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UNIT AGREEMENT 
FOR THE DEVELOPMENT AND OPERATION OF THE 

SOUTH LOCO HILLS (GRAYBURG) UNIT 
EDDY COUNTY, NEW MEXICO 

THIS AGREEMENT, entered in to as the day of , 1982, 
by and between the part ies subscr ibing, r a t i f y i n g or consentiifg'" hereto, 
and herein referred to as "part ies hereto": 

WITNESSETH: 

WHEREAS, the parties hereto are the owners of working, royalty, or 
other oil or gas interests in the Unit Area subject to this Agreement; and 

WHEREAS, the Oil Conservation Division of the Energy and Minerals 
Department of the State of New Mexico, is authorized by law (Chap. 72, 
Laws of 1935, as amended by Chap. 193, Laws of 1937, Chap. 166, Laws of 
1941, and Chap. 168, Laws of 1949, Chap. 65, Art. 3, Sec. 14, N.M.S., 1953 
anno) to approve this Agreement, and the conservation provisions hereof; 
and 

WHEREAS, the Mineral leasing Act of February 25, 1920, 41 Stat. 437, 
as amended 30 U.S.C. Sections 181 et seq., authorizes Federal lessees and 
ti. - * represents. to unite with each other, or jointly or separately 
wit si others, in collectively adopting and operating a cooperative or unit 
plan of development or operation of any oil or gas pool, field or like area, 
or any part thereof for the purpose of more proper!y conserving the natural 
resources thereof whenever determined and certified by the Secretary cf the 
Interior to be necessary or advisable in the public interest; and 

WHEREAS, the parties hereto hold sufficient interests in the South 
Loco Hills (Grayburg) Unit Area covering the land hereinafter described to 
give reasonably effective control of operation therein; and 

WHEREAS., i t is the purpose of the parties hereto, to enable ins t i t u 
tion and consummation of secondary recovery operations, conserve natural 
resources, prevent waste and secure the other benefits obtainable throuqh 
development and operation of the area subject to this Agreement under 
the terms, conditions, and limitations herein set forth; 

NOW, THEREFORE, in consideration of the premises, the mutual agree
ments and the promises herein contained, the parties hereto commit to 
this Agreement their entire respective interests in the below defined 
Unit Area, and agree severally among themselves as follows: 

SECTION 1. ENABLING ACT AND REGULATIONS. The Mineral Leasing 
Act of February 25, 1920, as amended, supra, end all valid pertinent regu
lations, including operating and unit plan regulations, heretofore issued 
thereunder and valid, pertinent and reasonable regulations hereafter issued 
thereunder are accepted and made a part of this Agreement as to Federal 
lands, provided such regulations are not inconsistent with the terms of 
tin's Agreement. 
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SECTION 2. UNIT AREA AND DEFINITIONS. The area descr ibed 
by Trac ts i n E x h i b i t "B " and depictc'a on~£xh ib i t "A" a t tached hereto i s 
hereby designated and recognized as c o n s t i t u t i n g the Un i t Area con ta in ing 
1060.07 ac res , more or l e s s , i n Eddy County, New Mexico. Said land i s 
descr ibed as f o l l o w s : 

Township 18 South, Range 29 East , N.M. 

Sect ion 19: E /2 , ME/4 NU/4, E/2 SW/4, Lot 4 

Sect ion 20: W/2, NW/4 NE/4 

Sect ion 29: N/2 NW/4 

Section 30: N/2 NE/4, NE/4 NW/4, Lot 1 

For the purpose of t he Agreement, the f o l l o w i n g terms and expressions as 
use ! here in sha l l mean: 

(a ) "Commission" i s de f ined as the Oi l Conservat ion D i v i s i o n , Energy 
and Minera ls Department, of the State of New Mexico. 

(b ) " D i r e c t o r " i s de f ined as the D i r e c t o r of the Minera ls Management 
Se rv i ce . 

( c ) "Sec re ta ry " i s de f ined as the Secretary o f the I n t e r i o r o f the 
Uni ted States o f America. 

(d ) "Department" i s def ined as the Department of the I n t e r i o r of the 
Uni ted States o f America. 

(e ) "Superv isor " i s de f ined as the Oi l and Gas Supervisor of the 
M inera ls Management Serv ice f o r the region i n which the Uni t 
Area i s s i t u a t e d . 

( f ) " U n i t i z e d Format ion" i s de f ined as t h a t s t r a t i g r a p h i c i n t e r v a l 
unde r l y i ng t h e Uni t Area extend ing from the top of the Gray:-.;rg 
fo rmat ion to t h i r t y (30) f e e t below the base of the Loco Lin Is 
Sand f o r m a t i o n , sa id i n t e r v a l being more s p e c i f i c a l l y the e q u i 
v a l e n t of the cont inuous i n t e r v a l occur r ing between tne deoth 
o f 2,272 fee t and 2,429 fee t as shown on the Schlumberger Well 
Surveying Corporat ion Gamma Ray-Neutron l og run on du ly 2 1 , 
1961 i n S. P. and Mar t i n Yates A l s c o t t Federal No. 1 wel l l o 
cated 660 f e e t from the no r th l i n e and 650 f e e t from the east 
l i n e of Sect ion 30 , T-18-S, R-29-E, Eddy County, New Mexico. 
Said log was measured from a K e l l y Bushing e l e v a t i o n of 3,-317 
f ee t above sea l e v e l . 

(g ) "Un i t i zed Substances" i s de f ined as a l l o i l , qas, gaseous sub
s tances , su lphur conta ined i n gas, condensate, d i s t i l l a t e a r 

a l l associated and c o n s t i t u e n t l i q u i d or l i q u e f i a b l e hydrocar
bons produced from the Un i t i zed Formation under l y ing u n i t i z e d 
l a n d . 
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(h) "Tract" i s defined as each parcel of land described as such and 
given a Tract number i n Exhibit "B". 

( i ) "Tract Participation" i s defined as that percentage of Unitized 
Substances Which i s allocated t o a Tract under t h i s Agreement. 

(3) "Unit Participation" i s defined as the sun of the percentages 
obtained by multiplying each Working Interest Owner's fraction, d 
Working Interest i n each Tract by tlie Tract Participation of 
each such Tract. 

(k) "Working Interest" i s defined as the r i g h t t o search for, produce, 
acquire Unitized Substances Whether held as an incident of owner
ship of mineral fee simple t i t l e , under an o i l and gas lease, or 
otherwise held. 

(1) "Working Interest Owner" i s defined as and shall mean any party 
hereto owning a Working Interest, including a carried Working 
Intero , whether by v i r t u e of a lease, operating agreement, fee 
t i t l e or otherwise, whose in t e r e s t i s chargeable with and o b l i 
gated t o pay or bear, either i n cash or out of production, or 
otherwise, a l l or a portion of the cost of d r i l l i n g , developing, 
and producing the Unitized Substances from the Unitized forma
t i o n . 

(m) "Royalty Interest" or "Royalty" i s defined as an interest other 
thai: a Working Interest i n or r i g h t t o receive a portion of the. 
Unitized Substances or tlie proceeds thereof and includes the roy
a l t y interest reserved to a lessor by an o i l and gas lease and ary 
overriding royalty i n t e r e s t , o i l payment interest or any other 
payment or burden which does net carry with i t the r i g h t t o search 
f o r and produce Unitized Substances. 

(n) "Royalty Owner" i s defined as and shall mean the owner of a 
Royalty Interest. 

(o) "Unit Operating Agreement" i s defined as and sh a l l mean any 
agreement or agreements (whether one or more) entered i n t o 
(separately or c o l l e c t i v e l y ) by ar.d between the Unit Operar. ~ 
and the Working Interest Owners as provided i n Section 9 
(ACCOUMTÎ G PROVISIONS • .J UNIT OPERATING AGREE-IEST), i n f r a , and 
sh a l l be styled "Unit Operating Agreement, South Loco H i l l s 
(Grayburg) Unit, Eddy Count;/, New Mexico." 

(p) "Paying Quantities" i s defined as production of Unitized Substan
ces i n quantities s u f f i c i e n t t o pay f o r the cost o f producing 
same frcm wells on the Unitized Land. 

(q) "Unit Manager" i s defined as the person or corporation appointed 
by the WorldLng Interest CWners t o perform the duties of the Unit 
Operator u n t i l the selection and q u a l i f i c a t i o n of a Successor 
Unit Operator as provided f o r i n Section 0 hereof. 

( r ) "Tract Cumulative Production: i s defined as the t o t a l number of 
barrels of o i l produced from the Unitized formation under such 
t r a c t through December 31, 1979, as o f f i c i a l l y reported to the 
Commission. 
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(s) "Unit Cumulative Production" i s defined as tlie t o t a l number of 
barrels produced through December 31, 1979, from a l l t r a c t s with
i n the u n i t area which are q u a l i f i e d under .the terns of t h i s 
agreeagreement, as o f f i c i a l l y reported to tlie Carnvdssion. 

SECTION 3. EXHIBITS - Exhibit "A" attached hereto i s a map 
showing the Unit Area and the boundaries and indentity of t r a c t s and leases 
i n said Unit Area t o the extent known to the Unit Operator, Exhibit " I i " 
attached hereto i s a schedule showing, to tlie extent known to tlie Unit Op
erator tlie acreage comprising each Tract, percentages and kind of criersh Lp 
of o i l and gas interest i n a l l lan.' i n the Unit Area. Exh'bit "C" attached 
hereto shows the Tract Participation of each Tract i n tine Unit Area. Hew, 
ever, nothing herein or i n said schedule or map shall be construed as a 
representation by any party hereto as t o the ownership of any interest other 
than such int e r e s t or interests as are shown i n said map c r schedule as 
owned by such party. There i s no Exhibit "D". Exhibits "A", "B" and "C" 
s h a l l be revised by the Unit 0p3rator whenever changes i n the Unit Area 
render such revision necessary or when requested by the Supervisor, aad 
not less than f i v e copies s h a l l be f i l e d with the Supervisor. 

SECTION 4. EXPANSION. The above described Unit Area may, whan 
practicable, be expanded to include therein any additional Tract or Tracts 
r&- ,-irded as reasonably necessary or advisable f o r the purposes of t h i s 
Agreement. Such expansion s h a l l be effected i n the following manner: 

(a) The Working Interest Owner or Owners of a Tract or Tracts desiring 
to consnit such Tract or Traces hereto s n a i l f i l e an application 
therefor with Unit Operator requesting such admission. 

(b) Unit Operator s h a l l c i r c u l a t e a notice o f the proposed expansion 
t o each Working Interest Owner i n the Unic land i n the Tra,:'- • >r 
Tracts proposed t o be included i n the Unit, setting out the ba.- Is 
f o r admission, the proposed p a r t i c i p a t i o n to be assigned t o each 
such Tract, and other pertinent data. After negotiation (at 
Working Interest Owner's meeting or otherwise), i f 90 percent •-
(90%) of the Working Interest Owners (on basis of Unit P a r t i c i 
pation) have agreed t o the addition o f such Tract or Tracts, 
then U i i t Operator s h a l l , a f t e r preliminary concurrence by trie 
Director: 

(1) Prepare a notice of proposed expansion describing the con
templated changes i n the boundaries; of the Unit Area, the 
reason therefor, the basis f o r admission of the additional 
Tract or Tracts, the Tract p:--.~ticipation t o be assigned 
each such Tract and proposed eff e c t i v e date thereof, prefer
ably 7:00 a.m. on the f i r s t day of a month subsequent to the 
date of notice; and 

(2) Furnish copies of said notice t o the Supervisor, the NMOCD 
Corcnission, and each Working Interest Owner, lessee, and 
lessor whose interests are affected and advising such 
parties that t h i r t y (30) days w i l l l e allo-ved f o r submis
sion t o the Unit Operator of any objections t o such 
expansion; and 
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(3) F i l e , upon the expiration of said t h i r t y (30) day period as 
set out i n (2) immediately above, wi t h the Director and tiie 
Commission, the following: 

( i ) Evidence of mailing said notice of expansion ( i i ) hn 
application f o r such expansion i n suff Lo-Lent numh--r 
appropriate approval and d i s t r i b u t i o n ; and ( i i i ) .on 
instrument containing the appropriate joinders i n 
compliance with the pa r t i c i p a t i o n requirements of 
Section 14 (TRACTS QUALIFIED* IOR PARTICIPATION) ard 
Section 32 (NON-JOINDER AND SUBSEQUENT JOINDER), i n 
f r a ; and ( i v ) a copy of any objections received-

The expansion s h a l l , a f t e r due consideration of a l l pertinent information 
and upon approval by the Supervisor and the Commission, become effective 
as of the date prescribed i n the notice thereof or on such other appropriate 
date as may be set by the Supervisor and the Commission i n tlie order or 
instrument approving such expansion- The revised Tract Participation of 
tlie respective Tracts committed t o the Unit Agreement p r i o r t o any such 
enlargement s h a l l remain i n the saiie r a t i o one t o the other. 

SECTION 5. UNITIZED LAND AND UNITIZED SUBSTANCES. A l l land 
conrritted t o t h i s Agreement as t o the Unitized formation s h a l l constitute 
.larv'; referred t o herein as "Unitized Land" or "Land Subject t o t h i s Agree
ment." A l l o i l , gas, gaseous substances, sulphur contained i n gas, conden
sate, d i s t i l l a t e , and a l l associated and constituent l i q u i d or liq u e f i a b l e 
hv . .-co.:rbons produced from tlie Unitized fbrmation underlying Unitized Land 
a: are unitized under the term ot t h i s Agreement and herein are called 
"unitized Substances." 

SECTION 6. UNIT OPERATOR. Yates D r i l l i n g Company, a New Mexico 
corporation i s hereby designated as Unit Operator, and, by signing t h i s i n 
strument as Unit Operator, i t agrees and consents t o accept the duties and 
obligations of Unit Operator fo r the operation, development and production 
of. Unitized Substancses as herein provided. Whenever reference i s made 
herein t o the Unit Operator, such reference means the Unit Operator acting 
i n t hat capacity and not as an owner o f interest i n Unitized Substances, 
and the term '"working Interest Owner" when used herein s h a l l include or 
re f e r t o Unit Operator as the owner o f a Working Interest, when such an 
int e r e s t i s owned by i t . 

Unit Operator s h a l l have a l i e n upon the i n t e r e s t of the owners o f 
Working Interests i n the Unitized Land t o the extent provided i n the Unit 
Operating Agreement. 

SECTION 7. RESIGNATION OR REMOVAL OF UNIT OPERATOR. Unit 
Operator s h a l l have the r i g h t t o resign at any time, but such resignation 
s h a l l not become ef f e c t i v e so as t o release Unit Operator from the duties 
and obl i l g a t i o n s of Unit Operator and terminate Unit Operator's r i g h t s as 
such f o r a period of six (6) months a f t e r w r i t t e n notice o f intention t o 
resign has been give by Unit Operator t o a l l Working Interest Owners and 
the Supervisor, and u n t i l a l l u n i t wells are placed i n a condition s a t i s 
factory f o r suspension, abandonment, or operations, whichever i s required 
by the Supervisor, unless a new Unit Operator s h a l l have taken over and 
assumed the duties and obligations of Unit Operator p r i o r to the expiration 
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o f said period. 

The Unit Operator s h a l l , upon default or f a i l u r e i n the perfor
mance of i t s duties or obligations hereunder, be subject t o removal of 
not less than s i x t y - f i v e (65) percent - of the committed Working Interest 
(on the basis of Unit Participation) exclusive of any Working Intere. -t 
owned by the Unit Operator. Such removal s h a l l be eff e c t i v e upon notice 
thereof t o the Supervisor. 

I n a l l such instances of resignation or removal, u n t i l a successor 
t o Unit Operator i s selected and approved as hereinafter provided, the 
Working Interest Owners s h a l l be j o i n t l y responsible for tlie performance 
of the duties of the Unit Operator and sh a l l , not l a t e r than t h i r t y (30) 
days before such resignation or removal become effective, appoint a Unit 
Manager to represent them i n any action to ba :. ikon hereunder. 

The resignation or removal of Unit Operator under t h i s Agreernent s h a l l 
not terminate i t s r i g h t , t i t l e or interest: as the owner of a Working I n t e r 
est or other in t e r e s t i n Unitized Substances; but upon the resignation or 
removal of Unit Operator becoming effective such Unit Operator s h a l l de
l i v e r possession o f a l l wells, equipment, books and records, materials, 
appurtenances and any other assets used i n conducting the Unit Operations 
and owned by the Working Interest Owners (including any and a l l data and 
information which i t might have gained or assembled by reason of i t s 
operatic-i of the Unitized Land) to the new duly q u a l i f i e d successor Unit 
Operate - or t o the Unit Manager i f no such new Unit Operator i s elect -.1, 
t o be u.-.ed for the purpose of conducting Unit Operations hereunder. 
Nothing herein s h a l l be construed as authorizing removal of any material, 
€:q"ipnent and appurtenances needed f o r the proservation of any wells. 
Not'•ing herein contained s h a l l be construed t o relieve or discharge any 
Ur a Operator who resigns or i s removed hereunder f o r any l i a b i l i t y or 
d; ies accruing or performable by i t p r i o r t o the effective date of 
such resignation or removal. 

SECTION 8. SUCCESSOR UNIT OPEPA^R. Whenever the Unit Operator 
s h a l l tender i t s resignation as Unit Operator or shall be removed as here
inabove provided, the Working Interest Owners shall select a successor Unit 
Operator by a majority vote of the Working Interest Owners (on the basis 
of Unit P a r t i c i p a t i o n ) ; provided no Working Interest Owner who has been 
removed as Unit Operator may vote for self—succession, S'uch selection, s h a l l 
not become ef f e c t i v e u n t i l (a) a Unit Operator so selecced sh a l l accept i n 
w r i t i n g the duties and r e s p o n s i b i l i t i e s of Unit Operator; and (b) the selec
t i o n s h a l l have been approved by the Supervisor. I f no successor Unit 
Ciporator i s selected and q u a l i f i e d as herein provided, the Director, at 
h i s election, nay declare t h i s Agreement terminated. 

SECTION 9. ACCOUNTING PROVISIONS AND UNIT OPERATING AGI : !NMENT. 
Costs and expenses incurred by Unit Operator i n conducting Unit operations 
hereunder sh a l l be paid, apportioned among, and borne by the 'Working I n 
te r e s t Owners i n accordance with the Unit Operating Agreement; however, 
no such Unit Operating Agreement s h a l l be deemed either t o modify any of 
tlie terms and conditions of t h i s Unit Agreement or t o relieve the Unit 
Operator of any r i g h t or obligation established under t h i s Agreement, 
and i n case of any inconsistency or c o n f l i c t between t h i s Agreement and 
the Unit Operating Agreement, t h i s Agreement s h a l l p r e v a i l . Three true 
copies of any Unit Operating Agreement executed pursuant t o t h i s Section 
s h a l l te f i l e d with the Supervisor p r i o r to approval of t h i s Agreement. 
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SECTION 10. RIG ITS AND OBLIGATIONS OF UNIT OPERATOR. Except as 
otherwise s p e c i f i c a l l y provided herein, the exclusive r i g h t , p rivilege 
and duty of exercising any and a l l r i g h t s of tlie m r t i e s hereto which are 
necessary or convenient f o r prospecting f o r , producing, storing, allocatinc 
and d i s t r i b u t i n g the Unitized Substances are hereay delegated t o and s h a l l 
t e exercised by the Unit Operator as her:?in provided. Tlie parties hereto, 
t o the extent they have the r i g h t t o do so, grant t o Unit Operator tlie use 
of brine or water, or both from any formation i n and under the Unitized 
Land f o r i n j e c t i o n i n t o the Unitized fbrrration. Upon request, acceptable, 
evidence of t i t l e to said r i g h t s s h a l l be deposited with said Unit Operator 
and, together with t h i s Agree:rent, s h a l l constitute and define the r i g h t s , 
p r ivileges, and obligations of Unit Operator. Nothing hereia, however, 
s h a l l be construed t o transfer t i t l e of any land or t o any leas - or operat
in g agreement, i t being understood that under t h i s Agreement the Unit 
Operator, i n i t s capacity as Unit Operator, shall exercise the rights of 
possession and use vested i n the parties hereto only f o r the purposes 
herein specified. 

SECTION 11. EASEMENTS OR USE OF SURFACE. 

(a) The parties hereto, t o the extent c f t h e i r r i g h t s and interests, 
hereby g-ant t o Working Interest Owners the r i g h t t o use as much 
of the surface of the unitized land as may reasonably be neces<- try 
f o r Unit Operations arid the removal of Unitized Substances there
from; provided that nothing herein s h a l l te construed as leasing 
or otherwise conveying t o 'Working Interest Owners a s i t e f o r a 
water, gas i n j e c t i o n , processing or other plant, or camp s i t e . 

(b) Working Interest Owners s h a l l have and are hereby granted free 
use cf water from the Unitized land f o r Unit Operations, except 
water from any w e l l , lake, pond, or i r r i g a t i o n d i t c h of a 
Royalty Owner. 

(c) Working Interest Owners s h a l l pay the owner f o r damages t o 
growing crops, timber, fences, improvements, and structures on 
the Unit Area that r e s u l t from Unit Operations. 

SECTION 12. PLAN OF OPERATION. I t i s recognized and agreed by 
the parties hereto that a l l aa the land subject t o t h i s Agree;rent i s reason
ably proved to be productive of Unitized Substances i n paying quantities 
and that the object and purpose of t h i s Agreernent i s t o formulate and 
put i n t o e f f e c t a secondary recovery project i n order t o effect the 
greatest recovery of Unitized Substances, prevent waste and cor:.- • : 
natural resources consistent with good engineering practices expected of 
a prudent operate : . Tne parties hereto agree that the Unit Operator uw, 
subject t o the consent and approval of a plan of operation by tlie Wbrkirrj 
Interest Owners, the Supervisor, and the C^ommission i n j e c t i n t o the Uni
t i z e d Formatic-n, through any well or wells completed therein, brine, water, 
a i r , gas, o i l , l i q u i d petroleum gases, and any one or more other substances 
or combination thereof whether produced from the Unitized formation or not, 
and that the location of input 'wells and the rates of i n j e c t i o n therein 
and the rate of production s h a l l be gover~.au by standards of go d geolog ic 
and petroleum engineering practices and conservation methods. After com
mence! rent of secondary operations, Unit Operator s h a l l furnish tlie Ccnrniis-
sion and tlie Supervisor monthly i n j e c t i o n and production reports f o r each 
Unit Well. 
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The Working Interest Owners, the Supervisor, and tlie Corrsivission s h a l l be 
furnished periodic reports Cn the progress of tlie plan of operations. A 
revision of the plan of operation involving a deviation fron the approved 
plan o f operation shall be subject t o consent and approval of the Working 
Intere s t Owners, the Supervisor, and the Casinission. 

The i n i t i a l plan of operation s h a l l be f i l e d with the Supervisor - nd 
tli e Camiission concurrently with the f i l i n g of t h i s Unit Agreement for 
f i n a i approval- Said i n i t i a l plan of operation and a l l revisions thereof 
s h a l l be as complete and adequate as the Supervisor and the Consnissio.1 may 
determine t o be necessary for t i a e l y operation consistent herewith. There
a f t e r , from time t o time before the expiration of any existing plan, the 
Unit Operator s h a l l submit for l i k e approval a plan for an additional speci
f i e d period of operation. Reasonable diligence shall be exercised i n com
pl y i n g with the obligations of the approved plan of operation. 

Notwithstanding anything to' the contrary herein contained, i f Unit-
Operator f a i l s to commence Unit Operations f o r the secondary recovery of 
Unitized Substances from tlie Unit Area w i t h i n s i x (6) months after the ef
f e c t i v e date of t h i s Agreement or any extension thereof approveby the 
Supervisor and the NMOCD Commission, t h i s agreement sh a l l terminate auto
matically upon the expiration of said s i x (6) month period. After such 
operations are commenced, Unit Operator sh a l l carry on such operations 
as would a reasonably prudent operator under the same or similar c i r c .in
stances . 

SECTION 1.3. TRACT Po l ? r p l C I PATION. I n Exhibit "B" attached hereto 
there are l i s i : ~> and number-*:., che \aciou3 Tracts w i t h i n the Unit Area, and 
set f o r t h i n Exhibit "C" opposite each Tract number are figures which repre
sent the Tract I & r t i c i p a t i o n pecentagss allocated to that Tract, calculated 
on the basis of a l l Tracts w i t h i n the Unit Area being committed t o t h i s 
Ag,- sement as of tiie e ffective ''ate hereof. The Tract Participations of each 
Tract w i t h i n t e i Unit Area as set f o r t h i n Exhibit "C" shall govern the 
allocation of Unitized Substances produced from the Unit Area from and after 
t l i e e f f e c t i v e date hereof, subject to any revision or revisions of the Unit 
Area or the Exhibits t o t h i s Agreement i n accordance with the previsions 
hereof. 

The percentage of Tract Participations set f o r t h i n Exhibit "C" for 
each Tract w i t h i n tlie Unit Area have > een calculated and determined i n ac
cordance with the following faor.ors and formulas: 

Percentage Participation 
of each Tract = 100% Tract Qarmulative Production 

Unit Cummulacive Production 

In the event less than a l l of the Tracts w i t h i n the Unit Area are committed 
t o t h i s Agreement as of the ef f e c t i v e date hereof, Unit Operator s h a l l 
pranptly prepare revised Exhibits "B" & "C" setting f o r t h opposite each of 
the q u a l i f i e d Tracts (as determined from Section 14, Tr..ots q u a l i f i e d for 
p a r t i c i p a t i o n ) , the revised Tract Participatio:is, which shall be calculated 
and determired by using the factors and formulas set for t h above, but apply
ing tlie same only t o the q u a l i f i e d Tracts. Unit Operator shall promptly 
f i l e copies of such revised Exhibits "B" & "C" with the Supervisor; and, 
unless such revised Exhibits "£" & "C" are disapprove! by the Supervisor 
w i t h i n s i x t y (60) days a f t e r such f i l i n g , tlie revised Exhibits "B" & "C" 
sh a l l be effective as of the effective date of t h i s Agreement and shall 
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thereafter govern the allocation of a l l Unitized Substances, subject, 
however, to any further revision or revisions of Exhibits "B" & "C" i n 
accordance with the provisions hereof (Sections 3, 4, 31, and 32). 

SECTION 14. TRACTS QUALIFIED FOR PARTICIPATION. On and a f t e r 
the e f f e c t i v e date hereof the Tracts w i t h i n the Unit Area which s h a l l be 
e n t i t l e d t o participate i n the production of Unitized eelae-nces s h a l l be 
those Tracts more p a r t i c u l a r l y described i n Exhibit "B" th..:. corner or hav<-
a common boundary (Tracts separated only by a public highway or a rai l r o a d 
r i g h t of way s h a l l be considered t o have a cornnon boundary) and that other
wise q u a l i f y as follows: 

(a) Each Tract as t o which Working Interest Owners awning one hundred 
percent (100%) of the Working Interest therein have become par
t i e s to t h i s Agreement and as t o which Royalty Owners owning 
eighty-five percent (85%) or more or the Royalty Interest 
therein created by the basic leases have become parties t o 
t h i s Agreement. 

(b) Each Tract t o -wnich Working Interest Owners owning one hundred 
percent (100%) of the Working Interest . therein have become 
parties t o t h i s Agreement, and as t o which Royalty Owners owning 
less than eighty-five percent (85%) of the Royalty Interest 
therein created by the basic leases have become parties t o t h i s 
Agree;tent, and as t o which: (1) A l l Working Interest Owners i n 
any such Trace have joined i n a request f o r the acceptance of 
such Tract as q u a l i f i e d for p a r t i c i p a t i o n under t h i s Agreement, 
and <:• .; t o which (2) Eighty percent (80%) of the combined "voting 
inteee-e •>" of working Interest Owners i n a l l Tracts t h a t meet 
with requirements of Section 14 (a) have voted i n favor of the 
acceprence of such Tract. For the purpose of t h i s Section 14 
(b) tine "voting i n t e r e s t " of a Working Interest. Owner s h a l l be 
equal to the r a t i o expressed as a percentage th a t i t s unit 
Participation i n a l l Tracts that q u a l i f y under Section 14 (a) 
above bears t o the t o t a l Unit Participation of a l l Working 
Interest Owners i n a l l Tracts that q u a l i f y under Section 14 (a). 

(c) Each Tract as t o which Working Interest Owners owning less than 
one hundred percent (100%) of the Working Interest therein have 
become parries t o t h i s Agreement, regardless of the percentage 
of Royalty Interest therein created by the basic leases that i s 
committed hereto; and as t o which: (1) Tne Working Interest 
Owner who operates the Tract and a l l of the other Working Interest 
Ownrs i n . such Tract who have become parties to t h i s Agreement 
have joined i n a request f o r acceptance of such Tract, and have 
executed and delivered an indsminity agreement indemnifying and 
agreeing t o hold harmless the other Working Interest Owners that 
are parties hereto, t h e i r successors and assigns, against a l l 
claims and demands that may be made by tlie owners c f Working 
Interests i n such Tract 'who are not parties to t h i s Agreement, 
and which arise out of the acceptance of the Tract as q u a l i f ied 
f o r p a r t i c i p a t i o n under t h i s Agreement; and as t o which (2). 
Eighty percent (80%) of the combined "voting interests" of 
Working Interest Owners i n a l i Tracts that meet the requirements 
of Sections 14 (a) and 14 (b) above have voted i n favor of the 
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acceptance of such Tract and to accept the indeminity agreement. 
For the purpose of this Section 14 (c), the "voting interest" of 
each Working Interest Owner shall be equal to the ratio expressed 
as a percentage that its Unit Participation in all Tracts that 
qualify under Sections 14 (a) and 14 (b) above bears to the total 
Unit Participation of all Working Interest Owners to all Tracts 
that qualify under Sections 14 (a) and 14 (b). Upon the accep
tance of such a Tract as qualified for participation under this 
Agreement, the Unit Participation that would have been attribut
ed to the non-subscribing owners of the Working Interest in Such 
Tract, had they Income parties to this Agreement and the Un• . 
Operating Agreement, shall be attributed to the Working Interest 
Owners in such Tract who have become parties to such Agreements, 
in proportion to their respective Working Interests in the Tract. 

I f , on the effective date of this Agreement, there is any Tract or 
Tracts in the Unit Area which have not been qualified as above provided, 
then such Tract or Tracts shall not be entitled to participate hereunder. 
Unit Operator, shall, when submitting this Agreement for final approval 
hy the Department, f i l e therewith a schedule of those Tracts which are 
entitled to participate in the production of Unitized Substances. Said 
schedule shall set forth opposite each qualified Tract the assigned Tract 
number, the iease or assignment number, the owner of record of the lease, 
and the Tract Participation percentage which shall be computed according 
to the participation formula set out in Section 13 (Tract Participation) 
above. 

SECTION 15. ALLOCATION OF UNITIZED SUBSTANCES. All Unitized 
Substances produced and-saved (less,~save ancTexcept any part of such Uni
tized Substances unavoidably lost or used in conformity with good operating 
practices on Unitized Land for drilling, operating, camp and other produc
tion or development purposes and for pressure maintenance) sh .11 be appor
tioned among and allocated to the qualified Tracts in accordance with the 
respective Tract Participation, as set forth in the then effective schedule 
of participation in Exhibit "C" or any revision thereof. The amount of 
Unitized Substances so allocated to each Tract, and only that amount 
(regardless of whether i t he more or less than the amount of actual 
production of Unitized Substances from the well or wells, i f any, on 
such Tract, shall, for all intents, uses and purposes, be deemed to have 
been produced from such Tract. 

The Unitized Substances allocated to each Tract shall be distributed 
among, or accounted for to, the parties executing, consenting to or ra t i 
fying this Agreement entitled to share in the production from such Tract 
in the same manner, in the same proportions, and upon the same conditions 
as they would have participated and shared in the production from such 
Tract, or in th- proceeds thereof, had this Agreement not been entered 
into, and with the same legal force and effect. 

No Tract committed to this Agreement and qualified for participation 
as above provided shall be subsequently excluded from participation here
under contained, except as provided in Section 33 hereof, shall be con
strued as requiring any retroactive adjustment for production obtained 
prior to the to the effective date of the joinder of any Tract. 
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I f the Working I n t e r e s t of the Royalty I n t e r e s t i n any T r a c t , as of 
•the e f f e c t i v e date he reo f , or t h e r e a f t e r become d i v i ded w i th respect to 
separate parcels or po r t i ons of such T r a c t , the percentages of Tract Par
t i c i p a t i o n assigned to such Tract s h a l l , i n the absence of a recordable 
ins t rument executed by a l l owners and f i x i n g the d i v i s i o n of ownership, 
be d i v ided among the owners of such parcels or por t ions in propor t ions 
t o the number of sur face acres in each parcel or p o r t i o n . 

Subject to the p rov is ions o f Sect ion 16 (Royal ty Se t t l emen t ) , the 
Un i t i zed Substances a l l oca ted to each Tract sha l l be de l i ve red i n k ind to 
the respec t i ve Working I n t e r e s t Owners and p a r t i e s e n t i t l e d there to by v i r 
tue of the ownership of o i l and gas r i g h t s t h e r e i n . Each Working I n te res t 
Owner and the pa r t i es e n t i t l e d t h e r e t o sha l l have the con t i nu ing r i g h t to 
rece ive such, product ion in k ind a t a common po in t w i t h i n the Uni t Area and 
t o s e l l o: dispose of the same as i t sees f i t . Each such par ty sha l l ha\ : 
the r i g h t to c o n s t r u c t , m a i n t i a n , and operate a l l necessary f a c i l i t i e s f o r 
t h a t purpose on Un i t i zed Land, provided the sane are so cons t ruc ted , main
ta ined and operated as not to i n t e r f e r e w i t h operat ions ca r r i ed on pursuant 
he re to . Any ex t ra expendi ture incu r red by Unit Operator by reason of the 
d e l i v e r y in k ind of any po r t i on of the Un i t i zed Substances sha l l be borne 
by the par ty respons ib le fo r the payment of such expense. 

In the event any par ty hereto sha l l f a i l to take in kind or separate ly 
dispose of i t s p ropor t iona te share of the Un i t i zed Substances, then so long 
as such cond i t ions con t inue , Un i t Operator, f o r the account and at the ex
pense of such p a r t y , and i n order to avoid c u r t a i l i n g the operat ion of the 
Un i t Area, rrmy s e l l or otherwise dispose of such product ion to i t s e l f or 
others on a day- to-day basis a t not less than the p r e v a i l i n g market p r i ce 
i n the area f o r l i k e p roduc t i on ; and the account of such par ty sha l l be 
charged t he rew i th as having rece ived such p roduc t i on . Unit Operator sha l l 
not make a sale in to i n t e r s t a t e commerce of any o the r p a r t y ' s share of gas 
product ion w i thout f i r s t g i v i n g such other pa r t y n ine ty (90) days not ice 
of such intended s a l e . The net proceeds, i f any, of the Un i t i zed Substances 
so disposed of by the Unit Operator sha l l be- paid to the pa r t i es e n t i t l e d 
t h e r e t o . 

Any Working I n t e r e s t Owner rece iv ing i n k ind or separate ly d isposing 
of a l l or any part of the Un i t i zed Substances a l l o c a t e d to any Tr^'-.s, or 
r ece i v i ng the proceeds therefrom i s the same i f so ld or purchased by Uni t 
Operator , sha l l be respons ib le f o r the payment of a l l r o y a l t y on the 'ease 
or leases a f f e c t e d ; and each such party sha l l hold each ether party harmless 
aga ins t a l l c l a ims , demands, and causes of ac t ion f o r the payment of such 
Roya l ty . 

I f , a f t e r the e f f e c t i v e date of t h i s Agreement, the re i s any Tract 
or Tracts subsequently committed he re to , as provided in Section 4 (EXPAN
SION) hereof , or i f any Tract or Tracts w i t h i n the Uni t Area are not qua
l i f i e d hereunder as of the e f f e c t i v e date hereof are subsequently q u a l i f i e d 
f o r p a r t i c i p a t i o n under the p rov i s i on of Sect ion 14 (TRACTS QUALIFIED FOR 
PARTICIPATION) and Sect ion 32 (NON-JOINDER AND SUBSEQUENT JOINDER), or i f 
any Tract is excluded from t h i s Agreement as prov ided f o r in Section 31 
(LOSS OF TITLE) the schedule of p a r t i c i p a t i o n as shown in the cur rent Exh i 
b i t "C" s h a l l be revised by the Uni t Operator and d i s t r i b u t e d to the Work
i ng I n t e r e s t Owners and the Supervisor to show the new Tract P a r t i c i p a t i o n s 
of a l l the then q u a l i f i e d T rac t s ; and the rev ised E x h i b i t . " C " , upon appro-

- 1 1 -



val by the Supervisor, shall govern the allocation of Unitized Substances 
produced on and after the effective date thereof until the effective date 
of a new schedule so approved by the Supervisor. In any such revision of 
Exhibt "C" pursuant to this paragraph the Tract Participations of the pre
viously qualified Tracts shall remain in the same ratio one to the other. 

SECTION 15. ROYALTY SETTLEMENT. The United States of America and 
a l l Royalty Owners who, under an existing contract, are entitled to take in 
kind a share of the Unitized Substances produced form any Tract unitized 
hereunder, shall continue to be entitled to such right to take in kind 
their share of the Unitized Substnaces allocated to such Tract; and the 
Unit Operator shall make deliveries of such Royalty share taken in kind in 
conformity with the applicable contracts, laws, and regulations. 
Settlement for Royalty Interest not taken in kind shall be made by Working 
Interest Owners responsible therefor under existing contracts, laws and 
regulations, on or before the last day of each month for Unitized Substan
ces produced during the preceding calendar month; provided however, that 
nothing herein contained shall operate to relieve the lessees of any land 
from their respective lease obligations for the payment of any Royalty 
due under their leases, except that such Royalty shall be computed in 
accordance with the terms of this Unit Agreement. 

I f gas obtained from lands or formations not subject to this Agreement 
is introduced into the Unitized Formation for us in repressuring, stimula
tion Of production, or increasing ultimate rcovery in conformity with a plan 
approved pursuant to Section 12 (PLAN OF OPERATION), a like amount of 'L;:is, 
less appropriate deduction for loss from any cause, may be withdrawn f. am 
the Unitized Foraation royalty free as to dry gas but not as to products ex-
t 'ted thererriai; provided that such withdrawal shall be at such time as 

te provided in the approved plan of operation or as otherwise may be 
consented to by the Supervisor as conforming to good petroleum engineering 
practices. I f liquid petroleum gases obtained from lands or formations not 
subject to this Agreement are introduced into the Unitized Formation for 
the purpose and under the conditions set forth in the preceding sentence, 
then par'.; or all of such liquid petroleum gases may be withdrawn royalty 
fr::'i purr, ent to such conditions and formulas as may be prescribed or ap
proved by the Supervisor. The right, of withdrawal contained in this Sec
tion shall terminate as of the effective date of termination of this Unit 
Agreement, 

Ali Royalty due the Royalty Owners hereunder other than the United 
States ô  America shall be computed and paid on the basis of all Unitized 
Substances allocated to the respective Tract or Tracts of Unitized Land 
in lieu of actual production from such Tract or Tracts. 

Roy?' y due the United States shall be computed as provided in the 
operating regulations and paid in value or delivered in kind as to all 
Unitized Substances on the basis of the amounts thereof allocated to 
Unitized Federal land as provided herein at the rates specified in the 
respective Federal leases, or at such lower rates as may 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 accordance with the operating regulations as though 
the Unitized Land were a single consolidated lease. 
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Each Royalty Owner (other than tha United States of America) that 
executed this Agreement represents and warrants that i t is the owner of 
a Royalty Interest in a Tract or Tracts within the Unit Area as it s in
terest appears in Exhibit "B" attached hereto. I f any Royalty Interest 
in a Tract or Tracts should be lost by t i t l e failure or otherwise in 
whole or in part, during the term of this Agreement, then the Royalty 
Interest of the party representing himself to be the owner thereof shall 
be reduced proportionately and the interest of al l parties in the effected 
Tract or Tracts shall be adjusted accordingly. 

SECnONJ7- RENTAL SETTLEMENT. Rentals or minimum royalties 
due olTTeTses committed nereto shafT be paid by Working Interest Owners 
responsible therefore under existing contracts, laws and regulations, pro
vided 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 minimum royalty in lieu thereof, due under their leases. Rental 
or minimum royalty for lands of the United States of America subject to this 
Agreement shall be paid at the rate specified in the respective leases from 
the United States of America, unless rental or minimum royalty is waived, 
suspended, or reduced by law or by approval of the Secretary or his duly 
authorized representative. 

SECTION 18. CONSERVATION. Operations hereunder and production 
o~ Unitized Substances shall be conducted to provide for the most econo
mical and efficient recovery of said substances without waste, as defined 
by or pursuant to Federal and State laws and regulations. 

SECTION 19. DRAINAGE. The Unit Operator shall take appropriate 
end adequate measures to prevent drainage of Unitized Substances from • .:-
itized Land by wells on land not subject to this Agreement. 

SECTION 20. LEASES AND CONTRACTS CONFORMED AND EXTENDED. The 
terms ,""condi tib'-.s and provisions of a FT" leases, suiTTeases and other con
tracts relating to exploration, d r i l l i n g , development or operation for oil 
or gas on lands committed to this Agreement are hereby expressly modified 
and ams ded to the extent necessary to make the same conform to the provi
sions hereof, but otherwise to remain in f u l l force and effect; and the 
parties hereto consent that the Secretary shall, and by his approval hereof, 
or by the approval hereof by his duly authorized representative does here^ 
establish, alter, change or revoke the d r i l l i n g , producing, rental, minimum 
royal Ly • ,vi royalty requirements of Federal leases committed hereto and 
the regulations in respect thereto to conform said requirements to the 
provisions of this Agreement. 

Without limiting the generality of the foregoing, a l l leases, sub
leases and contracts are particularly modified in accordance with the 
following: 

(a) The development and operation of lands subject to this Agreement 
under tlie tenns hereof shall be deemed f u l l performance of all 
obligations for development and operation with respect to each 
and every part or separately owned tract subject to this Agree
ment, regardless of whether there is any development of any 
particular part or Tract of the Unit Area, notwithstanding 
anything to the contrary in any lease, operating agreement or 
other contract by and between" the parties hereto, or their 
respective predecessors in interest, or any of them. 
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(b) D r i l l i n g , producing or secondary recovery operations performed 
hereunder upon any Tract of Unitized Land shall be accepted and 
deemed to be performed upon and for the benefit of each and 
every Tract of Unitized Land; and no lease shall be dee ed to 
expire by reason of failure to d r i l l or produce wells situated 
on land therein embraced. 

(c) Suspension of d r i l l i n g or producing operations on any or all of 
the Unitized Land pursuant to direction or consent of the Secre
tary or his duly authorized representative shall be deemed to 
constitute such suspension pursuant to such direction or consent 
as to each Tract of Unitized Land, specified in the suspension 
order. 

(d) Each lease, sublease, or contract relating to the exploration, 
d r i l l i n g , development or operation for oil and gas, which by it s 
term might expire prior to the termination of this Agreement, is 
hereby extended beyond any such terms so provided therein, so 
that i t shall be continued in f u l l force and effect for and 
during e term of this Agreement. 

(e) Termination of this Agreement shall not affect any lease which, 
pursuant to the terms thereof or any applicable laws, shall 
continue in force and effect thereunder. 

(f) The segregation of any Federal lease committed to this Agreement 
is governed by the following provisions in the fourth paragraph 
of Section 17 ( j ) of the Mineral Leasing Act, as amended by the 
Act of September 2, 1 960 (7? Stat. 781 -784): "Any (Federal) 
lease heretofore or hereafter committed to any such (unit) plan 
emb acing lands that are in part within and in part outside of 
the area covered by any surh plan shall be segregated into 
separate leases as to the lands committed and the lands not 
committed as to the effective date of unitization: Providea, 
however, that any such lease as of the nonunitized portion shall 
contiTuTe in force and effect for the term thereof but for not 
less than two years from the date of such segregation and so 
long thereafter as oil or gas is produced in paying quantities." 

SECTION . MATHEMATICAL ERRORS. . I t is hereby agreed by all 
parties'r.o tne, Agreement tnaVuivt "Operator is empowered to correct any 
mathematical or clerical errors which might exist in the pertinent ex
hibits to this Agreement upon approval of such: changes by the Supervisor. 

SECTION 22. COVENANTS RUM WITH LAND. The covenants herein 
shall"~be construed to be covenants running with the land with respect to 
the interest of tne parties hereto and their successors in interest until 
this Agreement terminates, and any grant, transfer or conveyances i f inter
est land or leases subject hereto shall be and hereby is conditioned upon 
the assumption of all privileges and obligations hereunder by the granted, 
transferee or other successor in interest. No assignment or transfer of 
any Working Interest subject hereto shall be binding upon Unit Operator 
until the f i r s t day of the calendar month after Unit Operator is furnished 
with the original, or acceptable photostatic or certified copy, of the re
corded instrument of transfer; and no assignment or transfer of and Royalty 
Interest subject hereto shall be binding upon the Working Interest. Owner 



responsible therefor until the f i r s t day of the calendar month after said 
Working Interest owner is furnished with the original, or acceptable photo
static or certified copy, of the recorded-intrument of transfer. 

SECTION 23. EFFECTIVE DATE AND TERM. This Agreement shall be
come binding upon each party who executes or ratifies i t as of tlie date of 
execution or ratification by such party and shall become effective as of 
7:00 a.m. on the f i r s t day of the month next following: 

(a) The execution or ratification of this Agreement and Unit Operat
ing Agreement by Working Interest Owners owning a combined Unit 
Participation of at lease 95 percent (95%), and the execution 
or ratification of this Agreement by Royalty Owners owning a 
combined interest of at least 75 percent (75%) of the Royalty 
Interest, in said Unit Area; and, 

(b) The approval of this Agreement by the Secretary or his duly 
authorized representative, and the Commission; and, provided, 
further, that i f (a) and (b) above are not accomplished on or 
before August 1 , 1980, this Agreement shall ipso facto expire o•• 
said date (hereinafter called "expiration date") and thereafter 
he of no furthe" force or effect, unless prior thereto this 
Agreement, has been executed or ratified by Working Interest 
Owners owning a combined unit participation of at least ninety 
percent (90%) and such Working Interest Owners have decided to 
extend said expiration date for a period not to exceed six (5) 
months (hereinafter called "extended expiration date"). I f said 
expiration date is so extended and (a), and (b) are not accom
plished on or before said extended expiration date and thereafter 
be of no further force or effect. For the purpose of this Sec
tion, ownership shall be computed on the basis of Unit Partici
pation as determined from Exhibit "C" attached hereto. 

(c) Unit Operator shall, within t h i r t y (30) days after the effective 
date of this Agreement, f i l e for record in the offices where a 
counterpart of this Agreement is recorded, a certificate to the 
effect that this Agreement has become effective according to i t s 
terms and stating further the effective date. 

The term of this Agreement shall be for and during the time thet 
Unitized Substances are or can be produced in paying quantities from the 
Area and as long thereafter as d r i l l i n g , reworking or other operations 
(including secondary recovery operations) are prosecuted thereon without 
cessation of more than ninety (90) consecutive days and so long there
after as Unitized Substances can be produced as aforesaid, unless sooner 
terminated by Working Interest Owners in the manner here and after approved. 

This Agreement may be terminated at any other time and for any other 
reason by the Working Interest Owners owning an aggregate of ninety per
cent (90%) or more of Unit Participation with the approval of the Commission 
and the Supervisor. Notice of any such termination shall be give by the 
Unit Operator to al l parties hereto within t h i r t y (30) days after the effec-
fective ddte of tenni nation. 
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Upon termination of this Agreement, the parties hereto shall be gov
erned by the terms and provisions of the leases and contracts affecting the 
separate Tracts. 

Unit Operator shall within t h i r t y (30) days after the termination 
date of this Agreement, f i l e for record in the office where a counterpart 
of this Agreement, is recorded, a certificate to the effect that this An. ce
ment has terminated according to its terms and stating further the termina
tion date. 

I f not otherwise covered by the leases unitized under the Agreement, 
Royalty Owners hereby grant Working Interest Owners a period of six (6) 
months after termination of this Agreement in which to salvage, s e l l , dis
tribute, or otherwise d-spose of the personal property and f a c i l i t i e s used 
in connection with Unit Operations. 

SECTION 24. RATE OF PROSPECTING, DEVELOPMENT AND PRODUCTION. 
The Director is hereby vested with the authority to alter or modify from 
time to time in his discretion the quantity and rate of production under 
this Agreement when such quantity and rate of production under this Agree
ment is not fixed pursuant to Federal or State law or does not conform to 
any statewide voluntary conservation or allocation .program, which is es
tablished, recognized, and generally adhered to by the majority of opera
tor's in such State, such authority being hereby limited to alteration or 
modification in the public interest, the purpose thereof and the public 
interest to be served thereby to be stated in the order of alteration or 
modification. Wi out regard to the foregoing, the Director is also here
by vested with the authority to alter or modify from time to time, in his 
discretion, the rate of prospecting and development and the quantity ::n.d 
rate of production under this Agreement, when such alteration or modifica
tion is in the interest of attaining the conservation objectives stated 
in this Agreement and is not in violation of any applicable Federal or 
State Law. 

Powers in this Section vested in the Director shall only be exercised 
after notice to Unit Operator and opportunity for hearing to be held not 
less than fifteen (15) days from notice. 

SECTION 25. NON-DISCRIMINATION. In connection with the per
formance of work under this Agreement, the Unit Operator agrees te comply 
with all of the provisions of Section 202 (1) to (7) inclusive of Exe
cutive Order 11246 (30 F.R. 12319) as amended, which are hereby incor
porated by reference in this Agreement. 

SECTION 26. APPEARANCES. Unit Operator shall have the right 
to appear for or on behalf of ao./ and all interests affected hereby before 
the Department, and to appeal from any order issued under the rules and 
regulations of the Department, or to apply for relief from any of said 
rules and regulations or in any procedings relative to operations before 
the Department or any other legally constituted authority; provided, how
ever, that any other interested party shall also have the right at his or 
its own expense to be heard in any such proceeding. 

SECTION 27. NOTICES. All notices, demands, objections or state
ments required~hereuncer to be given or rendered to the parties hereto shall 
be deemed ful l y given i f made in writing and personally delivered to the 
party or parties or sent by postpaid certified mail, addressed to such party 
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or parties at their respective addresses set forth in connection with the 
signature hereto or to the* ratification or consent hereof or to such other 
address as any such party or parties may have furnished in writing to the 
pa'rty sending the notice, demand or statement. 

SECTION 28. NO WAIVER OF CERTAIN RIGHTS. Nothing in this Agree
ment contained shall be construed as a waiver by any party hereto of the 
right to assert any legal or constitutional right or defense as to the v a l i 
dity of invalidity of any law of the State wherein said Unitized Lands are 
located, or rules or regulations issued thereunder in any way affecting such 
party, or as a waiver by any such party of any right beyond his or i t s autho-
r i t y to waive. 

SECTION 29. EQUIPMENT AND FACRITJES-FIXTURES ATTACHED T0_REALTY. 
Each Working Interest Owner ha o "Tie re to pTaced and used on Tts Tract or 
Tracts committed to this Agreement various well and lease equipment and 
other property, equipment and f a c i l i t i e s . I t is also recognized that addi
tional equipment and f a c i l i t i e s may hereafter be placed and used upon the 
Unitized Land as now or hereafter constitued. Therefore, for all purposes 
of this Agreement, any and al l such equipment shall be considered to be 
personal property and not fixtures attached to realty. Accordingly, said 
well and lease equipment and personal property is hereby severed fron? the 
mineral estates affected by this Agreement, and i t is agreed that any and 
and a l l such equipment and personal property shall be and remain personal 
property for a l l purposes. 

SECTION 30. UNAVOIDABLE DELAY. All obligations under this Agree
ment requiring 'the Unit Operator to commence or continue secondary recovery 
operations 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 0; ator, despite the exercise of due care and diligence, is 
prevented from complying with such obligations, in whole or in part, by 
str es, acts of God, Federal, State or municipal law or agency, unavoid
able ccident, open market, or other matters beyond the reasonable control 
of tite Unit Operator whether similar to matter herein enumerated or not. 

SECTION 31. LOSS OF TITLE. In the event t i t l e to any Tract of 
Unitized' Land shall f a i l so as to render the Tract inoperable under this 
Agreement and the true owner cannot be induced to join this Unit Agreement, 
such Tract shall be automatically regarded as not committed hereto 
effective as of 7:00 a.m. on the f i r s t day after such t i t l e failure is 
determined; and there shall be such readjustment of future costs and 
benefits as may be required on account of the loss of such t i t l e . In 
such event, Unit Operator shall recompute the Tract Participations of 
each of the Tracts remaining subject to this Agreement and shall revise 
Exhibits "B" and "C" accordingly. The revised Exhibits "B" and "C" 
shall be effective as of the f i r s t day of the calendar month in vhich 
such failure of t i t l e is finall y determined. The participation percent
age-, so recomputed for the qualified Tracts shall remain the same ratio 
one vo the other as before the loss of t i t l e was determined. I f t i t l e 
to a Working Interest f a i l s , the rights and obligations of Working Inter
est Owners by reason of failure of t i t l e shall he governed by the Unit 
Operating Agreement. If t i t l e to a Royalty Uterest f a i l s , but the 
Tract to which i t relates remains qualified, the parties whose t i t l e 
failed shall not be entitled to share hereunder with respect to such 
interest. In the event of r. dispute as to tHTe as to any Royalty, 
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Working Interest or other, interest subject hereto, payment or delivery 
on account thereof may be withheld without l i a b i l i t y or interest until 
the dispute is finall y settled; provided that, as to Federal land or 
leases, no payments of funds due the United States of America shall be 
withheld, but such funds shall be deposited as directed by the Supervisor 
to be held as unearned money pending final settlement of the t i t l e dispute, 
and then applied as earned or returned in accordance with such final 
settlement. 

Unit Operator as such is relieved from any responsibility for any 
defect or failure of any t i t l e hereunder. 

SECTION 32. NON-JOINDER AND SUBSEQUENT JOINDER. I f the owner of 
any substantial interest in a tract within the Unit Area fails or refuses 
to subscribe, r a t i f y , or conse- t in writing to this Agreement, the Working 
Interest Owner in that Tract wNo has executed or ratified this Agreement 
may withdraw said Tract from this Agreement by written notice to the Super
visor and Unit Operator prior to the effective date of this Agreement. 
Joinder by any Royalty Owner, at any time, must be accompanied by appro
priate joinder of the corresponding Working Interest Owner in order for 
the i i'erest of such Royalty Owner to be regarded as effectively committed. 
Joinder to the Unit Agreement by a Working Interest Owner, at any time, 
must be accompanied by appropriate joinder to the Unit Operating Agree, ent 
in order for such interest to be regarded as effectively committed to 
this Unit Agree ent. 

Any o i l or gas interest in the Unitized Substances not committed hereto 
prior to submission of this Agreement to the Supervisor for final approval 
may thereafter be committed hereto upon compliance with the applicable pro-
vi* "ons of this Section and of Section 14 (TRACTS QUALIFIED FOR PARTICIPA
TION) hereof, at any time up to the effective date hereof and for a period 
of and including six (6) months thereafter, on the same basis of partici
pation as provided in said Section 13, by the owner or owners hereof sub
scribing, ratifying or consenting in writing to this Agreement and, i f 
co,: interest is a Working Interest, by the owner of such interest subs
cribing also to the Unit Operating Agreement. 

] . is understood and agreed, however, that from and after six (6) 
month- from the effective date hereof the right of subsequent joinder 
as provided in this Section shall be subject to such requirements or 
approvals and on such basis as may be agreed upon by Working Interest 
Owners having a combined unit participation of ninety percent (90%) or 
i ere with the approval of the Supervisor. Such joinder by a proposed 
Working Interest Owner must be evidenced by his elocution or ratification 
rv this Agreement and the Unit Operating Agreement. Such joinder by a 
proposed Royalty Owner at any time must be evidenced by his execution, 
ratification or consent of this Agreement and most be consented to in 
writing by the Working Interest Owner responsible for the payment of any 
benefits that may accrue hereunder in behalf of such proposed Royalty 
Owner. Except as may be otherwise herein provided, subsequent joinders 
to this Agreement shell be effective at 7:00 a.m. on the f i r s t day of 
the month following the f i l i n g with the Supervisor of duly executed 
counterparts of any and all documents necessary to establish effective 
commitment of any Tract or interest to this Agreement, unless objection 
to such joinder by the Supervisor is duly made within sixty (60) days 
after such f i l i n g . 
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SECTION 33. OIL IN LEASE TANKAGE ON EFFECTIVE DATE. Unit 
Operator shalT-make a proper and timely gauge "of all lease and other tanks 
on Unitized land in order to ascertain the amount of merchantable oil or 
other liquid hydrocarbons above the pipeline connection in such tanks as of 
7:00 a.m. on the effective date hereof. Any such production which has been 
produced legally as part of the prior allowable of the well or wells from 
which produced shall be and remain the property of the Interest Owner en
t i t l e d thereto the same a. i f the Unit had not been formed; and the Working 
Interest Owner shall promptly remove said oil from Unitizied Land. Any 
such oil not promptly removed shall be sold by Unit Operator for the account 
of such Working Interest Owner who shall pay a l l royalty, overriding royal
t i e s , production payments, and all other payments under the terms and provi
sions of the applicable lease or leases and other contracts. All such oil 
as is in excess of the prior allowable of the well or v/ells from which the 
same was produced after the effective date hereof. I f , as of the effective 
date hereof, any Tract of overproduced with respect to the allowable ol the 
well or wells on that Tract and the amount of such overprodution has been 
sold or otherwise disposed of, such overproduction shall be regarded and 
included as a part of the Unitized Substances produced after the effective 
date hereof. 

SECTION 31. COUNTERPARTS. This Agreement may be executed in any 
number of counterparts, no one of which needs to be executed by a l l parties 
and may be ratified or consented to by separate instrument in writing spe
c i f i c a l l y referring hereto, and shall be binding upon a l l those parties 
who have executed such a counterpart, ratification or consent hereto with 
the same force and effect as i f all parties had signed the same document, 
and regardless of whether or not i t is executed by a l l other parties 
owning or claiming an interest in the lands within the above described 
Unit Area. 

SECTION 35. TAXES. Each party hereto shall for i t s own account, 
render and pay i t s share of any taxes levied against or measured by the 
amount or value of the Unitized Land; provided, however, that, i f i t is re
quired or i f i t be determined that the Unit Operator or the several Working 
Interest Owners must pay or advance said taxes for the account of the par
ties hereto, i t is hereby expressly agreed that the parties so paying or 
advancing said taxes shall be reimbursed therefor by the parties hereto, 
including Royalty Owners, who may be responsible for the taxes on their 
respective allocated share of said Unitized Substances. No such taxes 
shall be charged to the United States, nor to any lessor who has a con
tract with a lessee which requires his lessee to pay such taxes. 

SECTION 36. NO PARTNERSHIP. I t is expressly agreed that the 
relation of the parties hereto is that of independent contractors and no
thing in this Agreement contained, expressed or implied, or any operations 
conducted hereunder, shall create or be deemed to have created a partnership 
or association between the parties hereto or any of them. 
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• SECTION 37. BORDER AGREEMENTS. Subject to the approval of the 
Supervisor, the Unit Operator may enter into a border-protection agreement 
or agreements with the Working Interest Owners of adjacent lands along 
the exterior boundary of the Unit Area with respect to the operations in the 
border area for the maximum ultimate recovery, conservation purposes and 
proper protection of the parties and interests. 

YATES DRILLING COMPANY 

DATE: By 
Attorney-'i n-Fact 

UNIT OPERATOR AND 
WORKING INTEREST OWNER 

STATE OF NEW MEXICO ) 

COUNTY OF EDDY ) 

The foregoing instrument was acknowledged before me th i s day 
of , 1982, by _ ^Attorney- in-Fact foFTATES 
DRILLING' COMPANY, a New Mexico corpora t i on , oh behalf of said corporation. 

'Commiss ion Expires: 

Notary Public 
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SIGNATURE PAGE TO SOUTH LOCO HILLS (GRAYBURG) UNIT 
AGREEMENT DATED FEBRUARY, 1982 

MARTIN YATES, I I I 

By: 
Attorney-in-Fact 

STATE OF NEW MEXICO ) 

COUNTY OF EDDY ) 

The forego ing inst rument was acknowledged before me t h i s 
day of , 1982, by 
A t t o r n e y - i n - F a ^ t f o r YATES DRILLING COMPANY, a New Mexico c o r p o r a t i o n , 
beha l f of sa id c o r p o r a t i o n . 

My Commission Exp i res : 

STATE OF NEW MEXICO ) 

COUNTY OF EDDY ) 

The forego ing ins t rument was acknowledged before me th i s -
day of , 1982, by FRANK YATES, A t t o rney - i n -Fac t~7o r 
MARTIN YATES, i l l . 

My Commission Expires: 

Notary Public 
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SIGNATURE PAGE TO SOUTH LOCO HILLS (GRAYBURG) UNIT 
AGREEMENT DATED FEBRUARY, 1982 

J. W. JONES PAULINE HEWITT 

ATTEST: ANADARKO PRODUCTION COMPANY 

By 

STATE OF NEW MEXICO ) 
: § 

COUNTY OF EDDY ) 
The foregoing instrument was acknowledged before me this 

day of , 1982, by J. W. JONES. . 

My Commission Expires: 

Notary Public 

STATE OF NEW MEXICO ) 

COUNTY OF EDDY ) 

The foregoing instrument was acknowledged before me this 
day of , 1982, by PAULINE HEWITT. 

My Commission Expires: 

STATE OF TEXAS ) 

COUNTY OF • ) 

Notary Public 

The foregoing instrument was acknowledged before me this 
day of , 1982, by 
President of ANADARKO PRODUCTION COMPANY, a corporation, on 
behalf of said corporation. 

Hy Commission Expires: 

Motary Public 
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SIGNATURE PAGE TO SOUTH LOCO HILLS (GRAYBURG) UNIT 
AGREEMENT DATED FEBRUARY, 1982. 

TTTAT DEN7UN ~~" G. C. DENTON 

ATTEST: SOUTHLAND ROYALTY COMPANY 

By 

STATE OF NEW MEXICO ) 

COUNTY OF EDDY ) 

The foregoing instrument was acknowledged before me this 
day of , 1982, by C. A. DENTON.* 

My Commission Expires: 

• Notary Public. 

STATE OF NEW MEXICO ) 

COUNTY OF EDDY ) 

The foregoing instrument was acknowledged before me this 
day of ~ , 1982, by G. C. DENTON. 

My Commission Expires: 

Notary Public 

STATE OF TEXAS ' ) 

: § 
COUNTY OF ) 

The foregoing instrument was acknowledged before me this 
day of 1982, by ^_ President 
of SOUTHLAND lOYALTT COMPANY, a corporation, on behal 1 of said 
corporation. 
My Commission Expires: 

_ . _____ p^i-jc - - " 
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SIGNATURE PAGE TO SOUTH LOCO HILLS (GRAYBURG) UNIT 
AGREEMENT DATED FEBRUARY, 1982 

ATTEST: DEPCO, INC. 

By 

ATTEST: HUSKY OIL COMPANY 

By 

STATE OF COLORADO 

COUNTY OF 
: § 
) 

The foregoing instrument was acknowledged before me this 
day of , 1982, by , WeTiT^rC 
of DEPCO, INC. , 

My Commission Expi res: 

c o r p o r a t i o n , on behal f of said co rpo ra t i on . 

Notary Pub l ic 

STATE Or COLORADO 

COUNTY OF ) 

The foregoing inst rument was acknowledged before me t h i s 
day of , 1982, by , PTeTTdeTnTljf 
HUSKY OIL COMPANY, a c o r p o r a t i o n , on behal f of said co rpo ra t i on . 

My Commission Exp i res : 

Notary Publ i c 
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EXHIBIT "C" 

To Unit Agreement 
SOUTH LOCO HILLS (GRAYBURG) UNIT 

Eddy County, New Mexico 

January 26, 1982 

Tract Number 

Cumulative 
Production 
Thru J980 

Participation 
Percentage 

1 14,942 2.456233 

2 66,098 10.865484 

2a 15,967 2.624727 

2b 27,286 4.485394 

3 3,127 .514030 

4 150,985 24.819588 

4a 35,155 5.778935 

5 72,218 11.871517 

6 15,254 2.507521 

7 3,617 .594579 

7a 93,725 15.406934 

7b 109,956 18.075053 

608,330 100.000000 
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• UNIT OPERATING AGREEMENT 
SOUTH LOCO HILLS (GRAYBURG) UNIT 

EDDY COUNTY, NEW MEXICO 

THIS AGREEMENT, entered into as the day of , 1982, 
by and between the parties who have signed the original of this instrument, 
a counterpart thereof, or other instrument agreeing to become a party here
to, 

" WITNESSETH: 

WHEREAS, the parties hereto as Working Interest Owners have executed, 
as of the date hereof, an Agreement entitled "Unit Agreement, South Loco 
Hills (Grayburg) Unit, Eddy County, New Mexico, "herein referred to as 
"Unit Agreement," which, among other things, provides for a separate agree
ment to be entered into by -Working Interest Owners to provide for Unit 
Operations as therein defined.-

NOW, THEREFORE, in consideration of the mutual agreements herein set 
forth, i t is agreed as follows: -

ARTICLE 1 • 

CONFIRMATION OF UNIT AGREEMENT 

1.1 Confi rmation of Unit' Agreement, The Unit Agreement is 
hereby confirmed and by reference made £ part of this Agreement, The 
definitions in the Unit Agreement are adopted for all purposes of this 
Agreement. - ' I f there is any conflict between the Unit. Agreement and this 
Agreement, the Unit Agreement shall govern, 

. : ' ;M;•V;7V:-., ARTICLE 2 "'- ' • 

; . EXHIBITS ' " / v .: • 

2.1 Exhibits. The following exhibits are incorporated herein 
by reference: 

2.1.1 Exhibits "A", ."B\ and "C", of the Unit Agreement. 
There is no Exhibit "D". ' 

2.1.2 ExhibifE", attached hereto, is a schedule showing 
the Unit Participation of each Working Interest Owner. Exhi
bit "E", or a revision thereof, shall not be conclusive as 
to the information therein, except i t may be used as "showing 
the Unit Participations of Working Interest Owners for pur
poses of this;Agreement unti1 shown to be in error or revised 
as herein authorized. • 

2.1.3 Exhibit "F", attached hereto, is the Accounting 
Procedure applicable to Unit Operations. If there is any con
f l i c t between this Agreement and Exhibit "F", this Agreement 
shal1 govern. ' 



2.1.4 Exhibit "G", attached hereto, contains insurance 
provisions applicable to Unit Operations. 

2.2 Revision of Exhibits. Whenever Exhibits "A", "B" or "C" 
are revised, Exhibit "E" shal1 be revised accordingly and be effective as 
of the same date. Unit Operator shall also revise Exhibit "E" from time 
to time as required to conform to changes in ownership of which Unit 
Operator has been notified as provided in the Unit Agreement. 

2.3 Reference to Exhibits. When reference is made herein to 
an exhibit, i t is to the exhibit as originally attached or i f revised, 
to the last rev'sion. 

ARTICLE 3 

SUPERVISION OF OPERATIONS BY WORKING INTEREST OWNERS 

3.1 Overall Supervision. Working Interest Owners shall ex
ercise overall supervision arid "control of all matters pertaining to Unit 
Operations"'pursuant to this Agreement and the Unit Agreement. In the 
exercise of- such authority, each Working Interest Owners shall act solely " 
in its own behalf in the capacity of an individual owner'and not on be
half of the owners as an entirety. 

3.2 Specific Authorities'and Duties. The matters with respect 
to which Working Interest Owners shall decide and take action shall include, 
but not be limited to, the following: ' • 

3.2.1 Method of Operation. The method of operation, in
cluding the type or types of.pressure maintenance, secondary 
recovery, or other recovery program to be employed. 

3.2.2 -" Drilling of Well s. The drilling of any well whether 
for production of Urntized~Substanc.es, for use as an injection 
well, or for other purposes. 

3.2.3 Well Recompletion and Change of Status. The re
completion, abandonment, or permanent change of status of any 
well, or the use of any well for injection or other purposes. 
The Unit Operator shall be responsible for performing such 
work and such work shal "I be done at Unit Expense... 

3.2.4 Expenditures. The making of any single expendi
ture in excess of Thirty Thousand Dollars ($30,000.00); how
ever, approval by Working Interest Owners of the drilling, 
reworking^deepening, or . plugging back of any well shall 
include approval of all necessary, expenditures required 
therefore, and for completing, testing and equipping the well, 
including necessary flow lines, separators, and lease tank
age; provided however, that in case of blowout, explosion, 
f i r e , flood or other sudden emergencies, .Unit Operator may 
take steps and incur such expenses as in i t s opinion are 
required to deal with the emergency and to safeguard l i f e 
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or property, but that Unit Operator shall, as promptly as 
possible, report the emergency to the Working Interest Own
ers . 

3.2-5 , Dispostio.n of Unit Equipment. The selling or 
otherwise disposing of any major item of surplus Unit Equip
ment, i f the current price of new equipnent similar thereto 
i s Five Thousand Dollars ($5,000.00) or more. 

3.2.6 Appearance Before a Court or Regulatory Agency. 
Tne designating of a representative tu appear before ciriy~court 
or-regulatory agency i n natters pertaining to Unit Operations; 
however, such designation shall not prevent any Working Inter
est Owner from appearing i n person or from designating 
another representative i n i t s own behalf. 

3.2.7 Audits. The auditing of the accounts of Unit Op
erator pertaining to Unit Operations hereunder; however, th:> 
audits shall 

(a) not be conducted .more than once each year except upon the 
resignation.or removal of Unit Operator, and 

(b) be nade upon the approval of the owner or owners of a ma
j o r i t y of Working Interest other than that of Unit Operator, 
at the expense of a l l Working Interest Owners other than Unit 
Operator, or 

(c) be made at the expense of those Working Interest Owners 
requesting such audit, i f owners of less than a majority of 
Working Interest, other than that of Unit Operator, request 
such an audit, and -

(d) "be nade upon not less than t h i r t y (30) days written no
tice to Unit Operator. . - . •• 

3.2.8 Inventories. The taking of periodic inventories 
under the terms of Exhibit "F". 

3.2.9 Technical Services. The authorizing of charges 
to the Joint Account of services by consultants or Unit Opera
tor's technical personnel nor. covered by the overhead charges 
provided by Exhibit "F". 

3.2.10 Assignments to Corrrnittees. The appointment of 
ccrmiittees to study, any problems i n connection with Unit 
Operations. 

3.2.11 The removal of Unit Operator and the selection of a 
successor. 

3.2.12 The enlargement of the Unit Area. 
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3.2.13 The adjustment and readjustment of investments 

3.2.14 The termination of the Unit Agreement. 

ARTICLE 4 

MANNER OF EXERCISING SUPERVISION 

4.1 Designation of Representatives. Each Working Interest 0*n-
er shall infoaa Unit Operator i n writing of the names and addresses of the 
representative and alternate who are authorized to represent and bind such 
Working Interest- -J/msx with-respect to Unit Oparations. The representative 
or alternate may be changed frcm time to time by written notice to Unit 
Operator. 

4.2 Meetings. A l l meetings of Working Interest Owners shall ba 
called by Unit Operator upon i t s own motion or at the request of two (2) or 
more Working Interest Owners having a t o t a l Unit Participation then i n ef
fect of not less than ten percent (10%). Ko meeting shall be called on 
less than fourteen (14) days advance written notice, with agenda for the 
meeeting attached. Working Interest Owners who attend the meeting may a-
mend items included.in the agenda and may act upon an amended item or other 
items presented at.the meeting. The representative of Unit Operator shall 
be chairman of each meeting. 

4.3 Voting Procedure. Working Interest Owners shall decide a l l 
matters.corning before them as follows: 

4.3.1 Voting Interest-. Each Working Interest Owner 
shall, have a varying interest equal to i t s Unit Participation 
i n effect at the time of the vote. 

4.3.2 Vote Required. Unless otherwise provided herein 
or i n the Unit Agreement, Working Interest Owners shall deter
mine a l l matters ' the affirmative bote of four- or nore V- -rk-
ing Working Inter ^ t Owners having a combined voting ir.- -r^st 
of at least-sixty-five percent (65^.); however, should ar-/ one 
Working Interest Interest Owner have more than thirty--.:ive 
percent (35%) voting interest, i t s negative vote or failure 
to vote shall not defeat a motion, and such motion shall 
pass i f approved by Working Interest Owners having a majority 
voting interest, unless three or more'Working Interest Owners 
having a combined voting interest pf at least five percent 
(5%) likewise vote against the motion or f a i l to vote. 

4.3.3 Vote at Meeting by Nonattending Working Inter est 
Owner. Any Working interest Owner not represented at a meet-
ing meeting may vote on any agenda item by letter or telegram 
adddressed to the representative of Unit Operator i f i t s vote 
i s received prior to the vote at the meeting, provided the 
agenda items are not amended. 

4.3.4 Poll Votes. Working Interest Owners may vote on 
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and decide, by l e t t e r or telegram, any matter submitted i n 
w r i t i n g to Working Interest Owners. I f a meeting i s not 
requested, as provided i n Section 4.2, w i t h i n seven (7) days 
a f t e r a w r i t t e n proposal i s sent t o Working Interest Owners, 
the vote taken by l e t t e r or telegram s h a l l become f i n a l . 
Unit Operator w i l l give prompt notice of the results of 
such voting t o a l l Working Interest Owners. 

ARTICLE 5 

INDIVIDUAL RIGHTS OF WORKING INTEREST OWNERS 

5.1 Reservation of Rights. Working Interest Owners severally 
reserve t o themselves a l l t h e i r r i g h t s , except as otherwise provided i n 
t h i s Agreement and the Unit Agreement. 

5.2 Specific Rights. Each Working Interest Owner sh a l l have 
among others, the foi.io.ving specific r i g h t s : 

5.2.1 Access t o Unit Araa. Access t o the Unit Area a t 
a l l reasonable times t o inspect Unit Operations, a l l wells, 
and the records and data pertaining thereto. . 

5.2.2 Reports. The r i g h t to receive from Unit Opera
t o r , upon w r i t t e n request, conies of a l l reports t o any gover
nmental agency, reports or crude o i l runs and stocks, inven
t o r y eports, and a l l other information pertaining t o Unit 
Op-j " - ions.- The cost of gathering and furnishing information 
not o r d i n a r i l y furnished by Unit Operator t o a l l Work "ing 
Interest Owners s h a l l be charged t o the WTorking Interest 
Owner tha t requests tlie information. 

5.3 UjidrHied locations. Unit Operator s h a l l have tlie option 
t o d r i l l any und r i l l e d locations cn t r a c t s committed t o the Unit Area at 
Unit Expense. 

ARTICLE 6 

UNIT OPERATOR 

6.1 Unit Operator. Yates D r i l l i n g Company, a New .Mexico cor
poration, i s hereby designated as I n i t i a l Unit Operator. 

6.2 Resignation or Removal and Selection of Successor. Tne re
signation or removal of Unit Operator and. the selection of a successor shall 
be governed by the provisions of t l i e Unit Agreement. 

ARTICLE 7 

AUTHORITIES AND DUTIES OF UNIT OPERATOR 

7-1 Exclusive Right t o Operate Unit. Subject t o the provisions 
of t h i s Agreement and t o instructions from Working Interest Owners, Unit 
Operator s h a l l have the exclusive r i g h t and be obligated t o conduct Unit 
Operations - : 
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7.2 Workmanlike Conduct. Unit Operator shall conduct Uni' 
Operations in a good and workmanlike manner as would prudent operator under 
the same or similar circumstances. Unit Operator shall freely consult with 
Working Interest Owners and. keep them informed of all matters which L'nit 
Operator, in the exercise of it s best judgement, considers important. 
Unit Operator shall not be liable to Working Interest Owners for damages, 
unless such damages result from i t s gross negligence or willful misconduct. 

7.3 Liens and Encumbrances. Unit Operator shall endeavor to 
keep the lands and leases in the Unit Area and Unit Equipment free from all 
1iens-and encumbrances—occasioned by Unit Operations, except the lien and 
security interest of Unit Operator and Working Interest Owners granted 
hereunder. 

7.4 Employees. The number of employees used by Unit Operator 
in conducting UnTtTOperations, their selection, hours of labor, and conden
sation shall be determined by Unit Operator. Such employees shall be the 
employees of Unit Operator. 

7.5 Records. Unit Operator shall keep correct books, accounts, 
and records of Unit Operations. . . 

7.6 Reports to Working Interest Owners. Unit Operator shall' 
furnish Working Interest Owners periodic reports of Unit Operations. 

7.7 Reports to Governmental Authorities. Unit Operator shall 
male? all reports to governmental authorities tnat i t has the duty to make 
as Unit Operator. .. 

7.8 Engineering and Geological Information. Unit Operator shall 
f inish to a Working Interest Owner, upon written request, a copy ot all 
lo.. and other engineering and geological data pertaining to wells drilled 
for Unit Operations. - .... 

7*9 Expend!tures. Unit Operator is authorized to make single 
expenditures--not in excess of Thirty Thousand Dollars ($30,000.00) without 
prior approval of Working Interest Owners, I f an emergency occurs, Unit 
Operator may immediately make or incur such expenditures as in its opinion 
are required to deal with the emergency. Unit Operator shall report to 
Working Interest Owners, as promptly as psssible, the nature of the 
emergency and the action taken. 

7.10 We:is Drilled by Unit Operator. . All wells drilled by Unit 
Operator shalT~T5:-"at" the usual rates prevafTing in the area. Unit Operator 
may employ its own tools and equipment, but the charge therefor shall not 
exceed the usual rates prevailing in the area, and the work shall be per
formed by Unit Operator.-under the same terms and conditions as are usual 
in the area in contracts of independent contractors doing work of a 
simi1ar nature. 

7.11 Mathematical Errors, Unit Operator is empowered to correct 
any mathematical errors wTffch • ight exist in the pertinent exhibits to 
this Agreement. 
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7.12 Border Agreement. Subject to the provisions and conditions 
in the Unit Agreement, Unit Operator shall have the right and authority to 
enter into border protection agreements. 

7.13 Conflict of Supervision. Neither the Unit Operator nor the 
Working Interest Owners, nor any oi' them, shall be subject to any forfei
ture, termination or expiration of any rights hereunder or under any 
leases or contracts subject hereto, or' to any penalty or liab i l i t y on 
account of delay or failure in whole or in part to comply with any appli
cable provisions thereof to the extent that the said Unit Operator or 
the Working Interest Owners, or any of them, are hindered, delayed or 
prevented from complying therewith by reason of failure of the Unit 
Operator to obtain, in the exercise of due diligence, the concurrence 
of proper representatives of the United States and of the State of New 
Hexico in and about any matters or things concerning which i t is required 
herein that such concurrence be obtained. 

• ARTICLE 8 

TAXES 

8.1 Ad Valorem Taxes. Beginning with the f i r s t calendar year 
a'fter the Effective Date heYeof, Unit Operator shall make and f i l e all nec
cessary ad valorem tax renditions and returns with the proper taxing autho
rities with respect to all property of each Working Interest Owner used 
or hei --i by Unit Operator for Unit Operations. Unit Operator shall settle 
assessments arising therefrom. Any Working Interest Owner dissatisfied 
with any proposed rendition or assessment of its interest in property 
shall have the right, at its own expense, to protest and resist the same. 
All such ad valorem taxes, shall be paid by Unit Operator and charged ;.o 
the joint account; however, i f the interest of a Working Interest Owri-r 
is subject toa separately assessed overriding royalty interests produaion 
payment, or other interest in excess of one-eighth (1/8) royalty, such 
Working Interest Owner shall notify Unit Operator of such interest prior 
to the rendition date and shall be given credit for the reduction in 
taxes paid resulting therefrom. 

8.2 Other Taxes. Each Working Interest Owner shall pay or cause 
to be paid all production, severance, gathering, and other taxes imposed up
on or with respect to the production or handling of its share of Unitized 
Substances. 

ARTICLES! 

INSURANCE 

9.1 Insurance. Unit Operator, with respect to Unit Operations, 
shal I : 

(a) comply with the Workmen's Compensation Laws of the State, 



V 

(b) carry Employer's L i a b i l i t y and other insurance required 
by the laws of the State, and 

(c) provide other insurance as set fo r th in Exhibit "G". 

ARTICLE 10 

ADJUSTMENT OF INVESTMENTS - . 

10.1 Personal Property Taken Over. Upon the Effective Date, 
Working Interest Owners shall deliver to Unit Operator the following: 

10.1.1 Well s. All wells completed in the Unitized For -
mation. 

10.1.2 Well and Lease Equipment. The casing and tubing 
in each such well, the wellhead connections thereon, and all 
other lease and operating equipment that is used in the opera
tion of such wells which Working Interest Owners determine is 
"necessary or desirable for conducting Unit Operations. 

10.1.3 Records. A copy of all production and well re
cords for such wells. 

10.2 Inventory and Evaluation of Personal Property. Working In-
erest Owners shall at Unit Expense inventory and evaluate, as determine;.! 
by Working Interest Owners, the personal property taken over by Unit Opera
tor under Section 10.1.2. Such inventory shall include and be limited to 
those items of equipment considered controllable under Exhibit "F" except, 
upon determination of Working Interest Owners, items considered noncontrol-
lablf* . ay be included in the inventory in order to be included in the inven
tory for record purposes, but shall be excluded from evaluation and invest
ment ad jus:. -»nt. 

-'"-3 Investment Adjustment. .Upon approval by Working Interest 
Owners of the inventory and evaluation, each Working Interest Owner shall 
be credited with the value, as determined in- accordance with Section 10.2 
above, of its interest in all personal property taken over by Unit Operator 
under Section 10. i.2. and charged with an amount equal to that obtained by 
multiplying the total value of all such personal property taken over the 
Unit Operator under Section 10.1.2. by such Working'Interest Owner's Unit 
Participation. If the charge against any Working Interest Owner is greater 
than the amount credited to such Working Interest Owner, the resulting 
net charge shall be paid in all other respects be treated as any other 
item of Unit Expense chargeable against such Working Interest Owners. If 
the credit to any Working Interest Owner is greater than the amount charged 
against such Working Interest Owners, the resulting net credit shall be 
paid to such Working Interest Owner by Unit Operator out of funds received 
by i t in settlement of the net charges described above. 

10.4 General Facilities. The acquisition of warehouses, ware
house stocks, lease houses, camps, facility system, and office buildings 
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necessary for Unit Operations shall be by negotiat ion by the owners there
of and Unit Operator, subject to the approval of VJorking Interest Owners. 

10.5 Ownership of Personal Property and F a c i l i t i e s . Each Work
ing Interest Owner, indiv idual ly" , shall by v i r tue her.-of own an undivided 
i n t e res t , equal to i t s Unit Par t i c ipa t ion , in a l l personal property and 
f a c i l i t i e s taken over or otherwise acquired by Unit Operator pursuant to 
t h i s agreement. 

ARTICLE 11 

UNIT EXPENSE 

11.1 Basis fo r Charge to Working Interest Owners. Unit Opera
tor i n i t i a l l y shal l pay a l i Unit Expenditures. EacTTVoTking Interest 
Owner shall reimburse Unit Operator for i t s share of Unit Expenditures. 
Each Working Interest Owner's share of such Unit Expenditures shall be 
the same as i t s Unit Par t ic ipat ion f o r : 

(a) items in the nature of capital assets inc luding, without 
l i m i t a t i o n , real property i f acquired; 

(b) acqui r ing, d r i l l i n g , r e d r i l l i n g , equipping and re-equip
ping water i n jec t i on we l l s , replugging or converting o i l 
wells to water i n jec t i on we l l s , pumping and pipel ine f a c i l i 
t i e s for such we l l s , and changing any in jec t ion in terva l 
in any such wel1; 

(c) re-entry and replugging of wells outside the unit area 
as necessary to permit water injection into appropriate wells 
within the unit area; . 

(d) gathering lines and facilities and common tank batteries 
' utilized or acquired for Unit Operations, and 

(e) water purchased or otherwise obtained for injection pur
poses and the costs of injection thereof into the Unit Area. 

Each Working Interest Owner's share of all other Unit Expenditures shall 
be the same as its Unit Participation in effect at that time. All charges, 
credits and accounting for Unit Expenditures shall be in accordance with 
Exhibit "F". 

11.2 Budgets. Before or as soon as practical after the Effec
tive Date, Unit Operator shall prepare a budget of estimated Unit Expense 
for the remainder of the calendar year and on or before the f i r s t day of 
each October thereafter shall prepare such a budget for the ensuing calen
dar year. Budgets shall be estimates only, and shall be adjusted or cor
rected by Working Interest Owners and Unit Operator whenever an adjustment 
or correction is proper. A copy of each budget and adjusted budget shall 
be furnished promptly to each Working Interest Owner. 

11.3 Advance Billings. Unit Operator shall have the right, with 
out prejudice to other rights or rememdies, to require Working Interest 
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Owners to advance their respective share of estimated Unit Expense by sub
mitting to Working Interest Owners, on or before the 15th day of any month, 
an itemized estimate thereof for the succeeding month, with a request for 
payment in advance. Within fifteen (15) days after receipt of the estimate, 
each Working Interest Owner shall pay to Unit Operator its share of such 
estimate. Adjustments between estimated and actual Unit Expense shall be 
made by Unit Operator at the close of each calendar month, and the accounts 
of Working Interest Owners shall be adjusted acccordingly. 

11.4 Commingling of Funds. Funds received by Unit Operator under 
this agreement need not be segregated or maintained by i t as a separate 
fund, but may be commingled with its own funds. 

11.5 Lien and Security Interest of Unit Operator and the Work ing 
In • '.--vst Owners. Each Working Interest Owner grants to Unit Operator 
a lien upon its Oil and Gas Right-: in each Tract and a security interest 
in its share of Unitized Substances when extracted and i t interest in all 
Unit Equipment to secure payment of its share of Unit Expense, together 
with interest thereon at the rate of twelve percent {12%) per annum, with 
the further provision that Unit Operator grants a like lien to Working 
Interest Owners. To the extent that Unit Operator has a security inter
est under the Uniform Commercial Code of the State of New Mexico, Unit 
Operator s'- <11 be entitled to exercise the rights and remedies of a 
secured parry under the Code. The bringing of a suit and the obtaining 
of a judgment by Unit Operator for the secured indebtedness shall not be 
c 'r' an election of remedies or otherwise affect the lien rights or 
' .r ;ty interest as security for the payment thereof. In addition, up-

fault by any Working Interest Owners in the payment of its share of 
U.iit Expense, Unit Operator shall have the right, without prejudice, to. 
other rights or remedies, to collect frcm the purchaser the proceeds from 
the sale of such Working Interest Owner's share of Unitized Substances 
until the amount owed by such Working Interest Owners, plus interest, has 
bee paid. Each purchaser shall be entitled to rely upon Unit Operator's 
written statement concerning the amount of any default. The rights here
in granted the Unit Operator shall in like manner apply to the other 
Working Interest Owners. 

11.6 Unpaid Unit Expense. If any Working Interest Owner fails 
to pay its share of UniTTxpense within sixty (60) days after rendition of 
a statement therefor by Unit Operator, each Working Interest Owner agrees 
upon request by Unit Operator, to pay its proportionate part of the unpaid 
share of Unit Expense of the defaulting Working Interest Owner. Working 
Interest Owners that pay the share of Unit Expense of a defaulting Working" 
Interest Owner shall be reimbursed by Unit Operator for the amount so paid, 
plus any interest collected thereon, upon receipt by Unit Operator of any 
past due amount collected frcm the defaluting Working Interest Owners. Any 
Working Interest Owner so paying a defaulting Working Interest Owner's 
share of Unit Expense shall, to obtain reimbursement thereof, be subrogated 
to the lien and other rights herein granted Unit Operator. 

11.7 Carved-Out Interest. I f any Working Interest Owners shall, 
after executing this agreement, create an overriding royalty, production 
payment, net proceeds interest, carried .ir,terest, or any other interest out 
of its Working Interest, such carved-out interest shall be subject to the 
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terms and provisions of this^ agreement, specifically including, but without 
l imi ta t ion , Section 11.5 hereof entit led "Lien of Unit Operator." I f the 
Working Interest Owner creating such carv r j 1-out interest (a) f a i l s to pay 
any Unit Expense chargeable to'such Working Interest Owner under this agree
ment, and the production of Unitized Substances accruing to the credit of 
such Working Interest Owner is insuff icient for that purpose, or (b) with
draws from this agreement under the terms and provisions of Article 17 here
of, the carved-out interest shall be chargeable with a pro rata portion of 
a l l Unit Expense incurred hereunder, the same as though such carved-out 
interest were a Working Interest, and Unit Operator shall have the right to 
enforce against such carved-out interest the lien and a l l other rights 
granted in Section 11.5 for the purpose of collecting the Unit Expense 
chargeable to the- carved-out interest. 

11.8 Uncommitted Royalty. Should an owner of a Royalty Interest 
in any Tract f a i l to become a party to the Unit Agreement, and, as a result 
thereof, the actual Royalty Interest payments with respect to such T vet 
are more or less than the Royalty Interest payments computed on the basis 
of the Unitized Substances that are allocated to such Tract under the Unit 
Agreement, the difference to be borne by or inure to the benefit of Work
ing Interest Owners shall not exceed an amount computed on the basis of 
one-eighth (1/8) of the difference between the Unitized Substances allo
cated to ' the Tract and the Unitized Substances produced from the Tract. 
Such adjustments shall be made by charges and credits to the jo in t account. 

11.9 Salvage Credit. Credit for Unit Equipment salvaged during 
shall be divided in the same proportion as the Unit Participation. 

11.10 Rentals. The Working Interest Owners in each Tract shall 
pay a l l rentals^ minimum royalty, advance rentals or delay rentals due 
under the lease thereon and shall concurrently submit to the Unit Operator 
evidence of payment. 

; ARTICLE 12 

NON-UNITIZED FORMATIONS -

12.1 Right to Operate. Any Working Interest Owner that now has 
or hereafter acquires the right to d r i l l f o r and produce o i l , gas, or other 
minerals, from a formation underlying the Unit Area other than the Unitized 
Formation, shall have the right to do so notwithstanding this Agreement or 
th- 1 Unit Agreement. ' In exercising the r ight , however, the Working Interest 
Owner shall exercise care to prevent unreasonable interference with Unit 
Operations. Mo Working Interest Owner shall produce Unitized Substance 
through any well dr i l led or operated by i t . I f any Working Interest Owner 
d r i l l s any well into or through the Unitized Formation, the Unitized Forma
tion shall be protected in a manner satisfactory to Working Interest Owners 
so that the production of Unitized Substances w i l l not be affected adverse
l y . -

ARTICLE 13 

TITLES 

13.1 Warranty and Indemnity. Each Working Interest Owner repre-
fa i lu re . -
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sents and warrants that i t i s the owner of the respective working in terests 
set fo r th opposite i t s name in Exhibi t "B" of the Unit Agreement, and agrees 
to indemnify and hold harmless the other Working Interest Owners from any 
loss due to f a i l u r e , i n whole or in par t , of i t s t i t l e to any such i n te res t , 
except f a i l u r e of t i t l e ar is ing out of Unit Operations; however, such indem
n i t y and any l i a b i l i t y for breach of warranty shal l be l im i ted to an amount 
equal to the net value that has been received from the sale or receipt of 
Unit ized Substances a t t r i bu ted to the in teres t as to which t i t l e f a i l e d . 
Each f a i l u r e of t i t l e w i l l be deemed to be e f f ec t i ve , insofar as th i s Agree
ment is concerned, as of 7:00 a.m. on the f i r s t day of the calendar month 
in which such f a i l u r e is f i n a l l y determined, and there shall be no re t ro 
act ive adjus :.fi;ent of Unit Expense, or retroact ive a l locat ion of Unitized 
Substances or the proceeds therefrom, as a resul t of t i t l e f a i l u r e . 

13.2 Fai lure Because of Unit Operations. The fa i l u re of t i t l e 
of any Working Interest in any t r ac t because of Unit Operations, including 
nonproduction from such T rac t , . sha l l not change the Unit Par t ic ipat ion of 
the Working Interest Owner whose t i t l e fa i led in re lat ion to the Unit Par
t i c i pa t i ons of the other Working Interest Owners at the ttme of the t i t l e 
f a i l u r e . 

ARTICLE 14 . 

LIABILITY, CLAIMS, AND SUITS 

14.1 Individual L i a b i l i t y . The dut ies, ob l iga t ions, and l i a b i 
l i t i e s of Working Interest Owners'shall be several and not j o i n t or co l lec
t i v e ; «">nd nothing herein shall ever'be construed as creating a partnership 
of an.:' k ind, j o i n t venture, associat ion, or t rus t among Working Interest 
Owners. 

14.2 Settlements. Unit Operator may set t le any single damage 
claim or su i t involv ing Unit Operations i f the expenditure does not exceed 
Fi f teen Thousand Dollars ($15,000.00)' and i f the payment i s in complete 
settlement of such claim or s u i t . I f the amount required for settlement 
exceeds the above amount, Working Interest Owners shall assume and take 
over the fur ther handling of the claim or s u i t , unless such author i ty , 
i s delegated to Unit Operator. A l l costs and expense of handling, set
t l i n g , or otherwise discharging such claim or su i t shall be an item of 
Unit Expense. I f a claim i s made against any Working Interest Owner or 
i f any Working Interest Owner, is sued on account of any matter, ar is ing 
frcm Unit Operations over which such Working Interest Owner ind iv idua l ly 
has not control because .of the r igh ts given Working Interest Owners and 
Unit Operator by t h i s Agreement and the Unit Agreement, the Working 
Interest Owner shall immediately n o t i f y Unit Operator, and the claim or 
su i t shall be treated as any other claim or su i t involving Uni t Operations. 

ARTICLE 15 

LAWS AND REGULATIONS 

15.1 Internal Revenue Provision. Notwithstanding any provisions 
here in ' tha t t"he~ r igh ts and l i a b i l i t i e s of the part ies hereunder are sev-.ral • 
and not j o i n t or c o l l e c t i v e , or that t h i s Agreement and operations hereunder 
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shall not constitute a partnership, i f for Federal income tax purposes this 
Agreement and the operations hereunder are regarded as a partnership then 
each of the parties hereto elects to be excluded from the application of all 
of the provisions of Subchapter K, Chapter 1, Subtitle A, of the Internal 
Revenue Code of 1954, as permitted and authorized by Section 761 of the 
Code and the regulations promulgated thereunder. 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, 
including specifically, but not by way of limitation, all of the returns, 
statements,-.and - .the—da-ta-. requi red by Federal Regulations 1.761-l(a). 
Should there be any requirement that each party hereto further evidence 
this election, each party hereto agrees to execute such documents and 
furnish such other evidence as may be required 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. I f any present or 
fut.ire income tax laws of the state or states in which the Unit Area is 
located, or any future income taw of the United States, contain provisions 
similar to those in Subchapter K, Chaper 1, Subtitle A, of the Internal 
Revenue Code of 1954, under which an election similar to that provided by 
Section 761 of the Code is permitted, each of the parties agrees to make 
such election as may be permitted, or required by such laws. In making 
this election, each of the parties states that the income derived by such 
party from the operations under this Agreement can be adequately determined 
without the computation of partnership taxable income. 

15.2 Sta1111ory Unitization. If Working Interest Owners owning 
at least sevent; -five percent (75%) of the Unit Participation have become 
parties to this Agreement and i f Royalty Interest Owners owning at least 
se'-rity-five percent (75%) of the Royalty Interest have become parties 
hf -eto, the Unit Operator may make application to the New Hexico Oil 
Conservation Division of the Energy and Minerals Department for statutory 
unitization of the uncommitted interests. 

ARTICLE 16 

NOTICES 

16.1 Not ices. All notices required hereunder shall be in writ
ting and shall be deemed to have been properly served when sent by mail 
or telegram to the"address of the representative of each Working Interest 
Owner as furnished to Unit Operator'in accordance with Article 4. 

ARTICLE 17 

WITHDRAWAL OF WORKING INTEREST OWNER 

17.1 Withdrawal. A Working Interest Owner may withdraw from 
this Agreement by transferring, without warranty of t i t l e , either express 
or implied, to the other Working Intrest Owners, all its Oil and Gas Rights, 
exclusive of Royalty Interests, together with its interest in all Unit Eq-
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uipment and in al l 'wells used in Unit Operations. The instrument of trans
fer may be d-livered to Unit Operator for the transferees. Such transfer 
shall not relieve the Working Interest Owner from any obligation or l i a b i 
l i t y incurred prior to the date of the delivery of the instrument of trans
fer ; however, the tender has to be acccepted unless Working Interest Owners 
decide within ninety (90) days to terminate the Unit. The interest trans
ferred shall be owned by the transferees in proportion to their respective 
Unit Participations then in effect . The transferees, in proportion to the 
respective interests so acquired, shall pay transferor, for i t s interest 
in Unit Equipment, the net salvage value thereof as determined by Working 
Interest Owners. In the event such withdrawing party's interest in the 
aforesaid f a i r salvage value after deducting the estimated cost of salvag
ing same is less than the withdrawing party's share of the estimated cost 
of plugging and abandoning a l l wells then being used or hold for Unit 
Operations, then the withdrawing party, as a condition precedent to with
drawal, shall pay in cash to the party or parties succeeding to i ts i n 
terest a sum equal to the deficiency. After the date of delivery of the 
instrument of transfer, the withdrawing Working Interest Owner shall be 
relieved from a l l further obligations and l i a b i l i t y hereunder and under 
the Unit Agreement, and the rights of such Working Interest Owner hereunder 
and under the Unit Agreement shall cease insosfar as they existed by virtue 
of the interest transferred. - • 

ARTICLE 18 

ABANDONMENT OF WELLS 

18.1 Rights of Former Owners. I f Working Interest Owners decide 
to permanently abandon any wen within the Unit Area prior to termination of 
the Unit Agreement, Unit Operator shall give written notice thereof to the 
Working Interest Owners of the Tract on which the well is located, and they 
shall have the option for a period of ninety (90) days after the sending of 
such notice to not i fy Unit Operator in writing of their election to take 
over and own the wel l . Within ten (10) days af ter the Working Interest 
Owners of the Tract on which the well i s located, and they shall have the 
option for a period of ninety (90) days after the sending of such notice 
to not i fy Unit Operator in writing of their election to take over and own 
the wel l . Within ten (10) days after, the Working Interest Owners of the 
Tract have not if ied Unit Operator of their election to take over the well , 
they shall pay Unit Operator, for credit to the jo in t account, the amount 
determined by Working Interest Owners to be the net salvage value of the 
casing and equipment in on the wel l . The Working Interest Owners of the 
Tract, by taking over the we l l , agree to seal off the Unitized formation, 
and upon abandonment to plug the well in compliance with applicable laws 
and regulations. 

18.2 Plugging. I f the Working Interest Owners -of a Tract do not 
elect to take- over a well located within the Unit Area that is proposed for 
abandonment, Unit Operator shall plug and abandon the well in compliance 
with applicable laws and regulations. 
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ARTICLE 19 

EFFECTIVE DATE AND TERM 

19.1 Effective Date. This Agreement shall become effective when 
the Unit Agreement become effective. 

19.2 Term. This Agreement shall continue in effect so long as 
the Unit Agreement remains in effect, and thereafter until (a) all Unit 
wells have been plugged and abandoned or turned over to Working Interest 
Owners in accordance with Article 20; (b) ail Unit Equipment and real pro
perty acquired for the joint account have been disposed of by Unit Operator 
in accordance with instructions of Working Interest Owners; and (c) there 
has been a final accounting. 

ARTICLE 20 

ABANDONMENT OF OPERATIONS 

20.1 Termination. Upon termination of the Unit Agreement, the 
fo l lowing wilT~bccur: 

20.1.1 Oil and Gas Rights. Oil and Gas Rights in and 
to each separate Tract shafl no longer be affected by th is 
Agreement, and thereaf ter the part ies shall be governed by 
the terms and provisions of the leases, contracts and other 
instruments a f fec t ing the separate Tracts. 

20.1.2 Right to Operate. Working Interest Owners of 
any Tract that desire to take over and continue to operate 
wells located thereon may do so by paying Unit Operator, for 
cred i t to the j o i n t account, the net.salvage values, as deter
mined by Working Interest Owners, of the casing and equipment 
in and on the wells taken over and by agreeing upon abandon
ment to plug each well in compliance with applicable laws and 
regulat ions. 

20.1.4 Cost of Abandonment. The cost of abandonment of 
Unit Operations shall be Unit Expense. 

20.1.5 D is t r ibu t ion of Assets. Working Interest Owners 
shal l share in the d is t r i bu t ion of Unit Equipment, or the 
proceeds thereof, in proportion to the i r Unit Part ic ipat ions. 

ARTICLE 21 

EXECUTION ' 

21.1 Or ig ina l , Counterpart, or other Instrument. An owner of a 
Working Interest may become a party to this Agreement by signing the o r i g i 
nal of t h i s instrument, a counterpart thereof , or other instrument agree
ing to become a party hereto. The signing of any such instrument shall 
have the- same ef fect as i f a l l part ies had signed the same instrument. 
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ARTICLE 22 

SUCCESSORS AND ASSIGNS 

22.1 Successors and Assigns. This Agreement shall extend to, be 
binding upon, and inure to the benefit of the parties hereto and their res
pective heirs, devisees, legal representative, successors, and assigns, and 
shall constitute a covenant running with the lands, leases, and interests 
covered hereby. 

Mo party hereto shall assign or convey less than his entire interest 
in any Tract committed- hereto unless such leased interest, i f any, is an 
undivided interest in such entire tract; and, should any interest committed 
hereto be or become owned by three (3) or more parties, then all of such 
parties shall be obligated to appoint a single agent to represent such 
interest for the purpose of accepting billings and receiving payments, i f 
any, arising hereunder, or under the Unit Agreement, and for voting upon 
any matter which is the subject of determination of by the Working Interest 
Owners. 

IN WITNESS WHEREOF, the parties hereto have executed this Agreement 
on the dates opposite their respective signatures. 

YATES DRILLING COMPANY 
Unit Operator and Working Interest Owner 

By: 
Attorney-i n-. act 
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SIGNATURE PAGE TO SOUTH LOCO HILLS (GRAYBURG) UNIT 
AGREEMENT DATED 

MARTIN YATES, I I I 

Byj 
Attorney-in-Fact FRANK YATES 

STATE OF NEW MEXICO ) 

COUNTY OF EDDY ) 

The foregoing instrument was acknowledged before me th is 
day of , 1982, by 
Attorney-in-Fac: for YATES DRILLING COMPANY, a New Mexico corporat ion, "on 
behalf of said corporat ion. 

My Commission Expires: 

STATE OF MEW MEXICO ) 

COUNTY OF EDDY ) 

The foregoing instrument was acknowledged before me th i s 
day of , 1982, by FRANK YATES, i n d i v i d u a l l y , and as 
Attorney-in-Fact for MARTIN YATES, I I I . 

My Commission Expires: 

_ -|y0-j-a r y public • 
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SIGNATURE PAGE TO SOUTH LOCQ HILLS (GRAYBURG) UNIT 
OPERATING AGREEMENT DATED 

J. W. JONES PAULINE HEWITT 

ATTEST: ANADARKO PRODUCTION COMPANY 

By 

STATE OF NEW MEXICO ) 

COUNTY OF EDDY ) 

The foregoing instrument was acknowledged before me this 
day of 

My Commission Expires: 

1982, by J. W. JONES. 

Notary Public 

STATE OF NEW MEXICO ) 

COUNTY OF EDDY ) 

day of 
The foregoing instrument was acknowledged before me th i s 

• , 1982, by PAULINE HEWITT. 

My Commission Expires: 

Notary Public 

STATE OF TEXAS 

COUNTY OF 
: § 
) 

The foregoing instrument was acknowledged before me th is 
day of ,_1982, by , ' 
President ot AftnDAKKG PROOUClION COMPANY, a 
behalf of said corporat ion. 

My Commission Expires: 

corporat ion, on 

Notary Publi« 
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SIGNATURE PAGE TO SOUTH LOCO HILLS (GRAYBURG) UNIT 
OPERATING AGREEMENT DATED 

C. A. DENTON " G. C. DENTON 

ATTEST: SOUTHLAND ROYALTY COMPANY 

By 

STATE OF NEW MEXICO ) 
•• § 

COUNTY OF EDDY ) 

The foregoing instrument was acknowledged before me th is 
day of , 1982, by C. A. DENTON. 

My Commission Expires: 

STATE OF NEW MEXICO ) 
: § 

COUNTY OF EDDY ) 

Notary Public 

The foregoing instrument was acknowledged before me this 
day of 1 9 8 2> b^ G- c- DENTON. 

My Commission Expires: 

Notary Public 

STATE OF TEXAS ) -

COUNTY OF ) 

The foregoing instrument was acknowledged before me this 
day of _ _ » 1 9 8 2> by » - President 
of SOUTHLAND ROYALTY COMPANY, a . corporation, on behalf of-said . 
corporation. 

My -Commission Expires: 

Notary Pub he 



EXHIBIT "E" 
To Unit Operating Agreement 

SOUTH LOCO HILLS (GRAYBURG) UNIT 
Eddy County, New Mexico 

January 26, 1982 

Uorking Interes•: Owner 

J. W. Jones & 
Pauline Hewitt 

C. A. Denton & 
C.. C. Denton 

Anadarko Production Co. 

Trace Ko. 

COMPANY TOTAL 

Southland Royalty Co. 

COMPANY TOTAL 

Yates D r i l l i n g Co. 

COMPANY TOTAL 

Martin Yates I I I 
and 

Frank Yates 

COMPANY TOTAL 

Depco, Inc. 

Husky Oil Co. 

TOTALS 

2 
3 
6 
7 
7b 

2 
3 
7b 

2a 
2b 
4 a 
5 
7 a 

2a 
4a 
5 
7a 

4 

4 

Cumulative Production 
Thru 1980 

7471 

7471 

33049 
1563.5 
15254 
3617 
54978 

108461.5 

33049 
1563.5 

54978 ' 

89590.5 

7983.5 
27286 
17577.5 
36109 
46862.5 

135818.5 

7983.5 
17577.5 
36109 
46862.5 

108532.5 

75492.5 

75492.5 

Part icipation. 
Pe£cj^ntaga 

1.228116 

1.228116 

17.829386 

14.727286 

22.326451 

608330.0 

17.841057 

12.409794 

12.409794 

100.000000 
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;- EXHIBIT •» F " • 

Attached lo nnd made a part ot Unit Operating Agreement, Joiith 
jko^_Mll.?-...(-^.riyi,.y.r9) u Hjt> eddy County, New llexico 

ACCOUNTING PROCEDURE 

JOINT OPERATIONS 

I . GENERAL PROVISIONS 

1. Definitions 
\ 

"Joint Pioporty" shall moan the real ana personal property subject to the agreement to which thu Accounting 
Procedure is attached. 
"Joint Operations" shall mean all operations necessary or proper for the development, operation, protection and 
maintenance of the Joinl Properly. 
''Joint Account" shaU mean the account showing the charges paid and credits received in the conduct of the Joint 
Operations and which are to he shared by the Parties. 

"Operator" shali mean the party designated to conduct the Joint Operations. 

"Non-Operators" shall mean the parties to this agreement other than the Opcator. 

"Parties" shall mean Operator and Non-Operators. j 

'•First Level Supervisors" shall mean those employees whose primary function in Joint Operations is the direct 
supervision of other employees and/or contract labor directly employed on the Joint "Properly in a field operat
ing capacity. 

"Technical F,mp!o/-es" shall mean those employees having special and specific engineering, geological or other 
professional skills, and whose primary function in Joint Operations is the handling of specific operating condi
tions and problems, for the benefit of the Joint Property. 

"Personal Expenses" shall mean travel and other reasonable reimbursable expenses of Operator's employees. 

"Material" shall mean personal property, equipment or supplies acquired or held for use on the Joint Property. 

"C; :itn.oab!e Materia!" shall mean Material which at the time is so classified in the Material Classification Manual 
a:-, most recently lecomrr.ended by the Council of Petroleum Accountants Societies of North America. 

2. Statement am) Billings 

Os- -IM. . hall b i l l Non-Operators on ov before the last day of each month for their proportionate share of the 
Joint As count far the preceding month. Such bills w i l l be accompanied by statements which identify tiie author
ity fo- c. 'nditure, lease or facility, and all-charges rnd credits, summarized by appropriate classification.; uf i n -
v.- :! ond expense except that items of Controllable Material and unusual charges and credits shall be rep

ly .«!itified and ful ly described in detail. 

' i . A -nets and Payments by Non-Operators 

Unless otherwise provided lor in the agreernent, the Operator may requite ihe N on-Operators lo advance their 
share of estimated cash outlay for the succeeding month's operation. Operator shall adjust each monthly billing 
to reflect advances received from the Non-Operators. 

F.ach Non-Operator j.hali pay its propur:inn of all bills within fifteen (15) days after receipi. If payment is not 
made within r.uch time, the unpaid balance shall bear interest monthly at the rate of twelve percent (12'/c) per 
annum or t h - 'axirnum contract rate permitted by the applicable usury laws in the state in which, the Jcnnt 
Property is located, whichever is the lesser, plus attorney's fees, court costs, and other costs in connection with 
the collection of unpaid amounts. 

4. Adjustments 

Payment of any such bills shall noi prejudice the right of any Non-Operator to protest or question the correct
ness thereof; piovided, however, all bills and statements rendered to Non-Operators by Operator during anv 
calendar year .shall conclusive)y be presumed lo be true and correct after twenty-four (24) months following 
the end of any such calendar year, unless within the said twenty-four (2-1) month period a Non-Operalor takes 
written exception 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 of this paragraph shall not prevent 
adjustments resulting from a physical inventory of Controllable Material as provided for in Section V. 

5. Audits 

A. Non-Operator, upon notice in writing lo Operator and aii other Non-Operators, shall hav- lhe right to audit Ope
rator's accounts and records relating to the Joint Account for any calendar year within the twenty-four (24) month 
• •••riod following the end of such calendar year; piovided, however, the making cf an audit shall not extend the 
time for the taking of written exception to and the adjustments oi accounts as provided for in Paragraph 4 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 wi!! result in .> minimum of inconvenience to the Oj>e*.'i-
tor. Operator shal! hear nn portion of the Non-Operato;s' audit cost incurred under this paragraph unless agreed 
to by the Operator. 

G. Approval by Non-Operators 

Where an approval or other agreement of the Parties or Non-Operators is expressly required under other sec
tions of this Accounting Procedure and if the agreement to which this Accounting Procedure is attached contains 
no contrary provisions in regard thereto, Operator shall notify ai! Non-Op»rator.s of the Operator's proposal, and 
the agreement or approval o: a majority i:i interest of the Non-Operators shall be controlling on all Non-Opera
tors. 



H. DIRECT CHANGES 

Operaior sb ril! charge the Joint Account with the following items: 

1. Itcnlali mn! Royalties 

Lease rentals and royalties paid by Operaior for the Joint Operations. 

2. Labor 

A. (1) Salaries and wages of Operator's field employees directly employed on the Joint Property in the conduct 
of Joint Operations. 

(2) Salaries of First Level Supervisors in the field. 

(3) Salaries and wages of Technical Employees directly employed on the Joint Property if such charges are 
excluded from the Overhead rates. 

B. Operator's cost of ' oliday, vacation, sickness and disability benefits and other customary allowances paid to 
employees whose salaries and wages arc chargeable to tiie Joint Account under Paragraph 2A of this Section 
I I . Such costs under this Paragraph 2B may be charged on a "when and as paid basis" or by "percentage as
sessment" on the amount of salaries and wages chargeable to the Joint Account under Paragraph 2A of this 
Section I I . i f 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 
applicable to Operator's costs chargeab'r*. to the Joint Account under Paragraphs 2A and 2B of this Sec
tion I I . 

D. Personal Expenses of those employees whose salaries and wages arc chargeable to the Joint Account under 
Paragraph 2A of this Section I I . 

3. Employee Benefits 

Operator's current costs of established plans for employees' group life insurance, hospitalization, pension, re
tirement, stock purchase, thr i f t , bonus, and other benefit plans of a like nature, applicable to Operator's labor 
cost chargeable to the Joint Account under Paragraphs 2A and 2B of this Section I I shall be Operator's actual 
cost not to exceed twenty per cent (20%)> or percentage most r e c e n t l y recommended by COPAS 

4. Materia! 

Materia! purchased or furnished by Operator for use on the Joint Property as provided under Section IV. Only 
such Material shall be purchased for or transferred to the Joint Property as may be required for immediate use 
and is reasonably practical and consistent with efficient and economical operations. The accumulation of sur
plus stocks shall be avoided. 

5. Transportation 

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

A. I f Materia! is moved lo the Joint Property from the Operator's warehouse or other properties, no charge shal! 
be made to the Joint Account for a distance greater than the distance from the nearest reliable supply store, 
reco^;ni.:ed barge terminal, or railway receiving point where like materia! is normally available, unless agreed 
to by the Parties. 

B. If surphii Material is moved to Operator's warehouse or other storage point, no charge shall be made to the 
Joint Account for a distance greater than the distance to the nearest reliable supply store, recognized barge 
terminal, or railway receiving point unless agreed to by the Parties. No charge shaH be made to the Joint Ac
count for moving Material to other properties belonging to Operator, unless agreed to hy the Parlies. 

C. In the application of Subparagraphs A and B above, there shall be no equalization of actual gross trucking cost 
of $200 or less excluding accessorial charges. 

C. Services • '.. 

The cost of contract services, equipment and utilities provided by outside sources, except services excluded by 
Paragraph 9 of Section I I and Paragraph 1. i i of Section I I I . The cost of professional consultant services and con
tract services of technical personnel directly engaged on the Joint Property i f such charges are excluded from the 
Overhead rates. The cost of professional consultant services or contract services of technical personnel not d i 
rectly engaged on the Joint Property shall not be charged to the Joint Account unless previously agreed to by 
the Parties. 

7. Equipment and Facilities Furnished by Operator 

A. Operator shall charge the Joint Account for use of Operator owned equipment and facilities at rates com
mensurate with costs of ownership and. operation. Such rates shall include costs of maintenance, repairs, other 
operating expense, insurance, taxes, depreciation, and interest on investment not to exceed eight per cent (Z\' c) 
per annum. Such rales shall not exceed average commercial rates currently prevailing in the immediate area 
of the Joint Property. 

B. . In iieu of charges in Paragraph 7A above, Operator may elect to use average commercial rates prevailing in 
the immediate area of the Joint Property less ?.ii r ' c. Por automotive equipment, Operator may elect to use rates 
published by the Petroleum Motor Transport Association. 

8. Damages ami Losses to Joint Property 

Al l costs or expenses necessary for the repair or replacement of Joint Property made necessary because of dam
ages or losses incurred by fire, flood, storm. Iheft, accident, or other'cause, except those resulting Iron) Operator's 
gioss negligence- or w i l l fu l misconduct. Operator shad furnish Non-Operator written notice of damages or losses 
incurred a; soon as practicable after a report thereof has been received by Operator. 

9. L 'gal Expense 

E'.- pense of handling, investigating and settling litigation or claims, discharging of liens, payment of judgments 
and amounts paid for settlement of claims incurred in or resulting from operations under the agreement or 
necessary to protect or recover the Joint Property, except that no charge for services of Operator's legal staff 
or fees or expense of outside attorneys shall be made unless previously agreed to by the Parties. A l l other legal 
expense i ; considered to be covered by the overhead provisions of Section I I I unless otherwise agreed to by the 
Parties, except as provided in Section I , Paragraph 3. 
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- 10. Tuxes ' -

AH taxes of every kind and nature assessed or levied upon or in connection with the Joint Property, the opera
tion thereof, or the production therefrom, and which taxes have been paid by the Operator for the benefit of the 
Parties. . ' -

11. Insurance 

Net premiums paid for insurance required to be carried for the Joint Operations for the protection of the Par
ties, l n tlie event Joint Operations are conducted in a state in which'Operaior may act as self-insurer for Work
men's Compensation and/or Employers Liability under the respective state's laws. Operator may, at iis election, 
include the risk under its self-insurance program and in that event. Operator shall include a charge at Operator's 
cost nol to exceed manual rates. 

12. Other Expenditures 

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

H I . OVERHEAD 

1. Overhead - Drill ing and Producing Operations 

i . As compensation for administrative, supervision, office services and warehousing costs, Operator shall charge 
drilling and producing operations on either: 

( X ) Fixed Rate Basis, Paragraph IA, or 
( ) Percentage B isis, Paragraph IB. 

Unless otherwise agreed to by the Parties, such charge shall be in lieu of costs and expenses of all offices 
and salaries or wages plus applicable burdens and expenses of all personnel, except those directly chargeable 
under Paragraph 2A, Section I I . The cost and expense of services from outside sources in connection w ; : i 
matters of taxation, traffic, accounting or matters before or involving governmental agencies shall be considoi-'d 
as included in the Overhead rates provided for in the above selected Paragraph of this Section I I I unless such 
cost and expense are agreed to by the Parties as a direct charge to the Joint Account. 

i i . The salaries, wages and Personal Expenses of Technical Employees and/or the cost of professional consultant 
services and contract services of technical personnel directly employed on the Joint Property shall ( ) shall 
riot ( X ) be covered by the Overhead rates. 

• 
A. Overhead - Fixed Rate Basis 

(1) Operator shall charge the Joint Account at the following rates per well per month: 

Drilling Well Rate $ 2600.00 • > 
Producing Well Rate $ ' 2 8 0 1 0 0 : 

(2) Application of Overhead - Fixed Rate Basis shall be as follows: 

(a) Drill ing Well Rate 

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

[2 ] Charges for offshore drilling wells shall begin on the date when drilling or completion equipment 
arrives on location and terminate on the date the drilling or completion equipment moves off loca
tion or rig is released, whichever occurs first, except that no charge shall be made during suspen
sion of drilling operations for fifteen (15) or more consecutive days 

[3 ] Charges for wells undergoing any type of workover or recompletion for a period of five (5) con
secutive days or more shall be made at the drilling well rate. Such charges shall be applied for 
the period from date workover operations, with rig, commence through date of rig release, except. . 
that no charge shall be made during suspension of operations for fifteen (15) or more consecutive 
days. 

(b) Producing Well Rates 

[1 ] An active well either produced or injected into for any portion of the month shall be considered 
as a one-well charge for the entire month. 

[2] Each active completion in a multi-completed well in which production is not commingled down 
hole shall be considered as a one-well charge providing each completion is considered a separate 
well by the governing regulatory authority. 

[3] An inactive gas well shut in because of overproduction or failure of purchaser to take the produc
tion shall be considered as a one-well charge providing the gas well is directly connected to a per
manent sales outlet. - . 

[4] A one-well-charge may be-made for the month in which plugging and abandonment operations 
are completed on any well. 

[5 ] A l l olher inactive wells (including but not limited to inactive wells covered by unit allowable, 
lease allowable, transferred allowable, etc.) shall not qualify for an overhead charge. 

(3) The well rates shall be adjusted as of the first day of Apri l each year following the effective date of the 
agreement to which this Accounting Procedure is attached. The adjustment shall be computed by mult i 
plying the rate currently in use by the percentage increase or decrease in the average weekly earnings of 
Crude Petroleum and Gas Production Workers for the last calendar year compared to the calendar year 
preceding as shown by the index of average weekly earnings of Crude Petroleum and Gas Fields Produc
tion Workers as published by the United States Department of Labor, Bureau of Labor Statistics, or the 
equivalent Canadian index as published by Statistics Canada, as applicable. The adjusted rates shall be 
the rates currently in use, plus or minus the computed adjustment. 

— 3 — 



B. Overhead - Percentage Basis ..:: " .: . .v.,: 1 .. . . ;. .. . 

(1) Operator shall charge the Joint Account at the following rates: -. ' . . ' . 

(a) Development . • .-_ 

- Percent { % ) of the cost of Development of the Joint Property exclusive ol cost3 
provided under Paragraph 9 of Section I I ond all salvage credits. 

(b) Operating ' 

Percent ( % ) of the cost of Operating Ihe Joint Property exctusive of costs provided 
under Paragraphs 1 and 9 of Section I I , all salvage credits, the value of injected substances purchased 
for secondary recovery :,nd all taxes and assessments which are levied, assessed and paid upon the min
eral interest in and to the Joint Property. 

(2) Application of Overhead - Percentage Basis shall be as follows: 
For the purpose of determining charges on a percentage basis under Paragraph IB of this Section I I I , de
velopment shall include all costs in connection with drilling, redrilliiig, deepening or any remedial opera-
lions on any or all wells involving the use of drilling crew and equipment; also, preliminary expenditures 
necessary in preparation for drilling and expenditures incurred in abandoning when the well is not com
pleted as a producer, and original cost of construction ur installation of fixed assets, the expansion of fixed 
assets and any other project clearly discernible as a fixed asset, except Major Construction as e'e: r.ed in 
Paragraph 2 of this Section I I I . A l l olher costs shall be considered as Operating. 

2. Overhead - Major Construction 

To compenw'.e Operaior for overhead costs incurred in the construction and installation of fixed assets, the ex
pansion of fixed assets, and any other projecl clearly discernible as a fixed asset required for the development and 
operation of the Joint Property, Operator shall cither negotiate a rate prior to the beginning of construction, or shall 
charge She Joint Account for Overhead based on the following rates for any Major Construction project in excess 
of $_25Joao_____: 

A. 6 % of total costs i f such costs are more than $ 25,000 but less than S 100.000 ; plus 
B. of total costs in excess of $ J - Q . 9 j 0 0 Q _ _ b u t less than $1,000,000; plus 
C. -5 % of total costs in excess of $1,000,fi00. 

Total cost shall mean the gross cost of any one project. For the purpose of tiiis paragraph, the component parts 
of a single project shall not be treated separately and the cost of drilling and workover wells shall be excluded. 

3. Amendment of liates 

The O • erhead rates provided for in this Section I I I may be amended from time to time only by mutual agreement 
between tiie Parties hereto if , in practice, the rates are found to be insufficient or excessive. 

IV. PRICING OF JOINT ACCOUNT MATERIAL PURCHASES, TKANSFKKS AND DISPOSITIONS 

Operator is responsible for Joint Account Material and shall make proper and timely charges and credits for al! ma
terial movements affecting the Joint Property. Operator shall provide all Material for use on the Joint Property; how
ever, at Operator's option, such Material may be supplied by the Non-Operator. Operator shall make timely disposition 
of idle •.- surplus Material, such disposal being made either through sale to Operator or Non-Operator, division hi 
kind, or . L- to outsiders. Operator may purchase, but shall be under no obligation to purchase, interest of Non-Opera -
to' : in su'-plus condition A or B Material. The disposal of surplus Controllable Material not purchased by the Opera
tor shall he agreed to by t Parties. 

1. Purchases 

Mate;ird purchased shall be charged at the price paid by Operator after deduction of all discounts received. In case 
of Malerial found to be defective or returned to-vendor for any other reason, credit shall be passed to the Joint 
Acv'iunt when adjustment has been received by the Operator. 

2. Transfers and Dispositions . 

Material furnished to the Joint Property and Materia! transferred from the Joint Property or disposed of by the 
Opera*.jr, unless otherwise agreed to by the Parties, shall be priced on the following bases exclusive of cash dis
counts: 

A. New Material (Condition A) 

(1) Tubular goods, except line pipe, shal! be priced at the current new price in effect on date of movement on a 
maximum carload or barge load weight basis, regardless of quantity transferred, equalized to the lowest 
published price f o.b. railway receiving point or recognized barge terminal nearest the Joint Property 
where such Material is normally available. . 

. (2) Line Pipe 

(a) Movement of less than 30,000 pounds shall be priced at the current new price, in effect at date of 
movement, as listed by a reliable supply store nearest the Joint Property where such Material is nor
mally available. 

(b) Move:: enl of 30,000 pounds or more shall be priced under provisions of tubular goods pricing i ' i Para- ' 
graph 2A (1) of this Section IV. 

(3) Other Materia! shall be priced at the current new price, in effect at date of movement, as listed by a reliable 
supply store or f.o.b. railway receiving point nearest the Joint Property where such Materia! is normally 
available. 

B. Good Used Material (Condition B) . . . . 

Material in sound and serviceable condition and suitable for reuse without reconditioning: 

(1) Material mov<-d to the Joint Propeity 

(a) At seventy-five percent (75C.) of current new price, as determined by Paragraph 2A of this Section IV. 

(2) Material moved from Ihe Joint Property 

(a) At seventy-five percent (Ta1".-) of current new price, as determined by Paragraph 2A of this Section IV,. 
i f Material was originally charged to the Joint Account as new Material, or 



-(b) at sixty-five percent (C5^) of current now price, as determined by Paragraph 2A of this Section 
IV, if Material was originally charged to the Joint Account as good used Material at seventy-five per
cent (75Vr) of current new price. . -. 

The cost af reconditioning, if. any, shall be absorbed by the transferring property. . . / . 

C. Other Used Material (Condition C and D), , . - " 

(1) 'Condition C 

Material which is not in sound and serviceable condition and not suitable for its original function until 
after reconditioning shall be priced at f i f t y pei cent (50',>) of current new price as determined by Para
graph 2A of this Section IV. The cost of reconditioning shall be charged to the receiving property, pro
vided Condition C value plus cost of reconditioning does not exceed Condition B value. 

(2) Condition D 

Al l other Malerial, including junk, shall be priced at a value commensurate with its use or at prevailing 
prices. Material tio longer suitabte for its original purpose but usable for some other purpose, shall l e 
priced on a basis comparable wit:, that of items normally used for such other purpose. Operator may dis
pose of Condition D Material under procedures normally utilized by the Operator without prior approval 
of Non-Operators. 

D. Obsolete Material 

Material which is serviceable and usable for its original function but oo-'Jition and/or value of such Material 
is not equivalent to that which would justify a price as provided above may be specially priced os agreed to bv 
the Parties. Such price should result in the Joint Account being charged with the value of the service ren
dered by such Material. 

E. Pricing Condition^ 

(1) Loading and unloading costs may be charged to the Joint Account at the rate of fifteen cents ( la£) per 
hundred weight on all tubular goods movements, in lieu of loading and unloading costs sustained, when 
actual hauling cost of such tubular goods are equalized under provisions of Paragraph 5 of Section I I . 

(2) Material involving erection costs shall be charged at applicable percentage of the current knocked-down 
price of new Material. 

3. Premium Prices 

Whenever Material is not readily obtainable at published or listed prices because of national emergencies, strikes 
or other unusual causes over which the Operator has no control, the Operator may charge the Joint Account for the 
required Material at the Operator's actual cost incurred in providing such Material, in making it suitable for use. 
and in moving it to the Joint Property; provided notice in writing is furnished to Non-Operators of the proposed 
charge prior to billing Non-Operators for such Material. Each Non-Operator shall have the right, by so electing and 
notifying Operator within ten days after receiving notice from Operator, to furnish in kind all or part of his share 
of such Material suitable for use and acceptable to Operator. 

4. Warranty of Material Furnished by Operator 

Operator does not warrant the Material furnished. In case of defective Material, credit shall not be passed to fhe 
Joint Account until adjustment has been received by Operator from the manufacturers or their agents. 

V. INVENTORIES 

The Operator shall maintain detailed records of Controllable Material. 

1. Periodic Inventories, Nolice and Representation 

At r • -rable intervals, Inventories shall be taken by Operator of the Joint Account Controllable Material. 
Writte : .,o-.:ee of indention to take inventory shall be given by Operator at least thirty (30) days before any inven
tory is to begin so that Non-Operators may be represented when any inventory is laken. Failure of Non-Operators 
to be represented at an inventory shall bind Non-Operators to accept the inventory taken by Operator. 

2. Reconciliation and Adjustment of Inventories 

Reconciliation of a physical inventory with the Joint Account shall be made, and a list of overages and shortages 
shall be furnished to the Non-Operators within six months following the taking of the inventory. Inventory ad
justments shall be made by Operator with the Joint Account for overages and shot tales', but Operator sha"! be 
held accountable only for shortages due to lack of reasonable diligence. 

3. Special Inventories 

Special Inventories may be taken whenever there is any sale or change of interest in the Joint Property. H shall 
be the duty of the party selling lo nc *.ify 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. 

4. Expense of Conducting Periodic Inventories 

The expense of conducting periodic Inventories shall not be charged to the Joint Account unless agreed to by the 
Parties. "• 
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EXHIBIT "G" 

ATTACHED TO AND MADE A PART OF 
UNIT OPERATING AGREEEMENT 

SOUTH LOCO HILLS (GRAYBURG) UNIT 
EDDY COUNTY, NEW MEXICO 

ADDITIONAL INSURANCE PROVISIONS 

Operator, duriiv, the term of t h i s agreement, s h a l l carry insurance for the 
benefit and at the expense of the parties hereto, as follows: 

(A) Workmen's Compensation Insurance as contemplated by the state i n 
which operations w i l l be conducted, and Employer's L i a b i l i t y 
Insurance with l i m i t s of not less than $100,000.00 per employee. 

(B) Public L i a b i l i t y Insurance: 
Bodily Injury - $500,000.00 each occurrence. 

(C) Automobile Public L i a b i l i t y Insurance: 
Bodily In j u r y - $250,000.00 each person. 

$500,000.00 eac\ occurrence. 

Property Damage. - $100,000.00 each occurence. 

Except as authorized by thi s Exhibit "G", Operator shall not make any charge to 
the j o i n t ac :uunt for insurance premiums. Losses not covered by Operator's 
insurance (or by insurance required by thi s agreement to be carried for the 
benefit and at the expense of the parties hereto) shall be charged to the 
j o i n t account. ' ' 


