working interests, except royaities due the United States and the State of
New Mexico, which shall be deterwmined Ty the Supervisor and the Commdissioner
regspectively and the amount thereof depeosited, as directed by the Supervisor
and the Comnissioner, to be held as unearred morey until a participating area is
Tinally svproved and then applied as ssrned or returned in sccordsnce with &
determination of the sum due as Feleral and Shate royalty on the hasis of such

approved participating arsa.

1]



Whenever it is determined, subject to the approval of the Supervisor,
83 to wells on Federal land,and the Compissioner, as to walls on State land,
that a well drilled under this agreement is not capable of production ia
paying quanitities and inclusion of the land on which it is situsted in &
participating area is umwarramted, production from such well shall, for the
purposes of settlement among sll parties other than working irterest owners,
be allocated to the land on whick the well is located so long as such land is
rot within a participating srea estedblished for the pooi or deposit froam wrish
such production is cbtained. Settlement for working iaterest bermefits frowm
such a well shall be made as provided in the unit operating agreement,

12, LOCATICN OF FRODUCTION, A1l uwnitized substances produosi from
each participating ares established wdsr this agreement, except amy part wasreof
used in conformity with good operating practices withnin the unitized arszsa for
drilling, operating, camp esnd other produstion or development purposss, for
repressuring or recycling in accordsrce with & plan of developuwent appiroved by
the Supervisor, the Commissioner, and the Jommizgsion, or unsvoidsbly lost, shall

be deemed to he produced equally on an gcoresge basis from the seversl trauns

E“

of unitized land of the participating aresa estavlished for such production and,
for the purpose of determining any tenefits sccruing under this agreement,

each such tract of unitized land shall have allocated to it such percentage

of said production as the number of acres of such tract included in ssid
participating area bears to the totsl acres of unitized lard in said participating
area, except that allocation of production hereunder for purposes other than for
settlement of the royalty, overriding royalty, or payment cut of production
obligations of the respective working interest owners, shall he on the basis
prescribed in the unit operating sgreement whether in conformity with the basis
of silocation herein set forth or otherwise. Tt is hereby agreed that production
of unitized substances from e participating ares shell be sllocated as provided
herein regardless of whether any wells are drilled on any perticulsr part or
tract of said participating area. If any ges produced from one participating
ares is used for repressuring or recyciing purposes in ancther participsting
area, the first gas withdrawn from such lagt-wertioned participating area for
gsale duriog the life of this sgreement ehsll be considered to be the gas so

cransferred antil an amount egqual to that transferred shall be so produced for
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sale and such geas shall be allocated to the participating ares from whict
initially produced as constituted at the time of such final production.

13. DEVELOPMENT OR OFPERATION COF NOW-PARTICIPATING LAND CR FORMATIONS.
Any partyhereto owning or controlling the working interest in any unitized
Jand having thereon a regular well location may with the approval of the
Superviscr, as to Federal land, or the Commissioner, as to State land, at
guch party's sole risk, costs, and expense, drill a well to test any formstion
for which a participating area has not been esteblished or to test any formation
for which s participating area has been zstablished if such location is not
within said participating ares, unless within 90 days of receipt of zotice
from said party of hig intention to drill the well the Unlt Operstor elects
snd commences to driil such a well iu like manuer as other wells are drilled by
the Unit Operator under this agreement.

If any well drilled as aforesgaid by e working interest owner results
in production such that the land uposn which it is situated may properly be
included in a participating srea, such participating area shall be established
or enlarged as provided in this agreement and the well shall thereafter be
operated by the Unit Operator in accordance with the terms of this agreement
and the unit operating agreement.

If any well drilled as aforesaid by a working interest owner obtains
production in quantities insufficient to Justify the inclusion in a partici-
pating area of the land upon which such well is situated, such well may be
operated and produced by the party drilling the same subject to the conservation
requirements of this agreement. The royalties in amount or value of production
from any such well shall be paid as specified in the underlying lease ard
agreements affected.

1ly. ROYALTY SETTLEMENT., The United States and the State of New Mexico
and all royalty owners who, under existing contract, are entitled to take in
kind & share of the substances now unitized hereunder produced from any tract,
shall heresafter be entitled to the right to take in kind their sghare of the
unitized substances allccated to such tract, and Unit Operator, or in case of
the operstion of a well by a working interest owner as herein in specisl cases

provided for, such working interest owner, shall meke deliveries of suchk royalty
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share taken in kind in conformity with the epplicable contracts, laws, and

¥

regulations. Settlement for royalty interest not taken in kind shall be msde
by working interest owners responsible therefor urder existing contracts, laws
and regulstions on or before the last day of each month for unitized substances
produced during the preceding calendar month; provided, however, that nothin
herein contained shall operate to relieve the lessees of any land from their
respective lease obligations for the payment of any royaliles due urder their
leases.

If gas obtained frowm lanis not susject Lo this sgreement 1s irvroduced
into any participsiticg arss hevrewnder, for use in repressuring, stimdsiion of
production, or increasing ultimate recovery, whiczh shsll be in conforeizy with
a plan first approved by the Supervisor, tue Joamdissioner, sand the Comxiassiorn,
a like asmount of ga3, after sebtlement a erelin provided for any gas transg.-
ferred from sny other participatiag sres srd with due sllowance for loss o
deplaetion from any cause, may be withivews from the formstion into which the
gas was introduced, royaliy free as to dry gas, Tub not az to the products
extracted therefrom; provided that such withirawsl shell be at such time as mey
be provided in the plan of operatiors or & may otherwise be consented to by the
Supervisor, the Commissioner,and the Commission as conforming to good petroleum
engineering practice; and provided further, that such right of withdrawal shsll
terminate on the termiwation of this unit agreement.

Royalty due the United Stetes shall be computed as provided in the
operating regulations and peid in value or delivered in kind as to sll unitized
substances on the basis of the amounts thersof sllocated to unitized Federal
laad a8 provided herein at the rates specified in the respective Federal lsases,
or &t such lower rate or rates as may be authorized by law or regulation;
provided, that for leases on which the royaliy rate depends on the daily
average vroduction per well, said average production shall be determined in
gocordance with the operating regulations as though esch participating area
were a single consolidated lease.

Rovelty due the State of New Mexico shall be computed apd paid on

the basis of all unitized substances aliccsted to State larnds.



15. RENTAL SETTLEMENT. Rental or minimum royalties due on leases
committed hereto shall be paid by working interest owners responsible therefor
under existing contracts, laws, and regulations, provided that nothing herein
contained shall operate to relieve the lesse=es of any land from their
respective lease obligations for the payment of aocy rental or micimum royalty
in lieu thereof due under thelr leases. Rental or minimum royalty for lands of
the United States subject to this agresment shall be paid &t the rate specified
in the respective leases from the United Stetes unless such rectsal cr minisoem
royalty is walved, suspended, or reduced by lew or by approval of the Secretersy
or his duly authorized representstive.

With resgpect to any lease on non-Federal land conteining provisiozs
which would terminate such lease unlzss drilling operations were within the time
therein specified commenced upon the land covered thereby or rentsls paid for
the privilege of deferring such drilling operstions, the rentals required
thereby shall, notwithstending any other provision of this agreemert, be
deemed to accrue and become payable during the term thereof as extended by this
agreement and until the required drillingfdperations are comnernced upon the
land covered thereby or some portion of such land is included within a
participating area.

16. CONSERVATION. Operations hereunder and production of unitized
substances shall be conducted to provide for the most economical and efficient
recovery of ssid substances without waste, as defined by or pursuant to State
or Federsl law or regulation.

17. DRATNAGE. The Unit Operator skall itake sppropriate and adequate
megsures to prevent drainage of unitized substances from unitized land by wells
on land not subject to this agreement, or, with prior counsent of the Director,
pursuant to applicable reguletions pay a fair and reasonsble compensatory
royalty as determined by the Supervisor, as to Federal lasnd, or as approved
by the Commissioner as to State land.

18. LEASES AND CONTRACTS CONFORMED AND EXTENDED, The terms,
conditions, and provisions of &ll lesses, subleases, and other contracts relsting
to exploration, drilling, development, or operation for oil or gas of larnds
comnitted to this sgreement are hereby expressly modified and amended to the

extent necessary to make the same conform to the provisions hereof, but
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otherwise to rem&in in full force and effect; and the parties hereto hereby
consent that the Secretery and the Commissioner shell and by their spproval
hereof, or by the approval herecof by their duly authorized represerstative, 4o
hereby establish, alter, change, or revoke the drilling, profucirg, rental,
minimm royalty, and royalty requiremernts of Federal and State leases cowmitted
hereto snd the regulations irn respect therstec to conform 2818 requiremsnts to
the provisions of this agreement, and, without limiting the gererali®y of 4he
foregoing, all leases, subleases, and contracts are particulsriy modified ir
accordance with the followirg:

{a} The development sxd operatics of lands subject to whis £ 2RSS
under the terms hereof shnll be deemsd full performence of all obligevions
for development and operation with regpect to each and every part or sepsrately
owned tract sublect to this sagreement, regardless of whether thnsre is sl
development of any particular part or tract of The wrlt sres, notwithstanding
enything to the contrary in any leagz, operating agreement or other contract
by and between the parties hereto, or ithelr respeciive predecessors i interest,
or any of Lhem.

(b} Drilling and producing operations performed hersurder upon any
tract of unitized lands will be accepted and deemed to be performed upon
and for the benefit of each and every tract of unitized land, and no lesse
shall be deemed to expire by reason of failure to drill or produce wells
situated on the land therelin embraced.

{¢) Suspension of drilling or producing operations on all unitized
lands pursuaunt to direction or consent of the Secretary and Commissiconer or
their duly authorized represertative shall be desmed to constitute such suspension
pursuant to such direction or comsent ag to esck and every tract of uaitized land.

(i) BEach lease, sublease or contract relating to the explioration,
drilling, development ér operation for oll or gas of lsuds other trhan those
of the United States committed to this agreemsnt, which, by its terms might
expire prior to the termination of this agreement, 1s heredby extendsd beyond any
such ternm so provided thereia so that it shall be continued in full foree ard
effect for and during the term of this agreement.

(e}

Ary PFederal lease for a fixed term of twenty!20) years or any
renewval thereof or any part of such lease which is mede subject to thie
am=rrsnt phal ) cordiisie in foree beyond the term provided theredn witil
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the termiration hereof. Any other Federsl lease commiftted hereto shall

continue in force beyond the term so provided therelin or bty law as to the land
comuitied so long as such lease remains sutject herete, provided that production
is had in payving quantities under this unit agreemsnt prior to the expiration
date of the term of such lessge, or in the event actuasl drilling operations are
commenced on unitized land, in accorderce with the provisions of this egreement,
prior to the end of the primary terg of such lease sud are being Alligently
prosecuted at that time, such lease 3vall We exiended Tor two years aszd so Long
thereafter as oil or gas is produced in paying quantitiss in accordancs wity

the provisions of the Mireral Ieasiug Act Revision of 1950,

(f) Fach sublease or contract relating to the operstion and
development of unitized subsgtarces frow lands of the Trnited Stetes comritited 1o
this agreement, which by its terms would expire prior to the time st wilch tie
underlying lease, as extended bty the twmeldistely preceding paregraph, will
expire, is hereby extended beyond any guch term so provided thervelr so thst
it ghall te continued in full force sid effect for and during the terwm of the
underlying leass as such terwm is hereln sxtended,

(g) The megregation of any Federal lease coumitted to this agreement
is goverred by the following provision in the fourth paragraph of Sec. 17(j)
of the Mineral Leasing Act, as emended by the Act of September £, 1960
(7Th Stat. 781-784): "Any (Federal) lease heretofore or hereafter committed to

within and in part
any such (unit) plan embracing lands that are in part/cutside of the ares
covered by any such plan shall be segregated into separate leases as to the

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

unitizaticn: Provided, however, That amy such lease as to the nomunitized

portion shall continue in force and effect for the term thereof but for not
less then two years from the date of such segregation and go long theresfter
as oil or gas is produced in paying cuantities."

{r} Any lease, other than s Federal lease, having only & portion of
its lands cosmitted hereto shall be segregated ag 10 the portion committed
and the portion pot committed, and the provisions of such lease shall apply
separatel, to such segregated perﬁi@na commencing as of the effective date
herecf. Tu the event any such lease provides for s lumpesur rental payment,
such payrent sbeldl be prorated between the portions so segregsted in pro-
e, L bee acrcoazs of the respective tracts.
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19.COVENANTS RUN WITH LAND. "The covenants herein shall be congtrued
t0 be covenants running with the land with respect to the interest of the parties
hereto and their succesbsors“ in interest until 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 all privileges and
obligations hereunder by the grantee, transferee, or other successor in
interest. No assignment or transfer of any working interest, rovalty, or other
interest subject hereto shall be binding upon Unit Operator until the first day
of the calendar month after Unit Operator is furnished with the original,
photostatic, or certified copy of the irnstrument of transfer.

20. EFFECTIVE DATE AND TERM. This agreement shall become effective
upon approval by the Secretary and the Commissioner or their duly authorized
representative and shall terminate five (5) years from gaid effective date unless

(a) such date of expiration is extended by the Director and the
Commissioner, or

{(b) it is reasonably determined prior to the expiraticn of the fixed
term of any extension thereof that the unitized lend is incapable of production
of unitized substances in paying quantities in the formations tested hereunder
andl after notice of intention to terminate the sgreement on such ground is given
by the Unit Operator to all parties in interest at their last known sddresses,
the agreement is terminated with the approval of the Director and the Commissioner,
or

(¢) a valuable discovery of unitized substances has been made or
accepted on unitized lend during said initial term or any extension thereof,
in which event the agreement shall remain in effect for such term and so long
as unitized substances can be produced in quantities sufficient to pay for the
cost of producing same from wells on unitized land within any participating
ares established hereunder and, should production cease, so long thereafter
as diligent cperations are in 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) it is terminated as herstofore provided in this agreement.
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This sgreepent wmay be terminated at any time by wot less than 75 per centum,
on an &creage basis, of the owners of working intercsts signatory hereto,
with the spproval of the Director and the Zommissioner; notice of any such
approval 4o be given by the it Operstor to gll parties hereto.

21. RATE CF PROSPECTING, DEVELCOFPMENT, AND PRODUITION, The Director
is hereby vested with authority to alier or wmodify from time to time in kis
discretion the gquantity and rate of production under this sgraemert when such

quentity sud rate is pot fixed pursusat to Federal or Stabs lew or Joss o

(‘)

conform to any state-wide voluntsxry couservatiorn or allocstion progresm, wiisn
is established, recognized, and generslly sihered to bv the majority of

P) P Y A o ¥
operstors in such State, such authority being hereby limited to sliteraiic. or

modification in the pdblic irterest, the purposs thereof azd %he punlic l:ms

to be served thereby to be stated in the orier of alnergtion or wedificatron.
Without regard to the foregeing, the Diresctor is also hereby veshed wiih

avthority to alter or modify from tiwe to time in kis discvetios the rate of

progpecting and development and the gquantity axd rete of production under *this
agreement when such alteratioec or modification is inm the interast of atiginiog

the conservaticn objectives stated in this sgreement and is not in violation of
gny applicable Federal or State law; provided, however, that no alteration or
modification shall be effective as to any lard of the State of New Mexico as

to the rate of prospecting and developrent in the absence of the specific
written gporoval thereof by the Commissioner, nor as to any land of the State
of New Mexico &8 to the quantity and rate of production in the absence of
specific written approval thereof by the Commisgsion.

Powerg in this section vested in the Director shall only be exercised
after notice to Unit Operator and opportunity for hearing to be held noi less
than 15 days from notice.

#2., APPEARANCES. Urit Opsretor zhell, after notice to other parties
affected, have the right to appear for and on behalf of ery sd 81l ivteresis
affected hereby before the Department of the Inberior, the Comdssicrar of
Public lends and the New Mexico 01l Congervetlos Commission end to appsal from
orders lecued under the regulstions of said Department, “he Commissicner, or
Comissicy. or Lo &pply for relief from anmy of sseid regulations or in sy pPro=

ceedings rzlative to cperations before the Department of the Intericr, tie
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the Commissioner, or Commission or any other legslly constituted sutlority:
provided, however, that any other interested party shall also have the right
at his own expenss to be hesrd in any such proczeding.

23, NOTICES. All notices, demsnds or statements required hereurder
to be given or rendered to the parties thereto shall be desmed fully given if
given in writing and personally delivered to the party or sent by postpaid
registered mail, addressed t¢ such perty or parties at their respective
addresses set forth in cornection with the sigmstures hersto or to the reiifi-
cation or consent hereof or to such other address as any such party may have
furnished in writing to party sending the notice, demard or statement.

24%. NO WAIVER OF CERTAIN RIGHTS. Nething in this agreement cosntained
shall be construed as & waiver by any party bereto of the right to assert soy
legal or constitutional right or defense as to the validity or invalidity of
any law of the State wherein said unitized lards are located, or of the Uuited
gtates, or regulations issued thereunder in any way affecting such party, o
as 8 waiver by any such pexty of any right beyoad bis or its authority o waivs,

25. UNAVOIDARLE DELAY, ALl obligations under this agrsemert seguiring
the Unit COperator to commence or continue drilling or to operate on or produce
unitized substances from eany of the lands covered by this agreement shall be
suspended while, but only so long as, the Unit Operator despite the exercise
of due cere and diligence is prevented from complying with such obligstions, in
whole or in part, by strikes, acts of God, Federal, State, or municipal law
or egencies, unavoidable accidents, uncontrollable delays in transportation,
inability to obtain necessary materials in open market, or other matters
beyond the reasonable comtrol of the Unit Operator whether similar teo wstters
herein enumerated or not.

26. NONDISCRIMINATION. In connection with the performance of work
under thiz agreement, the operator agrees to comply with gll of the provisions
of section 391 (1) to (7) inclusive, of Executive Order 10925 (26 F.K. 1977},
vhich are hereYWy incorporated by reference in this agreement.

27. LOSS OF TITLE. In the event title to any tract of unitized land
shall fail and the true owner cannot be induced to Jjoin in this unit sgresment,
such tract shall be automatically regerded as not committed hereto and tuere

shall be such resdjustment of future zogts ard benefits as may be required on
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account of the loss of such title. In the event of & dispute as to tiile as
to any royalty, working interest, or other interests sudject thereto, payment
or delivery on account thereof may be withhkeld without liebility for intersst
until the dispute is finally settled; provided, that;, as %o Federal and State
land or leases, no payments of funds due the United States or the State of New
Mexico should be withheld; but such funds shall be deposited as directed by the

Supervisor or the Commissiomer of Public lands of the State of New Mexico,

0]

respectively, to be held as urearned mosey perding fizel settlement of ih
title dispute, and then spplied as earned or returnsd ir accordasnce with such
final settlement.

Unit Operator as such is relieved from &ay responsibility fer enr
defect or failure of any title hereunder.

28. NON-JOINDER AND SUBSEQUENT JOINDEE, If the owasr of &y sun-
stantial interest in a tract within the unit area faills or refusss to subsorioe
or consert to this sgreement, the owrer of the working intesrest in thwt trach
may withdraw said tract from this agresment by written notice to the Tirecior,
the Commissioner, and the Unit Operator pricr to the approval of this sgresment
by the Director. Any oil or gas interestis in lands within the unit area not
committed hereto prior to submission of this agreement for final approval may
thereafter be committed hereto by the owner or owners thereof subscribing or
consenting to this agreement, and, if the interest iz a working interest, by
the owner of such interest also subscribing to the unit opersting agreement.
After operations are commenced hereunder, the right of subsequent joinder, as
provided in this section, by a working interest owner is subject to such
requirements or approvals, if any, pertaiuing to such joinder, as may e
provided for in the unit operating agreement. After fiusl approval hereof
Joinder by a non-working interest owner must be congented to in writing
by the working interest owner committed hereto and responsible for the
payment. of sany benefits that may accrue hersunder in behalf of such non-
working interest. Joinder by any owner of a non-working interest, at any
time. must be accompanied by sppropriate joinder by the owner of the corres-
ponding working interest in order for the interest to be regarded as coanitted

hereto. Joinder to the unit agreement by a working-interest owoer, at auwy time,
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mist be accompanied by eppropriate joinder to the unit operating sgreement, if
more than one comnitted working-interest owner is involved, in order fof the
interest to be regarded as committed to this unit agreement. Except as ray
otherwise herein he provided subsequent joinders to this agreement shall

be effective g of the first day of the month following the filing with the
Supervisor, the Commissioner, and the Commission of duly executed counter-
parts of all or eny papers necessary o establish effective commitment of say
tract to this agreement unless objechion to such joizder is duly mede within 60
days by the Director, Commissioner, or Commission.

29. COUNTERPARTS. This agreement may be executed in any nuzher of
counterparts no oue of which needs to e executed by all parties or may be
ratified or consented to by sgeparste instrument in writicg specifically
referring hereto and shall be binding uwpon all those parties who have executed
such & counterpart, ratification, or consent hereto with the same force and
effect a8 if sll such parties had sigaed the same document and regardless of
whether or not it is executed by all other parties owning or claiming an

interest in the lands within the above-described urit ares.

[

0. OSUERENDER., Nothing in this agreement shall prohibit the
exercise by auny working interest owner of the right to surrender vested in such
party in anv lease, sub-lease, or operating agreement as to all or any part of
ths lands covered thereby, provided that each party who will or might acquire
guch werking interest by such surrender or by forfeiture as hereafter set
forth, is bound by the terms of this sgreenent.

If as a result of any such surrender, the working interest rights as
to such lands oecome vested in any party other than the fee owner of zhe
unitized substances, said party shall forfeit such rights and no further berefits
from operation hereunder as to said land shall accrue to such party, unless
within ninety (90) Qaye thereafter said party shall execute this agreement and
the wnit operating agreement as to the working interest acquired through such
surrender, effective as though such laod had remained continuously subject to
this agresment sl the unit operating sgreement. And in the event such agree-
ments are not so executed, the party next in the chain of title shall be and
bezome tre owner of such Wworking interest at the end of such ninety (30) day

neriosd, with the same force asnd effect as though such working intersst had



been surreundered to such party.

If 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
substances, such owner may:

(1) Execute this agreement and the unit operating sgreement as a
working interest owner, effectlive sz though such land hed remained corntinuously
subject to this agreement and the unit operativg agreement.

(2) Again lease such lunds but only under the condition that the
holder of such lease shall within thirty (3¢) days after such lands are so
leased execute this agreement and ths unit operating agreement as to each
participating area theretofore established hereunder, effective as though suck
land had remeined coantinuously subject to this sgreement and the unit operating
asgreement.

(3) Operate or provide for the operstion of such lasd indeperdentl:
of this sgreement sz to any pert thereof or any oil or gas deposits thereirn

not then included vithin a participsting area.

~t

If the fee owner of the unitized substances does not execute this
agreemenrt end the uwuit operating agreement as & working interest owner or
again lease such lands as ebove provided with respect to each existing partici-
pating erea, within six (6) months efter any such surrender or forfeiture,

such fee owner shall be deemed to have waived the right to execute the unit
opereting agreement or lease such lands as to each such participating area,

and to have agreed; in consideration for the compensation hereinafter provided,
that operations hereunder as to any such participating area or areas shall not
e affected by such surrender.

For smy period the working interest in any lards are not expressly
cormitted to the unit operating sgreement as the result of =zny such surrender
or forfeiture, the benefits and obligations of operations sccruing to such
lands wdsr thie agreement and the unit operating agreement shsall be shared
by the remaining owners of unitized working interests in accordance with their
verpertive participating working interest owperships in any such participating
arvea or arcas, and such owners of werking interests shall compensate tle fee

cwner of unitized substances in such lands by paying sums equal to the rentsls,
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minimum royalties; and royalties appliceble to such lands under the lease in
effect when the lends were unitized, as to such participating area or areas.

Upon commitment of & working interest to this agreement and the unit
operating agreement as provided in this section, en appropriate accounting
and settlement shall be made, to reflect the retroactive effect of the
compitment, for all benefits accruing to or payments and expenditures made or
incurred on behalf of such surrendersd working interest during the period
between the date of surrender and the date of recommitment, and payment of any
noneys found to be owing by such sn accounting shall be made as between the
parties then signatory to the unlt opersting egreement and.this agreement
within thirty (30) days after the recommitment. The right to hecome s party
to this agresment and the unit opersting agreemeat as a working interest
owner by reason of & surrender or forfeiture as provided in this section shslil
not be defeated by the nonexistence of a unit operating agreemznt and in the
event no unit operating ugreement is in existence and a wutuslly acceptable
agreepent between the proper parties thereto cammot be consumated, the
Supervisor a:d the Commissioner may prescribe such reasonable and equitable
agreement as they deem warrgnted under the circumstances.

Nothing in this section shall be deemed to limit the right of joinder
or subsequent joinder to this agreement as provided elsewhere in this agreement.
The exercise ¢f any right vested in a working interest owner to reassign such
working interest to the party from wvhom obtained shall be subject to the same
conditicus as set forth in fhis section in regard to the exercise of a right
to surrender.

3. TAXES. The working lnterest owners shall render and pay for their
account and the sccount of the royalty owners all valid taxes on or measured
by the unitized substances in and under or that may be produced, gathered and
sold from the land subject to this contract after the effective date of this
agreement. or upon the proceeds or zet proceeds derived therefrom. The working
interest owners on each tract shall acd may charge the proper proportion of
saie texes to the royalty owners having interests in ssid tract, and may
currently retain and deduct sufficient of the unitized substances or derivative

products, or net proceeds thereof from the allocated share of each royalty
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owner to secure reimbursement for the taxes so paid. No such taxes shall be
charged to the United States or the State of New Mexico or to any lessor who has
a contrazct with his lessee which requires the lessee to pay such taxes.

?2. NO PARTNERSHIP. It is expressly agreed that the relation of the
parties hereto is that of independent contractors and nothing in this agreement
contained, expressed or implied; nor any operations conducted hereunder, shall
create or be deemed to have created s partnership or asgociation betweean the
parties hereto or any of them.

Insofar as applicable to the parties hereto, each party hereto zlects
that the parties hereto, and the coperations hereunder, be exciuded from the

application of Subchapter K of Chapter 1 of Subtitle A of the Internal Revenue

Code of 1954 or such portion or porticns thereof as to which the Secreisry of the

<

Treasury of the United States or his delegate may permit such exclusion. Unit
Operator is hereby authorized and directed to execute on behalf of each parwy
hereto such further evidence of such election as may be required by regulatiors
igssued under ssid Sibchapter K, and, should such regulations require execﬁtion
by each party, each party hereto agrees to execute such further evidence.

IN WITNESS WHEREOF, the parties hereto have caused this agreement to
‘be executed and have set opposite their respective names the date of execution.

UNIT OPERATOR

Date: !QM 3. eL 2 SHELL OIL COMPANY -

Attest SRR .
47 I( A«Ltéﬁajizt§$1 By: | r V - ‘$~3~L-¥;£;*<;1J\{

@J&mddAﬂf Secretfry ‘{f* Attorney in Fact 7 \

Address: P. 0. Box 1509 \J
Midland, Texas

WORKING INTEREST OWNERS

Date 3 /9 b - SHELL ©IL COMPANY
Attests .
o oreéfxy . J Attorney in Fact
\. o
Address: P. 0. Box 1509 /

//*_’/ﬂ/f/ Midland, Texas /
Detea . W S9f 2 CONTINENTAL Q;II?CQAPANY y

ASSISTANT SECRETARY

ey o - // Attorney in Fact

Adéress: 1710 Fair Building
Fort Worth, Texas
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STATE OF TEXAS
COUNTY OF MIDLAND

Before me, the undersigned authority, on this day personally appeared
. V. Lindsey,_‘ known to me to be the person whose name is subscribed to the
foregoing instrument as Attorney-in-Fact for Shell 0il Company and acknowledged
to me that he executed the same for the purposes and counsideration therein
expressed, and as the free act and deed of said Shell $il Company in the

capacity therein stated.

Given under my hand and seal of office this 3 day of w"/u' Gy 7‘&, 7
1962.
A
: g Py Jean Akins
/,,/’7 . ., o o f"/ Notary Publicin aEd for
My Commission Expires; 70 & ¢33 o~ Chg-z7 ) [ /{’;//)7‘4// _Midiand County, Texas
e " Notary Public in and for Midland
v County, Texas

STATE OF TEXAS
COUNTY OF TARRANT

Before we, the undersigned authority, on this day personally appeared
JOHN B L TROHER
- , known to me to be the person whose name is subscribed to the

foregoing instrument as Attorney-in-Fact for Continental 0il Company and
acknowledged to me that he executed the same for the purposes and consideration
therein expressed, and as the free act and deed of said'éontinental 0il Company
In the capacity *“herein siated.

Giver under my hand and seal of office this _y4 day of .. . sioy. s

1962.

My Commission Expires: Lo~/ — L5 @,‘L A«“ et ,)Z—LL/. %{- L o p
Notary Public in)and for Tarrant
County, Texas




Exhibit A

ANTELOPE RIDGE UNIT AREA
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Shell |
Shell I Shell
@ mmsq}
28 27
LCO6TTIS 16071949
! I
[
Seil : : Shell @ gzezl:)
4 3 I _———_'____1
e ,
| ! Shell |
I | | Faore |
E— ————————— 33 | | 34— -— K-~
; Shell | | : :
§ { | ! i
_________ - | I
B
K-2149 e {
St r\m_ = ,} s e £ ey ; -
Shell Shell | Shell Shell Shell | Cont'l.
K-1i24 l :
©® ®| ® |®!6
| |
WWO7199-5 {
______ [
cont'l. 4 ! 3 |
Mory K. | Shell :
- MD25352 \Neblefletol i !
(LT ettt | ® |
Shell | | |
i NMO7I9-8  NMO2I422 \NMOTI99G | E. E. Merrimen, éf ol Mwoazr/os{mmzaﬂ
{ [ y

&_@ Means tract number as listed on Exhibit B
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CERTIFICATTION-DEI ERMINATTON

Pursuant to the authority vested ir the Secretary of the Interior, under
the act approved February 25, 1920, 41 Stat. 437, 30 U. S. C. secs. 181, et seq.,
as amended by the act of August 8, 1946, 60 <tat. 950, and delegated to the Director

of the Geological Survey pursuant to Departmental Order No. 2365 of October 8, 1947,

43 ¢FR 8 L.611, 12 F. R. 6784, I do hereby:

A, Approve the attached agreement for the development and cperation of
the Antelope Ridge Unit Areas, State of New Mexico.

B. Certify and determine that the unit plan of development and operation
contemplated in the attached agreement is necessary and advisable in the public
interest for the purpose of more properly corserving the natural resources.

C. Certify and determine that the drilling, producing, rental, minimum
royalty, and royalty requirements cof all Federal leases committed to said agreement
are hereby established, altered, changed, or revoked to conform with the terms and
conditions of this agreement.

Dated.

Director, United States Geological Survey



UNIT AGREEMENT
FQR THE DEVELOPMENT AND COPERATION OF THE
e ANTELOPE RIDCGE UNIT AREA
LEA COUNTY, STATE OF NEW MEXICO

NO. /A -08~000)-g 492

THIS AGREEMENT, entered into as of the 3vd  day of ecewvmbes

1962, by and between the parties subscribing, ratifying, or consenting hereto,
ard herein referred to as the "parties hereto,"
WITNESSETH:

WHEREAS the parties hereto are the owners of working, royalty, or other
0il and gas interests in the unit asrse subject to this agreement; and

WHEREAS the Miperal Ieasing Act of February 25, 1920, 41 Stat. 437,
as amended, 30 U.S.C. Secs. 181 et seg., suthorizes Pederal lessees and their
representatives to unite with each other, or jointly or separately with othera,
in collectively adopting and operating & cosperative or unit plan of development
or operation of any oil or gas pool, field, or like ares, or any part thereof
for the purpose of more properly conserving the natural resources thefeof
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 'x:{y an Act of the Legislature (Sec. 1, Chap. 162), (Laws of 1951,
Chap. T, Art.11l,Sec. 41 N.M. Statutes 1953 Annotated) to consent to and approve
this agreement on behalf of the State of New Mexico, insofar as it covers and
includes lands and mineral interests of the State of New Mexico; and

WHEREAS, the 0il Conservation Commission of the State of New Mexico
is anthorized by an Act of the Legislature {Chap. T2, Laws 1935; Chap. 65,
Art. 3, Sec. 14 N. M. Statutes 1953 Annotated) to approve this agreement and the
conservation provisions hereof; and

WHEREAS the parties hereto hold sufficient interests in the Antelope
Ridge Unit Area covering the land hereinafter described to give reasonsbly
effective control of operations therein; and

WHEREAS, it is the purpose of the parties hereto to conserve natural
resources, prevent waste, and secure other benefits obtainable through development
ard cperation of the area subject to this sgreement under the terms, coaditions,

ard limritet<nns herein gset forth:



NCW, 'THEREFORE, in consideration of the premises snd the promises
herein contained, the parties hereto commit to this agreement their respective
interests in the below-defined unit ares, and asgree severally among themselves
a8 follows:

1. ENABLING ACT AND REGUIATIONS. The Mineral Ieasing Act of
February 25, 1920, as amended, supra, snd all velid pertinent regulatioms,

neluvding operating and unit plen regulstions, heretofors issued thereunder or
velid, pertinent, end reasonsble reguisticns hevesfter issued therewder sre
accepted acd made a pert of this agrsement as to Federal lands, provided such
regulations are aot inconsisters with the terus of this agreement; and as %o
non-Federal lands, the oil and gas cperating regulstions in effect s8 of the
effective date hereol governing driiiing and producing opesrations, 2ot

inconsistent with the terms hersof or the laws of the State in which the
ncn-federal land is located, are hereby acesphted and made a part of this
agreement.

2., UNIT AREA. The followlng-descrited leand is hereby designated and

recoguized as coretituting the unlt cresn:

NEW MEXTCC PRINCTPAL MEXITTAN, NEW MEXICO

Township 23-South, Renge 3h-fast

Section 27: All
Section 28: All
Section 33: All
Section 3%: All

Townsghip 24-South, Range 3h-Bast

Section 3: Iots 1, 2, 3, 4, S=1/2 N-1/2 and S-1/2
Section 4: ILots 1, 2, 2, 4, S-1/2 N-1/2 and S-1/2

situated in lLea County, New Mexico, containing 3,839.80 scres, more or less.
Exhibit A attached hereto is & map showing the unit ares snd the
boundaries and identity of tracts and l=ases in said area to the extent known
to the Unit Operator. Exhibit b attached hereto is a schedule showing to the
extent known to the Unit Operator the acreags, percentage, and kiud of ownership
of 0il and gus interests in all land in the urit srea. However, nothing herein
or in said schedule or uep shall be construed as & representation by any party
hereto as to the cwnership of any Interest other than such interest or interests

as sre sghown in said mep or schedule as owned Ly 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 recguested by the 0il and Gas Supervisor,
hereinafter referred to as "Supervisor" or the Cqmmissioner of Public Lands,
hereinafter referred to as "Commissioner%/aifE;K:;an six copies of the revised
exhibits shall be filed with the Supervisor, and at leust ome copy shell be
filed with the Commissioner and one copy with the New Mexico 01l Conservation
Commission, hereinafter referred to as "Commission".

The above-described unit sres shall when practicablic be expanded wo
ineclude therein any additional tract or tracts regardied as reasomably necessery
or advizatle for the purposes of this sgresment, or shall be conbracted to
exclude lands not within any participating area whemever such expansion or
contraction 18 necessary or advissble to counform with the purposes of this
agreement. .Such expansion or contraction shsll be effected in the following
manner .

(a) Unit Operator, on its own moition or on demand of the Dirsector of
the Ceological Survey, hereinafter referred to &8s "Director,” after prelimirery
concurrence by the Director, or on demand of the Commissioner, shall prepare a
notice of propeosed expansion or contraction describing the contemplated changes
in the boundaries of the unit area, the reasons therefor, and the proposed
effective date thereof, preferably the first day of a month subsequent to the
dete of notice.

{(b) Said notice shall be delivered to the Supervisor and Commissioner,
and copies thereof mailed to the last known address of each working interest
owner, lessee, and lessor whose interests are affected, advising that 30 days
will be ellowed for submission to the Unit Operator of any objections.

(¢) Upon expiration of the 30-day period provided in the preceding
item (b) hereof, Unit Operator shall file with the Supervisor and Commissioner
evidence of mailing of the notice of expansiocn or contraction and a copy of eny
ohjections thereto which have been filed with the Uanit Operator, together with
an application in sufficieant number, for spproval of such expansion or contrac-
tion and with gppropriate joinders.

() After due comsideration of all pertiment information, the expan-
gion or contraction shall, upen approval by the Director and Commissioner,

become effactive as of the date prescribed in the notice thereof.



(e) All legal subdivisions of unitized lands (i.e., 4O acres by
Government survey or its nearest lot or tract equivalent in instances of
irregular surveys, however, unususlly large lois or tracts shall be considered
in multiples of 40O acres, or the nearest aliquot eguivalent thereof, for the
purpose of elimination under this sutsection), no parts of which are entitled
tc be in a participating erea within 5 years after the first day of the month
following the effective date of the first initial participating area established
under this unit agreement, shall be eliwinaited sutomatically from this sgrss.-
ment, effective as of the first day thereafter, and such lands shall no Longer
be a part of the unit area and shall no loanger be subject to this sgreement,
unless at the expiration of said 5-year period diligent drilling operations
are in progress on unitized lands not entitled to participation, in which event
all such lands shall remain subject hereto for so long as such drilling
operstions are continued diligently, with not more than 90 days' time
elapsing between the completion of one such well and the commencement of the
next such well, except that the time allowed between such wells shall not
expire eariier than 30 days after the expiration of any period of time during
which drilling operations are preveuted Ly a matter beyond the resasonable
control of unit operator as set forth in the section hereof entitled
"Unavoideble Delay'"; provided that all legal subdivisions of lands not in &
participating area and not entitled to become participating under the applicable
provisions of this agreement within 10 years after said first day of the mounth
follewing the effective date of said first initiasl participating area shall be
eliminated as a?ove specified. Determination of creditable "Unavoidable Delsy"
time shall be wmsde by unit operator and subject to spproval of the Director and
Commissioner. The unit operator shall, within 90 days after the effective date
of any elimination hereunder, describe the ares so eliminated to the satisfaction
of the Director and Commissioner and promptly notify all parties in interest.

If conditions warrant extension of the 10-yesr period specified in
this subsection 2(e), a single extension of not to exceed 2 years may be
accomplished by consent of the owners of 90% of the current unitized working
interests and 60% of the current uunitized basic royalty interests (exclusive
of the basic royalty interests of the United States), on a total-nonparticipating-

screcge basis, respectively, with apporoval of the Director and Commissioner

h



provided such extension application is submitted to the Director and Commissioner
not later than 60 dsys prior to the expiration of said 1O-year period.

Any expansion of the unit area pursusnat to this section which embraces
lends theretofore eliminated pursuant to this subsection 2{e) skall not be
considered sutomatic commitment or recommitment of such lands.

3. UNITIZED LAND AND UNITIZED SUBSTANCES. All land committed to this
agreement shall constitute land referred to herein as "unitized land" or "land
subject to this agreement”. All oil and ges in any and all formstions of tie
unitized land are unitized under the terms of this agreement and herein ars
called "unitized substances”.

4. UNIT OPERATOR. Shell 0il Jompeny is hereby designated as Unit
Operator and by signature“heréto &g Unit Opersator agrees and consents to accept
the duties and obligations of Unit Operator for the discovery, develoument, and
production of unitized substanc:es as hersin provided. Whensver referencé is
made herein to the Unit Operator, such reference means the Uit Operstor actiagz
in that capacity and not a3 an owner of interest in unitized substances, and
the term "working interest owner" when used hereir shall include or refer to
Unit Operator as the owner of a working interest when such an interest is owned
by it.

5. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit Operator shall have
the right to resign at any time prior to the establishment of a participating
area or areas hereunder, but such resignation shall not become effective so as
to release Unit Operator from the duties and obligations of Unit Operator and
terminate Unit Operator's rights as such for s period of 6 months after notice
of intention to resign has been served by Unit Operator on sll working interest
owners and the Director and Commissioner, and until all wells then drilled
hereunder are placed in a satisfactory condition for suspension or abandorment
whichever is required by the Supervisor, as to Federal lands, and the Commissioner,
as to State lands, unless a new Unit Operator shall have been selected and
approved and shall heve taken over snd assumed the duties and obligations of
Unit Opsrator prior tc the expiration of said period.

Unit Operator shell have the right to resige in like manner and Subject
to like limitations as above provided at any time & participating area
egtablished hereunder is in existence, but, in all instances of resigration or

ramergl . until 8 giiccessor unit onerator iz gselected and apvroved as hereinafter



provided, the working Interest owners shall be Jolatly responsible for
performance of the duties of unit operator, and shall not later than 30 days
before such resignation or removel becomes effective appoint a common agent
to represent them in any action to be taken bereunder.

The resignation of Unit Operator shall rot release Unit Operator from
any liability for any defeult by it hereunder cccurring prior to the effective
date of its resignation.

The Unit Operator may, upon default or failure in the performmnce of
ity duties or obligations hereunder, be subject to removael by the same percentage
vote of the owners of working interests determined in like manrer as herein
provided for the selection of a new Unit Operator. Such removal shall be
ef?ective upon notice thereof to the Jirector and Commissiouer.

The resignation or removal of Unit Uperator under this agreement skall
not terminate its right, title, or interest as the owner of a ﬁorking interest
or other iunterest in unitized substanczes, but upor the resigmation or removal
of Unit Operator becowmlang effective, such Urnlt Operstor shall deliver
possession of all equipment, materials, and eappuriensnces used in conducting
the unit operstions and owned by the working interest owpers to the new duly
qualified successor Unit Operator or to the owners thereof if no such new Unit
Operstor is elected, to be used for the purpose ¢f conducting unit operations
hereunder. Nothing herein shall be construed as authorizing removel of any
material, equipment and appurtenances nesded for the preservation of any wells.

6. SUCCESSOR UNIT OPERATCR. Whenever the Unit Operator shall tender
his or its resignation as Unit Operator or shall be removed ag hereinabove
provided, or a change of Uuit Operetor is negotiated by working interest
owners, the owners of the working interests in the participating area or
areas according to their respective screage interests in such participating
area or aress, or, uatil a perticipatving area shall have been established, the
owners of the working interests according to their respective acreage
interests in all unitized land, shall by majority veote select a successor Unit
Operator: Provided, That, if a mejority but less than 75 per cent of the
working interests qualified to vote are owned by one parity to this sgreement, a

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

<4



required to select & new operator. BSuch selsction shall not become effective
until

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

{(b) the selection ghall have been filed with the Supervisor and
approved by the Commissioner. If no successor Unit Operator 1s selected and
quelified as herein prowided, the Dircctor ard Commissioner at thelr eleetion
may declare this unit agresment termiunsted.

7. ACCOUNTING PROVISIONS AND UNIT OFERATING AGREEMEWE, I1f the it
Operator is not the sole ownper of workirg interests, ccosts end expenses
incurred by Unit Operater in conducting usit operations hereunder shall be
paid and apportioned among exd borne by the owrers of working interssts, all
in accordance with the agreement or agreements entered iuto by and between the
Unit Operetor and the aﬁ'ners of working interests, whether one or more,
separataly or collectively. Any agreement or agreemsnts entered into between
the working interest owners end the Unit Opersator as provided in this section,
whether one or more, are hereln referred t¢ as the "unit operating agreemwent."
Such unit operating agreemept shall also provide the menner in which the
working interest owners shall be entitled to receive their respective pro-
portionate and allocated sharée of the benefits accruing bereto in conformity
with their underlying operating agreements, leases, cor other indepénﬂent
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 sgreement shall be
deemed either to mo&ify any of the terms and conditions of this unit agreement
or to relieve the Unit Operstor of any right or obligation established under
this unit agreewent, andl in case of any inconsistency or conflict betweern the
unit é.g*eemnt and the unit operating agreement, this unit agreement shall
prevail. Three true coples of any unit opersting agreement executed pursuant
to this section should be filed with the Supervisor, and one true copy with the
Conmissioner, prior to approval of thig unit agreement.

8. RIGHTS AND OBLIGATIONS CF UNIT OPERATOR. Except as otherwise

gpecifically provided herein;, the exclusive right, privilege, and duty of



exercising any and &ll rights of the parties hereto which are necessary or
convenient for prospecting for, 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 title to said rights
shall be deposited with said ™mit Operator ahd, together with this agreement,
shall constitute and define the rights, privileges, and obligations of Unit
Operator. Nothing herein, however, shall be comstrued to transfer title to
any land or to any lease or operating asgreement, it being understood that under
this agreement the Unit Operator, in its capacity ag Unit Operator, shell
exercise the rights of possession and use vested in the partvies hereto orly
for the purposes hLerein specified.

9. DRILLING TO DISCOVERY. Within 6 months after the effective date
hereof, the Unit Operator shall begin to drill an asdequate test well at &
location approved by the Supervisor, if such location is upon Federal land, or
by the Commissioner if such location is upon State land, unless on such effsctive
date & well is belng drilled conformably with the terms hereof, and thereaiter
continue such drilling diligently until the Devonlian formation has been tested
or until at a lesser depth unitized substances shall be discovered which can be
produced in paying quantities (to wit: quantities sufficient to repay the costs
of drilling, and producing operations, with a reasonable profit) or the Unit
Operator shall at any time establish to the satisfaction of the Supervisor, if
on Federal land, or the Commissioner if on State land, that further drilling
of said well would be unwarrented or impracticable, provided, however, that
Unit Operator shall not in any event be required to drill said well to a depth
in excess of 14,800 feet. Until the discovery of a deposit of unitized sub-
stances capable of being produced in paying quantities, the Unit Operator shall
continue drilling diligently one well at a time, allowing not more than 6
months between the completion of one well and the beginning of the next well,
until a well capable of producing unitized substances in paying quantities is
completed o the satisfaction of said Supervisor, if on Federal land, or the
Commigsioner,if on State land, or until it is reasonably proved that the unitized
land is incapatle of producing unitized substances in paying quantities in the
formations drilled hereunder. Nothing in this section shall be deemed to

limit the right of the Unit Operator to resign as provided in Section 5 hereof,
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or as reguiring Unit Operator to commence or continue any drilling during the
period pending such resignation becoming effective in Qrder to comply with the
requirements of this section. The Director and the Commissioner may modify
the drilling requirements of this secticn by grantinmg ressonable extensions of
time when, inthelr opinion, such action is warranted.

Upon failure to comply with the drilling provislions of this section,
the Director and the Commissioner may, after reasonable notice to the Unit
Opersator, and each working interest owrner, lessee, and lessor at their lash
known addressges, declsre this uwnit agreement terminated.

Notwithstanding anything else herein, the well now completed ir the
SE-1/4 SW-1/4 of Section 27, T-23-S, R-34-E, N. M. P. M., shall not be recognized
as a unit well wntil completion in payiog gqusstities of another well on the
unitized land.

10. PLAN OF FURTHER DEVELOPMENT AND OPERATION., Within € montks after
completion of & well capable of producing wunitized substances in paying
quantities, the Unit Operator shall submit for the approval of the Supervisor,
the Commissioner, and the Commission an scceptable plan of development ard
operation for the unitized land which, when approved by the Supervisor, the
Commisgsioner and the Commission, shall constitute the further drilling erd
operating obligations of the Unit Operator under this 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 apprdval of the Supervisor,
the Coumissioner, and the Commission a plan for an additional specified period
for the development and operation of the unitized land.

Any plan submitted pursuant to this section shall provide for the
exploration of the unitized area and for the diligent drilling necessary for
determination of the area ¢r areas thereof capsble of producing uanitized
substances in paying quantities in each and every productive formatiom and
shall be as complete and adequate as the Supervisor, the Commissioner,and the
Commission may determine to be necessary for timely development snd proper
conservation of the oil and gas resources of the unitized area and shall

{a)} specify the number and locations of any wells to be drilled

aadl the proposed order and time for such drilling; and
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(b} 1o the extenmt practicable specify the operating practices

regarded as necessary and advisable for proper conservation of natural resources.
Separate plans may be submitted for separsate productive zones, subject to the
approval of the Supervisor and the Commissioner.

Plans shall be modified or supplemented when necessary to meet
changed conditions or te protect the interests of all parties to this agreement.
Reasonable diligence shall be exercised in complying with the obligations of
the approved plan of developwert. The Supervisor, the Commissioner, azd the
Commission sare authorized to grant a reasonsble extension of the 6-month period
herein prescribed for submissiou of an initlal plax of development where such
action is justified because of unusual conditions or circumstances. After
completion hereurder of & well capablie of producing any unitized substancs in
paying quantities, no further wells, excep: such &8 mey be necessary vo afford
protection against operations not wider wthis agreemert or such as may be
specifically approved by the Supervisor and Cemmissioner, shall be drilied
except in accordence with a plan of developueut approved as herein provided.

11. PARTICIPATION AFTER DI SCOVERY., Upoa completioa of a well cspahle
of producing unitized substances in paying quantities or as soon thereafter as
required by the Supervisor or the Commissioner, the Unit Operator shall submit
for spproval. by the Director, the Commisgioner, and the Commission a schedule,
based on subdivisions of the public-lend survey or aliquot parts thereof, of all
unitized land ther regarded as reascnably proved to be productive of unitized
substances in paying quantities; all lands ir said schedule on epproval of the
Director, the Commissiomer and the Commission to constitute a participating
area, effective as of the date of completion of such well or the effective date
of the unit agreement, whichever ig later. The acreages of both Federal and non-
Federal landés shall be based upon sppropriste computations from the courses and
distances shown on the last approved public-land survey as of the effective
date of the initial participeting ares. Said schedule also shall set forth
the percentage of unitized substances to be slilocated as herein provided to
each unitized tract in the participating ares so established, ard shall govern
the allocetion of production from aud after the date the participating area
becomes effective. A gepargte participsting area skall be established in like

manrar ey sanrh sanarste noal or dernnait of unitized siihaetancea or for snsyy



group thereof produced as a single pool or zone, and any two or more participating
aress 8o established may be combined into one with the consent of the owners

of all working interests in the lands withic the participating areas so to Ye
combined, on approval of the Director, the Commissiorner, and the Commiszsion.

The participating area or &rsas so established shall be revised from time to

time, subject to like approval, whenever such action sppesrs proper a8 & result

of further drilling operations or otherwise Lo include additional lard then
regarded as reasonably proved to be jroductive in payieg jJuentities, or ~¢

exclude lard then regarded as resascusbly proved not 1o bte productive inm payiog
quantitiss and the percentage of sllocation shall &lso be revised accordingly.

The effective date of any revision shall be the first of the month ia which is

obtained the lmowledge or informaticr oo wilch such revision is predicated,
provided, however, that & more approrriaste effective date may be used 1€ justified
by the Unit Operator and sgproved by the Tirector, the Compdssioner, and tlke
Commission. No lard shall be excluded from a participabing arss on accoust of
depletion of the unitized substarcss.

s the intent of this sectilion that a particiveting ares shall

L]
t
[s

repregent the ares known or reasonably estimated to be producuive in paying
quantities; but, regardless of any revisior of the participating aresa, nothing
herein contained shall be construed as reguiring any retroactive adjustment
for production obtained prior to the effective date of the revision of the
participating ares.

in the absence of agreemernt at any time between the Unit Operator and
the Director, the Copmissioner, and the Commission as to the proper definition or
redefiniticn of a participating areas, or until a participating area has, or
ar«as have, been established as provided herein, the portion of all payuents
affected thereby may be impourded in a maoner motually acceptable to the owners
of working interests, except royalties due the United States and the State of
New Mexico, which shall be deterwmined by the Supervisor and the Commissicner
respectively and the amount thereot deposited, as directed by the Supervisor
and the Comeissioner, to be held as unsarmed morey until a participating ares is
finaily svproved snd then applied as esrned or returned in sccordance with &
determination of the sum due as Federsl and State royalty on the basis of such

arproved participating ares.



Whenever it is determined, subject to the approval of the Supervisor,
as to wells on Federal land,and the Commissioner, as to walls on State lesd,
that & well drilled under this agreemeant is not capable of production in
paying quantities and inclusion of the land on whica it is situsted in a
perticipating area is unwarranted, production from such well shall, for the
purposes of settlement among all parties other than working irterest owr.ars,
be allocated to the land on whichk the well is loeated so long as such land is
rot within a participating aces established for the pool or deposii from whizn
such production is cbtained. Settlemert for working interest benefiis frowm
such a well shall be made az provided in the unit operating agreement.

12. ALLOCATION OF FRODUCTICN, ALl unitized substances produced from
esch participating area established undsr this sgreement, execept any part taereof
used in conformity with good operating practices within the unitized arsea for
drilling, operating, camp asnd other yproduction or developmernt purposes, for
repressuring or recycling in accordsncs with & plan of developwent epproved Ly
tke Supervisor, the Commissgioner, and the Commission, or unsvoidably lost, sball
be deemed to be produced equally on an acrzege basis from the seversl +-a:its
of unitized land of the participating ares established for such production and,
fer the purpose of determining any benefits accruing under this sgreement,
each such tract of unitized land shall have allocated to it such percentage
of said production as the number of acres of such tract included in ssid
participating area bears to the totsl acres of unitized larnd in said participating
ares, except that allocation of production hereunder for purposes other than for
settlement of the royalty, overriding royalty, or payment ocut of production
otligationg of the respective working interest owners, shall be on the basis
prescribed in the unit operating sgreement whether in conformity with the basis
of ailocation herein set forth or otherwise. It is hereby agreed that production
of unitized substances from e participsting aresa shail be allocated as provided
herein regardless of whether any wells are drilled on any particuler part or
tract of said participating area. If suy gas produced from one participating
area is used for repressuring or recyeiing purposes in ancther participsting
area, the first ges withdrawn frowm such last-mertioned participating srea for
sale duriog the life of this sgreement shsll be considered to be the gas s0

+ransferred until sn amount scusl te that trarnsferred shall be so vroduced for



sale and such gas shall be allocated to the participating area from which
initially produced as constituted at the time of such final production.

13. DEVELOPMENT OR OPERATION OF NON-PARTICIPATING LAND CR FORMATIONS.
Any pariy hereto owning or controlling the working interest in any unitized
land having thereon a regular well location may with the approval of the
Supervisor, as to Federal land, or the Commissioner, as to State land, at
such party's sole risk, costs, and expense, drill a well to test any formation
for which a participating area has not bzen estgblished or to test any formation
for which & participating sres has been satablished if such location is not
within said participating sresa, unless within 90 days of receipt of rotice
from said party of his intention to drill the well the Unit Operstor elects
and commences to drill such a well in like msnner ss other wells are drilled by
the Unit Operator under this agreement.

If any well drilled a&s aforeseid by & working interest owuner results
in production such that the land upon which it is situated may properly he
included in a participating area, such partlcipating area shall be established
or enlarged as provided in this sgreement and the well shall theresafter be
operated by the Unit Operator in accordance with the terms of this agreement
and the unit operating agreement.

If any well drilled as aforesaid by a working interest owner obtains
production in quantities insufficlent to Justify the inclusion in & partici-
pating area of the land upon which such well is situated, such well may be
operated and produced by the party drilling the seame subject to the conservation
requirements of this agreement. The royalties in amount or value of production
from any such well shall be paid as specified in the underlying lease ard
agreements affected.

14, ROYALTY SETTLEMENT. The United States snd the State of New Mexico
and 3ll royalty owners who, under existing contract, are entitled to take in
kind a share of the substances now unitized hereunder produced from any tract,
shall hereafter be entitled to the right to take in kind their share of the
unitized substances allocated to such tract, and Unit Operator, or in case of
the operation of & well by a working interest owner as herein in special cases

provided for, such working interest owner, shall meke deliveries of such royalty



Ootaerwise ©O remzin in fuil rorce and ettect; and the parties hereto hereby
consent that the Secretsry and the Commissioner shall and by their approval
hereof; or by the spproval hereof by their duly suthorized represertative, do
hereby establish, alter, change, or revoke the drilling, producirg, rentsli,
minimm royalty, and royalty reguirements of Federal asnd State lg&ses comrni tted
hereto and the regulations in respect ther=to to conform said requiremswnis to
the provisions of this agreement, and, without limiting the generality of the
foregoing, all Jeases, subleases, arnd contracts are particularliy modifisi i~
accordance with the followirg:

(a) The development and operatica of lands subject to this wsreemest
under the terms hereof shall he deemsd full performance of all obligations
for development and operation with respect to sach and every part or sepsrasely
owned tract subject to this sgreement, regardless of whether thare 18 s
development of any particular part or tract of the unit area, notwithstaxding

anything to the cortrary in any lease, operating eagreement or other cortoact

by and between the parties heretc, or their respechive predecessors i- isterest,
or sny of them.

(b) Drilling and producing operations performed hereunder upon any
tract of unitized lands will be accepted snd deemed to be performed upon
and for the benefit of each and every tract of unitized land, and no lesse
8hall be deemed to expire by reason of failure to drill or produce wells
situated on the land therein embraced.

(¢) Suspension of drilling or producing operations on all unitized
lands pursusnt to direction or cousent of the Secretary and Commissioner or
their duly authorized representative shall be deemed to comstitute such suspension
pursuant to such direction or consent as to cach and every tract of unitized land.

(4) Bach lease, sublease or contract relating to the exploration,
drilling, development or opersition for oil or gas of lands other than those
of the United States committed to this sgreement, which, by its terms might
expire prior %o the terminatiom of this agreement, is hereby extended beyond any
such term so provided trerein so that it shall be continued in full 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
reneval thereof or any part of such lease which is made subject to.this

agoeerant Jal) en i in foree beyond the term provided thereirn until
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share taken in kind in conformity with the applicable contracts, laws, and
regulations. Settlemsnt for royalty interest not teken in kind shall be wmade
by working interest owners responsible therefor under existing contracts, laws
and regulations on or before the last day of each month for unitized substasnces
produced during the preceding calendsr month; provided, however, that nothing
herein contained shall operate to relieve the lessees of any land from their
respective lease obligatiorns for the paymernt of any royaliies due under their
leases.

If gas obtained from lands not subject Lo this agreement is introduced
into any participating ares hereunder, for use in repressuring, stimdstion of
production, or increasing ultimate rezcovery, which shall be in conformity with
& plan first approved by the Supervisor, the Jomslssioner, and the Commiszsior,
a like amount of gas, after settlement ag lerein provided for any ges trans.
ferred from sny other participating ares and with due allowance for loss orv
depletion from any csuse, mey be withirawn from the formetion into which the
gas was introduced, royalty free &as to dry gses, bul not as to tie produchs
extracted therefrom; provided that such withdrawal shall be st such tiwe a8 wey
be provided in the plan of operations or as may otherwise be consented to by the
Supervisor, the Commissioner,and the Commission as conforming to good petrolsum
engineering practice; and provided further, that such right of withdrawal shall
terminate on the termination of this unit agreement.

Royalty due the United States shall be computed as provided in the
operating regulations and paid in velue or delivered in kind as to all unitized
substances on the basis of the amounts thersof slloceted to unitized Federal
land as provided herein at the rates specified in the respective Federsl leases,
or at such lower rate or rates as msy be authorized by law or regulation;
provided, that for leases on which the royalty rate depends on the daily
average production per well, said average production shall be determined in
sccordance with the operating regulstions as though each participating ares
were a single consolidated lease.

Royalty due the State of New Mexico shall be computed and paid on

t+he asis of all unitized substances sllocated to State lards.



15. RENTAL. SETTLEMENT., Rental or minimum rcyalties due on lsases
comnitted hereto shall be paid by working interest owners responsible therefor
under existing contracts, laws, and regulations, provided that nothing herein
contained shall operate to relieve the lessees of any land from their
respective lease obligations for the payment of any rental or mivimuim royslty
in lieu thereof due under their leases. Rental or minimum royslity for lands of
the United States subject to this agresment ehall be paid at the rate specified
in the respective leases from the United States wsless such rentel or mizimux
royalty is waived, suspended, or refluced by law or by spprovel of the Secretsary
or his duly authorized representative.

With respect to any lease on ron-Federsl land containing provisiorns
which would terminate such leass unless drilling operations wers within the times
therein specified commenced upon the luod covered thereby or rentsle paid for
the privilege of deferring such drilling operstions, the rentals required
thereby shall, notwithstending ary other provision of this asgreement, be
deemed to accrue and become payable during the term thereof as extended by this
agreement end until the required drilling operations are commenced upon the
land covered thereby or some portion of such land is included within a
participating area.

16. CONSERVATION. Operatiors hereunder end production of unitized
substances shall be conducted to provide for the most economical and efficient
recovery of said substances without waste, as defined by or pursuant to State
or Federsl law or regulation.

17. DRATNAGE. The Unit Operator stall take sppropriaste and adequate
measures o prevent drainage of unitized substsnces from unitized land by wells
on lznd not subject to this agreement, or, with prior consent of the Director,
pursuant to spplicable regulations pay a feir and ressonable compenssatory
royalty as determined by the Supervisor, as to Federal land, or as approved
by the Commissioner as to State land.

18. LEASES AND CONTRACTS CONFORMED AND EXTENDE::. The terns,
conditions, and provisions of all lsases, sublesses, and cther contracts relating
to explorastion, drilling, developmsnt, or operation for oil or ges of lands
committed to this agreement are hereby expressly modified ard awended to the

extent necessary to make the same conform to the provisions hereof, wvut
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the termination hereof. Any other Fedesral lease committied hereto shall

continue in force heyond the term so provided therein or by law as to the land
comuitted so long as such leese remains subject herete, provided that production
is had in paying quantities under this unit agreement prior to the expiration
date of the term of such leese, or in the event actual drilling operations ere
commenced on unitized lamd, in accordance with the provisions of this egreement,
priocr to the end of the primary terx of such leass and are being diligently
prosecuted at that time, such leass snall he sxtendeld for twoe years and so Long
thereafter as oil or gas is produced in paying quentities in accordarcs with

the provisions of the Mineral Ieasing Act Revision of 1960.

(f) Each sublease or contract relating to the cperation and
development of unitized substances frow landg of the Usited States comnitted 4o
this agreement, which by its terms would expire prior to the time gt which the
underlying lease, as extended by the ilwmedistely preceding parsgraph, will
expire, is hereby extended teyond any such term so provided therein so that
it ghall be continued in full force aid effect for and during the term of
underlying lease as such term is herein extended.

(g) 7The segregation of any Federsl lease committed to this agreement
is governed by the following provision in the fourth parsgraph of Sec. 17(j)
of the Mineral Leasing Act, as amendsd by the Act of September 2, 1960
(74 stat. 781-784): "Any (Federal) lease heretofore or hereafter committed to

within and in part
any such (unit) plan embracing lands that are in part/outside of the ares
covered by any such plan shall be segregated into separate leases a8 to the

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

unitization: Provided, however, That any such lease &8 to the nonunitized

portion shall continue in force and effect for the term thereof but for not
less than two years from the date of such segregation and so long theresfter
as oll or gas is produced in paying cuantities.”

(u) Any lease, other than & Federal lease, having only & portioa of
its lands committed hereto shall be segregated as to the portion committed
and the portion not committed, and the provisioms of such lease shsll apply
separately to such segregated portions commencing as of the effective date
hereof. In the event any such leasge provides for s lump-sum rental payment,
such payment sheall be prorated between the portions so segregsted in pro-

o ion Lo the acr=ags of the respective tracis.
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19.COVENANTS RUN WITH LAND. The covenants herein shall be comstrued
10 be covenants running with the lend with respect to the interest of the parties
hereto and their succeésors in interest until this agreement terminates, and any
grant, transfer, or conveyance, of interest in land or leases subject hereto
shall be and hereby 1s conditioned upon the assumption of all privileges and
obligations hereunder by the grantee, transferee, or other successor in
interest. No assigmment or transfer of any working interest, rovalty, or other
interest subject hereto shall be binding upon Unit Operator until the first day
of the calendar month after Unit Operator is furnished wiith the originsl,
photostatic, or certified copy of the instrument of transfer.

20. ‘EFFECTIVE DATE AND TERM. This agreement shall become effective
upon approval by the Secretary and the Commissioner or their duly authorized
representative and shall terminate five (5) years from said effective date unless

(&) such date of expirstion is extended by the Director and the
Commissioner, or

(b) it is reasonably determined prior to the expiratiom of the fixed
term of any extension thereof that the unitized land is incapable of production
of unitized substances in paying quantities in the formations tested hereunder
andl after notice of intention to terminate the agreement on such ground is given
by the Unit Operator to all parties in interest at their last known sddresses,
the agreement is terminated with the approval of the Director and the Commissioner,
or

(¢) a valuable discovery of unitized substances has been made or
accepted on unitized lend during saild initial term or any extension thereof,
in which event the agreement shall remain in effect for such term and so long
88 unitized substances can be produced in quantities sufficient to pay for the
cost of producing same from wells on unitized land within any participating
ares established hereunder and, should production cease, so long thercafier
a8 diligent operations are in progress for the restoration of production or
discovery of new production and so long thereafiter as the unitized substances
so discovered can be produced as aforesaid, or

{d) it is terminated as herctofore provided in this agreement.
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Thia sgreement may be terminated at any time by not iess than 75 per cenhum,
on an scraage bzeis, of the owners of working interssts signatory hersto,
with the approval of the Director and the Commiesioner; notice of any such
approval to be given by the Unit Operstor to all parties hersto.

21. RATE COF PROSPECTING, DEVELOPMENT, AND PRODUCTION, The Director
is hereby vested with authority to alter or modify from time te time in hkis
discretion the quantity and rate of production under this sgrasment when such
quantity and rate is not fixed pursusat to Federal or Stabe lew o Ioss oot
conform to any state«wide voluntary conservation or allocstion program, whics

by the majority of

@

is eatablished, recognized, ard generally adhesred 4o
operators in such State, such authority being hereby limited to alitersbio. oz

modification in the public intsrest, the purpose therect and %he purlic ir

to be served thereby to be stated in the order of alterstior or medificstion.
Without regerd to the foregoing, the Director is also hersby vested wii:
authority to alter or modify from time to +time in his discretion the »ets of
prospecting end development and the guantity and rsate of production urder “nis

sgreement when such alteratiorn or modification is in the ivterest of s¥tgi<n

(R

the conservation objectives stated in this agreement and is not in violation of
any applicable Federsl or State law; provided, however, that ro alterstion or
modification 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
written sporoval thereof by the Commissioner, nor as to any land of the State
of New Mexico as to the quantity and rate of productiocn in the sbsence of
specific written approval thereof by the Commissicu.

Fewers in this section vested in the Director shall only be exercised
after notice to Unit Operator and opprortunity for hearing to be held rot less
than 15 dsys from notice.

22. APPEARANCES. Unit Opsrstor skall, after notice to other parties
affected, heve the right to sppear for ard on behalf of ary sxd all icterests
affected hereby before the Department of the Interior, the Commissicrszpr of
Public lends and the Naw Mexico 0il Congerveiticn Commission end to appesal from
orders iszued under the regulsticns of said Departmert, the Jomnizsicier, o
Comuissicye or te apply for velief from awy of said regulstions or iz any pro=-

ceedings relative to operations before the Department of the Intsricr, the
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the Commissicner, or Commission or any other legally comstituted authority;
provided, however, that any other interested pearty shall also have the right
at his own expense to be heard in any such procseding.

23. NOTICES. All potices, demands or statements required hersurder
to be given or rendered to the parties hereto shall be deemed fully given if
given in writing and personally delivered to the party or sent by postpaid
registered mail, addressed to such party or parties at their respective
addresses get forth in connection with the signatures hereto or to the ratifi-
cation or consent herecf or to such other widress as any such party may heve
furnished in writing to party sending the rnotice, demand or statement.

24k, NO WAIVER OF CERTAIN RIGHTS. Nothing in this agreement costained
shall be construed as a waiver by any party hereto of the right to assert aoy
legal or constitutional right or defense as to the validity or invalidity of
any law of the State wherein sald unitized lards sre located, or of the United
States, or regulations issued thereunder in any way affecting such party, or
as a waiver by any such party of any right heyoad his or its authority to waive.

25. UNAVOIDAHLE DELAY, All obligations under this agreemect waguiriug
the Unit Operator to commence or continue drilling or to operate on or produce
unitized substances from any of the lands covered by this agreement shall be
suspended while, but only so long as, the Unit Operator despite the exercise
of due cere and diligence is prevented from complying with such obligations, in
vhole or in part, by strikes, acts of God, Federal, State, or municipal law
or agencles, unavoidable accidents, uncontrollable delays in transportation,
inability to obtain necessary materisals in open market, or other matters
beyond the reasonable comtrol of the Unit Operator whether similar to matters
herein enumerated or not.

26. NONDISCRIMINATION. In connection with the performance of work
under this agreement, the operator agrees to comply with a1l of the provisiorns
of section 301 (1) to (7) inclusive, of Executive Order 10925 (26 F.R. 1977),
which are hereby incorporated by reference in this sgreement.

27. #08BS OF TITIE. 1In the event title to any tract of unitized land
shall feil and the true owner cannot be induced to Join in this unit agreement,
such tract shall be automstically regarded as not committed hereto and there

shall be such readjustment of future costs ard benefits as may be required oa
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account of the loss of such title. In the event of & dispute as to title as
t0o any royality, working interest, or other icvterests subject thereto, payment
or delivery ou account thereof may be withheld without lishility for initersst
un%il the dispute ig finally settled; provided, that, &as to Federal and Stste
land or leases, no payments of funds due the United Stetes or the State of New
Mexico should be withheld, but such funds shsll be deposited as directed by the
Supervisor or the Commissgioner of Public laxds of the Siate of New Mexico,
respectively, to be held as urearned worey perding finel settlement cf ha
title dispute, and then spplied as ecarned or returned iv sccordance with 2uoh
final settlement.

Unit Operator as such is relieved from sy responsibility for e
defect or Tailure of any title herewder.

28. NON-JOINDER AWD SUBSEQUENT JOTNDSE, If the ownsr of s sule
stantial interest in a tract within “the unit sres fails or refusss to subsariloe
or consent to this sgreement, the owner of the working irtsrest in *rat tress
may withdraw said tract from this agresment by writien notize to the Drecior,
the Commissioner, and the Uit Operator prior to the approval of this sgroemsrnt
by the Director. Any o0il or gas interests in lands within the unit area not
committed hereto prior to submission of this agreement for final sapproval may
thereafter be committed hereto by the owner or owners thersof subscribing or
consenting to this agreement, and, if the interest is a working interest, by
the owner of such interest also subscribing to the unit operating agreement.
After operations are commenced hereunder, tne right of subsequent joinder, as
provided in this section, by a working interest owner is subject te such
requirements or approvels, if any, pertaining to such jolicder, as may be
provided for in the unit operating agreement. After finsi spproval hereof
Joinder by a non-working interest owner rmust be consented to in writing
by the working interest owner committed hereto apd responsible for the
payment of any benefits that may accrue hereunder in behalf of such non-
working interest. dJoinder by any owner of a non-working interest, at any
time., mst be accompanied by epproprisie Joinder by the owner of the corres-
ponding working interest in order for the interest to be regarded as commitied

bereto., Joinder to the unit agreement by a working-interest owner, at any tinpe,

s B



mast be sccompanied by appropriate joinder to the unit operating agreement, if
more then one comnpitted working-interest owner is involved, in order foi the
interest to be regarded as committed to this unit agreement. Except as may
otherwise herein be provided subsequent joinders to this agreement shall

be effective ss of the first day of the montk following the filing with the
Supervisor, the Commissioner, and the Commission of duly executed counter-
parts of all or any papers necessary tc establish effective commitment of auy
tract to this agreement unless objechion to such joizder is duly msde wittin 60
days by the Director, Commissioner, or Commission.

29. COUNTERPARTS. This agreement may be executed in any nuaber of
coonterparts no one of which needs to be executed by a8ll parties or may be
ratified or cousented to by separate instrumernt in writiog specifically
referring hereto and shall te bindisg upon sll those parties who have executed
such & counterpart, ratification, or consent hereto with the same force and
effect as if all such parties hwed sigaed the same document and regardless of
whether or not it is executed by all other parties owning or claiming an
interest in the Jsule within the above-described urit sres.

3¢. SUXRENDER., Nothing ian this agreement shall prohibit the
exercise by any working interest owner of the right to surrender vested in such
party in any Jlease, sub-lease, or operating agreement as to sll or any part of
th: lands covered thereby, provided that each party who will or might acquire
such working interest by such surrender or by forfeiture as hereafter set
forth, is bound by the terms of this agreement.

If as a result of any such surrender, the working interest rights as
to such lards secome vested in sny paxty cther than the fee cwner of the
unitized substances, sald party shall fourfeit such rights and no further berefits
from operstion hereunder as to said land shall accrue to such party, unless
within ninety (90) days thereafter gaid party shall execute this asgreement and
the uwnit cperating agreement as to the working interest acquired through such
surrender, effeclive as though such land had remained continuously subject to
this agreement sod the unit operating sgreement. Ard in the eveat such agree-~
ments are not 80 executed, tbe party rext in the chain of titie szhall be and
become the owner of such working interest at the end of such ninety (90) day

neriasd, with the same force and effect as though such working interest had

e



beern surrendered to such party.

If as the result of any such surrender or forfeiture the working
interest. rights as to such lands become vested irn the fee owner of the unitized
substances, such owner may:

(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 leasse such lands but only under the condition that the
holder of such lease shall within thirty (30) days after such lande are 80
leaged execute this agreement and the unit oﬁer&ting agreament a8 to each
participating area theretofore established hereunder, effective as though suck
land had remasined continuously subject to this sgreement and the uwnit operating
agreement.

(3) Operate or provide for the cperation of suck land independently
of this egreement sz to any part thereof or any oil or gas deposits therein
not then included within a participsting ares.

If the fee owner of the unitized substances does not execute this
agreemert and the uait operating agreement as & working interest owner or
again lease such lands as ebove provided with respect to each existing partici-
pating eres, within six (6) months after any such surrender or forfeiture,
gsuch fee owaner shall be deemed to have walved the right to execute the uait
opersting agreement or lease such lands as to each such participating ares,
ard to have agreed, in consideration for the compensation hereinafter provided,
thuut operations hereunder as to any such participating area or areas shall not
be affected by such surrender.

For ary period the working interest in any lands ere not expressly
compritted to the unit operating sgreement as the result of any such surrender
or forfeitire, the benefits end obligations of operations accruing to such
lands wader thie agreement and the unit operating agreement shall be shared

y the remaining owners of unitized working interests in accordance with their
verpactive participating working interest ownerships in auy such participating
ares or areas, and such owners of working iaterests shall compensate the fee

ewner of unitized substances in such lands by paying sums equal to the rentsls,

DY



minimm royalties, and royaliles applicable to such lands urder the lease in
effect when the lands were unitized, as to such participating ar=a or areas.

Upon commitment of & working interest to this agreement and the unit
operating agreement as provided in this section, sm appropriate accounting
and settlement shall be made, to reflect the retroactive effect of the
comeitment, for all benefits accruing to or payments and expenditures masde or
incurred on behalf or such surrendersd working interest during the period
betwaen 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 &8 betwesn the
parties then signatory to the unit opersting sgrzement and this sgreement
within thirty (30) days after the recommitment. The right to become & party
to this agreement znd the unit operating agreewent as a working interest
owcer by reason of a surrender or forfeiture as provided in this section shall
not be defeated by the nonexistence of a unilt operating agreement and in the
event no unit opersting agreement is in existence and s mutuslly acceptable
agreament betWween Tthe proper parties thereto cannot be consummsted, the
Superviscr a-? the Commizsioner may prescribe such reasonatle and equitsble
agreement &s they deem warranted under the circumstances.

Nothing in this section shall be deemed to limit the right of joinder
or subseguent joinder to this agreement as provided elsewhere in this agreement.
The oxercis:z 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 in this section in regard to the exercise of a right
to surrender.

3.. TAXES. The working interest owners shall render and pay for their
account ardl the account of the royalty owners all valid taxes on or measured
by the uritized substances in and under or that may be produced, gathered and
s2)d from the 1and subject to this contract after the effective date of this
agraement. or upon the proceeds or net procesds derived therefrom. The working
interest owners on each tract shall and may charge the proper proportion of
sald iaxss to the royalty owners having interests in said tract, and may
currently retain and deduct safficiznt of the unitized substances or derivative

products, or net proceeds thereof from the allocated share of each royalty



owner to secure reimbursement for the taxes so paid. No such taxes shall be
charged to the United States or the State of New Mexico or to any lessor who has
a contrect with his lessee which requires the lessee to pay such taxes.

32. NO PARTNERSHIP. It is expressly agreed that the relation of the
parties hereto is that of independent contractors and nothing in this agreement
contalned, expressed or implied, nor any operations conducted hereunder, shall
create or be deemed to have created s partaership or asssociation betweean the
parties hereto or any of them.

Insofar as applicable to the parties hereto, each party hereto =lects
that the parties hereto, and the operations hereunder, be excluded from the
gpplication of Subchapter K of Chapter 1 of Subtitle A of the Internal Revenue
Code of 1954 or such portion or porticns thereof as to which the Secretary of the
Treasury of the United States or his delegate may permit such exclusion. Unit
Operator is hereby authorized and directed to execute on behalf of each paruy
hereto such further evidence of such election as may be requ1rea by regul ors
issued under sald Sdbchapter K, and, shculd such regulations require execution
by each party, =2ach varty hereto agrees to execute such further evidence.

IN WITNESS WHEREOF, the parties hereto have caused this agreement to
be executeu and have set opposite thelr respective names the date of execution.

UNIT OPERATCR

Date ; b /%9 2 SHELL OIL COMPANY }
Atte 1 K &{/ e a 5‘4 g
/Gﬁl A/ith\q By: ‘4 w L . KLA_A_AJEXQJé 4
OZ,MLM Secre u Attorney in Fact /
Address: P. 0. Box 1509

Midland, Texas

WORKING INTEREST OWNERS

Date: U}JL,@ 3 /CZ é 2~ SHELL OIL COMPANY I

Lttests

ZMi By: ~2 ea"“J‘w‘J‘*‘L}"L*"';?
_—@lix S Py y yj Attorney in Fact j/

Address: P. Q. Box 1509
Midland, Texsas

rﬁ;e;/é W% v/ 782 commw?& oli C;A/w / Pz
e ot o st

P Attorney ifi Fact
AT
Address: 1710 Fair Buildiug .

-
Fort Worth. Texss ‘éu&/

ASEISTANT SECRETARY



STATE GF TEXAS
COUNTY OF MIDLAND

Before me, the undersigned authority, on this day personslly appeared
4. V. Lindsey, known to me to be the person whoss name is subscribed to the
foregoing instrument as Attorney-in-Fact for Shell Gil Company and ackunowledged
to me that he executed the same for the purposes and consideration thersin
exprassed, and as the free act and deed of said Shell Cil Company in the

capacity therein stated. "

Given under my hand and seal of office this jmuday of 4 .

1962.

N

) /’; / ’ o - N
/7}-/ ) ( % ‘ C s inas
/’Mé’??/ / S L2l e o

/ ~Notary Public in and for Midland
‘ County, Texas

STATE OF TEXAS
OUUNTY OF TARRANT

before ze, the undersigned suthority, on this day personally appeared

BN E. KIRCHER ) , _ i A N
L o Bnown to me Lo be the person whose name 1s subscribed to the

z
e

foregoing instrument &s Attorney-in-Fact for Continental Cil Company and
acknowledged to me tﬁat he executed the same for the purposes and cousideration
therein expressed, and as the free act and deed of said'f.‘-ontinenta.l 011 Company
i the capaclity therein stated.

Given und=r my hand and seal of office this 4 & day of h ... div

19¢2.

L -
My Commissica Expires: ¢ -./-¢3 ‘/JQ LL¢L/L,L/ ,ZVQ,/ ﬂ‘[@dmA/'/
Notary Public in and for Tarrant
County, Texas




Exhibit A

ANTELOPE RIDGE UNIT AREA

T-23 & 24-S, R-34-E, N.M.P.M., New Mexico
Shell |
Shell | Shell
o) WMI35/60
28 27
{2 LCO677I5 16071949
| i
Shell % | Shell D) Shell
! (> __ 05 _
. : :
| ' Shell
K280 ! |\ raors |
—————————— 33 | | e
g Shell : : ! :
i { | | {
! (2 ' N '3 A J e e
i [
q @9 ' '
i K-2149 | k280 }
! Shell ! |
‘ Shell | Shell | Shell Shell Shell | Cont'l.
K-124 l :
® | ® |®|6
' |
WHo7199-8 !
—-——- |
cont'l. 4 !_ 3 !
Mory K. | Shell :
AMO45352 Webletetal z
T a : E
| Shell | | |
L NMOTI99-B  \WMOZI422 \\MOTI99-C) . E. Merrimen, ef ol \NMO3ZTIOf NMO2377
| ] 1

) Means tract number as listed on Exhibit B
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- MA-971
CONSENT AND RATIFICATION

STATE OF NEW MEXICO {
COUNTY OF _ LEA [

KNOW ALL MEN BY THESE PRESENTS: That,

WHEREAS, under date of Emuewikses: 8 , 10 &F , that certain unit
agreement for the development and operation of the Antelope Ridpe
unit area was entered into by and between the owners of certain oil and gas
interests, and said agreement was recorded on the day of s
19, in Volume , at Page __ of the Records of

Ica County, New Mexico, and reference is hereby made to the same
for all purposes, and the undersigned hereby acknowledge receipt of a copy of
said agreement, and

WHEREAS, the undersigned are the owners of an oil and gas interest in
and to the following described land, to-wit:

A1l of Section 28, Tovmship 23-Scuth, Range 3h-Eest

which land is described as Tract No. 1 in Exhibit "B" to said unit
agreement, and the undersigned are desirous of commiting said interest to said
unit agreement as provided by Section &%  thereof , and of ratifying said unit
agreement;

NOW, THEREFORE, the undersigned do hereby consent to and ratify and con-
firm all of the terms and provisions of said unit agreement, and do hereby commit
said interest to said unit agreement exactly as if the undersigned had originally
executed said unit agreement or a counterpart thereof.

EXECUTED this 3O%8 gay of becember , 1962 .

e P PN
P. C. Watson

Al D2

Helen O. Waison

STATE OF MW MEXICO()
COUNTY OF __ EPDY 0

The foregoing instrument was acknowledged before me this / 22 day of
__M_ 1962 , by _Halen O. Vatson apd hm P, C, Wats

My Commission Expires

- —_— Notary Public in and for B33
-y 6d ’ >

County, __lew Mexico

ACCEPTANCE AND APPROVAL BY WORKING
INTEREST OWNER AND UNIT OPERATOR
The undersigned il GLL Conpany ,

working, J e r with respect to the above committed interest, and
éﬁi&nﬁ{ W , unit operator, do hereby accept and

approve the above and foregoing Consent and Ratification.

beopales ’19&‘%.

Dated this m day of

UNIT % / WORKING I ﬁm :
By: . .




A-971
CONSENT AND RATIFICATION

STATE OF NEW MEXICO §
CCUNTY OF __LEA

KNOW ALL MEN BY THESE PRESENTS: That,

WHEREAS, under date of _Pecember 3 , 1962 , that certain unit
agreement for the development and operation of the

unit area was entered into by and between the owners of certain oil and gas

interests, and said agreement was recorded on the day of B
19, in Volume , at Page __ of the Records of
lea County, New Mexico, and reference is hereby made to the same

for all purposes, and the undersigned hereby acknowledge receipt of a copy of
said agreement, and

WHEREAS, the undersigned are the owners of an oil and gas interest in
and to the following described land, to-wit:
ot 1, Southeast 1/M Northesst 1/4, and South 1/2 Southwest 1/h
of Section b, Township Mefouth, Range Fr-East

which land is described as Tract No. __ & in Exhibit "B" to said unit
agreement, and the undersigned are desirous of commiting said interest to said
unit aegreement as provided by Section __29 thereof, and of ratifying said unit
agreement;

NOW, THEREFORE, the undersigned do hereby consent to and ratify and con-
firm all of the terms and provisions of said unit agreement, and do hereby commit

said interest to said unit agreement exactly as if the undersigned had originally
executed said unit asgreement or a counterpart thereof.

EXECUTED this _</ “ sy of W‘, 1968 .
g n.‘!%, jﬂ ‘
AL M
Pz

%
i " The foregoing, instrument was acknowledged before me this — day of
ft i lbodr 5 19 , by _ Grs R. Hall, Jr. spd vife, Bina Iche

My Commission Expires c;iZZQzaaéﬁzzg/ Aéﬁz1&¢252c¢4¢/

P : Notary Public in and for Chnves
oS . 7// County, Bew Mexieo

ACCEPTANCE AND APPROVAL BY WORKING
INTEREST OWNER AND UNIT OPERATOR

STATE OF LEN MEXICO )
COUNTY OF GRAYES |

The undersigned _____ Shell Cil Corpany >
working interest owner with respect to the above committed interest, and
e Eman , unit operator, do hereby accept and
approve the above and foregoing Consent and Ratification.

Dated this 8tk day of _ Decerher , 1962 .

N N s P




MA-971
CONSENT AND RATIFICATION

STATE OF NEW MEXICO {
COUNTY OF LEA

KNOW ALL MEN BY THESE PRESENTS: That,
WHEREAS, under date of _December 3 , 19 42 , that certain unit

agreement for the development and operation of the i
unit area was entered into by and between the owners of certain oil and gas

interests, and said agreement was recorded on the day of ,
19, in Volume , at Page __ of the Records of
lea County, New Mexico, and reference is hereby made to the same

for all purposes, and the undersigned hereby acknowledge receipt of a copy of
said agreement, and

WHEREAS, the undersigned are the owners of an oil and gas interest in
and to the following described land, to-wit:

East 1/2 Southeast 1/4 of Section 4, Township 24-South,
Range 34-East

which land is described as Tract No. 5 in Exhibit "B" to said unit
agreement, and the undersigned are desirous of commiting said interest to said
unit agreement as provided by Section __29 thereof, and of ratifying ssid unit
agreement;

NOW, THEREFORE, the undersigned do hereby consent to and ratify and con-
firm all of the terms and provisions of said unit agreement, and do hereby commit
said interest to said unit agreement exactly as if the undersigned had originally
executed said unit agreement or a counterpart thereof.

EXECUTED this JYJ day of M , 1962 .

¢~ “Frank 0. Elliott
STATE OF _NFEW MEXTCO {

Elizggeth Ann Elliott
COUNTY OF _CHAVES )

Z Theégoregoing instrument was acknowledged before me thisefzggéé day of
—_

s 1972 , by Frank 0. Bllioit and wife, Elizabeth Ann
Elidiott

)]
My Commission Expires /6%£4¢é¢%i>2%é2%252§272/

Notary Public in and for Chaves

CN 22,/ /yéé County, _New Mexico
;;/

ACCEPTANCE AND APPROVAL BY WORKING
INTEREST OWNER AND UNIT OPERATOR

The undersigned SHELL OIL COMPANY ,
working interest owner with respect to the sbove committed interest, and
- , unit operator, 4o hereby accept and
approve the above and foregoing Consent and Ratification.

Dated this __8th day of December , 19 62 .

UNIT OPERATOR: WORKING IN T y«
f By: . - W




MA-9TL
CONSENT AND RATIFICATION

STATE OF NEW MEXICO {
COUNTY OF _ LBA |

KNOW ALL MEN BY THESE PRESENTS: That,

WHEREAS, under date of M 4 , 192>, that certain unit
agreement for the development and operation of the
unit area was entered into by and between the owners of certain oil and gas

interests, and said agreement was recorded on the day of s
19____, in Volume , at Page ___ of the Records of
lea County, New Mexico, ana reference is hereby made to the same

for all purposes, and the undersigned hereby acknowledge receipt of a copy of
said agreement, and :

WHEREAS, the undersigned are the owners of an oil and gas interest in
and to the following described land, to-wit:

mzz,muhthhmmnueamMm;of
Section b, Township Sh-South, Renge Fh-Eust

which land is described as Tract No. é in Exhibit "B" to said unit
agreement, and the undersigned are desirous of commiting said interest to said
unit agreement as provided by Section __29 thereof, and of ratifying said unit
agreement;

NOW, THEREFORE, the undersigned do hereby consent to and ratify and con-
firm all of the terms and provisions of said unit agreement, and do hereby commit
said interest to said unit agreement exactly as if the undersigned had originally
executed said unit egreement or a counterpart thereof.

EXECUTED this £d= day of Decenber , 1962 .

’ ., g ) . /N
$ole Devisee of Eugene H, Fipkin

STATE OF % 0
COUNTY OF 0
The foregoing instrument was acknowledged before me this ,9" « day of

December , 1968 ,by_mﬂ%‘_ﬂaﬂl,_m

-

My Commission Expires

lic 1n and for
County, _ New Nexico

ACCEPTANCE AND APPROVAL BY WORKING
INTEREST OWNER AND UNIT OPERATOR

The undersigned ___Swil 01 Compeny ,
working interest owner with respect to the above committed interest, and
Compeny , unit operator, do hereby accept and

approve the above and foregoing Consent and Ratification.

Dated this S4B  day of , 1962 .

UNILT %ﬂﬂ / WORKING IN %w




MA-9T1
CONSENT AND RATIFICATION

STATE OF NEW MEXICO {
COUNTY OF LEA ']

KNOW ALL MEN BY THESE PRESENTS: That,

WHEREAS, under date of __ iecusimr 3 , 19@# , that certain unit

agreement for the development and operation of the Antelope Ridge
unit area was entered into by and between the owners of certain oil and gas
interests, and said agreement was recorded on the day of s
19, in Volume , at Page ____ of the Records of

Jen County, New Mexico, ana reference is hereby made to the same
for all purposes, and the undersigned hereby acknowledge receipt of a copy of
said agreement, and

WHEREAS, the undersigned are the owners of an o0il and gas interest in
and to the following described land, to-wit:

lot 2, Soutlwest 1/4 Northeast: 1/4 apd West 1/2
Southwest 1/h of Section 3, Township 2k-South, Renge 3i-East

which land is described as Tract No. 9 in Exhibit "B" to said unit
agreement, and the undersigned are desirous of commiting said interest to said
unit agreement as provided by Section 29 thereof, and of ratifying said unit
agreement;

NOW, THEREFORE, the undersigned do hereby consent to and ratify and con-
firm all of the terms and provisions of said unit agreement, and do hereby commit
said interest to said unit agreement exactly as if the undersigned had originally
executed said unit agreement or a counterpart thereof.

EXECUTED this _/ ¥ day of December , 19_62.

s \’\‘ ‘\‘ Y “’n
: Marion Allen
STATE OF
COUNTY OF ]
The foregoing instrument was acknowledged before me this Z day of
Decamber » 10 68 62 » bY

Commission Expires é 55/

Notary Public in“afd for _ [Cok ./
i Jo /| 263 County, _ California

ACCEPTANCE AND APPROVAL BY WORKING
INTEREST OWNER AND UNIT OPERATOR
The undersigned A tas l ,
working intﬁﬁfi ew.respect to the above committed interest, and
&t ' , unit operator, do hereby accept and
approve the above and foregoing Consent and Ratification.

Tecowiss ﬁé

Dated this _____ day of




MA-9T1
CONSENT AND RATIFICATION

'~ STATE OF NEW MEXICO |
COUNTY OF _LEA

KNOW ALL MEN BY THESE PRESENTS: That,
WHEREAS, under date of _Buoenlber 3 , 1988 , that certain unit

agreement for the development and operation of the
unit area was entered into by and between the owners of certain oil and gas

interests, and said agreement was recorded on the day of s
19, in Volume , at Page __ of the Records of
len County, New Mexico, and reference is hereby made to the same

for all purposes, and the undersigned hereby acknowledge receipt of a copy of
said agreement, and

WHEREAS, the undersigned are the owners of an oil and gas interest in
and to the following described land, to-wit:

lot 2, Southwest 1/b Northesst 1/k and Vest 1/2 Southwest 1/b
of Sectica 3, Township Sh-South, Range A-Eest

which land:is described as Tract No. 9 in Exhibit "B" to said unit
agreement, and the undersigned are desirous of commiting said interest to said
unit sgreement as provided by Section ¥ thereof, and of ratifying said unit
agrecment;

NOW, THEREFORE, the undersigned do hereby consent to and ratify and con-
firm all of the terms and provisions of said unit agreement, and do hereby commit
said interest to said unit agreement exactly as if the undersigned had originally
executed said unit agreement or a counterpart thereof.

EXECUTED this _§th day of m s 1968 .

iZLC(é '/ L

c. x. ’/

STATE OF CALINORNIA (
CCUNTY OF Eem 0

The forego:.ng instrument was acknowledged before me this _ gy day of

__hnnﬂm:_____ 1968 , b _¢. E. strange and-wife, Sherrie R. Strange

My Commission Expires X AR Q , Q(\\\(\\()‘ﬁ
v ‘ Notary Public in and for _ Kern
_ July 25, 1gbh - County, _Califcrmis

ACCEPTANCE AND APPROVAL BY WORKING
_INTEREST OWNER AND UNIT OPERATOR

The undersigned ' ’

working 1%'&&1&% respect to the above committed interest, and

, unit operator, 4o hereby accept and
approve the above and foregoing Consent and Ratification.

Dated this 0% 4oy or  Decesber , 19 9@

By: : . L/g2§g§;}1¢5;1<:;4§7 By: . .




MA-9TL
CONSENT AND RATIFICATION

~ STATE OF NEW MEXICO {
COUNTY OF _1Ea

KNOW ALL MEN BY THESE PRESENTS: That,

WHEREAS, under date of _ December 3 , 1962 , that certain unit
agreement for the development and operation of the Antelope Ridge
unit area was entered into by and between the owners of certain oil and gas
interests, and said agreement was recorded on the day of 5
19, in Volume ; at Page __ of the Records of

1eg County, New Mexico, anad reference is hereby made to the same

for all purposes, and the undersigned hereby acknowledge receipt of a copy of
said agreement, and ‘

WHEREAS, the undersigned are the owners of an oil and gas interest in
and to the following described land, to-wit:

Lots 3 and 4, South 1/2 Northwest 1/4, and Southwest 1/b
of Section 3, Township 24-South, Range 34-East

which land:is described as Tract No. 15 in Exhibit "B" to said unit
agrecment, and the undersigned are desirous of commiting said interest to said
unit sgreement as provided by Section 29 thereof and of ratifying said unit
agreecment;

NOW, THEREFORE, the undersigned do hereby consent to and ratify and con-
firm all of the terms and provisions of said unit agreement, and do hereby commit
said interest to said unit agreement exactly as if the undersigned had originally
executed said unit sgreement or a ccounterpart thereof.

»Z
EXECUTED this 2— day of __ December s 1962 .
Lamar Lunt

e lle 0 Cfuf

Lucille C. Lunt

STATE OF __ NEW MEXICQ
COUNTY OF SANTA FE |

7

The foregoing instrument was acknowledged before me this _;_ day of

Pecember , 1962 , by __._ Lamar Lunt and wife, Lucille C. Iunt
My Commission Expires //7( // L2l x// <JL %/ ya

Notary Public in and for
County, _New Mex100

MY COMMISEION EXPIRES MAY 8, 1963

ACCEPTANCE AND APPROVAL BY WORKING
_INTEREST OWNER AND UNIT OPERATCR

The undersigned Shell Qil Company : )
working interest owner with respect to the above committed interest, and
Shell 01l C pans ; unit operator, do hereby accept and

approve the above and foregoing Consent and Ratification.

Dated this 8ty day of Decemher s 1962

UNIT W/ : WORKIWP
By: (L L7 PrertFecss By: & L ciplenrdGr o2




MA-9T1
CONSENT AND RATIFICATION

STATE OF NEW MEXICO {
COUNTY OF _1ra

KNOW ALL MEN BY THESE PRESENTS: That,

WHEREAS, under date of _Decemher 3 » 19 g5 , that certain unit
agreement for the development and operation of the Antelane Ridge
unit area was entered into by and between the owners of certain oil and gas
interests, and said agreement was recorded on the day of s
19, in Volume , at Page __ of the Records of

Lea County, New Mexico, ana reference is hereby made to the same

for all purposes, and the undersigned hereby acknowledge receipt of a copy of
said agreement, and

WHEREAS, the undersigned are the owners of an oil and gas interest in
and to the following described land, to-wit:

ts 3 and 4, South 1/2 Northwest 1/4, Southwest 1/k of
Section 3, Township 24-South, Range 34-East

which land is described as Tract No. 15 in Exhibit "B" to said unit
agreement, and the undersigned are desirous of commiting said interest to said
unit asgreement as provided by Section __29 thereof, and of ratifying said unit
agreement;

NOW, THEREFORE, the undersigned do hereby consent to and ratify and con-
firm all of the terms and provisions of said unit agreement, and do hereby commit
said interest to said unit agreement exactly as if the undersigned had originally
executed said unit agreement or a ccunterpart thereof.

EXECUTED this [, day of —Decegber

;

3 Stout

k)Zi/fZ;

Betty J. St6uﬁ

\$<Q L/ﬁ:{’4 ZL

STATE OF NEW MEXICO |
COUNTY OF __ A

The foregoing instrument was acknowledged before me this [ ‘ %ay of

December , 19 62 , by __ Paul J. Stout and wife, Betty J. Stout
k 7 .
My Commission Expires 961;4244. CJ*QZEEQZ{f .
o , Notary Public.in and for'___xX g g,
,7‘ {7 — J/ : County, _New Mexico N

ACCEPTANCE AND APPROVAL BY WORKING
INTEREST OWNER AND UNIT OPERATOR

The undersigned Shell Qil Company )
working interest owner with respect to the above committed interest, and —
Shell-Qil Company » unit operator, do hereby accept and

approve the above and foregoing Consent and Ratification.

Dated this _pjgt  day of December s 1962 .

UNIT (yﬁi- / : WORKING I Ww
By: . %M' By: . .




1A-971
CONSENT AND RATIFICATION

STATE OF NEW MEXICO {
COUNTY OF _ &M )

KNOW ALL MEN BY THESE PRESENTS: That,

WHEREAS, under date of _December 3 , 1962 , that certain unit
agreement for the development and operation of the o

unit area was entered into by and between the owners of certain 011 and gas
interests, and said agreement was recorded on the day of
19 , in Volume , at Page of the Records of

: e County, New Mexico, ana reference is hereby made to the same
for all purposes, and the undersigned hereby acknowledge receipt of a copy of
said agreement, and

)

WHEREAS, the undersigned are the owners of an o0il and gas interest in
and to the following described land, to-wit:

wts 3 and &, South 1,2 Gorgimest i/h, Soutimest i b
o Sevtion 3, Towmeni; b-Scuth, Renge Weitast

which land is described as Tract No. _ iy in Exhibit "B" to said unit
agreement, and the undersigned are desirous of commiting said interest to said
unit agreement as provided by Section __ &9 thereof, and of ratifying said unit
agreement;

NOW, THEREFORE, the undersigned do hereby consent to and ratify and con-
firm all of the terms and provisions of said unit agreement, and do hereby commit
said interest to sald unit agreement exactly as if the undersigned had originally
executed said unit agreement or a counterpart thereof.

EXECUTED this 2 [/2 day of }77" 7// , 1962 . ,
u‘jjf"u—&fi‘// /?A /l/l/l/i/;é[x/\/(

Uracie T. Eobinaon

STATE OF _il¥d MEXICO ()
COUNTY OF _EDDY )

. The foregoing Anstrument was acknowledged before me this 7 day of
Ly , 19¢ - “, by Gracie T, }wbmsen, 8 widow
/f YOI
My Commission Expires N~ »
MY COMMISSICN EXPIRES Notary puyfyg in and for sady

JULY 25, 1963 County, _Hew Mexico

ACCEPTANCE AND APPROVAL BY WORKING
INTEREST OWNER AND UNIT OPERATOR

The undersigned _ Shell Cil Company
working interest owner with respect to the gbove committed interest, and
Shell Oil Company , unit operator, do hereby accept and
approve the above and foregoing Consent and Ratification.

Datea this dth day of _ December , 1902

WORKING INJEREST OWNER:

Pl Gl % £ g:éa/W




MA-9T1
' CONSENT AND RATIFICATION

STATE OF NEW MEXICO {
COUNTY OF __ LEA [

KNOW ALL MEN BY THESE PRESENTS: That,

WHEREAS, under date of ___ Dmcemher 3 , 1962 that certain unit
agreement for the development and operation of the
unit area was entered into by and between the owners of certain oil and gas
interests, and said agreement was recorded on ‘the day of s
19, in Volume , at Page __ of the Records of
County, New Mexico, and reference is hereby made to the same
for all purposes, and the undersigned hereby acknowledge receipt of a copy of
said agreement, and

WHEREAS, the undersigned aré the owners of an oil and gas interest in
and to the following described land, to-wit:

lots 3 and b, flouth 2lartmestlﬂt and Scutiwest 1/hk of
Bection 3, Teinship M@}L

which land is described as Tract No. 15 in Exhibit "B" to said unit
agreement, and the undersigned are desirous of commiting said interest to said
unit agreement as provided by Section 29 thereof, and of ratifying said unit
agreement;

NOW, THEREFORE, the undersigned do hereby consent to and ratify and con-
firm all of the terms and provisions of said unit agreement, and do hereby commit
said interest to said unit agreement exactly as if the undersigned had originelly
executed said unit agreement or & counterpart thereof.

-
EXECUTED this O &A day of __ Decesber , 19 6@ .

W"—

i;?§%1/téféZ£Liz/4/{?5;/L;f7?;>1/

‘ . Marilee Butler
STATE OF % 0]
COUNTY OFE
The foregoing instrument was acknowledged before me this _é:fzﬁ day of
December ;19 6@, b
My Commission Expires /;;%ﬁ%fb
o - } Not Wblic in and for g(ILA&JZéZhA,/
Nlbonr / /963 : County, __Texaa

4

ACCEPTANCE AND APPROVAL BY WORKING
INTEREST OWNER AND UNIT OPERATOR

The undersigned : j s
vorking interest owner with respect to the above committed interest, and
, unit operator, do hereby accept and
approve the above and foregoing Consent and Ratification.

Dated this ftn day of _ Decsmher > 1962 .

WORKING I %
By: . ’




- MA-9T1
a CONSENT AND RATIFICATION

STATE OF NEW MEXICO {
COUNTY OF __ LRA ]

KNOW ALL MEN BY THESE PRESENTS: That,

WHEREAS, under date of Poooadugy 3, 19 A2 , that certain unit
agreement for the development and operation of the Antelope Ridge
unit area was entered into by and between the owners of certain oil and gas
interests, and said agreement was recorded on the day of s
19, in Volume , at Page __ of the Records of

len County, New Mexico, and reference is hereby made to the same
for all purposes, and the undersigned hereby acknowledge receipt of a copy of
said agreement, and ‘

WHEREAS, the undersigned are the owners of an oil and gas interest in
and to the following described land, to-wit:

Iots 3 and &, Bouth 1/2 Northwest 1/k, SBoutlmest 1/k
Ecction 3, Tounship th, Renge 3-East

which land is described as Tract No. 15 in Exhibit "B" to said unit
agreement, and the undersigned are desirous of commiting said interest to said
unit sgreement as provided by Section ‘ thereof, and of ratifying said unit
agreement;

NOW, THEREFORE, the undersigned do hereby consent to and ratify and con-
firm all of the terms and provisions of said unit agreement, and do hereby commit
said interest to said unit agreement exactly as if the undersigned had originally
executed said unit asgreement or a counterpart thereof.

EXECUTED this _ zﬂk day of Deceonber , 19 62 .

7

‘/f«zt«z/// oL

( éi?;éjéll44 *75&?{2f14//

STATE oF _ HEN MEXICQ)
COUNTY OF B

The foregoing instrument was acknowledged before me this Zf Ej day of

Dacexber , 1962 , vy __Howel) Bpear andl wife, Ellie Spesy

" My Commiss-on Expires e el
: ;7. ' } Notary Public in and for § 77
| < int . 20 4 County, _New Maxico
SR T ACCEPTANCE AND APPROVAL BY WORKING
_INTEREST OWNER AND UNIT OPERATOR

The undersigned ‘ ﬁ&i D

workin“ ﬁe&im with respect to the above committed interest, and
- ol , unit operator, do hereby accept and
approve the above and foregoing Consent and Ratification.

Dated this . - — _ day of Docaubar 19 Sl

UNIT % / : WORKIW
By: ( Clertone




. .MA-9TL

CONSENT AND RATTFICATION

STATE OF NEW MEXICO {
C()UNTY OF _zma §
KNOW ALL MEN BY THESE PRESENTS: That,

WHEREAS, under date of —December 3 , 1942 , that certain unit
agreement for the development and operation of the
unit area was entered into by and between the owners ogl cer!ain oﬁ and gas
interests, and said agreement was recorded on the day of R
19, in Volume ; at Page __ of the Records of
H. County, New Mexico, and reference is hereby made to the same

for all purposes, and the undersigned hereby acknowledge receipt of a copy of
said agreement, and

WHEREAS, the undersigned are the owners of an oil and gas interest in
and to the following described land, to-wit:

ts 3 spd &, Bouth 1/2 Northwest 1/h, Southwest 1/ of Section 3,
W, Re-E

which land is described as Tract No. in Exhibit "B" to said unit
agreement, and the undersigned are desirous of commiting said interest to said
unit agreement as provided by Section 29 _ thereof, and of ratifying said unit
agreement;

NOW, THEREFORE, the undersigned do hereby consent to and ratify and con-
firm all of the terms and provisions of said unit agreement, and do hereby commit
said interest to said unit agreement exactly as if the undersigned had originally
executed said unit agreement or a counterpart thereof.

EXECUTED this z ’%day of Ducenber > 1982 -

» Merrimsn

Elgie L. Marrimmn

STATE
COUNTY OFCﬂ?_n_TLO
The foregoing instrument was acknowledged before me this 2 'dz day of

Dacember 1968 , bY __ Riwin R. Merrimsn and wife, Elsie L. Merrissn

— — P -
My Commissidn Expires }é{@« <//

é ” A Notary Public in and for _L AL pLoc ke
"/-6_3 Coun'ty, Tekas

ACCEPTANCE AND APPROVAL BY WORKING
_INTEREST OWNER AND UNIT OPERATOR

The undersigned ____  Shell @il Compeny ,
working interest owner with respect to the above committed interest, and

» unit operator, do hereby accept and
approve the above and foregoing Consent and Ratification.

Dated this #th day of _Depsgher , 1962 .

Lt




MA-GT1
' CONSENT AND RATIFICATION

* STATE OF NEW MEXICO |

COUNTY OF _LEA ]
KNOW ALL MEN BY THESE PRESENTS: That,

WHEREAS, under date of _Dmcowber 3 , 19 62 , that certain unit
agreement for the development and operation of the
unit area was entered into by and between the owners of certain oil and gas
interests, and said agreement was recorded on the day of R
19____, in Volume ,» at Page __ of the Records of
County, New Mexico, ana reference is hereby made to the same
for all purposes, and the undersigned hereby acknowledge receipt of a copy of
said agreement, and

WHEREAS, the undersigned are the owners of an 0il and gas interest in
and to the following described land, to-wit:

Lot.'3, South 1/2 Nortlwest 1/L and Northeast 1/4 Southwest 1/4 of
8ection 4, Township 2k-Scuth, Range 3i-East

which land is described as Tract No. __16 in Exhibit "B" to said unit
agreement, and the undersigned are desirous of commiting said interest to said
unit agreement as provided by Section gg thereof, and of ratifying said unit
agreement;

NOW, THEREFORE, the undersigned do hereby consent to and ratify and con-
firm all of the terms and provisions of said pnit agreement, and do hereby commit
seid interest to said unit agreement exactly as if the undersigned had originally
executed said unit agreement or a counterpart thereof.

EXECUTED this __ &8 day of Jamnry , 19_63.

sle Te) Feblett

¢
The foregoing ipgtrument was acknowledged before me thisgéz ~__day of

v %wmbp , 19_&&°, by &V
‘ J

My Commi%aion Expires /4552_ ///’/chjﬁﬁzocafj/ N —
Notary Public in and for sy (t%  t%i,—
/ﬂé;ub4// //5;///f%§<£:, £~ e County, 74

Ly Comimis Wit L -
/ ACCEPTANCE "AND ‘A’PY’ROVAI',“BY WORKING
INTEREST OWNER AND UNIT OPERATOR

The undersigned _Suldeb OIL COMPARY

working jJ e 0 th respect to the above committed interest, and
é&f{ &h W , unit operator, do hereby accept and

approve the above and foregoing Consent and Ratification.

Dated this _ S%B gay or Jesuary , 1963

UNIT W : WORKING IN W@R:
By: [ . . d By: ¢ . M




CERTIFICATE OF APPROVAL
BY COMMISSIONER OF PUBLIC LANDS, STATE OF NEW MEXICO

ARTELOPE RIDGE UNIT

There having been presented to the undersigned Commissioner of
Public Lands of the State of New Mexico for examination, the attached
Agreement for the development and operation of acreage which is
described within the attached Agreement, dated Egg%gkgx 3, 1962 ’
which has been executed or is to be executed by parties owning an
holding oll and gas leases and royalty interests in and under the

property described, and upon examination of sald Agreement, the Com~
missioner finds:

(a) That such agreement will tend to promote the
conservation of oil and gas and the better
utilization of reservoir energy in said area.

(b) That under the proposed agreement the State
of New Mexico will receive its fair share of
the recoverable oil or gas in place under its
lands in the area.

(c) That each beneficiary Institution of the State
of New Mexico will receive its fair and equi-
table share of the recoverable oi! and gas
under iIts lands within the area.

(d) That such agreement is in other respects for
the best interests of the state, with respect
to state lands.

NOW, THEREFORE, by virtue of the authority conferred upon me
under Sections 7-11-39, 7=-11-40, 7-11=41, T7=11=47, 7-11-48, New Mexico
Statutes Annotated 1953 Compilation, I, the undersigned, Commissioner
of Public Lands of the State of New Mexico, for the purpose of more
properly conserving the oll and gas resources of the State, do hereby
consent to and approve the sald Agreement, and any leases embracing
lands of the State of New Mexico within the area shall be and the
same are hereby amended to conform with the terms thereof, and shall
remain in full force and effect according to the terms and conditions
of sald Agreement. This approval is subject to all of the provisions
of the aforesaid statutes.

IN WITNESS WHEREOF, this Certificate of Approval is executed,
with seal affixed, this _joth day of _pecember . 19 62 .

s - T
ommissioner of Public Lands
of the State of New Mexico




REGEIVE(

DEC 1 & 1962

CERTIFICATION-DETERMINATTON U. S. GEOLOGICAL SURVEY

ROSWELL, NEW MEXICO _
14-08-0001 8492

Pursuant to the authority vested in the Secretary of the Interior, under

e LN

TN DiVisigy

tne act approved February 25, 1920, 41 Stat. 437, 30 U. S. C. secs. 181, et seq.,

a5 smended by the act of August 8, 1946, 60 Stat. 950, and delegated to the Director
of the Geological Survey pursuent to Departmental Order No. 2365 of October 8, 1947,
43 CFR § L4.611, 12 F. R. 6784, I do hereby:

A. Approve the attached agreement for the development and operation of
the Antelope Ridge Unit Area, State of New Mexico.

B. Certify and determine that the unit plan of development and operation
contemplated in the attached agreement is necessary and advisable in the public
interest for the purpose of more properly conserving the natural resources.

C. Certify and determine that the drilling, producing, rental, minimum
royelty, and royalty requirements of all Federal leases committed to sald agreement
are hereby established, altered, changed, or revoked to conform with the terms and
conditlons of this agreement,

nDEC2718

Dated.:

Fr P A dehenn

Acting Director, United States Geological Survey



RLH:MN
11/23/62
I-95-62

UNIT OPERATING AGREEMENT FOR THE
~DEVELOPMENT AND OPERATION OF THE
ANTELOPE RIDGE UNIT AREA, LEA COUNTY,

STATE OF NEW MEXICO

B ]

i

THIS AGREEMENT made and entered into this the 3vd day of Decevnnet

1962, by and between Shell 0il Company, a Delaware corporation, with offices at

Midland, Texas, hereinafter referred to as "Unit Operator'" and Continental Oil Company,

a Delaware corporation, with offices at Roswell, New Mexico, hereinafter referred to as

"Continental";
WITNESSETH:
WHEREAS, the parties hereto have concurrently herewith entered into a certain

unit agreement for the development and operation of the Antelope Ridge Unit Area, here-

inafter referred to as "Unit Agreement' embracing as to all formations the following

described lands, to-wit:

NEW MEXICO PRINCIPAL MERIDIAN, NEW MEXICO
T=23-S, R-34-E

Section 27: All
Section 28: All
Section 33: All
Section 34: All

T-24-5, R=34-E

Section 3: All
Section 4: All

situated in Lea County, New Mexico, and con-
taining 3,839.80 acres, more or less;

which said land to the extent same has been, or is hereafter committed to said Unit
Agreement and made subject to this agreement is hereinafter referred to as "Unit Area";
and,

WHEREAS, Sections 7 and 12 of said Unit Agreement provide for the apportion-
ment of all costs and expenses incurred in conducting the unit operation under the terms
of the said Unit Agreement and for the allocation of production of unitized substances
among the working interest owners in accordance with a Unit Operating Agreement to be
made and entered into by and between the Unit Operator and the Working Interest Owners
having interests committed to said Unit Agreement and this agreement is the Unit Operat-
ing Agreement which is entered into and conformed to the provisions of such Unit Agree-

ment:;

NOW, THEREFORE, it is mutually agreed between the parties hereto, as follows:



1.

UNIT PLAN CONFIRMED

The aforesaid Unit Agreement and exhibits attached thereto are hereby con-
firmed and made a part of this agreement,
2.

MANAGEMENT OF UNIT

2,1 UNIT OPERATOR AND EMPLOYEES: Shell 0il Company, a corporation, the

party hereto named as Unit Operator under the provisions of the Unit Agreement, or
its duly appointed successor unit operator, shall have full and exclusive right to
develop and operate the Unit Area for the production of unitized substances for the
account of the parties hereto subject to the provisions of this agreement and the
Unit Agreement, All individuals employed by Unit Operator in the conduct of opera-
tions hereunder shall be the employees of Unit Operator alone, and their working
hours, rates of compensation and all other matters relating to their employment shall
be determined solely by Unit Operator.

2.2 UNIT OPERATOR - DUTIES: Unit Operator shall in the conduct of opera-

tions hereunder:

(a) Conduct the operations in a good and workmanlike manner as would an
ordinarily prudent operator in the exercise of its judgment and discretion, acting
in good faith;

(b) Consult freely with Continental concerning unit operations, the forma-
tion of participating area under the Unit Agreement, and the establishment of plans
for further development thereunder, and keep Continental informed of all matters arising
during the operation of the Unit Area which Unit Operator, in the exercise of its best
judgment, considers important;

(¢) Keep full and accurate records of all costs incurred, and controllable
materials and equipment, which records, receipts and vouchers in support thereof, shall
be available for insbection by authorized representatives of Continental at reasonable
intervals during usual business hours, at the office of the Unit Operator;

(d) Permit Continental through its duly authorized representatives, but at

its sole risk and expense, to have access to the Unit Area at all times, and to the

Aovrriclk flanr aof sach well drilled or beinge drilled hereunder. for the nurnose of



observing operations conducted hereunder and inspecting jointly owned materials, equip-

ment and other property, and to have access at reasonable times to all information and
data in the possession of Unit Operator concerning the Unit Area;

(e) Furnish to Continental such of the following matters, as Continental
makes a timely written request therefor: Copies of Unit Operator's authorization for
expenditures or items thereof in excess of Ten Thousand Dollars ($10,000), drilling
reports, well logs, basic engineering data, tank tables, gauge reports and run tickets,
and reports of stock on hand at the first of each month, and samples of cores or cut-
tings taken from wells drilled hereunder, containers therefor to be furnished by
Continental;

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

(g) Keep the land in the Unit Area free from all liens and encumbrances
occasioned by its operations, and save only the lien granted the Unit Operator under
this agreement;

(h) As to each obligatory well, by which is meant an exploratory well that
1s necessary to continue the Unit Agreement in effect, a well that is required by an
approved plan of development or a well that is demanded as an offset to a well or
wells located on land not subject to the Unit Agreement, the Unit Operator shall
timely notify Continental of the date by which the well should be commenced and
whether or not it proposes that the well should be drilled.

2.3 UNIT OPERATOR - RESTRICTIONS: Without the prior written consent of

Continental to the making thereof, no part of any single expenditure by Operator

in developing and operating the leasehold interest committed to the Unit Agreement
or for capital investments in excess of Ten Thousand Dollars ($10,000) except in
connection with the drilling of a well which has been previously authorized pursuant

to this agreement shall be chargeable to Continental.

2,4 UNIT OPERATOR ~ LIABILITIES: Unit Operator shall not be liable to

Continental for anything done or omitted to be dome by it in the conduct of opera-
tions hereunder while acting in good faith. The provisions of this section shall
not relieve Operator of the necessity of obtaining the consent of Continental to

expenditures in excess of'Te%,%B?usand ($10,000) as above provided. 1In the case of
ollars



blowout, explosion, fire, flood, or other said emergency, Unit Operator may take such

steps and incur such expense as, in its opinion, are required to deal with the emer-

gency and to safeguard life and property; provided Unit Operator shall as promptly

as possible report the emergency to Continental and shall endeavor to secure any
sanction that might otherwise have been required.
,35

COST AND EXPENSES

3.1 ACCOUNTING PROCEDURE: Except as elsewhere herein specifically pro-

vided, Unit Operator shall promptly pay and discharge all costs and expenses incurred
in the development and operation of the Unit Area pursuant to this agreement; shall
keep a full and accurate account thereof; and shall charge each of the parties hereto
with his respective share thereof upon the basis herein provided. The charges to
such account and settlement thereof and related matters shall be made and handled in
accordance with the Accounting Procedure attached as Exhibit "A" hereto. In the
event of a conflict between the provisions of said Accounting Procedure and its agree-
ment, this agreement shall control.

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

rights and interest of Continental in the Unit Area and the material and equipment
thereon, and the unitized substances which are allocated to it hereunder, to secure
the payment of its obligatiomns hereunder. Should Continental fail to pay any obli-
gation hereunder within thirty (30) days after being billed therefor as provided in
the referred to Accounting Procedure, Exhibit "A", Unit Operator shall have the right
at Lts option at any time thereafter, such default continuing, to foreclose said lien,
In lieu of, or in addition to such remedy, Unit Operator may notify the purchaser of
Continental's share of unitized substances and such purchaser shall pay all proceeds
accruing on account thereof to Unit Operator until said obligation is extinguished.
In lieu of, or in addition to the remedy above specified for such default, Unit
Operator may have any other remedy afforded by lﬁw or equity on account thereof,

3.3 TAXES: All taxes levied upon or against or measured by the produc-
tion of unitized substances shall be borne by the owners of such production according
to the ratio of their respective ownerships thereof. The Unit Operator shall make

and file all necessarv ad valorem renditions and returns covering all real and



personal property acquired hereunder and/or subject hereto and Continental shall
reimburse Unit Operator for (a) the ad valorem taxes levied upon Continental's lease-
hold interests covered by this agreement provided that if any such interest is sub-
ject to a separately assessed overriding royalty or production payment, Continental
shall be given credit for the reduction in taxes paid as a result thereof; and
(b) the percentage of the ad valorem taxes on personal property located on any
participating area which is equal to Continental's percentage of participation in
production from that participating area.
3.4 JINSURANCE: Unit Operator shall carry insurance in the following
amounts to cover its operations pursuant to the terms of this agreement:
(a) Workmen's compensation insurance meeting the requirements of the
State of New Mexico;

(b) General public liability insurance with limits of not less than
$100,000,00 for any one person injured in any one accident, and not less
than $300,000,00 for more than one person injured in any one accident;
and not less than $100,000,00 for property damage per accident;

(c) Automotive Public Liability Insurance with limits of not less
than $100,000,00 for any one person injured in any one accident and not
less than $300,000.00 for more than one person injured in any one accident,
and not less than $10,000,00 for property damages per accident.

All such insurance shall be carried for the benefit of the parties hereto
and the premiums therefor shall be charged to the joint account; provided, however,
that the premiums for such Automobile Public Liability Insurance on Unit Operator's
fully owned equipment shall not be charged directly to the joint account, but shall

be covered by the flat rates charged for the use of such equipment pursuant to the

provisions of the Accounting Procedure Schedule, Exhibit "A", attached hereto,

Unit Operator shall require its contractors and subcontractors also to
carry such Workmen's Compensation, General Public Liability and Automotive Public
Liability Insurance with limits not less than those hereinabove provided to be
carried by Unit Operator.

3.5 DRILLING CONTRACTS: All wells drilled on the Unit Area shall be

drilled on a competitive contract basis at the usual rates prevailing in the area.



Operator, if it so desires, may employ its own tools and equipment in the drilling of
wells, but its charges therefor shall not exceed the prevailing rates in the field,
and the rate of such charges shall be agreed upon by the parties in writing before
drilling operations are commenced, and such work shall be performed by Operator under
the same terms and conditions as shall be customary and usual in the field in contracts
of independent contractors who are doing work of a similar nature, except Operator
shall not assume any loss, risk, damage or liability resulting from the well blowing
out, cratering or running wild other than that from injury to Operator's equipment and
employees, All such unassumed loss, risk, damage or liability shall be chargeable to
the parties hereto as any other cost or expense of development or operation,

4,

DRILLING AND OPERATIONS FOR UNITIZED SUBSTANCES

4.1 INITIAL TEST WELL: The initial test well provided for in Section 9 of

the Unit Agreement has already been started by the Unit Operator on the NW-1/4 of the
NE-1/4 of Section 4, T-24-S8, R-34-E, N.M.P.M. Unless the well is completed as one
capable of producing in paying quantities and is placed in a participating area which
includes land committed to the unit agreement by Continental, all costs and expenses
and risks in connection with the drilling and completion of the said well including
the piugging and abandoning thereof, if it proves to be a dry hole, shall be borne by
the Unit Operator and Continental shall be liable for no part thereof.

In the event said initial test well should prove to be a dry hole or well
not capable of producing oil or gas in paying quantities, there shall be no obligation
on the part of the Unit Operator to drill any additional wells as provided in Section
9 of the Unit Agreement. Unit Operator may however apply for a reasonable extension
or extensions of time within which to commence additional drilling operatioms but
shall not be obligated to do so.

If a discovery of unitized substances in paying quantities is obtained in
any test well drilled under the terms of Section 9 of the Unit Agreement, an adjust-
ment shall be made in the manner provided for in Section 5 hereof of all the costs and
expenses incurred in drilling, testing, equipping, and completing said well.

1f any test well drilled as aforesaid obtains production but not in sufficient
quantities to warrant the formation of a participating area therefor, the owner of the

working interest in the tract upon which such well is located shall have the option for



twenty (20) days after the completion of such well to pay for all the costs and
expenses incurred in drilling, testing, equipping, and completing such well and there-
upon o take over such well and to operate it thereafter. If a well is so taken over
by the owner of the tract on which it ia located, the production therefrom shall be
allocated solely to the tract upon which the well is located and the working interest
owner of such tract shall, subject to its paying the royalties burdening such produc-
tion, be solely entitled to such production. The exercise of such option shall be
made by written notice to the other party hereto delivered within the said twenty (20)
days after the completion of the well., Unless such working interest owner shall so
notify the other party of its election to take over any such well, Unit Operator may
thereafter operate such well for the benefit and at the sole cost and expense of the
party, or parties, including itself who have borne the cost and expense of drilling,
testing, equipping, and completing such well in the proportion that they have borne
such cost and expense subject only to payment of royalties, overriding royalties and
production payments which burden such production, and the rental upon the acreage
constituting the well site.

4,2 ADDITIONAL WELLS NOT ON PARTICIPATING AREA: All costs, expenses and

risks in connection with the drilling and completion of any additional well on the

Unit Area other than one drilled on a participating area (as to which Section 5.2

will apply) shall be borne by the parties as they may hereafter agree; provided that

if a participating area is formed or extended as the result of the well being completed
for production in paying quantities, there shall be an adjustment in the sharing of

tﬁe cost thereof in accordance with the provisions of Section 5.1 hereof.
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DISTRIBUTION OF DEVELOPMENT AND OPERATING COSTS AND
PRODUCTION BETWEEN WORKING INTERESTS IN PARTICIPATING AREAS

5.1 INVESTMENT ADJUSTMENTS: Within thirty (30) days after the establishment

of any participating area under the provisions of the Unit Agreement, there shall be an
investment adjustment in cash, without interest, between those who shall have contributed
to the cost of completing and operating the well which shall cause the creation of the
participating area up to the date of the establishment of the said area, which parties
shall be in this section termed “drilling party' and the owners of the working interests

in the tracts in the participating area in the following manner:



(a) The value at the time of installation of all field property including,
but not by way of limitation, casing in the well resulting in the creation of
the participating area, drilling and production equipment, service connections
for water and fuel, gas, oil and gas pipeline connections, tanks, structures,
camps, facilities, including field facilities and appliances located on or
used in connection with the operation of the well which resulted in the creation
of the participating area shall be paid to the drilling party by the working
interest owners in the participating area, each of whom shall pay that share of
such value which equals the rates of the net mineral acres in said participating
area and covered by the oil and gas leases committed by that party to the Unit
Agreement to the net mineral acres in said participating area and covered by all
0il and gas leases committed to the Unit Agreement; and thereupon each of said
working interest owners shall become the owner of an interest in said items pro-
portionate to the share of the value thereof paid by that owner. The recipient
of such a payment shall share same in the ratio of their respective contributions
to the cost of the prior development.

(b) The working interest owners in the participating area shall also pay
on the same proportionate basis to the parties who contributed to the intangible
cost of drilling, completing, and operating the well which resulted in the
creation of the participating area the actual cost thereof ﬁp to the date when
such participating area shall become effective under the provisions of said
Unit Agreement. It is intended that by an adjustment in investment in tangible
property and in intangible costs, all working interest owners in the participating
area as established, will bear said costs according to the net mineral acres
covered by their respective oil and gas leaseholds in the participating area
and that any party who theretofore has not paid and borne its proportionate
part as determined on the above-described basis, shall pay the difference to the
other party without interest.

(c) All items which would be considered in the adjustment of accounts
between the parties if an operation were one conducted by the Unit Operator for
the benefit of both parties shall be taken into consideration and the charges
on account thereof in such an adjustment of investments shall be what they would

be under Exhibit "A"™, the accounting procedure.



5.2 DEVELOPMENT AND OPERATING EXPENSES ACCRUING AFTER THE CREATION OF A

PARTICIPATING AREA: Costs and expenses accruing in connection with the development

and operation of a participating area after its formation shall be borne and the prop-
erty and equipment thereafter purchased in connection therewith shall be owned by each
of the parties hereto according to the ratio of the net mineral acres covered by that
party’s oil and gas leaseholds in the participating area to the total net mineral
acres covered by all oil and gas leaseholds in the participating area; provided, how-
ever, that the obligations with reference to further development costs and expenses

shall be subject to the following:

(a) Should either party hereto desire that any further development (drill-
ing, deepening, plugging back, or recompletion of a well) of that participating
area be undertaken and the parties be unable to agree with reference thereto, the
proposing party shall give the other party written notice of the proposed opera-
tion, specifying the work to be performed, the location, proposed depth, objective

h~~:::::'.:::, formation, and the estimated cost of the operation, The other party shall have
+w‘-i:m(-%)o-3days (except as to plugging back, recompletion or deepening operations

where a drillihg rig is on location, the period shall be limited to forty-eight

(48) hours exclusive of Saturday, Sunday or a legal holiday) after receipt of
such notice within which to join in the operation by notifying the proposing
party of its election to participate therein. If the other party does not so
join therein, then the proposing party must cause the proposed operation to be
commenced within thirty (30) days after the expiration of the notice, or as
promptly as possible after the expiration of the forty-eight (48)-hour period
where the drilling rig is on location, as the case may be, and to be continued
diligently to completion in order to be entitled to the benefits of this section
of this agreement, and the entire cost and risk of conducting such operation
shall be borne by the proposing party without subjecting the leasehold estates
involved in such operation to any lien or encumbrance of any kind whatsoever on
account thereof. Each such operation shall be under the direction and control
of the Unit Operator whether or not it is the proposing party and if it results
in a producer of oil or gas in paying quantities, the Unit Operator shall operate
the same at the expense and for the account of the proposing party until the

proposing party shall have received from the share of the revenue therefrom that



the non-participating party would have received had it participated in the
operation (1) an amount equal to 2007% of the cost of what the non-participating
party's share of the cost of completing the operation, including the cost of
newly acquired equipment both in the well and above the surface would have been
under that condition and (2) an amount equal to 100% of such party's share of
the cost of operating and maintaining the completion which results from the
operation (including the payment of all royalties, overriding royalties and
other payments from production which affect such party's leasehold interests)
during the time such payout is being made. Thereafter, all expenses of
operating the completion which resulted from the said operation shall be borne
and the said well and equipment therein, thereon, and appurtenant thereto and
the oil and gas produced therefrom shall be owned by the parties in the ratio
of their respective interests in the affected participating area. The Unit
Operator shall keep a separate account therefor, for each operation in which
both parties do not participate during the payout period above-specified and
shall keep both parties informed with reference thereto. All production from
such an operation shall be accounted for on the basis of posted, or going
prices of major purchasing companies in the vicinity for like products.

(b) No well in which both parties have an interest may be deepened,
plugged‘back, or recompleted while it is producing in paying quantities unless
both parties agree thereto.

5.3 ALLOCATION OF PRODUCTION AS BETWEEN WORKING INTEREST OWNERS: Each

party hereto shall own that part of the production from a participating area that is
allocated under Section 12 of the Unit Agreement to tracts that are within the parti-
cipating area and that that party committed to the Unit Agreement, subject, however
to the payment of royalties, overriding royalties and production payments that burden

the oil and gas leaseholds committed by that party. Each party shall pay or cause to



be paid all such royalties, overriding royalties and production payments that burden
its said oil and gas leaseholds.

5.4 RIGHT TO TAKE PRODUCTION IN KIND: Each party shall take in kind or

separately dispose of its proportionate share of all oil and gas produced from the
Unit Area, exclusive of production which may be used in development and producing
operations and in preparing and treating oil for marketing purposes and production
unavoidably lost. Any extra expenditures incurred in the taking in kind or separate
disposition by any party of its proportionate share of the production shall be borne
by such party.

Each party shall execute all division orders and contracts of sale per-
taining to its interest in production from the Unit Area, and shall be entitled to
receive payment direct from the purchaser or purchasers thereof for its share of all
production,

In the event any party shall fail to make the arrangements necessary to
take in kind or separately dispose of its proportionate share of the oil and gas pro-
duced from the Unit Area, Unit Operator shall have the right, subject to revocation
at will by the party owning it, but not the obligation, to purchase such oil and gas
or sell it to others for the time being, at not less than the market price prevailing
in the area, which shall in no event be less than the price which Unit Operator
receives for its portion of the oil and gas produced from the Unit Area. Any such
purchase or sale by Operator shall be subject always to the right of the owner of the
production to exercise at any time its right to take in kind, or separately dispose

of, its share of all oil and gas not previously delivered to a purchaser. Notwith-

-Ob-



standing the foregoing, Unit Operator shall not make a sale into interstate commerce

of any other party's share of gas production without first giving such other party

sixty (60) days' notice of such intended sale.
6.

RENTALS, AND MINIMUM ROYALTIES AND EXTENSIONS OF LEASES

6.1 RENTALS, AND MINIMUM ROYALTIES AND EXTENSIONS OF LEASES: Each of the

parties hereto shall bear the burden of and shall pay all rentals, advance rentals or
delay rentals and minimum royalties due under the terms of their respective leases
committed to the Unit Agreement and if any such lease can be extended by virtue of the
provisions thereof or of a statute or regulation, shall obtain such renewals and ex-
tensions thereof as may be permitted by the applicable provision, statute or regulatiom,
and shall concurrently submit to Unit Operator evidence thereof. If either party
determines not to pay any such rental or to obtain any such renewal or extensiom as to
any tract, it shall notify the other party at least sixty (60) days before the date
such rental is due or the date application for such renewal or extension must be filed,
and it shall thereupon tender an assignment to the other party of all right, title and
interest under said lease to that tract; provided, however, each such assignment shall
be subject to all obligationse with respect to reassignment, if any, of the party making
such assignment theretofore created in favor of parties who are not parties to this
agreement, In the event of the unintentional: fatlure of either party

to make proper payment of any such rental or to obtain any such renewal or extemsion
of a Federal lease where payment of such rental or obtaining such renewal or extension
is required to continue the lease in force, there shall be no money liability on the
part of the party failing to pay such rental or to obtain such renewal or extensionm,
but such party shall make a bona fide effort to secure a new lease covering the same
interest and commit such lease to the Unit Agreement, and in the event of failure to
secure a new lease within a reasonable time, the party failing to pay any such rental
or to obtain such renewal or extension shall not thereafter be credited with the
ownership of the lease as to which such rental was not paid or such renewal or ex-

tension was not obtained.



7.

LOSS OF LEASE

7.1 10S8S OF TITLE: Each party hereby represents that it is now the owner

of the interests in tracts of land in the Unit Area as set out in Exhibit "B" attached
to the Unit Agreement, Any loss of title, whether partial or complete, as to any
lease committed to the Unit Agreement shall, with the exceptions noted in the next
paragraph of this section, be borne entirely by such party and such party's interest
shall be reduced in proportion to any such loss as of the date of the determinatiom

of the loss but such adjustment shall not affect its liability for costs, expenses

and liabilities incurred by Unit Operator prior thereto. Should any person not a
party to this agreement, who is determined to be the owner of any interest in the
title which has failed, pay in any manner any part of the cost of operation, develop-
ment, or equipment, or equipment previously paid under this agreement, such amount
shall be proportionately shared by the party or parties then bearing the burden of the
costs so paid.

If any lease subject to a participating area created under the provisions
of the Unit Agreement is lost due to the fact that the production therefrom is shut
in by reason of lack of market, the loss shall not be considered a failure of title
and all such losses shall be joint losses and shall be borne by all parties in pro-
portion to their interests in the said participating area and there shall be no
readjustment of interests in the participating area.

8.

. CHANGE OF OWNERSHIP

8.1 ASSIGNMENTS: Either party may, at any time, transfer or assign all
of its working interest to the other party, or to any other person, association or
corporation, when such assignment is made expressly subject to the terms of the Unit
Agreement and the terms of this agreement, and wherein the assignee shall accept and
agree to perform all duties, obligations and liabilities thereof., On the making of
such assignment, the assignor shall thereupom be relieved of all future duties, obli~
gations and liagbilities under this agreement and under the Unit Agreement, A partial
assignment of working interest shall be effective as above described to the extent of

the interest so assigned., No assignment made under the provisions of this section



shall be binding upon the Unit Operator until a certified copy of said assignment

has been delivered to Unit Operator, The terms of this agreement shall be deemed

to be covenants running with the land and the leasehold estates and interests therein
of the parties hereto, and shall be binding upon and inure to the benefit of the
parties hereto, their heirs, personal representatives, successors and assigns,

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

from this agreement by conveying, assigning and transferring, without warranty, either
express or implied, to the other party hereto if such other party does not desire to
withdraw all of its rights, title and interest in and under the leases included in

the Unit Area, together with the withdrawing party's interest in all wells, casing,
material, equipment, fixtures and other personal property belonging to any joint
account which may be involved, but such conveyance or assignment shall not relieve
sald party from any obligation or liability accrued or incurred prior to the date
thereof. The withdrawing party shall be relieved from all obligations and liabilities
thereafter to accrue under this contract, and the right of such party to any benefits
subsequently accruing hereunder shall cease; but assignee shall pay assignor for its
interest in all casing, material, equipment, fixtures and other personal property

at the salvage value thereof computed in accordance with the Accounting Procedure
Schedule, Exhibit "A", hereto attached,

8.3 SUBSEQUENT JOINDER: There shall be no subsequent joinder in the Unit

Agreement and in this agreement except on such terms and .conditions as the

parties who are then committed to this agreement then require; provided, that joinders
may be made by ‘those to whom surrenders are made under Section 30 of the Unit Agree-
ment as there provided, However, no surrender shall be made except as provided in
S8ection 8.4 hereof.

8.4 SURRENDER OF INTERESTS: After production is obtained on the Unit

no lease committed to the Unit Agreement shall be surrendered in whole or in part,
unless the parties hereto mutually consent thereto, Thereafter, should either party
at any time desire to surrender any lease committed to‘said Unit Agreement and the
other party should not agree or comnsent to such surrender, tha party desiring so to
surrender shall tender an assignment, without express or implied warranty of title,

of all of such party's interest in such lease to the other party, The party desiring



to surrender its interest, pursuant to the provisions of this section, shall give

fifteen (15) days' written notice of its intention to do so to the other party and
within said time the said other party may notify the party desiring to surrender that
such party does, or does not, desire to accept the interest sought to be assigned.
Such assignment shall be free and clear of all liens and encumbrances and upon
delivery thereof, the assigning party shall be relieved of all further obligations
with respect to the lease or leases so assigned but such assignment shall not relieve
the assigning party of any obligations to any joint account which may be involved or
incurred with respect to such lease or leases prior to the assignment thereof.
9.

MISCELLANEQOUS PROVISIONS

9.1 NOTICES: Except as herein otherwise expressly provided, all notices,
reports or other communications required or permitted hereunder shall be deemed to
have been properly given or delivered when delivered personally or when sent by
certified or registered mail or by telegraph with all postage or charges fully pre-
paid, and addressed to the proper party hereto, at the address shown beneath that
party's signature hereto, or such other address as may thereafter be furnished. The
date of service by mail shall be the date on which such written notice or other com-
munication is deposited in the United States Post Office, addressed as above provided.

9,2 RELATION OF PARTIES: The rights, duties, obligations and liabilities

of the parties hereto shall be several and not joint or collective, and nothing herein
contained shall ever be construed as creating a partnership of any kind, joint ven-
ture, an association or a trust or as imposing upon any one or more of the parties
hereto any partmership duty, obligation or liability. Each party hereto shall be
individually responsible for only its obligations, as set out in this agreement,

9.3 INCOME TAX ELECTION, SUB-CHAPTER K, OF CHAPTER 1 SUB-TITLE A

INTERNAL REVENUE CODE: Notwithstanding any provisions herein that the rights and

liabilities of the parties hereunder are several and not joint or collective, or
that this agreement and the operations hereunder shall not constitute a partnership,
if for Federal income tax purposes, this agreement and the operations hereunder are

regarded as a partnership, then each of the parties hereto hereby elects to be ex-

ecluded from the asonlication of all of the orovisions of Subchanter ¥. Chanter 1.



Subtitle A, of the Internal Revenue Code of 1954, as permitted and authorized by
Section 761 of said Code and the regulation promulgated thereunder. The Unit
Operator is hereby authorized and directed to execute on behalf of each of the
parties hereto such evidence of this election as may be required by the Secretary

of the Treasury of the United States or the Federal Internal Revenue Service, in-

cluding specifically, but not by way of limitation, all of the returns, statements,
and data required by Federal Regulations 1,761-1(a). Should there be any require-
ment that each party hereto further evidence this election, each party hereto
agrees to execute such documents and furnish such other evidence as may be re-~
quired by the Federal Internal Revenue Service or as may be necessary to evidence
this election. Each party hereto further agrees not to give any notices or take
any other action inconsistent with the election made hereby. If any present
or future income tax laws of the state or states in which the property covered
by this agreement is located, or any future imcome tax law of the United States,
contain, or shall hereafter contain, provisions simil#r to those contained in Sub-
chapter K, Chapter 1, Subtitle A, of the Internal Revenue Code of 1954, under
which an election similar to that provided by Section 761 of said Subchapter K
is permitted, each of the parties hereto hereby makes such election or agrees to
make such election as may be permitted by such law, In making this electiom,
each of the parties hereto hereby states that the income derived by him from the
operations under this agreement can be adequately determined without the computation
of partnership taxable income,

In the event Unit Operator executes for and on behalf of Continental any
election authorized under the provisions of this section, Unit Operator shall give

notice of such election to Continental,

9.4 FORCE MAJEURE: 1In the event any party hereto is rendered unable,

wholly or in part, by force majeure to carry out its obligations under this contract
other than the obligation to make payments of amounts due hereunder, it is agreed
that upon such party's giving notice and reasonably full particulars of force majeure
in writing or by telegraph to the other parties hereto within a reasonable time after
the occurrence of the cause relied upon, then the obligations of the party giving

the notice, so far as they are affected by force majeure, shall be suspended during



the continuance of any liability so caused, but for no longer period; and the cause
of the force majeure shall, so far as possible, be remedied with all reasonable dis-
patch, The term "force majeure'" as employed herein shall mean any cause not reason-
ably within the control of the party claiming suspension.

The settlement of strikes and lockouts shall be entirely within the dis-
cretion of the party having the difficulty and the above mentioned requirement that
any force majeure shall be remedied with all reasonable dispatch shall not require
the settlement of strikes and lockouts by acceding to the demands of opposing party

when such course is inadvisable in the discretion of the party having the difficulty.

9,5 CONFORMATION TO LAWS AND REGULATIONS: All of the provisions of this

agreement are hereby expressly made subject to all applicable Federal or State laws,
orders, rules and regulations, and in the event this contract or any provision hereof
is found to be inconsistent with or contrary to any such law, order, rule or regu-
lation the latter shall be deemed to control and this contract shall be regarded as
modified accordingly and as so modified shall continue in full force and effect.

9,6 EFFECTIVE DATE AND TERM: This agreement shall become effective as of

the effective date of the Unit Agreement and shall remain in full force and effect
during the term of said Unit Agreement and any and all extensions or renewals thereof,
and, in the event of the termination of the Unit Agreement for any reason, this

agreement shall continue in full force and effect as to all wells which have not been

plugged and abandoned as of the time of the termination of the Unit Agreement and the
rights and interests of the parties hereto in such wells and their participation in
the production therefrom and in ;he‘cost of the operation thereof, shall be governed
by the provisions hereof and this agreement with respect thereto shall remain in full
force and effect so long as any such well is capable of producing oil or gas in pay-
ing quantities,

IN WITNESS WHEREOF, this agreement is executed as of the day and year

first hereinabove written.

SHELL OIL COMPANY

AN
By } % AAINZU ¢
Atforney in Fact }
Address for Notices: :
P. 0. Box 1509 R
Midland, Texas N




ATTEST: CONTINENJAL uﬁ co

- % &%/

5£ Secretary

R‘BIA—

e D 57
\_/T/a—-a,( ,5;;"(" 7 cr2t Z/ t.c/z fo-nd
T C (

STATE OF TEXAS )
)
COUNTY OF MIDLAND )
The foregoing instrument was acknowledged before me this 3 day of

7’47//,(‘:'7/7 : /zf ’ 19@2 , by J. V., Lindsey, Attorney in Fact for SHELL OIL

COMPANY, a Delaware corporation, on behalf of said corporation,

My Commission expires: ),/f;;ﬂ;é;,»:/ / ',/,;/,,-, .y
/5 o Notary Public in and for Midland
Copp s LT é 3 County, Texas

STATE OF . Jlifu 4.~

COUNTY OF -—AZ Atar i

)
)
)

The foregoing insﬁrument was acknowledged before me this gx’t‘/; day of
.(D/c te o tei” |, 19625 by EDBEN E. KIRCHER | as

for CONTINENTAL OIL COMPANY, a Delaware corporatiomn, on behalf of sald corporation.

A | N .
My Commission expires: (/\:/z‘_ i,AafL </ &Zi ¢ %@ £ < ¢—r
Notary Public¢ in and fo;é AA g A—
/- NT County, 7i..p
S
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Decermboer.3, 1962, between Shell 0il Company, as Operator,
and_Continental 0il Company, as Non-Operator

ACCOUNTING PROCEDURE

(JOINT OPERATIONS)

I. GENERAL PROVISIONS

Definitions

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

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

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

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

“Joint Account” shall mean the account showing the charges and credits accruing because of the Joint Operations
and which are to be shared by the Parties.

“Parties” shall mean Operator and Non-Operators.

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

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

Collective Action by Non-Operators

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

and if the agrecement to which this Accounting Procedure is attached contains no contrary provisions in regard

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

Operators.

Statements and Billings

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

expenses, for the preceding month. Such bills will be accompanied by statements reflecting the total charges

and credits as set forth under Subparagraph.....C  __ below:

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

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

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

Payment and Advances by Non-Operators

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

Adjustments

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

Audits

A Non-Operator, upon notice in writing to Operator and all other Non-Operators, shall have the right to audit
Operator’s accounts and records relating to the accounting hereunder for any calendar year within the twenty-four
(24) month period following the end of such calendar year; provided however, the making of an audit shall not ex-
tend the time for the taking of written exception to and the adjustment of accounts as provided for in Paragraph
6 of this Section I. Where there are two or more Non-Operators, the Non-Operators shall make every reasonable
effort to conduct joint or simultaneous audits in a manner which will result in a minimum of inconvenience to
the Operator.

II. DIRECT CHARGES
Subject to limitations hereinafter prescribed, Operator shall charge the Joint Account with the following items:

Rentals and Royalties

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

of the Parties.

Labor

A. Salaries and wages of Operator’s employees directly engaged on the Joint Property in the conduct of the Joint:
Operations, and salaries or wages of technical employees who are temporarily assigned to and directly
employed on the Joint Property.

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

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

D). Reasonable personal expenses of those employees whose salaries and wages are chargeable to the Joint Account
under Paragraph 2A of this Section II and for which expenses the employees are reimbursed under Operator's
usual practice.
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0.

11.

Employee Benefits

Operator's curvent cost of established plans for employees’ group life insurance, hospitalization, pension, retire-

ment, stock purchase, thrift, bonus, and other benefit plans of a like nature, applicable to Operator’s labor cost; pro-

vided however, the total of such charges shall not exceed ten percent (109 ) of Operator’s labor costs chargeable

to the Joint Account under Paragraphs 2A and 2B of this Section II and Paragraph 1 of Section III.

Material ’

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

cal and consistent with efficient and ceconomical operation, only such Material shall be purchased for or transferred

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

Transportation

Transportation of employees and Material necessary for the Joint Operations but subject to the following limitations:

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

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

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

Services

A. The cost of contract services and utilities procured from outside sources other than services covered by Para-
graph 8 of this Section Il and Paragraph 2 of Section IIL

B. Use and service of equipment and facilities furnished by Operator as provided in Paragraph 5 of Section IV.

Damages and Losses to Joint Property

All costs or expenses necessary for the repair or replacement of Joint Property made necessary because of damages
or losses incurred by fire, flood, storm, theft, accident, or any other cause, except to the extent that the damage or
loss could have been avoided through the exercise of reasonable diligence on the part of Operator. Operator shall
furnish Non-Operators written notice of damages or losses incurred as soon as practicable after a report thereof
has been received by Operctor.

Legal Expense .

All costs and expenses of handling, investigating and settling litigation or claims arising by reason of the Joint
Operations or necessary to protect or recover the Joint Property, including, but not limited to, attorneys’ fees,
court costs, cost of investigation or procuring evidence and amounts paid in settlement or satisfaction of any
such litigation or claims; prcvided, (a) no charge shall be made for the services of Operator’s legal staff or other reg-
ularly employed personnel (such services being considered to be Administrative Overhead under Section III), ex-
cept by agreement with No1-Operators, and (b) no charge shall be made for the fees and expenses of outside at-
torneys unless the employment of such attorneys is agreed to by Operator and Jon-Operators.

Taxes

All taxes of every kind and nature assessed or levied upon or in connection with the Joirit Property, the éperation
thereof, or the production tterefrom, and which taxes have been paid by the Operator for the benefit of the Parties.
Insurance Premiums

Premiums paid for insurance required to be carried on the Joint Property for the protection of the Parties.

Other Expenditures

Any other expenditure not covered or dealt with in the foregoing provisions of this Section II, or in Section III,
and which is incurred by the Operator for the necessary and proper conduct of the Joint Operations.

III. INDIRECT CHARGES

Operator may charge the Joint Account for indirect costs either by use of an allocation of district expense items plus a
fixed rate for administrative overhead, and plus the warehousing charges, all as provided for in Paragraphs 1, 2, and 3 of
this Section III OR by combining all three of said items under the fixed rate provided for in Paragraph 4 of this Section
III, as indicated next below:

OPERATOR SHALL CHARGE THE JOINT ACCOUNT UNDER THE TERMS OF:
[X Paragraphs 1, 2 and 3. (Allocation of district expense plus fixed rate for administrative overhead plus
warehousing.)
{1 Paragraph 4. (Combined fixed rate)
District Expense
Operator shall charge the Joint Account with a pro rata portion of the salaries, wages and expenses of Operator’s
production superintendent and other employees serving the Joint Property and other properties of the Operator in
the same operating area. whose time is not allocated directly to the properties, and a pro rata portion of the cost of
maintaining and operating a production office known as Operator’s .. Roswell Production Division.

office located at or near Roswell, New Mexico . . (or a comparable office if location changed), and neces-
sary sub-offices (if any), maintained for the convenience of the above-described office, and all necessary camps,
including housing facilities Jor employees if required, used in connection with the operations of the Joint Property
and other properties in the same operating area. The expense of, less any revenue from, such facilities may, at the
option of Operator, include depreciation of investment or a fair monthly rental in lieu of depreciation. Such
charges shall be apportioned to all properties served on some equitable basis consistent with Operator’s accounting
practice,

Administrative Overhead

Operator shall charge admiristrative overhead to the Joint Account at the following rates, which charge shall be in
lieu of the cost and expense of all offices of the Operator not covered by Paragraph 1 of this Section III, including
salaries, wages and expenses of personnel assigned to such offices. Such charges shall be in addition to the salaries,
wages and expenses of employees of Operator authorized to be charged as direct charges as provided in Paragraphs
2 and 8 of Section II.

WELL BASIS (RATE PER WELL PER MONTH)
PRODUCING WELL RATE

DRILLING WELL RATE (Use Current Producing Depth)
{Use Total Depth) Al Wells
Well Depth Each Well First Five Next Five Over Ten
All __  §500,00 . $60.00 __ ~$50.00 T T $40,00

matiers before or involving governmental agencies shall be considered as included in the overhead rates provided for in
this Paragraph 2 of Section III, unless such cost and expense are agreed upon between Operator and Non-Operators
as a dirvect charge to the Joint Account.
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3. Operator’s Fully Owned Warehouse Operating and Maintenance Expense

(Describe fully the agreed procedure to be followed by the Operator.)
None

4., Combined Fixed Rates

Operator shall charge the Joint Account for the services covered by Paragraph 1, 2 and 3 of th1s Section III, the
following fixed per well rates:

WELL BASIS (RATE PER WELL PER MONTH)
PRODUCING WELL RATE

DRILLING WELL RATE (Use Current Producing Depth)
(Use Total Depth) Al Wells
Well Depth Each Well First Five Next Five Over Ten

Said fixed rate (shall) (shall not) include salaries and expenses of production foremen.

5. Application of Administrative Overhead or Combined Fixed Rates

The following limitations, instructions and charges shall apply in the application of the per well rates as provided

under either Paragraph 2 or Paragraph 4 of this Section III:

A. Charges for drilling wells shall begin on the date each well is spudded and terminate on the date the drilling or
completion rig is released, whichever is later, except that no charge shall be made during the suspension of
drilling operations for fifteen (15) or more consecutive days.

E. The status of wells shall be as follows:

(1) Producing gas wells, injection wells for recovery operations, water supply wells utilized for water flooding
operations and salt water disposal wells shall be considered the same as producing wells.

(2) Wells permanently shut down but on which plugging operations are deferred shall be dropped from the
well schedule at the time the shutdown is effected. When such a well is plugged a charge shall be made
at the producing well rates.

(3) Wells being plugged back, drilled deeper, converted to a source or input well, or which are undergoing any
type of workover that requires the use of a drilling or workover rig shall be considered the same as drilling
wells.

(4) Temporarily shut-down wells, which are not produced or worked upon for a period of a full calendar month,
shall not be included in the well schedule, provided however, wells shut in by governmental regulatory
body shall be included in the well schedule only in the event the allowahle production is transferred to some
other well or wells on the Joint Property. In the event of a unit allowable, all wells capable of producing
will be counted in determining the charge.

(5) Gas wells shall be included in the well schedule if directly connected to a permanent sales outlet even
though temporarily shut in due to overproduction or failure of purchaser to take the allowed production.

(6) Wells completed in multiple horizons, in which the production .is not comminglei down hole, shall be con-
sidered as a producing well for each separately producing horizon.

The well rates shall apply to the total number of wells being drilled or operated under the agreement to which

this Accounting Procedure is attached, irrespective of individual leases.

. The well rates shall be adjusted on the first day of April of each year following the effective date of the agree-
ment to which this Accounting Procedure is attached. The adjustment shall be computed by multiplying the
rate currently in use by the percentage increase or decrease in the average weekly earnings of Crude Petroleum
and Gas Production Workers for the last calendar year compared to the preceding calendar year as shown by
“The Index of Average Weekly Earnings of Crude Petroleum and Gas Production Workers” as published by the
United States Department of Labor, Bureau of Labor Statistics. The adjusted rates shall be the rates currently
in use, plus or minus the computed ad;ustment
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ties, and other such pro;jects as dlstlngulshed from the more usual drlllmg and producmg oper jcrs—Cperator
in addltlon to the Administrative Overhead or Combined Fixed Rates provided for in-PeradfTaph 2 and 4 of this
Section III, shall charge the Joint Account with an additional overhead.chergt as follows:

A. Total cost less than $25,000, no charge.

B. Total cost more than $25,000 but less thawr—$100,000, % of total cost.

C. Total cost of $100,000 os~1OTE % of the first $100,000 plus % of all over $100,000 of total cost.
Total cost sha ean the total gross cost of any one prOJect For the purpose of this Paragraph the component parts

s r BReIaE

The spec1f1c rates prov1ded for in thls Sectlon III may be amended from tlme to tlme by mutual agreement between
the Parties hereto if, in practice, the rates are found to be insufficient or excessive.

IV. BASIS OF CHARGES TO JOINT ACCOUNT

Subject to the further provisions of this Section IV, Operator will procure all Material and services for the Joint Prop-
erty. At the Operator’s option, Non-Operator may supply Material or services for the Joint Property.

1.

Purchases

Material purchased and service procured shall be charged at the price paid by Operator after deduction of all dis-
counts actually received.

Material furnished from Operator’s Warchouse or Other Properties

A. New Material (Condition “A”)

(1) Tubular goods, two inch (2”) and over, shall be priced on Eastern Mill base (i. e. Youngstown, Ohie; Lorain,
Ohio; and Indiana Harbor, Indiana) on a minimum carload basis effective at date of movement and f. o. b.
railway receiving point nearest the Joint Property, regardless of quantity. In equalized hauling charges,
Operator is permitted to include ten cents (10c) per hundred-weight on all tubular goods furnished from
his stocks in lieu of loading and unloading costs sustained.

(2) Other Material shall be priced at the current replacement cost of the same kind of Material, effective at date
of movement and {. o. b. the supply store or railway receiving point nearest the Joint Property where
Material of the same kind is available.

(3) The Joint Account shall not be credited with cash discounts applicable to prices provided for in this Para-
graph 2 of Section IV.

B. Used Material (Condition “B” and “C")

(1) Material in sound and serviceable condition and suitable for reuse without reconditioning, shall be classified
as Condition “B” and priced at seventy-five per cent (75%) of the current price of new Material.

(2) Material which cannot be classified as Condition “B” but which,

(a) After reconditioning will be further serviceable for original function as good secondhand Material
{Condition “B”), or

(b) Is serviceable for original function but substantially not suitable for reconditioning, shall be classifi-
ed as Condition “C” and priced at fifty per cent (50% ) of current new price.

(3) Obsolete Material or Material which cannot be classified as Condition “B” or Condition “C” shall be priced
at a value commensurate with its use. Material no longer suitable for its original purpose but usable for
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3.

some other purpose, shall be priced on abasis comparable with that of items normally used for such other
urpose.
(4) }I)VIat’;:rial involving erection costs shall be charged at applicable percentage of the current knocked-down
price of new Material.
Premium Prices
Whenever Material is not readily obtainable at prices specified in Paragraphs 1 and 2 of this Section IV because of
national emergencies, strikes or other unusual causes over which the Operator has no control, the Operator may
charge the Joint Account for the required Material at the Operator’s actual cost incurred in procuring such Material,
in making it suitable for use, and in moving it to the Joint Property, provided, that notice in writing is
furnished to Non-Operators of the proposed charge prior to billing Non-Operators for such Material. Each Non-
Operator shall have the right, by so electing and notifying Operator within 10 days after receiving notice from
Operator, to furnish in kind all or part of his share of such Material suitable for use and acceptable to Operator.

Warranty of Material Furnished by Operator

Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to the

Joint Account until adjustment has been received by Operator from the manufacturers or their agents.

Equipment and Facilities Furnished by Operator

A. Operator shall charge the Joint Account for use of equipment and facilities at rates commensurate with cost of
ownership and operaticn. Such rates shall include cost of maintenance, repairs, other operating expense, in-
surance, taxes, depreciation and interest on investment not to exceed six per cent (6%) per annum, provided
such rates shall not exceed those currently prevailing in the immediate area within which the Joint Property is
located. Rates for automotive equipment shall generally be in line with the schedule of rates adopted by the
Petroleum Motor Transport Association, or some other recognized organization, as recommeded uniform charges
against Joint Property operations. Rates for laboratory services shall not exceed those currently prevailing if
performed by outside service laboratories. Rates for trucks, tractors and well service units may include wages
and expenses of operator.

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

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

V. DISPOSAL OF MATERIAL

The Operator may purchase, but shall be under no obligation to purchase, interest of Non-Operators in surplus Condi-
tion “A” or “B” Material. The disposition of surplus Controllable Material, not purchased by Operator, shall be subject
to agreement between Operatcr and Non-Operators, provided Operator shall dispose of normal accumulations of junk
and scrap Material either by transfer or sale from the Joint Property.

1.

The

Material Purchased by the Operator or Non-Operators

Material purchased by either the Operator or Non-Operators shall be credited by the Operator to the Joint Account
for the month in which the Material is removed by the purchaser,

Division in Kind

Division of Material in kind, if made between Operator and Non-Operators, shall be in proportion to the respective
interests in such Material. The Parties will thereupon be charged individually with the value of the Material re-
ceived or receivable. Proper credits shall be made by the Operator in the monthly statement of operations.

Sales to Outsiders

Sales to outsiders of Material from the Joint Property shall be credited by Operator to the Joint Account at the net
amount collected by Operator from vendee. Any claim by vendee related to such sale shall be charged back to the
Joint Account if and when paid by Operator.

VI. BASIS OF PRICING MATERIAL TRANSFERRED FROM JOINT ACCOUNT
Material purchased by either Operator or Non-Operators or divided in kind, unless otherwise agreed to between
Operator and Non-Operators shall be priced on the following basis:
New Price Defined
New price as used in this Section VI shall be the price specified for New Material in Section IV.
New Material
New Material (Condition “A”), being new Material procured for the Joint Property but never used, at one hundred
per cent (100%) of current new price (plus sales tax if any).
Good Used Material
Good used Material (Condition “B’), being used Material in sound and serviceable condition, suitable for reuse
without reconditioning:
A. At seventy-five per cent (75%) of current new price if Material was charged to Joint Account as new, or
B. At sixty-five per cent (65%) of current new price if Material was originally charged to the Joint Account as
secondhand at seventy-five percent (75%) of new price.
Other Used Material
Used Material (Condition “C”), at fifty per cent (50%) of current new price, being used Material which:
A. Is not in sound and serviceable condition but suitable for reuse after reconditioning, or
B. Is serviceable for original function but not suitable for reconditioning.
Bad-Order Material
Material (Condition “D”), no longer suitable for its original purpose without excessive repair cost but usable for
some other purpose at a price comparable with that of items normally used for such other purpose.
Junk Material
Junk Material (Condition “E”), being obsolete and scrap Material, at prevailing prices.
Temporarily Used Material
When the use of Material is temporary and its service to the Joint Property does not justify the reduction in price as
provided for in Paragrapl. 3 B of this Section VI, such Material shall be priced on a basis that will leave a net charge
to the Joint Account consistent with the value of the service rendered.

VII. INVENTORIES
Operator shall maintain detailed records of Material generally considered controllable by the Industry.
Periodic Inventories, Notice and Representation
At reasonable intervals, inventories shall be taken by Operator of the Joint Account Material, which shall include
all such Material as is ordinarily considered controllable. Written notice of intention to take inventory shall be
given by Operator at least thirty (30) days before any inventory is to begin so that Non-Operators may be repre-
sented when any inventory is taken. Failure of Non-Operators to be represented at an inventory shall bind Non-
Operators to accept the inventory taken by Operator, who shall in that .event furnish Non-Operators with a copy
thereof.
Reconciliation and Adjustment of Inventories
Reconciliation of inventory with charges to the Joint Account shall be made, and a list of overages and shortages
shall be jointly determined by Operator and Non-Operators. Inventory adjustments shall be made by Operator
with the Joint Account for overages and shortages, but Operator shall be held accountable to Non-Operator only
for shortages due to lack of reasonable diligence.
Special Inventories
Special inventories may be taken whenever there is any sale or change of interest in the Joint Property. It shall be
the-duty of the party selling to notify all other Parties as quickly as possible after the transfer of interest takes
place. In such cases, both the seller and the purchaser shall be governed by such inventory.
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